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PREFACE TO THE FIRST EDITION

OQur aim in writing this book has been te provide the under-
graduates of our Universities with a comprehensive textbook on
agricultural economicy pertaining to eonditions obtaining in oar
country. Much of the subject matter in books on rural ecenomics
published abroad has little relevance to the peculiar conditions and
problems of Indian agriculture. There is no paucity of literature
on the problems confronting Indian agricmlture and the lines on
which these can be successfully solved. Almost all the economic
agpects of the agricultural problem in India have been thoroughly
diseussed in a number of classical reports published by the Govern-
ment, such as the Reports of the Royal Commission on Agricuiture
in India, the Maclagan Committee on Co-operation, the Central
Banking Enquiry Committee and the various Provinecial Banking
Enquiry Committees, the provincial committees on co-operation,
and the reports of Sir John Russell on the Working of the Imperial
Council of Agricaltural Research and of Dr. N. C, Wright on the
Development of the Cattle and Dairy Industries in India. But
these sources of information are too voluminous and scatbered,
We have felt that there is a need for a book which will not merely
give the student a compreheneive survey of the economic problems
confronting Indian agriculture and their possible solutions, but
gnil, at the same time, present these with a proper theoretical back-
ground. The improvement of the standard of living of the masses
of the people in our rural areas is one of the urgent tasks which‘
confronts our country. We have therefore endeavoured to provide
the general reader with a convenient handbook which will give him
an idea of all that has been done and remains to be done for the
improvement of India’s main industry.

A general textbook, we felt, should deal with the permanent
rather than the temporary problems such as, for instance, the
present acute shortage of foed caused by the War., We have there-
fore, confined our discussions to long-term trends., In the
arrangement of the chapters, dei ¢ relief and rural financing have
been discussed first, as we have felt that no real progress is possible}
0 long as the farmer continues te be financially dependent.

]



iv PREFACE

In the preparation of the statistical statements reldting to thg
co-operative movement in India, we have made full uss of the
Statistical Statements relating to the Co-operative Movement in
India,.1940-41, publiched by the Reserve Bank of India.

MaDRAS, ) B.V.N.
6-—10—1943. P. 8. N.

PREFACE TO THE SECOND EDITION

In thig edition a new section on the effects of the War on
India’s food supply * has been added, and the section on ¢ Nidhis
and Chit Funds’ has been entively rewritten, Wyf&e also taken

advantage of this opportunity to revise some of 2 ' sections dealing

with the co-operative movement in view of the r(,ént developments
in land mortgage banking and the consumer’s co-operutive move-
ment, Attention has also been drawn to the schems,- proposed
recently, for the allocation of a part of the profita of the Reserve
Bank of India to finance rural reconstructlon Apart from these
no substantial changes have been made,

MaDRAS, B. V. N,
24 .-11—1944, P. S, N.

PREFACE TG THE THIRD EDITION

In this edition the text has been fhrther revised and brought
up-to.date, and a few tables have been added.

15.8-1946. 7 B.V. N.
P S N
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THE ECONOMICS OF
INDIAN AGRICULTURE

CHAPTER 1
AGRIGULTURE—ITS ECONOMIC BACKGROUND

§ 1. What agriculture is: Agriculture includes not only
the production of crops by the cultivation of the soil, but also the
rearing of livestock. "Thus milk, meat and wool are ags much
agricultural products as are wheat, rice and cotton. We must,
therefore, use the word agriculture “to include every industry
which aims at produecing vegetables or animals by the cultivation
of the goil,”1  Agriculture is of course primarily concerned with
plant production, but the diverse uses to which plants may be put
are well indicated by the following diagram.?

\ Plant Production

Congumed Outside Converted into Live-
Agrieulture stock Producte
On Same On Other
e Farm Farms
Used ag Tood, Used as Fuel. Used as Raw Material
e.g., rice, milk e.q., wood of Industry, e.g., cotton
meat, ete. wool, silk, rubber, ete.

Agriculture, therefore, is o basic and indispensable industry
providing not only most of the foodstyfis but aiso some of the
essential raw materials of industry, Agric]\ cure is, not one industry,
but a complex of many different types of production and marketing,
The unit of production, viz., the farm, may be big or small, eg., it
varies from over 1,000 acres in parts of Australia’ to an average of
less than 3 acres in the United Provinces.* The farmer may produce
one product, as, for example, the Brazilian coffee-grower, or, several,
as in the dairying counties of England, where a farm often gells
calves, pigs, sheep, wool, eggs, and wheat as well as lignid milk.5
Within the same country there may be wide variations in land

O'Brien: Agricultural Eeonomics, p. 1.

Cohen: The Ecouomiocs of Agriculture, p. 7.

World Agriculture: An International Burvey, p. 56.
Jathar and Beri: Indian Economics, Vol. I, p. 211,
Cohen: The Economics of Agriculturs, p, 10.

G e @S 1Y —



2 THE ECONOMICS OF INDIAN AGRIOCULTURE

tenures and the methods of production. Again, there are wide
differences between the agricultural economy of the new countries
like Canada, New Zealand, and Australia which have a < surplus
agriculture ’ (where farmers grow certain erops mainly for sale,
usually to foreign buyers, and life is based on the profits from
agriculture and not on the produce}, and that of countries like India
and China, where the majority of farmers produce mainly for
subsistence,

Agriculture is both a_craft and a business. Especially in the
modérn world, where production is more and more for the market,
rather than for consumption, the income and standard of life of the
agriculturist depend not only on his ability (as a eraftsman) to raise
a big crop, but also on his abiiity (as a businessman) to sell it at a
good price. To be aucecessful, the agriculburist should know when,
where, and at what rate to bortow his working capital, and how to
sell at the right time at a remunerative price, The auccessful
agriculburist shounld, therefore, be a sound businessman. The Indian
farmer, for example, iz poor, not mainly because he is ineficient as
an agrivulturist, but because he is a bad businessman. It is here
that the economist comes in, -

The study of farming as a business, and the suggestion of
methods of improving it, are the main tasks of the rural economist.
* Agricultural economics may be defined as the application of
general economiocs to the eraft and business of agriculture.”¢

§ 2, The need for 2 special study of Rural Economics:
There are a number of reasons why agricultural economics should
be studied as a separate science. .

{«) Agrioulbure is the world’s most important industry, < In
the less ad¥anced countries upto two.thirds, or even three-gquarters,
of all persons capable of work are at the present moment engaged in
providing themselves and others with food and primary materials,
while it is not unusual for over one half, or for nearly one half, of
the population in the more advanced ecuntries to be devoted to
these same agriculbural pursuits.” 7 Qut of a total world population
of 2013 millions, 1301 million persons are calculated to depend on
agriculture.t Even the slightest improvements in agriculture are
exceedingly worth while, as the majority of the world’s populatioqa
depends upon agriculture for its living,

(b} General economic theory was evolved in Europe during
an age when industry was rapidly developing arl eclipsing
agricytture. The general framework of economic theory i, of
courae, as applicable to agriculture ag it is to industry; thus,
the analysis of the equilibriwm of demand and supply and the
explanations of value and distribution are valid in agriculture.

§ ©O'Brien: Agricultural Economies,p. 2.
7 Howard: Labour in Agriculture, p. 29,
§ Ibid.



AGRICULTURE—ITS ECONOMIC BAUKGROUND 3

But some of the usual agsumptions of economic theory are not as
real in agriculture as they are in industry. For instance ‘ that
part of economic analysis which has been developed to explain the
large scale organization typical of industry is less applicable to
agriculture.” On the other hand, perfect competition is far more
real in agriculture than in industry, because farmers are so
numerous that no individual farmer can affect price by altering his
output, “The divorce between agriculture and economics has|
bheen detrimental to both sciences,” The passionate belief of the
169th century economists in laissez faire and non-intervention was
to a large.extent the resulé of the Industrial Revolation, and made
them ignore the fact, that some form of State intervention is
necessary, if farmers, with their weak bargaining power, are not to
be exploited by their creditors and by middlemen,

(¢} A study of the application of the principles of economiecs
to agriculture is likely to contribute to the development of general
economic theory. The conclusions of economic theory can he
verified by application to the facts of agricultural life and modified
in the light of such verification. Economic doctrines, if they are
to be really valid, must ‘explain the facts of rural as well as
urban life.’

() Agricultural economics is hecoming more and more
important on acecount of political reagons also, (i) With the spread
of aggressive nationalism, national self-sufficiency has hecome the
objective of almost all modern nations. In almost all industrial
countries, such ag Germany, England and Japan, the resuscitation
of agriculture to make the country self-sufficient in times of war
and reduce the dependence on foreign supplies of food and raw
materials, has become the special object of governmental policy,
(ti) Governments have also intervened to encourage agriculture
with the object of ereating a contented peasantry as the surest
safegmard against revolution and as a counterpoise to the powerfully
organized industrial labourers. Almost invariably the small scale
farmers are conservative and oppose changes, (iii} In other cases
State intervention has been due to sentimental considerations and
the belief that agriculture is not only a husiness but a way of life,
which should be proteuted at all costs, irrespective of economic
considerations, *In recent years its intervention has become so
important, in almost all countries, as to constitute a major factor
in agficultural development.”

