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Introduction

O n e  o f  the key  o b je c t iv e s  o f  the  e le v e n th  p lan  is in c lu s iv e  g row th ,  F in a n c ia l  in c lu s io n  h as  b e c o m e  an 
is su e  o f  c o n c e rn  to all e c o n o m ie s  o f  the  w o r ld ,  T h e  N A B A R D  w o r k in g  g ro u p  on  f in a n c ia l  inc lu s ion  
(2 0 0 7 ) had defined financial inclusion  as the process o f  ensuring access  to financial serv ices  and tim ely, 
an d  a d e q u a te  c red i t  n e e d e d  b y  v u ln e ra b le  g ro u p s  su ch  as w e a k e r  se c t io n s  and  lo w  in c o m e  g ro u p s  at an 
a f fo rd a b le  cost,  In Ind ia ,  the  tota l f low  o f  ag r icu l tu ra l  c red i t  had  in c re a se d  f ro m  R s , 8 8 5 , I 6  c ro re  in  1950- 
1951 to 1 ,17 ,899  c ro re  in 2 0 0 5 -2 0 0 6 ,

T h o u g h  there w a s  in c re a se  in the f low  o f  in s ti tu tiona l cred it ,  the  n o n - in s t i tu t io n a l  c re d i t  a c c o u n te d  
for 38,9  p e rc e n t  in th e  y e a r  2002 , (All Ind ia  D e b t  and  In v e s tm e n t  S u rv e y ,  2 0 0 2 ) , It. r e v e a le d  that 
n o tw i th s ta n d in g  the o u t re a c h  o f  b ank ing ,  t h e j o r m a l  c red it  has  no t b e e n  ab le  to a d e q u a te ly  p e n e t r a te  the 
in fo rm a l  f inancia l  m a rk e ts .  R a th e r ,  it s e e m s  to h a v e  sh run k  in s o m e  re sp e c ts  in re c e n t  y e a r s  (T hroat ,  
2006) ,  It rev ea led  the  a b s e n c e  o f  a d e q u a te  in s t i tu tiona l  credit in ag r ic u l tu re  ev en  af ter  v a r io u s  ag ricu l tu ra l  
c.'‘ed it  p o l ic y  o rien ted  re fo rm s .

T h e  sm all  and  m a rg in a l  fa rm e rs  co ns t i tu te  80 p e rcen t  o f  the o p e ra t io n a l  h o ld in g s  and  c u l t iv a te  nearly  
36 p ercen t  o f  the a rea  in Ind ia ,  D u e  to the ir  sm all  ho ld ings ,  they  a re  d isadv an ta geo us !} '  p la c e d  v/ith 
resp ec t  to the ir  acc ess  to te c h n o lo g y ,  cap ita l ,  c red i t  and  o ther  in s ti tu tiona l su p p o r t  (S id h u  a n d  G i l l ,  2006),

The share o f  com m ercial banks in their lending to marginal farmers w as on ly  around 20 to 30 percent 
during 1972-2005 , w hereas the m edium  and large farmers had received more than 45 percent o f  the share 
d u r in g  the sam e period .

Methodology

T h e  s tu d y  is b a se d  on  the p r im a ry  data. T h e  C o im b a to re  is one  o f  the a g r ic u l tu ra l ly  a d v a n c e d  d is tr ic ts  in 
T a m i ln a d u  and  su r ro u n d e d  w ith  m o re  ag r icu l tu ra l  research  s ta tions. A m o n g  19 c o m m u n i ty  d e v e lo p m e n t  
b lo c k s  in the  d is tr ic t ,  the T h o n d a m u th u r  b lo c k  w as  the high cred it  in te n s iv e  b lo c k  b a s e d  on  the  av erage  
a v a i la b i l i ty  o f  c red i t  in the  d is tr ic t .  H e n c e  the  T h o n d a m u th u r  b lo c k  w as  se le c ted  for the s tu d y ,T h e  per iod  
o f  the  s tu d y  w as  p e r ta in in g  to the  crop  y ea r  2 0 0 5 -2 0 0 6 ,  The, fa rm ers  w e re  c la s s i f ie d  as c red i t  c o n s t ra in e d  
and  cred i t  u n c o n s tra in e d ,  b a se d  on the su rv e y  re sp on ses  o f  the fa rm e rs .  In  the  p o s t  s t ra t i f ic a t io n ,  there 
w e re  51 cred i t  co n s t ra in e d  and  74 credit u n c o n s t ra in e d  farm ers  in T h o n d a m u th u r  b lock ,

