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Introduction


Although India has made rapid strides in agricultural sector over the past three decades with rise in self-sufficiency and surplus food production in several regions, Indian agriculture is still plagued by mass poverty in rural areas due to increasing population pressure on land. This coupled with exhaustion of potential of green revolution, low productivity and profitability in the cultivation of several foodgrain crops have given rise to various concurrent issues that require attention from the point of view of food security in our country (Mishra et.al., 2002; Desai and Namboodiri, 2001; Kalirajan et.al., 2001). The prevalence of mass poverty is greatly attributed to technological backwardness and its near stagnation in rural areas. Technological backwardness is more among farmers belonging to small and marginal categories who cultivate less than two hectares of land.1 Though Mahajan (2000) classified marginal and small farmers into three categories2, these farmers, who might be partly engaged in rural non-farm activities, are expected to have steady demand for working capital as well as term loans. At present, there are several formal lending institutions operating in every state of our country. However, these lending institutions are still unable to extend adequate credit to farmers belonging marginal and small categories and this in turn has created hindrance in terms of achieving sustained growth and diversification goals of Indian agriculture.


Undoubtedly, the problems of farmers belonging to smaller land holding size vary from region to region. However, one of the major and common problems faced is the credit flow to them that has greatly affected the economic status of these farmers. Though these farmers have knowledge about various cultivation practices, they are still unable to access formal sector credit in several regions of the country, besides other problems faced by them. The major thrust of the present study is, therefore, on evaluating problems relating to small and marginal farmers in particular and other farmers in general. 

Like any other state, the rural lending institutions in Maharashtra not only encompass traditional formal sector credit but also new generation credit organizations. Although the study is focused upon farmers, it also analyses the credit flow to landless households with a view to present a comparative position of these borrowers with respect to various qualitative and quantitative parameters taken into consideration for probing their credit experiences.

Data and Methodology

Multistage stratified random sampling procedure was adopted for the selection of districts, villages and sampled households. In order to evaluate the extent of credit flow to households by various lending institutions, the present study was conducted in Kolhapur and Pune districts of Maharashtra.3 These two districts were true representative of traditional and new generation lending institutions. While Pune district was having simultaneous functioning of both traditional and new generation lending institutions, traditional lending institutions predominated in Kolhapur district. From each of the selected districts, one medium size village was selected.

A list of households along with their landholding size was obtained from the selected villages. The households were then categorized as landless, marginal (upto 1 ha), small (1-2 ha), medium and large (above 2 ha) based on their landholding size.  The selection of households was done using probability proportion to landholding size (PPS) technique. In all, the study covered 50 households with 25 from each sampled district. The study is based on primary data and information on various aspects was collected for the reference year 1999-2000. The distribution of sampled households under each landholding size category is exhibited in Appendix I.

The major focus of this study is on credit experiences of sampled households with various lending institutions, which not only encompass the nature and extent of their borrowings but also composition of credit received by them from these lending institutions, interest rate structure, cost of credit, their default rate and some other experiences with lending institutions. Although the study was conducted in two districts, only the general scenario with respect to various land holding size categories is shown by clubbing samples drawn from both the districts.

Access to Sources of Credit


Though majority of the sampled households drawn from the selected districts were seen to have access to formal sources of credit, about 36 per cent of landless households still depended on informal sources of credit (Table 1). This shows that the formal credit institutions are not able to meet the credit requirements of a sizable number of farmers belonging to economically weaker sections of the society. It is also interesting to note that the farmers belonging to affluent class have significantly greater access to both formal and informal sources of credit.

Table 1: Access of Sampled Households to Different Sources of Credit

	Source of Credit
	Borrower's Landholding Status

	
	Landless

Households
	Marginal

Farmers
	Small Farmer
	Medium & Large Farmers
	Total

	No Access to Credit
	-
	-
	-
	-
	-

	Access to Formal Credit
	6  (54.55)
	18 (85.71)
	9 (100.00)
	5 (55.56)
	38 (76.00)

	Access to Informal Credit
	4  (36.36)
	-
	-
	-
	4  (8.00)

	Access to both Informal & Formal Credit
	1  (9.09)
	3  (14.29)
	-
	4 (44.44)
	8  (16.00)

	All Households
	11
	21
	9
	9
	50


Note: Figures in parentheses represent percentages to the total number of households under each category

A further evaluation of Table 2 revealed that though the commercial banks and RRBs, and also cooperatives extended credit to all the categories of households, they also had bias towards these households as the combined share of commercial banks, RRBs and cooperatives in total credit delivery through them stood at 94.48 per cent for small category, 93.61 per cent for marginal category, 78.23 per cent for medium and large category and only 67.71 per cent for landless category.


