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ABSlTiA CT: Agricultural credit is one of tltc most crucial inputs in the adoption of 
technological innervations, modernization of agriculture, to improve productiinty and 
for all agricultural development programmes. Scheduled commercial batiks were a 
predominant source o f institutional credit to the farmers. The share ofSCBs in total 
institutional credit to agriculture has increased from 50.03 per cent in 1998-99 to 
77.89 per cent in 2008-09. The research study on "Determinants of Agriailhiral 
Credit by Scheduled Commercial Banks-A Comparative Study in the Pre and Post 
Reform Period" was formulated with the objectives o f to compare the provision of 
agricultural credit by SCBs between pre and post reform period and to identify the 
determinants o f agriailtural credit provided by SCBs during the pre and post reform 
period. The study zoas related to the period 1^80-81 to 2006-07 and the required 
data xoere compiled from the secondary sources.
Compound growth rate,, t test and regression analysis were used for  the analysis. 
The study found that the direct agricultural credit provided by the scheduled 
commercial banks at constant prices had shown an increasing trend with fluctuation. 
In the post refyfni period the share df direct agricultural credil ut both curimi arid

Wasiihti^iaiiy signifwan f mditpid^iitfoe. rdafdm^fy with ike 
advances. But iuthe post reformperiod, along with tlie amount o f deposits, the area 
under high yielding varieties was also statistically significant. As such to increase • 
the direct agricultural adi>ances, the commercial banks should be strictly regulated 
to follow the percentage o f net bank credit towards direct agricultural advances. 
Further, proper extension services-should be made to increase the area tinder high 
yielding variety seeds.

Credit is sine-qua-non for agriculture. Credit has been considered 
one of the critical inputs in agricujltqre, feijtt ejsp an 
trans!!bEmatiQn, (V y ^ / O T  of fie most cru d e li| ii*^  |pî



of technological innovations, modernization of agriculture, to improve 
productivity and for all agricultural development programmes. Agricultural 
production in India depends upon millions of small farmers. It is the intensity 
of their effort and the efficiency of tlieir technique that will help in raising 
yields per acre. Because of inadequate financial resources and absence of timely 
credit facilities at reasonable rates, many of the farmers even though otliei wise 
willing are unable to go in for improved seeds and manures or to introduce 
better methods or techniques. Provision of sufficient and timely credit at fair 
rates of interest has therefore to be considered as an integral part of agricultural 
development and credit will continue to play a crucial role in securing the 
objectives of high growth rate of agriculture. Agricultural credit by promoting 
agricultural and related business also plays an important role in poverty 
alleviation and creation of employment.

The institutional source of credit has an important role in the development 
of forces of production in agriculture and changes in the rural socio-economic 
structure. The introduction of institutional credit in India was viewed 
as a protective m easure to serve the farmers from the grip of money 
lenders.

The importance of institutional credit has been increasingly felt and it is 
observed that institutional credit can exercise a 'pull' effect becoming a catalyst 
in the development process while still retaining the rhararteristirs of being a 
lubricant.

EVOLUTION OF INSTITUTIONAL AGRICULTURAL CREDIT SYSTEM IN INDIA
The institutional sources of agricultural credit delivery system in India are 
operated tiirough scheduled commercial banks (SCBs), co-operatives and 
regional rural banks (RRBs). In India, one of the objectives of the credit policy 
is to minimize the role of non-institutional sources, mainly the moneylenders 
in the flow of agricultural credit. (Anjani Kumar et. al, 2007). The practice of 
extending institutional credit to agriculture can be traced back to the period 
when farmers were pirovided with such credit by the Government during 
drought years. The Co-operatives Societies Act was passed in X904 and was 
seei\ ,^ i;^  gjc^qiier X^titv^oin agricuXtvw#l<?«e^B»pi through

credit flow tb agriculture has been the highest. In 1976, dhbthor agency for 
providing institutional credit, i.e., the Regional Rural Banks emerged on the 
rural credit scene, on the recommendation of the Working Group of the Rural 
Banks, to fill the credit gap of small and marginal farmers and the weaker 
sections. ,

The most important feature of rural credit in India is the phenomenal 
fekj^atision of credit from institutional can easily be
nifi^ed in this regard. In die first the emphasis

.hb’e' ̂ taftdd ̂ v\̂ ith



nationalization of commercial banks that led to the expansion of branches of 
SCBs in rural areas.

