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INTRODUCTION

Agriculture through its new technology holds
the key to rapld economic development. Finence is the
first pre~requisite for the agricultural transformation
which will enable this sector to reach the take-off
stage. Finance acts as a catlyst for the exploitation
of factors of production and as a means of diffusing

modexrn technology in rural areas.

Among the various inputs that are required
to sustaln and enlarge production process and programme
in all segments of economic activity, credit occupies =
place of critical importance. According to the World
- Bank (1975), "eredit is often a key element in the
modernization of agriculture, Not only can credit
remove a financial constmeint but it may accelerate
the adoption of new technologies. Credit facilithés
are also an integral part of theprocess of commercializa-
tion of the rurel economy". Schumpeter spoke of
'credit as a phenomenon of development and regarded 'the
banking system elong with enterpreneurship as being the
key agent in the process of development'.



The problem of sgriculturael finance is a
chronic one. The history of agriculturel finance in
India shows that egriculture till recently, was being
financed mainly through non-institutional agencies like
private money lenders, traders, commission agents etc.
These money lending agencies extended credit facilities
at an exorbitant rate of interest ranging from 12 per cent
which fermers eould never c¢lear off. As a result, they
continued to remsin in debt., These private lending
agencles are gradually declining as institutional
agencies have come up and started providing eredit to
the farmers. Besides co-operative banks, commercial banks
have also entered in a big way in the field of agricultural
finance since their nationalisation in 1969.

A study on the impact of eredit provided
by Regional Rural Banks in the Cuddephs district of
Andhra Pradesh, onr farm of economy by Reddy and Suresh
Euna (1980) hel shown that with avellability of credit
fermers cculd svitch over to double or tripple ecropping
pettern, Thus they were literally able to grow two ears
of corn 4n the places of one. It also showed that repay-

ment was good in the case of small and marginel fermers.
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George et al., (1971) in their micro level
study on credit requirement for changing sgriculture found
that an increase in cash input in the form of eredit by
one rupee resulted in en additional output of B.2,12,
Hence, 1f agriculture is to develop, i{s needs for capital .
should be satisfied by providing credit for cash inputs
t0o the traditional fermers. It will not only help in
increasging farm production and incomeffof the traditionsl
farmers but elso help in inereamsing the growth of the

national economy.

The Krichnaswany Committee on Rural Banking
(1982) had stipulated thgy by 1985 banks have to incresese
their sgricultural advance to 16 per cent of totsl bank
credit., It also stipulstedthat 50 per cent of the direct
finance to sgriculture must be maede avallsble to emaell and

marginal farmers,

Financing the small borrowers in the country
side should not be merely a matter of tsrget setting but
one of routine operation. The objective of adequate income
generation to the loanee on a sustained busis should be
vigorously pursued. W¥While proliferating branch expansion
into the deep country side, thc motte of a banker should
be its lncreasing responsiveness to the needs of the

masges ratbher than aechieving the geographical coverage.
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It 18 true that credit is only one of the
various inputs for the rural poor. The other measures for
improvement and provision ofor desired infrastructure
would be required to mske the provision of credit a
fruitful proposition. However, the fact remains that
in the absence of stilled banking service, the pace
end extent of rursal progress will bdbe much more limited

than other wige.

Bajpei end Lal (1976) note that "commercial
banks are now paying due attention to the credit require~
that
ment of rurel areas and they have appreciably extended

banking facilities on unbanked rural centres.”

It is generally observed that demand for
agriculturel credit in India is more or less interest
inelastic and as such a numner of critice under estimated
the importance of reducing the ectual rate of interest or
the total ccet of acquiring bank credit, while placing

more emphasig on the efficiency aspect of bank credit.

A study by Sinch and Sandhuw on 'Role of Com~
mercial Banks in Farm' showed that farmers hed to pay much
more than the actuel rate of interest for the use of
commercial bank credit. Commercial benks, among the

institutional agencies, are supposed to be the most
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efficient lenders in the field of egricultural
finence, 1f they cen minimige the additional cost
of éﬁﬁit. they will do greater service to the neglected _

sector of the Indian economy.

By and large, the situdies reported on Com~-
mercisl benk credit and agricultural development relate
to microlevel or farm level, Ae more than a decade has
passed sicne nationelisation, time is opportune for
taking up impact studies at aggregative level. 4 vest
body of deta exist that could beprofitably used for
undertaking such impact studies, The current study
on "Impact of Commercial Bank credit on Agriculture in
Tamil Nadu"™is an attempt to assess the performance of
commercial benks in the provision of aegriculturel credit
in terms of ite impaect on selected veriables of the agricul-

tural sector.

The specific objectives of the study axe
a) to find out the extent of growth of banking structure
in terme of bank offices and sige of banking
operations in Temil Nadu as egalnst All-Indiej

b) to compere the deposit utilisation ration of banks
in Temil Nadu with thowe of All-Indiag



¢) to evaluate the performance of benke in Temil
Nadu with respect to agriculturel credit sgsinst
the RBI guideline and

d) to assess the impact of bank credit on agricultural
sector in Tamil Nadu.

It is hoped that the findings of the study would
give an idea of the coniribution of Lank credit to the
development of agriculture in Temil Nadu in quantitative
terms; and would indicate the direction in which benks

should move in the area of agricultural credit,
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I IEW O TERATURE

The literature relating to the topic 'Impact
of Commercial Bank Credit on Agriculture in Temil Nadu!'
is reviewed under the following hesdss

A. Role of Commercial Banks in Agricultural Pinancing

B. Maecro level studies on Bank Credit and Agriculture
and

C. Micro Level Studies on Bank Credit and Agriculture.

Ao le of Commerecial Banke in ricultural Finance:

In a low capital economy benking plays an
important role in the determination of economic expansion
in =y sector includ. ing agricultural sector., Bank credit
is a scarce resouwce and like other scarce the sources
hae had to be apportioned in a rational manner between
conmpeting ugers and in the light of their contribution
to the furtherance of the economic objecetives 2nd more
gpecifically of tielr contribution to netional income
growth, generation of employment opportunities md diffu=
gion of economic poers. It 1is this reconciliation of need
with avallability that has been at the heart of the eteps

taken since nationalisation in diverting an increasing



proportion of credit to the smectors important for the
national economy but which were relatively neglected
until that time by the banking system,

Before nationalisation, banking was hesitant in
finencing the agriculture. The main obstecles and in the
way of financing the agriculiural sector was that agricul-
ture is a gamble in the ruwins end that the agriculturists
aid nbt have reasohaeble security to offer. Consequently,
the provision of xrural credit involved more than the
usual banking risks which celled for special safeguards.
There was scntimented reluctence on the part of banks to
finaonece agriculture. The farmer's property was immune
from sttachment in execution of a court decree under the
Agrerian Laws of some States. Al these factors acted as
impediments to the extension of bank finence for agricule
ture. The basic objectives of nationslisation of bemking
fn 1969 were

(1) to remove the monopollstic trend which had
alresdy begun to develop in the banking buseiness
and
(14) to spread the banking net work in the rural sector

of the aconomy.

Thie 18 simply beceuse ofthe fact that in the
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absence of rurel development, naﬁinal economy will not
achieve 'balanced' growth. The purpose behind the
banking development in the rursl areas is to

(1) mobilise depoeits to mest the demend for rural
development expenditure;
(11) remove wegionsl variations in the income generation
by the deployment of credit to the priority esector
and
(111) sget the pace of economic growth in the rurel
gector so that the aeconony msy achieve the

objective of balanced growth,.

The commercial banka have extended both direct
as well as indirect advances to agriculture. Under direct
advanceg, banks have given loans to the farmere for pure
chase of seeds, fertiligers =nd sgricultural implements.
Indirect loens pertain to distridutors of fertiligers and
other inputs, losns to electricity boards, loans to
farmers through co-operative credlt socleties and other

types of indirect loens.