{e) The peculiarities of agriculbure, and the consequent vital
differences between manufacturing industries and agriculture are
the main reasons, from the economic point of view, why the agri-
. cultural application of economic science should be studied
separately. These peculiarities are very important and deserve a
detailed discussion,

9 Cohen; The Economics of Agriculture, p. 162.
\



4 THE ECONOMICS OF INDIAN AGRICULTURE

§ 3. The peculiarities of agriculture : Agricultural produe-
tion exhibits certain peculiar characteristics. These affect decisively
the provision of agricultural credit as well as the marketing of
agricultural products,

() The greater applicability of the Law of Diminishing
Refurns : In agrieniture the Law of Diminishing Returns begins to
operate at an earlier stage than in manufactures. Aftor a certain
stage has been reached, additional applications of capital and labour
on a given piece of land lead to a less than proportionate increase
in the oy tput and thus to an increase in the costs of production per
unit of ploduce, Agriculture, therefore, requires a larger proportion
of land than mauonfactures and the scale of production tends to be
smaller. The earlier operation of the Law of Diminishing Returns
also accounts for the wide scattering of the areas of production and
the great importance of systers of land tenvre in agricnlture,

(i) Absence—of ~differentiation. of the faciors: The diffevent
factors of production are less clearly marked in agriculture than in
the large manufacturing industries. For example, the Indian
farmers usually own the land which they oultivate, and employ
little hiregl-labour. When prices fall, the manufacturer can reduce
his costs by dismissing some labourers, but the farmer cannot, as
he employs little hired labour. Even when the price of the agricul-
tural product_is very low, the farmer has, in most cases, to
continue culfivating his land as he haa no other means of earning a
living ; he, therefore, hias often to submif to'drastic reductions in
his income, especially during periods of falling prices.

{iii) Dependence on Nature: Agricultural output ultimately
depends on the processes of natural growth. The crops have to
grow before they are harvested ; Nature does the business and man
is merely the manager.’? This dependence on Nature affects agri-
cultural output in the following ways: (e} 4 long économic lag
between Yhe incurring of expense and the incoming of receipts. “We
may define the economic lag as the length of time during which
costs ave incurred before a crop is marketed,”!' Thus, the farmer
who grows paddy has to go on spending effort and capital in ite
cultivation and wait for an interval of about six months before he
can recoup his expenses by the sale of paddy. This lag between
expenditure and receipts is less than a year in the case of crops: it
extends from over a y®iIr 10 tlréé veaid in the cage of cattle and
from about five years in the cage of coffes fo over 40 years in the
case of timber forests, But during the interval, demand and price
might change and completely upset the caleulations of the farmer.
(b) Periodicity of agricultural operations. Unlike the manufacturer,
the farmer cannot start or stop cultivation when he likes. He has
to sow at the right time, and harvegt at the right time. All farmers,

10 Howard : Labour in Agrieuliure, p. 13.
11 Belshaw: The Provision of Credit to Agriculture, p. 64.

L] -



AGRICULTURE—ITS ECONOMIC BAOUKGROUND 5

therefore tend to harvest the crop at the same time and this leads
o o regular glut in the market after the harvest is over. (c) The
wncertainty of outpui. The farmer, unlike the manufactarer, is
unable definitely to eontrol his output. His attempts to resbrict
output by reducing acreage might be offset by &« particularly good
harvest, *If nature is tyrannously regular as to when she will
give her products, she is superbly irregular as to how much she
will give,”12 This uncertainty regarding yield adds a ‘large element
of unpredictable risk * to the difficulties already enumerated above,

(iv) The intractability of agriculture: On account of the
predominant part played by nature, the time lag between effort
and reward, the regularity of the harvest and the uncertainty of
output, farmers find it difficult to adjust their output to changea
in demand, For instance, when the price of paddy falls, the
farmer cannot at once reduce his output, because he might already
have begun cultivation and the harvest might be particularly good,
Again, the farmer and his family nsually have no other alternative
oceupations. and when the price of paddy falls, they might actually
try to produce more to secure the same money incoms. The factors
of produetion employed in agriculture are often specialised and
cannot be eagily shifted to obther oecupations. In agriculture,
especially during the short pericd, prime costs form only a small
part of the total costs; and prices, therefore, may have to fall
very substantially before the farmers give up production. All
these factors tend to make agricultural production relatively more
intractable than the production of manufactured goods. Supplies
cannot be easily contracted when prices fall. Thus, during the
world economic depression (1929-32), the total world ountput of
manufactured goods, as measured by the League of Nations, fell
by 37%, that of non.agricultural primary produets fell by 319,
while agricultural production fell only 19.13

(v) The inelastic demand for agm'culturg! products ; Agricul-T
tural produets are mostly foodstuffs and the demand for food as
whole is inelastic. People, when they become richer, do not
consume proportionately more food. The demand for agricultural
products, therefore, rises less rapidly than that for industrial
products with a rising standard of life, The proportion of the
population employed in agriculture iy likely to decline with
progress, “Thus the study of agricnlture is the study of an
industry where the numbers employed are falling ** 14

(vi) The lag in instantancous costs . The lag in instantaneous
costs is another peculiar feature of agricultural produetion. During
periods of falling prices, the prices of agricultural products always

12 Howard: Lahour il‘] Agriculture, p. 6.
13 Gohen: The Economics of Agriculture, p. 112,
14 Ibid?

-




6 THE ECONOMICS OF INDIAN AGRICULTURE

fall more rapidly than the prices of industrial products. The
farmer, who is usually & buyer of industrial products, is, therefore,
compelled to sell his produce cheap and buy his requisites dear.
Thie disequilibrium is further intensified by the fact that the
farmer has fo gell his produce at wholesale prices which are usually
lower than retail prices, and buy the goods he needs at retail rates.

Retail prices do not fall as quickly ag wholesale prices, when there
is a general fall of prices,

(vii) The instability of agriculiure : As we have already seen,
the output of agricultural goods is erratic and responds only
slowly to price changes, while the demand is inelastic, The result
is very wide fluctuations in the prices of agricultural produets and
in the incomes of the farmers. When the demand is inelastic,
ik, less than unity, a small increase in thé supply put on the
market leads to a considerable fall in the prive. It ia not, therefore,
-unuswal for a farmer to dispose of a bigger crop for a smaller total
price. This explains why the Brazilian coffee.growers found it
more profitable during the recent world economic depression to
destroy part of their colfee crop and place only the remainder on
the market. It is the farmers who suffer most during periods of
depression, as it takes time for them to restrict supplies, The
trade eyele in agriculture becomes ‘not a cycle in output, as it
does in industry, but predominantly in prices and profits,’

§4. ‘The effects of the peculiarities of agriculture on
agricultural credit and agricultural marketing : The extreme
dependence of agriculture upon nature and biologieal factors and
the resulting element of unpredictable risk, the relatively small size
of the farm, the intractability of agricunltural production and the
consequent inability of the farmer quickly to adjust himself to
changes in demand, and the fact that agrienltural produce is
brought to the market at the same time by a large number of small
farmers, all greatly weaken the bargaining position of the farmer.
Like all other producers producing in auticipation of demand, the
farmer needs eredit, He has to bridge the gap between the initia-
tion of production and the final sale of his ctop, provide his own
working expenses and maintain his family. But the farmer needs
oredit for a longer period, and, unlike the manufacturer who ean
stop both production and borrowing when the price of his product
falls, th: farmer may aoctually need more credit when the price of
his procuet is falling, ag he cannot stop production suddenly. The
farmer’s demand for credit is, therefore, inelastic. This opens the
way for exploitation. Lending to agriculture is lending for relati-
vely long periods to a number of unorganized small-scale producers,
whose capacity to repay depends to a large extent on climatic con-
ditions and whose assets like land, growing crops and livestock, are
extremely difficult to assess. Lending to agriculture is, therefore.
not a desirable risk from the point of view of the ordinary credit
agencies like the joint.stock bankls. Hence, in the ahsence of an
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alternative source of eredit like a co-operative credit society, the
farroer is driven to borrow from private lenders and dealers at
heavy rates of interest. This places the farmer at the mercy of the
money lender, who is often in the position of a monopolist. “In
general...... it may be said that no community, even the most
refined, has up to thefpresent wholly solved the problem of maiﬁ-
taining its agrieulture without some dangers of exploitation of the
agriculturist.”1s

If the farmer is often compelled to buy credit dear, he is also
often compelled to sell his produce cheap. As we have already
geen, all the farmers in a given locality harvest their crop at the
game time and there igs a periodical rush of supplies to meet an
even and steady demand, This means ¢ some one has to hear the
great risk of fitting seasonal food supplies to a continuous human
consumption, of feeding the ever-greedy machine with the fibre,
the gilk, the rubber, the oil, which nature, that unhurried force,
produces only at intervals.” The farmhers are too numerous and
are too poor to cope with these difficulties. Thus the Indian farmer
has to convert all his erop into cash, as soon as the harvest ia over,
to pay land revenue to the Government and to meet his loan and
interest obligations, This has greatly increased the importance of
middlemen who have to pool the irregular supplies of innumerable
amall farmers, and make them available to the consumers in a
steady stream, The fact that agricultural products are bulky,
heavy and perishable, adds to the complexity of marketing and to
the power of the middlemen, It is not unusual, therefore, for the
wholesale traders in an agricultural area to be in the position of
monopolists. This accounts partly for the stability of the market-
ing charges. Thus, when the prices of agricultural products fall,
the marging taken by the middlemen tend to remain the same, so
that the farmer has to bear the whole brunt of the fall in prices,
Thus, in Great Britain, the retail price of potatoes was 284 sh. per
ton in 1924-25; 142 sh. per ton in 1929-30. But the margin taken
by middlemen, i.e, the marketing charges, during both the years
wag 97 sh. per ton.!® Hence, during depressions, the farm prices
of agriculbural produets fall even more severely than the prices paid
by the consumers. The midd ~men, therefore, take a big slice off
the price paid by the consumer, and the farmers, when they are
not organized, are hardly in a pesition to protest.