A  fa rm e r  is c red it  co n s t ra in e d  w hen  he d e m a n d s  m o re  than the  av a i lab i l i ty  o f  c red i t  f ro m  the  credit 
in s ti tu tio ns .  H e n c e  cred i t  cons tra in t  and the f inancia l  exclus ion  is a fun c t ion  o f  fa rm  an d  fa n n e r  
c h a ra c te r i s t ic s  a f fe c t in g  both  ava i lab i l i ty  and  d e m a n d  for credit. T h e  av a i lab i l i ty  and  d e m a n d  fo r  credit 
v^ere d e te rm in e d  by  a set o f  fa rm  and fa rm e r  ch a rac te r is t ics  such  as area  u n d e r  cu l t iv a t io n ,  fa rm ing  
e x p e r ie n c e ,  ed uca t io n ,  fam ily  s ize ,  non -fa rm  in c o m e  and avai lab i l i ty  o f  o w n  fund  to invest .

T h e  p ro b a b i l i ty  o f  a f a rm e r  to be cred it  co n s t ra in ed  is es t im a ted , based  on the a b o v e  fa rm  a n d  farm er 
c h a ra c te r i s t ic s  u s ing  p rob it  eq ua t io n



G * =  y z+S (F e d e r  et ai, 1990  an d  F o ltz ,  2 0 0 4 )

w h e re  G  =  p ro ba b i l i ty  o f  a f a n n e r  to b e  cred i t  c o n s t ra in e d  o r  c red i t  u n c o n s t ra in e d ,

y  =  p a r a m e te r  c o -e f f ic ie n t  ' .  ' ■ ■

Z  =  a re a  u n d e r  cu l t iv a t ion  (in h e c ta re s ) ,  f a rm in g  e x p e r ie n c e  (in y ea rs ) ,  e d u c a t io n  (in y e a rs ) ,  fam ily  
size (in n u m b e r ) ,  n o n -fa rm  in c o m e  (in  R s.)  and  a v a i la b i l i ty  o f  o w n  fund  to inv es t  ( in  R s .) ,  all be ing  
m e a su re d  in  n a tu ra l  lo g a r i th m ic  fo rm , f  is a r a n d o m  d is tu rb a n c e  term.

I f  G *>0, the fa rm e r  is c re d i t  co n s t ra in e d .  W ith  the  a b o v e  fo rm u la t ion ,  the  p ro b a b i l i ty  tha t  the  fa rm e r  
b e c o m e s  c re d i t  co ns t ra in ed  (O ’''>0) ca n  b e  w ri t ten  as

p ro b  (G *>0) =  p ro b a b i l i ty  (y'z+£  >0).

T his form ulation leads to a standard probit m odel to estim ate the probab ility  that a hou sehold  is 
credit co n s t ra in e d .  A s s u m in g  <F has a s tan da rd  n o rm a l  distribution [N(0, 1)], the log lik elih ood  function  
for a p ro b i t  m o d e l  is

InL  =

w h e re  is the  s tan da rd  n o rm a l  d is tr ib u t ion  e v a lu a te d  at y' z (Foltz , 200 4 ) ,