Nerasimhen (1984) nes measured the performance
0of the banking development in the rursl arees in terma of
branch expension, deposit mobilisation and the extent of

eredit dispensation.
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Coneldering the density aspect first, it
could be messured in terms of the growth in the numnex
of bank offices and the reduction in the sige of the
population served by a bank office. In the years
following netionelisation the number of offices has
increased almogt five-~fold to nearly 41,000. Such a
pace of expansion hes few i1f any parallels in the
history of benking development sny where. 2Ihe result
ie a rapid decrease in the number of pecple served by
a banking office. In 1969, esach office served 65,000
of the population. In 1982 the figure was down to
17,000, Most of this expaneion has occured in the rural
and semi rurel asreas, reflecting the concern to achieve
a more balanced spatial distribution of the bank offices.
Thue between 1969 and 1982, of the total number of 32,715
offices opened by banks, as many as 20,196 were in the
rural areas and further 5,673 in the semi-urban arcas
a total of nearly 80 per cent. To day 53 per cent of
total bank offices are in rural areas and another 22 per
cent in semi-urban arese, thus three out of every four

offices are in the hinterland.

Agriculture, small scale industry and snall

enterprise generally represent what we now call the



priority sectors. They accounted for no more that 14
per cent at the time of nationalisation and in respect
of agriculture, the figure of 5 per cent was itgelf the
result of a very large but some what unplenned step up
in egricultural credit by the commercial banks in two
years of social control that preceded nationalisation.

Even more impressive than the increase in the
credit volume has been the increase in the number of
borrowsl eeccounts. In 1969, therw were barely 4,00,000
credit accounts in the prioriiy sector (most of them, as ,
just mentioned representing new customers since 1967).

In 1982 there were 15.3 million priority sector borrowal
accounts. The averasge sige of the account has aleo conme
down -~ amd in real terms the size ie even gmeller indica~
ting that the benking system is iicreapingly reeching
down to the small borrower. To repeat the cliche, mass

banking is replscing clase banking.

Most of the expension has naturally been in
respect of agriculture. The amount of credit extended by
commercial benke to the sgricultursl sector has increased
over twenty - fold between 1969 and 1981, to a level of over
.39 billion at which pecint it well exceeds whtatthe

co-operatives which have been in thie business for several
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decades have been sble to achieve and incidentally

also the total of &ll bank eredit in 1969. Submequent
growth for agriculturel credit indicates that bsnks are
marginelly above the target set fox 1983 of 16 per ceni

as the share of sgriculture to total credit. Agriculture
accounts for most of the priority sector borrowsl accounts
and the average account in respect of direct asgricultural
credit is as low es B,2000/~ which is a striking messure
0f the extent to whieh banks have gone retall.

The qualitative changes in the naturw of the
credit demends from egriculture have been brought ;bout
by the advent and the inereasing application of the new
agricultural technology.

The new technology calls for the combined and
optimum gpplication of geveral different inputs, dDut the
one input that can help the farmer to spply the other
inpute 1a the finencial one, nemely, credit. The new
technology 1s also divieible and this divieibility helps
even the small farmer to adopt the new techniques. The
new banking policy has appropirately, therefore, plwmed
considersble emphasis on not only extending the quantum
of ggricultural credit, but also diverting such credit
increasingly to the small and marginal farmers, That this
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has been happening is reflected in the decline in the

average sige of the borrowal account.

B. Macro-Level Studies on Bank Credit and Agricultures

Bajpal and Lal (1976) had acsessed the role of
commercial benks in financing sgriculture in Uttar Pradesh.
Using the data on babking avalleble from the various issues
of the Resexrve Bank of India Bullettin they hed examined
(a) the accessibility of the varioue regions of Uttar

Pradesh to Bank Credit;
(b) estimated the credit deposit ratio of banks functioning
in rural, semi-urban, urban and metropolitan regions
(c) worked out the share of agriculture in total bank
credit and the average amount of sgricultural credit
per account, and the allocation of sgricultural credit

between direct and indirect loans.

Bajpai and Lal in this study hed found wide
@igparities in expansion of banking in different economic
regions. The central, Bandelkhand and Hill regions had only
32 per cent branches of comuerclal banks, where as more thamn
73 per cent of the total outstanding credit went to Easterm
and Western regions and the remaining 27 per cent was
scattered in othexr regions. They had thus noted with
concern the unhealthy and unbslanced expansion of commer-

cial banks in the State.
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Credit deposit ratio which constituted the
main measure of the utilisation of bank deposit was very
low in rural, semi-urban and urban areas and it ranged
from 36 to 38 per cent. In the metropolitan cities, how-
ever, it was as high as 62 percent indicating that deposits
collected in the rural areas were diverted to the metro~

politan aress.

ihe shere of agriculture in total bank credit
in the State of Uttar Pradesh was found to be Juet 16.4
per cent of the total bank credit. The average anount
of credit per account was B.7,497. The average credit
amount pex eccount under direct finauce was .3,500 and
under indirect finance k.22,322. The relevant figure for
411 India were B.3,098; 2,1023 13,006 respectively. The
disparity between these two sets of figures indicated
that the avallability of bank credit, to agricultural
gector in Uttar Predesh was not as mass bosed as 1t was

at the All India level.

Bajpal and Lal concluded that bank offices must
‘be opened in hithexrto unbanked areas and that the comuner-
e¢ial banks should simplify the procedural formelities to
help small borrower and benk staff working in the rurael
areas should perform their business with a spirit of

¢redit extension.



Jeyeraman (1977) had studied the role of
commercial bankse in sgricultural development in Tamil
Nedu. He related the loans and advances given by
commercial benks to the agriecultursl sector %o a number
- of variebles relsted to this sector. He considered the
State of Temil Nadu as a case study and used the fourteen
districets in the siates &s the number of variables. He
used the Basic Statistical Return (BSR) released by the

Rescrve Bank of India ae the data bage for his study.

The model of benk credit used in the study was
of the form |

Ay -1=1¢ (x,, 15"36)t

Wherxe

Ay - 1 ie the loanable funds that banks give to
sgricultural sector in the yesr t-1. This 1s treated as
a dependent variable,

The other independent or explanatéry varisbles
ares

X, ~ Number of eultivation in the year t3

X2 - Area undér irrigation 4in the yeaor 3

X3 - fgrievltural 1ncome in the year i

X4 - Aresm under cash crope to grose irrigated

area in the yeor t;



x5 - Area under cssh crops to unirrigated area
in the year +;

Xg = Uncovered portion of small farms, i.e. the
ratio of toml number of holdings of more
thean five acres in theyear t to the total
number of holdings less than five axxes in

the year t.

Step wise regression snalysis was applied to
the data.

He found egricultural income to be the most
important single factor that influenced bank erxedit, in
that 1t explained more then one-third (34.71 per cent)
of the egricultural eredit. The other important varie~
bles were laend holdings, the area under ixrxigetion, and

the ratio of cash crops to groes unirrigated area,

Joeshi (1985) had evaluated the role of Banks
in Rural Development over the perlod 1969-1983. The
growth indicators of the banking system evived for
this purpose andlthe changes in their magnitudes e
given in Table 1I.



TABLE I
SELECTED GROWTH INDICATORS OF BANKING SYSTEM

(Rs. in crores)

58 June 1969 March 1983
1. Numbex of branch of which 8262 41182
(8) Rurel 1832 21909
(b )Share of Rural Branches (%) 22.2 532
2. Aggregate Deposits of which 4665 47184
(a) Rural 145 €776
(b) Shere of Rural credit (%) 3.11 14.16
3., Total credit of which 3609 30548
(sept. 1982)
(a) Rurel oredit 54 3955
(b) Share of Rural Credit (%) 1.50 12,95
4, Credit Deposit Ratio 77.39 64.84
5. Rural Credit Depoeit Ratio 37 .24 58.37
6. Share of Priority sectors in
Total Credit(%)
(a) Agriculture 5 15
(Dec. 1982)
(b) sS.8.I. 8 13
(DQQQ 1982)
(e¢) Other Priority Sectors 1 7
(Dec. 1982)
Total 14 35
7. Number of Deposit Accounts(000') 49236 145027
(Dec. 1974) (June 1981)
8. Number of Credit Accounts (000') 4340 2077

(Deo. 1974)

(June 1981)




The table smply shows that the banking system had
a phenomenal growth in terms of its resources, adaptability

and organieational eoundnese.