Farmers are thus peculiarly liable to exploitation by monsy-
lenders and middlemen when the State follows a policy of complete
laissez faire or non-intervention, In periods of depression, they
may even fail to recoup their expenses of production. It has often
heen maintained that ¢ the world as a whole has been fed below
cost . r the last 100 years if one takes into account the proper

15 Howard: Labour in Agriculture, p. 10,
16 CGohen: The Economios of Agriculture, p, 142,
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elements of cost.” The danger of exploitation ig particularly great
in India, where the farmers are mostly ignorantjind illiterate and
alternative sources of eredit like co-operativeloredit societies are
not adequately developed. No wonder the Reserve Bank of India
refers to agriculture in India as a “ deficit economy.”

o 1f agriculture, the main occupation of the majority of the
world’s population, is to be. really ¢ paying indastry, and
agriculturists are to be assured a reasonable standard of life,
some form of State intervention, to offset the weak bargaining
power of the farmers, seems to be essential. ¢ The mistake,”
says Mrs. Howard, in her book Labour in Agriculture, ** perhaps,
has been to take things for granted, to suppose that history will
put all groups of sosiety in their place, and wiil bestow on each
man, by some uneonscious ‘foree, his right reward.” Can the
economic interests of the farmer be adequately safeguarded bv
voluntary co-operation, or, does such safeguarding require §.c
intervention of the State, is a question to which modern experience
has not yet given a definite answer. In every modern gountry,
guch as Great Britain, the United States of America, Carada and
Australia, the State is intervening more and more to secure for the
farmer cheap credit and a fair price for his product, The modern
tendency, therefore, secems to be to depend more and more upon
State action to secure for the farmer his rightful place in the
national economy. Laissez faire is, therefore, a wholly undesirable
ideal ag regards agriculture.

CHAPTER 1L

THE NEED FOR DEVELOPMENT IN
INDIAN AGRICULTURE

§ 1. Agriculture is India’s main industry : Agriculiure is
India’s most important industry. The predominant majority .of
the population in India is employed in agricalture. But more
important than this is the steady rise 'in the proportion of the
population dependent on agriculture. This proportion rose from
61 per cent in 1891, to 66 per cent in 1901, and to 73 per cent in
19211 The proportion was 67'9 per cent in the 1931 census, but
this decrease, ageording to the Census Comimigsioner, is apparent
rather than real as a number of women supporfed by agriculture
have wrongly been returned as domestic servants.

There has been a steady increase in the population in India
and the additional population instead of being absorbed in industry
has actually fallen back on agriculture. Tn fact, side by side with
the increase in population, the Indian farmer lost one by one all

1. The Indiap Central Banking Eaquiry Committee: Report,
par. 58.
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his subsidiary sources of income. Carting for hire he lost to the
motor bus, and the processing of crops, like grinding floor and
milling rice, to the mills in towns, The indigenous cottage
industries were driven to the wall by the competition of cheap,
mass-produced, machine-made goods imported from abroad, and
their decline drove the small artisans to seek their livelihcod from
land. Thas, while industrialisation meant for the Western countries
the starting of industries within the country and the provision of
more and more employment, for India it meant the destruction of
all the indigenous industries with no offsetting increase in
employment at home, Though during the past few years, especi-
ally after the adoption by India of the policy of discriminating
protection in 1923, there has been a gradual development of manu-
facturing industries, the pace of industrialisation has not been rapid
enough to absorb the increase in population. The rural population as
a whole inereased between 1921 and 1931 from 285 to 313 millions.?
The ateady increase, in India, in the number of people engaged in
agriculture is illustrated, even better, by the following figures.

Table 1

THE NUMBER OF PER3SONS OCCUPIED IN PASTURE,
AGRICULTURE, AND INDUSTRIES.?

! In thousands
| 1901 ‘o1 11921 1981
Pagture and
Agriculture 90,057 105,822 105,349 | 109,730
Cultivaiion of i
special crops 1,202 1,450 1,693
Induatries veu” 17,506 17,716 15,352

Industries, therefore, provide employment in India to less
than 11 per cent. of the total workers, and only about 1'5 per cent.
of the total workers are supported by organized industries. The
total volume of industrial employment has not increased during
recent years and, ag Mr. Ghate points out, it is highly unlikely that
even under the most favourable conditions industrialisation in
India will decisively reduce the number of people dependent on
agriculture. Agriculture is, and must remain for many years to
come, India’s most important industry.

Agriculture, again, produces practically all the foodgraing con-
sumed in the country, though in the matter of rice, during recent
years, especially after the separation of Burma, Indis has become a
net importer. The major portion of our national income eomes
from agriculture, and agricultural products like cotton, tea, jute,

2 The Reserve Bank of India: Bulletin on Co-operative Village
Banks, p. 6. -

3. B. G. Ghate; Chaenges in the Occupational Distribution of the
Population, pp. 21 and 26. :

R 2
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oil-seeds, efo., provide the majority of our exports as the followmg

" tables will show

Table TI

EXPORTS FROM INDIA

OF SOME IMPORTANT

AGRICULTURAL PRODUCTS IN 1938.30 and 1939.40

1935.32 1939-40
. Porcentage : Porcenta,
. Value in Value in £
of total : of total
thou:fa nds expotts of thog?ands exports of
merchan- merchan-
Rupees. dise. Rupees. dige.
Jute (raw) ves 13,390,687 8.22 19,7318, 450
. [(manufactured) ...} 26,2611 16.12 48,68,78 23.63%
Cotton (raw and
waste} 24,66,65 15.14 31,04,15 15.26
“ (mu.nul'actured] 7,11,79% 4.37 8,587,568 4,22
Tea 23447 14.38 26,07.78 12.82
Seads . 15,09,22 9,26 11,594,563 5.85
Grain, Pulse and
Flour ven 7,74,12 4.95 5,097,37 2.49
il cakes - 3.01,20 I.85 2,02,92 1.00
Tobaoco 2,75,83 1.69 2,52.81 1.24
Frait and Vegetablea ey o 2,26,86 39 2,36,94 1.16
)
1959392 | TIAT 15805,0¢ | 7767
Table 11T

AGRICULTURAL PRODUCTION AND INDUSTRIAL

PRODUCTION {(QUANTITY AND VALUESH

By

Average of the two years 1934-35 and 1935.36

Agricultural Production. i

Indu‘strial Production.

' Valne in Value in
Quantity croreg of Qua.nttty crores of
rupees . rupeas,
Rice {Million tons) 20.0 504 Cotton Yarn {Millions .
Wheat " 8.6 174 of ibsa.) 1636 128.3
Sugarcane e 5.5 138 Cotton Cloth (Millions
Jowar . 6.2 . 103 " of yds.} - 3483 139.3
Bajra . 2.6 . 45 Jute bags {Millions) 637 29.3
Maize +r 2.3 31 Jute Cloth (Millions B
Gram ' 3.8 71 of ydg.) 1239 24.8
Barley " o 2.4 50 | Sugar (thousands of
Groundnuts ,, 2.1 83 tons) 784 36.8
Linseed {thou- Coal (Miltions of _ '
sands of tons) 402.9 10 tons) = > 20,8 18.7
Rapesesd 972.0 22 Loment % isands
Sesamum  ,, 433.0 13 of bang) 838.0 4.4
Tea (Million Ibs.) 398.0 23 Paper LI 45.4 2.2
Cotton {Million hales) 5.4 100 Pig iron i .1442.0 5.0
Jute . . 8.0 43 Steel ’a 652.0 11.9
Total Value of - Total Valua of .
Agricultural Produesion 1380 Indugtrial Produchion 401

4 Bassd on P. J. [‘hamas and N, Sundararama Sastry: Indian
Agncultural Stetistics, Takles VIIT and IX.
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It is also necessary to remember that in India no policy of
industrialisation can succeed unless it is based on a prosperous and
sound agriculture. India, during recent years, hus been following
a policy of discriminating protection and gradual industrialisation,
For instance, the textile and sugar industries have been developed
in India by the imposition of protective tariffs on competing
imports. But agricultural and industrial development are closely
inter-related. Industriatisation will help Indian agriculture by
providing for the raw materials produced by agriculture, such as
cotton and sugar.cane, & stable and expanding internal market, It
will also make more and more capital available for permanent
improvements to land, as a part of the profits earned in industries
iz likely to flow into agriculture, The development of industries
will also help to raise wages in agriculture, by providing the agri-
cultural labourers with alternative employments. But the prosperity
of industries, in its turn, depends on agrieulture. The big agri-
cultvral population constitutes the main market for the products of
Indian industries and some of the industries, such as the textile
and sugar industries, depend on agriculture for their main raw
materiala, Thus industries and agriculture are complementary to
each other rather than rivals in India, and the development of large
manufacturing industries will be {acilitated by improvements in
agriculture. *

Indian publie finance, like private finance, iz vitally affected
by agriculture, Land revenue is the mainstay of provincial finance
and the yield of the other sources of provincial revenus, such as
restrictive excise and stamp duties, also depends to a large extent
on the condition of agriculture. When the harvests fail, the provih.
cial Government has to face a deeline ngf only in the yield of land
revenue but also in the receipts from excise and stamp duties; it
has at the same time to find more money for expenditure on famine
relief. MNor is the Central Government independent of fluctuations
in the prosperity of the farmer. . During an agricultural depressior
there is a decline in the transport of agricultural crops and in the
purchaging power of the farmers. These lead to a fall in railway
receipts and in the customs revenue as there is less demand fo
imported goods from foreign countries, Thus ¢agricultural proas
perity or depression is the permanent warp of Indian finance® an¢
when the farmers are unable to balance their budgets; the Govern
ments also find it difficult to balance theirs,

Agriculture, therefore, is the backbone of the Indian economit
system ; the economic prosperity of India is inextricably bound up
with the prosperity of Indian agricnlture.