Results and Discussion 

Availability of Agricultural Credit

T h e re  is an  u rg en t  n eed  for  in c re a se d  p ro d u c t io n  in ag r ic u l tu re  w ith  a v ie w  to attain s e l f  s u f f ic ie n c y  in 
food and  raw  m ate ria ls .  B e fo re  the  ad ven t  o f  p la n n in g  in Ind ia  in 1951 , the  ins ti tu tio na l  s o u r c e ’ o f  
agricultural credit hardly contributed four percent, o f  w hich three percent cam e from c o -o p e ra t iv e s .  T h e  
p re se n c e  o f  c o m m e rc ia l  b a n k s  in the scene o f  rural credit was v lftua lly  non existent, T he role o f  
c o m m e rc ia l  b a n k s  in the  field  o f  rural c red it  w as  e n h a n c e d  s ign if ican tly  fo l lo w in g  the  n a t io n a l iz a t io n  o f  
the m a jo r  co m m e rc ia l  b ank s  in 1969  (M alho tra ,  1991).

T h is  s e c t io n  s tu d ie s  th e  a v a i la b il i ty  o f  a g r ic u ltu r a l c re d it  in the s tu d y  area  u n d er  th e  f o l lo w in g  h e a d s .

® A v a i la b i l i ty  o f  c ro p  lo a n
A v a i la b i l i t y  o f  in v e s tm e n t  lo a n  ■

AvAiD'uriiLiiYOF Crop Loan

C rop  loan  is a short te rm  loan  m e a n t  for p ro d u c t io n  p u rpo ses .  It is s a n c t io n e d  fo r  a p e r io d  o f  o n e  y e a r  for 
m e e t in g  the  p ro d u c t io n  e x p e n s e s  c o n n e c te d  w ith  ra is ing  a crop  and to b e  re p a id  f rom  the in c o m e  o f  the 
crop  ra ise d  (M o h id e e n ,  1991). C ro p  loan r e q u i r e m e n t  inc ludes  the c red i t  re q u i re d  to p u r c h a s e  seed, 
fer t i l izers ,  in sec t ic ide s  and  p e s t ic id e s  etc.

T h e  fa rm e r  c a te g o ry  w ise  and  credit cons t ra in t  w ise  av e rag e  pe r  h e c ta re  c ro p  loan  a v a i la b i l i ty  in the 
s tu d y  a rea  is sh o w n  in tab le  - 1 '■

Table 1: Availability of Crop Loan

F a n n e r  C n t e g o f Y C C C U C
Muri t in a l 4 6 88 2 4 1 6 7
Sm al l 14583 35 271
S em i  m ed ium 13132 17297
M e t l i im i 95 83 20 5 2 4
Larite 16177 18127

S in irc i ':  FieKI Survey, 2006-2007, CC: Credit Con.slniined Fiirmer.s, CUC: Credit Uneonstrained Formers.



A m o n g  all ca te g o r ie s  o f  f a rm e rs ,  the  cred i t  u n c o n s t ra in e d  fa rm e rs  had  av a i led  h ig h e r  a m o u n t  o f  crop 
loan per h e c ta re  w h e n  c o m p a r e d  w i th  c red i t  c o n s t ra in e d  fa rm e rs ,  T h e  c re d i t  u n c o n s t r a in e d  farmers 
b o n 'o w e d  c ro p  loan  in the  r a n g e  b e tw e e n  Rs. 17297  and  R s ,35271  p e r  h e c ta re .  T h e  c red i t  constrained 
fa rm e rs  h a d  a v a i le d  c ro p  lo a n  r a n g e d  b e tw e e n  R s ,4 6 8 8  and  R s , 16177 , In  all the  tw o  g ro u p s  o f  farmers, 
the  sm all  f a rm e r s  h a d  a v a i le d  h ig h e r  a m o u n t  o f  cred it .

Availability of Investment Loan

. Investm ent loan is a long term credit to enable the farmers to obtain benefits o f  agricultural capital 
goods created or purchased from the loan advanced on tractors, pumpsets, dugwells etc, over a long 
period o f  tim e w ith a m inim um  period o f  three years.