Interestingly, informal lenders and chit funds were not only important sources of credit to landless households but also to medium and large farm households. They together accounted for 27.35 per cent share in total rural credit delivery for landless households, 3.53 per cent share for marginal households, and 20.20 per cent share for medium and large farm households. Small farmers did not borrow from informal credit market existing in the study area.

Table 2: Share of Various Lending Institutions in Total Credit Delivery to Sampled Households 

	Source of Loan
	Borrower's Landholding Status

	
	Landless
	Marginal
	Small
	Medium & large
	All

	1. Commercial Banks & RRBs 
	35.16
	  5.70
	6.11
	33.67
	21.41

	2. PACS and LDBs
	32.55
	87.91
	88.37
	44.56
	63.26

	3. Informal Lenders
	23.44
	 3.53
	-
	 5.56
	     5.12

	4. SHGs
	 4.95
	 2.85
	5.52
	 1.56
	     2.44

	5. Chit Funds
	 3.91
	-
	-
	14.64
	     7.76

	6. Total Formal
	72.66
	96.47
	100
	79.80
	87.12

	7. Total Informal
	27.34
	 3.53
	-
	20.20
	12.88


Note: 1) Total informal lenders included friends, relatives, shops and local moneylenders, apart from chit fund.

              Total formal, on the other hand, included the rest, which were under statutory control of one type or the 

              other. 

          2) Figures in parentheses indicate percentages of the total sample size (i.e., 50).


The share of SHGs was the highest for landless, marginal and small categories as compared to higher land holding size category. The non-bank finance companies (NBFCs), though were attempted to be assessed, did not exist in the study areas.


The magnitude of credit extension among various households for consumption, production and human capital use has also been evaluated, which is schemematically interwoven in the present study. 

Consumption, Production and Human Capital Loans

The utilization of loan for regular consumption, contingent consumption and purchase of material consumption assets were included in the consumption loan. It could be observed from Table 3 that the landless households depended more on number of credit sources available for their consumption loans. On the other hand, large farmers were observed to depend only on cooperatives and informal lenders. Though in small amount, SHGs provide consumption loans to all the categories except for the medium and large categories who did not borrow from SHGs and chit funds. In relative terms, the quantum of credit requirement of landless households seems to be the highest for consumption than for the other purposes.

Table 3: Annual Consumption, Production, Human Capital and All Purpose Loan Across Borrowers 

               (In rupees per household)

	Source of Loan
	Landless
	Marginal
	Small
	Medium & Large

	Consumption Loan

	Commercial Bank and RRBs
	5,000  (1)
	       -
	      -
	       -

	PACS and LDBs
	1,400  (1)
	1,000  (1)
	4,000  (2)
	  7,200 (1)

	Informal
	1,400  (2)
	1,000  (1)
	      -
	11,400 (2)

	SHG
	  100  (1)
	  600  (2)
	  500  (1)
	-

	Chit Fund
	   600  (1)
	      -
	     -
	-

	Production Loan

	Commercial Bank and RRBs
	  400  (1)
	  2,400  (4)
	21,640  (4)
	49,000 (3)

	PACS and LDBs
	3,600  (3)
	1,26,440  (12)
	41,000  (6)
	62,800 (7)

	Informal
	1,800  (1)
	  4,000  (1)
	-
	-

	SHG
	  660  (2)
	   3,600  (6)
	    880 (3)
	  3,200 (3)

	Chit Fund
	-
	-
	-
	20,000 (2)

	Human Capital Loan

	Commercial Bank and RRBs
	-
	6,000  (1)
	-
	-

	PACS and LDBs
	-
	2,000  (1)
	-
	-

	Informal
	400  (1)
	  200  (1)
	-
	-

	SHG
	-
	-
	100  (1)
	-

	Chit Fund
	-
	-
	-
	10,000  (2)

	All Purpose Loan

	Commercial Bank and RRBs
	5,400  (2)
	  8,400    (5)
	  1,640  (3)
	69,000  (4)

	PACS and LDBs
	5,000  (4)
	1,29,440   (14)
	23,700  (8)
	91,300  (8)

	Informal
	3,600  (4)
	  5,200    (3)
	-
	11,400  (2)

	SHG
	  760  (3)
	 4,200   (8)
	  1,480  (5)
	   3200  (3)

	Chit Fund
	  600  (1)
	-
	-
	30,000  (2)


Note: 1) Figures in parentheses indicate number of total sampled households, who had access to respective sources.