C. Micro~Level Studies Oof B Credit and rieultures

Singh and Sigodia (1975) had undertaken & study on
agricultural benking with the specific objective of
(a) Analysing the interaction of socio-economic
variathk%a and the borrowed amounts

(b) discerning the trend of relationship between the

variables and the farm advances.

Thie micro study was cerried out in four tehsils of dist-
rict Hieser in Herysna., Out of the borrowers from nationalised
banks 50 per cent, numbering 60, were randomly selecied for ihe
gtudy. They found that the amount of borrowing was positively
influenced by the size of land holdinge end agricultural income
of the borrowers implying that the bank loans had gone more in
favour of the big farmers in rural areas., <The other socio-
economic variables education and family type did not show any

relationgkip to quantum of loans borrowed from the benks.

Mishra (1977) had etudied the relationship between
bank credit and sgricultural production in Khorskbur Development
block of Gorekhpur district in 1975~76., A stratified random




semple of 58 villagers was drawn foxr the study. He studied
the relationship between production credit and groce
income with the help of correlation and regression
analysis separastely for each size of famms and for

all farme., 7he regression equation fitted to the data

was of the order

Y = a+bx
where ¥ - Groes income per family (s.)
X - Production credit per feahily (Rs.)
a - populetion conatant

b - Regression co~effidant

The study showed that one rupee dank credit
raised the income of the small farms by B,1.85 income
from the medium fgrmers by 5.4.15 and incomes from the
large fernms by B.6.70. Thues, benk credit was found

more effectively used o large farms rather than others,

Bhalereo and Subba Reo (1981) hed studied the
impact of commercial bank finance on resources produc-
tivity 4in different size groupe of farms. The study
was done on & random group of semall, medium and large
farmers, totelling 90 drewn from random dlocks in
Prekasem districts of Andhra Pradesh. Who had avelled
of short-term credit from commereial banks in 1976~77.




The Cobb-Douglas produetion function was fitted to the

farm production data.
Y =Dy by by by By B
ax, ax, ax, ax, aX; axg

where Y = Gross value product in Rupees

& = Pure constant

x4= Gross are shown in liectares

Xy= Cost of secd in Rupees

Xg= Hunen lebour in men -~ days

x,= Cost of manure and fertiligers in Rupees

Xg= Cost of Pesticides in Rupees
b,—bs - Regression co-effi cient of respective

input variebles.
Xe= Bullock Labour in Rupees

The study confirmed a negntive relation bet-
ween the size of farm and resourcea productivity,
implying that the commereisl banks should concentrate
more or small fermers end also give the farmers guidame

on judicious use of inputs.
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Igbal and Zaidi (1983) had undertesken a
cage study on the xole of banks in the rural develop=-
ment. The study wes done on the Role of Prathama Bank
in Nowgawan town ¢f Uttar Pradesh. Nowgawan town is
pert of Morallabad. The bulk of itse populetion is
compoeed of small end marginal farmers, rural artisians,
landless labourers and others of small means. In thhes
backward town Prathama Benk was set up sponsored by

the Lead Bank of the District Vig., the Syndicate Bank.

During the period 1975~79 there waes agpecta-
culaxr increase in respect of accounts from 967 to 4,254.
During the saeme period the deposite had multiplied by
more than 13 times from k.2,12,952 to %.28,20,000. The
smount of advances had increased from Bs,.3,58,000 to
#3,12,94,000., 4griculture sccounted for more then
33+5 per cent of the advances in December 1979 and a
major portion of these advances was given to the small

and marginal farmexrs.

Sachdev (1984) had exemined the inter
relationship between deposite growth and rural develop-
ment. He exsmined the thesis that, sdvances had the
potential of creating deposits with reference to per-



formances and behavour of commercial banks in the
rural areas over the period (1969 - 81), He drew \
attention to the fact that though the number of:mn«-
ches constituted 49.4 per cent of the total number of
brenches as on June 1981, the deposite of these bran-
ches constituted only E5.12.4 per cent of the total
bank deposits and their advamces amounted to 10.6

per cent of the totel bank advances as on that date.
Hence, he argued that the emphaeie should not be on

Just rural branches but on rural banking.

A regiew of the avallsble studies on bank
eredit and agriculture indicated that most of the
studies were done at the ferm level. Aggregative
studies about the impart of bank finaneing on agricul-
tural development either Stete wise or at the national
level were not found in many numbers, These aggregative
studies are imperative if one were tc estimate the
extent of growth in banking infrastructure and credit
that would be necessary to meet effectively the grow-
ing needs of sgriculture,

Since nationeligation more than a decade had

passed giving the researchers a vast body of data on



which to base their estimates of numerical relationship
between credit and variables in agriculture. Hence,
the current study was expected to add to the

methodology and findings in the direction,



Methodology
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III HETHODOLOGY

The methodology adopted for the study on
the 'Impact of Commercial Bank Credit of Agriculture
in Tamil Nedu' is described under the following heads:

A, MNMaterigles;
B, Methods.

A, Magterialss

The study required a complilkation of tine
series data on the variables of number of vank
branches, benk deposits end advances, area undexr
cultivation, ares irrigated, state domestic product
and agricultural proguetion. These data were collected
fron the verious iseues of the Tamil Nadu Economic
Appraisal from 1973 onwards, published by Evalustion
and applied Research Department, Government of Tamil
Nadu., The data were also gathered from the various
issues of the Resexrve Bank of India Bulletin and the
Reports on Currency end Pinance in Indle published by
the Reserve Bank of India.
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B. Methodss

a. Ratlo Anelysigs

Retlo enalysis was used to compare the
growth indicators of the banking eystem of Temil
Neadu with those of All-India.

b. Regression Aneglysiss

The simple regression enalysis was used
to trace the extent of cause ond effect relationship

obtaining between the following peirs of variables.

8. State domestie product from agriculture and
bank credit to sgriculture.

b. Number of bank branches and bank credit to
.agriculture
c. Agricultural production end bank credit.

d. Groes area under cultivation and bank credit.
6. Ixrigation intensity ond bank oredit.

f. Cropping ianteneity and bank credit.
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g« 4gricultural production and rural deposit

The regression equation that was fitted was of
the form

Y=a8 + bx

where
Y = the dependent variables
X = the independent variable
a = the constant texm of the equation

b = the regression co-efficient

The standerd exror of the regression co-effichkent
and the level of significance was found out for each

equation.

The average mnnual rate of growth in the

selected variebles ofs

a) Agricultural production
b) Total gross area of crop irrigsated

¢) Total gross area of
¢) Cropping intensity

d) 8tate income at current prices

¢) Total bank finence to agriculture
£) Indirect finance to agriculture
g) Direcet finance to sgriculture



h) Total advances
i) Total deposits
J) Fumber of bank branches
k) Bank finance to emall scale industiry
1) Perc;ntage of area under crop irrigated to total
cxop aresa
m) Induatrial production and
n) Irrigation intensity
was found out applying the equation
Y = ab*

where
| = the selected variable
= the constant temm

the regression co~efficient with respect to time and

M o p 4
8

= the time fsector

Pollowing Snedecor & Cochran (1976), Leabo (1975) the
regression coeffickent 'b' was Interpreted as being
equal to (1 + i) where 1 = the aversge ennual rate of

growth,

The Standard error and level of significance were almo
found. 7The computer assistance was obtained for these

calculations.,

The results of the siudy are presented and

discussed in the next chapter on Results and Discussion.



Results and Biscussion




The growth of benking syetem in relation to
the needé'of agriculture and rurel development is
discussed with reference to the growth of the banking
infrastructure in terms of numbexr of branches, growth
of deposiis and credit amd variations in credit deposit
ratio, The behaviour of these variables at the state
level are set against those at the national level.

The ngture of relationship between the benk credit
and performence variables in the sgriculturel sector

is also discussed,

The resulte are presented under the following
headss

A. Growth of Banking infrastructure in terms of

branches and
B, Performance of Banke~-Population groupwise
C. Bank credit and the priority sector
D. Bank credit to agriculture

E. Impact of Benk Credit on the Agriculturel sector.
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The availability of banking facilities and
accessibility to them facilitates thelr use by the far-

mer in the remote country side. One of the reasons

as to why bank credit was not tried by the farmer in
the prenationaligation deys was that these banks
confined their lending and depoeit mobilisation acti-
vities to the metropolitan and urban towns and they
could not even visualise their operation in the rurxal
areas, The larger the number of bank offices, the more

they are accessible to the vast masses.