Agriculture was regarded as a priority sector for commercial bank lending. 
The third phase starts with early 80s when Integrated Rural Development 
Program m e was launched to alleviate poverty. Many com m ittees were 
constituted during the last two and half decades to review and monitor the 
flow of institutional agricultural credit in India.

The foundation for building a broader credit infrastructure for rural credit 
was laid by the Report of All India Rural Credit Survey (1954) under the 
chairmanship of A.D.Gorwala. After this, the commercial banks are actively 
involved in the disbursement of agricultural credit.

The All India jRural C redit Review Com m ittee (C hairm an: Shri B. 
Venkatappiah) was set up in July 1966 to review the supply of rural credit in 
Uie context of the Fourth Five Year Plan in general, and the requirements of 
the intensive programmes of agricultural production in different parts of the 
country, in particular, and to make recommendations for improving the flow 
of agricultural credit. A fter a com prehensive review , the Com m ittee  
recommended that the commercial banks should play a complementary role, 
along with co-operatives, in extending rural credit. Further, under the Social 
Control Policy introduced in 1967, the scheduled commercial banks have been 
given a special responsibility to set up their advances for agricultural and allied 
activities in the country.

The nationalisation of banks in 1969 and the report of The All India Rural 
C redit Review Committee (1969) recommended multi agency approach to 
agricultural credit and suggested enhancing the role of the scheduled  
commercial banks in providing agricultural credit. The concept of priority 
sector was introduced in 1969 to underscore the imperative of financii^ p e  
agricultural sector. f

Tlie social control and the subsequent nationalisation of major commercial 
banks in 1969 acted as a catalyst in providing momentum to the efforts of 
leveraging tfie commercial 
l l ie ^ u t r e a ^  
pefihd of tfnfie."

The concept of priority sector was introduced in 1969 to underscore the 
inoperative of financing certain neglected sectors like agriculture. The 
channeling of credit to the priority sectors was sought to be achieved through 
the stipulation that a certain proportion of the total net bank credit be d ^ Iw e d  
in these sectors sp^ciftc target dj^tes. Doeentralfe cteditp̂ dri3qi|̂ ||̂  
the ijBaid Bahk ^dhenie was also iia^ uridef whidK>
placed with one of the commercial bartks (called the district Lead Baisk) to 
spearhead the caredit allocation for> inter alia/ agricultural M order to
efriphasise ttie- d ev elop h ien tai and ’pY^motfonal rote '^sfknb d to the



Agricultural Refinance Corporation in addition to refinancing, the Corporation 
was renamed as the Agricultural Refinance and Development Corporation 
(ARDC) by an amendment to the Act in 1975.

Several institutional innovations introduced and/or tried at different points 
of time during the seventies and eighties include system wide innovations 
viz., lead bank scheme, district credit planning, annual action plan, farmers 
service societies, LAMPS, District Level Coordination Committees (DLCCs), 
Block Level Coordination Committees (BLCCs) and State Level Bankers 
Committees (SLBCs).

Tlie report by Agricultural Credit Review Committee (1989) under the 
chairmanship of A.M. Khusro opined that the commercial banks are to emerge 
as a strong system to be able to provide effective and timely credit to the rural 
areas.

Furthermore, weaknesses in the performance of rural financial institutions 
since 1991 resulted in the setting up of various committees to look into their 
operations such as: Tlie high level Committee on Agricultural Credit through 
Commercial Banks (Chairman R.V. Gupta, RBI 1998), Expert Committee on 
Rural Credit (Chairman: V.S.Vyas, NABARD, 2001). These committees made 
far-reaching recommendations having bearing on agricultural credit by the 
institutions, with special reference to SCBs.

Reserve Bank of India and National Bank for Agriculture and Rural 
Development have implemented mostof tire recommendations of the Advisory 
Committee on Flow of Credit to Agriculture and Related Activities from the 
Banking System (Chairman: V.S. Vyas, RBI 2004). The Advisory Committee 
recommended that both public and private sector banks should increase direct 
adY®tces to agriculture from 13.5 per cent to 18 per cent. The committee 
r^um nended an increase in the quantum of credit for marginal and small 
fa ^ f^ s  at 40 per cent, apart from reducing the cost of agricultural credit.