          2) Estimates relating to total loans received by various sampled households from various lending institutions 

              encompassing villages with and without micro finance are shown in Appendix II.
Though cooperatives were the dominant source of credit for the production purposes in both the villages, more number of sampled households depended on them for their production loans in non-microfinance than microfinance village (Appendix II). Similarly, while commercial banks supplied production credit to both the villages, this supply was relatively less for households in microfinance village.4 Among various categories, though the total production credit supplied by cooperatives and commercial banks varied considerably across landholding size categories, the magnitude of production loan from formal as well as informal sources in general increased with the increase in size of landholding. Further, more importantly, though cooperatives, commercial banks and RRBs were biased in favour of households having agricultural land, they still served better than the informal sources. The quantum of annual production loan extended by SHGs was less. However, they seemed to be serving all the landholding categories. Contrary to this, chit funds were exclusively supplying production loans to higher land holding size categories. 

Unlike production and consumption loans, human capital investment loans included the money borrowed for education, training, marriages, medical treatments, etc. As for human capital, while landless households completely depended on informal lenders, this dependence was more on SHGs for small farmers and on chit funds for medium and large categories of farmers. The marginal sample households received human capital loan from commercial banks, cooperatives and informal lenders. The annual average human capital loan greatly varied across different landholding size categories. However, medium and large categories borrowed larger amounts as compared to other categories. In general, the number of sampled households borrowing loans for human capital investment needs seemed to be relatively less than the number of sample households borrowing loans for consumption and production needs.

Default Rate, Credit Experience and Transaction Cost


The major problem crippling the rural credit system in India is the default on account of loans received from various financial institutions (Shah, 2004a). This has become a major matter of concern and has been adversely affecting the functioning of various lending institutions. Repayment of loan is an essential condition for the better health of rural credit delivery system. 

The patterns of default rate of credit revealed a decrease in the same with the increase in size of landholding. The rate of default stood at 20 per cent for landless households borrowing loans from informal sources and 12.50 per cent for marginal farmers borrowing loans from SHGs (Table 4). The other categories of farmers did not show default on account of loans received by them. Although the present investigation did not provide much insight into default rates, this aspect needs to be further investigated with much larger sample size. 

As regards experiences of borrowers with various lending institutions, it was found to be the longest with credit cooperatives ranging from 12.5 years for landless category to 24 years for medium and large category. Although the association of landless category was shorter with cooperatives as against various land holding size farmers, this category showed longer association with commercial banks and RRBs (19 years). The association of marginal, small, medium and large categories with commercial banks and RRBs stood at 4.5, 6.0 and 3.0 years, respectively. The marginal farmers had shortest association not only with informal lenders but also with SHGs. Even landless, medium and large categories showed shorter association with informal lenders. One of the plausible reasons for landless and marginal categories showing higher rate of default could be traced in shorter association of these categories with informal lenders and SHGs.

The formal lending institutions such as commercial banks, RRBs, cooperatives, and also SHGs, therefore, provided comfortable working environment to their clients and were able to retain them for longer periods. As against this, borrowers were less comfortable with informal lending sources, which could be due to their high interest rates.