§ 2, The present position of Indian agricuiture: But un
fortunately, India’s most important industry is also one of her mos
depressed industries, ¢ In India,” says Dr, Clouston, once Agricul
taral Adviser to the Government of India, “ we have ourrdepressec
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classes ; we have, too, our depressed industries, and agriculture,
unfortunately, is one of them.” The outstanding feature of the
Indian rural economy is the appalling poverty of the cultivators.
According to the Indian Central Banking Enguiry Committes, the
average income of an agriculturist in India is not higher than Rs, 42,
or o little over £3 year. When we compare this with the per capita
income of £95 in Great Britain, the contrast is startling.$

There are many reasons for the extremely low per capite income
of the Indian farmer, One is the extremely small size of the
holdings, When the farm becomes toomll
and profitable employment to the farmer and his equipment;
cultivation becomes more and more uneconomic. But what iz even
worse, even this small holding is held not in one compact block, but
in fragments scattered throughout the village area. .

Another reason is thb extreme dependen Indian farmer
on climatic conditions, Farmers, throughout the world; cted
by changes in the weather, but the monsoons in India are prover-
bially irregular. Over vast tracts, where there are no irrigation
facilities, the farmer depends mainly on the monsoon which ¢ has
all the proverbial caprice of the Eastern potentate” This has
made him fatalistic and reduced the incentive to improvement.
Frequent failures of crops due to drought and floods, and the low
vitality and the high mortality of the livestock, render the economic
position of the farmer inherently dnstable.

The extremely wﬂp%g%wwn
agriculture, Aeccording to Sir M, Visweswarayya ‘ the average -
production of British India, including irrifated crops, cannot be
more than twenty-five rupees per acre ; in Japan it cannot be less
than a hundred and fifty.”’6 As regards sugar, the actnal outturn
per acre in India is less than one-third that of Cuba, one-sixth of
Java and one-seventh of Hawai.

But the yield per acre, by itself, cannot be a satisfactory teft
of the agricultural prosperity of a country; for, in new .countries
with plenty of land, the maximum income per head is secured when
the farmer cultivates extensively a large area of land, But in India
where the size of the farm is extremely small, the low yield per

acrte means a very low ineome per head. .
RS £ L

5 The Indian Central Banking Enquiry Commitiec: Majority
Report, par. 57, .

6 Sir M. Visveswarayya: Reconstructing India, p. 174.
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Table IV
Wheat! Rice? Cottond Groundnud
Country. ibs. lbs. lbs. lbs.
peor acre. per acre. per acre, per acre.,
Canada 972 ves
United States ... 846 169
Europe 1146 .
Italy 4743
China 1600
Egypt 3719 307
India 6306 828 85 900 ¢
Japan 2988
Australia Ti4
Mauriting 2200

The poverty of the Indian farmer is also due to the almost
complete absence of subsidiary cccupations, which can enable him
to eke out his slender income irom agriculture. This complete
dependence of the cultivator on the produce from the soil renders
him particularly vulnerable to famine. Almost all the village
industries on which the farmer relied in the past, when the village
economy was gelf-sufficing, have been wiped out by the competition
of cheap machine.made goods:

The defective marketing system adds to the woes of the Indian
farmer. ith the commercialisation of agrieulture, the Indian
cultivator ¢ is being drawn slowly but steadily into the sphere of
influence of markets, both national and international,” But the
Indian farmer has neither the ability hor the organigation to
protect his own interests in & competitive market. Nor has he
agencies which will finance him to hold back his crop for a better
price when the prevailing price is abnormally low. The buyers
of agricultural produce such as the cotton mills and sugar factories
and exporting firms are, on the other hand, often well organized,
The result is, that in most cases the Indian farmer is unable to
secure a fair priee for his produce. The essence of successful
busginess is to * buy cheap and sell dear.” The Indian farmer often
buys dear and el!s gheap, - =

" On aceount of all these reasons, the cultivator often does not
earn enough to maintain himgelf till the next harvest, This
inadequacy of income, and expenditure on soeial ceremonies
demanded by custom, force the cultivator to borrow. These credit
needs are satisfied only at ruinous prices. But such unproductive
borrowing does not add to the income of the farmer and thus create

e —

1 From the Report on the Marketing of Wheat of India.

2 ,, the Report of the Land Revenue Comumission, Bengal. Note
of digsent by Dr. Radha Kamud Mookerji.

3 ,, the Handbook of Commercial Information for India.
4 ,, the Report on the Marketing of Groundnuts in India.
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its own means of repayment. The result-is, once in debt, the
farmer in India is always in debt. Thig has led to a large mass of
unproductive debt estim&tefl at more than a 1000 crores of rupees,
When a farmer is a debior, his right to the land he cultivates
becomes precarious; often he loses his liberty to dispose of his
crop at a fair price, and he has to pay exorbitant rates of interest
which eat into the profits from agricultire, He, therefors, loses all
incentive to improvement,

The tl;ﬂllhlﬂﬂ_ﬂ.ffth.e_lnd.im\dﬂlﬂ are aggravated by his
illiﬁfracx, which prevents the rapid spread of improvements and
facilitates exploitation by unserupulous middlemen.

Thus, judged by whatever standard, Indian agriculture is in a
bad way. As the Royal Commission on Agriculture in India have
summed up so well, “To a very great extent the cultivator in
India laboura not for profit nor for a net return but for subsistence.
The crowding of the people on the land, the lack of alternative
means of securing a living, the difficulty of finding any avenue of
escape, and the early age at which a man is burdened with
dependents, combing to force the eultivator to grow food wherever
he can and on whatever terms he can.”

Ag we have seen, agriculture is India’s most important indus-
try. It is, therefore, imperative that measures should be under-
token to improye the organisation of agriculture, to put the
industry on a paying basig, and toincrease the per capita income of
the Indian farmers. If India is to be prosperous, the incomes of
the cultivators should be raised by wise esconomic planning,

' § 3. Is the food supply in India adequate?? There has
been, during recent years, a growing volume of opinion that in
India the food supply of the country has not kept pace with the
rapid increage in population, It is, of course, true that a country
need not raise all the food that it needs for consumption?; what is
really relevant is the total volume of wealth, both agricultural and
industrial, that it produces, and a country may conoentrate on
manufactures and import part of its food supply. But India is on
the whole self-sufficient with, regard to food supply, and imports
normally provide only a very small proportion of the food avail-
able. Tf, therefore, it can be proved’ihat the food supply “aised
within the country has increased only at a slower rate than the -
increase in population, it can rightly be held that in India, popula.
tion is pressing on the means of subsistence, and that there is over-
population in the strict sense of the term.

Though statistics regarding the total volume of food-produc-
tion in India are inaccurate and unreliable, and little is known
regarding the actual diet needs of the people, estimates have often”

7 Normally Indiais a net importer of food geains. She hasasmall”
aurplus of wheat offset by a deficit in rice to-the extent of 1'5 million tons.
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been made regarding its adequacy. Thus, according to Dr. Radha-
kamal Mukherji, India’s present food supply is 280-4 billion
calories, whereas the total food needs of the people amounts to
321-5 billion calories. He therefore holds that there is a calorie
shortage of 41°1 million calories and concludes that 12 per cent of
the population of the country mnst be going without food.? Again,
Mr. P. K, Wattal, in his Presidential Address at the All.India
Population Conference of 1938, points out that during the period
1913-14 to 1935-36 while population increased at the rate of nearly
1 per.cent per annum, crop. production increased by only 0-65 per
cent per annum, and suggests that the population has outrun the
means of subsistence.?

On the other hand, Dr, P. J. Thomasg holds that food supply in
India has more than kept pace with the increase in population,
According to him, while population increased only by 12 per cent
between 1011-14 and 1930.34, the available food supply incressed
by 20 per cent.