Agricultural credit provided by SCBs is classified into two categories -  
direct finance which directly affects the agricultural production system and 
indirect finance, which is for agricultural input subsidy system such as

a ^ iiu W re  and l(Bied^Aetiyihes 
Rs. 744 crores in 1970-71 to Rs. 9,829 crores in 1990-‘9S 
rate of 7.6 per cent per annum.

However the economic reforms of 1990 gave a bî  
delivery system of the scheduled commercial barj^j.

Betiween 1998-1999 to

e  rural credit 
ers take more
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77.89 per cent (Trend and progress of banking in India, RBI 2008-09). The SCBs 
cater to the needs of farmers with a network of 30,633 rural branches as on 
June 2007.

REVIEW OF EARLIER STUDIES
In recent years research attempts were focused on analyzing the provision of 
agricultural credit by the SCBs. Hanumantha Rao (1994) analysed the growth 
and expansion of institutional credit, particularly through commercial banking. 
Kamalakannan and Nam asivayam  (2007), in their study on "Institutional 
agricultural credit in the post reform period", highlighted the fact that 
agricultural cred it is one of the most crucial inputs in all agricultural 
development programmes and that after nationalization of commercial banks, 
banking sector in India has played an important role in providing assistance 
to agriculture and allied activities.

Gopakumar (2006) in the study on, "Changes in banking practices -  current 
scenario" found that the credit to priority sector driven mainly by agriculture 
has almost doubled in the recent years.

Kataria and Chahal (2006) in the study on, "Performance of rural credit 
delivery system of scheduled commercial banks", brought out the fact that 
the scheduled commercial banks in India have been directed to meet a target of 
18 per cent of net bank credit for direct lending to agriculture and in this regard 
efforts of banks should reorient their policies in order to surmount obstacles in 

; the way of achievement of 18 per cent for the upliftment of rural India.

Naidu and Siva Sankar (2007) in the study on, "F acto rs influencing 
agricultural credit; A case study" noted the fact that large size farmers were 
benefitted more from institutional credit. The study revealed that the major 
proportion, of total credit comes from institutional agencies and the r^Je of 
scheduled commercial banks was quite creditable.

: Vasudevalu and Rukmini Reddy (2007) briefly explored the flow of 
agricultural c re d it an d  view ed th at institutional, so u rces  of credit is 
continuously increasing in the country and also found that the flow of

tf^ en d o u sjy  w  jĝ

NEED FOR THE STUDY

The available literature reveals that large number of studies have been 
conducted on various aspects of institutional agricultural cred it However very
few studio^
Goramerdal banld in the pre and post reform period. As; jaiO: 
study on "Determinants of Agricultural Credit by Scheduled Commercial 
Banl  ̂- ̂  Qpmparadve Sfedy m the Pm Post Reform Period" is expected
to ful up thisceseamb^g®p.
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OBJECTIVES OF THE STUDY
The current study is undertaken with the following objectives

• To analyse the trends in the provision of agricultural credit by 
scheduled commercial banks in India,

• To compare the provision of agricultural credit by SCBs between pre 
and post reform period and

• To identify the determinants of agricultural credit provided by SCBs 
during the pre and post reform period.

METHODOLOGY

Rationale for Selecting Scheduled Commercial Banks

The current study is related to tlie provision of agricultural credit by the SCBs 
due to the fact that the SCBs were a predominant source of institutional credit 
to the farmers. The share of SCBs in total institutional credit to agriculture has 
increased from 50.03 per cent in 1998-99 to 77.89 per cent in 2008-09, as evident 
from Table 1.

Table 1
Flow o f '

Co-opcrativcs Regional Rural 
Banks

Scheduled 
Commercial Banks

Total

year Amount Per cent Amount Per cent Amount Per cent Amount
(Rs. crorcs) to total (Rs. crores) to total (Rs. crores) to total (Rs. crores)

1998-99 15957 43.29 2460 6.67 18443 50.03 36860
1999-00 18260 39.55 3172 6.87 24733 53.57 46165
2000-01 20718 39.28 4220 8.00 27807 52.72 52745
2001-02 23524 37.96 4854 7.83 33587 54.20 61965
2002-03 23636 34.02 6070 8.74 39774 57.24 69480
2003-04 26959 30.99 7581 8.72 52441 60.29 86981
2004-05 31231 24.% 12404 9.91 81481 65.12 125116
2005-06 39403 21.88 15223 8.45 125477 69.67 180103
2 0 0 ^ 7
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2008-09
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SoHrce: RBI; Trend and progress of banking in India; 2009-10.