The growth of bank offices in Tamil Nadu as
against All-India is shown in 7Teble II.



TABLE

NUMBER OF BANK OPFICES IN ALL INDIA AND TAMIL INADU 1971-1981

Bumber of Bank Numbexr of Bank
Officaes in All Offices in

Tear India Tardl Nedu
1971 12,013 1,571
1972 13,620 1,484
1973 15,362 1,650
1974 16,540 1,783
1975 18,730 1,935
1976 23,485 2,235
1977 26,93 2,481
1978 29,495 2,635
1979 31,495 2,740
1980 32,419 2,811

1981 36,037 3,052
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The growth of bank offices in Temil Nadu
had slightly legged behind the growth observed at
the All-India level. The number of bank offices in
the country had increased 3 fold during the decade
1971 to 1981 whereas the bank offices in Tamll Nadu hed
gone up only by 2.2 times. As on 1981 there were 36,037
bank offices st the All India level and 3,052 bank
offices in Temil Nedu., The share of Temil Nadu in the
banking infrastructure had gone down from 11.4 per cent

in 1971 to 8,47 per cent in 1981,

Since nationaligation, one of the main
plenks of benking policy is branch expansion, partie
cularly in the rural and semi-urben areas 30 as to
reach the masses. The spread of bank offices across
population groups over the period 1974 to 1981 ig

shown in Teble III for both All-India and Tamil Ngdu,



DISTRIBUTION OF BANK OFFICES BY POFULATION GROUP ALL INDIA AND THE STATE OF TAMIL NADU IN 1974 - 1981
All Indie Tamil Nadu
Urban Urban
ay Rursl Semi Urban Metropali ton Total Rural Senl Urban hetropold tan T
14 7,069(42.7) 3.537(20.2) 6,134(37.1) 16,540(100) 492(27.69) 640(35,9) 651(36.5) 1,783
15 NA HA
76 8,028(36.8) T,120(30.3) 7,737(52.9) 23,485(100) 595(26.62) 789(35.5) 855(38,11) 2,235
17 11,053(41,0) 7,477(27.8) 8,400(31.2) 26,930(100) T74(31.1) 792(31.92) 919(37.01) 2,481
78 12,777(43.4) 7,785(26.4) 8,885(30,0) 29,447(100C) 879(33.41) 802(30.43) 9%54(36.20) 2,635
79 14,404 (45,7) 17,941(25.2) 9,150(29,1) 31,495( 100) 954 (34.8) 813(29,.17) 973(35.5) 2,T40
80 15,105(46.7) 8,122(28.1) 9,122(28.2) 32,349(100) 986(35.7) 799(28.9) 980(35.4) 2,765
81 17,805(4€,7) 8,841(24,2) 9,891(27.1) 36,537(100) 1,097(35.94) 896(29.4) 1,059(34.7) 3,052

Hgures in parenthesis indicate percentages to the total
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The All-India figures on bank offices revealed
that 42,7 per cent of them were located in rural areas
with a population of less than 10,000 in 1974, The
proportion of xurgl offices had inereased ®© 48.7 per
cent in 1981, reflecting the changing banking policy
since nationalisation. The corresponding figures for
Tamil Nadu were 29,5 per cent in 1974 and 35.94 per
cent in 1981, The incresse in rural branches in Temil
Nadu was not as phenomenal as it was in {the country as

a wholae.

2, 8ige of Banking Opermtionss

Narishaman (1985) had used the ratios of bank
credit to national income and bank depositis to national
income to measure the sige of banking operationa.
Following him thne sige of banking operations wee asses-
sed for the commercial benks at the All~India level

as well as in Tamil Nadu.

Tables IV and V indicate the sise of banking

operations in India and Tamil Nadu,



IABLE IV

SIZE OF BANKING OPEEATION IV INDIA 1971 - 1981 (Rs, in lakhs)

' ' Total Bank

Year Total credit H;;ﬁlg:gonal g;gz ;:1‘* Tg:;]o.a?:nk ::pgggzn_

NNP tage of NKP
1971 4,80,800 34,511,900 17 .45 6,02,500 13.92
1972 5,404,200 40,57 ,200 17.8% 7 524,500 13.31
1973 6,431,900 50,74,900 17.36 8,81,400 12.45
1974 T+5T7 300 59.73,700 17.30 10,333,600 12.65
1975 1,82,900 62,32,400 19.20 12,03,400 6.57
1976 149,800 66,98,700 21.8% 14,63,900 9.77
1977 15,31,610 75,76,900 27 .99 21,211,394 20.21
1978 18,57 ,098 81,27,900 32,61 26,50,947 22.84
1979  21,47,582 88,21,900 35.63 31,43,752 24,34
1980 22,48,126 1,06,20,900 31.37 33:32,139 21,16
1981  27,14,697 1,20,91,300 33.42 40,411,276 22.45%




TABLE Y
SIZE OF BANKING OPERATIONS IN TAMIL NADU 1971 - 1981 (Rs. in lakha)

Year fotal Bank ingxft f‘,’;ﬁf;ﬁ" Deposits pﬁgggize
credit prices i of SDP
1971 12,673.68 2,737,480 5.3 44,915 18.9
1972 10,170.04 28,429 3.5 54,269 19
1973 11,780.68 3,43,231 3.4 58,545 17
1974 84,029.,00 3,68,872 22,7 76,532 20
1975  1,06,705.00 3,72,740 28,6 N.A.
1976  1,29,381.00 4,30,388 30.0 1511,709 25
1977 1,37,956.00 4,70,987 29,3 1,42,6% 30
1978  1,62,417.00 5,02,3%02 32.3 1,80,612 35
1979 1,92,383.00 5,75,410 33.4 1,92,449 33
1980  2,02,322.00 5,75,367 35.2 2,29,845 39

1981 2,58,540.00 6,69,191 3846 2,633,283 39




The bank deposits as a percentage of net
n ational product hed increesed from 17.45 per cent
in 1971 to 33.42 per cent in 1981 while credit as
percentage of NNP 3ad increased from 13.92 per cent
in 1971 to 22.45 per cent. In the State of Tamil Nadu
benk credit constituted 5.3 per cent of the SDP in
1971 and it expeanded to 8.6 per cent of SDP in 1981,
¥hile deposite inecreased from 18.9 per cent of SDP in
1971 to 39 rer cent of SDP in 1981, At the All-India
level, the ratio of deposite to NNP was higher than the
ratio of bank ecredit to NWP indicating under utiliss-
tion of banking rescurces whersas in the Stete of
Tamil Nadu both these ratios were identical at 39 per
cent indicating full utilisation of resources by the
banking sector in Temil Nadu. Even in the years of
1975 and 1976 when the bonk credit at the All-India
level touched the rock bottom levelg, the banks in
Tamil Kadu did not show any set back in c¢redit dis-

bursenent.

3. Growth of Deposits _gand Credit:

The behaviour of total deposits and credit is
ugseful as an indicator of change in the sige of banking

operations.
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The extent of total deposite mobiliged
by the bamnks and the credit created by them in the
country as & whole during the decade is of 70's

given 1in Tsgble VI.



TABLE

GROWTH OF TOTAL DEPOSITS AND TOTAL CHREDIT IN COMMERCIAL BANKS IN
INDIA 1971 - 1981
(Rs. in lakhe)

Yesar Total Deposits Total Credit
June 1971 6,402,500 4,80,800
June 1972 7 024,500 5,40,200
dJune 1973 8,81,400 6,531,900
June 1974 10, 33,600 757,300
June 1975 12,03,400 1,82,900
June 1976 14,63,900 149,800
June 1977 21,21,594 . 15,311,610
Dec. 1978 26,450,947 18,57,098
Dec. 1979 31,43,752 21,47,582
June 1980 33,32,139 22,48,126
June 1981 40,41,276 27,14,697




The deposits mobllised by the banks had
increased from k.6,02,500 lekhs in June 1971 to
B8.40,41,276 lekhs in June 1981, There had been 6.71
times raise in total deposita. The credit disburged
by the commercial banke durirg the neriod hed gone
up from hf4,80,800 lakhs in June 1971 to 27,114,697 in
June 1981, registering a raise 6f 5.6 tines, The
growth in credit hed not kept pace with the growth
in deposits, implying thet the banks had not fully

utilised the rescuxces that they were sble to mobilige,

The relevant data on the growth of deposits
and credit of the banks in Temil Nedu ies given in

Teble VII.