Table V10
Commodity. | Weight. | 191124 | 161519 | 1920-24 | 1925-20 | 1930-34
Rice . 52 100 115 107 104, 114
Wheat e i5 100 104 109 104 116
Barley - 5 100 97 89 oL 77
Maize ves 3 100 118 105 108 112
Bajra 4 100 113 120 128 127
Jowar 8 100 125 142 164 164
Gram ey 7 100 109 126 104 112
Bugar 6 1 160 118 116 123 173
All Commodltles 100 113 111 110 120
Population ... 100 105 101 107 112

But he rightly points out that, to form a correct estimate of
the economic condition of the people, what is relevent is the total

Table VIt
1920.21 |  1934.35
l to 1021.22 1 o 1935-36
{Average). | (Average).
Population 100 ¢ 115
Agrioultural Production . 130 121
Indugtrial Production 100 267

8 Dr. Radhakamal Mukherji: Food Planning for Four Hundred
Millions.

9 Jathar and Beri; Indian Economies, Vol. I, p. 78.

10 P.J. Thomaz and N. Sundararama J3astry: Indlan Agricul-
tural Btatiatics, p. 90,

11 ibid., p. 97.
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volume of production and not merely the food supply, There has
been a striking inerease in industrial production during recent
years; and he holds that in India, the total volume of production
has actually increased more rapidly than the increase in population,

If the majority of the population in India are under-nourished
thig must be, according to him, due not to the rapid increase in
population, nor to any lag in the food supply, but probably to the
bad distribution of the presentincome.

Views, therefore, are exitremely divergent, and statistics of
production have heen used to support totally divergent views. To
find out whether the food supply in India 18 adequate or not we
must know accurately, (a} the total quantity of food available for
consumption, and (4) the actual diet requirements of the people,
and, with regard to both, the information we possess is extremely
inadequate,'? But there are certain accepted facts which might
help us to arrive at a conclusion. Tirstly, during the past few
_decades, while the population of British India has been increasing
steadily, the inoreage in the net area sown with crops has been
extremely slow and gradual. A study of the available satistical
data strongly suggests that there has been a steady decline in the
per capite ares SOWI. :

Table VII
NET PER CAPITA 30WN (BRITfSH, INDIA1S)

Population Average net . *. Per capita
Year {Millions) area sowWn 4Téa BOWN
{Million acres) {acres)

1811 231.6 208 ' 0.9

1921 233.6 L 205 - .88

1931 256.8 ’ 211 82

1941 205.8 215 0,72

Secondly, the proportien of the total area under food orops
has declined while that under commercial crops has increased,
The acreage under food crops has not kept pace with the growth in
‘population and there iz an actual fall in the acreage per head,
“ During the period 1808-09 to 1917-18, 089 acfes‘per’ head of

popitlation were devoted to food crops, while during the period °

1928-29 to 1932-33 the acreage had sunk to 0'79 per head. The
population had increased by 287 millions but the area under food
crops went uyf only by 2-6 million acres, only 0409 acres per head.
The non-food crops have on the other hand kept pace with the
population, the acreage per head being 0044 in the earlier and
0057 in the later of the two periods. The decline in the acreage

12 A moré accurate determination of the stalistical faebs in relation
to India’s food supplies is absolutely essential for the formation of a
successful food policy, according to the Food Graing Policy Committee,

13 The Famine Inquiry Commission~-Findl Report {1945}, pags, 78,

!

i



THE NEED FOR DEVELOPMENT IN INDIAN AGRICULTURE 17

-

per head under food crops is revealed even more clearly by the
following estimates made by Dr. W. Burns!? :—

Table VIII

Acreage per head under food
erops including all food grains,
Year sugarcane, vegatables, fruits
condiments and spices.

1911 P 0.83
1921 0.86
1931 0.79
1941 0.67

The decline in the acreage”per head under food erops might
pot mean a smaller food supply per head if it had coincided with
an increage in the yield of erops, but there is little evidence to show -
that the yield per acre has increased during the past few years.
The gpread of improved varieties has been very slow and resegrch
has been concentrated hitherto more on commercial than on food
crops, 1t is, therefore, difficult to accept Dr. Thomas’s conclugion
that the food supply in India has increased more rapidly than the
increase in population. We are rather inclined to agree with
Sir John Russell that * the statistics are not good enough to show
how much the total produetion of food lias varied and whether it
has kept up with the population.” But all the available infor-
mation suggests very strongly that there is in India a widening
gap between the amount of food necessary to provide her population
an adequate and well-balanced diet and the actual food supply
available. There is also little doubt that in India more people
depend on land than it can support on a reasonable standard of life,

Even in the absence of adequate statistical data, we can
recognise the presence of a pressure on land and an agricultural
over-population by certain symptomatic phenomena, all of which
are present in India. These are, the progressive decline in the
size of the holdings due to successive subdivisions, increasing
fragmentation and the emergence of dwarf holdings, the high per-
centage of food crops to the total cultivated area and the low unit
yield per acre. All these lead to a state of chronic under-nutrition,
which undermines the health and vitality- of the farmers and eats
away into their spirit of enterprise.

We can, therefors, conelude that India is suffering from
agricultural over-population. The remedy lies in two directions,
»4z., a rationalisation of agriculture which will increase the yield
from land, and an industrialisation of the ecountry which would
take away the surplus people from land. Attempts should be
made to increase the yield from land (by the adoption of better

14 Technological Possibilities of Agricultural Development in India, p. 21
R 3
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methods of production, mixed farming, better systems of crop
rotation, ete,), to revive cottage industries, and to reclaim new
land’ by the provision of irrigation facilities and by schemes of
agricultural colonisation,

There iz another aspect of the problem of food supply to
which reference should be made before we conclude this diseussion.
Researches of experts like Dr. Aykroyd indicate that what India
needs is really not more of cereals such as wheat, rice and ragi,
but a more balanced diet, According to Sir John Russell « The
well balanced diet does not require more but, less cereals than at
present, but it includes more of everything else, especially of vege-
tables, fruit and milk,”” The objective, therefore, in India should
be to produce more of these supplementary and protective foods,
and to release more and more land for their produection by
inereasing the yield of the food grains on the lands on which they
are cultivated. As Sir John Russell suggests, a nutritional survey
ghould be undertaken in each province to decide the chief
deficiencies in the dietar}, and the medical 2mthorities and
agricultural experts should decide together the crops to ‘he grown
in the province to remedy the deficiencies. The Agricultural
Departments shonld then‘encourage the cultivation of these crops
by all means in their power.

§ 4. The War and India’s food supply: The precarious
nature of India’s food supply, the inadequacy of the internal
production to secure for the people of India even mere freedom
from hunger, and the disastrous consequence of the absence of a
positive agricnltural policy on the part of the State, have all been
demonstrated clearly by the impact of, the present war on India
and. the food crisiz of 1943, '

The food erisis of 1943 wag accentuated by factors operating
on both the supply and the demand gides. On the side of supply,
firstly, the loss of Burma deprived India of her annual imports of
rice which in the pre-war years had averaged at about Id million
tons. Secondly, one of the worst cyclones in Bengal’s history and
one of the worst fungus epidemics on record, destroyed over a
million tons of Bengal's ripening crops. Thirdly, the war with its
demand on the transport services made difficult imports from other
areas to make up for local shortages. On the side of demand, there
were the shock administered to public confidence by the rapid
advance of Japan and the loss of Burma, the steep rise in prices
caused by the inflation of currency which mide it profitable for
the cultivators to hoard grain instead of rupee notes, the increased
consumption by the cultivators who after years of depression were
now realising better pricgs, the speculative purchases by traders
speculating against a rising market, and the feverish buying by the
relatively well*to-do consumers to insure themselves against a
future breakdown in the supplies. The shortagq was further

*
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aggravated by exports of food grains to Ceylon and the Middle
East, the influx of more than & million evacuees and war-prisoners,
and purchases for the large foreign army stationed in India.
Naturally-food prices soared to unprecedented heights; towards
the close of 1943 rice was selling in Bengal at ten times its pre-war
price, and food prices in general had reached levels at which it
became impossible for the average consumer to satisfy his food
requirements. Before the famine in Bengal could be brought under

control more than three million lives had been lost due to starvation
and disease, ’

The famine of 1943 has brought home the urgent need in India
. for the adoption of a bold and comprehensive food policy by the

Central and the Provineial Governments. QObviously, if such crises
are not to recur in the future and if the people of India are to be
ensured an adequate and well-balanced diet, there should be a well-
planned drive to increase the food production in India. This
campaign for increased food production should naturally be made
up of two distinct programmes ; one a short-term programme to be
implemented immediately to enable the country to achieve a decisive
increagse in ite food production with the least delay to meet the
shortage caused by the war, and the other a long-term plan which
will secure a better balapce between the population and the food

supply in Indis, and also a better, balange between the agricultural
and industrial production,

Any short-term programme to increase rapidly the food supplies
available in India, if it is to yield the maximum results, should
include the follow features. (i) A government guarantee of the
prices of food grains: It is essential that in the present period of
transition from war to peace, the prices of foodgrains should be
established at a predetermined minimum if their production is to be
expanded. It is idle to expect the farmer to break up new land and
to increase output when the future is uncertain and a flood of imports
might at any time break up the agricultural price levels. (ii) A
regular supply to the farmers, at apecially low prices, of the prime
requisites of agriculbural production, such as improved seeds,
fertilisers, agricultural implements and cattle, to facilitate intensive
cultivation. (iii} The extension of credit facilitigs to farmers who
want to improve their holdings or to break up new lands and the
provision by the State of the necessary technical guidance. (iv)
Subsidies to agriculture, as in the United Kingdom, $o encourage the
extension of cultivation and to keep down the prices of the
essential foods. (v) Government purchase of all the food grains
offered, at the gunaranteed minimum prices to ensure a steady
market. The confrol of civilian consumption necessitated by the
war time shortages might also be used to educate the tastes of the

people in the matter of food and to accustom the people to a more
balanced diet, '
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. This shoit-term programme designed to meet the war-time
shortage in food supply must be dove-tailed with a long-term pro-
gramme which will correet the underlying long-term trend in India
towards progressive food shortage and malnutrition, This long-term
programme mush aim at securing for India, (i) a decisive increase
in the agricultural output and in the per capite income of the Indian
farmers ; (ii} a proper balance between the commercial crops and
the food crops; and (iii} the ideal balance between agriculture and
large-scale industry, .

