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Desk of Editor-in-Chief
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Dear Readers,

This is my first editorial as the Editor-in-Chief. This is
the 150" issue of CAB Calling. The first issue of CAB
Calling was published on November 15, 1977. I am
happy to share with you a copy of the first issue of
CAB Calling as part of the 150" issue. The first issue
contains extracts of the speech of the then Governor
Shri M. Narsimham wherein he emphasised the
need to ensure that quantitative expansion of credit
has to meet also the test of quality which can only
come through a good deal of training. We had
reached out to a few former Principals of CAB
requesting messages for the 150" issue.
Dr. P.R. Dubhashi, Principal, CAB from April 1,1970
to December 26, 1979, and Shri H. R. Khan, former
Deputy Governor, Reserve Bank of India have sent
their messages for this special issue which I am
happy to share with you.

This issue contains two case studies- one on “Farmers
Producer Organization’ and another on 'Banking
Penetration and Access to Credit in Selected States',
and articles on Regulation and Supervision of UCB's,
Organic Farming, Rural Farming (in Hindi) and
Financing Agriculture in Smart Way by means of IT-
enabled services. It also contains a book review.

Iapologize for the time lag in publishing this issue.

Looking forward to a continuing association.

- Madhumita Sarkar Deb

A
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Message to CAB

lam delighted to learn that 150" issue of "CAB Calling" is beingissued.
My hearty greetings and good wishes to the CAB Family. | had the
privilegeofbeingthePrincipal of CABfromApril1,1970 toDecember26,
1979, functioningfromthebeautifulnewcampusof CABwhichwasbuilt
by RBI. CAB was started to promote training in Agricultural Credit and
Bankingtothestaffof commercialbanks whengovernmentdecidedthat
theyshould providecredittoagricultureaspriority sector. At present, at
thetimeofagricultural distress, CABshouldplayacriticalroletosupport

theagriculturaleconomy.

Dr. P.R.Dubhashi, I.A.S (Retd.)

Founder Director, .
Vaikunth Mehta National Institute of Cooperative Management,

Pune
& Former Vice Chancellor, Goa University
and Secretary, Govt. of India.

Shivajinagar : 407-408, Shivajinagar, Dr. K. M. Munshi Marg, Bharatiya Vidya Bhavan Chowk, Off. Senapati Bapat Road, Pune - 411 016.
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Harun R Khan

Former Deputy Governor

Reserve Bank of India

Former Principal of CAB &
Editor-in-Chief, CAB Calling 2004-2007

[ am extremely happy to learn that 150" issue of CAB Calling will be released soon. I
take this opportunity to compliment the Principals, Members of the Faculty, Staff and
the Printers/Designers who over the years have contributed to the growth and
development of this prestigious journal.

I have fond memories of being associated with CAB Calling during my tenure as the
Principal of the College of Agricultural Banking (CAB) from August 2004 to May 2007.
During this period I and my colleagues and Sanjay Malpathak of Anson Advertising
and Marketing as the designer and printer of the journal made concerted efforts to
upgrade its quality and expands its reach. I remember spending many hours running
late into the night in reviewing the proof of the magazine and tinkering with its design
as I didn't want to have any issue of CAB Calling being printed with any unintentional
mistakes and gaps. We made special efforts to get quality articles and research papers
from within and outside RBI. The highlights along with the recommendations arising
out of the deliberations of the seminars and conferences organized in the college were
also published in the journal. Book reviews were made regular feature of the journal.
Many special issues (e.g. Organic Agriculture, Financial Inclusion and ICT, SHG
Movement, Agriculture Agenda for India, etc.) were brought out.

We made special efforts to qualitatively improve the design and layout of the journal
by adding graphics, introducing photo features, improving the quality of the paper
and using multi-colour printing.

The whole effort was aimed at making CAB Calling an important reference material
on development banking and make it attractive enough for subscribers/readers to
look forward to each issue. As a result, the subscription base increased substantially
and, if I remember correctly, the print orders increased from about 1000 to more than
3000 copies.

My best wishes once again to the Editor-in-Chief and all the people involved with CAB
Calling on this occasion of publication of its 150" edition.

by

Harun R Khan
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Bbout the Newsletter

In response to persistent requests
ffors the participants of various CAB
prograimmes to have continuing liaison
and dialogue with the College, we
have much pleasure in introducing
{ CAB Calling’, our quarterly newsle-

tter Among others, it will include
artiviza, empirical data based on field
studies, important developments in
the ticld of agricultural banking and
atlied " subjects, and outlines of
some of the successful agricultural
projects.

The success of this newsletter
lar gely depends upon the response of
duf alimni for whom it is primarily
wmended.  We welcome &any ideas,
@sperignces, articles or success stories
that’6ur participants could offer to us.
We hope.to receive active cooperation
and .constructive suggestions from our
readers . in general and alumni in
particular in improving the quality
amd in turn the utility of this news-
lefter,

un this maiden *issue we have
attenipfed to . give a fairly good
caverage to the activities of CAB
amjong other important events but in
ihe cubsequent numbers we propose
focus wbre on latest developments
in the field of agricultural banking,
tegh.ological  innovations, success
stories elc. Of course, all this largely
'depeﬁds upon the response from the
alumai and .other well wishers,

Acti- ities of CAB :

Tue Indian agriculture has been
witi..sing an era of revolution over
‘ad~cade. From traditional subsistence
fanﬂ;;ﬂn'g, agriculture has undergone

.trem’wndous technological development

involving complex activities viz. use
of irrigation water, hybrid seeds,
chemical fertilizers, insecticides and
pesticides, These changes have thrown
a challange not only to banks in the
cooperative sector, which have been
in the field for several decades but
alse to commerical banks which have
since taken to financing of agriculture
in a big way. Unlike sporadic and
scattered security oriented lending in
the past, the emphasis now is on
production oriented loans, village
adoption [ area and project approach
to lending by financial institutions
linked with the * incremental income ’
concept. Banks have thus been called
upon to shoulder greater responsibili-
tics in dispensing diversified credit
needs of agriculturists both quantita-
tively and qualijtatively. This had
made it necessary for the banking
sector to have a cadre of skilled
officers, well trained to handte the
business of financing agriculture and
other allied activities, short, medium
as well'as long term. With. this end
in view, the College of Agricultural
Banking (formerly known as Coope-
rative Bankers Training College) was
established in Pune in September 1969.
It is a residential institution providing
for fully equipped lodging and board-
ing facilities for all its participants.
The College has an excellent auditorium
which can accommodate over 350
persons, The college also offers
facilities for indoor/outdoor games so
that the participants can pursue extra-
curricular activities during their stay
in the College Campus as a necessary
ingredient of a good corporate life.

To begin with,” CAB’s attention
was bestowed mainly on urban/primary
cooperative banks, central cooperative

banks and state cooperative banks
scattered all over India. Of late,
however, increasing emphasis is
being placed on the management
staff of Land Development Banks
and senior and middle level
officers of commercial banks and
Regional Rural Banks {RRBS).
Added to these are the special training
requirements of the Reserve Bank's
own officers from' the Agricultural
Credit Department / Department of
Banking Operations and Develop-
ment as also from the Agricultural
Refinance and Development Corpora-
tion. Besides, Officers of Centralf
State Governments associated with
preparation and execution of agricul-
tural projects are also admitted to
some of the general and specialised
courses as are of interest to them.
The CAB also attracts participants
from neighbouring countries Jlike
Afghanistan, Sri Lanka, Nepal, Indo-
nesia and some African countries,

The CAB’s curriculam provides
for a wide variety of programmes
ranging from broad spectrum-standard
courses to specialised courses on

_various subjects relating to financing

of agriculture and allied activities.
Keeping in view the varied requires
ments of middle-levél and senior level
officers of various _iostitutions, 15
different courses are at present being
conducted by CAB, 2 of which are
held at Madras, at present. Of these,
an assignment of far-reaching impor-
tancs to the College relates to the
responsibility taken up by it in intro-
ducing in September 1975 a 4 weeks’
intensive training progr.mme titled
¢ Agricultural Projects Course’ (APC)
for orienting officers of financing
institutions as also State Government
officials connected with agricultural
development  schemes, to project
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identification, formulation, appraisal,
monitoring and follow up by using
sophisticated techniques of appraisal
such as Benefit Cost Ratio (BCR),
Net Present Worth (NPW) and the
Internal Rate of Return {IRR). The
response¢ to the various courses
conducted by CAB has been very
satisfactory as evidenced from it's
turnover during the last two years of
(July-June) 1975-76 and 1976=77 as
indicated below.

1975-76 1976-77 Total

No. of courses = 54 56 110
No. of partici- » 1527 1665 3192
pants

« Inclusive of outstation progra-
mmes.

e e ®

Qutstation training programmes

One of the distinguishing features
of the activities of the College is to
conduct short duration intensive and
incompany training programmes at
outslation centres in response to spe-
cific demands from cooperative and
commiercial banks and the State
Governments. The outstation progra-
mmes are conducted near about the
place of work of the participants and
are tailored to suit the specific needs
of the sponsoring institutions and the
participants concerned after carefully
studying the peculiar problems of the
region, level and educational back-
ground of the participants and the job
expectations. During the last two
years, CAB conducted 33 outstation
programmes in which 1160 officers
participated.

' ® ® o

Trainees from abroad

" A few foreign countries particularly
the African countries have expressed
their eagerness to depute their officers
for various courses
CAB. Recently, 3 officers from
Tanzania underwent 4 weeks training
in the APC. We have received nomi-
pations from these countries for our
Animal Husbandry as also Agricultural
Finance Programmes. The Agricul-
tural Development Bank of Nepal has
sought admission for its officers to
our Agricultural Finance (AFC) as
also Agricultural Projects Courses
(APC).

conducted  at_

Teaching Methodology

The CAB deploys a wide variety
of useful and interesting - teaching
techniques which include, in addition
to the conventional lectures and
discussion methods, syndicate and
case studies, faculty = quiz, brain
storming and participative -processes
of learning by making increasing use
of field visits emphasis being made on
dissemmination of knowledge and
sharing of experiences through mutual
inter-action between the participants
and the faculty. This is more facilitated
because of the residential nature of
the institution. The CAB is also
endeavouring to make extensive use
of audio-visual equipmoent as an aid
for imparting training. It has a
compact agricultural museum deploy-
ing samples of rocks, soils, various
types of hybrid seeds, wool, jute,
tobacco as also exhibits of disease-
affected plants and insects/pests. It
has also set up a film library of its
own. The College has a well
equipped and rich library with a good
collection of useful books on diverse
subjects.

@ ® (-]

New Programmes

Agricultural  development is a
complex process. The diversity in
Indian agriculture offers scope for
specialisation in different disciplines

.of agricultural and allied projects.

After stabilising itself in two specia-
lised courses, Vviz. Agricultural
Projects Course (APC) and Animal
Husbandry Course (AHC), CAB
introduced 4 more specialised progra-
mmes.

(i) Regional Rural Bank Branch
Managers’® Programme

Following the decision of the
Government of India to entrust to
CAB the responsibility for training
the chairmen and branch manageré
of Regional Rural Baoks (RRBs),
the first development programme for
the branch managers was introduced
on J5 November 1976, This
programme is designed to cover the
principles and practices of rural
banking and certain essential aspects
of branch management, with special
emphasis on lending to the weaker

sections of the society at the village
level. The duration of :the programme
which was initially for 6" months, has
been reduced to 3 months as it was
felt that the reduced duration was
adequate. During: the training at
CAB the participants are seft for

field visits for a total period of 4

to the day-to-day working of a bank
particularly the sponsoring bank as
also some of its rural branches. They
also during this time, prepare a
' business plan’ by collecting the data
in the field from the farmersfvillagers,
identify the specific potential in the
area and complete a format supplied
to them by CAB. The °business
plan ’ so prepared by each participant
for his own area (the participants
are invariably sent to their own areas
of operation) is discussed in detail
during the last phase of the training
and each officer carries with him a
tentative plan for action. In the 4
programmes keld so far, 127 branch
managers have been trained; the fifth
programme in the series is due to
commence at CAB on 21* November
1977. -

ii) Performance budgeting :

This programme of onc week is
intended for the Maungers/Senior level
exscutives of the State/Central/Pri-
mary (Urban) Co-operative Banks.
The main objectives of the programme
are to develop attitudinal changes in
the personnel of cooperative banks in
regard to their working and develop
conceptual depth in scanning envi-
ronment, assessment of business
potential and planning branch busi-
ness as also to provide reorientation
towards development of banking.

iii} Financing of Tree Crops :

A good deal of attention is to be
paid to the requirements of small
planters and small fruit orchard
owners. With a wiew to covering in
detail all aspects of identification,
formulation, appraisal and implemen-
tation of plantation and horticultural
schemes, particularly small plantations
including nuts, spices, fruits. betelvine
projects, this specialised programme
of two weeks' duration has been intro=
duced on a regular basis for the benefit
of the middie-level officers : of

}
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cooperative and commercial banks.
The economics
vegetables (which are often raised as
an inter crop) is also covered “in this
programme with a view to ensuring
adequate flow of credit to this impor-
tant daily need.

iv) Trainers’ Training Programme :

The first conference of the Princi-
pals of training colleges of coope-
tive and commercial banks in
the country dealing with agricoltural
banking was organised by CAB on 27
and 28 June 1977. The objective of
the conference was to share the
experiences of the heads of training
institutions and to examine the role
CAB could play for providing
paddgogic support training, monitor-
ing and ‘consultancy, designing and
stapdardising of training material and
other relative aspects such as planning,
organising, conducting and directing,
©of various training programines.

Following the consensus reached at
the conference, first trainers’ training
programme was organised at CAB
during the first week of August 1977
in which 31 members of faculty from
different training institutions in the
country participated. In response to
the requests made at the conference,
CAB has decided 1o serve as a
< clearing house ’ for the exchange of
training materials, like handouts, case
studies, model problems and exercises,
etc. prepared by itself as also by
other banks' training establishments.

® ® ®
Other special programmes

i} The probationers recruited to
various All India Administrative Ser-
vices are expected.to take up in due
course, on completion of their train-
ing, key administrative posts like
Project Officers, Registrars of Coop-
erative Societies, District Cellectors
‘etc. 1t was, therefore, felt desirable
to brief them on the institutional set
up available for financing agriculture,
requirments of banks for adjudging a
scheme ¢ Bankable ’, data needed for
preparation of developmentschemes in
agriculture as also their appraisal The
College devised a suitable course
content to cover these aspects in
consultation with the director of the

of cultivdation of

Academy and the Principal and a
faculty” member briefed a batch of
Indian Administrative Service proba-
tioners in March 1977 at Lal Bahadur
Shastri National Academy of Admini-
stration, Mussorie  This assignment
is going to be a continuing one.

ii) At the behest of the Govern-
ment of Kerala, the College designed
and conducted a week’s programme
in May 1977 for the District Colle-
ctors as also Secretaries of the State
Government about the scope for
agricultural development in that region
as also the requirements of the financ-
ing inostitutions for lending for
agricultural development.

Thus, in view of the larger and
diversified demand for  training
programimes from various banks/
Government, CAB has been developed
and is fully equipped to provide
consultancy in designing and conduct-
ing as also directing of various
training programmes. {ts endeavour
now is to develop itself more as
trainers’ traimng institwte to ensure
multiplier effect of training as also
to develop standard training material
which could be used in different
training establishments.

iti) Orientation programme for the
non-officials in the cooperative sector

The College conducted at its
Campus in Pune the first programme
for senior policy makers in the coop-
erative sector on 22 and 23 September
1977. In the programnie the main
thrust was to orient the directors of
the state cooperative bank and four
urban cooperative banks in Goa to
the performance of their duties and
responsibilities in the context of deve-
lopment banking,

P erspective for the future

Keeping in view the current thinking
in the couniry as also our needs the
College is contemplating to introduce
in the near future (subject to approval
of the College Committee ) the follow-
ing three specialised courses :

1) Integrated Rural Development

2) Financing of agro-based small
scale industries

3) Financing of construction’ of
godowns and market yards,

Participation certificates = ;

There had been persistent requests
from the participants of the earlier
courses to grant them certificates in
token of their completion of training
programmes in the College. The CAB is
now awarding participation certificates
on the successful completion of training
courses both in the College as well at
its outstation  programmes, For
admipistrative  convenience, these
certificates are Dbeing awarded in
respect of programmes held from
January 1976.

® & ®

Visit of Reserve Bank Governor

Shri M. Narasimham, Governor,
Reserve Bank of India visited CAB
on } Awvgust 1977 and inaugurated
the first programme on trainers’ trai-
ning and financing of tree crops and
the ‘fourth development programme
for RRB branch managers.

In his inaugural address, the
Governor said that CAB represents
ina way a combination of two stieams
of interests which the Reserve Bank
has always had—one in agriculture and
the other in training. He emphasised
the need to ensure that quantitative
expansion of credit has to meet also
the test of quality which can only
come through a good deal of training.
Due to the diversity in agriculture
and existence of different agro-climatic
regions in our country, the Governor
exhoried that a certain amount of
basic foundation through training is
necessary for our bankers to gain
familiarity with the special characteri«
stics of different regions, their
cropping pattern and the clientele. The
whole concept of training, he
explained, is to impart to the bankers
the means to acquire the sixth sense
of perception and adopt an objective
and impersonal credit appraisal
criteria.

The Governor said that there
is close inter-dependence between
agricultural  sector - and industrial
sector and emphasised the need to
put agriculiwre on the road to a
sustained growth. It is agriculiure one
has to turn to either. from the point
of view of raising the standard of
living or widening the areas of employ-
ment or improving the balance of




payments position of our country.
The physical inputs needed to improve
agriculture can be applied to an
optimal degree if only provision of
adequate credit is ensured; it is. agri-
cultural credit which enables the
farmers to transform traditional
agriculture into high-technology agri-
culture and makes agriculture a
remunerative and rewarding business

proposition rather than a way of life._

The Governor reiterated the
need to involve the small farmers in
the technological revolution. Lending
to small farmers is not only socially
but economically desirable so as to
provide for the widest possible base
for economic growth accompanied by
a measure of redistribution. While
he impressed upon the bankers to take
care of the credit needs of small
farmers, he exhorted the concerned
authorities’ for expediting tenurial
legislations and land reforms.

Referring to the adequacy of
agricyltural credit, the Governor
clarified that the co-operative system
will have to bear the major share of
the task of widening institutional
agricutural credit because of the
built-in | provision of retail outlets
which are so far flang that it will
take a long time before any other
type of institutional credit agency can
percolate 1o all the corners of this
country., He, however, added that
all is not well with the cooperative
movement, In this context, he sugge-
sted for broad—basing the membership
of the cooperative system and speedy
recovery of overdues which are
virtually clogging the cooperative
credit pipe-line. The Governor also
mentioned about the impressive
performance of commercial banks in
extending agricultural credit since
their entry into the field. He, however,
added that there are certain basic
organisational limitations in depending
only on commercial bank lending for
agriculture, It is in this context that
the idea of setting up of Regional
Rural Banks (RRBs) gained ground.
The RRB is meant to be a local
institution like a cooperative bank
with the same familiarity with local
conditions expanding its operations in
a compact area without losing its local
identity and at the same time being

essentially - a commercially organised
bank like any other scheduled bank
with the access to the main banking
stream. The field of agricultural
credit is so vast in India, the problem
so diverse and compl:x and the field
for experimentation so wide, that
there is scope for different types of
institutions to function as long as they
do not overlap and come in each
other's way.

Regarding the medium—-term and
long—term credit for agriculture, the
Governor emphasised the need for
making farm investment on schematic
rather than sporadic basis. In this
context, he appreciated the sophisti-
cated modern appraisal criteria
followed by CAB in its various
training courses. Referring to the
two new courses introduced by CAB
for the first time, the Governor said
that the  special course on
¢ Financing of Tree Crops’® was just
appropriate in the context of rising
prices for commodities like cotton,
oilseeds, fruits and vegetables. The

reduction of cost without detriment

to the farmers’ interests could be
achieved only through improved yield
which requires adoption of modern
scientific approach not merely in
terms of cultivation practices but
credit appraisal as well, As regards
the trainers’ training programme, the
Governor advocated the need for a
standard course with a common sylla-
bus, common methodology and
common system of training and ex-
pressed his happiness over CAB for
having taken up this assignment.
He concluded his extempore speech
by extending his very best wishes to
the participants for their successful
careers,

Liaison with FAQO and
World Bank

With a view to re-orienting the
faculty in the specialised training
programme of agricultural projects, a
few faculty members have been
deputed to participate in different
courses to the Economic Development

Institute (EDI) of the World Bank. .

They were also associated with the
functioning and working of the FAO,
Rome, with particular reference to

the identification_of potential projects
in the developing world,

Visit of foreign dignitaries .,

(i) Dr. J. Price Gittinger, Chief,
Agriculture, Rural Development and
General Projects Division, Economic
Development Institute,: International
Bank for Reconstruction and. Deve-
lopment visited the College during the
period from 17 to 23 February 1977
in order to study the programme
contents, teaching materials and
ntethodology followed for imparting
training in the Agricultural Projects
Course conducted at CAB.

(ii) Prof DT Edwards, Director,
Project Planning Centre for Develop-
ing Countries, University of Bradford,
U.K, Mr. Perez Bukumunhe,
General Manager, Cooperative Bank
Ltd., Kampala, Uganda and Mr. PA
Ryhanan, Agricultural Credit Officer,
FAO, Rome visited CAB in February
and March 1977 with a view to
acquainting themselves with the
working of the College.

(iii) A team consisting of &
officers from Ethiopia, Kenya and
Tanzania led by Mr. JP. Chausse,
Agricutural Services Division, FAO,,
Rome visittd CAB on 17 and. 18
March 1977 with a view to acquainting,
themseives with the various courses
conducted by the College as also
exploring the possibilities of CAB.
offering training facilities for officials.
of their banks.

(iv) Six representatives hailing
from the neighbouring countries, viz
Nepal, Bangladesh and Sri ILanka,
headed by Dr. S. G. Madiman, FAO,
Rome visited CAB in May 1977
to explore the possibility of opening
a regional centre sponsored by FAO
for conducting the trainers’ training

programme for the teaching staff * of’

these countries

(v) Mr. Charles Nyirabu, Governor,
Bank of Tanzania accompanied by
three other senior bankers
Tanzania viz. Mr. P, A. Magani,
Chairman and Managing Director,
Tanzania Rural Development Bank,
Mr. D.A. Nekembo, Chairman and
Menaging Director, National Bank
of Commerce and Mr, E.C. Ndissi,

Senjor Economic Adviser, Bank of*

Tanzania, visited the College on 25

August 1977 to study its working, etc..
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Urban Co-operative Banks:
Key Regulatory and Supervisory
Challenges and the Road Ahead

Ashish Srivastava*

Soundness of the financial system participants is a key element of the financial stability framework. In India, the
banking system plays a dominant role in the overall financial system. Therefore, one of the core objectives of the
banking regulations is to ensure the safety of the banks from the financial distress and to protect the interests of
depositors. However, the regulatory and supervisory structure has to remain alive to the existing weaknesses,
unresolved issues and emerging challenges in order to stay on the curve. As a small though important part of the
banking system, the urban co-operative banks (UCBs) perform important functions through their superior
customer service and local reach. This paper discusses the key regulatory and supervisory challenges relating to the
UCBs and suggests a way forward towards a healthy and vibrant UCB sector.

L. Introduction

A sound and resilient banking sector, well-
functioning financial markets, dynamic liquidity
management and efficient payment & settlement
infrastructure are the cornerstones of a stable
financial system. An important aspect of
financial stability relates to the soundness of the
financial system participants as the negative
effects of bank failures on other financial and
non-financial institutions could be destabilising
and potentially reinforcing. The financial system
is like a chain, which is only as strong as its
weakest link. In India, although our financial
system is quite safe and sound, yet there are some
weak links. While these may not have broad
systemic repercussions at present, the need for
timely actions to safeguérd the interests of
common depositors and the public at large
cannot be overemphasised.

Urban co-operative banks (UCBs) play an
important role in providing banking services and

meeting the credit needs of the small and
medium scale borrowers through their local and
community base. Over a period, a lot has been
done to improve the regulation and conduct of
the UCBs, there remains a number of unresolved
issues and complexities and hence, the need for a
continuous fine-tuning of the regulatory
architecture. This paper is a practitioner's

perspective on the key regulatory and’

supervisory challenges relating to the UCBs and
also an attempt to suggest a way forward to a
healthy and vibrant UCB sector.

II. The UCB Sector - Performance
Indicators

Primary Co-operative Banks, popularly known
as Urban Co-operative Banks (UCBs) are
registered as co-operative societies under the
provisions of, either the State Co-operative
Societies Act of the state concerned or the Multi-
State Co-operative Societies Act of 2002. The
Reserve Bank of India has entered into a

*Dr. Ashish Srivastava is the AGM, Department of Co-operative Bank Supervision, Reserve Bank of
India, Lucknow. The views expressed herein are personal. However, the usual disclaimer applies.
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memorandum of understanding (MOU) with the
central government and various state
governments for harmonization of regulation
and supervision of these banks under the
provisions of the Banking Regulation Act of 1949,
as applicable to co-operative societies (AACS).
As at end-March 2016, the co-operative banking
sector comprised of 1,574 urban cooperative
banks (UCBs) and 93,913 rural co-operative
credit institutions, including short-term and
long-term credit institution'. During 2015-16,
there was a moderation in the growth of UCBs'
balance sheets. Their profitability indicators and
asset quality also deteriorated.

An analysis shows that the most of the UCBs are
very small and about 54% of the aggregated
deposits of ¥ 3921.79 billion as on March 31, 2016
was controlled by only 63 (4%) urban co-
operative banks. Similarly, only 35 (2%) UCBs

have about 47% of the total advances of ¥ 2450.13
billion in the sector by the end of fiscal 2016
(Figure1.2).