IABLE VII

GROWIH OF TOTAL DEPOSITS AND TOTAL CREDIT IN COMMERCIAL BANK IR

TAYIL NADU 1971 - 1981

(Rs. in lekhs)

Year Total Credit Totael Deposit
June 1971 12,673.88 44,915
dJune 1972 10,170.04 54,268
June 1973 11,780.68 58,545
June ’19?4 84,029.00 76,532
June 1975 1406,705.00% 44,125+
June 1976 1,29,381,00 1,111,709
June 1977 1437,956,00 1,42.630
Dec. 1978 1,62,417.00 1,80,612
Dec. 1979 1,92,383.00 1,92,449
June 1980 2,02,322,00 2,429,849
June 1981 2,58,540.00 2,63,285




The deposits of the commercisl banke in
Tamil Nadu hed increased from B.44,915 lakhg in
1971 to B.2,63,285 lekhs in 1981, The credit exten-
ded by them had increased from &,12,673.68 lekhs in
1971 to B\.2,58,540 lskhs in 1981, The loans and
advances given by the banks during the decade gone
up by 20.4 times as aghinst the depoeits which had only
inereased by 5.86 times. Indicating that the baks
in Tamil Nadi had e far better record of resource
utilisation then the banks in the country in general,
This in a scnee has maede up for what they had loet in

terms of growth of bank offices,

4. Credit ogit Ratios

The veriaténe in the credit depoeit ratio
at the All-India level and in Tamil Nadu are shown in

Teble VI1I,



IABLE VIIL

OREDIT - DEPOSIT RATIO OF COMFERCIAL BANKS - ALL INDIA AND TAMIL

HADU 1971 - 1981

Yesar All India Temdil Nadu

1971 T4 »28
1972 71 18
1973 T3 .20
1974 15 1.09
1975 .80 2.4

1976 ST7 Te1

1977 .72 +96
1978 »70 «£9
1979 «68 «99
1980 +66 .88

1981 +65 »98




The credit deposit ration at the All-India
level ranged from €,65 to 0.80 whereas the coxrespond-
ing ratio for Temil Nadu ranged from 0,85 to 2,40,
This comparison maede it evident that the banks in
Tamil Nadu utilised their deposit resources far more
efficiently than the banks at the All India level.

A on 1981 the credit deposit ratio of commexcial
banks in Tamll Fadu stood at C.98 as sgainat that

of the banks at the All-India level which waes juat 0.65.

B. Performange of Banks -~ Population Group-wiges

The classification of commercial banke by
population group was tsken and the behavicur of benks
in respect of credit and deposits was studlied for each

one of them.

The growth of total credit and deposits
of commercial banks in India, population group-wise

is shown in Table 1IX.



E 1

THE GROWTH OF TOTAL CREDIT AND DEPOSITS OF COMMERCIAL BANKS IN
INDIA POPULATION GRBOUP WISE (1974 -~ 1981).

(Rs. in lakhs)

. Rural Areas Semi Urban Aream Urban ﬂctropolitan
- Credit Deposit Credit Deposit Credit Deposit
1974 42,936 84,232 1,18,402 2,43,679 6,47,606 T:43,443
1975 N.A. N.A, H.A. H.A. H.A, H.4.
1976 87,743 1,56,934 1,87,604 393,474 10,79,833 12,10,3%
1977 1,113,966 2,04,866 2,20,388 4,66,798 11,97,256 14,492,730
1988 1,55,482 2,74,691 2,85,767 5.,79,285 14,15,849 17,96,971
1979 2,01,636 3,553,829 3,43,464 7,07.,888 16,02,482 20,82,035
1980 2,16,188  3,96,367 3,64,143 7,715,228  16,57,795 21,64,274
1981 3,08,170 5,26,088 4,688,170 19,38,257 27,14,697 40,41,276
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In the rural offices deposits had grown by
6.2 timesj in semi-urban offices by 8 times and in
urban metropolitan offices by 5.4 times duxring the
period 1974-81, The credit smounts during the same
period 1974-81., The credit amounts during the same
period had grown by 7.2 times, 4 times and 4.2 times
respectively. This indicates that the banks had
deployed a more than proportionate share of the re-
sources to the ruxal areas. The deposite growth in
the semi-urban sremss was the highest followed by

rurel ereas.

The growth of total credit and deposit in
respect of commercial benks in Tsmil Nadu by popula-
tion group for the period 1974 to 1981 is given in

Table X.



TABLE X
THE GROWTH OF I0TAL CREDIT AND DEROSITS OF COMMERCIAL BANKS IN TAMIL

NADU -~ POPULATION GROUP WISE (1974 =~ 1981) (Re. in 1 &hs)
Rural Areas Semi Urban Areas Urban Metropolitan
Year Credit Deposit Credit Deposit Credit Depoelt
1974 4,862 4,031 14,111 16,347 65,056 56,154
1975 N.A. N.A. N.A. N.A. F.A. .  N.A,
1976 9,215 T+574 20,473 28,381 99,593 81,154
1977 10,506 10,418 23,119 33,541 1,04,331 98,671
1978 13,134 15,018 27,658 42,308 1,21,625  1,40,049
1979 17,150 19,906 35,151 52,292 1,23,206 1,54,272
1980 18,921 21,699 3T+308 54,678 1,4€,09%  1,53,474
1981 26,158 26,445 47,772 65,862 1,84,610  1,70,978
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As agelnst All-India figures on total credit
in rurael arees which shad phenomenally increased by
T.2 times, the anount of credit orested by the rural
banks offices in Temil Nadu Lad increased only by
5.38 times. The deposits mobilised by them in rural
areas with 6.56 times increase had more than kept pace
with the correeponding growth of deposits in the rursl
bank offices at the All-India level (which showsd
6.2 times increame). Unlike the benks in the semi
urban areas which recorded fastest growth in deposits
at the All-India level, in Tamil Nadu the bank offices
in rurel areas had achieved the fastest growth in
deposits (viz., 6.56 per cent rise) in 1981 as
compared to 1974,

Credit deposit ratio was worked out by
population groups to compare the effickently of
deposit utilisation of these banks serving in the
rurgl, semi-urban, end urban areas. These ratios for

All-India and Temil Nadu are givan in Table XI.



THE TREND IN CREDIT DEPOSIT RATIO OP COMMERCIAL BANKS ALL INDIA
VIS-A-VES TAMIL NADU BY POFULATION GROUP (1974 - 1981)

All-India Tamil Nadu
Urban Semi-~ Urban
T meSED et L The | et
' Centres
1974 51 49 1.1% 1.21 +86 1.16
1975 N.A. N.A, R.A. ¥.A. F.A. N.A.
1976 +56 .48 .89 1.22 72 1.23
1977 56 +47 83 1.01 69 1.06
1978 5T 49 79 87 «65 87
1979 57 48 oT7 .86 67 79
1980 55 47 ST7 87 .68 «95

1981 59 «29 .67 »99 73 | +08




The credit deposit ration in the rursl offices
at the All-India level had increased from 0,51 to 0.59
whereas this ratio for Temil Nedu had increased from
1.21 in 1974 to 0.99 in 1981, Further, the credit
deposit ratlo of the rurael bank offices in Temil YNadu
wag consistently higher than that of the rural bank
offices at the gll Indis level over the paricd 1974~81,
Tanil Nadu was far better in rural banking as asgainst
the performance of rural bank offices in the country
as & whole. The declining trend observed in the
credit deposit ratio of the rural bank offices in
Tanll Nadu, however, is indicative of a slight set
back in the rurel banking opperation from the year
1977 onwarde. Heverthless, this trend appears to have

been reversed in 1981,

Taking gﬁe year 1981 as the point of comparison
it was found that the highest credit deposit ratio was
obaerved in the urben metropolitaen bank offices both ;n
the country as a whole (0.67) and Tamil Nedu (1.08)
indicating that though efforts had been made to diver—
sified banking to meet the needs of other population
groups, yet the urban-metropolitan towns continuve to

enjoy the bulk of the benefits from the banking sector.
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The Reserve Bank of Indie Guide ILines

(Sinha 1983) had stipulated that the bank offices in
rural and semi-urbsn areas should maintain a minimum
credit deposit ratic of 60 per cent each. This target
of deposit utilisation had been exceeded dy the banks

in Tamil Nadu, with the rural bank offices having credit
deposit ratios of 0.99 pexr cent and semi-urban areas
having a credit depoesit of 73 per cent. The correspond=~
ing figures at the All-India where 59 per cent and 29
per cent regpectively indicating that the semi-urban

bank offices were still half-way to the target.