Period of. the Study
The study was related to the period 1980-81 to 2006-07. The period 1980-81 is

C U L .X t  X I  V Y C X O  X X X C X X C X X V X X J U b X U  g X V T T X X X Q  t e S f ^ C t

df I 6 ^  pa5mientand loan write-offs resdltih^ ih sickness of
rijiral credit institutions. The year. to the fact

te latent year for which .the- ‘



Database of the Study

Data relating to amount of direct and indirect credit provided by the SCBs, 
aggregate deposits of SCBs, area under food crops, area under commercial 
crops, gross and net irrigated area, area under HYV seeds, quantity of fertilizer 
consumption, use of pesticides, quantity of food grains production and quantity 
of commercial crops production for the reference period were compiled from 
the following sources:

• Report on Trends and Progress of Banking in India -  Reserve Bank 
of India, various issues.

• Statistics relating to banks in India -  Indian Institute of Bankers, 
various issues.

• Agriculturalstatistics-M iiiistryof Agriculture, Government of India.

i ’he monetary values of agricultural credit provided by SCBs were divided 
by Gross Domestic Product (GDP) deflator.

Hypothesis Formulated

The current study formulated tlie following hypothesis:

• There is no significant difference in the amount of agricultural credit 
provided by SCBs in pre and post reform period and

• 'rhere is no significant relaition between provision of agricultural credit 
and net sown area, net irrigated area, area under high yielding 
varieties, consumption of fertilizer, consumption of pesticides, food 
grains production, commercial crop production, area under food 
crops, area under non food crops and deposits of commercial banks.

Quantitative Tools Used

Compound Growth Rate
Compound growth rate was calculated to find out the change in the provision 
of credit by SCBs in pre and post reforms period. The formula used as 
r  =“ antilog (p)il*100, where 'r' is compound growth rate. For calculating 
conipound growth rate,

T  test Analysis
To find out the whether there is any significant difference in the provision of 
agricultural credit by SCBs in pre and post reform period, the current study 
appiickl'T test using SI^S16iQ version;

Step Wise Regression Analysis
The stepwise regression analysis was employed to analyse the determinants 
of agricultural credit disbursement by the scheduled commercial banks in- tfffe



pre and post reform period. In the stepwise regression analysis, the explanatory 
variables which had greater explanatory power were first selected. The 
variables which had less explanatory power and collineared were excluded 
from the analysis.

In the next step, the variable which had next best explanatory variable 
was absorbed in the analysis. In the present study, the variables such as net 
sown area, net irrigated area, area under high yielding varieties, consumption 
of fertilizer, consumption of pesticides, food grains production, commercial 
crops production, area under food crops, area under non food crops and 
deposits of commercial banks were put in to the stepwise regression analysis. 
The form of the regression equation used in the study was

Y  = pO + piXl + p2X2 + p3X3 + p4X4+ p45X5+ P6X6+ p7X7+ p8X8+ B9X9+
pioxio
where,

Y 

XI 

X2 

X3 

X4 

X5 

X6 

X7 

X8 

X9 

XI0

= Credit provided by SCBs (Rs. in crores)

= Net sown area (in million hectares)

= Net irrigated area (in million hectares)

-  Area under high yielding varieties (in million hectares)

= Consumption of fertilizer (in million tonnes)

= Consumption of pesticides (in million tonnes)

= Food grains production (in million tonnes)

= Commercial crops production (in million tonnes)

= Area under food crops (in million hectares)

= Area under non food crops (in million hectares)

= Deposits (in crores of rupees).

The above equation was estimated for direct and indirect agricultural credit 
provided by tlie commercial banks in the pre and post reform period separately. 
SPSS 16.0 version was used to estimate A e regression model.

Trends In the Provision of Agricultural Credit by the SCBs .