A further evaluation of total transaction costs across different lending institutions encompassing various categories of borrowers revealed that commercial banks and RRBs had the highest transaction cost for landless category with a whopping 6 per cent of the loan borrowed by them (Table 4). Even the transaction cost at 2 per cent of the loan borrowed by landless category from cooperatives was relatively high.
Table 4: Default Rate, Borrower’s Working Experience with Lenders and Transaction Cost Per Loan

	Source of loan
	Borrower's landholding status

	
	Landless

Max N=11
	Marginal

Max N=21
	Small

Max N=9
	Medium & Large

Max N=9

	Default Rate in Percent

	1. Commercial Banks & RRBs 
	0.00 (2)
	0.00 (6)
	0.00 (4)
	0.00 (3)

	2. PACS and LDBs
	0.00 (4)
	0.00 (12)
	0.00 (6)
	0.00 (7)

	3. Informal Lenders
	20.00 (5)
	0.00 (3)
	0.00 (0)
	0.00 (2)

	4. SHGs
	0.00 (2)
	12.50 (8)
	0.00 (3)
	0.00 (3)

	5. Chit Funds
	0.00 (1)
	0.00 (0)
	0.00(0)
	0.00 (2)

	6. Total Formal
	0.00 (7)
	4.76 (21)
	0.00 (9)
	0.00 (9)

	7. Total Informal
	20.00 (5)
	0.00 (3)
	0.00 (0)
	0.00 (4)

	Borrower’s Working Experience with Lenders in Years

	1. Commercial Banks & RRBs 
	19.00 (2)
	 4.50 (6)
	 6.00 (4)
	 3.00 (3)

	2. PACS and LDBs
	12.25 (4)
	21.42 (12)
	24.33 (6)
	24.00 (7)

	3. Informal Lenders
	 3.80 (5)
	 2.00 (3)
	-
	 5.50 (2)

	4. SHGs
	 9.50 (2)
	 4.25 (8)
	 8.33 (3)
	 8.67 (3)

	5. Chit Funds
	 5.00 (1)
	-
	-
	 5.50 (2)

	6. Total Formal
	11.14 (7)
	13.95 (21)
	19.00 (9)
	20.33 (9)

	7. Total Informal
	 4.20 (5)
	 2.00 (3)
	-
	 5.50 (4)

	Borrower’s Transaction Cost Per Loan in Rupees 

	1. Commercial Banks & RRBs 
	345.00 (2)

[0.06]
	340.00 (2)

[0.01]
	1130.00 (1)

[0.01]
	1100.00 (1)

[0.00]

	2. PACS and LDBs
	115.00 (2)

[0.02]
	760.00 (7)

[0.01]
	167.50 (4)

[0.01]
	143.50 (4)

[0.00]

	3. Informal Lenders
	86.67 (3)

[0.01]
	15.00 (1)

[0.01]
	-
	100.00 (1)

[0.01]

	4. SHGs
	62.50 (2)

[0.01]
	25.71 (7)

[0.00]
	65.00 (2)

[0.01]
	166.00 (3)

[0.02]

	5. Chit Funds
	-
	-
	-
	335.00 (2)

[0.00]

	6. Total Formal
	174.17 (3)

[0.02]
	386.25 (16)

[0.01]
	321.67 (6)

[0.01]
	362.00 (6)

[0.01]

	7. Total Informal
	86.67

[0.01]
	15.00 (1)

[0.01]
	-
	256.67 (3)

[0.00]


   Note: a) Max N represents maximum possible responses.

            b) Figures in parentheses represent the number of responses received out of Max N.

            c) Responses encompassing total formal and informal exceed Max N as there is overlapping in responses. 

             d) Figures in second parentheses under transaction cost represent borrower’s transaction cost per rupee of loan.  

Thus, the transaction cost of credit from formal lending institutions was higher for landless category as against other landholding size categories. These lending institutions have again shown bias towards the larger landholding size categories in providing the cheapest access to credit. The only exception to this scenario was the transaction cost of loan supplied by SHGs to medium and large categories. The results of this analysis should be viewed with caution as they are based on the estimates and experiences of borrowers and that the non-monetary costs and transaction costs from the lenders side are not included in this exercise.

Processing, Shortfall and Interest Rates on Loans


Processing of loan applications on time is by far the most important aspect of rural credit delivery system. This not only develops faith among borrowers but also helps in increasing efficiency of lending institutions. One of the studies conducted by Shah and Kshirsagar (2001) on infrastructure development for horticultural crops showed more than two years for the selected grape export and processing units to get loan money sanctioned from National Horticulture Board (NHB). This not only delayed the project but also raised the project cost. Timely disbursement of credit, therefore, not only helps to reduce cost of credit and enhances returns from investment but also ensures procedural simplicities and efficiency of lending institutions. 