UCBs are known for their excellence in customer
service, relationship and community banking.
However, lack of a critical mass in case of most of
the banks, the absence of a clear sense of direction,
and managerial deficiencies are generally
considered as factors responsible for various
maladies prevailing in this sector. Gradual
convergence of regulations and the fact that most
of the UCBs operate in cities and urban areas place
them in the same space dominated by commercial
banks, a challenge for which a number of the UCBs
are ill prepared. At present, UCBs are supervised
on the basis of a slightly relaxed CAMELS
framework. The distribution of the 4-point
supervisory ratings (Figure 3) on the basis of last
inspections (up to March 2016) shows that about

63,4%

78,5% 135,8%
123,8%

Figure 1: Distribution of UCBs by Size of Deposits (Rs Bn)-
31 March 2016 : Number and Percentage of bank (Total 1574 UCBs)
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Figure 2: Distribution of UCBs by Size of Advances (Rs Bn) -
31 March 2016 : Number and Percentage of banks (Total 1574 UCBs)
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*Report on Trend and Progress of Banking in India 2015-16.
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22% of the banks had unsatisfactory/poor ratings
(Cand D). About 26% of the banks had the highest
supervisory rating (A) and about 52% of the UCBs
were rated as satisfactory (B). Notwithstanding the
ratings, there are certain regulatory and
supervisory challenges which require
deliberations to safeguard the interest of
depositors and to find a way forward for the sector.

III. Regulatory & Supervisory
Challenges

The challenges emanating from the UCBs
could be broadly clustered around three
aspects, namely, Capital, Governance, and
Systems. This is not to suggest that these
three areas exhaustively cover all the
regulatory challenges in this arena.
However, the issues relating to these aspects
broadly cover the concerns in respect of asset
quality, liquidity, and earnings as well and
hence; it may be sufficient to deliberate upon
these clusters.

Regulatory Challenges - Capital

Regulatory capital requirements serve
several purposes, in addition to provide a
cushion to absorb unexpected losses during
normal conditions as also during the periods
of stress. Due to inherent risks in banks, the
banking regulation seeks to ensure that banks
operate in a safe and sound manner. One of
the conditions a bank must meet to be
considered safe and sound is that it holds
sufficient capital to support the risks inherent

Figure 3: Rating wise distribution of UCBs
(number and percentage of banks)

B, % 406, 26% uA
274,17%__— e
C

=D

824, 52%

Figure 4: Key Regulatory Challenges

% Capital

in its operations. The capital adequacy
regimes in most countries are based on the
international bank capital standards
developed by the Basel Committee on
Banking Supervision (BCBS), starting with
the Basel Capital Accord of 1988 (also known
as Basel I) and the subsequent frameworks
known as Basel II and Basel III. At present,
UCBs are subjected to a 9% capital adequacy
requirement (capital to risk-weighted assets)
largely based on Basel I norms for credit risk
and an element of market risk.

Figure 5- CRAR Position of UCBs as on March 31, 2016
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Figure 5 presents a position of capital
adequacy of UCBs as on 31 March 2016.
According to the data, 6 scheduled UCBs
and 66 non-scheduled UCBs operated below
the minimum capital adequacy norm of 9%.
However, about 95% of the UCBs complied
with the regulatory norm. This gives an
impression that by and large, the capital
adequacy is not a problem for the sector.
However, if one digs a little deeper, the
situation may appear to be contrary to what
is being projected by the numbers. So the
natural question is that how adequate is
UCB's capital adequacy?

A bank's capital must meet at least three
litmus tests, to be deemed as satisfactory
from the regulatory point of view, namely,
Permanency, Liquidity, and Loss
Absorption (Figure 6), i.e. the bank's capital
must be a permanent source of funds, should
be readily available to meet contingencies,
and should have the capacity to reasonably
absorb unexpected losses.

Figure 6: Capital Adequacy - Litmus Tests

Loss
Absorption

If we examine the capital position in case of
the UCBs, we find that a major portion of
capital is accrued through a mechanism of
borrowing linked capital. In terms of the
extant regulatory prescriptions, UCBs are
required to obtain the share capital to the
tune of 2.5% and 5% of the borrowed amount
in case of secured and unsecured advances

respectively, with some relaxation for the
UCBs having a continuous higher capital
adequacy position. In most of the cases, such
accretion to the capital is accounted for
through an adjustment in the actual funds
disbursed against the total sanctioned
amount. Therefore, at the time of accretion,
such capital contribution essentially remains
a book entry without any actual inflow of
funds for the banks and in a way it is nothing
but the financing of capital by advances.
Therefore, such capital could neither be
liquid nor loss absorbing. However, in a
situation when the total debited advance is
fully recovered by the bank with interest, the
initial capital accretion may turn liquid.
Unfortunately, though, the experience
shows that the borrowing linked capital most
often gets adjusted with loan closures
notwithstanding certain restrictions in bye-
laws/Co-operative Society Acts. Hence,
practically the borrowers are disbursed only
the capital adjusted amount of loan and they
also usually repay only to that extent. They
have to pay interest on the total debited
amount to their loan accounts, though.
Therefore, the borrowing linked capital in
most of the situations fails to meet the tenet of
permanency in addition to its failure to fulfil
the requirement of liquidity and loss
absorption. A behavioural dimension is that
many shareholders remain oblivious to the
risks attached to being a shareholder and
consider the amount deducted by the bank
towards the share capital just as a refundable
deposit. This weakens the quality of capital
and also hampers its loss absorption

capacity.

Being a co-operative society, the shares of
the UCBs are neither listed nor traded and
there is no efficient mechanism for their
valuation. This makes investments in the
share capital of UCBs unattractive to the
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public at large and as such limits the ability
of UCBs to raise durable and liquid capital
funds. Another alternative is that the
promoters/founding members provide the
needed capital. However, experience in a
number of cases shows that a high
proportion of promoters'/founding
member's share capital in UCBs create
vested interests within the UCBs and this
also goes against the co-operative character
of the UCBs.

Regulatory Challenges - Governance
Governance is a multifaceted term that takes
on a variety of meanings across disciplines. In
the case of banks, an effective compliance to
the prudential regulations and supervisory
instructions, accountability in the decision-
making structure and chain of command,
and integrity in the managerial processes are
the fundamental underpinnings of a good
governance structure.

Figure 7: Governance Structure

Governance

S

Corporate governance for all institutions,
including financial intermediaries, has become
an important issue in various national and
international fora. In 1997 the Organization for
Economic Cooperation and Development
(OECD) issued a set of corporate governance

standards and guidelines to improve the legal,
institutional, and regulatory frameworks for
corporate governance.

Some of the UCBs suffer from poor
governance structures and practices. As a
matter of fact, lack of good governance is
central to deficiencies in various areas of their
operations ranging from the asset quality to
various due diligence processes. In general, a
number of UCBs suffer from the governance
related deficiencies essentially related to the
regulatory compliance, accountability and
integrity. Specifically, the following issues
pose serious challenges to the good
governance standards in case of UCBs.

a) Cooperativeness of co-operatives

In terms of the organisational structure,
UCBs are co-operative societies. However,
there are certain question-marks on the
cooperativeness of these co-operatives.
Experience shows that in many cases the
democratic functioning - elections, decision
making, etc. is just a myth. Only a small
fraction of members participate in elections/
general meetings and the UCBs are de-facto
run by a small coterie of family and friends
in many cases. This defeats the very purpose
of the co-operative banking movement and
in turn, such UCBs become nothing but
family owned business entities financed by
depositors.

b) Boards and Secretaries/CEOs

Prudential regulations place the highest
responsibility for the functioning of UCBs on
their boards and professional directors.
However, it is ironical that many of the
present day negative net worth UCBs have
reached to their sorry state of affairs due to
unscrupulous acts of their boards or

http:/ /www.oecd.org/ corporate/ principles-corporate-governance.htm

.
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secretaries. An interesting phenomenon is
that within the UCBs, two sets of operating
mechanisms are observed. While some UCBs
are essentially run by their boards and the
secretaries execute the board's instructions,
there also exist some UCBs in which boards
play just a perfunctory role and the actual
control vests with the secretary. Both the
situations are unhealthy and call for corrective
action as there are clearly delineated roles and
responsibilities. Functioning of the audit
committee/ professional directors is also
found unsatisfactory in many cases. Due to
the RBI's rigorous persuasion, almost all
UCBs have appointed independent
professional directors. However, due to the
lack of any stringent deterrent or market
discipline, in many instances, the professional
directors either do not evince interest in the
affairs of the bank or in worst cases become a
silent party to the misdeeds. Further, by
camouflaging the regulatory restrictions,
many superseded boards return back to the
power through proxies/family members.

c) Fraud detection, reporting and action

The onus of fraud detection, prevention,
reporting and action is placed on the bank's
management. However, it has been observed
especially in the case of small-sized UCBs that
much more than the risk of frauds by
employees or customers there exists a greater
risk of frauds being perpetrated by the
management itself. Such frauds seriously
endanger the very existence of the bank and
obviously, initiation of action becomes very
tedious. Even the criminal complaints filed by
the Reserve Bank or the Co-operative
department keep on languishing for years and
in many cases, the Administrators appointed in
place of superseded boards also do not travel
an extra mile. Several such instances including
the Madhavpura case have resulted in the
extinction of the bank to the peril of depositors.

d) Non-compliance

Recurring and wilful non-compliance is
another critical governance problem. Many
instances are observed where a deliberate
violation of IRAC & provisioning norms is
observed just to present a rosy financial
position to the public. In most of the cases,
either auditors turn a blind eye or limit their
action to comments in the audit report instead
of a memorandum of changes (MOCs). The
fact that the public dissemination is limited to
the published financial statements makes it
impossible for depositors/other stakeholders
and the public at large to know the real state of
the bank's financial position. Of late, some
UCBs have also started an unhealthy trend of
raising a deliberate dispute with the statutory
inspection findings just to delay or avoid the
regulatory actions.

Supervisory Challenges-Systems and Control
Systems and Control is an area which is a
serious supervisory challenge. Though it

also presents a regulatory challenge to frame
appropriate guidelines commensurate with

the requirements of the UCBs; the effective .

implementation is a far greater challenge.
Following is a summary of key supervisory
challenges relating to the systems & control.

a) Lack of robustIT set up

Despite many efforts, many UCBs are yet to
reach a minimum level of efficiency with
regard to the monitoring of transactions, FIU
reporting, anti-money laundering
measures, business continuity, disaster
recovery processes, etc. This leads to poor
monitoring of transactions, lack of integrity
in regulatory reporting and even wilful
misreporting or concealments. There have
been instances of the imposition of monetary
penalties by the FIU-IND on some UCBs for
deficient or non-reporting of transactions.
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b) KYC-AML

With focus gradually shifting from the mere
adherence to know your customer (KYC)
norms to an extended anti-money
laundering regime (KYC-AML), UCBs have
to gear up to the challenges. In many UCBs,
the KYC-AML compliance is far from
satisfactory. They also need to make all-out
efforts to meet the requirement of the central
KYCregistry.

¢) Connected financial dealings

Connected financial dealings are gradually
emerging as a serious control issue. This
menace has grown much beyond the mere
direct/camouflaged director related loans
and now includes several other areas such as
rental, supplies, maintenance, purchases,
etc. in which connected financial
transactions are carried out without
scrupulously following the arm's length
principle and propriety. Though there exist
certain restrictions on connected
transactions in the respective co-operative
society acts, there is no credible deterrent to
safeguard the interests of the depositors and
the institution as a whole. Further, there is
hardly any restriction on the Secretary
related loans, which is grossly misused in
many UCBs where the secretary enjoys a de-
facto control.

d) The quality of human resources

Many UCBs suffer from poor quality or
insufficient strength of the human resources.
This leads to poor standards of the due
diligence processes. While lower pay and
allowances in UCBs is a reason for this
predicament, at the same time nepotism and
lack of a merit-based staff selection process
are also reasons for this problem.

Emerging Regulatory & Supervisory
Concerns

In addition to the issues discussed above,
there are several areas of the concerns which
have started emerging in recent time and
hence, require due attention to ensure an
effective action. Some of the critical issues
are listed as follows.

a) Inter-branch accounts

Inter-branch cash and non-cash transactions
are increasingly becoming a serious concern
with UCBs trying to expand their branch
network. Lack of proper automation and
deficiencies in reconciliations amidst a maze
of transactions leaves scope for
unscrupulous/fraudulent entries remaining
hidden in the books.

b) Expenditureis the holy cow

With increased supervisory surveillance on
the asset side of the balance sheet, some
unscrupulous entities have found an easy
wash-off through the expenditure route.
Due to ineffective concurrent audit system,
many such instances remain out of the
supervisory sight but could seriously
jeopardise the financial health of the banks
and the interests of depositors.

¢) Certain types of loans

Experience shows that that certain loans such
as loan against deposits, when unmonitored,
could be misused as a tool for money
laundering through intra-day/next day
transactions. Another serious concern arises
from the rising tendency towards the
mortgaged loans (loans against property)
without any identified end use of funds. A
majority of such loans are raised in two ways -
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(1) A shadow NINJA (noincome-nojob-no
assets) borrower with the actual beneficiary
/property owner merely acting as a
guarantor, or,

(2) A property owner without any evidence of
a commensurate repayment capacity or
identifiable future cash flows.

Most of these loan proceeds are used in cash
and repaid in cash without any identified
source of repayment or end use of funds. In
most of the cases, these loans are used as a
cover for unidentified /undeclared sources of
income. Many UCBs consider these loans as
very safe and try their best to please the
customer by acting as conduits for a possible
tax evasion/money laundering. However, a
regulated entity should not, knowingly or
even unknowingly, promote any
unscrupulous activities and hence, this is a
cause for concern.

d) Manipulation around the balance sheet
date

Window dressing around the balance sheet
date is not a new phenomenon and though
efforts were made to sensitise the banks
against such practices, the menace assumes
greater concern when it involves
unscrupulous /fudged accounting entries to
conceal certain aspects of the books of
accounts.

IV.The Way Forward

There is a need for sustained efforts both on
the part of the regulator as also the UCBs to
ameliorate the deficiencies and to develop
the UCB sector as a healthy supplement to
the mainstream commercial banking. UCBs
could play a very important and positive role
in meeting the specific requirements of the
certain segments of our socio-economic
system. Following steps could be
undertaken in this regards.

(A) For UCBs
a) Promoting Niche Banking

At present, most of the UCBs compete with
the commercial banks for the same crowded
space, which is not only difficult for them
given their limited resources in comparison
to the commercial banks, at the same time
such competition is not at all productive and
impacts the credit quality. A much better
way for UCBs is to specialise in the sectors
which need them, namely, small &
affordable housing, small traders/artisans,
two/three wheelers, etc. Each UCB could
choose one or two sectors and focus
exclusively on lending in that sector only.

b)Improving skill sets and risk management

In a niche model, it would be far easier for
the UCBs to develop specialisation and
manage their credit risk in a much more
effective manner.

¢) Rationalising lending rates

At present lending rates are quite high in
case of many UCBs. Such higher rates deter a

good borrower to approach UCBs when the .

market rates are lower and push the UCBs
into a poor credit trap, where they find
themselves catering to less creditworthy
borrowers. A low creditworthy borrower
enhances the credit risk and in turn, puts
pressure on the risk premium component of
the lending rate. This is a vicious cycle of
high lending rates - inferior credit - higher
lending rates and the UCBs must come out of
this.

(B) For the Regulator
a)Improving the quality of capital

There is a need to improve the permanency,
liquidity and loss absorption capacity of the
capital. Within the constraints inherent in
the co-operative structure certain steps

§https:/ /www.rbi.org.in/Scripts/ PublicationReportDetails.aspx?UrlPage=&ID=822
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could be undertaken, for instance a suitable
lock-in period and restrictions on the
repayments (in case of a lower CRAR) could
be introduced. Another way is to allow only
transfer of shares after a certain period of
time instead of the refund of the share capital
and prescribe a cap, floor and time specificity
on its accretion/movement. A proper and
transparent disclosure about the loss
absorbing nature of capital to the
prospective members would go a long way
inimproving the quality of capital.

b)Looking beyond the TAFCUB

TAFCUB has played an important role
during the last decade, though not without
dysfunctions such as delayed decision
making, conflicting interests of
stakeholders, loss of confidentiality about
crucial decisions, etc. Now it is high time to
move forward either through a thorough
restructuring of the TAFCUB set up or by
way of managing a common control regime
for all the banks through the legislative
process. Once an entity is granted a banking
licence, its form of organisation and
applicable laws should be subordinate to a
regulatory architecture under the Banking
Regulation Act of 1949.

c) Strengthening enforcement

Creating a culture of compliance and strict
enforcement of regulatory/supervisory
instructions should be ensured at every cost.
There is a need to establish a clearly defined
ex-ante senior manager personal
responsibility regime for actions and
decisions of a regulated entity. Instituting a
system of recognising good governance/
regulatory compliance and penalising its
absence is the key. There is a need to
effectively implement the rewards and
punishments in respect of the regulatory
compliance and governance standards and

there should be a zero tolerance for
impropriety by the key stakeholders.

d) Board of Management (BoM)

As suggested by the Malegam/Gandhi
committee®, there should be a Board of
Management (BoM) in addition to the Board
of Directors (BoDs). However, there should
be certain restrictions on common
membership/ conflict of interest between
the BoD and the BoM.

e) Higher entry point capitalnorms

At present, the entry point capital norms for
the UCBs are too low in comparison to the
capital norms for small finance
banks/payment banks, which have far more
restricted operations than the UCBs. There
should be no space for aregulatory arbitrage
in the system which could be misused
towards vested interests.

f) Resolution mechanism

At present, the resolution mechanism for
UCBs is very inefficient and slow and the real
sufferers are the hapless depositors. This

required strengthening through a legislative

route. In addition, there should be a better
and quicker deposit insurance coverage with
risk-based insurance premium. In the UK for
example, the deposit insurance coverage of
£85,000per person** is about 50 times the
minimum monthly wage. In the USA, the
deposit insurance coverage is $2,50,000 per
depositor™. In contrast, our deposit insurance
coverage of ¥1,00,000 is hardly 8 - 10 times the
minimum monthly wage in India. Though a
reliable data is not available, the average
bank deposit size in India is reasonably
higher in PPP terms in comparison to UK or
USA. As such, there is a need to enhance the
deposit insurance coverage as also the
swiftness of the execution of the coverage for
animproved depositor protection.
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g) Thinking beyond the Traditional Wisdom

We need to think beyond the traditional
wisdom to curb certain deficiencies
prevailing in the UCB sector and put these
banks on a healthy growth trajectory.

h)There is a need to make a distinction not
only in terms of regulations but also in terms
of public awareness about a full service fully
regulated bank and others. For instance, in
Europe, the Building Societies and Credit
Unions are clearly distinguished from the
banks. Though they provide somewhat
similar services as banks, they operate on a
narrow path and do not use the word 'bank'
in their names.

i)The Gandhi committee had suggested an
optional conversion of UCBs with the
business size of ¥ 20,000 crores or more into a
commercial bank. However, given the
regulatory arbitrage between different
structures, there have not been many takers
for this suggestion. As such, thereisaneed to
put in place a ceiling on the maximum
number of branches and the business size
under the present UCB model.

j)There is a need to ring-fence the deposits
much before the deposit erosion creeps in.
Deposit erosion turns out to be an
irreparable loss in most of the situations.
Any risk to the depositor's money should be
nipped in bud and hence, the trigger for an
effective supervisory action should be the
capital erosion without waiting for the
deposit erosion. There is also a need to
recognise the fact the imposition of all
inclusive directions for a protracted period
of time neither helps the cause of depositors
nor other stakeholders.

k)Market discipline plays a very effective
role in the supervisory process. However, at
present, the public gets to know only the
financial statements put in place by the
UCBs in some obscure publications in most
of the cases. The quality and integrity of the
financial information are really not good ina
number of cases. As such, it is high time to
consider limited information sharing with
the public by the regulator. This could be
done by placing summary inspection
financials of the regulated entities on the RBI
website. Though such disclosures are not a
common practice in the international arena,
their quality of corporate governance and
integrity of financial statements and
disclosures are very high and hence the
situation is different. We need to establish
and develop such good practices in our
space as well. Until such time, there is a need
for out of the box thinking for better results.

V.Concluding Observations

UCBs could play a positive role in spreading
the financial inclusion and providing the
needed banking services to their customers.
UCBs must capitalise on their strengths
namely, customer service and relationship
banking and move forward under a niche
banking model. There are sectors of the
economy which need hand-holding and an
adequate credit flow. UCBs could fill such
gaps by transforming themselves to
specialised niche institutions. Even retail
banking has a lot of scope if someone could
offer excellence in the customer service.
Governance remains the central focal point
for a continued success and for that UCBs
have to initiate proactive steps rather than
awaiting a diktat from the regulator.

**https:/ /www.fscs.org.uk/what-we-cover/ products/banks-building-societies / (accessed on 11

April 2017)

https:/ /www.fdic.gov/deposit/deposits/ (accessed on 11 April 2017)
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Governance being a top-down function, a
clearly defined ex-ante senior manager
personal responsibility regime is highly
essential. Moving from compliance to
governance is the core of all regulatory
requirements and thinking beyond the
compliance is critical for agility and
effectiveness. The regulator and the UCBs
both should think differently as to what
could be done instead of being worried
about what cannot be done. With a renewed
focus, effective governance, improved
capital and integrity in operations, UCBs
could position themselves at a bright spot.

References

Financial Services Compensation Scheme, UK
(https:/ /www fscs.org.uk)

Federal Deposit Insurance Corporation, USA (11
https:/ /www fscs.org.uk)

Organisation for Economic Co-operation and
Development (OECD) (http:/ /www.oecd.org)

RBL. 2016. Report on Trend and Progress of Banking in India
2015-16. URL: https:/ /www.rbi.org.in

Reserve Bank of India, Master Circulars for UCBs. URL:
https:/ /www.rbi.org.in/scripts/FS_Notification.
aspx?fn=2755&fnn=2763

Schinasi, G.J. 2006.Safequarding Financial Stability: Theory
and Practice. Washington DC: International Monetary
Fund.

*khx

CAB Calling
July-December 2016, issue 2/2016

11



Financing of Agriculture in a
Smart Way: Delineated Issues

C. L. Dadhich*

There is a dire need of financing agriculture in smart way to enhance production through higher productivity,
increased resilience from risks and reduced side effects to ensure food security and economic development of the
country. The success of smart agriculture will largely depend on availability of credit. Despite a number of
measures taken for augmenting the flow of institutional credit, the availability of credit is far from satisfactory
particularly for term loans needed for smart agriculture. However, banking network developed in recent years in
the form of banking outlets under BC model, PMJDY accounts, introduction of kisan credit cards, agri-clinic
scheme, revitalization of co-operatives reorientation of lending policies by NABARD and its proactive role, etc.

will go along way in augmenting the flow of credit.

I. Introduction

India's agricultural growth has been a cause
of concern for some time now. Though the
sector is poised to grow at 4.4 per cent in
gross value added (GVA) for 2016-17, an
impressive jump from the previous year's
growth rate of 0.8 per cent, the swing only
indicates the high dependency on the
monsoons and the continued reliance on
traditional farming methods. The
contribution of agriculture in India's
economic output is about 14 per cent now,
down by almost half since the 1980s though
more than 50 per cent of the country's
population is involved in farm-related
activities.

This state of affairs is unlikely to meet the
needs of a nation that has emerged in global
development mapping. On the one hand, we
see stagnation and decline in agriculture
coupled with emerging challenges posed by
climate change and water shortages. On the

other hand, there are dramatic socio-
economic changes as literacy and life
expectancy rise, more people are digitally
connected and a data revolution takes root.
These are opportunities to meet the
emerging challenges of the agriculture
sector and offer an opportunity to leap
ahead. Such a leap can come only if the
nation is driven in its mission to adopt the
agriculture financing in a smart way. Just as
the national conversation has moved swiftly
towards digital payments and 'smart' cities,
we need to move with even greater speed to
make smart finance as a national priority.

Indian population is growing faster than
food production in India. This phenomenon
resulted in mismatch between demand and
supply of food. We have to increase our food
production through higher productivity
without loss of further time. This apart,
faster rise in income in recent years has
impacted food consumption pattern

* Honorary Secretary, Indian Society of Agricultural Economics, Mumbai.
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significantly. The demand for high value
agricultural commodities like fruits,
vegetables, milk and milk products, egg and
poultry products and fish, etc., has risen in
recent years. Unless production is increased,
food inflation may remain unabated. The
lifestyle changes have also impacted
demand for new agricultural products like
low calorie foodstuff, etc.

There is a dire need to make judicious use of
scarce natural resources like arable land,
ground and surface water and limited fossil
fuel for production of agricultural
commodities in general and food production
in particular. This will be possible only
through the efficient use of these scarce
natural resources for agricultural
production.

Socio-economic changes like improvement
inliteracy rate in general and women literacy
in particular, urbanization, age-wise
composition of population (share of senior
citizens in total population) and some
specified program like MGNREGA. These
changes impinge the availability of labour
force, necessitating the smart agriculture.

India witnessed a number of agricultural
revolution viz., green revolution, white
revolution, blue revolution, and so on. These
revolutions contributed to growth in
agricultural sector, yet at times brought its
unhealthy developments, such as, green
revolution encouraged indiscriminate use of
chemical fertilizers and pesticides impacting
the quality of soil; excess irrigation caused
water logging, etc. Similarly, market driven
white revolution achieved milk production
largely by increasing the number of milch
animals rather than improving the yield per
animal. This has caused adverse impact on
environment, competition between men and
milch animals for food and fodder, higher

water consumption for producing milk
particularly in arid zone areas. According to
a study by Singh et al., 2004, dairying based
rural livelihoods systems are now
threatening the limited water resources.
Smart way to finance agriculture is needed
to mitigate such side effects.