The introduction of institutional credit in India was viewed as a protective 
measure to save the farmers from the grip of moneylenders. The importance 
pf institutional cred it has been incr6ash»^y;Mt?' Vi^fbr^^ 
for the developm ent process. After rtationalization, com m ercial banks 
played a crucial role in providing credit to the iigricdltural feettof. T^ble 2 
and 3 depicts th e. trend in the provision o f agriculitu«al cred it by the



Table 2
Trend in the Provision of Agricultural Credit by SCBs in the Pre Reform Period

Year
Direct credit Indirect credit Total credit

Amomil
at

current
prices
(Rs.

Crores)

Percent
to

total
credit

Amount
to

constant
prices
(Rs.

Crores)

Percent
to

total
credit

Anion lit 
at

current
prices
(Rs.

Crores)

Percent
to

total
credit

Aiiioniit
at

constant
prices
(Rs.

Crores)

Percent
to

total
credit

Amount
at

current
prices
(Rs.

Crores)

Amount
at

constant
prices
(Rs.

Crores)
1980-81 517 100 25.04 100 0 0 0 0 517 25.04
1981-82 623 100 27.22 100 0 0 0 0 623 27.22
1982-83 565 100 22.75 100 0 0 0 0 565 22.75
1983-84 872 100 32.37 100 0 0 0 0 872 32.37
1984-85 1035 100 .35.57 100 0 0 0 0 1035 35.57
1985-86 1252 100 40.10 100 0 0 0 0 1252 40.10
1986-87 1482 100 44.42 100 0 0 0 0 1482 44.42
1987-88 1672 86.27 45.77 86.3 2b6 13.73 7.28 13.73 1938 53.05
1988-89 1765 90.10 44.59 90.1 194 9.90 4.90 9.90 1959 49.49
1989-90 1898 90.17 44.18 90.2 207 9.83 4.81 9.83 2105 48.99
1990-91 2048 91.10 43.09 91.1 200 8.90 4.21 8.90 2248 47.29

Source: Compiled from Report on trend and progress of banking in India, RBI.

In the pre reform  period the direct agricultural cred it provided by 
the scheduled com m ercial banks at current prices had increased from 
Rs. 517 crores in 1980-81 to Rs. 2048 crores in 1990-1991. Till the year 1986 -  
1987> the scheduled co m m ercial banks did not p rov id e any indirect 
agricultural credit. Hence, the share of direct agricultural credit at current 
prices was almost 100 per cent in that period. From 1987 -  1988 onwards, the 
share of indirect agricultural credit ranged between 8.90 per cent and 13.73 
p e rce n t

The direct agricultural credit provided by tlte scheduled commercial banks 
at constant prices had shown an increasing trend with fluctuation. In the pre 
reform period, from 1987 -  1988 onwards, the percentage share of direct 
aifficiaMrlal credit rato^^^etwe€sn'86.2?M^t''eeht t6 ’91^  ̂ ^ er eeht a t constant

The above facts revealed feat fee share of direct agricultural credit was 
higher than indirect agricultural credit bofe at current and constant prices. 
Hence in fee pre reform period, the scheduled commercial banks did not give 
ihuch attention towards indirect agricultural credit

In'the post reform period fee share of direct agricuitural criisliSl? 
current and constant prices had declined. But fee share of fedirect agi^Cillferal 
advances had raised. This implies feat fee’ post reform period, fee direct 
attention towards agricuitural seefer was ’



Table 3
Trends in the Provision of Agricultural Credit by SCBs in the Post Reform Period

Year
Direct credit Indirect credit Total credit

Amount
nl

current
prices
<Rs.

Crores)

Per cent 
to

total
credit

Anwnnt
to

constant
prices
(Rs.

Crores)

Percent
to

total
credit

Amount
at

current
prices
(Rs.

Crores)

Percent
to

total
credit

Amount
at

constant
prices
(Rs.

Crores)

Percent
to

total
credit

AwonnI
at

enrrent
prices
(Rs.

Crores)

Amount
at

constant
prices
(Rs.