In the present investigation, the time required to process loan varied widely across different landholding categories and lending institutions (Table 5). The commercial banks took 28 days to process loans of landless household, which turned out to be longest period among various landholding categories. However, it was encouraging to note that co-operatives took only 16.5 days to process loan of landless category that appeared to be the shortest period for any landholding category. The average numbers of days required for processing loan by informal lenders were 10.6 days for landless category, 4 days for marginal farmers, and 16 days for medium and large farmers put together. This was an indication of faster processing of loan by informal lenders as against cooperatives and LDBs. Similarly, the SHGs were also quicker in processing loans as against cooperatives.

Table 5: Processing of Loan, Shortfall and Interest Rates on Loans Borrowed by Households 

	Source of loan
	Borrower's landholding status

	
	Landless

Max N=11
	Marginal

Max N=21
	Small

Max N=9
	Medium & Large

Max N=9

	Days Consumed in Processing of Loans 

	1. Commercial Banks & RRBs 
	28.00 (2)
	10.50 (6)
	9.25   (4)
	20.00  (3)

	2. PACS and LDBs
	16.50 (4)
	 31.17 (12)
	36.67   (6)
	26.14   (7)

	3. Informal Lenders
	10.60 (5)
	4.00 (3)
	-
	16.00   (2)

	4. SHGs
	 16.50 (2)
	13.50 (8)
	9.67   (3)
	15.33   (3)

	5. Chit Funds
	   5.00 (1)
	-
	-
	26.50   (2)

	6. Total Formal
	 20.03 (7)
	24.11  (21)
	29.05  (9)
	26.74   (9)

	7. Total Informal
	   0.60 (5)
	0.67 (3)
	-
	1.00   (4)

	Percentage Short Fall in Loan Actually Supplied vis-à-vis Demanded by Borrowers 

	1. Commercial Banks & RRBs 
	30.00 (2)
	 5.16 (6)
	 8.33 (4)
	 0.00 (3)

	2. PACS and LDBs
	15.00 (4)
	12.57 (12)
	19.94 (6)
	11.25 (7)

	3. Informal Lenders
	 10.00 (5)
	 17.78 (3)
	-
	 0.00  (2)

	4. SHGs
	 14.71 (2)
	 17.20 (8)
	 7.69 (3)
	 20.63 (3)

	5. Chit Funds
	 0.00  (1)
	-
	-
	 10.00 (2)

	6. Total Formal
	21.34 (7)
	13.92 (21)
	17.08 (9)
	13.46 (9)

	7. Total Informal
	 10.00 (5)
	17.78  (3)
	-
	 5.00 (4)

	Explicit Annual Rate of Interest in Per cent 

	1. Commercial Banks & RRBs 
	13.50 (2)
	10.33   (6)
	13.50 (4)
	13.33 (3)

	2. PACS and LDBs
	16.00 (4)
	15.42 (12)
	14.67 (6)
	14.43 (7)

	3. Informal Lenders
	   2.80 (5)
	   0.00  (3)
	-
	 0.00 (2)

	4. SHGs
	24.00 (2)
	31.50  (8)
	24.00 (3)
	24.00 (3)

	5. Chit Funds
	60.00 (1)
	-
	-
	18.00 (2)

	6. Total Formal
	17.91 (7)
	18.59 (21)
	15.33 (9)
	17.97 (9)

	7. Total Informal
	   7.30 (5)
	   0.00  (3)
	-
	  9.00 (4)


   Note: a) Max N represents maximum possible responses.

            b) Figures in parentheses represent the number of responses received out of Max N.

            c) Responses encompassing total formal and informal exceed Max N as there is overlapping in responses.

 
While timely disbursement of loan, cost of transaction, rescheduling of loan, defaults, etc. are one end of the problems, the other end being shortfall between credit demand and credit supply, which is termed as credit gap. Information relating to gap between credit demand and supply is also provided in Table 5. 


