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Agriculture is the backbone of the Indian economy, contributing significantly to
employment and food security. However, agriculture in India is heavily dependent on
credit. For small and marginal farmers, access to timely and affordable credit is not just a
convenience—it is a necessity. Farm credit enables farmers to invest in seeds, fertilizers,
irrigation, and machinery, thereby improving productivity and income. In this context, rural
banking plays a vital role. Together, farm credit and rural banking form the financial
backbone of the agricultural sector.

Importance of Farm Credit

1. Capital Formation in Agriculture: Farmers often lack the capital needed to invest in
quality inputs or adopt modern technology. Credit fills this gap by allowing them to purchase
seeds, fertilizers, pesticides, irrigation equipment, and machinery. This leads to increased
productivity and better crop yields.

2. Crop Cycle Management: Farming involves a long gap between sowing and harvesting.
Credit helps farmers meet their expenses during this period. It also reduces their dependency
on informal moneylenders who often charge exorbitant interest rates.

3. Risk Management: Agricultural activities are highly susceptible to natural risks like
drought, floods, and pests. Institutional credit provides access to crop insurance and
contingency planning, making farmers more resilient to uncertainties.

Role of Rural Banking

Rural banking institutions, such as Regional Rural Banks (RRBs), Cooperative Banks, and
Scheduled Commercial Banks, are designed specifically to cater to the financial needs of the
rural population. Their roles include:

1. Providing Affordable Credit: These banks provide credit at subsidized interest rates
under schemes like Kisan Credit Card (KCC), enabling farmers to access loans without
falling into debt traps.

2. Financial Inclusion: Rural banks promote financial inclusion by offering savings
accounts, recurring deposits, and insurance products to rural households. This helps inculcate
a savings culture among farmers and rural dwellers.

3. Government Scheme Implementation: Rural banks play a major role in disbursing
subsidies, pensions, and payments under schemes like PM-KISAN, MNREGA, and Pradhan
Mantri Fasal Bima Yojana (PMFBY).

Challenges in Farm Credit and Rural Banking
Despite the progress, several challenges remain:
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1. Access to Credit A large section of farmers, especially tenant farmers and landless
laborers, still struggle to access formal credit due to lack of collateral and proper
documentation.

2. Regional Disparities: Credit distribution is uneven, with some states like Punjab and
Maharashtra receiving higher per capita credit than states like Bihar and Odisha. This widens
the gap in agricultural development.

3. Over-dependence on Crop Loans: Most of the credit disbursed is for short-term crop
loans. Long-term investment credit for infrastructure, irrigation, and machinery is still
insufficient.

4. Loan Waivers and NPAs: Frequent loan waivers, though politically popular, hurt the
repayment culture and weaken the financial health of rural banks. This also increases non-
performing assets (NPAS).

Recent Initiatives and Reforms

The government and the Reserve Bank of India (RBI) have taken several initiatives to

improve the situation:

e Doubling Farmers’ Income Initiative — Focuses on improving credit access, insurance,
and infrastructure.

o Kisan Credit Card (KCC) — Offers a credit limit based on land holding and crop pattern,
with flexible repayment options.

e Interest Subvention Scheme — Provides interest subsidy on short-term crop loans.

« Digital Banking — Initiatives like mobile banking, Aadhaar-enabled payments, and rural
ATMs are improving transparency and access.

Suggestions for Improvement

To make farm credit more effective, the following steps are essential:

1. Strengthen Cooperative Credit Structure — Revamp primary agricultural credit
societies (PACS) to enhance reach.

2. Promote Farmer Producer Organizations (FPOs) — These groups can help small
farmers access credit collectively.

3. Increase Investment Credit — Encourage long-term loans for storage, irrigation, and
mechanization.

4. Expand Credit Coverage — Simplify loan procedures and use technology to include
tenant farmers and sharecroppers.

5. Capacity Building — Train rural bankers to understand local farming needs and build
trust with farmers.

Conclusion

Farm credit and rural banking are not just financial tools—they are lifelines that sustain
millions of Indian farmers. By addressing the structural issues and making credit more
inclusive, India can ensure that its agricultural sector grows sustainably and equitably.
Empowering rural banks and ensuring timely and adequate farm credit can lead to higher
productivity, reduced rural poverty, and a stronger economy.
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