T h e  p e r  h e c ta re  a v a i la b i l i ty  o f  in v e s tm e n t  loan is s h o w n  in tab le  -  2.

Table 2i Availability oflnvestment Loan
(R.s. Per Heclim’)

Farm er Cniceorv CC C U C
Maritinnl S7S00 1)
■Small 17500 I720R
.Setni tnodiutn 7143 7141
Medium 8438 10282
Lat'Rc 11562 2898

Source: Field Survey, 2005-2006, CC; Ciedit Con.urained Fniniiers, CUC: Credit Unconstrained Farmers

f i le  ta b le  - 2 s h o w s  tha t  all c a te g o r ie s  o f  c red i t  co n s t ra in e d  fa rm e rs  e x c e p t  m e d iu m  fa rm e rs ,  had 
b o n 'o w e d  la rg e r  a m o u n t  o f  ' in v e s tm e n t  c red it  than  c red i t  u n c o n s t r a in e d  fa rm e rs .  A m o n g  credit 
constrained farmers, the m arginal farmers bad availed higher amount o f  investm ent credit R s.8 7 5 0 0  per 
hectare than any other categories o f  farmers, whereas, the sm all farmers had borrow ed higher amount of 
investm ent loan (R s, 17208) am ong credit unconstrained farmers.

Agricultural Credit Constraint and Financial Exclusion

T e c h n o lo g y  inc reases  the  d e m a n d  for  bo th  short  te rm  and  long  te rm  a g r ic u l tu ra l  c red i t  f rom  various 
in s t i tu tiona l  a g en c ie s .  T h e  in s t i tu t io na l  ag enc ie s  c o u ld  no t m e e t  the d e m a n d  fo r  cred it .  T h e re  is, thu,s a 
gap  b e tw e e n  the  su p p ly  and d e m a n d  for c red it  (S hu k la  et al., 1977),

T h e  a g r icu l tu ra l  c red i t  c o n s t r a in t  and  f inancial e x c lu s io n  is the excess  d e m a n d  fo r  c red i t  c o m p a re d  to 
c red i t  av a i lab i l i ty .  T h e  a g r ic u l tu ra l  c red i t  co ns tra in t  and  f inancia l  e x c lu s io n  is c la s s i f ie d  as

» C ro p  loan  c o n s t ra in t  and  f ina nc ia l  exc lus ion  
• In v e s tm e n t  loan c o n s t r a in t  and  f inancia l  e x c lu s io n

Crop Loan Constraint and Financial Exclusion

Crop loan constraint is a short period loan constraint, It is the ex cess  dem and over availab ility  o f  crop 
loan. T h e  c ro p  loan co n s t ra in t  a d v e rs e ly  affec ts  the  u se  o f  fa rm  v a r ia b le  inp u ts  su ch  as  lab ou r ,  seeds, 
fe r t i l izers ,  p e s t ic id e s  etc,

T h e  ta b le  - 1 s h o w s  the fa rm e r  ca te g o ry  w ise  d is tr ib u t ion  o f  c ro p  loan  c o n s t ra in t  and  financial 
ex c lu s io n .

Table 3i Crop Loan Constraint and Financial Exclusion

Farm er Catcuory C C
Marginal 4187
Small 3847
Setni tnediuin 6015
Mediittn 659
Large 5478

Source: Field Suivey, 2006-2007, CC: Ciedil Constrained Fanners, CUC; Credit Unconstrained Fartners



H ig h e r a m o u n t o f  c ro p  loan  co n stra in t w as o b se rv ed  w ith  the  sem i m ed iu m  fa rm ers (R s .6 0 1 5 )  
fo llo w ed  b y  la rg e  fa rm ers  (R s .5 4 7 8 ). T he  m ed iu m  fa rm e rs  had less c ro p  loan  e x c lu sio n  (R s, 659 ), 
fo llow ed  by  sm all fa rm ers (R s. 3847),