It could be readily discerned that landless category showed highest proportion of credit gap in terms of loans borrowed from commercial banks and RRBs with medium and large categories showing no such gap in this respect. The shortfall in credit extended by co-operatives varied between 11.25 per cent for medium and large farmers to 19.94 per cent for small farmers. Informal lenders supplied as much credit as demanded by the medium and large farmers. However, they supplied 10.00 per cent and 17.78 per cent less credit than demanded by landless and marginal farm households. In the case of SHGs, credit gap turned out to be 14.71 per cent for landless households, 17.20 per cent for marginal farmers, 7.69 per cent for small farmers, and 20.63 per cent for medium and large farmers put together. The estimates, therefore, clearly showed medium and large farmers occupying relatively better position in terms of credit extended to them by various lending institutions.

As for the rate of interest on loan advances, commercial banks charged about 13.50 per cent annual rate of interest from landless, small, medium and large households and 10.33 per cent from marginal farmers. In this sequel, annual rate of interest charged by cooperatives turned out to be 14-16 per cent across various landholding categories. The annual rate of interest charged by informal lenders was the least (2.80 per cent) for landless category. The explicit annual rate of interest charged by SHGs turned out to be significantly high and varied between 24-32 per cent across various categories of sampled households. Similarly, chit funds showed as high as 60 per cent annual rate of interest on loan advances to landless category. However, in general, formal credit institutions showed higher explicit rate of interest than informal lenders. The reason for this unexpected low rate of interest for informal lenders could be assigned to mixing up of with interest and without interest loans together.

Collateral

Collateral can be defined as a security pledged for the repayment of a loan. Personal guarantee and tangible assets constituted the two major types of collateral used by the traditional lending institutions. Interlinked input purchase, group guarantee and interlinked output sale are some other collaterals coming up in recent years (Gill, 2002). In the present study, personal guarantee, group guarantee, and interlinked input purchase were the major collaterals used by the new generation of lending institutions (SHGs) while extending credit to their customers (Table 6). Interestingly, while informal lenders depended only on personal guarantee and tangible collaterals, the chit funds safeguarded their loans through personal guarantee, interlinked input purchase and tangible collaterals.

Table 6: Frequency Distribution of Collaterals Applied by Borrowers Across Lending Agencies

	Source of loan
	Personal

Guarantee
	Group

Guarantee
	Interlinked

Input

Purchase
	Interlinked

Labour Sale
	Interlinked

Output Sale
	Tangible

Collateral
	Total

No. of Collateral

	1. Commercial Banks & RRBs 
	13
	0
	 6
	1
	1
	11
	14

	2. PACS and LDBs
	29
	0
	13
	0
	2
	27
	29

	3. Informal Lenders
	 3
	0
	 0
	0
	0
	 2
	 4

	4. SHGs
	 9
	8
	 6
	0
	0
	 0
	16

	5. Chit Funds
	2
	0
	 1
	0
	0
	 1
	 2

	6. Total Formal
	41
	8
	23
	1
	3
	31
	44

	7. Total Informal
	5
	0
	1
	0
	0
	 3
	 6


Thus, personal guarantee and tangible assets were the major collateral used by the traditional lending agencies, whereas interlinked input purchase, group guarantee and interlinked output sale turned out to be newly found collaterals. The dependence of informal lending agencies on various collaterals was less than the formal lending institutions. 

Inferences and Conclusions

In conclusion, two differing points of view emerged insofar as the working of the lending institutions were concerned. While new generation lending institutions such as SHGs showed high rate of interest on loan advances, the traditional lending institutions such as cooperative and commercial banks were seen to be beset with other deficiencies such as absence of human capital investment and consumption loans, especially for illness, marriage and other contingencies. These credit institutions showed high transaction cost and delay in delivery of credit, besides some other deficiencies.  A few very recent detailed studies conducted by Shah (2003 and 2004b) have categorically pointed out high transaction cost, poor repayment performance, overdue and significantly high NPAs as the root causes of moribund state of rural credit delivery system through formal lenders in Maharashtra. These studies have emphasizes upon the need for both formal and informal credit agencies to have simplified loaning procedures with major emphasis on extension of credit facilities to poorer sections of the rural community, balanced sectoral development, sustainability and viability, operational efficiency and small farmer coverage as the major focus to improve overall efficiency of credit delivery in Maharashtra. In this sequel, efficient use of ‘Kisan Credit Cards’, group lending through SHGs could be other suggestions. Further, in terms of credit delivery, the landless categories of households were the neglected section of the rural community in the present study. In fact, credit delivery through commercial and cooperative banks invariably depended on ownership of land, which adversely affected access to credit to the landless households. It was, therefore, felt that ownership of land as the criterion for the distribution of credit might be relaxed and group responsibility should be introduced by formal credit institutions to safeguard the interest of overall rural community. The task before rural credit institutions should be to identify the poorer groups within the landholding categories with a view to help them to rise above the poverty line by providing them access to credit. More importantly, despite a vast network of formal and informal credit institutions, cooperatives still emerged as the dominant force in rural credit markets. However, in order to maintain their status as dominant force in rural credit delivery system, cooperatives need to be restructured and strengthened to meet the emerging challenges.