II. Literature Review

In common parlance, the smart agriculture
is an approach for transforming and
reorienting agriculture under the new
realities like climate change, socio-economic
changes, etc. (Lippuret al., 2014). However,
most comprehensive definition of the smart
agriculture was given by the United Nations
in 2013. Accordingly smart agriculture
substantially increases productivity,
enhances resilience (adaptation), reduces
(mitigation) ill impact (side effects) of
various developments to achieve food
security and economic development of the
country. It mainly addresses climate change
effectively. As a result it is also known as
Climate Smart Agriculture (CSA). The
undercurrent of these definitions is
transformation of the agriculture to increase
production through enhanced productivity,
enhance resilience and mitigate the ill-
effects of various developments. Itis a broad
version of precision farming and sustainable
farming with explicit focus on climate
change.

Smart farming is the transformation and
reorientation of farming to increase yields
through enhanced productivity, improved
resilience and reduced side effects. Only this
can help India keep pace with the rising
demand for agricultural commodities from
a population marked by growing numbers,
rising incomes and attendant changes in
lifestyle and consumption patterns. Such
changes and developments have generated
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a demand for high-value commodities such
as milk and milk products, egg and poultry
products, fruits and vegetables, and fish
products. This has strained limited natural
resources such as arable land, groundwater
and fossil fuel, and re-enforced the need for
smart farming.

Smart farming centres around six 'E's: (i)
economic viability of the farming; (ii) efficient
use of limited natural resources such as higher
production per unit of water, land, and labour
resources; (iii) energy saving of limited fossil
fuel; (iv) equitable distribution of benefits
across the farming community and inter and
intra-regional distribution; (v)
environment/ecology protection; and finally,
(vi) employment generation to ensure high
income levels.

III. Scope of Agricultural Financing -
Smart Way

As we include allied and other ancillary
activities under agriculture, the smart
agriculture includes apart from the crop
production, sub sectors like livestock,
horticulture and plantations, fisheries, and
forestry. It also includes whole gamut of
supply chain and agri-business activities:
soil management, drought tolerant varieties,
dairy development, farming catfish, carbon
finance to restore crop fields, waste reducing
rice thresher, rainfall forecasting, incentive
system for low carbon agriculture, etc. A
typical example of smart farming
intervention relates to National Dairy Plan
(NDP) sponsored by National Diary
Development Board (NDDB). Under the
NDP, producer companies are encouraged
to arrange village based milk procurement
system that is equipped with electronic
weighing and testing system to ensure
transparency at all levels, with quality
assurance and members payment in their

respective bank account (member is
informed through SMS). This intervention
also ensured higher milk productivity
through better feeding and breeding, i.e.,
ration balancing and quality services at the
door step of producers using top genetic
available in the country for producing
superior calves with higher productivity.
Advance technology is being used for milk
payment processing, milk pricing and milk
data transfer through general Pocket Radio
Service route information with mobile
technology. Call centres are in place to
support field engineering services for better
management of equipment and to control
breakdown loss (Paayas, 2015-16).

Among the six “Es’ of the smart agriculture,
the first is economic viability. The project
should be economically viable and should
generate at least 15 per cent internal rate of
returns (IRR). Second, it should use the
resources in an efficient manner. Main
resources are land, water and labour. One of
the measure of the efficiency is higher per
unit production. This will ensure higher
productivity and production. Third, the
smart agriculture project should judiciously
use the energy particularly of fossil fuel like
crude oil, etc. It may also encourage
production of bio-gas and solar energy.
Fourth, these projects should benefit all the
sections of society particularly weaker
sections in less developed regions. It should
not accentuate inter and intra-regional
imbalances. Fifth, the smart agriculture
should protect environment and restore the
ecological balance. Finally, it should
generate employment in the country
particularly for the less privileged people.

IV.Technology for Smart Agriculture

The smart agriculture need to be based on
technologies. That includes remote sensing
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like weather forecasting, land use pattern
mapping, cropping pattern mapping and
forecasting, soil testing, mineral mapping of
animals for feed production, mineral
mixture, etc., telematics technologies,
software communication, system mobile
banking, direct transfer payment system
(milk payment), Kisan credit cards and
hardware/software system. The ultimate
objective is to design a robust network of
sensors to combine all the data and analyse
the same to shape a farm management
information system to enable farmers to take
better decisions at right moment. The higher
use of technologies in agriculture also
upgrades it to smart agriculture and enable it
to achieve the desired results. The success of
smart agriculture will depend on adoption
of these technologies.

Because smart farming will necessarily be
technology-centric, we can look to reap the
benefits of huge IT capabilities within the
country and open up a new era of growth.
There is work to be done in terms of sensing
technologies for weather forecasting, land-
use pattern-mapping, cropping-mapping,
soil-testing and soil-enriching techniques,
mineral-mapping of animals, and so on. All
this can be achieved through the higher use
of software solutions involving data
analytics leading to farm management
information systems and a better network of
communication systems. In this context, the
importance of an intensive hardware
network cannot be denied.

In short, smart farming is precision farming
based on the use of the latest technology
along with the mitigation of side effects of
various development programmes including
the green, white, blue and golden revolutions
that have caused irreparable loss to ecology
and environment. The side effects in many
ways are silently creeping on us: the toll of

increasing pollution, greenhouse effects,
water-logging, high consumption of water
resources, indiscriminate use of fertilisers
and pesticides, etc, will be disastrous in the
years to come.

A successful switch to smart farming will
largely depend on the availability of credit.
The formal rural credit system registered a
marked increase in market share in terms of
quantum of credit from 7.3 per cent in 1951
to 56.0 per cent in 2012, according to the last
available numbers published by the NSSO.
However, in terms of the number of
indebted farmers, informal credit systems
dominated by money lenders, etc. ruled the
scene.

The agency-wise break-up reveals that in
2012, in the case of the formal credit market,
commercial banks ranked first with a 25.1
per cent market share, closely followed by
co-operatives at 24.9 per cent. Microfinance
institutions accounted for only 2.2 per cent
of market share. The meagre share would
have only declined further since
microfinance institutions have faced
challenges and increased government
scrutiny over the last several years.

Commercial banks and cooperatives rule the
roost. Interestingly enough, while informal
credit agencies have been neutral to the size
of assets of the borrowers, formal credit
agencies have a preference for higher asset
households. Under the present
dispensation, unless banks, both
commercial and cooperative, are sensitised
towards their social responsibility, flow of
credit to the weaker sections of society will
remain limited.

V. Delineated Issues

A number of innovations such as the kisan
credit card (KCC) scheme, RIDF, financial
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inclusion plans including the PM Jan Dhan
Yojana (PMJDY), the business correspondent
scheme, and the stipulation of targets for
financing of short-term production credit
under subvention of interest scheme have a
favourable impact on the flow of credit to the
farm sector. Yet, non-inclusion of investment
credit under the interest subvention scheme
will have an adverse impact on the flow of
investment credit. Needless to say,
investment credit is crucial for capital
formation in the farm sector and it should
also be subsidised. This means subsidising
purchases such as computers, computer
software, sensor systems, satellite trackers,
and information technology devices used in
the agriculture sector.

We already have a huge network of banking
outlets aggregating 5.54 lakh, including
48,536 branches along with 4.41 crore Basic
Savings Bank Deposit Accounts (BSBDAs)
including Jan Dhan accounts as at the end of
September 2015. The number of these
accounts has jumped to over 20 crore as of
January 2016, with deposits exceeding
230,000 crore. However, to encourage banks,
it is imperative that advances to technology
providers for smart farming be treated as a
part of indirect finance to agriculture under
priority sector advance. Similarly, financing
of farmers and technology service providers
should be under interest subvention schemes
irrespective of the tenure of credit.

The way to push this forward and get
investments going on a large scale is to catch
the imagination of the nation. For this, the
Government must not only do more but also
talk more about smart farming, certainly
with as much enthusiasm as it has pushed its
other digital initiatives for a technologically
advanced and connected India.

Above all, as one of the financially sound
agricultural development bank in the world,
the National Bank for Agriculture and Rural
Development (NABARD) with a pool of
multi-disciplinary experts headed by an
experienced banker belonging to farming
community is in a position to whole hearty
support the smart agriculture in the country
in a big way. NABARD should play the role
of World Bank in India and support smart
agriculture revolution under various
schemes like RIDF, jointly with other banks
directly financing, etc.

VI. Concluding Observations

There is dire need of smart agriculture to
enhance production through higher
productivity, increased resilience from risks
and reduced side effects to ensure food
security and economic development of the
country. The success of smart agriculture
will largely depend on availability of credit.
Despite a number of measures taken for
augmenting the flow of institutional credit,
the availability of credit is far from
satisfactory particularly for term loans
needed for smart agriculture. However,
banking network developed in recent years
in the form of banking outlets under BC
model, PMJDY accounts, introduction of
kisan credit cards, agri-clinic scheme,
revitalization of co-operatives reorientation
of lending policies by NABARD and it
proactive role, etc. will go a long way in
augmenting the flow of credit for smart
agriculture. The recent innovations and
developments coupled with some policy
changes in favour of smart way of financial
agriculture will ensure uninterrupted flow
of credit and may pave the way for poverty
reduction.

16

CAB Calling
July-December 2016, Issue 2/2016




References

FAO (2013). Climate-Smart Agriculture: Sourcebook,
Rome, Italy: Food and Agriculture Organisation of
the United Nations.

Government of India (2008). The Committee on Financial
Inclusion (Chairman: C. Rangarajan).

Government of India (2014). Key Indicators of Debt of
Investmentin India.

Government of India (2015). Economic Survey 2014-15.

Lipper L, P. Thornton, and B. M. Campbell B.M,, E. F.
Torquebiau (2014). Climate-Smart Agriculture for
Food Security, Nature Climate Change. Vol.4, pp.1068-
1072.

National Bank for Agricultural and Rural Development
(2015). Annual Report 2014-15.

Papuso L, J. A. Faraby (2013). Climate Smart Agriculture,
Seminar on Climate Change and Risk Management,
May 6,2013.

Paayas Milk Producer Company (2015-16), Annual
Report.

Reserve Bank of India (1954). All India Rural Credit
Survey.

Reserve Bank of India (1969), General Report (Vol. 1),
Report of the All India Rural Credit Review
Committee.

Reserve Bank of India (1972), Financing of Agriculture by
Commercial Banks.

Reserve Bank of India (2015), Annual Report 2014-15.

Reserve Bank of India (2015), Report on Trend and
Progress of Banking in India (2014-15).

Reserve Bank of India (2015), Basic Statistical Returns of
Scheduled Commercial Bank inIndia, Vol. 44.

Singh O.P. et al. (2004). Virtual Water Trade in Dairy
Economy: Irrigation Water Productivity in Gujarat,
Economic and Political Weekly, July 31, 2004.

*xx

CAB Calling
July-December 2016, Issue 2/2016

17




Promoting Organic Farming in India:
Augmented Role of the Government

Ajay Singh Rajput*®

Organic farming should be promoted in phased manner by identifying suitable areas and crops. Certified organic
farming with combination of tradition, innovation and scientific organic packages should be promoted in the de
facto organic areas (hills) and rainfed/dryland regions. There should be coordination with SAUs/ICAR institutes
to identify varieties suites to organic farming. The research institutes should screen existing varieties and also

work on breeding new and appropriate varieties.

I. Introduction

Organic farming is a holistic production
management system which promotes and
enhances agro-ecosystem health including
biodiversity, biological cycles, and soil
biological activity. It emphasizes, the use of
management practices in preference to the
use of off-farm inputs, taking into account
that regional conditions requiring locally
adapted systems. This is accomplished by
using, wherever possible, agronomic,
biological, and mechanical methods, as
opposed to using synthetic materials, to
fulfil any specific function within the system.

Organic farming has grown out of the
conscious efforts by inspired people to create
the best possible relationship between the
earth and men. Since its beginning the
sphere surrounding organic agriculture has
become considerably more complex. A
major challenge today is certainly its entry
into the policy making arena, its entry into
anonymous global market and the

transformation of organic products into
commodities. During the last two decades,
there has also been a significant sensitization
of the global community towards
environmental preservation and assuring of
food quality. Ardent promoters of organic
farming consider that it can meet both these
demands and become the mean for complete
development of rural areas. After almost a
century of development, organic agriculture
is now being embraced by the mainstream
and shows great promise commercially,
socially and environmentally. While there is
continuum of thought from earlier days to
the present, the modern organic movement
isradically different from its original form. It
now has environmental sustainability at its
core in addition to the founders concerns for
healthy soil, healthy food and healthy
people.

This concept of organic farming is based on
following principles:

e Nature is the best role model for farming,

*Dr. Ajay Singh Rajput, Regional Director, Regional Centre of Organic Farming,Nagpur - 440 023. The
views expressed in this article are author's own. However, the usual disclaimer applies.
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since it does not use any inputs nor
demand unreasonable quantities of
water.

e The entire system is based on intimate
understanding of nature's ways. The
system does not believe in mining of the
soil of its nutrients and do not degrade it
inany way for today's needs.

e Thesoilin thissystemisaliving entity.

e The soil's living population of microbes
and other organisms are significant
contributors to its fertility on a sustained
basis and must be protected and nurtured
atall cost.

¢ The total environment of the soil, from
soil structure to soil cover is more
important.

In today's terminology, it is a method of
farming system which primarily aims at
cultivating the land and raising crops in such
a way, as to keep the soil alive and in good
health by use of organic wastes (crop, animal
and farm wastes, aquatic wastes) and other
biological materials along with beneficial
microbes (bio-fertilizers) to release nutrients
to crops for increased sustainable production
in an eco-friendly pollution free environment.
In philosophical terms organic farming means
"farming in spirits of organic relationship. In
this system everything is connected each
other. Since organic farming means placing
farming on integral relationship, we should
be well aware about the relationship between
the soil, water and plants, between soil-soil
microbes and waste products, between the
vegetable kingdom and the animal kingdom
of which the apex animal is the human being,
between agriculture and forestry, between
soil, water and atmosphere, etc. It is the
totality of these relationships that is the
bedrock of organic farming.

IL. Organic Agriculture in India

Since January 1994 “Sevagram Declaration”
for promotion of organic agriculture in
India, organic farming has grown many
folds and number of initiatives at
Government and Non-Government level
has given it a firm direction. While National
Programme on Organic Production (NPOP)
defined its regulatory framework, the
National Project on Organic Farming
(NPOF) has defined the promotion strategy
and provided necessary support for area
expansion under certified organic farming.

I1.1: Growing certified area

Before the implementation of NPOP during
2001 and introduction of accreditation
process for certification agencies, there was
no institutional arrangement for assessment
of organically certified area. Initial estimates
during 2003-04 suggested that approximately
42,000 hectare of cultivated land were
certified organic. By 2009 India had brought
more than 9.2 million hectare of land under
certification. Out of this while cultivable land
was approximately 1.2 million hectare,
remaining 8 million hectare area was forest
land for wild collection. Growing awareness,
increasing market demand, increasing
inclination of farmers to go organic and
growing institutional support has resulted
into phenomenal growth in total certified
area during the last five years. As on March
2009, total area under organic certification
process stood at 12.01 lakh hectare.

I1.2: Important features of Indian organic
sector

With the phenomenal growth in area under
organic management and growing demand
for wild harvest products, India has emerged
as the single largest country with highest
arable cultivated land under organic
management. India has also achieved the
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status of single largest country in terms of
total area under certified organic wild harvest
collection. With the production of more than
77,000 MT of organic cotton lint India had
achieved the status of largest organic cotton
grower in the world a year ago, with more
than 50% of total world's organic cotton.

I1.3: Growing organic food market

Although no systematic information is
available on size of organic food market by as
per the survey conducted by the International
Competence Centre for Organic Agriculture
(ICCOA) in top 8 metro cities of India (which
comprise about 5.3 per cent of the households)
the market potential for organic foods in 2006
in top 8 metros of the country was at 562
crore taking into account current purchase
patterns of consumer in modern retail format.
The overall market potential is estimated to be
around 1,452 crore.

III. Government Schemes for Organic
Farming

The Government of India has realized the
importance of organic farming and
committed to promote it with emphasis on
productivity while maintaining soil health.
Organic Farming system is a holistic
approach to maintain soil fertility, diversity
in crop production, avoiding hazards to
environment on a long term basis. Many
farmers of different states have shifted to
organic farming with modern scientific
concepts and technologies which has givena
fillip to the organic farming movement in
India. Cultivated area certified under
organic farming has grown from 4.55 lakh
hectare in 2009-10 to 7.23 lakh hectare in
2013-14, with about 6 lakhs farmers
practicing organic farming. Both cultivable
as well as wild harvest area is certified under
organic certification system. The organic
export from India is about 1.6 lakh tons with
avalue of US$ 220 million.

Department of Agriculture and Cooperation
(DAC) initially launched on National Project
on Organic Farming (NPOF) with an outlay
of 57.05 crore as a pilot project. The NPOF
was implemented through National Centre
of Organic Farming (NCOF) Ghaziabad at
its six Regional Centres (RCOFs) located at
Bangalore, Bhubaneshwar, Hisar (now in
Panchkula), Jabalpur, Imphal and Nagpur.
This was continued in Eleventh Five Year
Plan with additional allocation of Rs.101
crore. During Twelfth Five Year Plan, the
NPOF scheme was merged into central
sector scheme “National Mission on
Sustainable Agriculture” with an outlay of
%293 crores for the promotion of organic
farming. The programmes like 'National
Mission for Sustainable Agriculture'
(NMSA), 'Mission for Integrated
Development of Horticulture' (MIDH),
'Rashtriya Krishi Vikas Yojna' (RKVY) and
Network project on organic farming under
Indian Council of Agricultural Research
(ICAR) are also promoting organic farming.

However, these efforts have not yet
achieved the desired result. Hence, the
existing components of organic farming
under NMSA have been put together under
one programme called “Paramparagat
Krishi Vikas Yojna” (PKVY) and Mission
Organic Value chain Development scheme
for North Eastern Region (MOVDNER). The
major concepts are based on following
parameters.

e To launch eco-friendly concept of
cultivation reducing the dependency on
agro-chemicals and fertilizer.

« To optimally utilize the locally available
natural resources for inputs production.
To create employment opportunities in
both rural as well as urban sector. To
develop potential market for organic
products.
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 To develop the organic village having the
cluster of 50 farmers and 50 acre of land
with a concept of 50:50 for both
agriculture and horticulture emphasizing
the mixed cropping instead of mono
cropping.

e To use the available technology under
IPM, INM and local indigenous
traditional techniques for management of
plant nutrition and plant protection.

o Promotion of low cost PGS certification
system for organic produce. Promotion of
marketing and branding of organic
produce through financial assistance for
packing, labelling, PGS logo and
Hologram.

Components of the PKVY scheme

a) Mobilization of farmers: training of
farmers and exposure visit by farmers.

b) Quality control: soil sample analysis,
process documentation, inspection of
fields of cluster members, residue
analysis, certification charges and
administrative expenses for certification.

c¢) Conversion practices: transition from
current practices to organic farming,
which includes procurement of organic
inputs, organic seeds and traditional
organic input production units and
biological nitrogen harvest planting,
etc.

d) Integrated manure management:
procurement of Liquid Bio fertilizer
consortia/Bio-pesticides, Neem cake,
Phosphate Rich Organic Manure and
Vermi compost.

e) Custom hiring centre charges: to hire
agricultural implements as per SMAM
guidelines.

f) Labelling and Packing assistance &
Transport assistance.

g) Marketing through organicinputs.

Under PKVY Organic Farming is promoted
through cluster approach and Participatory
Guarantee System (PGS) of certification. The
financial assistance will be given to clusters
on different sub components for
mobilization of farmers, for organic seeds, to
harvest biological nitrogen, etc. It includes
different components as given below.

For implementation of the Scheme on
Paramparagat Krishi Vikas Yojna (PKVY) an
amount of 3300 crore has been allocated
during the year 2015-16. The Annual Action
Plan of 28 State and 1 UT has been approved
with the total outlay of ¥508.46 crore to take
up 7141 clusters ¥254.23 crore is Central
Share on 50% basis. An amount of X¥178.76
crore has been released as First Instalment to
the states till end-December 2015.
Government has made a Budget
announcement in 2014-15, to develop
commercial organic farming in the North
Eastern States. This scheme is being
implemented through DACFW. For
implementation of the Scheme an amount of
125 crore has been allocated during the year
2015-16.

Indian Council of Agriculture Research
(ICAR) under Network Project Programme
on Organic Farming (NPOF) with lead
centre at Project Directorate for Farming
Systems Research, Meerut, Uttar Pradesh is
conducting research to develop package of
practices of different crops and cropping
systems under organic farming in different
agro ecological regions of the country.
Presently, the project is running at 13
cooperative centres including SAUs, spread
over 12 states. Organic Farming packages of
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practices for 14 crops namely basmati rice,
rainfed wheat, maize red gram, chickpea,
soybean, groundnut, mustard, Isabgol, black
pepper, ginger, tomato, cabbage and

cauliflower has been developed and
uploads in PDFSR website. The commodity-
wise details of top 10 products is provided in
Table below.

Commodity-wise Production Details of Top Ten Products (2011-12)

S.No. Product Name Organic| In Conversion Total
Production Production Production

(MT) (MT) (MT)

1. Cotton 107591 3792 111383
2 Cereals & Millets (excluding rice) 33888 6898 40786
B Rice (Basmati & non Basmati) 17345 5329 22674
4. Pulses 12504 453 12957
5 Fruits and Vegetables 7801 427 8228
6. Tea 5272 1.0 5273
7l Oil Seeds excluding Soyabean 2835 15 2850
8. Coffee 1139 238 1377
9. Dry Fruits 490 32 522
10. Medicinal & Herbal Plants 189 0 189

Source: Author’s own compilation.

Cost and certification supports:

There are two ways of accreditation and
certifying mechanism.

(I) Participatory Guarantee System (PGS) isa
quality assurance initiative that is locally
relevant, emphasize the participation of
stakeholder, including producers and
consumers and operate outside the frame of
third party certification. As per International
Federation of Organic Agriculture
Movements (IFOAM) definition,
Participatory Guarantee Systems are locally
focused on quality assurance systems. PGSis
a process in which people in similar
situations (in case small holder producers)
assess, inspect and verify the production
practices of each other and collectively

declare the entire holding of the group as
organic. It is based on participatory
approach, a shared vision, transparency and
trust, and

(i) To provide a focused and well directed
development of organic agriculture and
quality product National Programme on
Organic Production (NPOP) was launched
in the year 2001 under Foreign Trade &
Development Act (FTDR). Regulatory body
of NPOP under FTDR act is Agriculture and
Processed Foods Export Development
Authority (APEDA) under Ministry of
Commerce. For quality assurance, the
country has internationally acclaimed
certification process for organic produce in
place for export, import and domestic
markets. It is referred as Third Party

22

CAB Calling
July-December 2016, Issue 2/2016




Certification involving an independent
agency for verification and certification of
organic production processes. For
international trade, NPOP system has
equivalence with Europe and USA. All the
importing countries in South-East Asia,
Europe and USA are accepting the NPOP
certified products. In case of domestic trade,
80-85% of the NPOP certified produce is
consumed within India. Therefore, it can be
said that NPOP standard is de-facto
applicable for domestic trade.

The Bureau of Indian Standards is under
process of developing domestic standards
for organic farming in consultation with
ICAR, APEDA, MOA, FSSAI and SAUs.
There is a growing need for PGS Certification
System in view of the high cost of Third Party
Certification under NPOP.

Organic farming is advantageous
particularly for the resource poor small and
marginal farmers of rain fed areas where the
use of costly chemical fertilizers is lower
than national average. To begin with,
strategically, organic farming can be focused
on the following -

a) Area expansion -

* Areas with crops of higher market
potential when produced organically.

* Areas with already active organic farmers
groups, especially small and marginal
farmers who are constrained to practice
intensive conventional farming. States of
Odisha, Himachal Pradesh, Jammu &
Kashmir, Madhya Pradesh, Chhattisgarh,
Gujarat and parts of Maharashtra and
Karnataka have large areas under rain fed
farming with little irrigation support.
They can be targeted for conversion to
organic farming,.

* Regions/Areas of high biodiversity and
ecologically fragile regions. States of
North East Region, Jharkhand,
Uttarakhand and Rajasthan are mostly
under mono crop and can be focused for
conversion to organic farming.

b) In addition, to expansion of area under
organic farming, introduction of
Domestic Organic Standard to cover
animal husbandry, food processing,
labelling, storage and transport are
suggested to provide a boost to organic
production.

Other strategies include capacity
building of farmers through training and
demonstrations, incentives for
marketing and branding of organic
products, incentives to set up State
Certification Bodies and incentives for

technology.

Organic Value Chain Development for
North Eastern Region

Keeping in view of the potential of organic
farming in the North Eastern Region of the
country, Ministry of agriculture and Farmer
Welfare has launched a Central Sector
Scheme entitled “Mission Organic Value
Chain Development for North Eastern
Region” for implementation in the stats of
Arunachal Pradesh, Assam, Manipur,
Meghalaya, Mizoram, Nagaland, Sikkim
and Tripura, during the Twelfth Five Year
Plan. The scheme aims at development of
certified organic production in a value chain
mode to link growers with consumers and to
support the development of entire value
chain starting from inputs, seeds,
certification, to the creation of facilities for
collection, aggregation, processing
marketing and brand building initiative.
The scheme has been approved with an
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outlay of 400 crore and %125 crore has been
proposed in supplementary grant during
2015-16.

The Components
» Clusters development and formation of
Farmer Producer Organization/ Companies.

» Assistance for on-farm input production unit
and off-farm inputs.

» Off farm inputs such as biofertilizers,
biopesticides and neem cack.

» Assistance for quality seed and planting

material.

Support for extension services, input
facilitation, training handholding and
certification at production stage

» Assistance for setting up of input
delivery, distribution centres and agri
machinery custom hiring centre.

» Training, handholding, ICS management,
documentation and certification of crop
production through service providers.