Crores)
1991-92 2341 92.20 43.30 92.2 198 7.80 3.66 7.80 2539 46.97
1992-93 2432 93.90 41.32 93.9 158 6.10 2.68 6.10 2590 44.01
1993-94 2860 89.60 44.18 89.6 332 10.40 5.13 10.40 3192 49.31
1994-95 3842 86.82 54.07 86.8 583 13.18 8.20 13.18 4425 62.27
1995-96 4628 81.71 59.68 81.7 1036 18.29 13.36 18.29 5664 73.04
1996-97 5625 81.57 67.30 81.6 1271 18.43 15.21 18.43 6896 87,51
1997-98 6233 76.60 69.95 76.6 1904 23.40 21.37 23.40 8137 91.31
1998-99 7742 79.49 80.41 79.5 1997 20.51 20.74 20.51 9739 101.15
1999-00 9505 73.48 95.05 73.5 3431 26.52 34.31 26.52 12936 129.36
2000-01 10704 72.96 103.66 73.0 3967 27.04 38.42 27.04 14671 142.08
2001-02 12661 61.31 119.06 61.3 7990 38.69 75.13 38.69 20651 194.19
2002-03 16825 72.88 152.39 72.9 6261 27.12 56.71 27.12 23086 209.10
2003-04 24134 72.98 211.35 73.0 8936 27.02 78.25 27.02 33070 289.60
2004-05 29978 57.98 248.85 58.0 21728 42.02 180.36 42.02 51706 429.21
2005-06 45644 62.19 363.79 62.2 27751 37.81 221.18 37.81 73395 584.97
2006-07 65245 62.73 495.65 62.7 38766 3727 294.49 3727 104011 790.15

Source: Compiled from Report on trend and progress of banking in India, RBI

More over> due to non repayment and over dues problems, the banks 
preferred indirect advances dian the direct advances. In 2006 -  2007, the 
percentage share of indirect agricultural credit provided by scheduled 
commercial banks had reached 37.27 per cent at current price and constant 
prices

The study tried to find out whether there is significant difference in 
the provision of agricultural credit by SCBs in the pre and p>ost reform period 
by u s ^ t f  t^ t. Tb? *^ u lts  ̂ of'V t^ ta r e  T^ble.4- "

'  1 , •' ‘ • • • . V

Table4
' Estimated T ' Value to Find Out the Significant Difference in the Provision of 

Agricultural Credit by SCBs in tbe Pre and Post Reform Period
Variables T v'aluds. Standard Error
Direct credit 2.629** 2.6157
Indirpct credit 2.433* 0.83704
Tbtalcredil . 2.562* , 3.24674

* Statistically significant at five per cent level 
^  S^tistically significant at onq pf|ri<^ntleveJ



Table 4 shows that there was significant difference in the provision of 
direct credit, indirect agricultural credit and the total agricultural credit 
provided by the scheduled commercial banks between pre and post reform 
periods. The credit disbursed by the commercial banks was significantly higher 
in the post reform period when compared with the pre reform period.

Comparative Analysis of the Growth Rate of Agricultural Credit by the 
SCBs in Pre and Post Reform Period
The estimated compound growth rate of agricultural credit by the SCBs during 
Ihe pre and post reform period is presented in Table 5.

Table 5
Estimated Compound Growth Rate of Agricultural Credit by SCBs in Pre and Post

Reform Period
Periatl Direct credit indirect credit Toliil agricuiturat credit
Pre reform period 7.1 (83.45**) -15.3 (-3.07*) 8.6 (82.01 **)
Post reform period 17.0 (93.66**) 34.8 (79.53**) 20.5 (94.67**)

Figures in paranthesis indicate'!' values
* Statistically Significant at 5 per cent level 
** Statistically Significant at 1 per cent level.

A shift in the composition of agricultural credit by the SCBs is reflected by 
the growth rates. The growth rate of direct credit was considerably higher 
(17 per cent) during the post reform period than the pre reform period (7.1 per 
cent). The growth rate of indirect credit registered in the post reform period 
was 34.8 per ce n t This might be due to the fact that in the pre reform period 
the SCBs did not provide indirect credit till 1986-87. In the pre reform period 
the compound growth rate for indirect agricultural credit was negative.

In the pre-reform period the estimated growth rate of total agricultural 
credit by SCBs was 8.6 per cent, while in the post-reform period, it was 20.5 
per cent.