How quickly progress can be made in this direction by a
determined effort on the part of the State is demonstrated clearly
by war.time experience in the United Kingdom. Since the out-
break of World War Il in September 1939, the United Kingdom has
heen able to inerease the area under cultivation by 45%, and has
achiéved a 50%-increase in her output of cereals. By a system of
subsidies to farmers new areas have been brought under the plough
and food prices, especially the prices of protective foods, sugh as
milk, have been keptdown. By a gystem of rationing, which was
introduced on the very out-break of the war in 1939, an equitable
distribution of the available supplies of food has been ensured, and
according to the testimony of Sir John Boyd Orr, the poorer
sections of the people of the United Kingdom are actually better
fed today than before the\w&r. Nething can show more clearly
how quickly results can be'achieved by a good system of agricul-

- tural planning.

& 5. The initiative for improvement jlas to come from
the Government : The economic regeneration df agriculture, which
oceupies nearly three-fourths of the populatiog, is almost the only
way by which the per cepite income and standard of life in India
can be raised. The objective of agricultural policy in,India should
be to enable the farmer not only to raise a bigger crop per acre but
also to sell it for a bhetter price. The majority of the ryots in
India, as we have already seen, are illiterate peasants following

*traditional, antiguated ipethods of production, cultivhging small
farms. The disappearance of the self-sufiicient village economy
and the commerecialisation of agriculture have projected the indian
farmer into a competitive system which he does not fully under-
stand, Thus the farmer looks on helplessly when the price of the
paddy he has produced falls because of the competition of imports
from Indo-China and Siam, The cultivators in India have neither
the education nor the organisation necessary to protect their own
interests in a competitive market. No wonder, with their weak

bargaining power, they are exploited by almost ail the parties who
deal with them.

The poverty and illiteracy of the ryots preclude their taking
the initiative in agricultural improvement themselves, Such
initiative has, therefore, to come from the (Government. Auy
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scheme for the improvement of agriculture in India has to tackle
and solve four fundamental problems, »iz,, the erushing burden of
agricultural debt, the small size of tHe farm, the low yield per acre
and the extremely low income of the farmer, and the defective
marketing organisation which robs the farmer of the just rewards
of his labour, As was seen in § 2 of this chapter, so long as the
farmer continues to be fettered by the shackles of debt he will have
no incentive for improvement. No one likes to sow where ancther
is likely to reap. Also, in the absence of cheap credit faecilities, it
is futile to expect the farmer to adopt better methoda of cultivation
and better implements, and to invest capital in the improvement of
livestock. In the subsequent chapters, therefore, we shall examine
the rural debt problem and the different methods adopted in India
to reduce the burden of agricultural debt and to provide cheap
credit to the farmer; the part played by land in agriculture and
the size of the farm; the methods by which the yield from land
and the incomes of the farmers can be raised in India; the general
theory of agricultural marketing, the defects in the marketing
organisation in India and the possible remedies, and the different
types of land tenure and the relationship of thé particular type of
fand tenure to eficiency in agricultural operations,

CHAPTER TIII
RURAL INDEBTEDNESS IN INDIA

§ 1, Rural indebtedness—its causes : The indebtedness of
the Indian farmer is proverbial. At no time in his life is the
Indian peasant able to dispense with the money-lender. To
purchase seedlings, to maintain himself and his family during the
pre-harvest season and during years of drought, and to meet the
expenses necessitated by the tyranny of long.standing social
customs, the peasant invariably seeks the aid of the money-lender.
Just ag he inherits his father’s lands, so he often inherits his
parent’s debts. The encumbrances of the deceased father frequently
affect the life of the son adversely:

The agriculturist fights shy of mortgaging his lands lest his
social position shouid be damaged. He is, therefore, ready to
borrow by the simple process of affixing his signature to a bond,
however high the rate of interest may be, The money-lender is
algso tempted by the high rate of interest to make reckless advances ;
but he does not necessarily undertake great risks by giving
unsecured loans, as usually he is adequately compensated by the
high rate of interest he receives. Also, “ he has ample security
in the triple chain of caste, custom and character which necessarily
binds the peasant to the soil ”’; and as long as the peasant holds
the land the money-lender ¢an enrich himgelf,



22 THE ECONOMIOS OF INDIAN AGRICULTURE,

Thus, from generation to generation the Indian peasant has’
been haunted by the nightmare of debts. He may slave all his
life but he can never free himgelf from the grip of the money.lender.
The result is “ the Indian peasant is born in debt, lives in debt,
dies in debt and bequeaths debt.” The existence of debts is one
of the root causes for the degeneration of the peasant in India.
The future of the country cannot be rosy when the tiller of the
soil, the custodian 6f the national wealth, is in this melancholy
plight,

Why do peasants run info debts? A variety of reasons account
for the immersion of the Indian peasantry in debt. Some stresg
the fact that the Indian peasant has a tendency to borrow for
unproductive purposes, some complain of the burden of ancestral
debts, while others trace the peasant’s financial difficulties to the
uncertainty of the Indian mongoons and 4o the uneconomic nature
of the ryot’s small holdings. Some of the more important causes
of the agriculturist’s indebtedness deserve detailed discussion,

1, The excessive subdivision and fragmentation of holdings
so common in India leads to much wastage. When the holdings
are too small, cultivation ceases to be economical and the yield
fromland becomes insufficient for the maintenance of the farmer
and his family. Henece the cultivator is drivensfo the necessity of.
depending on the money-lender not only for unforeseen but even®
for his living expenses. Thus, the root cause of agricultural debt
is the insufficiency of agricultural income, . » *

2. The decline of the handicrafts in India, and the consequent
unemployment of the vyot for part of the year, is another important
cauge of rural indebtedness, If the handicrafts were as prosperous
ags they were onee, they would act as safety-valves -for the
population depending on agriculture. Bub, as conditions are at
present, the peasants have no subsidiary oceupation to which they
can turn during their spare time, This enforced idleness during a
part of the year impoverishes the poor peasant still further. The
bulk of the rural population has thus to depend on land and land
alone, The income from [and is too meagre to meet the needs of
the large number of persons depending on it. Hence the peasants
are forced to seck the money-lenders’ expensive aid.

3, Agriculture in India is said to bea garﬁbls on the monaoon.
A large part of the couniry depends on rain for cultivation, but
the monsoon is extremely uncertain. When the rains fail, the
poor péasant is in distress. There is almost a regular eycle in the
yield of the crops. It has thus been estimated that on an average,
for every five years, there is usually one good year, one bad year
and three years are neither good nor bad. This constant variation
in thé yield of the land and the consequent instability of agricul.
tural income also forces the agriculturist to borrow to meet his
expenses during lean years. '
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4. Another contributory cause is the perivdic loss of cattle
through diseases which every year levy a heavy toll upon the
agriculturists’ possessions, The peasants have to borrow money
to replace cattle,

5. Digeases such as malaria, which offen ravage the villages,
permanently undermine the efficiency of the peasants. Malaria is
a very common fever in the waterlogged agricultural tracts. This
tells upon the vitality of the agriculturist, lowers his efficiency and
thereby his earning capacity.

6. The Indian agriculturist is said to have a faney for
litigation and he wastes a good deal on marriages and social
functions. Bub though these might cccasionally lead to debts they
can hardly be the main causes of rural indebtedness. Social and
domestic functions such as marriages are but occagional events.
What makes the ryot indebted is mainly the annual budget of his
own household and, as we have seen, this is invariably a deficit
hudget. .

7. Ancegtral debis are one of the chief causes of rural
indebtedness. On account of the heavy rates of interest charged
and the practice of charging compound interest, the bhorrowing
ryot is hardly able to clear his debts during his lifetime and it is
thus passed on to his son. The bearing of ancestral debt is
congiglered a sacred obligation in Hindu India; and accordingly
wost ryohs desist from seeking legal protection, even when this is
possible, to save themselves from the clutches of the wsurious
money-lenders,

8. Yet another reason for the ryot’s indebtedness is the
security afforded by a stable government. The establishment of
Pax Britannica and of ordered government, the development of
communications and the opening up of foreign markets led to a
steady rise in the value of land and facilitated borrewing on the
security of land. The improvident Indian ryot Hmits his borrow-
ing, not by his wants but by his opportunities, and the ease with
which loans could be raised on the mortgage of land led to a
tremendous increase in the volume of agricultural debt,

9. The money-lenders’ demoralising system of uncontrolled
eredit is yet another cause, Peasanis are generally illiterate and
the money-lenders are able to exploit them easily. Accounts are
_often fraudulent and the interest charged is invariably usurious;
hence, however much a peasant may try to clear off his debt, he
ﬁqu himself under a perpstual liability to the money.lender,

Ag will be evident from the causes of indebiedness enumerated
above, the farmers in India do not, in general, contract debts for
productive purposes. The money expended on the improvement
of land aceounts only for a meagre proportion of the total debt,
It cannot be maintained that the land revenue demand has been
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oppressive ; that a large number of debts are contracted on the
gecurity of land Is adequate proof that land is still a secure source
of investment and that the assessment iz not in any way oppressive
when compared to the yield of the land. But it has to be admitted
that the inelasticity of the land revenue demand has compelled
peasants occasionally to borrow for the payment of land revenue,
especially during pericds of falling prices,

§ 2. Estimates of rural debts: Accurate statistics are not
available of the total rural indebtedness in the country, Various
estimates have been offered but in almost all these there is a
large element of guess.work. Sir Edward Maclagan estimated in
1911 the total rutal indebtedness of British India at about Rs. 300
crores. During recent years the various provineial Banking
Enquiry Committees have estimated the rural indebtedness of the
different provinces ag follows.