Value Chain Processing

» Value Chain Post Harvest

> Financial assistance for setting up of
functional infrastructure for collection.

> Financial assistance for setting up of
integrated processing units.

Value Chain Packaging, Storage and
Transportation

» Integrated pack house
» Transportation/4 wheeler
» Cold Chain Component

» Cold chain component - refrigerated
transport vehicle

» Cold chain component - Pre-cooling
/ Cold stores/Ripening chamber.

Value chain Marketing

» Branding, labelling, packaging, publicity
and certification of processing units etc.

» Seminars/ conferences, workshops,
Buyer-seller meets, Auction meetings,
festivals

» Consumer awareness Information
dissemination through publicity, printed
literature, films and local advertisements

» Hiring of space in prime markets.
Value Chain Support Agencies
> Setting up of Lead agency

» Staff, Manpower, Travel and
contingencies, Institutional strengthening
and hire/purchase of machinery and
equipment's

» Setting up of certification bodies.
Mission management at DAC&GFW
» Mission Headquarter

» Any other Innovative requirement
including surveys, consultancies
information and knowledge ecosystem
etc.

> Baseline surveys, market research and
mapping and Consultancy service

» Information and Knowledge Ecosystems
including traceability platform

» Any other innovative requirement

» State Lead Agency to Ensure
Implementation keeping end goals in
sight.

IV. Concluding Observations

Organic farming should be promoted in a
phased manner by identifying suitable areas

24

CAB Calling
July-December 2016, Issue 2/2016




and crops. “Certified organic farming” with
combination of tradition, innovation and
scientific organic packages should be
promoted in the de facto organic areas (hills)
and rainfed/dryland regions for safe food
security and climate resilience, besides
increased income of farm households. There
should be coordination with SAUs/ICAR
institutes to identify varieties suites to
organic farming. The research institutes
should screen existing varieties and also
work on breeding new and appropriate
varieties.

The scientific Package of Practices (PoPs) for
organic production of crops should be
adopted for keeping the crop productivity at
comparable or higher level and should be
advocated through development schemes.
Area specific best cropping systems suitable
for organic farming should be mapped for
upscaling. Integrated Organic Farming
System (IOFS) models promises to meet 70-
80% of organic inputs within the farm and
should be given impetus for promotion.
Decentralization/ community based organic

*Ekx

input production at local level should be
promoted and need to be linked with Swatch
Bharat, CHG's etc. which will lead to
development of micro enterprises and self-
employment for youths. Considering the
advantages of organic farming, suitable
market and premium price for organic
produce needs to be ensured.
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geTaeft gt forite gt

yreftor areferawen & =i smaeaeddan

frra 30 auf o yrfior areferaven & o s
Tt i Seurg @R Jard fRisfia g € 8k
Trfio @ e a7 § o T g1 A &l A
P v 3 grEfior anffep fpareedt i fafire
RT3 PRI el aTd IS BT U Gl |
PR 1@ g MR $ Ameg w® e
it vd Seare @ Sl & i 8 3k Sb
e 3 SfEH off ofg 2 81 8 Tl g b Su
fIToM Td faRgue = 31es FrRTati el 51 fe
31w ¥ PR TfafEt @1 PR 98 BieT
2N & HRUT IS FEAT § BIS KO b U@L DI
AT B § R el o -3 &l e §
95 gfg &1 STt 81 3o STfiReh T 317 e
3 PR awfior e Y saeaed g4 96 7 &
Sigl Bl -BIe T GE! Bl AR 9 a1 3R
Y IR AN AT JHRD AT Dl T
¥ % T BIC KU1 Y AL Bl g, Tal
P AT P TG P UG, $YC, TP
e o Skt Seareen T HedR SEE & forg
3t rer & SeuTg F AEH DT G P o forg FHvr
&1 52 T P araeadsar gt &1 3 aRved A
reffor &7 & HEIT el SKUT Y HOTgeT e 3R S
SeUTeH /STl A g B 8 TRH H (8
ot N ) STRT AEbRY Sh0T T3 & HiSar av &l

GERIBRUT P TR €T bi=sict 1epaT 72T, el Ug
oft 5T T 13 anforer epl ot amefior & H Srue
GeTIdT gG Bl SRd 21 gy 1955 H AR
e Jp H WA ¥ AR Sl R AHID
EATIT, ATETE &Y LATUT, TTeIfyendT UTH &1l 3K0T
3 AR danfera Ram Fide anfe o weH SoRI
Y| Bereawy T 46 st 3§ arforer det = wrfior
511 & T eIET fAREIR T STTet fsTT| I8 BRf
ITRATSN B AT o Y ARaT Rerd deb
TR et A % ST gem €, Sel 9
FeTe Td gEfior &9l H e TR R 9 fear
T &1 e g & arhor St B IR i b
AR e g, RFF oy ok THHE Bt S
1o T, P Aifieh TR PRIRT TR a9 e
Y @Y Bel T T TBR Al § HO o b
aTfors do oft anifirer &, qfep arior 8 Y K0T o
& wofe T BRIYetd SIaRTe Pl =T ST Fehl
are: greftor & & forw Eeht SRor voTTet! § o
qnfrer &1 ooy TRa & e aRfRfEl @
& ¥ e g difeset Arroreh - 3fife aRacHT
BT A 3 7T AEHRY 30T =T 3o i &
qrarg 3t oft HRIR ATER AT AT | HEDRI
SRY T ARE & PRI Rl g

« TED U Veue (Jarfigd), §o ok sSiar, SR,
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g JT BT fob 2R0T TRt = darasfar Qiormait
3 I fory FrefRa ee ome et e hor amgff o
IR gfg &t g, fbg o1 ikl 9 3 Fgor
FEUT3N BT 39T AR FARAT ST &l 8| 9% &
PHRUT B bl 2—

(1) Y & o1 & 7 reifirerar & SFTAR a1y
dd & Pt T 1 18 ufierd IAH v
TR & T ST g1 319 Ul Ud 3Tuede
KO BT FHIT WeH PR oy d HHid
fopam & forg erer wiea FrafRa €

(2) fre meaadf Teprt o H sdTSHD
forcfer R = et & | 60T TATE Bl 47
ST T B1 3rferapieT ey St &t ‘FHHIR
g B wU W ugaH D TR ¢ 3R I
qard HRicHT & SFRic T ST 2| I8 §p
SR forT Ui Toif=al & e aret 30T &t
anTeeTd e o e <8 € aRifs 3 Shur o
Tt SR TR § SER o & UT T8l %l
1 3R e e 7 Y ATaLHT B

TEPN! W1 & HEf § wIiH gfg & qEeg

TEHRY KT WAt HY & HASRAT, ST AT

SRUT HAUT AT AeTed! e [fifcrRil = aarft

off, I areft oft frerm= 1 Y 0T HoTTett & forw

TP Aol iR PR YR B S gl I

fAfcRIf Ser o Aot AT 4 el €8 & 3R T 65

fcrer areior URAR $9ob HGRT &1 BT 2l Jurer

¥ anafér HimT d% GuR TE g g, Eetifch Ppiy
0T AT &1 gAfeT vy $9d Ty arafeie

T fh 1T 1 F HEERt S R e

HEIR T 3 & Jaf TReT J I F9d Jer

arett |ffrdl & w9 H A T A1, g 9o g

WA SN PB IS Hl ARRET Bl BlewR

aifrepier AffcRal IS Hgcaqul ST e HATe

e § ormef T € ok I 07 I & SR

TR TS YT PRep v UG B &b HIETH &
wY H & PE PP E W E A 3 FghRI
Aftifert oy arfior faerT wrfepdt § off arfererfin
®Y A oAy fapar S @7 71 39 ifaRens wrerfie
At o ATt fdRor vomeft dorr 39 UHR
P 3T KUK BRI B det J o} SFRIT = 2
3R e fa=amy &t araedar g1 I8 foawT fsan
S & 5 il afify & e gem 3o
/3 Y& & for o7 TR &1 =g BRIGR
FRAT 3TELTSD g, ST Ig AT ol IR TS,
i Ig AT e TR & 3e IR Y T8l 7
TS| DT AN I @ b I A<l bl Tehiepel
/TG TG R & fofy Tehel HUdh T & wU o
ORac PRAT 9T BRI, ATfh I e & b |
9P oIy Iffy IeIdT g & Irafd uae
P 1T 1T IR 3R BRIER § g et gt
TEHR Feqr & B F I5T PR Th
Ferall &Y e B arel e Afufy /T
ST TRBR] Dl YfHepT FDR Bl gl

dep a7 37w 3nfefes A

HEATTT R0 fAdvax d /o1 & uwE W, fo
IR anf¥fer faeprT & it Tgday W o} uyara
ST SR BT AHTEg faer | &1 Agford
faer &t ufshar 9 ugd & STt Ao Brer §
&R STAFIATS @Y BH PR BHRT L & B
fdmrT &t ufear o &sfl sNge 891 Bis
RTEFT 91 T8l 81 39 UBR & IRiged o
faQrvex A amRet iR RIT 7 ama Rigral
BT S 3T ¢ I FHIROUT & LG Td AR
fRrgrai, R ere Tfyefierdr @ik aFaR &=t
FHAT UTH BRb Ffed €, | AR TR b
firdet Prees Hisd A 8, NP SFTAR 3R T
B dTel yHTE! TR AT P &1l ST 96
St Bl 9YRT § Qe B e - anffed
faeraratt &t gft & sRiqger Ht wphr iR IHH!
a3 ¥ iR g, e oref ug g 5 39 sraqerl
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R g g § iR afde Sifed wd gHKd gof
AgRIY Ieue gt S dmry A9 d fae
Rigral § sfcud gexarsl A 9t giit| e &t
Y Jemefiear @ gg@r o 3R 9 & H
JeEHdisl Pl BT PR P oI TWHR B
RETCHD EEAN BT BN, Foradh forg priifer b
HRg el deal 6 agdar g iR S
el 2ot & dra e deeh SrfHifT o
qREferd @ & o U 21 el qat §
Jphl ANy &b HEIH Q [EHEl & SER
PCTATYd e SUANT ¥ fIHTT 1 T oy Il &,
a8 faerasfier Qe # S agemaT SRS
(arFafer, i, ATIfTs) P 9 PR fadrd
HAT TES & aUT HRY SRISTIRY 3R 30 Frei
o7 guf SUANT 7 g BT THRIT A S R &, D
HTIAT & ATY 3 ST 8, I1fch faapra &t ufehar
! el et TH| KU FGH DA DI SgIST
gt a1 See IEfivT &F H AwAFE IR
PRI QI RE P NIl Dl WRAT oT| &
o Sl & AeRidar iR FgBRI
T3l by TR ST o TSt o 2|

gurafira arftor fa=fa ormet &7
CADEIIG]

e arior Rl st @1 gEa Seed N
ROT qoIT ASFR Go BT 81 TR I &
TRRYe =Wor § g enRfe e & wiied
VST Tifeha & i o T |1 A Ui fobaT,
7 a1 Forof aRfRufrET & STaR fssuumered
i ok Aferr Rifia 6t &1 7fy Y iR 957
e ok Qg & wmIiie STl drel
oRiger U1 gUl Uget A g TR Y g
FERIT D) &l P o foTY Ifeg &R TG b Rl A
IR eI 3N g o, ARG I8 HHeaR

T IR HRIR TG STe & fort gig &R 1 ATl
offeT e ot Bt 2| e T & THI | I8
T g 7 5 Wiy At w iRk g @ g
PRI 721 31ueTE St Gt | PRI &1 g 8
Hgeaquf U 3 UEe] I TRIT, 98 & Q)1 Surd ol
I BT S T TR e TER | gede 3R
TRY&] T AT o cicdl T QMTTHET e bl rIIfeT,
ot Tt S & forg 2, g 11 e 124
Taaiy e J weft wify frefia b 0, R
ARG W R FripEl B Eiad
eIy Y T AP HURET H FHIHT PR Dl
gRepeaT Bt TE 71 FE TE 5 Arorei F B
frepRyer &1l o TR HvT 37K 3ifere T b
forT 3= SUTT I STRY @ o forg fery Ut <
off ST} ¥ & foru e et SurT +ft e €
fee &5l & faer i TRy Fss® T8 <@ 8l
I Sgford e fae 3 forg i sik
31frep U T 9 YA TR ot T ST e gl
g5iter eI SETR & 9 &1 Td HOTge! 3 T Uehs of
<47 91 1 AT TR P folU TRBR &l THIHD
ST 2 URUTERERAY Teh W e e ol b
frmfor & ufshar g B TE SN SRR B PH
PR W Afs IR ¢ arelt off| 5 fory o
Jopi, o o ot e o1y ST farer et
&1 geR1 fora Tl 11 QST & SRE I e
T o5 SfehT e 3 Ao w@ Privet Sk
3T dRE W AR ol & 3R P q1G FHIAL & TR
R AT BT SRl Ry # T vl bt g
<0 STHRIRRT Ser 37 gifese &5 &l 3607 o |
eI TR A o1 95 & TR SfRepIr BRI
IR epl el =1 ot FhUT JFRIS UIeH, dfeeh
K0T & SIS P IR b T H 3T HAT TG
&N HGIGHAT Aeh DY TS AN Jereferar weei
Ryl @1 e fietl dees e
ARG Ry PRl Y & IR Sopl BT ATHSIGAT
AT FHIED =R Y AT P HEY Afer
g g AT Saegddrstt G gff & for
S e et Gf¥epToT SO gl
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el § greftor ST 1 o7 =TT arel @ rEdfel
el & ®©U B g1 MRS g, S Y
gAY BT €T H T 8 b & | ATHIT K0T
& forw qim @1 arft oft v g & W g,
FORIEBY HT TRRATTT Horeft gRT g 1 S & 3R
S YR 1 AT & 99 ST &t gfef & forg fery
TRIRT AT AL B Sept e Jrior faepre &
Wey § e g HE I8 § fb @ dal A
freprTeHe gt H gfeg i 81 JerieT gfaensti Bt
HHt RO BT IF BT W IgI AfeD Hfige
T STerct &, S B Y gfg iR faepr & i
T Hapelt §1 T8 SeUTGH /SaTGepdT Bl gig o)
1 fafdyer <ol o sk 6t gfg F AT @M S 2
@ FE @ S ¢ 6 ke A gfg ol
SaTe /SeareddT ¥ g8 gig B I avE A ¥E
8} o Ul 3k 7g off TuE g & o gw e A
guR Ry o= & fon oo g afcr wgcaqef
e Y Bmagaens & | ATETE 7 IR Py & o forg
SRYeh fAAT TBR & KT Y QAT 7 P Do
U 3R 35 €, S qufcRrn HRIRT R 3renia
grefior e T AEFS 501 o & Y | 8 3R Afer
oY & & SR A dTel AMYfr JENT Db
araegeharal 6t gfef & forg wehig 0 & wY |
&, 9 pRIGR! goft Ht IR sagediai o1 e
W &1 P W aenRa sitenfies aRarsmrat @
oI & foTg Femiet g, aRatsT o & forg
& AT SR BT 317 HicrgRep U i foby
U §1 59 ORE Y Ug e | PB Suefedrd et
& qraropg ot refior srefearawen ¥ HfY A gR &5 B
fRT B GuAT BIh! §L AN Tl Bt 2
foRega Ao A 8, o gRenstt a1 wafe
T SUcted 7 o, fAUuE & SRl | He e
REET 1 YR, TaTe g e o T 8m
PRt & T 9 35 e Rig g0l b
STelTa 3 SU &1 Y T JeuTeh SawRAT3 JFeyaT
epritep 3R SeUTGH FeTeral b e SR o
JEINIT b AT Tehighe e T TTA Y&l 21 37 &l
% o) ATt bl Jgfef 3T S Ieure o fraRor &t

ft PRy TR RemF & s B ik
B &5 & BRidwerdl i iR GFRIRT Fromr
T don fafire Scaurea ererar fawr weel
Hrfdedl & foIq Sugeh IfeUd KU1 avAT B
fIepRT PRAT JMTATD B

bRy

St P fepraTcHeD Td JagpRT dRidemal §
Fotuar arior K0T @l &l FhRIAS IR Bl
SR Tl 7 TETHS ey oft R Ry B fopeg 3
et B TromT &t digar woreft 3R Jrior Ko b
frerur o s @it A= ol 1 I8 off <
T 5 d6 orRare gRT AT KU o H PB
aregeer ot @ 3R e ax F et Al H
fatrer Az # sRuT o 89 1 it & srfem
IYINT R & F thet Tl Y fAemer wwer § HoT
faavor g @ AR & s ST R AR
WGt Bl I@T 81 SAfTT SRUT e 3y fae
aegell & megw § fae & oy wfed w
TepRITYOf gf¥enior & FTefior 07 & foq iR aiferen
SR 7 &g 1 3niier, 1989 & a1 & Gf¥IUT AAR]
fepam T, ifehT BreTar & gd off aFa wftw
g T8 3R HhoRawy 2004 | 3 ff WpR)
FHRIHHI b T PR AT BT UG | &l
e | g g § o TRl AR et 7 iy
frepry <1 et 1 Py e H arfeeli sgfiree
31T Y &1 TR T BH PR & T b TN A
HIhT HHT dp A9AT AN e §, qe 9
e 3 S5 o AT A1 & e 5 Arior fafia
yorTelt @Y el iR W ft @R S g
gl GG USe UUTel! Dl HHEUREE U@
TegTene g Tt grior fachia verment & @t
B AT A RBIT F 3T G BT
TR Faffies gieru fpar SiraT <@ &1 S
forsepef g et f6 1991-92 & 2002-03 &
S grefior Teve @ §6 @ fieE arer B0 @I
feeeet % 1 7T T | $HD GIRKHSD U b BY
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3} YR ARBR FT ARAG Rotd S 7 grefior &=
¥ forg ref o 3@ ATt & | e i
THR % e ferTel SR & S KN b 3
= 1 fise gue ¥ 3o AW T TorI &
frdiar U@L TP ORI SFERUT ¢
o7ep gHep fore o it g2 2 il TR Y S 3regeT
T &1 TR § Reord o 391 7o Vit Tifehan b U
gar & RRp saila e 9N & HRANd
@t Stra foxfla Sug @l g8 afd W
Sy, el v G IS § Sured HRAT
¥ 39 ypR & fdy Sl iR [arsi &
JUSTHdT, TTFT WU A 7 Ppdel THN F g 8
TR T & g o & forg off 213 BIC
B UTed e TexT STHT IR TR 37 TR &
T 1 39 SRBIUT & STl dep ST Higell W
e fean mr €, feg W & do R foci
et § fifed wgan o1 off ST fohar ST <&t
31 a1 % 31 X Xt areftor &t o e bt et
T AR T & fIT 3iep heH JOTU Y g —

(a7) aar wfraeor AfT B aAfee gk WD
frer fzm & 5 9 Gieft ST ATt el
rRaTet ¥ F U wieng A afdr ] W
&t & el it areft e I 2T 8 2

(a1) U T o oft W oRaTg e Dt A
e el vl T Sl et Bl i gy Sl
@Y 39 a1 & for Mearted frar @ 6 a
i TmRe & oo Tl B T agH
2 S e i/ d6 g Tee
&) eI o | 3HD TR Rerd d& 7 I
ER TR diedt & WA R ol P8
g vl @t ger forn € aik @ wue
aelt R b o wfal ot @
ST SRy o U H RS R bt IAR
&t & o et o g wfaffey (i) @t
oTRaT T 30 fpeiicy & &R & HiR

it < fig &t srfrarefen o wHTH o foa
gl

(3) dpi A Bgr T} fF J PR BT Aoy
(Ffiww) & FRar gRE 3R
genefter /aeivg SN @ TR ol
e SitenfiehT o= seaT g3 SN VT uget T
rRfard 59 I gl

(%) =t bR T ol Y RigT: g ofF
P argfer S 1 21 U/ Jopt B ot o el
& g uf=fY & w9 § Ja| & S
Tt & dife dep e e e ST
gfaeT dret &1 Y TR gl &1l g P
o 1 gIfery FE<a o 11 <1 & b 31 578
WY T & B H <@ g 5 tenfieh
SR A ToTeht Seura) & HIedH A
forchia GHTAL BT TR ST

TP ARG AGR B TIE UgaH A P
T AT 2l & g Se forfad 1 SuRT bRl
8 I ¥R b A & FoF b forg, Red dep
oRT TR PR o wfer fmfor grft ofR famm
o @ @ e R & Rar §
SgE Tee fowag <l

faha AHTA S BT IUITCHS YedTd

g I A W £ b fma anf o facflo wmmem
TfpaT § A Ud U S A I I
& &1 31T & Ig WAy P I €, olfd
s & I8 off \ere < § fop 5 farclia wwrd e &t
3} arfere TER & o ST Y 3aLTdHT ¢ AT
RreIRIp @FT facia |ad weF @ & forg
RRFE $¢ Td IRT Afsel &t /& 1 dled,
¥7e et (STl Aerger e TG T o @
) T TN R e | 3 a1 o +ff wafe Febar et
R & 5 Rl g 3 v ifmma qiidica &
eI T TG BT Y TRV IR T gl afehT
T8 IR U TRIBR Tg & b arft a2 e § o
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TT BIC BRIFTNAT & foTg FEATTT K0T hHY Gfder
ardt T AT Tepfar i & 21 I8 BRUT B B A
TPt T PRISRY SHISAT IR LRI Al IR &
ffR € oik S @1fers &1 R IR K0T o %@ Bl

g HERUTT b G IR 7e RIehTiRer TR
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dfhT R b & H T FHIYUl gAY A/
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1 uRfRIRT § I8 Uy SUfRUT g & 16 g
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JISHT &1 A8 BU I IS @ H D! et
qrfigRY 81 a8l R foxia uae= & forg aifern
JNMRIRITHD PRIFH AT 3R HTATHD A& TR
BT Pbfroe HRAT U FHMR BU H g Giapior
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WRPR Pebh AT § AR et weht, 38 aprefepm
] S, 1S 98 38 IURT b & AT g @
ST S =1 ot AT o aletl o fofv BRISR &l
M g 3R 7 & faxdir a1 o atedt & forg g
ref ® SO gl g for Aae gde
ST S AT §7 PRIHH! BT JOTCHSD b
PR DY DT & |

@ el g IR 95 argdn
e} faamofig v

TR AT A I TRl BT G AT BT
anffer wY | FHRT vd 9 aRfRAfRT § &
arer feRal @ FE € S 5 B o Ifr @
Fafid SU A F9= & S22T A U A1 THHd g
IO 37T JAThHD STRoxcll Dl I A b folg
arfee Py 3 dreE < §1 39 o ¥ Wwfies
%y ¥ Tl forg sma € e wg R FafRa oraf
TR T G 2l AT febedt epletexet 3601 g febar
ST 81 I Prihd W arfior W_iet i fadt e
UG Rl g, e enft a@ &t arermt @
forcfier aTd uTe =TEY Y & AT 0T ST DY SYANT
Fel P oven o P fohamel, AMRS
gRufy fEfor anfg &t etk uRafda @=ar gl
ARG § ¥ T FE P TGl DRI P
TIRTCHS o0 1992 H g% fbar w91 o
IR ot § gRT IR IRBRY Fra-1 qe o
TR Rl UR gk o Y gt 1 e gl

PR - ¥ G FYgl D IEAor A b
RATfehepRur, dfchT TUTTet! oI ST IalT 88 Uga
Pl TRIdT I & foTq e HEaqul 3Fef & 9
HE<d g foar

% AR g e fetepst rishw Arefior el

R4 g3 21 71l 2015 & A b ART H AT

7.7 foferaT ¥ werIe Hg 9 A s g A

o forcfiar et &t ot sjwet wew off, arer

4§ IS da, &t arior §a ok gt o

oY 9| I8 HeT T 2012 Y T § Al PH

oft (¥ 2012 ¥ arf dop g fhy U w

TERIT gl d Ter 8 fAferm o) St g\

BRIPH H TS $& Jit AT ISRAdT DI Jlad

B & | T AR g1 b qepRIT K01l bl e

2015 & i d 515 fferrw ot amwr w3

HRIH a9 T &, fadva: afery 5 s ¥ 3|

HRIHH H S8g Al I 37U i o1 e
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1. Ot Torer aTeft TSR T HE ST g,
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4, equf & o ¥ R gl bl JRET
fyeRoT Tep 3 Y&t e § S g &R
Jictferdl far o aren IR Wel g8 &

5. fi TR PBriha! F < 7 Hrerfiesdr &
AR 39 BRigp H AT &% H ged
FRIfiaT A T WEga $g Bl S
I A T g e 2|

6. R frsuee aREuRRAT 6t ggft geat 7 51
g & Uiy Sopt o wivg T R T R
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(3) yA® ARG WIEAw P AU AT & H
Feemelt & A B g faR fawef der
S ST < ATETH A 3 SAe Y ATH
PR AT &) 1 iR BT ARy
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SrTRRfaT e |Rg HIeH} & Afae FH
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aiteNfiie Pal e T TSGR TWIRFAT Bl
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[EESIMGRPRIEHEER]
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aiel ok et @ ff 39 FRiEE @
fIsT AT MY S KON b YT
T TCATERUT ST Ud ITUTGH o fo1q SK0T ST
T YA &N

(%) e dienfidht & & J ot Fred a1 gof
fRrcre fpan ST =TfRu

() TRBR 6 URgdd ARl & A T
TaTRep TR Y oY STRY 37T TR

() e foreT ot et 1 b Sfr ST &
fou Tt TRl R, fIAaR MR &R R
fAR=RET & TR TR G fpar S s
AR & gRT T IR I IR foha
ST fo IR T TR et U o ¥t B
EACNGIEEE]

Tt arreftor farefar omeft § Sw=a 92

1. yofior &5 @ AU F AT HAE |
PRiged AR e AR & drg
Afe el & s &+ g8 gl 9N
ey et & wRor arfivr e & for
01 & gAY o weprae St 7, R 0
H Iucegar aen o FRfE &
Tl 8l 30 Ul SR UL UGS ¢
TomTeht 1 Rt FRfRY R & 3728t 9 e |