C. Bank Credit and the Friority Sectoxs

Credit to prioriiy sector acquired top priority
in the programmes of banks after nationalisstion. Priority
sector for purposes of bank finance includes agricul-
ture, suall ecale industries, transpori operators,
professionals, s¢lf employed persons, retall trade and
small bueiness. The Keserve Bank of India in it guidelines
on Credit Deployment in 198G laid down specifically that
the proportion of commercisml bank advances to the
priority sector should be increased to 40 per cent by
1985 (Sinha 1983). Ageinst this guideline, the share
of priority sector in total credit was studied both in
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in the countxry ae a vhole and in Tamil Nadu.

Teble XII gives the shere of priority seector in
total credit et the All-Indie level during the period
1977 - 1980,



IMBLE NI
SHARE OF PRIORITY SECTOR I¥ TOTAL CREDIT ALIL-INDIA (1977-80)

(Rs. in crores)

Year oTsty Total §§I§Jt§°mm
sector credit gn g:iccntgggit
1977 34486 13,607 25.6
1978 4,334 15,960 27.18
1979 5,667 19,443 29,19
1980 6,729 21,234 31.68

1981




The allocation of credit to the priority
sector had increased steadily from 25.,6 per cent of

the total eredit in 1977 to 31.68 pexr cent in 1980,

The shere of priority sector in total
outstanding bank eredit in Tamil Nadu for the period

1976 -~ 1981 ip given in Table XIII.



IABLE XTI

SHARE OF PRIORITY S8ECTOR IN ©TOTAL OUTSTANDING BANK CREDIT IN

TAMIL NADU (1976 - 1981)
(Rs. in lskhs)

Yesr g::gift;° Total credit §§'§§§§§n§§§§°'
sectox of total credit
1976 354343 1,17,243 30.14
1977 42,570 1,22,259 34,82
1978 17,63,785 . 29,84,470 58,09
1979 29,85,258 1,6432, 159 18,16
- 1980 38, 18,687 1,88,48,830 20,25
1981 90,64,629 2,44,71,005 37.04




The ratlo of priority sector credit &o the
total had ranged from 18,16 to 58.09 per cert in Tenil
Nadu. Thies wide range probebly arose because the data
on outstanding dbank credit was used in the place of
actual deployment of credit to various sectors., The
priority sector is known for its poor repaying poten-
tials end hence perhaps this wide range of fluctuation.
Temil Fadu was very nesr, the # 40 percent guideline
stipulated for credit to the priority sector in 1981
with 37.04 per cent of the outstanding credit goling

to the priority sector.

D. Bank Credit ¢t ult H

The share of agriculture in outstanding bank
credit in Tamil Nadu over the decesde 1971 - 1981 is

given in Teble XIV.



ZABLE XTIV

THE SHARZ OF AGRICULTUKE IN OUTSTANDING BANK CREDIT IN TAYIL

NADU 1971 - 1981

(Rs. in lekhs)

Year gom:‘:l ﬁ:ﬁultura}. :g:ézg]‘;‘:ral .

Credit oredit porosntage of
1971 12,673.68 64352.87 50
1972 12,351.02 4,931,00 39
1973 11,780.68 2,577.58 21
1974 82,404.03 7 +390.00 o8

1975 N.4. H.A. H.A,

1976 1,17,243,00 13,966.00 11
1977 1,22,250.00 14,791.00 12
1978 29,84,470.00 17,433,701.00 58
1979 1,64,32,159.00 22,48,191.,00 13
1980 1,88,48,830,00 29,45,053,00 15
1981 2,44,71,005.00 41,99,551.00 17




Agriculturel eredit as a percentage of total
credit had widely fluctuated from one year to another
during the decade 1971-81, In 1971 end 1978 it was
exceptionally high at 50 and 58 per cent irddicating the
explicit emphasis placed on financing the agricultural
sactor, During the other yesre its share in the total
credit was considersbly less, indicating that the tempo
of sgriculturel finaneing had not been uniformly main-
teined by the banks over all the years. In 1981 the
agricultural credit compiised 17 pexr cent of the tolml
benk credit.

The Reserve Bank of India guidelines (Sinha 1983)
hei etipulated that direct finance to sgriculture should
constitute 15 per cent of total credit by March 1985,
Against this guide line the direct finance to agriculture
in Teml Nadu wae set against the total bank credit,

The deteils are given in Table XV,



B 1

SHAKE OF DIRECT AGRICULTURAL CREDIT IN TOTAL OUTSTANDING BANK

CREDIT IN TAMIL NADU 1971 - 1981

Direct Pinance Pireet finance to

Year Total Bank Credit agriculture as
to Agriculture ggigggtaga of total
1971 12,673.68 3,248,38 25
1972 12,351.02 2,445.00 | 19
1973 11,780,68 296,61 02
1974 £2,404.03 3,089.02% 03
1975 E.he N.A. NA
1976 1517,243.00 5:837.79*% 04
1977 1,22,250.00 6,182,64* : Cs
1378 29,84,470.00 14,9%,184.00 49
1979 1,64,32,155,00 19,34,526,00 11
1980  1,88,48,830.00 24,53,098.00 13
1981 2,44,71,005.00 32,45,799.00 13

* These velues have besen intrapolated



The direct finance to agriculture had
nteadily‘gained in importance from 2 per cent of
benk credit in 1973 to 13 per cent except during the
abnormal yesrs of 1971, 1972 end 1978, Taml Nadu
18 thim about to achieve the target of 15 per cant
of total credit to be allocated for direct finance to

agriculture,

E. Impect of Benk Oredit on the Agriculturel Sector:

The regression enalysis which was carried out
to epteblish the exact nature of dependence between back
eredit ond related agricultural variebles in terms of
ares production, ylelded the regression coefficients

as shown in Teble XVIe



The regression coefficients derived in all the
equations except the first six were ptatistically signie
ficent at 5 per cent level, though the coefficient of
determination was not very high in many of them. DBank
erédit did influence the area under irrigation and the
state domestic product derived from agriculture and
allied activities, though the acausal relationship was

not of a very high magnitude.

Banking infrastructure in temms of number of
bank offices and the number of bank offices in the rural
areas had registered very high regression coefficients
with falrly high coefficients of determination, sup-
porting the fact that whenever the farmer had access
to the banks, the credit obtained by them from the bmke
had alpo increased. Thus the study confirmed the
belief of the policy makers, that the spread of ban-
king to unbanked areas by the process of branch expan-
sion and particularly dbranch expanéﬁn in the rural

areas would, of itself, remove one of the major hurdles
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in extending credit to meet the needs of esgriculture.
The policy of branch expansgion had delivered goods in go
far as it was instrumental in making credit availeable

L

to the rural farmers.,

An examination of the efficiency with which
credit had been utiliged in the various sectors had
shown thet the highest efficiency in credit utilisation
was recorded in the small-scale industrial sector where

one rupae of credit generated an income of B.3.77.

The agricultural sector was able to generate
only 10 peise of income for every rupee of credit utilised
by 1t, indicating that it had to go a long way in effectively
utillieing the credit resources made available to it by
the banks.