IN W .S T M E N T  LO AN C O N S T R A IN T  AND F IN A N C IA L  E X C LU S IO N

In v e s tm e n t  loan c o n s t ra in t  is a long  per iod  loan  c o n s t ra in t .  It is the  e x c e s s  d e m a n d  o v e r  av a i la b i l i ty  
o f  in v e s tm e n t  loan. T h e  tab le  s h o w s  fa rm e rs  c a te g o ry  w is e  d is tr ib u t io n  o f  in v e s tm e n t  loan c o n s t r a in t  in 
the h ig h  c re d i t  in ten s ive  T h o n d a m u th u r  b lock ,

the- in v e s tm e n t  loan c o n s t ra in t  and  g a p  in the  h igh  c red i t  in te n s iv e7 'he  tab le  •- 4 sh ow s ,  
T h o n d a m u th u r  b lock.

Tiiblc 4i Investment Loan Constraint and Financial Exclusion

I'Virmer Category CC
Marginal 109375
Small 19271
Semi medium 10863
Medium 29270
Large 43556

Source: Field Survey, 2005-2006, CC; Credit Constrained Fanners

T h e  tab le  - 4 s h o w s  tha t  in the  h igh cred i t  in te n s iv e  T h o n d a m u th u r  b lo c k ,  h ig h e r  a m o u n t  o f  
in v e s tm e n t  loan  c o n s t ra in t  w a s  o b se rv e d  w ith  m a rg in a l  f a n n e r s  (Rs, 1 0 9 3 7 5 )  fo l lo w e d  by  la rg e  f a r m e r s , 
(R s ,4 3 5 5 6 ) ,  T h e  lo w e s t  a m o u n t  o f  in v e s tm e n t  loan  co n s t ra in t  w as  a s s o c ia te d  w i th  sem i m e d iu m  fa rm e rs  
( R s , I0 8 6 3 ) ,

Determinaivts of Agricultural Financial Exclusion and Credit Constraint

T h eo re tic a l and em p irica l w o rk s  in eco n o m ics had e s tab lish ed  that c red it m a rk e ts  in d ev e lo p in g  c o u n tr ie s  
w o rk  in e ffic ie n tly  due  to a n u m b e r  o f  m arke t im p e rfec tio n s  w hich  in c lu d ed  (1) in te res t ra le  c e ilin g s  
u su a lly  im posed  by  the  g o v e rn m e n t; (2) m o n o p o ly  p o w e r in the c red it m a rk e ts  o ften  e x e rc ised  by the 
in fo rm a l len d ers  (B ell et a l,, 1997); (3) large  tran sac tio n  co sts  in cu rred  by  th e  b o rro w e rs  in a p p ly in g  for 
loans; and  (4) m oral h a za rd  p ro b lem s (C arter, 1989), T h e  a b o v e  im p e rfec tio n s  c o m b in ed  to g e th e r  led  the 
fa rm ers  to be c red it c o n s tra in e d  (F o ltz , 2004), In th is  sec tio n , an a ttem p t w as m ad e  to id en tity  the  fac to rs  
w h ich  led  the fa rm ers to be  p ro b a b le  cred it c o n stra in ed  and financia l ex c lu s io n ,

A  fa rm e r  is c red i t  c o n s t ra in e d  and he has c red i t  gap  w h e n  he d e m a n d s  m o r e  than the  a v a i la b i l i ty  o f  
c red i t  f rom  the c red i t  in s ti tu tio ns .  H e n c e  f inancia l  ex c lu s io n  or c red i t  g ap  is a fu n c t io n  o f  fa rm  and  
fa rm e r  c h a rac te r is t ic s  s u c h  as a rea  u n d e r  cu l t iv a t ion ,  f a rm in g  e x p e r ie n c e ,  e d u c a t io n ,  fa m ily  s ize ,  non  
fa rm  in c o m e  and  o w n  fund ,  a ffec ting  bo th  the  av a i lab i l i ty  and d e m a n d  fo r  credit.  It lead s  to the 
fo rm u la t ion  o f  r e d u c e d  fo rm  m o d e l  w hich  can  be  e s t im a te d  by  a p ro b i t  p ro c e d u re .  T h e  p ro b i t  p r o c e d u r e  
w as  a lso  used by  F e d e r  et al ( 1 9 9 1 )  and F o l tz  (2 0 0 4 ) ,  to m e a su re  the p ro b a b i l i ty  o f  a f a rm e r  b e in g  cred i t  
c o n s t ra in e d  and  ex c lu d e d  f rom  the ins ti tu tional f inance .