2. KU1 % TEATTC FATE P el IR R A D
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Iy R areafien SeT T S @ B SR SR
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T UTTCHD Uga], SUFHT & &1 31 Hienfidh,
e vEeE, fguE @ik RvaR Jara okl
PG RCIECIUREI ARG RICASIICCIIY
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g # it e Surl @ gk
£ 319 THT 37 7T & 51§ Yrior &l N o1 b
HEITTT TaTE 3R 3R b faaRur & e Ay
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. froree o @ 9 @ YR
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A SR P ST § JH0T ST Bl
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21 T o A ofY & & siw § fiRmEce
arefeaeeer & 3fere W 3ifdres faemaTgd g
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& BRUT B T Bl fhg S & ey et
Y07 ST Y RISHTR o STR UG IR b
fo1q o Seure & § faerT ot gat dig
SR @ 3MaTF &

- oor & o a7 of S T & R R A

T H ey gfs g8 1 URum Ty T
yrior oRaR eitad S 3iS gea) 1.15
ey € %8 TE 81 AT UTSetu i ST It
&1 1/10 3R SvSMfRm &t Sitd S @
amen &, S MR § S @1 sid
3R 170 &R 21 9y U & |
a1 qfy e S wAe oft e @
) iy o It §9a ) 2|

Tl &1 O} dopt Y we 9gd T § i IR
TR ¥ UTH 89 dTel SRUT bl TgUT I g1
PR U | $AP IR I BUCH dTell ek
ORI ¥ SuR o & off o T §1
T & I Tl @ afe arefior & F e1am
TRl 1 Fefe eeT &l S e fai
RARY 3 <T@ BN SThT Jrefawen & forg
T TRIc! 3 forg Rerd § 7 AR @ g, g
PSR TN dobi Y GAawT B b
o o WaR! B ot I gl @
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. 39 9 ® ff R o @iy fb
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feame & forar S|
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10.
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BRI & A Ig ¥UE g3l b 37eh! ey a1t
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3RUT G b 59 AgUeie! BuTett @b fffRrearguf
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St grefior far & sreurafy va Srafafdr ugge
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3T aTeAT TeiteATa= qe fopamant a1 |fsysyor
(S ey qer faers $79¢ Mgl STRRR
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A & ? TE fRivg TG G 3 g e

11, grfior &= o <& o & i Jare B
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e 951 &R @ &1 3 R @ e
g ot ey &1 a8 I3 v T URey i
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| oifepT arefior sRoT & AfdaRor 3fik wHST &
HHR T DT IJUeTeY HR DI G H AEIHd
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STENAHG AN Y TIE HY A eI Ugd @ &, Tg
3y faram T 15 oy puep, AT PuD T
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Befeprei=T SRUT BT T T U A HH &Iar o
&1 &1 el 2R0T IR & Pirgd BT iR st
ey QM Sucted BRIl 39 faug bl Aifdrn
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i gl ol & 3R 50 ufrera | +ff arfere 1
&Y Rpars =1 & 1 & &1 Rherere smaededr 54
a1a $Y 2 6 vl M & Fufdret b aftifcas
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Tfere e IR TR HaR) wfi fa o Fehl
R 3R Wl e aret 140 frferer ee oAt
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Evaluation of Banking Penetration and
Access to Credit in Selected States:
A Survey-based Approach*

N. C. Pradhan, Smita Sharma, Rajiv Lochan, Monika Sethi**

The basic objective of this paper is to assess the extent of banking penetration in four states - Gujarat, Rajasthan,
Madhya Pradesh and Delhi. The focus is to assess the pattern of bank account penetration and to identify the extent
of financial services gaps and provision of credit to poor households and small businesses throu gh a sample survey.
It has been assessed that banking penetration has increased appreciably in recent years both in demographic and
geographic terms with more government subsidies and payments being made through banks. However, the
frequency of bank accounts usage is still lower than expected. The respondents indicated that opening a bank
account serves as an entry point into the formal financial sector and it is easier to transfer wages, remittances and
government payments. The shortage of disposable income is the major reason for not having bank accounts for
rural poor. Other plausible reasons for not having bank accounts pointed to be distance, documentation and lack of
trust with the banks. Mobile and internet banking users among all the respondents constitute only a minority.
Short-term credit needs of the respondent are widespread and they mostly borrow from informal sources. The
complexities and time involved in getting funds from banks and/or other financial institutions are the major
reasons for which the small businesses are not approaching formal financial sector. Broadly, gender, education
level, age profile and rural-urban characteristics determine the banking penetration in surveyed states.

I. Introduction recommendations of the Committee on
Comprehensive Financial Services for Small .
Businesses and Low Income Households
The rationale for deepening the banking (Nachiket Mor Committee Report, January
penetration has been recently emphasised in 2014; MCR, hereafter) towards financial

(a) Background of the Study

*The current paper tracks the banking penetration and credit access through survey based method
before the Pradhan Mantri Jan Dhan Yojana (PMJDY) was launched. Although, lots of changes took
place immediately after the survey conducted for the purpose, still the findings provide basis for
measuring the progress/change after the launch of PMJDY. Moreover, this article is the part of a
broader project to assess financial inclusion in recent years.

** Authors are/ were attached to the Monitoring and Research Unit of the Regional Offices (Ahmedabad,
Jaipur, Bhopal and New Delhi, respectively) of the Reserve Bank of India. This paper's findings,
interpretations, and conclusions are entirely based on sample survey. Therefore, the views are those of
the authors' and do not necessarily represent that of the Reserve Bank of India. However, the usual
disclaimer applies.

The study team members would like to thank Shri B. M. Mishra, Dr. P. K. Nayak, and Shri S. Suraj for
their initial suggestions during the presentations as well as subsequently that helped improvement in
initial draft. The remaining errors, if any, are responsibility of individual authors.
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inclusion in India. The MCR had mentioned
that in the absence of fruitful financial
services to low income households and small
businesses, there is a plethora of informal
finances available at higher rates of interest
in the remote villages as well as in urban
centres. The Report was of the view that, “the
scheduled commercial banks are using their
own branches and a network of mostly
informal agents (such as, Business
facilitators/Correspondents) to reach
financially excluded people and this
mechanism of credit delivery leads to an
extremely high risk portfolio of assets but
not responsive to low income households
and small businesses” (MCR, page 3).There
has been a widespread debate amongst the
policy makers about the skewed distribution
of the benefits of inclusive growth in India.
Though, a number of development schemes
for the poor have been implemented by the
Central and State Governments, they have
not reached them to the desired extent.

The Government of India (starting from
UPA regime and also recently formed BJP
Government) has placed financial inclusion
as a prioritised policy agenda. The Reserve
Bank has also extended critical help to make
wider scope of the organised financial
system to include people with low incomes
within its ambit. While financial inclusion
facilitates inclusive economic growth, the
latter in turn, eventually lead to widening
the customer base of the banks. In order to
reach across the poor, the banks, at the
initiative of the Reserve Bank of India, had

introduced zero balance accounts or no-frill
accounts and recently extended it to the
minors. The BC model has also been
modified by RBI to suit the non-banking
financial companies (NBFCs). The
Government on its part has helped inclusive
banking by making MGNREGA and a
number of social security payments directly
credited to the bank accounts of the poor
households. The present move of the
Government of India to pass on the subsidy
to the target groups through banks is
another initiative in this direction. With the
widespread introduction of Aadhar cards (by
UIDAYI) in the country, opening mass bank
accounts of the poor' and transferring
money to the poor will become much easier.
For making financial inclusion more target
oriented and designing financial products to
suit the poor households and small
businesses, it is of utmost importance to
understand their financial needs, as well as
their emergency requirements. There are
also informal institutions and instruments in
the hinterland that caters the diverse needs
of the poor. A grass root level understanding
on these aspects may help in devising a
scheme for meaningful financial inclusion,
as prescribed by the MCR, 2014.

Despite the differences in the definition,
scope and approaches towards the banking
penetration and financial deepening, the
objectives of banking penetration and
financial inclusion have remained central
point in the contemporary policy
discussions. The Report of the Rajan

Pradhan Mantri Jan Dhan Yojana (PMJDY) is an ambitious scheme for comprehensive financial
inclusion launched by the Prime Minister of India on August 28,2014. On the inauguration day, 1.5 crore
bank accounts were opened under this scheme. The scheme has been started with a target to provide
runiversal access to banking facilities' starting with Basic Banking Accounts with overdraft facility of

5,000 after six months and RuPay Debit Card with

inbuilt accident insurance cover of 31 lakh and

RuPay Kisan Card. In next phase, micro insurance and pension etc. will also be added. As per
https:/ / www.pmjdy.gov.in/scheme- this scheme provides access to pension and insurance products.
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Table 1: Selected Social, Economic and Financial Indicators of Surveyed States

Sl Variable Reference | Rajasthan | Madhya | Gujarat | NCT of | All-India
No. Period Pradesh Delhi
1. |Per capita NSDP 2016-17 66,342 51,852 122,502 240,318 82,269
constant prices*
2. Number of Bank As on Mar 6,648 6,148 7,303 3,408 132,587
Offices 31, 2016
3. |Population per branch |As on Mar 10,973 12,667 8,603 6,246 9,571
31, 2016
4. |Density of Population [2011 201 236 308 11,297 382
(per sq. km)
5. |Credit-GDP Ratio 2015-16 28.4 31.9 38.0 175.8 55.0
6. [Rural Unemployment |Apr 2015- 77 44 10 45 51
rate Dec 2015
7. |Urban Unemployment | Apr 2015- 43 40 7 33 49
rate Dec 2015
8. |Rural+Urban Apr 2015- 71 43 9 33 50
Unemployment rate | Dec 2015
9. |Rural Population (%) |2011-12 16.1 35.7 215 12.9 25.7
below Poverty line
10. |Urban Population (%) |2011-12 10.7 21.0 10.1 9.8 13.7
below Poverty line
11. |Rural Population (%) {2011 76.6 735 62.6 6.8 722
12. |Households availing (2011 68.0 46.6 57.9 VLT 58.7
Banking Services (%)
13. |Per Capita Deposit (X) |As on Mar 35,701 36,843 83,153| 458,617 76,125
31, 2016
14. |Per Capita Credit X) |As on Mar 26,155 22,255 62,456| 456,000 59,268
31, 2016
15. |GSVA by Industry of [2016-17 Agr:264 |Agr:33.6 |Agr:153 [Agr:05 |Agr:15.2
Origin (%)** Ind:21.1 |Ind:16.2 |Ind:38.5 |Ind:14.1 |Ind: 23.2
Ser: 52.5 [Ser:50.2 |Ser:46.2 |Ser:85.3 |Ser: 61.7
16. |Literacy rate (%) 2011 66.1 69.3 78.0 86.2 73.0

Source: Ministry of Statistics and Programme Implementation; Economic Survey, 2016-17; Report on Fifth
Annual Employment - Unemployment Survey, 2015-16, Vol-I, Labor Bureau; Census 2001 and 2011 and

Planning Commission
*: Base Year is 2011-12 and Data for Gujarat and Rajasthan belong to 2015-16

**: Data for Gujarat belongs to 2015-16 and that of Rajasthan to 2014-15
Note :Urban & Rural Unemployment rate (per 1000) for persons of age 15 years & above according to

usual principal status approach & refers to the reference period, Apr 2015-Dec 2015.
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The financial indicators of the states indicate
that financial inclusion in Madhya Pradesh
is not at par with the national average. For
instance, the percentage of households
availing banking services is much lower in
Madhya Pradesh while the other three states
are either higher or at par with the national
average. Even the Credit-GDP ratio and per
capita credit is lower in Madhya Pradesh.
Population per branch is also quite high in
Madhya Pradesh in comparison to all-India
and other three states. The per capita deposit
is least in the state of Rajasthan among the
four states. NCT of Delhi performs better
than the other three states as per the
economic and financial indicators (Table 1).

The first set of survey questionnaire consists
of indicators with regard to access to formal
bank accounts, frequency of the use of such
accounts, mode of access, the purpose of
these accounts (personal or business, receipt
of payments from work, government or
family), barriers to account use and
alternatives to formal accounts. The survey
also delves into indicators such as individual
or joint ownership of formal accounts -
accounts at a formal financial institution such
as commercial bank, cooperative societies,
post office, or micro finance institution
(MFIs). It also captures information on the
debit card/ATM card tied to an account as
well as Kisan Credit Card (KCC). Information
relating to the receipt of payments measure
the use of formal accounts to receive wages

(payments for work or from selling goods),
payments or money from the government,
and family remittances.

The second set of indicators focuses on
saving behaviour. This relates to the use of
accounts, as people often save at formal
financial institutions like commercial banks,
cooperatives and post office saving banks.
Other indicators also explore the use of
community-based savings methods and the
prevalence of savings goals. The third set
focuses on sources of borrowing (formal and
informal); purposes of borrowing
(mortgage, emergency or health purposes,
agricultural purposes, etc.).

The information is collected from 420
households and 75 small business entities
based on field survey questionnaire
interview. Around 100 households and 20
small business entities are covered from each
of these four states drawn from both
urban/sub-urban cluster and rural village
area. The survey was executed in about 10-12
villages/clusters each across the four states
during April-May 2014. In each state, half of
the areas covered falls in underdeveloped
areas (rural villages where there is no post
office) and the other half is from relatively
more developed regions (urban and semi-
urban villages having post office and banking
and financial structure). These villages are
selected from service area plan of State Level
Bankers' Committee (SLBC’) schedule and
Lead District Manager (LDM) and District

’In June 2012, the State Level Bankers' Committees (SLBCs) were asked to prepare a service area
roadmap covering all unbanked villages having population of less than 2000 and allot these villages to
lead banks for providing banking servicesina time-bound manner either through BCs/BFs.

#*NABARD has 405 District Development offices, manned by District Development Managers (DDMs),
across the country to focus on credit planning, monitoring, developmental and promotional activities in
these districts. In addition, 107 districts are tagged to specific DDM districts, thus covering almost all the
districts of the country.
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Development Manager (DDM**) were
consulted for guidance of the survey team.
These villages/ clusters (Table 2)fall under the
suitable category for designed survey and
LDMs and DDMs who are involved in
discussions with Gram Panchayats and key
informants such as BCs/BFs to ensure that
the selected households are well-spread
among beneficiaries of financial inclusion.
However, best efforts were made to ensure
representation of households from different
occupational groupings. In order to account
for geographical and socio-economic
diversities of these districts, households were
selected from contiguous Gram
Panchayats/Taluks and having different
demographic set up (like SCs/STs
population) at household level. For example,
Dahod district of Gujarat has 72 per cent
SCs/STs population and Rajkot district has
only 8 per cent of SCs/STs. Respondents are
randomly selected within the selected

households in the village as identified on the
basis of SLBCs list.

The broad structure of questionnaire
designed for the field survey has following
dimensions: (i) Level of credit penetration-
awareness and actual, (ii) Need and usage of
financial intermediation, (iii) Type of
financial intermediation- formal and
informal, involving banks and non-banks,
(iv) Standard of Living and level of
development and need for credit, (v)
Problems in accessing credit - quantum, cost
and conditions, and (vi) Likely improved
version of credit penetration. The survey has
also included interviews with banks (mostly
lead bank managers in the concerned
districts), business correspondents involved
in the process, SHGs/NGOs wherever
available, co-operatives, and NBFCs that are
active in the survey area. The findings of this
study are completely based on field survey

data from interviews.
Table 2: Villages Covered in the Study
Districts (State) Village Names Name of the Lead Bank
Dahod (Gujarat) Bandibar, Lukhawada, Vadela Bank of Baroda
and Chhapri
Rajkot (Gujarat) Ghanteswar, Madhapar, State Bank of India and Bank of
Manharpur and Kalipat India
Jaipur (Rajasthan) Sirsali, chomu, sanganer, State Bank of Bikaner and Jaipur
Katputli nagar
Bikaner (Rajasthan) Jamsar, Rampura, Ganga Sheher |State Bank of Bikaner and Jaipur
Ajmer (Rajasthan) Kisangarh State Bank of Bikaner and Jaipur
Bhopal (Madhya Pradesh) Phanda, Intkheri Allahabad Bank & UCO Bank,
respectively
Sehore (Madhya Pradesh) Barkhera Hasan, Pathariya Bank of India
South and South-West (Delhi) |Sangam Vihar, Najafgarh State Bank of India

East, North-East and North-
West (Delhi)

Gandhi Nagar, Seelam pur, Badli {Punjab National Bank

Garhi Harsaru

Gurgaon (Haryana)

Syndicate Bank

Source: SLBC, Respective States.
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However, it was assessed that past efforts
have focused largely on agriculture. As the
Indian economy diversifies and more people
move away from farming to small
businesses, there is an urgent need to focus
on other segments as well, for instance the
poor in urban areas. To capture the essence
of this aspect, the present study covers small
businesses who are assumed to be urban
poor in the selected states. While mandated
branching, especially by public sector banks
in rural and semi urban areas, has made
banks easier to reach for significant portions
of the population, these branches have not
gone out of their way to attract the poor.
Rural branches are seen as a burden rather
than an opportunity by the increasingly
profit-oriented public sector. At the same
time, it appears that mere branches itself
cannot be the way to reach the poor, since the
poor in richly branched urban areas have
little access to the banking services.

Limitations of the Study: The indicators
based on data collected from various
households and villages have several
important limitations. First, data are
collected only from identified villages which
are pre-determined at LDM/DDM levels and
may provide a biased view of financial
access. Second, aggregation of data from four
states can be misleading because of multiple
accounts or dormant accounts at household
level. Importantly, this approach does not
allow disaggregation of financial service
users by income or other identified
characteristics. That leaves policy makers
unable to identify segments of the population
with the lowest use of financial services, such
as the poor, women, or youth, who are
sometimes considered as un-bankable.

(D) Organisation of the Study

With above facts in the background, the rest
of the study is organised as follows. Section II

briefly discusses the recent survey of
literature on banking penetration in India
and financial inclusion in general. In Section
I1I, we have explained the characteristics of
the field survey questionnaire. Surveys were
commissioned separately for each of the
four states and surveyors are different.
Section IV has covered state-wise analysis
along with an aggregate analysis of both
households and small businesses. Section V
provides conclusions derived from survey
as well as policy implications.

IL. Literature Survey

The banking penetration, frequently
referred to as financial inclusion, has
primarily been defined as the delivery of
formal financial services to each and every
adult member of an economy. In the
literature, access to financial services most
often refers to the supply of services, while
use is determined by demand as well as
supply (World Bank, 2008). Therefore, the
present study focuses on analysing both the
demand and supply sides of banking
penetration. Alternatively, financial
inclusion can be defined as a process that
serves to remove the barriers and overcome
the inabilities of some disadvantaged
groups and individuals, including the poor,
to access and use low-cost, fair and safe
formal financial services, such as credit,
deposits, insurance and payments,
whenever needed (Demirguc-Kunt and
Levine, 2009; Rajan, 2009). In the same vein,
Rangarajan (2008) defined financial
inclusion “as the process of ensuring access to
financial services and timely and adequate credit
where needed by vulnerable groups such as the
weaker sections and low income groups at an
affordable cost”.

The earlier literature on financial inclusion
suggests that easy access to credit enables
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households to smooth consumption
expenditure over time, which may also
facilitate education of children and reduce
incidence of child labour (Becker, 1975;
Mincer, 1974). Recently, Menon and Rodgers
(2011) have pointed out that greater access to
formal credit services can augment self-
employment and, thus, reduce the extent of
unemployment and under-employment.
Easy access to credit is emphasised in the
poverty literature, but easy access to deposit
services to mobilise savings and availability
of affordable insurance products to
effectively deal with risks are also equally
important for the well-being of the poor.
Recently, a number of studies have
documented that both poverty and
inequality are negatively associated with
access to formal financial services [Beck,
Demirguc-Kunt, and Martinez Peria (2007);
Beck, Demirguc-Kunt and Levine (2007),
and Burgess and Pande (2005)]. It is also
argued that greater access to financial
services is likely to improve economic
efficiency as well as equity (Conroy, 2005).

In Indian context, the role of financial
services in economic growth received a
renewed attention during second half of
1990s and early 2000s, which has been
succinctly captured by Mehrotra, et. al., 2009;
and Kumar and Mishra, 2011. Different
countries adopted different strategies for the
development of this instrument as a policy
variable in order to bring more and more
sections of population into the purview of
financial services. Development and access
to financial services by all sections of
population is considered an important
policy variable for the growth of the
economies (Levine, 1997). As such, policy
makers and institutions are engaged in
increasing the intensity of financial services
across the population. In spite of policy
initiatives, there are great variations in the

financial inclusion index not only across
countries but also within a country
(Demirguc-Kunt and Klapper, 2012).

In view of the immense importance of
development of formal financial system and
greater reach of banking services to the
masses, India has adopted targeted avenues
for achieving inclusive growth along with
financial inclusion. Nationalisation of
banks, among many other steps, was the
pioneering effort towards broadening the
banking root deep into the hinterlands.
However, in Indian context, as per Financial
Development Report 2012 of the World
Economic Forum (WEF), the number of
commercial bank branches per lakh
population at 10.9; market penetration of
bank accounts at a formal financial
institution (15 years or older) at 35.2 per cent;
debit card penetration at 8.4 per cent; the
number of commercial bank branches per
one lakh population at 7.4 in 2011 appears to
be far from satisfactory compared with
advanced countries as well as the BRICS
countries. In fact, Rural India appears
particularly worse off with an even lower
coverage of bank branches at 6.7 compared
to urban India at 8.9. Though there is an
increasing trend of financial inclusion in
most of the states in recent years, the pace of
financial inclusion has slowed down
following the Andhra Pradesh Crisis
relating to Micro Finance Institutions (MFIs)
as many of them reported low growth.

I11. Characteristics of the Sample
Survey

(a) Profile of the Households

The number of households covered
altogether in four states consists of 420 -
Gujarat (105), Rajasthan (106), Madhya
Pradesh (100) and Delhi NCR (109). The
gender and age profiles of the households
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covered in the targeted sample survey
corresponds to that of family-head and
mainly as chief earning member. With
regards to occupation, the profiling also
relates to the main source of income for the
households. The analysis is done across rural
and urban classifications and also gives the
overall picture of the sample households.

About 85 per cent of the respondents were
male and the remaining 15 per cent were
female members. Gujarat, being a majority
business community population, the choice
of headman in the family is obvious. It may be
mentioned that, this study does not provide
any gender specific findings due to the low
level of representation of female respondents
in the sampled population. Female headed
households are considered to have an
economic disadvantage due to the lower

earnings compared to male counterpart and
also the time constraints at work, given the
dual responsibility at work and home.

In majority of the households (87 per cent), it
was seen that family head was aged below
60. Most of the family heads were in the age
group of 26-45 years (48 per cent) and 46-60
years (21 per cent). Only 13 percent of the
households were in the age group of over 60.
The average age of the head of the household
was seen to be around 48 years (Table 3).
There is no significant difference in the age
of the heads of the rural and urban
households. It may be mentioned that, in
majority cases the reported head may not
necessarily be the one who provides the
main economic support to the family. In
many cases, either the son or daughter were
the main earning members.

Table 3: Demographic Characteristics of the Household

Particulars Gujarat Rajasthan Madhya Pradesh NCR Delhi Total

Gender profile

Male 79 86 98 95 358
Female 26 20 2 14 62
Age profile

15-59 yrs. 77 98 92 95 362
60 & above 28 8 8 14 58
Avg. Age 45 53 B2 51 48

Source: Household Survey.

About 46 per cent of families are having
members ranging between 6 and 10.
Maximum numbers of family heads (80 per
cent) reported that they could read and write
in vernacular language. Of the 420
responding about education background, 20
per cent of the respondents were school
dropouts or had received no formal education
and very few of the respondents (4 per cent)
had graduated from university (Chart 1).

However, 87 per cent of the respondents are
sending their children to school without
incurring any loan. Around 50 per cent of the
households have no cultivable land but
majority of them (84 per cent) are holding
Aadhar Card. Majority of the houses were
owned by these households and people
living in rented accommodation were seen
only in the urban areas. Only one-fifth of the
households were living in kutcha houses.
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Chart 1: Education Level of Respondents
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About one-third of the respondents were
having cultivable land and mostly those were
marginal land-holding with a land-size
below 1 hectare. In Rajasthan, it was
interesting to note that many families with
land holdings and relatively higher income
had BPL cards, whereas, many respondents
living in kutcha houses and very low incomes
did not feature in the BPL list. Almost three-

fourths of the respondents were self-
employed in their own land or supplemented
their agriculture income with dairy farming
and other casual/daily wage labour. About
60 per cent of the respondents were in the
income bracket of 50 thousand to 2 lakh per
annum (Chart 2). More than 50 per cent are
having two-wheelers and about 95 per cent of
the respondents are mobile phone owner.

More than 2 lakh
18%

Rs.1 lakh to 2 lakh
28%

m Below Rs.50,000 m Rs.50,000 to 1 lakh

Chart 2: Household Income of Respondents (Annual)

Below Rs.50,000
21%

o~

Rs.50,000 to 1 lakh
33%

m Rs.1 lakh to 2 lakh More than 2 lakh

(b) Profile of the Small Businesses

The number of small businesses covered in
four states altogether consists of 75 - Gujarat
(19), Rajasthan (22), Madhya Pradesh (25)
and Delhi NCR (9). The analysis is carried out
across rural and urban classifications and

also gives the overall picture of the sampled
small businesses. In the survey conducted for
small businesses, 70 per cent of the units
were wholly owned, 25 per cent were having
partnership and 5 per cent were companies.
About 70 per cent of the business units are
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more than 20 years old (Chart 3). Most of the
units were registered under one of the act or

any agency or with government. Most of
businesses were in services sector (Chart 4).