The average annual rate of growth in selected
variables of the agricultural and other sectors and bank
oredit was computed to examine whether the esgricultural
sector had suffered from any discriminatén in the
provigion of benk credit.

The results of the growth rate analyeis sre
given in Tgble XVII.



ZABLE JVII

AVERAGE ANNUAL RATE OF GROWIH IN SELSCTED VARIABLES (1970-81)

Crowth 090~0ffieient

gé. Variable rate tiggtezmina—
1. Total bank credit to sgriculture 1.04 165
2, Direct bank credit to agriculture 1.13 LT3
5. Indirect finance to asgrieculture .78 803
4. Bank finance to smsll scale industry .617 .669
5. Numbsr of benk branches .08 «92
6. Totel deposit » 58 838
T. Total advance .19 .491
8. 8DP from the sgriculiural sector «04 481
9. Agricultural production 0168 L814
10. SDP from the menufecturing sector 0% 841
11. Totel gross area of crop lxrigaied 002 L0100

12. DPercentage arca under orop -
irrigated to total crop area 009 «288

13. Cropping intensity 0004 .00963
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The number of bank branches had grown at the
rate of 8 per cent per annum, while the deposits of
commercial banks had grown at the aversge annual rate
of 38 per cent and the advances made by them had regis-
en average annuel rate of growth of 19 per cent.

These differences in the rates of growth show that the
banks had not fully utilised their deposit resources
for credit oreation. The egricultural credit had
grown very impressively during the period at the rate
of 104 per cent per annum., The direct orcdit to
agriculture hed grown at a still higher rate of 113
per cent as sgainet in direct finance to agriculture
at 78 pexr cent. The bank finance to smelll ecale
industry had grown at an eanual rate of 61.7 per cent
which incidentally indicated that sgriculture had not
suffered any digcriminatén as far as bank financing

concerned.

The response of the agricultural sector to
the bank credit that it recelived in terms of selected
verigbles of percentsge erea under irrigation, gross
area under irrigation and eropping intensity registered
very negligible changes. The SDP form agricultural
sector had increased only at a rate of 4 per cent

per snnum (with 481 as the coeffident of detexmination).



The SDP from the manufacturing sector had incresced st

an ennual rate of 5 per cent (with a fairly high co-
efficient of determination .84l), One of the reasons
that could be given for the very small amounts of changes
in the variebles relating to the agriculturel sector is
that asgricultural prodhetien is a function far more
number of variables than credit slonej the land area
under cultivation and irrigation hsd already reached its
naxinumi and that further increases in agricultural
production should come from qualitative improvements in

méthods of cultivation rather then from increases in

land or water.



Summary and Lonclusion




The current study sought to asassss the impart
of commercial bsnk credit on agriculture in Tamil Nadu
during decsde of 1971-81, The study was based on the
time sexries data on credit and sgriculture. These data
were collected from the warious issues of the Tamil Nadu
Economic Appreisal from 1973 onwarde, the ipsues of the
Regerve Bank of India Bulletin and the Reports on
Currency and Finance in Infia. Ratio analysis was used
to compare the growth indicators of the banking system in
Tamil Naedu with those of all-India. The simple regression
analysis was used to trace the extent of csuse and effect
relationship obtaining between credit and the variablaes
xrelating to the egrioultural ssector.

A surmery of the findings of the study ig ss

underxrs

1. The numbder of bank offices in the country had increased
3 fold during the decnde 1971 %tc 1981 whereas the bLank
offices in Temil Nadu had gone up only by 2.2 times.

2. In Tanil Naedu bank offices hed grown at an average 8
percent during the period 197181,
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3. The AlleIndla figures on bank offices revealed that

42.7 per cent of them ware located in xural sxeas with a
population of less than 10,000 in 1974. The proportion

of rurml offices had increased to 48.7 per cent in 1981,

The increase in rurel bdranches in Tamil Nadu wae not as
phenonenal as it was in the country es a whole, It was

25.9 per cent in 1974 and it increased to 35.94 per cent

in 1981,

4. At the All-Indie level, the mige of benking operation in temms

of deposite ap = ratio of national income and credit as a ratic
of national income hed increased from 17.45 per cent and 13.92

per cent respectively in 1971 to 33.42 per cent and 22.45 per
cent in 1981, In 7Tanil ¥adu, the corresponding ratios  of

deposits and credit were 18.9 per cent and 5.3 per cent in

1971 and 39 per cent and 38.6 per cent in 1981, The progress
of banks in Tamil Nadu waes highly commendable.

5S¢ In 1975 end 1976 when the bank oredit at the All=India level
touched the rock doittom levals, the banks in Temil Nedu 414 not
show gny set back in eredit disbursement.

6. The range of variations in credit deposit ratio made 1t
evident thet the banks in Tamil Nadu (0.85 to 2.4) utilised
their deposits resources far more efficiently than the bankse
at the All~India level (.65 to .B0) during the year 197181,

The Commercial banks in Texil Nadu recorded an average annual
rate of growth of 38 per cent in deposits and 19 per cent in



advances, during the period 1971 to 1981 indicating
that they had not fully utilieed their xescurces.

7. The analyeis of ths credit and depcaitis of
coxmercial banks by population groups indicated
thet at the All-Indie level the banks had deployed
a more than proportionate shere of the resources to

the rural eress.

8. The allocation of credit to the priority
sector ha! incremsed steadily from 25.6 per cent of
the total credit in 1977 to 31,68 per cent in 1980,
In 19680 20,25 per cent of the outstanding cxedit
in Taml Nadu went to the priority sectorx.

9., In 1981 the agricultural credit comprised 17 per
cent of the total bunk credit in Temil Hedu.

10. In 1981 the share of direct finence to
sgriculture in total out standing bank credit in
Tamil Nadu wes 13 per cent, sgeinst the target

15 per cent to be echieved by 1985 es stipulated in
the Ressrve Bank of India Guidelines,



11. Duxing the pexiod 1971-1981, the sgricultural
credit had gown very impressively at the rate of

104 per cent per snnum, direct agriculturasl credit
at the rate of 113 per cent per annum and indirect
agricultural credit at the rate of 78 per cent.,
Credit to small scale industries had grown at

the rate of 61,7 per cert, indicating that
agricultural sectox did not suifer from sny
discrininatory treatment at the hands of commercial
banke. There wae evidence in the atudy that

the bank credit to sgriculture and sllied ectivities
in the state did influence the ares under irriga-
tion and the state domestic product dexived from
agriculture, though the causal relationsidp wes

not of & very high magnitude, Denking infrastruoture
in terms of numbexr of bank offices in ruraml arees
had regietered very high regreesion co-effictents

with fedrly bhigh
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coefficients of deteruination supporting the fact that
whenever the farmers had access to the banks, the credit
obtained by than fron the banks had also increasad, Thus

the study confinoed the belief of the policy makers that the
epread of banking to unbanked areas by the provens of branch
expansion andparticularly branch expansion in the rursl areas
would, of itself, rmacove one of 4w wajor hurdlcs in cxtending
credit to meet the needs of agriculture. ihe poliey of braoch
expansion had delivered goods in so €ar o3 it was instrumental
in maklng credit avalleble to the rural farncrs,

12, An axamination c¢f the efficiency with which eredit had
been utilised in the various sectors hai shown that the
highest officioney in credit utilisscion was recorded in the
suallenscale industrial sector where one rupes af crodit genexae
ted an Income of Rs. 3.77. The sgricultural sector was able

to generate only 10 paisa of incone for overy rupee of credit
utilised by it, indicsting that i¢ had to ¢go a long wey in

ef factively utilising the eredit resourcos node available to

it by the hanks,

in conclusion, the study had shown that the average
annual rate of growth of deposits (38 per cent) was found to
be double that of the rate of growth of credit (19 per cent),
Yet, Tamil Madu banks had fared better than banks at the ALl India
level in responsing to the neeis of agricultural sactor. The
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credit deposit ratio of the rural bank offices in

Tanil Nadu was higher than that of All India. Seventeen

per centof the total outstanding bank credit in Tamil Nadu

had been deployed in agricultural sector, of which 13 per cent
was in the form of direct agricultural lemdiing in 196l1. 3he
average annual rate of growth recorded in these variable of
agricultural credit werey agricultural credit 104 per cent,
direct agricultural credite113 per eent and indirect agrie
cultural credit-78, There was no evidence of any discrimie
natory treatment by the banks against the agricultural sector.