Table IX
. Total Rural Indebi‘;ednesa.
Agsam Rs. 22 erores
Bengal ’e 100 ,,
Bihar and QOrisga . . 155,
Bombay {including Sind) i 81
Central areas e . 36 |,
Coorg - - s+ 35 to 55 lakhs
Madras - . 150 erores
Panjab ' 133 ,,
United Provinces N 124 |,

Thus the total rural debt of British India was about Rs. 500
crores in 1929, Since then the agriculturists hdve had to pass
through one of the worst economic depressions, and there has been
a steady increase in the rural debt which at present is estimated to
exceed Rs, 1,200 crores for British India alone.! In fact this
tendency of the rural debt to increase steadily has been one of the
most disturbing features of the agricultural situation in India for
decades. For instance, the total agricultural debt in the Punjab
increaged from Rs. 90 grores in 1921, to Rs, 135 crores in 1929,
The Royal Commission on Agricuiture in India draw particular

o

1 Little accurate information is available as to the sffects of the War
on agricaltural indebtedness in India. Agricuitural prices have, of course,
rigen but the prices of the manufactured goods needed by the farmer, sach
ag cloth, have risen even more. Again, the rise in the prices of agrieultural
produce must have been largely offset by the rapid rise in the costs of
cultivation eansed by the steep rige in the prices of manure, fodder, draught
catile, and agrigultural implementy and in the cost of transport. Also,
while the larger landlords mugt have benefited to a greater or smaller extont
by the war-time rige in prices, it is extremaly doubtful whether the amall
cultivator has actuaally bensfited by the war, and our doubts are confirmed
by the pravailing distress in many rural areas.

*
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sttention to this fact, «Tt is more than probable ” they write,
« that the total rural indebtedness has inecreased in the provinces,
Whether the proportion it bears to growing assets of the people
haas remained at the same level, or whether it & a heavier burden
or lighter burden on the more prosperous cultivator than of old,
are questions to which the evidence we have received does not
provide an answer.” ’

But more serious is the fact that most of this debt has been
incurred for pynproductive purposes. Even in the Punjab only five
per cent of the total agricultural debt is estimated to have. been
borrowed for productive purposes. A-loan borrowed for an unpro-
ductive purpose does not create its own means of repayment and
results in a reduction in the net income of the borrower.

§ 3. Why should agriculturists be protected by debtlegis-
lation? Government policy in India till the world economic
depression: In a predominantly agrieultural country like India
peasants form the back-bone of the national economy. ¢ The |
lesson of universal agrarian history from Fome to Scotland is that
an esgential of agriculture is credit, Neither the condition of the
country nor the nature of the land tenures, nor the position of agri-
culture, affects the one great fact that agriculturists must borrow.’’2
The Indian agriculturist in his anxiety to borrow money invariably
falls into the trap of the usurer, as he has too little bargaining
power to proteot his own interests under a regime of laissez faire.
There is ample justification, therefore, not only for enacting laws
to extricate the peasants from the clutches of the money-lenders,
but also for devising such machinery as will provide cheap credit
facilities to the agriculturiats,

The steady increase in the volume of the agricultural debt,
the discontent caused by the exploitation of cultivators by
money-lenders, and the increasing realisation of the fact that the
illiterate peasant with his inelastic demand for eredit had neither
the capacity nor the bargaining power to protect his own inberests
while dealing with the money-lender, forced the Government in
the seventies of the last century to intervene with measures to
help the indebted farmers. Firstly, improvements were made in
the civil law with a view to reducing the exploitation by money-
lendérs of ignorant agriculturists. Secondly, by educating the
ryots to take a business-like view of borrowing, by remitting the
land revenue assessment during years of scarcity, and by inducing
thrift, the Government tried to make the farmers avoid unnecessary
debts. Thirdly, by placing restrictions on the alienation of land
it tried to prevent the wholezale transfer of land from the agricul-
tarists to the money-lenders.? Lastly, the Government uwndertook

2 Nicholson : Report regarding the possibility of introducing land
and agrieulturgl banks in the Madras Presidency, 1896,
3 These have been discussed in detzil in Chap ter VI § 7.
R4
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a number of measures with a view to providing alternative sources
of eredit and reducing the hold of the money-lenders. Thuos the
Government first tried to finance the farmers directly and began
. to advance both short and long-term eredit under the Agriculturists’
and Land Improvements Loans Acts (1884 and 1883).4 But soon
it was realised that it was not desirable for the Government
direetly to take up the Yesponsibility of financing the fdrmers,
This led to the passing of the Co-operative Credit Societies Act
in 1804, By epcouraging the starting of co-operative credit
societies and of land mortgage banks, the Government have tried
to give relief to the indebted farmers.$

§ 4. Post-depression debt legislation: But the economic
depression which set in, in 1929, gravely affected the repaying
capasity of the agriculturists and necessitated more drastic
measures. Prices of agricultural produce fell and the real burden
of the debts increased. Provineial Governments were, therefore,
forced to devige ways and means to reduce the burden of rural
debts and the result was an enormous amount of debt legislation -
during the decade 1930-40 with the following three objectives :—

(2) The provision of relief to the cultivators by scaling
down and lightening the crushing burden of the standing debt ;

(6) the regulation of the money-lending business and the
creation of systematised rural financing agenecies ; and

(¢) the provision of safeguards for the protection of the
person and property of the debtor against exploitation by the
creditors,

Emergency M easures: To give immediate and apeedy relief
to the indebted agriculturists three types of laws were enacted ;:—

(@) Moratorium laws.
(b) Laws to reduce the burden of the interest liabilities.

(¢) Laws to scale down the principal of the debt and devise-
convenient methods of repayment,

§ 5, Moratorium laws: The catastrophic fall in prices
during the years after 1929, as seen above, made it extremely
difficult for agriculturist debtors to honour their obligations. The
money-lenders rushed to the courts of law and wanted to take
their pound of flesh ’ in the form of land. There was the imminent
danger of the lands being sold up at the exiremely low depression
prices to the creditors. No Government, especially in an agricul-
tural country like India, can afford o contemplate with equanimity
the economic ruin of the large mass of its peasants and the passing
of their lands into the hands of a class of absentee landlords,
Legislation to protect the agriculturist debtors, therefors, became .

4 See Chapter V § 3.
fi See Chapters VII and X.
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inovitable. But some device was necessary to prevent the creditors
from forestalling such laws by instituting suits for the recovery of
their dues while the legislation was pending. To check the rush
of oreditors to the law courts, to prevent the immediate execution
of decrees for the sale of lands, and to give some relief to the
agriculturist until the enactment of comprehensive debt legislation,
moratorium laws were passed in different provinges.

The United Provinces Temporary Regulation of Executions
Act (1934) was enacted with a view to stay the execution of
proceedinga against judgment debtors who were agriculturigts. The
small agriculturists, for whose benefit the Act was intended, could
atop the execution of decrees against them and apply for a revision
of the deereed amount according to the provisions of the Act, The
Act provided for the scaling down of the debts due from the small
cultivators to 40 to 50 per cent of the amount due. It also laid
down that the debt could be paid off in five annual instalments,
In 1937, the Congress Ministry, which had in view the framing of a
comprehensive scheme for the scaling down of the debts of tenants
and small landholders, passed the Temporary Postponement of the
Execution of Decrees Act to prevent the rush of creditors to courts
of law while the debt relief legislation was being framed. It
provided for the postponement, for a period of six months of pro-
ceedings against agriculturists who paid as land revenue less than
Ra. 1,000 and who were not assessed to income-tax, Those whose
Jand revenue payments exceeded Rs. 250 could gel execution
proceedings stayed only by depositing one-fifth of the amounts for
which the deerees were executed. By another provision of the Act,
agricultural debtors who were sent to prison for non-payment of
debts were released. Similarly, the Temporary Relief of Small

. Holders Act was passed in Bombay in 1938 to prevent creditors

and landlords from forestalling laws which the Government were
contemplating for the proteetion of agriculturist debtors and
tenants. The Act applied only to the small holders (#iz., individuals
who held less than six acres of irrigated land or eighteen’acres of
non-irrigated land) and was to be in force for one year® All pro-
ceedings for the sale of the land were to be stayed, provided the

debtor merely paid the interest on the sum for which the land wasg
to be sold.

The Madras Government brought forward a moratorium bill in
QOctober, 1937, but it had to be withdrawn owing to wide-spread
criticism. But in the Agriculturists’ Relief Act passed soon after,
provisions were included to revise the decrees awarded by the courts
in the cases of agriculturist debtors, during the period between the
publication of the moratorium bill and the passibg of the Apri-
culturists’ Relief Act. Thus all the execution proceedings taken

6 This Act is still in force, and in March 1045, its'life was extonded fop
another two years.
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by courts between lst October, 1987, and 22nd March, 1938, were
declared invalid. The agrieulturist debtors could have the decreed
amount revised according tothe provisions of the Agriculturists’
Relief Aet. All sales of land in execution of decrees during this
period were to be set aside.