End Notes
1. As per the estimates reported by Minhas (1974), about 75-85 per cent of rural households with less than two hectares of operational holding were below poverty line during 1960-61. Earlier, Dandekar and Rath (1971) also arrived at similar conclusions.

2. Mahajan (2000) classified the marginal and small farmers into three categories with weaker sections among them falling in the first sub-category, small and marginal farmers with agriculture as their main source of income and non-farm employment as the supplementary source falling in the second sub-category, and relatively affluent sections of small farmers engaged in commercial cultivation of crops and allied activities falling in the third sub-category.

3. Only one medium size village from each of the selected districts of Maharashtra was selected. Efforts were made to select those villages, which not only had various categories of borrowers but also encompassed maximum number of lending institutions. While the selected village from Kolhapur district encompassed three traditional lending institutions, the village selected from Pune district was seen to comprise of one traditional and three new generation lending institutions such as Self-help Groups (SHGs). All these seven lending institutions had been selected for the present investigation. A complete enumeration of the selected villages was also done with a view to have overall picture about the landholding size of each of the households. However, the sampled borrowers were selected from the list of members of various lending institutions.

4. Although informal lenders and chit funds were also important sources of production credit in non-microfinance village, they did not provide any production credit to households from microfinance village. Nevertheless, SHGs extended production credit support to largest number of borrowers in micro-finance village. The total as well as the average annual production loan utilized by the sample households from non-microfinance village were several times more than the microfinance village. However, some of the loans obtained from institutional sources by the sample households in non-microfinance village might have been diverted to consumption needs.
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Appendix I: Distribution of Sampled Households Across Various Landholding-size Categories 

	Household Category
	Sample Size (in numbers)

	
	Village with Traditional Lending Institutions
	Village with Traditional and New Generation Institutions
	Total

	Landless
	6
	5
	11

	Marginal
	11
	10
	21

	Small
	3
	6
	9

	Medium & above
	5
	4
	9

	           Total
	25
	25
	50


Appendix II: Loans Received by Sampled Households From Various Lending Institutions

 (In rupees per household)

	Source of Loan
	Village Without Micro-Finance
	Village With Micro-Finance

	Consumption Loan

	Commercial Bank and RRBs
	  5,000     (1)
	      -

	PACS and LDBs
	13,600     (5)
	       -

	Informal
	12,000     (3)
	1,800    (2)

	SHG
	       -
	1,200     (4)

	Chit Fund
	   600    (3)
	      -

	Production Loan

	Commercial Bank and RRBs
	68,000   (2)
	    5,440   (10)

	PACS and LDBs
	2,23,040   (22)
	10,800    (6)

	Informal
	  5,800   (2)
	-

	SHG
	        -
	     8,340    (14)

	Chit Fund
	20,000   (3)
	-

	Human Capital Loan

	
	
	

	Commercial Bank and RRBs
	              6,000         (1)
	-

	PACS and LDBs
	              2,000         (1)
	-

	Informal
	-
	600      (2)

	SHG
	-
	100      (1)

	Chit Fund
	            10000 (3)
	    -

	All Purpose Loan

	Commercial Bank and RRBs
	 79,000    (4)
	     5,440 (10)

	PACS and LDBs
	2,38,640    (28)
	10,800    (6)

	Informal
	 17,800    (5)
	  2,400    (4)

	SHG
	-
	    9,640    (19)

	Chit Fund
	  30,600    (3)
	-


Note: Estimates relate to total loans received by various sampled households from various lending  

          institutions encompassing villages with and without micro finance.

* Faculty Members, Gokhale Institute of Politics and Economics (Deemed University), B.M.C.C. Road, Deccan Gymkhana, Pune 411 004 (Maharashtra), India.
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