Identification of the Determinants of the Provision of Agricultural Credit by 
the Scheduled Contrhercial fignks in the Pre and Post Reform Period

The economfe reforms of 199lw as expected to have favorable effckJt Oh €Ke 
distribution of agricultural credit by the scheduled commercial banks. Hence 
the determinants of the flow of agricultural credit were also assumed to vary 
between pre and post reform periods. Flow of agricultural credit by scheduled 
commercial banks is influenced by many factors like, net sown area, net 
irrigated area, area under high yielding varieties, consumption of fertilizers, 
consum ption of pesticides, food grains p rod uction , com m ercial crops  
production, area under food crops, area under non food crops and deposits of 
commercial banks. To identify the determinants of the flow of agricultural 
credit, stepwise regression analysis was emp^yed^



In the stepwise regression ananlysis the variables such as net sown area, 
net irrigated area, area under high yielding varieties, consumption of fertilizers, 
consumption of pesticides, food grains production, com m ercial crops  
production, area under food crops, area under non food crops and deposits of 
commercial banks were put into the analysis. But only the deposits and area 
under high yielding varieties were retained in the stepwise process. Remaining 
variables were excluded from the analysis. The results of stepwise regression 
analysis for the retained variables are shown in Tablp 6 and 7.

Table 6
Hstimated Stepwise Regression Coefficients of Agricultural Credit by SCBs in the

Pre Reform Period
Type of credit Variables Co efficient Standard error T value
Direct credit Constant 9.360 5.037 1.858

Deposits 0.010 0.002 5.642**
R2 0.780
Adjusted R square .755
F value 31.835** 2.210 .030*

Indirect credit Constant -5.691 .001 .006*
Deposits .003
R2Adjusted .586
R square .540
F value 12.731*

* Statistically significant at 5 per cent level
** Statistically significant at 1 percent level

Table 7
Estimated Stepwise Regression C p ^ icien ts of Agricultural Credit by SCBs in the

Post'Reform Period

Type of credit Variables Co efficient Stand error T value
Direct credit Constant -199.000 32.741 -6.078**

Deposits .033 .002 13.461**
HYV .988 .309 3.194*
R2Adjusted .961
R square 27.44
F value 161.693**

Initirect credit -97\m 1^.38? -8*963''**
Die«oSil .018 .m lj.l.i82**
R2 ' • .8^
Adjusted R square .892
F value 125.045**

* Statistically significant at 5 per cent level 
** Statistically significant at 1 per cent level

In 'Ste pre reli&fm peddd, llie amount of d^posife alone was stadsticatly 
significant and ithad positive reiationship witb dte direct agricultural advances. 
As such the increase in the amount of deposits would increase tbe distfibulion



of direct agricultural credit in the pre reform period. Similarly, indirect advance 
was significantly influenced by the deposits. Hence, in nutshell, in the pre 
reform period, the bank related factor - amount of deposits determined the 
distribution of both direct and indirect agricultural advance.

But in the post reform period, along with the amount of deposits, the area 
under high yielding varieties was also statistically significant. It had positive 
relationship with the distribution of direct agricultural credit. The increase in 
the area under high yielding variety had increased the direct distribution of 
agricultural credit in the post reform period. However, bank related factor - 
deposits factor alone em erged as a significant factor to determ ine the 
distribution of indirect agricultural advances. All the estimated models for 
both pre and post reform periods hold good as indicated by the significant 
value and 'F' value.

In both pre and post reform period the deposits of commercial banks alone 
emerged as a significant factor of determining indirect agricultural credit. It 
had positive relationship with the distriDution of indirect agricultural credit.

CONCLUSION
To conclude, in the pre reform period, the scheduled commercial banks did 

not give much attention towards indirect agricultural credit. In the pre reform 
period, the bank related factor amount of deposits' determined the distribution 
of botlT direct and indirect agricultural credit. In the post reform period, along 
with the amount of deposits, the area under high yielding variety seeds 
increased the distribution of direct agricultural advances.

POLICY RECOMMENDATIONS
1. After the banks nationlisation, though many rural branches are opened, 

all the farmers are not able to get adequate credit and there is further scope 
for raising deposits. One measure to mobilize deposits and to fulfill the 
credit needs of the farmers is opening of ATM centre in the rural areas.

2. In die pos t reform period, the direct advance was neglected and importance 
was given towards indirect agricultural credit. To increase the direct 
agricultural advances, the cpmmercial bajnks should be strictly regulated 
to follow the percentage of net bank credit tow ards direct agricultural 
advances.

3. The area under high yielding variety seeds cpuld contribute much towards 
the distribution of direct agricultural advances and also agricultural 
production. Hence, proper extension services should be m ade to increase 
the area under high yielding variety seeds.
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