Chart 3: Year of Business Incorporation
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Chart 4: Type of Small Business
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The annual turnover of 33 per cent of the
units were below 10 lakh, these were
basically small service units. About 55 per
cent of the units were having annual
turnover of Rs.15 lakh and above (Chart 5).
More than three-fourths of the units were
directly selling their products into the
market, whereas, 16 per cent were selling
through agents and 7 per cent undertook

job-work. Majority of the units were selling
in local markets, 27 per cent were exporting
their products. Almost half of the units were
employing maximum 5 workers (Chart 6).
Some of the units also reported about under-
utilisation of their fixed capacity citing the
reasons as lack of marketing avenues
(mainly tiny units), and lack of adequate
working capital requirements.

Chart 5: Annual Turnover of the units

Up to 1 lakh
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23%

15 lakh
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54% 5-10 lakh
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Chart 6: Number of Labour Employed by Units

W15 Me610 M 1115 16-20 M 20 and above

CAB Calling 51
July-December 2016, Issue 2/2016




IV. Analysis of Survey Results
A.Findings of Survey: Households

(a) Primary reason for a Bank account

Of the respondents in four States surveyed,
88 per cent reported to have a bank account
and amongst them 76 per cent reported to
have an account with a nationalised bank
(Chart 7). Having said 'yes' to bank accounts
in formal sector, many differences in opinion
occur across villages, income groups, and
individual characteristics. For respondents, a
formal bank account makes it easier to
transfer wages, remittances, and
government payments. It can also encourage
saving and open access to credit. The
respondents are having notion that private
sector banks mainly cater to the needs of
richer class. However, in Gujarat, about 22
per cent of the respondents, though poor
households, have their accounts with private

banks (Chart 8). In fact, the respondents who
didn't have bank accounts mentioned that
shortage of disposable income as the major
reason. The other reasons reported were
banks being:(i) too far away from their area,
(ii) lack of necessary documentation, and (iii)
lack of trust in banks.

Chart 7: Bank Accounts in Different Banks
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Most of the respondents had opened their
account 5 to 10 years back. Majority of the
respondents (62 per cent) were transacting
with the banks for deposit purposes. In
Rajasthan and Madhya Pradesh, more than 60
per cent have bank accounts for deposit

purposes, where as for Gujarat, it is 50 per cent
but one-fourth for Delhi NCR (Chart 9).
Majority of the adults in Gujarat stated that
they use account for business purposes (90 per
cent) rather than personal. Most of the
personal uses are for receiving wages or
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selling of business goods. Receiving payment
from MGNREGA is common in Dahod district
while selling is important for Rajkot district. In
Rajkot district, 27 per cent have reported

is steady source of fund for the most private
sector commercial banks. Overall, about 10 per
cent of the respondents reported that besides
banks, they have deposit with non-banking

remittance related receipt from abroad which  financial companies and chit funds.
Chart 9: Basic Purpose of Bank Account
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Majority of the respondents (47 per cent)
reported that they visit their bank on a
monthly basis. More than 60 per cent of the
respondents reported that they withdraw
money by visiting the bank branch by
themselves. Only 25 per cent reported that
they use ATM for withdrawal. The
respondents were of the view that
withdrawing money from ATM is not good
from the point view of safety of their money.
The other reason for little use of ATM was
reported as non-operational ATM machines
in their areas. Some of the respondents also
stated about the stealing of ATM machines.
Only two-third of the respondents were
aware about presence of business
correspondent (BC) in their area. About 70
per cent of the respondents complained that
they don't have enough banking facilities in
their area.

Overall, more than 70 per cent of the
respondents are not aware of mobile banking
facility. Hardly, 16 per cent of the respondents
have reported having used mobile banking

technology in the past one year. In Gujarat,
many respondents have used Western Union
Money Transfer and Moneygram facilities
available in the main hub of the town. Itis a
tendency to save money through bank
account for future unforeseen expenses like
education, wedding or housing purposes.
Overall, only 20 per cent of the adult
respondents have reported that they have
saved for future emergencies in the past one
year. The higher income group people and
those with more education reported having
saved at a bank in the past 12 months. This
indicates that the customers have to be
educated on the safety and convenience
aspect of formal banking financial
transactions in order to have meaningful
financial inclusion.

(b) Frequency of Account Operation

The frequency with which an individual
transacts with a bank shows how
occasionally he/she needs a banking
service, though at the same time use of
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technology in the banking industry limits
the visits of individuals to banks. But, in
rural areas where such technological
advances are not prominent, frequency with
which they visit bank branches is an
indicator of use of banking services. Majority

of the respondents (47 per cent) reported
that they visit their bank on a monthly basis
(Chart 10). About 60 per cent of the
respondents reported that they withdraw
money by visiting the bank branch
themselves (Chart11).

Chart 10: Frequency of Banking Transaction
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Many of the respondents also cited the need
for updating passbook and/ or withdrawing
money over counter as the reasons for
visiting bank branch. However, visiting
bank branch involves cost in terms of time
and effort and respondents complained
about spending more time, especially,
during the beginning of the month when
monthly receipts and deposits are made.

About 2 per cent of account holders have
reported that they do not operate the account
once in a month, though they have operated
once in a six-month/yearly basis just to have a
sense that account did exist for future
transactions. About 60 per cent of the
respondents having bank account withdraw
their wages monthly and 30 per cent withdraw
fortnightly (deposited by an employer).

Ninety seven per cent of the respondents
reported that the nearest commercial bank
branch or cooperative society is less than 5

km away from their house. Sixty three per
cent of the respondents reported that the
behaviour of bank staff is friendly, fourteen
per cent reported indifferent and twenty
three per cent reported their behaviour to be
non-cooperative. Sixty per cent of the
respondents reported that they are not
aware of the various services offered by
banks. Sixty five per cent of the respondents
reported that they don't know how a
complaint against the services provided by
a bank can be registered. The respondents
reported that they use public transport as
well as their private vehicle for visiting a
bank.

© Access to Credit by Households

Borrowing needs of the households are
universal in order to buy or renovate a
house, invest in education of children, for
agricultural purposes, for meeting wedding
expenses, etc. About two-fifth (41 per cent)
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of the households reported that they borrow
money; the remaining majority (59 per cent)
reported that they do not borrow from either
formal or informal sources. In the
Households surveyed, it was found that
households take loans only when it is
required. Households preferred banks for
borrowing only under government
sponsored programs. According to them,
banks have the capacity to meet their loan
requirements as such institutions have huge
source of funds. For obtaining loan, it usually
takes one month from the date of application.
Households reported that they do not
borrow from banks other than government

sponsored program because of the higher
interest rates, collateral requirements and
stricter terms and conditions.

For immediate borrowing, short-term credit
needs of the respondents are widespread
and they mostly borrow from 'relatives and
friends' (65 per cent), money-lenders (13 per
cent) and only 22 per cent borrowed from
commercial banks and cooperatives (Chart
12). The tenure of the credit is mostly 1 year
(50 per cent) and interest payments to
moneylenders to the tune of 24 per cent but
torelatives, sometimes none.
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Chart 12: Sources of Households Immediate Borrowing
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The introduction of credit cards has had a big
effect on the demand for and use of short-
term formal credit. For example, in Gujarat,
households having 75 per cent account
holders have only 42 per cent of them with
formal credit cards tied to bank account (27
per cent are having KCC and 13 per cent are
having general credit card and 2 per cent are
having both). Due to extensive use of credit
cards, urban households may have less need
for short-term loans from financial
institutions. This may help explain the lower
share of loan in the past three years from a

formal financial institution. This may
indicate lower credit-worthiness or less
demand for loans among less educated
adults.

We also take an assessment of financial
services from banker's perspectives. They
reported that commercial banks ask for the
collateral, such as, registry of land, gold,
national saving certificates, fixed deposits,
stock of inputs etc. Majority of the bank
respondents (65 per cent) considered
guarantors as essential and that ensures
lower risk of default. The rate of default has
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now reduced with the legal notice sent to the
borrower. Majority of the respondents
reported that the competition in their locality
has increased over the time due to
competition among credit providers. The
issues highlighted by them includes lack of
security staff for branch and ATMs,
infrastructure bottlenecks such as outdated
computers, poor condition of building,
unacceptability of power of attorney as a
proof of asset which doesn't allow banks to
lend money to the high net worth borrowers
etc.

(d) Credit Penetration: Profile of formal and
informal sources

One of the key drivers of economic growth in
developing countries is the access to credit.
The survey highlights the poor availability
of credit among poor households from both
formal and informal sources. With the
consolidated results, more than 50 per cent
of the poor are still dependent on informal
sources. About two-fifth (41 per cent) of the
households reported that they borrowed
money in the last three years; the remaining
majority (59 per cent) reported that they did
not borrow from either formal or informal
sources. These households take loans only
when it is required. Majority of the
households (47 per cent) use the borrowed
funds for farming related requirements.
Other pressing needs of them for which they
borrow include personal needs (22 per cent)
and the purchase of daily needs such as food
and non-food essentials like marriage (31 per
cent). Marriage expenditure and
consumption loans are basically funded by
informal sources.

Asa practice, households pay an interest rate
of 24 per cent on informal sources of credit
(Chart 13). In the formal sector, interest
ranges from 4 to 18 per cent. Most of the
loans (43 per cent) were between 1 to 5 year

tenure, while 34 per cent of loans were of less
than one year tenure. Only 28 per cent
borrowed against collateral of land (15 per
cent), gold (4 per cent) and vehicle (2 per
cent). Most of the collateral was given to
formal sources of funds.

The profile of money lenders has changed
over time. Legendary image of the village
sahukar has been replaced by an informal
network of people with sufficient disposable
income. These persons can be local property
dealers with a lot of cash transactions, big
farmers, service employer and even small
farmers with seasonal excess income. These
people find it more lucrative to lend to
people known to them rather than parking
their funds in bank deposits and other
schemes. People prefer to borrow small
amounts from these informal sources
because of ease of transactions. This is
especially true for rural areas of Rajasthan.

Chart 13: Annual Interest Rate
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In case of informal finance in rural areas, for
small amounts up to %3 lakhs, there is no need
for collateral. Money is handed over without
any delay and at the same time there is hardly
any paper work. One of the most attractive
features of informal finance is the flexibility of
repayment. Surprisingly, with such lenient
terms there are hardly any defaults mainly
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because of close knit social fabric of
interdependency in villages. In case of funds
of larger amount (more than 33 lakh) people
approach bigger moneylenders who ask for
collateral in the form of either land or
gold/silver jewellery. Unlike documentation
required in bank loans there is no need for
either identification certificate or clear tittles
of land, even unregistered land records are
also accepted as collateral by these
moneylenders. Hardly any respondents have
complained about the moneylender.

At the individual level, following
characteristics have impact on financial
inclusion, such as, gender, education level,
age, and rural or urban household. Between
two districts of Gujarat that have been
examined, there are significant disparities in
account penetration along gender lines. In
Rajkot, 80 per cent of male heads reported
having an account at a formal financial
institution, while only 30 percent of female
head manage with formal account. Most of
the female members manage with joint
accounts together with a family member as
their movement is limited to the bank. The
gender gap is particularly prominent in
developed district like Rajkot. In less
developed district like Dahod, hardly any
female members have formal bank account.
Education level also helps explain the large
variation in the use of formal accounts. In
Guijarat, though higher education percentage
is comparatively lower (60 per cent of

respondents having education level between
9th and 12th standard and hardly 10 per cent
take any study loan for higher education),
bank account penetration is lower as is
evident from Dahod district. This fact
underscores the importance of education,
particularly financial literacy, in expanding
financial inclusion as an issue that is receiving
growing attention in banking circles. In both
the districts, adults living in cities are
significantly more likely than those living in
rural areas to have a formal bank account.

B. Findings of Survey: Small Businesses

The small businesses are more likely to
withdraw money through ATMs (60 per
cent) but deposit on person to get their
passbook updated. Holding a physical
passbook is the key for about 60 per cent of
account holders - the reason for visiting
bank branches. Of the respondent business
units, 60 per cent does not believe in
business through banking correspondents
(BCs) who considered them un-trustworthy.

Overall, about 90 per cent of small
businesses have bank accounts.
Nationalised banks were the main source of
lending (73 per cent), followed by private
commercial banks (12 per cent),
cooperatives (11 per cent) and others (4 per
cent) (Chart 14). Maximum number of units
operate their accounts either weekly (56 per
cent) or daily (20 per cent) (Chart 15).

Chart 14: Bank Accounts of Business Units
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Half of the respondents reported that they
have borrowed money in last three years.
About 50 per cent of the units paid the
interest on borrowed money in the range of
5-10 per cent, while one-fourth of the units
paid interest in the range of 10-15 per cent.
On mortgage for loan, more than 30 per cent
has fixed deposit as collateral and 18 per cent
of the units mortgaged land for taking loan.
Almost all the units were able to meet their
repayment schedule and were aware of
consequences of not repaying their loans.
About 90 per cent of the units were serviced
by bank branches within 5 km and 83 per
cent of the respondents reported that they
were satisfied with the level of banking
facilities available in their areas. On banking
awareness, 59 per cent of the respondents
reported that they did not know about where
a complaint regarding banking services can
be registered.

The process of obtaining loan is found to be
cumbersome by 67 per cent of the
respondents. This was especially so for
nationalised banks. Both micro units and
larger of the small factories say banks do not
value their time and make them visit the
branch several times for unnecessary work.
There was a divergence in opinions of
respondents across states regarding private
versus public sector banks. For instance,
many bigger units in Rajasthan reported that
they have started shifting their loan
portfolios to private banks. Even though
these banks charge a slightly higher interest
rate many find their process simpler, having
more liberal limits and take less time. The
respondents in Delhi reported that banks are
insensitive to the difficulties of MSMEs:
private banks prefer big houses when it
comes to lending and nationalized banks
have alazy work culture.

Complicated and lengthy procedures,
requirement of collateral, denial of loan under

Credit Guarantee Fund Trust for Micro and
Small Enterprises have also been highlighted
as the reasons for cumbersome process of
obtaining bank loans. The borrowers with
longer association and good credit history
feel that they are entitled for enhanced
personalised services from their banks.

No small traders/businesses carry out any
mobile banking technology for banking
transaction. Gold is considered to have an
alternative method of saving and also act as
collateral for obtaining any loan even from
informal sources. Only 8 per cent of the
respondents have reported having
purchased land as saving for future use.

V. Conclusions and Policy Implications

From the above discussion on survey results,
it can be deduced that banking penetration
has increased appreciably in recent years.
However, the frequency of bank accounts
usage is still quite low. With more and more
of government subsidies and payments being
made through banks (even with the
implementation of Aadhar), the demand on
banking services is quite lower than
expected.

According to respondents from four states,
88 per cent (family heads) are reported
having a bank account, either individual or
joint. Amongst them, 76 per cent reported to
have accounts with a nationalised bank.
Respondents having no accounts (12 per
cent) have mentioned that shortage of
disposable income is the prime reason.
Other less important reasons are distance,
documentation and distrust towards
banking facilities.

Majority of the respondents (62 per cent)
were transacting with banks for deposit
purposes. Of the households having bank
accounts, majority of the respondents (47
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per cent) reported that they visit their bank
on monthly basis. A miniscule of
respondents (2 per cent) operate their
accounts once in every six months. For
withdrawal, more than 60 per cent
respondents visit the bank branches
themselves. Only 25 per cent have ATM
withdrawal. Many visits to branches are for
updating passbooks.

Two-thirds of the respondents are aware
about presence of business correspondence.
Most of them (70 per cent) complaint about
their approach to service. Only 16 per cent of
the household respondents have used
mobile banking technology in last one year.
Only 20 per cent of the respondents have
saved for their future emergencies during
last one year.

About 40 per cent of the households have
borrowed money either from formal or
informal sources. They prefer banks for
borrowing only under government sponsored
program. For immediate borrowing, relatives
and friends (65 per cent) are the major source.
Commercial banks/ cooperatives (22 per cent)
and moneylenders (13 per cent) are second and
third choice. More than 50 per cent of the
households are dependent on informal sources
of finance. Agricultural related requirements
(47 per cent) are major reason for borrowed
funds followed by food and non-food
essentials (31 per cent) and personal needs (22
per cent). The profile of money-lender has
changed to informal network of people with
sufficient disposable income resembling
trader-money lender in rural areas.

Broadly, gender, education level, age profile
and rural-urban characteristics determine the
banking penetration in surveyed states.
Majority of the bank respondents (65 per cent)
considered guarantor as essential conditions
for loan and that ensures lower risk of default.

Infrastructure bottlenecks are also reported by
the banks at branch level.

About 60 per cent of the small businesses
withdraw money through ATMs but deposit
on person at branch. They don't trust BCs for
doing business. For small businesses,
nationalised banks are main source of lending
(73 per cent). Maximum number of units
operate on weekly basis (56 per cent).

The households would like to save with
formal financial institutions provided they
have simplified banking procedures. The
lower transaction charges for small value
transactions may help. The customers require
education on the safety and convenience
aspect of mobile financial transactions in order
to have meaningful financial inclusion. The
loan waiver scheme of government should be
discouraged for prompting people to pay back
their dues on time. The grievance redressal
mechanism needs to be in place with Lead
Banks at district level along with Banking
Ombudsman Scheme of RBI in central place.
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Opportunity for Bank Finance through
Farmers Producer Organization — A Case study
of Chagantipadu Farmers Producer Company

N. Madhumurthy*

The Earmers Producers' Organizations (FPOs) are actively encouraged and supported by the Government of
India (GOI) and State Governments in order to organize farmers and small producers as a professional body and to
infuse a business sense and market orientation in their production activities. Small Farmers' Agribusiness
Consortium (SFAC) is the designated agency of Department of Agriculture, Cooperation & Farmers Welfare
(DAC&EW) to act as a single-window for technical support, training needs, research and knowledge management
and to create linkages to investments, technology and markets for the FPOs. SFAC has introduced Credit
Guarantee Fund Scheme (CGFS) for financing Farmers Producer Companies (FPCs). GOI created a Producers'
Organization Development and Upliftment Corpus Fund (PRODUCE Fund) of X200 crore in NABARD, to be
utilized for the formation of 2,000 farmer producers' organizations (FPOs) throughout India. NABARD has
promoted 2,173 FPOs under PRODUCE Fund during the financial years 2014-15 and 2015-16. These initiatives
addressed the initial requirements of the emerging FPOs, which would subsequently be able to upscale their
business activities with the support of credit from financing institutions. This article looks at how different are the
Farmers Producer Organizations in terms of business orientation and the opportunities for bank finance to the
FPOs. The case study of Chagantipadu Farmers Producer Company (FPC) in Krishna district of Andhra Pradesh
presented in this article shows that the new breed of Collectives of Farmers in the form of Producer Companies are
emerging as one of the most effective ways to address the challenges in agriculture especially improved access to
technology, inputs and markets to small and marginal farmers. .

L. Introduction farmer to farmer exchange of information,
joint effort and community problem solving
have reduced to a great extent. In today's
competitive world, an individual farmer has
to fend for himself for everything right from
finance, procuring inputs, farming and
marketing for converting his produce into
cash. Each of these activities is a competitive
area and one cannot expect a small farmer to
get the upper hand in bargaining for better
resources, technology, market linkages. The
existing cooperative societies mostly were

The conventional agriculture with its
sustainable farming methods like in-situ
production of inputs has been replaced over a
period of time with capital, resource and
knowledge-intensive agriculture. Ironically, it
has not attracted young talent/entrepreneurs
over the years. On the other hand, many
young members of farming families are
quitting farming in favour of petty jobs in
cities. In the resultant socio-economic milieu,

*Deputy General Manager and Member of Faculty, College of Agricultural Banking, Reserve Bank of
India, University Road, Pune - 411016.
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unable to provide the necessary bargaining
strength for small farmers.

In order to professionalize the farming
communities/cooperatives and introduce a
new breed of corporate farmers the Ministry
of Company Affairs, Government of India
has introduced a Bill for amendment (based
on the Report submitted by High Powered
Committee under the Chairmanship of
Dr. Y. K. Alagh) in the Companies Act, 1956
by inserting Part IX A, paving the way for
enactment of the Producer Companies Act,
2002. The objective of this legislation was to
enable incorporation of cooperatives as
companies and conversion of existing
cooperatives into companies, while ensuring
that the unique elements of the cooperative
business remain intact in the new
dispensation. The Act has allowed primary
producers to organize themselves to gain
maximum profit from the market-oriented
economy. This article looks at how different
are the Farmers Producer Organizations vis-
a-vis the existing cooperative societies and
the opportunities for bank finance to the
Farmer Producer Organization (FPO). The
article analyses the issue with reference to a
case study in Krishna district of Andhra
Pradesh.

II. Farmers' collectives, the new
pathway to progress

Collectivization of producers, especially small
and marginal farmers, into producer
organizations has emerged as one of the most
effective ways to address challenges in
agriculture especially improved access to
technology, inputs and markets. A Producer
Organization (PO) is a legal entity formed by
primary producers, viz., farmers, milk
producers, fishermen, weavers, rural artisans,
craftsmen, etc. It can be a company, a
cooperative society or any other legal body

which provides for sharing of profits/benefits
among the members. While the individual
farmer members in the PO are involved in the
farming activities, the management of the PO
takes care of the farm business activities. The
transparency, public accountability and
absence of vested interests in the dealings of a
PO makes it an ideal business entity working
for the welfare of its members and an effective
medium for delivery of programmes, funds
by the Government, Banks and Financial
Institutions.

Features of a Producer Company (PC)

Only persons engaged in an activity
connected with, or related to, primary
produce can participate in the ownership of
a 'Producer Company'. The members have
to be necessarily 'primary producers'. The
following are some definitions with regard
toa producer company.

(i) Primary Produce

Primary produce has been defined as the
produce of farmers arising from agriculture
including animal husbandry, horticulture,
floriculture, pisciculture, viticulture,
forestry, forest products, bee-raising and
plantation products; produce of persons
engaged in handloom, handicraft and other
cottage industries; by-products of such
products; and products arising out of
ancillary industries.

(ii) Producer

Any person engaged in any activity connected
with or relatable to any primary produce.

(iii) Producer Institution

Producer Company or Institution having
only producer(s) or Producer Company(ies)
as its members (may or may not be
incorporated) having specified objects and
agreeing to make use of the services of the
Producer Company (ies).
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(iv) Producer Company

Formation of any ten or more individuals,
each of them being a producer i.e., any
person engaged in any activity connected
with primary produce or any two or more
producer institutions i.e., producer
companies or any other institution having
only producers or producer companies as its
members or a combination of ten or more
individuals and producer institutions, can
get incorporated as a producer company
registered under the Companies Act, 1956;
and having specified objects and activities.
Ownership and membership of such
companies is held only by 'Primary
Producers' or 'Producer Institution', and
member equity shall not be publicly traded.
However it may be transferred, only with the
approval of the board of directors of the
Producer Company.

(v) Objects

The objects of producer companies shall
include one or more of the eleven items
specified in the Act, the more important of
these being: (i) Production, harvesting,
procurement, grading, pooling, handling,
marketing, selling, export of primary
produce of members or import of goods or
services for their benefit; (ii) Processing
including preserving, drying, distilling,
brewing, canning and packaging of produce
of its members; and (iii) Manufacture, sale or
supply of machinery, equipment or
consumables mainly to its members. The
other objects include rendering technical or
consultancy services, insurance, generation,
transmission and distribution of power and
revitalization of land and water resources;
promoting techniques of mutuality and
mutual assistance; welfare measures and
providing education on mutual assistance
principles.

(vi)Members' Benefits

Members will get the benefit of services
offered by the producer company, for
instance direct marketing of their produce to
wholesale centers or business
establishments. At the time of making
payments to individual members in respect
of the produce/ products marketed by them
collectively, a small amount is withheld and
pooled into an operating surplus. A portion
of this withheld amount/surplus generated
from the business may be disbursed later to
the members, as per the board resolution,
either in cash or in kind or by allotment of
equity shares (akin to dividend) based on the
their participation in the business activities
and not based on their shareholding. This is
called patronage bonus.

(vii) Patronage and its bonus

Use of the services offered by the producer
company and the extent of participation of
members in the activities of the producer
company is called Patronage. The
distribution of surplus income or bonus
declared after the annual accounts are
approved on the basis of individual
member's participation in the activities (i.e.,
patronage) is called patronage bonus.

II1. Government of India's Initiatives in
promotion of Producer Companies

The formation and development of FPOs is
actively encouraged and supported by the
Central and State Governments and their
agencies, using financial resources from
various centrally sponsored and State-
funded schemes in the agriculture sector.
Department of Agriculture, Cooperation &
Farmers Welfare (DAC&FW), Ministry of
Agriculture & Farmers Welfare,
Government of India launched a pilot
programme for promoting member-based
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Farmer Producer Organisations (FPOs)
during 2012, in partnership with state
governments, which was implemented
through the Small Farmers' Agribusiness
Consortium (SFAC). The pilot involved the
mobilization of approximately 2.5 lakh
farmers into 250 FPOs (each with an average
membership of 1000 farmers) across the
country, under two sub-schemes of the
Rashtriya Krishi Vikas Yojana (RKVY),
namely National Vegetable Initiative for
Urban Clusters and Programme for Pulses
Development for 60,000 Rainfed Villages.
The purpose of the project is to collectivize
farmers, especially small producers, at
various levels across several states, so as to
foster technology penetration, improve
productivity, enable improved access to
inputs and services and increase farmer
income, thereby strengthening their
sustainable agriculture based livelihoods.
Detailed guidelines for the promotion of
FPOs, including methodology of selecting
Resource Institutions, budgets and
registration processes has been given by
GOI. These are meant to guide the Central
and State Government agencies engaged in
FPO promotion and provide a detailed
roadmap to achieve the vision of building
FPOs, especially if funds under Central
schemes are being used to promote FPOs.
However, State Governments are free to
develop their own independent guidelines to
support FPOs if they are using state
budgetary funds for the same. DAC&FW,
Ministry of Agriculture& FW, Govt. of India
is acting as the nodal agency for the
development and growth of FPOs.