Agriculture had responded relatively little to the
bank credit as against, say, the small scale industries sector.
while each unit of credit in the snall geale industry generated
an incame of N8.3.37; the agriculture, it could generate only
iC paise of acditional incoms. This indicates that bank Credic
to agriculture is still in too small quentities to have created
any appreciabla impact on produetion and incone in the

agricultural sector.
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IABLE I

AGEICULTURAL PRODUCTION AND AGFIGULTURAL BANK CHEDIT -
TAMIL FADU 1970 - 1981,

Agricultural
Year ZProduction
(in tonnes)

Total
outstanding
Bank credit
to agricul-
ture

Direct

outastanding
Bank eredit
to egricul-
ture

Indirect
outatandin
Bank credi
to sgricul-
ture

(Rupees 4in ILakhas)

1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981

9,958
10,641
10,896
11,930

5,917

11,458

10,728
12,845
13,334
12,747
10,336
11,614

6,673.81
6,352.87
4,931,00
2,577.58
7+390,00
NJ.A.

13,966.00
14,791.00
17,433,701.00
22,48,191,00
29,45,053.00
41,99,551.00

2591 .54
3,248,38
2,445 .00

296.6’

3,082,02%

N.A.

5+837.79%
6,182,64*

14,91,184,00
19 3%,826.00
24,53,098,00
32445,799.00

4,082.27
39104 .49
2,486,00
2,280,00
4,300,98%
N.A.
8,128,.21*
8,608, 36*
2,42,517.00
34134665,00
4,91,995.00
9,53,752.00

* These valuee have been intrepolated
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Indirect out
Year Aarea of crop standing Bank standing Bank atanding Bank
irrigated credit to oredit to credit to
agriculture agriculture agriculture
{in ‘ooo’ {Rupees in lakha)
Hectares) ¥
197¢ 3,410 6,673.81 2,591.54 4,0082.27
1971 3,530 6,352.87 3,248,00 3,104.49
1972 3,673 4,931,000 2,445.00 2,496,00
1973 3,674 2,577.58 296.61 2,280,97
1974 3,033 70390,00 3,089,02% 4,300,98%
1978 3,37 NeAo NoA. NeA,
1976 3,001 13,966.00 5,837.79* 8,128,21* .
1977 3,723 14,791.00 6,182,654 8,608,36* !
1978 3,818 17,33,701.00 . 14,91,184.00 2,42,517.00
1979 3,983 22,48,191.00 19,34,526.00 3,13,665.00
1980 3,294 29,45,053.00 24,53,098,00 4,91,955,00
1981 3,427 41,99,851,00 32,45,799.00 9,53,752.00




TABLE s 3

PERCENTAGE OF AREA UNDER CROP IRRIGATED TCO TOTAL CROPPED

AREA AND AGRICULTURAL BANK CREDIT=TAMIL NADU 1570-'81

rercentage of Total out Direct out 1Indirect
Year area under standing standing outstanding

crop irrigated Bank credit Bank c¢redit Bank credit

to total cropped to agriculture to agrie to agri-

area culture culture

(in *COO* (Rs., in lakhs)

Hectacers)

1970 N.A, 65,673.81 2,591,.54 4,082,27
1971 46.2 6,352.87 3,248,.38 3,104.49
1972 47.7 4,931.00 2,84%.00 2,486 ,00
1973 48,0 2,577.58 296,61 2,280,97
1974 45,7 70390,00 3,089,02* 4,30C,98*
1975 46.7 N.Ao NCA‘ N.hc
1976 42,0 13,966,00 5,837,79* 8,128,21*
1977 47.9 14,791.00 6,182,64* 8,608.36*
1978 49,7 17,33,701.00 14,91,184.00 2,42,517.00
1979 51.6 22,48,191,00 19,34,526,00 3,13,66%5,00
1980 50,9 25,45,053,00 24,53,098.00 4,91,9%5,00
1981 49,6 41,99,551,00 32,45,799.00 9,53,752.00




TABLE 1 4

STATE INCOME FROM AGRICULTURE AND ALLIFD ACTIVITIES AT
CURRENT PRICES AND AGRICULTURAL BANK CREDIT=TAMIL NADU
1970-181,

State incone Total out Direct out indirect out

from Agricul=- standing standing standing
Year ture and 2ank credit Rank credit Bank credit

allied acti- to Agricule- to Agricule to agricul-

vities ture ture ture

(ks in lakhs)
1970 N.A, 6,673.81 2,591.54 4,082,27
1971 90,456 6,352.87 3,246,338 3,104,.49
1972 1,06,139 4,931.00 2,445,000 2,486 ,00
| 1973 1,37,642 2:577.00 296,61 2,280,00

1974 1,911,186 7,390.0C 3,089,02* 4,300,968*
1975 1,21,984 N.A. N.A. N.A.
1976 1,38,993, 13,966.00 5,837.,79* 8,128,21*
1977 1,52,739 13,7913 .CC 6,182,64* 8,608, 36*
1978 1,511,977 17,33,701.00 14,91,184,00 2,42,517.00
1979 1,78,37% 22,48,191.00 19,34,526.00  3,13,665.00
1980 1,42,969.00 29,45,053,00 24,53,096.,00 4,91,955.00
1981 1,685,164 41,99,551.00 32,45,799.00 9,53,752.00




TABLE: 5

RUFAL DEPOSITS AND AGRICULTURAL PRODUCTION

vear Rural deposit Agricultursl
(ks. in lakhs) %{:ﬂﬁgﬁiﬁg)
1970 N.A. 9,958
1971 NeAs 10,641
1972 NoA. 10,896
1973 NaoRe 11,930
1974 4,862 5,917
1975 NeA. 11,458
1976 9,215 10,728
1977 10,506 12,845
1978 13,134 13,334
1979 17,184 12,747
1980 18,921 10,336

1981 26,158 11,014




TABLE & &

INCOME FROM SMALL SCALE INDUSTRY AND BANK CREDIT 1970-'81

out standing Incone fron

Year Dank credit suall scale
to small acale industry
industry

{(Ras. in lakhs)

1970 5,059,08 Nele
1971 5,994,30 NeA,.
1972 7,148,33 T+015.94
1973 8,620.66 8,620.,66
1974 11,617.00 HeA,
197% He.A. NeAs
1976 14,713.00 64,507,00
1977 17,040.00 68,249,000
1978 19,825.00 67,364.00
1979 22,45,059.00 86,52,349.00
1980 24,72,657.00 $6,15,121.00

1961 33,43,011.00 1,23,03,669.00




TABLE s 7

INDUSTRIAL PRODUCTION AND BAMK CREDIT

Industrial Bank f£inance

Year
Production | to ;ggg;;’*‘l
Kupees
(In lakhs)

1970 N.A. N.A,
1971 45,871 5335,.71
1972 47,859 63,20.81
1973 46,556 7,552.39
1974 47,448 9,203.10
1978 53,014 N.A,
1976 56,271 1,23,333.00
1977 56,800 1,34,034,00
1978 . 53,155 1,05,082.00
1879 65,005 1,19,19,111,.00
1s60 7%,987 1,32,19,989.00

1961 84,049 1,73,13,121.00




TABLE s B

NUMBER OF BANK BRANCHES AND AGRICULTURAL BANK CREDIT
TAMIL NADU 1970~'81

Total out standing Nunber of bank branches

Yeer Bank creait Total Rural
(ks.4in lakhs)
1970 6,673,581 1,281 NeA.
1971 6,352.87 1,440 ‘ Na.A,
1972 4,931.00 1,563 N.A.
1973 2,577.00 1,741 NeA.
1974 7,390.00 1,880 492
1975 N.A. NeAs NeA.
1976 13,966,000 2023% 595
1977 14,790.00 2,481 774
1978 17,33,101.0C 2,635 879
1979 22,48,191,00 2,740 954
1980 29,45%,053.00 2,811 286

1981 41,99,551,00 3,052 1,097