T h e  red uce d  fo rm  e s t im a t io n  show s w h ich  fac tors  are  m o re  im p o r ta n t  to e i the r  su p p ly  o r  d e m a n d .  A 
p os i t ive  e s t im a te d  p a ra m e te r  co -e ff ic ien t  s ig n if ie s  a c h a rac te r is t ic s  w h ic h  in c re a se s  d e m a n d  m o r e  than 
supp ly .  A m o n g  the  v a r ia b le s  such  as area u n d e r  cultivafi'oir, fa rm in g  e x p e r ie n c e ,  e d uca t io n ,  f a m i ly  s ize ,  
non  f a rm  in c o m e  and  o w n  fund; non  fa n n  in c o m e  and  av a i lab i l i ty  o f  o w n  fun d  w ere  e x p e c te d  to h a v e  
n e g a t iv e  re la t ion sh ip  w i th  c red i t  constra in t  and f inanc ia l  ex c lu s io n ,  (F e d e r  et al, 1990), E d u c a t io n ,  fa m ily  
s ize ,  a rea  u n d e r  c u l t iv a t io n  and  farm ing  experience  w ere  expected  to h a v e  in tenned ia te  a p riori sign 
depen d in g  on the strength  o f  its influence on the availability  o f  credit than  d em a n d  (Feder  et al, 1990 and 
F o ltz ,  2004).

T h e  e s t im a ted  f inancia l  e x c lu s io n  and credit cons t ra in t  equa t ion  is s h o w n  in table-5.



Table 5:'Determinants of Credit Constraint and Financial Exclusion
Variable Probit C o-efficient ‘ t ’ Value
Constant 2,7614 2.510**'
Area under cultivation 0.6012 2,594**‘ ■
Fanning experience -0.1832 -0.678
Education •0.0472 -0.288
Family size • 1.4111 ■3.459**
Non fann income ■0,0180 -0,486
Own fund •0:>1587 -5.111**'
Clii-squored 46.3850
Log likelihood function ■59.0428
Model prediction 75.13
N 125

Source; Estimates based on field survey, 2005-2006, * * :  Significant at I percent level

T h e  e s t im a te d  p ro b i t  c o -e f f ic ie n t  s h o w e d  th a t , a m o n g  the s e le c te d  v a r iab les ,  a rea  u n d e r  cultivation, 
fa m ily  s iz e  an d  a v a i la b i l i ty  o f  o w n -T u n d ' to  i n v e s t 'w e r e  s ta t is t ic a l ly  s ig n if ican t  at o n e  p e rc e n t  level to 
d e te rm in e  the  p r o b a b i l i ty  o f  c red i t  c o n s t r a in t  and  the p ro b a b le  fa rm e rs  h a v in g  f ina nc ia l  e x c lu s io n ,  Area 
u n d e r  c u l t iv a t io n  h a d  p o s i t iv e  re la t io n sh ip  w ith  f inancia l  e x c lu s io n ,  W h e re a s  av a i la b i l i ty  o f  o w n  fund  and 
fam ily s iz e  had n ega tive  relationship w ith the probability o f  farmers having financial exclu sion  and credit 
co ns tra in t .  T h e  p ro b a b i l i ty  o f  fa rm e rs  w h o  h ad  f inanc ia l  e x c lu s io n  h ad  d e c l in e d  a lo n g  w ith  increase  in 
the a v a i la b i l i ty  o f  o w n  fund  and  fa m ily  size . T h e  e s t im a te d  m o d e l  p re d ic t ion  w as  7 .113  percen t,  It 
ind ica tes  tha t  7 5 ,1 3  p e rc e n t  o f  the fa rm e rs  w e re  co r rec t ly  c la s s i f ie d  as c red i t  c o n s t ra in e d  o r  credit 
u n c o n s t ra in e d .  It s h o w e d  b e t te r  fit o f  the m ode l.