Role of State Governments in supporting
FPOs

Government of India, besides encouraging
State Governments to take up formation of
FPOs on a large scale through centrally

sponsored and State-financed programmes
and schemes, suggests the following steps to
be taken by State Governments to support
and strengthen FPOs:

a) Declaring FPOs at par with cooperatives
registered under the relevant state
legislation and self-help groups/
federations for all benefits and facilities
that are extended to member-owned
institutions from time to time.

b) Making provisions for easy issue of
licenses to FPOs to trade in inputs (seed,
fertilizer, farm machinery, pesticides etc.)
for use of their members as well as
routing the supply of agricultural inputs
through FPOs at par with cooperatives.

c) Using FPOs as producers of certified
seed, saplings and other planting
material and extending production and
marketing subsidies on par with
cooperatives.

d) Suitable amendments in the APMC Actto
allow direct sale of farm produce by FPOs
at the farmgate, through FPO owned
procurement and marketing centres and
for facilitating contract farming
arrangements between FPOs and bulk
buyers.

e) Appointing FPOs as procurement agents
for MSP operations for various crops.

f) Using FPOs as implementing agencies for
various agricultural development
programmes, especially RKVY, NFSM,
ATMA etc. and extending the benefits of
Central and State funded programmes in
agriculture to members of FPOs on a
preferential basis.

g) Linking FPOs to financial institutions for
working capital as well as term loans for
storage and processing infrastructure
and other investments.

4
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h) Promulgating state level policies to
support and strengthen FPOs to make
them vibrant, sustainable and self-
governing bodies

Small Farmers' Agribusiness Consortium
(SFAQ)

Small Farmers' Agribusiness Consortium
(SFAC) is the designated agency of
DAC&FW to act as a single-window for
technical support, training needs, research
and knowledge management and to create
linkages to investments, technology and
markets. SFAC will provide all- round
support to State Governments, FPOs and
other entities engaged in promotion and
development of FPOs. In particular, SFAC
will create sustainable linkages between
FPOs and inputs suppliers, technology
providers, extension and research agencies
and marketing and processing players, both
in the public and private sectors.

Credit Guarantee Fund Scheme:

SFAC has introduced Credit Guarantee
Fund Scheme (CGFS) for financing Farmers
Producer Companies (FPCs). The main
objective of introducing this scheme is to
minimize the credit risk and to extend
collateral free credit to FPCs. The scheme is
applicable for any credit facility up to the
extent of ¥100 lakhs and maximum
guarantee cover is available up to 85% of the
eligible sanctioned credit facility or ¥85
Lakh, whichever is lower, without any
collateral or third party guarantee. Credit
Guarantee shall be available for the
registered FPC having minimum 500
individual shareholders. Banks can enter
into MoU with Small Farmers Agri Business
Consortium (SFAC) for participating in
Credit Guarantee Fund Scheme (CGFS) for
Farmer Producer Companies (FPCs).
Guarantee cover will be extended for all

fund based and non-fund based credit
facilities extended to FPCs by banks. One
time Guarantee Fee @ 0.85% of the
sanctioned credit facility, subject to a
maximum of 385,000 and an annual service
fee @ 0.25% on the outstanding balances in
the borrower accounts will be levied. Risk
cover is 75% of the amount in default in
respect of the credit facility extended by the
bank subject to a maximum of 75% of the
guaranteed cap amount. The balance 25 % of
the default or guaranteed cap amount shall
be paid on conclusion of recovery
proceedings by bank.

Role of NABARD in promotion of FPOs

Government of India created a Producers'
Organisation Development and Upliftment
Corpus Fund (PRODUCE Fund) of 3200
crore in NABARD, to be utilised for the
formation of 2,000 farmer producers'
organisations (FPOs). To supplement the
efforts in this direction, NABARD also has
set up a Producer Organisation
Development Fund (PODF) to financially
support the FPOs. During the financial year
2014-15 and 2015-16, NABARD has
promoted a total to 2,173 FPOs under
PRODUCE Fund. These initiatives by
NABARD addressed the initial
requirements of the emerging FPOs, which
would subsequently be able to avail of new
business opportunities with the support of
credit from financing institutions.

Business Opportunities for Farmers

Producer Company (FPC)

The following are some of the business
opportunities for a Farmers Producer
Company (FPC)

« Input Dealership for sale of seeds,
pesticides, fertilizers, drip equipment.

* Seed production for seed companies
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+ Contract farming for processor
+ Custom hiring of farm implements.
» Post-Harvestactivities

+ As an aggregator by undertaking direct
market license

+ Tie-up with warehouses for pledge loan
financing

* Direct marketing to the urban consumers

+ Export of quality produce of member
farmers

+ E-trading - both spotand futures trading

* Secondary processing and value addition
for members produce

* Procurement for government agencies.

Opportunities for bank finance

The following are some of the illustrative list
of infrastructure activities for a Farmers
Producer Company (FPC) which a banker
can finance

¢ Storageinfrastructure

e Grain cleaning, drying, grading, and
packing machinery with shed

e Need based agricultural equipment.
e Computer with internet connectivity.
¢ Auctionhall for trading activity.

e Dryingyard

e Shopsforinputsuppliers.

e Small common pack house for fruits and
vegetables.

e DPlasticcrates.

o Grading and packing tables for fruits and
vegetables

The case study: Shri Vigneswara Farmers
Producer Company (FPC)

Shri Vigneswara Farmers Producer
Company is a successful initiative of the
farmers cultivating banana in Thotlavalluru

mandal of Krishna District in A.P for
collective marketing of banana. NABARD
initially promoted farmers clubs in
Thotlavalluru mandal with the support of
an NGO-NESTHAM. Shri Chandramohan
Reddy, a progressive farmer in Chagantipadu
village and Shri V.Subba Reddy, President
of Chagantipadu PACS mobilized the
members of these farmers clubs mostly
growing banana crop with the support of the
NGO and organized them into a federation
registered as Sri Vigneswara Farmers
Mutually Aided Marketing Cooperative
Society on January 25, 2013 under Mutually
Aided Cooperative Society Act (MACS
1995). Subsequently the NGO - NESTHAM,
with the financial support from NABARD,
converted the society into a Farmers
Producer Company (FPC) and registered
under the Companies Act.

Sri Vigneswara Farmers Producer Compnay
Ltd., promoted by the banana growers in
Krishna District was registered under the
Companies Act 2013 on 30.06.2015. It's
headquarters is located at Chagantipadu,
Thotalavalluru Mandal, Krishna District,
Andhra Pradesh. The command area of the
producer company consists of ten villages in
Thotlavalluru mandal. The main objective of
the producer company is collective
marketing of banana produce and
increasing the productivity of banana crop.
The FPC consists of 500 banana farmers as
members in the Chagantipadu and
surrounding villages in Thotlavalluru
mandal. Shri.K.Chandra Mohan Reddy is
the chairman of the company.

Problem description:

Banana crop is cultivated in about 1000 acres
in 10 villages of Thotlavalluru mandal.
Farmers grow Karpura (70%), Chakkarakeli
(10%) and some local varieties (20%). Before
the producer company came into existence,
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the farmers used to sell the fruits to the
commission agents who visited their fields
and lifted the produce. The commission
agents offered them 350 to Y90 per fruit
bunch while market rate would be ranging
from 70 to T300 depending upon the season.
Farmers were not aware of the prevailing
market rate. Even if they knew the market
rate, they were individually not able to
transport and sell the produce to the whole
sale markets because of the difficulty and
risks involved in logistics. They were thus at
the mercy of traders. The average yield per
acre is around 10t to 15t depending upon the
management practices and variety. A fruit
bunch will weigh about 40 to 50 kg. By taking
an average yield of 10t per acre, the farmer
gets anetincome of 240,000 to 350,000 Where
as if the farmer was able to access the
external market he could sell at ¥150. Thus
farmers were losing about I5 crore on an
average in a year on account of their inability
to access the market.

Initiatives adopted to overcome the
problem

Initially the farmers came together under Sri
Vigneswara Farmers Mutually Aided
Marketing Cooperative Society registered
under MACS Act in 2013 to carry out direct
marketing activities w.e.f 14.10.2013. The
society members pooled resources and
constructed a temporary market yard at a
vacant private land of one of the members
and held banana auctions in the market yard
twice every week on Monday and Thursday.
The society members would find out the
ruling market rates at Vijayawada,
Gudiwada and Pamarru banana market
yards and accordingly fix up the floor price
for auctions. The produce would be
transported by the farmers company in the
autos or tempos. The Chagantipadu PACS
had come forward by providing the

necessary working capital support to their
members.

Project outcome

After establishing the market yard the
farmers were able to realize an average price
of 150 per fruit bunch after deducting all the
market expenses and thus were able to
double their net income. The NGO-
NESTHAM supported the society to convert
into a Producer Company. The NGO
facilitated the producer company to
establish sound marketing network with the
local traders and facilitated in auctioning
banana produce twice in a week (Monday
and Thursday). On an average around
50,000 banana bunches are auctioned in the
market yard with a turnover of around 310
lakh per month. The market commission
earned by the FPC is around 30,000 to
350,000 per month. NABARD and
Government of Andhra Pradesh came
forward and extended financial support to
the farmers for the construction of godown
cum market yard for banana. The total sales
of the FPC during 2015-16 was to the tune of
¥85,37,834 and the commission earned
during the year was 35,27,699. The Earnings
per Share for the members was ¥2.67 during
the year 2015-16.

Increase in productivity due to use of
improved technology

The NGO in collaboration with Krishi
Vignan Kendra (KVK), Ghantasala, Krishna
district promoted new advanced technology
in banana cultivation with banana bunch
covers, mulching, propping of banana with
bamboo poles etc. for getting high yield. A
series of workshops were held for the
farmers for demonstrating the technology of
using banana bunch covers. The agency
arranged an exposure visit of the banana
farmers to the Banana Market yard at
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Ravulapalem, Banana Research Station at
Kovvuru and Tiruchirapalli, Tamil Nadu.
The result was that the farmers could get
more yield as well as good quality banana
which increased their value realization per
unit area.

Bank Finance:

State Bank of India had extended working
capital support to the FPC for carrying out its
market operations and the market
infrastructure was funded by NABARD and
Horticulture Department of Andhra
Pradesh Government. The Chagantipadu
PACS extended the crop loans and term
loans to the FPC members.

Compliments:

Shri Chandramohan Reddy, Chairman of
the Shri Vigneswara Farmers Producer
Company was of the opinion that both the
banana farmers and traders are very happy
as farmers are getting attractive market price
for their produce and traders are getting
good quality produce without taking the
pain of approaching individual farmer.

Key factors for success of the project:

Shri Chandramohan Reddy, a progressive
farmer in Chagantipadu village has provided

good leadership to the farmers in the area.
The NGO, NESTHAM had successfully
made use of funding support from both
NABARD, Government of Andhra Pradesh
and banks for training and capacity
building, setting up of market infrastructure
and working capital support to FPC and its
members. The agencies as well as the FPC
members have worked together to realize
the potential of banana crop for income
generation for the farmers.
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Capital Investment Subsidy
Scheme for Vegetables and Fruits
Market — An Assessment

I. Introduction

There has been a vigorous increase in the
indiscriminate use of synthetic fertilizers
and pesticides, which has resulted in
deteriorated soil health and productivity.
Organic farming is the only solution to
overcome this problem. The organic farming
is gaining momentum world over in recent
years. The intensive agriculture practises in
the present scenario has lead to soil fatigue,
which ultimately has lead to deterioration of
soil health.

The present day intensive agriculture
practices have resulted into soil fatigue, and
gradual deterioration of soil health. To
restore the chemical properties of soil it is
vital for us to minimize the usage of chemical
inputs and upgrade the use of biological and
organic inputs. Nutrient mobilization and
plant protection through natural and
biological route should be the first option
followed by chemical option to fill the gap.

Organic farming is a holistic production
management system which is based on basic
principle of minimizing the use of external
inputs and avoiding the use of synthetic
fertilizers and pesticides. Organic farming
emphasizes on growing awareness for safe
and healthy food.

Ajay Singh Rajput, Sarita K. Yadav*

IL. Objectives

e To make available the organic inputs
such as bio-fertilisers, bio-pesticides and
fruit & vegetable market waste compost,
so as to promote organic farming and
thereby better return for the produce.

e To maintain the soil health and
environmental safety to increase
agricultural productivity.

¢ Tominimize the dependence on chemical
fertilizers and pesticides by increasing
the availability and improving the
quality of bio-fertilizers, bio-pesticides
and composts in the country.

e To produce plant waste resources into
organic waste.

e To promote conversion and utilization of
organic waste, so as to prevent pollution
and organic waste.

IIIL. Eligible Organizations

Bio-fertilisers and
Bio-pesticides
Production Unit

Fruit & Vegetable
Waste Compost Unit

Individuals, group of

Corporations, NGOs

APMCs (Agricultural

farmers/ growers, Produce Market
proprietary, and Committees),
partnership firms, Co- Municipalities, NGOs
operatives, Fertilizer and Private

industry, Companies, | entrepreneurs

* Authors are with the Regional Centre of Organic Farming, Nagpur - 440 023.
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Both new and existing units (for expansion
and renovation) involved in the production
are also eligible under the scheme.

IV. Project cost

Depending upon the capacity, technology,
invoice prices of the machines etc., the cost of
the project depends, which is also subject to
norms of appraisal of financing banks and
NABARD. Another important point is that
the project should be technically feasible and
financially viable. Jointly National Centre of
Organic Farming and NABARD shall be
responsible for the circulation of Model
project profile for Vegetable and Fruit
Market Waste Compost and Bio-fertiliser-
Bio-pesticide units.

Name of Unit Capacity T lakh
Fruits and 100 190
Vegetable Market Tonne/day
Waste Compost
Biofertilizer- 200 160
Biopesticide Tonne/annum

Project cost shall include civil works, plant &
machinery, scientific instruments and
equipments etc. The computed cost of land
should not be more than 10% of the project
cost. The cost of the land and civil structures
(buildings) should not exceed 50% of the
total financial outlay. The cost of land
computed in the project cost can be reckoned
towards the margin money required to be
met by the enterprise, depending upon the
following conditions:

1. If the land is to be purchased by the
enterprise, then only the cost of land can
be added to the project cost.

2. The purchase value of the land should be

considered in the project cost not the
market value.

3. The value of that portion of the land
which is need based for the project only
will be considered.

V. Quantum of Subsidy

The scheme provides credit linked and back-
ended capital investment subsidy as

described below.

Biofertilisers &
Biopesticides
production Unit

Fruit & Vegetable
Waste Compost Unit

25% of total financial
outlay subject to the
maximum of Y40 lakh
per unit, whichever is
less.

33% of total financial
outlay subject to the
maximum of 360 lakh
per unit, whichever is
less.

The limit of subsidy for expansion/
renovation will be restricted to 25% in case of
bio-fertilizer/bio-pesticide units, whereas
the actual expenditure to be incurred by the
promoter towards expansion/renovation
will be 33%, subject to the maximum ceiling
prescribed for each activity, whichever is
less.

Release of subsidy

e The units which are financed by
Commercial Banks, Regional Rural
Banks (RRBs), State Cooperative Banks
(SCBs), State Cooperative Agricultural
and Rural Development Banks
(SCARDBs), Scheduled Primary Urban
Cooperative Banks (PUCBs) and such
other institutions will be provided
subsidy by NABARD

e In the cooperative sector, NCDC may
release subsidy to projects financed by it.
Depending upon the lesser amount
between original total financial outlay

72

CAB Calling
July-December 20186, issue 2/2016




sanctioned by the bank and the actual
expenditure incurred by the promoter,
will be referred to decide the amount of
subsidy, subject to verification by the
Joint Monitoring Committee (JMC).

Procedure for Sanction and Release of
Subsidy

Subsidy will be released in two instalments.
Advance subsidy

Depending on the requirement, the eligible
amount shall be released to NABARD/
NCDC by DAC in advance as per the
requirement.

Subsequently, the participatory bank would
be provided with 50% advance subsidy
through NABARD to be kept in subsidy
reserve fund account of the concerned
borrower. This will be adjusted finally
against loan amount of the bank towards the
end of the repayment period.

This 50% advance subsidy would be
released by NABARD to the participating
bank on submission of project profile cum
claim form after sanction of bank loan and
disbursement of first instalment of loan.
NCDC may release 50% advance subsidy to
Cooperative society on submission of project
profile cum claim form directly or through
any scheduled Cooperative bank.

Final instaliment of subsidy

After conducting an inspection by the Joint
Inspection Committee consisting of officials
from the financing bank, NABARD/NCDC
and NCOF/DAC, the remaining 50% would
be disbursed to the participating banks by
NABARD or to Cooperative society by
NCDC.

The remaining 50% would be disbursed to
the participating banks by NABARD or to

Cooperative society by NCDC after conduct
of an inspection by the Joint Inspection
Committee consisting of officials from the
financing bank, NABARD/NCDC and
NCOF/DAC and their recommendations to
the effect.

Adjustment of subsidy to Borrower's
Account

The amount of subsidy received to the bank
for individual project will be kept in a
separate borrower-wise account. The
adjustment of subsidy will be back-ended.
Accordingly, the full project cost including
the subsidy amount, but excluding the
margin money contribution from the
beneficiary, would be disbursed as loan by
the banks. There payment schedule will be
drawn on the loan amount in such a way that
the total subsidy amount is adjusted after the
full bank loan component with interest is
liquidated.

Utilization Certificate

Once the final instalment of subsidy is
released, a Utilization Certificate is required
to be submitted by the financing bank
certifying that the full amount of subsidy
received in respect of the project has been
fully utilized (by way of crediting to the
“Subsidy Reserve Fund Account-Borrower-
wise”). This should be adjusted in the books
of account under the sanctioned terms and
conditions of the project within the overall
guidelines of the scheme.

No interest chargeable on subsidy portion

In order to calculate the interest, the subsidy
should not be considered by the bank. Only
the loan component shall be considered for
charging the interest. The balance lying to
the credit of the subsidy reserve fund A/c
will not form part of demand and time
liabilities for the purpose of SLR/ CRR.
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Pattern of Assistance

Sl. | Biofertilizer-Biopesticide production unit Fruits and Vegetable Market Waste
No. compost unit
i) Owner's contribution 25-33% Owner's contribution 25-33%

ii)
ceiling 25%

Subsidy from Gol subject to the maximum

ceiling of 33%

Subsidy from Gol subject to the maximum

iii) | Bank Loan42-50%

Bank Loan 34-42%

V1. Institutional lending

Eligible Financing Institutions - The following
financing institutions are eligible to be part
of the scheme: a) (i) Commercial Banks, (ii)
Regional Rural Banks (RRBs), (iii) State
Cooperative Banks (SCBs), (iv) State Co-
operative Agricultural and Rural
Development Bank (SCARDBs), (v)
Scheduled Primary Urban Cooperative
Banks (PUCBs), (vi) Agricultural
Development Finance Companies (ADFCs),
(vii) North Eastern Development Finance
Corporation (NEDFI) and such other
institutions which will be eligible for
refinance from NABARD, and b)
Cooperatives where they seek loan from
NCDC.

Term Loan - Out of the total amount of the
project, 50% can be raised as term loan from
the financing banks. Being back-ended
subsidy, eligible amount of subsidy (25%)
would be initially allowed as term loan to the
beneficiary. The repayment schedule will be
drawn on the total loan amount (including
subsidy) in such a way that the subsidy
amount is adjusted after liquidation of net
bank loan (excluding subsidy). The financial
institution may provide working capital
separately for undertaking the business.

Rate of Interest to the ultimate borrower
As decided by the financing bank.
Security

The security will be as per norms prescribed
by RBI from time to time and as per the

Repayment period

revenue generated,
the repayment can be
done within a period
of 10 years with a
grace period of 2
years.

Bio-fertilisers and Fruit & Vegetable
Bio-pesticides Waste Compost Unit
production Unit
Depending upon the | Depending upon the

revenue generated,
the repayment can be
done within a period
of 10 years with a
grace period of 2
years.

norms of financing banks.
Time limit for completion

From the date of sanction by bank, a time
limit of maximum 15 months is prescribed
for the completion of the project. However, a
grace period of 3 months may be allowed by
the participating bank, provided, the
reasons are justified. In case of inability to
complete the targeted work in this specific
time, the benefit of subsidy may be
withdrawn and advance subsidy has to be
refunded forthwith.

Monitoring

i) Implementing agency shall monitor each
project through its Regional
offices/branches.

ii) Inspection committee shall include
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officials from NABARD/NCDC,
implementing agency and participating
bank(s). The inspection would be carried
out within the overall scope of the
operational guidelines of the scheme and
would submit its report. They would
inspect the project work with in the
overall scope of the operational
guidelines of the above scheme and
would submit its report. In order to avoid
any delay in release/adjustment of
subsidy, the promoter/participating
bank should initiate necessary action to
get the inspection conducted at the
project site by the committee well in time.

iii) A utilization certificate is to be submitted

by the participating bank to NABARD,
after crediting the final instalment of
subsidy in the reserve fund of the
borrower, to the effect that amount of
subsidy received by them has been fully
utilized/adjusted in the account books
under the sanctioned terms and
conditions of the project, within the
overall guidelines of the scheme.

iv) As per the format, the progress report

shall be sent by NABARD/NCDC to the

Ministry of Agriculture, Gol on quarterly
basis.

v) To facilitate expeditious sanction of

project and release of refinance/subsidy
amount under the scheme, NABARD
would delegate powers to Chief General
Manager/General Manager /In-charge of
the Regional Offices of NABARD.

Other Conditions

For appraisal of projects, the participating
banks and NABARD etc. will adhere to
their ownnormes.

A signboard with "Financially Assisted
under Subsidy Scheme of National
Project of Organic Farming, DAC,
Government of India" will be exhibited.

Government of India interpretation of
various terms would be final.

As and when required, pre & post
inspection may be undertaken to find out
physical and financial progress.

Theright to modify, add and delete any of
the terms and condition without
assigning any reason is reserved with the
Government of India.

Ex
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KENNETH S.
ROGOFF

Some of the good books have been written
recently about electronic money, including
The End of Money by David Wolman (2012)
and The Age of Cryptocurrency by Paul Vigna
and Michael Casey (2015). But these books
are mostly about what is happening in the
world of alternative payment mechanisms
rather than a fundamental rethink of the
global monetary system. The advances in
payment technology have always driven
both new medium of payment and paves the
way for rethinking on monetary theory. In
The Curse of Cash, Kenneth Rogoff argues
forcefully that advanced economies should
phase out cash because it facilitates crime
and put constraints on monetary policy.
With a wealth of data and clear explanations,
the book demystifies central banking and
negative interest rates, thus elevating the
discussion of both. For the sake of lucidity as
well as clarity, we may start with the
discussion of the history of coins and paper
currency.

History of Coins and Paper Currency

It is surprising to know that Europeans came
to know about paper currency usage in
China from Marco Polo's insightful history.
The Chinese emperor introduced paper

The Curse of Cash

By Kenneth S. Rogoff, 2016; Princeton, New Jersey: Princeton
University Press, pp. 248, US$29.95.

money to increase spending and pay off
state debt runs from the eleventh century
through the fifteenth century. The history
has portrayed that without paper money,
there might have been no German hyper-
inflation, and perhaps no World War II.
Failed paper money may be cursed, but
successful paper money has long been a
cornerstone of the world's most powerful
economies - the US, China, and European
economies, most probably. The history of
paper money is immensely fascinating and
deeply interlinked with the development of
technology and society. Paper money has
the characteristics of portability,
homogeneity, security, durability and
convenience, as the author of the book
opined.

Kenneth Rogoff runs through a brief history
of China's debasement of paper currency
prior to the 1500s, when “its leaders could
not resist the temptation to rely excessively
on printing to pay its finances, eventually
debasing the currency and causing rampant
inflation.”

Technology has always played a central role
in printing currency management, because
of the need to produce monies that are easily
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seen to be genuine and not counterfeit.
Although counterfeiting has been a constant
concern everywhere, the biggest threat to the
value of the currency is often the
government itself, according to Rogoff.

In page 20, he has demonstrated the select
peak debasement years of the coinage all
over the world. The ability of coins to persist
despite periodic sharp debasements
illustrates an absolutely fundamental
property of Jong-lived successful currencies:
they succeeded in part because citizens have
faith in the government that stands behind
the currencies. They succeed in part because
the government can exercise its coercive
power to insist that they can be accepted ata
minimum in payment of taxes, debts, and

government contracts.

Paper currency also played a major role in
the American War of Independence from
1775 to 1783, financing the vast majority of
the colonists' military expenditures. The
public's familiarity with paper currency, and
willingness to acceptiton faith for goods and
services, provided invaluable assistance to
the success of the revolution. Although, the
United States made it through the war,
confidence in any kind of national currency
was a casualty. The US inflation reached 24
per cent in 1864 during the American civil
war, after the Union reintroduced unbacked
paper currency in 1862 to support the war
efforts. The period 1870-1914 is often
referred to as the peaceful days of the gold
standard. During the World War I, US
inflation again soared to 19 per cent in 1918.
And then of course came the double digit
peacetime inflation of the 1970s.

Cashin Circulation

The vast bulk of the world currency supply is

in large-denomination notes that ordinary
citizens seldom use. Those notably are
US$100, EUROE 500, Swiss Franc CHF 1,000,
Japanese Yen ¥10,000. The most important
is, high denominations are lifeblood of the
underground economy. What is remarkable
about the huge demand for cash is that it
persists and grows despite the proliferation
of alternative payment mechanism. The
questions arises: Where is all the demand
coming from? Another question is: how
much of it is being held abroad? The foreign
holdings seem to be significant only for a
few select currencies and might explain as
much as 50% of US dollar holdings. About
40% of Deutsche Mark (DM) were held
outside Germany. Interestingly, much of the
demand for euros comes from European
Union members that are not yet part of the
single currency, including central Europe
and United Kingdom.

Although the share of cash in total value of
expenditures is steadily declining in the
legal economy, it is still used in a big way for
small transactions. Cash is convenient, and
unlike credit cards, one need not have to
worry about account numbers being stolen.
Transactions clear instantaneously, and cash
is almost universally accepted. Almost
everyone uses cash to some degree, and in
some countries like the US, many poor and
Jlow-income individuals rely on it heavily.
To back this phenomenorn, Rogoff says he
doesn't want to get rid of cash all at once.
First, he would prefer to phase out100s, then
50s, then 20s, leaving smaller bills in
circulation for the foreseeable future. So to
say, he wanted to have a 'less-cash society',
nota 'cashless society'.

So what is all that cash being used for? The
answer is simple: a large part is feeding tax
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evasion, corruption, terrorism,
counterfeiting, drug trade, human
trafficking, human smuggling, exploitation
of migrants and money laundering, just to
name a few. Eliminating paper currency
would have numerous desirable effects,
including reduced tax evasion for high-
volume cash and off-book businesses and
unreported wages. For example, to
overthrow the Taliban, U.S. agents delivered
blocks of $100 notes to mercenary tribal
armies to get them to switch sides. Stanford
University economist and former Treasury
Under-Secretary John Taylor has recounted
how the United States flew in bales of $100
notes to pay the Iraqi bureaucracy prior to
currency reform.

As Rogoff shows, paper money can also
cripple monetary policy. In the aftermath of
the recent financial crisis, central banks have
been unable to stimulate growth and
inflation by cutting interest rates below zero
for fear that it would drive investors to
abandon treasury bills and stockpile cash.
This constraint has paralysed monetary
policy in virtually every advanced economy,
and is likely to be a recurring problem in the
future. Even academics, who are supposed
to think outside the box, have concentrated
their attention on complex and risky policy
ideas for dealing with the impotence of
monetary policy once interest rates are zero.

Plan for Phasing out Paper Currency

The proposal for phasing out paper currency
is driven by three guiding principles. First,
the ultimate goal is to make it more difficult
to engage in anonymous untraceable
transactions repeatedly and on a large scale.
Relatedly, it is intended to make it more
difficult to secretly transport and store large

quantities of cash. The idea is to reduce
wholesale use of cash in tax evasion or
illegal activities. Second, the speed of
transition needs to be slow, stretching
changes out over at least 10 to 15 years.
Gradualism helps avoid excessive
disruption and gives institutions and
individuals their time to adapt. It puts
authorities in a position to make
adjustments as issues arise and as new
options become available. Third, it is
essential that poor and unbanked
individuals have access to free basic debit
accounts and possibly also basic
smartphones.

The theory is that negative rates will induce
people to save less and spend more, which
will revive growth. Savers won't tolerate
negative interest rates on their savings as
long as cash is an alternative. Why not
simply withdraw stacks of $100 bills and
keep the cash in a mattress or a safe? The
issue of negative interest rates is an
extremely complex one that hits on many of
the challenges and problems facing
monetary policy. Lowering interest rates to
negative level would temporarily raise
aggregate demand and strongly incentivize
banks to lend out excess reserves. But for
such efforts to be truly effective, there
should not be incentives to hoard cash.

Finally Speaking

Phasing out cash or paper currency over a
period of time is not that easy process. As is
happened in case of Indian economy
starting from November 8, 2016, one can
experience long queues before banks and
ATM machines. Workers in the unorganised
sector, petty shopkeepers and small
businesses are finding it difficult to cope
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with. There is a visible tendency to hoard
available legal tender in denominations of
%100 and below as emergency funds. There
seems to be some dip in immediate
consumption expenditure. Given the scale of
demonetization of 86% of total currency, this
was anticipated. While there will be an
immediate dip in demand and negative
short-term impacts on the economy coupled
with hardships for citizens, demonetisation,
as a policy measure, certainly has large-scale
positive effects. This move is likely to
improve tax compliance, given that the
Goods and Services Tax (GST) is also on its

As with any policy decision, this move too
will have multiple direct as well as indirect
effects. The biggest positive certainly seems
to be the eradication of some stocked and
staked up money, perhaps earned through
illegitimate means or tax evasion. If the
smaller short-term risks, especially those
emanating from the demand side are
addressed carefully, if we undertake a
holistic net cost benefit analysis, the
expected results seem to be promising. Does
the demonetization move in India takes a
cue from Rogoff's present book. To my
imagination, it is 'yes'. The reader may read

way to become reality. it thoroughly to connect the rationale of the
book and demonetization drive of the

Government of India in the recent past.
-N. C. Pradhan
Assistant Adviser
College of Agricultural Banking
Reserve Bank of India
University Road, Pune - 411016.
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Gist of Circulars on Inclusive Finance




Gist of Important Circulars

Master Direction - Lending to Micro, Small & Medium Enterprises (MSME)
Sector

In terms of Master Direction FIDD.CO.Plan.1/04.09.01/2016-17 dated July 7, 2016 on 'Priority
Sector Lending - Targets and Classification', bank loans to Micro, Small and Medium
Enterprises, for both Manufacturing and Service sectors are eligible to be classified under the
Priority Sector as per the prescribed norms. It also includes loans to units in the KVI sector,
loans to MFIs for on-lending to MSME sector, Credit outstanding under General Credit Cards,
etc. Banks are mandated not to accept collateral security in the case of loans up to Rs.10 lakh
extended to units in the MSE sector. Banks may, on the basis of good track record and financial
position of the MSE units, increase the limit to dispense with the collateral requirement for
loans up to Rs.25 lakh (with the approval of the appropriate authority). A composite loan limit
of Rs.1 crore can be sanctioned by banks to enable the MSE entrepreneurs to avail of their
working capital and term loan requirement through Single Window.

FIDD.MSME & NFS.3/06.02.31/2016-17 dated July 21, 2016

Master Circular - Mobile Banking transactions in India - Operative
Guidelines for Banks

Banks are permitted to offer mobile banking services (through SMS, USSD or mobile banking
application) after obtaining necessary permission from the Department of Payment &
Settlement Systems, Reserve Bank of India. Mobile Banking services are to be made available
to bank customers irrespective of the mobile network. Banks are permitted to offer mobile
banking facility to their customers without any daily cap for transactions involving purchase
of goods/services. However, banks may put in place per transaction limit depending on the
bank's own risk perception, with the approval of its Board. Transactions up to Rs 5000/ - can be
facilitated by banks without end-to-end encryption.

DPSS.CO.PD.Mobile Banking.No./2/02.23.001/2016-2017 dated July 1, 2016

Master Circular - Deendayal Antyodaya Yojana - National Rural Livelihoods
Mission (DAY-NRLM)

The Ministry of Rural Development, Government of India launched a new programme known
as NRLM now renamed as Deendayal Antyodaya Yojana - National Rural Livelihoods
Mission (DAY-NRLM), by restructuring and replacing the Swarnjayanti Gram Swarozgar
Yojana (SGSY) scheme with effect from April 01, 2013. DAY-NRLM is the flagship program of
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Government of India for promoting poverty reduction through building strong institutions of
the poor, particularly women, and enabling these institutions to access a range of financial
services and livelihoods services. DAY-NRLM complements these institutional platforms of
the poor with services that include financial and capital services, production and productivity
enhancement services, technology, knowledge, skills and inputs, market linkage, etc.

FIDD.GSSD.CO.BC.No.07/09.01.01/2016-17 dated July 1, 2016

Master Circular - Deendayal Antyodaya Yojana - National Urban Livelihoods
Mission (DAY-NULM)

The Government of India, Ministry of Housing and Urban Poverty Alleviation (MoHUPA),
restructured the existing Swarna Jayanti Shahari Rozgar Yojana (SJSRY) and launched the
National Urban Livelihoods Mission (NULM) in 2013. NULM has been under implementation
w.e.f. September 24, 2013 in all district headquarters (irrespective of population) and all the
cities with population of 1 lakh or more. The Self Employment Program (SEP) is one of the
components (Component 4) of NULM which will focus on providing financial assistance
through a provision of interest subsidy on loans to support establishment of individual &
Group Enterprises and self-Help Groups (SHGs) of urban poor. The erstwhile provision of
capital subsidy for USEP (Urban Self Employment Pro gram) and UWSP (Urban Women Self-
Help Program) components of SJSRY has been replaced by interest subsidy for loans to
Individual enterprise (SEP-I), Group enterprise (SEP-G) and Self Help Groups (SHGs).

FIDD.GSSD.CO.BC.No.04/09.16.03/2016-17 dated July 1, 2016

Master Circular - Credit facilities to Scheduled Castes (SCs) & Scheduled
Tribes (STs)

Special emphasis has been given to the welfare of the scheduled castes and scheduled tribes.
The credit planning by banks should be weighted in favour of SC /ST and special bankable
schemes suited to members of these communities should be drawn up to ensure their
participation in such schemes and larger flow of credit to them for self-employment. In order
to encourage SC/ST borrowers to take advantage of credit facilities, greater awareness among
them about various schemes formulated by banks will have to be created.

FIDD.CO.GSSD.BC.No.03/09.09.01/2016-17 dated July 1, 2016

. Master Circular - Credit Facilities to Minority Communities

Government of India has forwarded a list of 121 minority concentration districts having at
least 25% minority population, excluding those States/UTs where minorities are in majority
(J&K, Punjab, Meghalaya, Mizoram, Nagaland and Lakshadweep). Accordingly, all
scheduled commercial banks are required to specially monitor the credit flow to minorities in
these 121 districts, thereby, ensuring that the minority communities receive a fair and
equitable portion of the credit within the overall target of the priority sector. Communities
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notified by the Government of India, Ministry of Minority Affairs as minority communities
include - Sikhs, Muslims, Christians, Zoroastrians, Buddhists and Jains.

FIDD.GSSD.BC.No.01/09.10.01/2016-17 dated July 1, 2016

- Master Circular on SHG-Bank Linkage Programme

Banks have been advised to meet the entire credit requirements of SHG members. The SHGs
registered or unregistered which are engaged in promoting savings habits among their
members would be eligible to open savings bank accounts with banks. Bank lending to SHGs
should be included in different credit plan of bank. As per operational guidelines of
NABARD, SHGs may be sanctioned savings linked loans by banks (varying from a saving to
loan ratio of 1:1 to 1:4). However, in case of matured SHGs, loans may be given beyond the
limit of four times the savings as per the discretion of the bank. The approach to financing of
SHGs should be totally hassle-free and may include consumption expenditures.

FIDD.FID.BC.N0.06/12.01.033/2016—1 7 July1,2016

. Master Circular - Lead Bank Scheme

Lead Bank Scheme is administered by the Reserve Bank of India since 1969. The assignment of
lead bank responsibility to designated banks in every district is done by Reserve Bank of India
following a detailed procedure formulated for this purpose. As on June 30, 2016, 25 public
sector banks and one private sector bank have been assigned lead bank responsibility in 673
districts of the country. State Level Bankers' Committee (SLBC)/Union Territory Level
Bankers' Committee (UTLBC) as an apex level forum at State/Union Territory (UT) level
coordinates the activities of the financial institutions and Government departments in the
State/ Union Territory under the Lead Bank Scheme. SLBC Convenorship is assigned to banks
for this purpose. The Lead Bank Scheme (LBS) has been extended to the districts in the
metropolitan areas thus bringing the entire country under the fold of the Lead Bank Scheme.

FIDD.CO.LBS.BC.No0.5/02.01.001/2016-17 dated July 1, 2016

Priority Sector Lending - Targets and Classification - Bank loans to MFIs for
on-lending - Qualifying asset - Revised loan limit

Banks may refer to paragraph 19 (b) (iv) of the Master Direction on Priority Sector Lending -
Targets and Classification FIDD.CO.Plan.No.1/04.09.001 /2016-17 dated July 7, 2016. The
limit of the loans extended by Non-Banking Financial Company - Micro Finance Institutions
(NBFC-MFIs) for which the tenure of the loan shall not be less than 24 months, has been raised
to T30,000 from the earlier limit of ¥15,000. Accordingly, paragraph 19 (b) (iv) of the above
Master Direction stands modified as follows: “Tenure of loan is not less than 24 months when
loan amount exceeds 30,000 with right to borrower of prepayment without penalty.”

FIDD.CO.Plan.BC.No.8/04.09.001/2016-17 dated July 28, 2016

CAB Calling
July-December 2016, Issue 2/2016

87




. Union Budget - 2016-17 Interest Subvention Scheme

Government of India has approved the implementation of the Interest Subvention Scheme for
the year 2016-17. A subvention of 2% per annum will be made available to Public Sector Banks
(PSBs) and in respect of loans given by the rural and semi-urban branches of Private Sector
Scheduled Commercial Banks, for short term crop loan upto 33 lakh per farmer provided the
lending institutions make available short term credit at the ground level at 7% per annum to
farmers. An additional interest subvention of 3% per annum will be available to the prompt
payee farmers. This also implies that the farmers paying promptly would get short term crop
loans @4 % per annum during the year 2016-17. This benefit would not accrue to those farmers
who repay after one year of availing such loans.

FIDD.CO.FSD.BC.No.9/05.02.001/2016-17 dated August 4, 2016

- Priority Sector Lending status for Factoring Transactions

To increase liquidity support for the MSME sector, the Reserve Bank has decided that
factoring transactions on 'with recourse' basis shall be eligible for priority sector classification
by banks, which are carrying out the business of factoring departmentally. The factoring
transactions taking place through TReDS shall also be eligible for classification under priority
sector upon operationalization of the platform. Banks may classify their outstanding factoring
portfolio on the reporting dates under MSME category, wherever the 'assignor' in the factoring
transaction is a Micro, Small or Medium Enterprise, subject to the corresponding limits for
investment in plant and machinery/equipment and other extant applicable guidelines for
priority sector classification.

FIDD.CO.Plan.BC.10/04.09.01/2016-17 dated August 11, 2016

. Operating Guidelines for Payment Banks

The Reserve Bank issued 'Operational Guidelines for Payment Banks' considering the
differentiated nature of business and financial inclusion focus of these banks. These Operating
Guidelines are supplementary to the 'Guidelines for Licensing of Payments Banks', issued on
November 27, 2014 and are effective from October 6, 2016. These include guidelines on
prudential regulatory framework, Capital Adequacy Framework (CAR) requirements, large
exposures limits (for investments in deposits of SCBs), Capital Measurement Approaches,
Inter-bank Borrowings, investment classification and valuation norms, loans and advances,
para-banking activities, risk management, CRR, SLR, etc.

DBR.NBD.No.25/16.13.218/2016-17 dated October 6, 2016

. Operating Guidelines for Small Finance Banks

The Reserve Bank issued 'Operational Guidelines for Small Finance Banks' considering the
differentiated nature of business and financial inclusion focus of these banks. These Operating
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Guidelines are supplementary to the 'Guidelines for Licensing of Small Finance Banks' issued
on November 27, 2014 and are effective from October 6, 2016. These include guidelines on
prudential regulatory framework, Capital Adequacy Framework (CAR) requirements,
leverage Ratio, Liquidity Coverage Ratio (LCR), Net Stable Funding Ratio (NSFR), inter-bank
borrowings, investment classification and valuation norms, loans and advances, para-banking
activities, risk management, CRR, SLR, etc.

DBR.NBD.No.26/16.13.218/2016-17 dated October 6, 2016

. 'Doubling Farmers' Income by 2022' - Measures

The Government of India in the Union Budget 2016-17 had announced its resolve to double the
income of farmers by 2022. The Lead Bank Scheme through its various forums monitors and
reviews the performance of banking developments in the State/district/block with special
reference to Annual Credit Plans, Government Sponsored Programs, flow of credit to priority
sector, etc. for enhancing the flow of bank finance particularly to the rural areas. The Scheme,
which ensures inter-departmental/governmental coordination in financial sector, should
therefore be leveraged to further the objective of doubling farmer's income by 2022.

FIDD.CO.LBS.BC.No.16 /02.01.001/2016-17 dated September 29, 2016
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Campus Capsule

Conference of the Chairman of Regional
Rural Banks

Conference of Chairman of RRBs was held
during September 15 to 16, 2016. The
Conference was attended by Chairman of 49
RRBs (out of 56 RRBs). The Principal, in his
inaugural address, stated that the
Conference had been designed specifically
taking into account the emerging landscape
of the banking scenario with new players,
technological advancements and reforms in
the financial markets where innovation is the
key for survival. In the Conference, there
were three panel discussions and four
interactive sessions with experts from
different fields. The first panel discussion
was on “Agri-Financing for Doubling of
Farmers Income (DFI) by 2022: Emerging
Opportunities and Delivery Models”. The
second panel discussion was on “Driving
MSME Growth: Credit as an Enabler”. The
third panel discussion was on “Risk-
Mitigation and Intervention for Better
Management”. Shri S S Barik, CGM-in-
Charge, DBS, RBI, Central Office dealt with
the topic - 'Regulatory Issues : Perspectives
and Policy Concerns of RRBs' while Shri KV
Rao, CGM and Dr. U.S. Saha, CGM from
NABARD Head Office interacted with the
participants on supervisory and governance
issues with the chairmen of RRBs.

Workshop for Lead District Managers
(LDMs)

The workshop was conducted from
September 7 to 9, 2016 to sensitize them

about the recommendations made by the
High Level Committee on the Lead Bank
Scheme and to focus on the challenges faced
by them and also to explore ways to enhance
their effectiveness thereby facilitating their
role as enablers in the inclusive growth of
the district. A total of 32 LDMs from various
banks and different districts of the country
participated in the workshop. The
workshop covered the recent developments
in the lead bank scheme and the duties and
responsibilities of the LDMs. The issues and
challenges post PMJDY was a matter of great
interest and concern for all the participants.
The ways to enhance the credit plus
activities in the districts, PLP of NABARD
and the collection of data for MIS was
among the issues discussed at length. The
LDMs appreciated the platform offered to
them by conducting this kind workshop and
was a good learning experience for all of
them by experience sharing as well.

Customized program on Agri financing
for Sarva Haryana Gramin Bank

A five days onsite customized program on
Agri-financing was conducted for Sarva
Haryana Gramin Bank at Gurgaon from
September 19 to 23, 2016. A total of 42
officers from the RRBs' various branches
across Haryana participated in the program.
The program focused on explaining the
participants about the overview of
agriculture and the doubling the farmers
income by 2022. Various lending practices
for agriculture and allied activities like
dairy, horticulture and modern techniques
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of farming were discussed in detail.
Regulatory guidelines on KCC, priority
sector lending and IRAC norms were
explained, apart from the legal aspects of
documentation and NPA recovery
management techniques.

Customized Programme on Agri-
financing for officers of Assam Gramin
Vikash Bank

The programme conducted from October 24
to 28, 2016 at Guwahati was designed
specifically taking into account the
requirements of the Assam Gramin Vikas
Bank, the potential sectors in Assam and
keeping in view the emerging competitive
banking scenario. The training programme
was attended by 30 officers of the bank. The
programme was useful for the bank in terms
of identifying potentials available in various
activities/sub-sectors in Assam as also
challenges to be faced and strategies to be
adopted by the bank with the entry of new
differentiated banks like Payment Banks and
Small Finance Banks. The participants were
assigned topics on three themes viz., “(i)
Developing innovative products for
agricultural financing, (ii) Newer ways of
conducting rural banking to make branches
as profit centers and (iii) Managing risks in
agricultural credit - current position and
what more can be done. At the end of the
programme participants made their
presentations on these topics.

State focused programme on financing
agriculture

This State specific programme was
conducted at Coimbatore, Tamil Nadu in
collaboration with Tamil Nadu Agricultural
University (TNAU) and NABARD, Chennai.
The programme was delivered at TNAU

campus and the expertise of the century old
university was leveraged for the benefit of
the bankers. In addition to the regular
sessions on agri-financing, the participants
had a first-hand understanding on financing
to startup firms emerging in food processing
and bio-technology areas at the Technology
Business Incubator (TBI) located in the
campus. This incubator is unique, as it is the
only incubator accredited by Department of
Industrial Policy and promotion (DIPP) for
promoting agribusiness, established by an
agricultural university. In this Agribusiness
Incubator, about 150 members have
enrolled. The members include start-ups,
entrepreneurs and corporates involved in
food processing, coir industry, agricultural
engineering, banana fiber products, organic
production of vegetables and fruits, ware-
housing, electricity from poultry waste,
garments with organic colorants,
aeroponics, etc. An interaction with the
start-ups was arranged and the participants
could get not only the first hand information
on the agri start-up ecosystem but also
understand the financial requirements of
start-up firms.

Programme on Financing Post-Harvest
Management Infrastructure (P-FPM)

The programme was held from November
15 to 18, 2016. This is a new programme
introduced during the current year. The
programme was inaugurated by Shri
Pramod Kumar Panda, Principal & PCGM,
CAB. It was attended by 20 officers from
public and private sector commercial banks.
The programme was designed with an
objective to provide the participants an
overview and insights into different aspects
of post-harvest management of agro and
allied sectors and to create awareness
regarding agri-finance avenues for these
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activities. Experts from different
organisations were invited to handle
sessions on agricultural marketing,
warehouse financing, collateral
management, food and agro processing,
food safety management, commodity
trading, etc. Case exercises on appraisal of
few agricultural infrastructure projects like
rural godowns, cold storage and greenhouse
projects were included in the programme.

Programme for Lead District Officers
(LDOs) of RBI - Catalysing Rural Credit
Flow in the District

The programme held from December 14 to
16, 2016 provided clarity on several issues so
that District Officers could play their role
and represent RBI in different district level
meetings and forums effectively. The
programme gave insight into Lead Bank
Scheme with live examples out of practical
experience and interaction with the
participants. The program was very
interactive, so as to make a two way learning
process with the inputs and issues of the field
level through the LDOs. Shri Prabhat
Kumar, DGM, FIDD, CO discussed the
issues in implementation of Lead Bank
Scheme and showed the way forward to itin
the light of Mohanty Committee
recommendations. The mock DLRC was
conducted and was a good learning
experience for LDOs.

Customised programme on agri-
finance for Rural Co-operative Banks

College has started to conduct customised
programme for rural co-operative banks
from the current year on the lines of the
programmes customised for commercial
banks and RRBs. The first such programme
was conducted for the officials of District

Central Co-operative Banks (DCCB) and
State Co-operative Bank in Maharashtra
from December 16 to 23, 2016. The
programme focused on new lending
avenues for co-operative banks while
retaining their character primarily as
lenders to agriculture. Developments in agri
value chain ecosystem, new payment
products were discussed. Issues associated
with migration of DCCB's SLR investment
from State Co-operative Banks to G- Sec
were also deliberated in detail.

Seminar on Policy Issues for Chairmen,
Directors, and CEOs of Urban
Cooperative Banks: “Changes in
Banking Landscape - Implications for
UCBs”

The seminar was held at CAB from
December 19 to 20, 2016 with the objectives
to discuss the recent policy changes and
evaluate its business implications for the
Urban Cooperative Banks and sensitize and
prepare the top management of these banks
to deal with the same. The two-day seminar
was concluded with the valedictory address
by Mrs. Meena Hemachandra, Executive
Director. She spoke about the supervisory
aspects relating to Urban Coop Banks.
'Professionalize and Progress' was the
mantra given by the ED. Cost income ratio,
risk mitigation, corporate governance,
diversification of portfolio, technology and
cyber risk were the other aspects
emphasized during the valedictory address.

Development Centre Workshop for
Small Lending

The College had offered a new path
breaking Development Centre Workshop
for Small Lending from December 26 to 29,
2016. This workshop has emerged from our
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realization that successful MSME branch
managers have common behavioral
competencies linked to empathy and
innovation. The Workshop assessed these
competencies through various simulation
exercises, management games, psychometric
tests, etc., and provided developmental
feedback to participants to develop their
aptitude for MSME lending. In this unique
endeavour, the College potentially
leveraged on the Development Centre
resources and practices that hitherto have
been catering to the needs of the RBI Officers.

RBI Archives (RBIA)

The Foundation Day of RBIA was celebrated
on August 24, 2016. To mark this occasion, a
special lecture by Prof. Vasant Shinde, Vice-
Chancellor, Deccan College, Pune, was
organised. The topic was: 'Importance of
history and keeping of records during
ancient period'. RBIA also organised a
training programme on “Records
Management” for officers of Reserve Bank of

India in Gr. 'A' to Gr. 'C' from August 29 to
31, 2016. Moreover, RBIA officials provided
faculty support for a day-long workshop on
'Records Management' meant for officials of
Jaipur RO.

Rajbhasha Shield by Town Official
Language Implementation Committee
(TOLIC)

Rajbhasha Shield Scheme is run by TOLIC
under which a shield is given to a member
bank once a year for excellence in
implementation of Rajbhasha. CAB, Pune
which is a member of TOLIC has been
awarded First Prize under this scheme for
the year 2015-16.

Hindi Fortnight

CAB has celebrated Hindi fortnight from
September 1 to 14, 2016. During the period,
various Hindi competitions were organised
for the Staff Members. Hindi Day was
celebrated on September 14, 2016.
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Building & Enhancing Capabilities in the Financial Sector

College of Agricultural Banking (CAB) was established by the Reserve Bank of India in 1969 to provide training inputs in Rural
and Cooperative Banking. Subsequently, recognising the changing needs of the Indian financial sector, the College has
expanded its scope to provide training in other areas like Information Technology, Human Resource Management, General
Banking and Non-Banking Financial Services. The College also conducts programmes in collaboration with international
agencies like FAO, APRACA, CICTAB, UNDP and the Commonwealth Secretariat. It has earned acknowledgement as an
international centre of excellence for development banking. The College also conducts customized taining programmes for
institutions, both national and international, as per their specific requirements.

The College is committed to enhancing and building capabilities in the financial sector in tune with the changing times.
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www.cab.org.in