Conclusion

T o  c o n c lu d e ,  the  m a rg in a l  and  sm all  fa rm e rs  had  av a i led  h ig h e r  a m o u n t  o f  a g r ic u l tu ra l  c red i t  (per 
hec ta re )  w h e n  c o m p a r e d  w ith  o ther  c a te g o r ie s  o f  fa rm ers .

H ig h e r  a m o u n t  o f  c ro p  loan e x c lu s io n  w as o b se rv e d  w ith  the  la rge  fa rm e rs .  It is c o n t ra ry  to the 
theore t ica l  e x p e c ta t io n  o f  less a v a i la b i l i ty  o f  ag r icu l tu ra l  c red i t  to the  m a rg ina l  fa rm e rs ,  w h e n  per-hec ta re  
av a i lab i l i ty  o f  credit w as c o n s id e red .  It has  g re a te r  im p l ic a t io n s  fo r  m e th o d o lo g ic a l  i s su e s  to m easure  
financial, ex c lu sio n . But the investm ent loan exclusion  was observed with the m arginal farmers. It wa,s 
d u e  to the less availab ility  o f  ow n fund to invest with them. T he probability o f  farmers w ho had financial 
e x c lu s io n  had  d e c l in e d  a lo n g  w ith  inc rease  in the  ava i lab i l i ty  o f  o w n  fund.

Suggestions

• T h e  f ina nc ia l  ex c lu s io n  b a se d  on  ab so lu te  ava i lab i l i ty  is a con tro ve rs ia l  issue .  It sh o u ld  be  based 
on  the p e r -h e c ta re  ava i lab i l i ty  and  d e m a n d  for credit,

• T h e  a l lo c a t io n  o f  ag r icu l tu ra l  c red i t  by  the  lead b a n k  is based  on the ta rge t  o r ie n te d  approach . 
T h e  le n d in g  a p p ro a c h  can be a d o p te d  on  the basis  o f  p o te n t ia l i ty  o f  a rea  ra th e r  than  target 
o r ie n te d  a p p ro ach .

• T h e  c ro p  loan  av a i led  by  the fa rm e rs  d id  not en t ire ly  c o v e r  the  co s t  o f  p ro d u c t io n .  C red i t  given 
on  the b as is  o f  co s t  o f  cu l t iv a t ion  ra th e r  on the basis  o f  s c a le  o f  f ina nce  c a n  r e d u c e  the exist ing  
c ro p  loa n  c o n s t ra in t  and  f inanc ia l  ex c lu s io n .

• T h e  s c h e m e  fo rm u la t ion  in re la t ion  to long  te rm  in v e s tm e n t  needs  c lo s e r  a t ten tio n ,  T h e  under  
e s t im a t io n  o f  cost  o f  in v e s tm e n t  and  f a r m e r s ’ ca p a b i l i ty  to fill the  r e s o u rc e  g a p  w i th  th e ir  ow n 
fund ,  o v e r  op t im is t ic  a s s u m p t io n s  m a d e  in the fo rm u la t io n  o f  s c h e m e  fo r  te rm  loan  about 
in c re m e n ta l  in c o m e  and g e s ta t io n  per iod  req u ired  to g e n e ra te  this in c o m e  led the  fa rm e rs  to be 
c red i t  c o n s t ra in e d .
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