4 6. Measures to reduce the burden of interest liabilities :
But the main problem was to grant relief, by some kind of scaling
down of the debts due from them, to the large mass of indebted
agriculturists who were only partially solvent. One way of giving
such relief was to scale down the interest and to credit excess pay-
ments towards the principal.

The amounts due by way of interest from agriculturist: debtors
have been scaled down in the various provinces in one or more of
the following three ways. Firatly, the principle of Damdupat.
that arrears of interest should not be decreed for a sum larger
than the prinecipal, has been incorporated in some of the Money-
lenders’ and Debt Relief Acts. Secondly, in soms of the provinces
a scheduled rate of interest has been prescribed for the depression
period and the excess interest paid is to be adjusted to the
principal, Thirdly, all arrears of interest on loans contractec
before a cerfain date have been cancelled.

Acts passed in the United Provinces, the Central Provinces,
Bombay and Madras have prescribed special rates at which intersst
is to be calculated for the depression period on depression and
pre-depression loans, The Agriculturists’ Relief Act of the United
Provinces (1934} provided that from lst Japuary, 1930, 0 o dats
fixed by the Local (Government, the rate of interest aharged on
debts could exceed the rate at which the Local Government conld
borrow from the Central Government by only a certain percentage
prescribed by the Local Government. The excess paid'unde
interest was to be credited to the prineipal,

In the Central Provinces, the Central Provinces and Bera
Relief of Indebtedness Act of 1938 authorises the Debt Relie
Courts to re-open all transactions made 12 years before the lasi
transaction or before lst January, 1932, whichever is earlier, tc
calculate interest on the original principal, at 7 per cent simple
interest in the case of secured debts and 10 per cent simple interest
in the case of unsecured debts, and to adjust excess paymenk:
under interest to the principal. The Act also provides that arreas:
of interest shall not be awarded for sums grveater than the out
gtanding prineipal.

The Bombay Agricultural Debtors’® Relief Act, 1939, providec
for the reduction of the intérest burden in three ways :—(i}). ¢ Ths
Debt Relief Boards were authorised to allow interest at 12 per cen
per annum, simple interest, on debts contracted before Ist January
1931, (ii) The interest caleulated in this way and found due or
lgt January, 1931, was to be reduced by 40 per cent if the loar
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was contracted before lgt January, 1930 ; and by 30 per cent if it
was contracted between lst January, 1930 and 1st January, 1931.
(iif) Interest was allowed to be caleulated at 9 per cent per snnum
simple interest or the agreed rate, whichever was lower, after lst
January, 1931, till the date of the application for relief.”?

The Madras Agriculturigts’ Relief Act (1938} treated dlﬂ’erentlj
the pre-depression and the post-depression debts. (i) All arrears
of interest on debts incurred by the agriculturists before 1lst
October, 1932, ontstanding on lst October, 1937, were cancelled.
(ii) The rate of interest on loans contracted after the lst of
October, 1932, was not to exceed 5§ per cent simple interest up to
October, 1837, (iii) No debt incurred by an agriculturist after the
22nd of March, 1938, was to bear more than 6} per cent per annum,
simple interest.

Another method by which the provincial Governments tried
to reduce the payments towards accumulated interest was the
adoption of the principle of Damdupat. Bengal {1933}, the United
Provinces (1934), Madras, BiRar, BOitbay and Sind (1938) adopted
this principle. In Madras, under the principle of Damdupat, a
debtor need not pay anything further towards the debt if he has
already paid twice the principal of the loan, whereas in some other
provinees the payment of a sum greater than the outstanding
principal towards the arrears of interest is prohibited,

§ 7. Debt Conciliation: Side by side with the scaling down
of the amount due by way of interest, measures were also under-
taken in the various provinces to secure the scaling down of the
debtz due from the agriculturist debtors.

The best method of bringing about such a scaling down is a
voluntary agreement between the agriculturist debtor and his
creditors through the agency of Debt Conciliation Boards. Attempts
at debt conciliation (i.e., scaling down the debts to bring them
within the repaying capacity of the debtors, by a voluntary agree-
ment between the parties) had been made as early as 1897-1000 in
the Central Provinces, and hetween 1906 and 1912 in the Ranchi
District of Bihar, The Central Banking Enquiry Committee,
reporting in 1931, had seen that the majority of the ryots were only
partially solvent and could not repay in full all their debts; it had,
therefore, warmly advocated the appointment, in each district, of
special officers, to bring together the agriculturist debtor and his
creditors and o make the latter agree to some kind of scaling down,
which would bring the amount within the repaying capacity of the
debtor, and accept payment by instalments. The economie
depression and the disastrous fall in agricultural prices made debt
relief measures extremely urgent and the Cenfral Provinces led
thie way with the Central Provinces Debt Conciliation Aet of 1933,

7 Abhyankar:; Provincial Debt Legislation in relation to Rural
Credit, p. 10,
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The lead given by the Central Provinces was soon followed by the
Punjab, Bengal, Madras, Assam$ and some of the Indian States;
the Acts passed in these provinces have followed, in the main, the
lines laid down by the Central Provinces Act.

Debt Conciliation Machinery: TUnder these Acts provineial
Governments have been authorised to set up Coneiliation Boards
to scale down the debts of the agriculturist debtors with the consent
of the creditors. The Boards consist of not less than 3 and not
more than 12 members, and include representatives of the money-
lending and horrowing classes. The class of agriculturist debtors
who can apply to these Boards for the conciliation of their debts
has been defined in the Acts. Thus in Bengal, the Act is restricted
to ‘“rayats and under-rayats whose primary means of livelihood is
agricultute,” and to those * who cultivate the larid themselves or by
members of their families or hired labourers or by produce-sharing
tenancies.”” ¥ Again, the debts owed by the agriculturist to some
agencies have been excluded from the jurisdiction of the Debt

' Conciliation Boards., Thus debts due to the co-operative societies
have beems éxcluded by the Punjab Act, while in the Central
Provinces, Madras, Assam and Bengal they can be settled by the
Debt Conciliation Boards only with the previous consent in writing
of the Registrar. Also, debis due to the banks have been
excluded from the jurisdiction of the Debt Conciliation Boards in
the Punjab and Bengal.

Any agriculturist debtor who js entitled to relief under the
provinecial enactment (or any creditor) can apply for a settlement
of his debts to the Debt Conciliationr Board working in the area in
which the debtor resides, The Roard will then call upon every
one of his ereditors to submit to i, within a specified time a
statement of the debts due from the debtor with proofs for the
debts such as doeuments, entries in accounts, etc. The Board then
tries o persuade the parties to come to an amicable settlement and
if an agreement is reached with creditors to whom a certain
minimum percentage of the total debts is owing {e.g,, 40 per centin
the Central Provinces, 50 per cent in Madras), the agreement is
reduced to writing by the Board, is registered within a month and
takes offect as if it were a decree of the Civil Court. The Boards
hate further been authoriged to fix the number of instalments in
which the scaled down debt is to be repaid,

Penalties for unreasonable creditors: The Debt Conciliation
Boards, as can be seen from the above diseussion, can secure a
sealing down of debts only when at least a part of the ereditors are
willing to come to an amicable settlement. They have no powers

8 The Punjab Relief of Indebteduness Act of 1934; the Bengal Agricui-

tural Debtora’ Act of 1936 ; the Assam Debt Condliation Act of 1935 ; and
the Bind Debt Conciliation Aet of 1539,

9 K. G. Sivaswamy: Legislative Protection and Relief of Agrieul-
' turist Debtors in India, p- 269.
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to compel creditors to sgree to a settlement. But to prevent
refractory creditors from sabotaging the effoctive working of the

Debt Coneiliation Boards, certain disabilities are imposed on such

creditors, In almost all the provinces, the Debt Conciliation

Boards have been aunthorised to grant a fertificate to the delftor

when they consider that an agreement has been prevented by the

unreagonable attitude of the sreditor. Thus, in the Central Provin.-

ces when a Debt Conciliation Board is satisfied that the ereditor

has refused a fair offer, it can grant the debtor a certifieate, When

such a certificate has been issued the ereditor cannot claim costs in

suits for the recovery of the debt, nor can he secure more than 6

per cent per annum, simple interest. Again, a mild pressure is

brought to bear on the creditors by a number of concesdions to the

more amicable creditors who have agreed to the settlement spon-

sored by the Debt Conciliation Board. Such creditors are given a
prior charge on the properties of the debtor up to the amount
awarded to them by the Board, and they are helped in the réco-

very of the instalments due to them by the revenue officers,

Refractory creditors against whom a certificate has lesn
granted to the debtors by the Debt Conciliation Boards are sub-
jected to even greater penalties in Bengal. Thus, such ereditors
can execute any decree they might secure in a court of law against
the debtor only < after the expiry of such peridd not exceeding ten
years a3 may be specified in the certificate,”” The Boards in Bengal
have been further empowered to pass an order seliling the amount
due from the debtor to the refractory creditor, when they feel that
the debtor has made a fair offér and whemn creditors to whom 40
per cent of the total debts of the agriculturist debtor are owing
have agreed to an amicable settlement,

The Debt Coneciliation Boards in the Central Provinces, the
Punjab and Bengal have achieved a certain measure of success in
scaling down the debis of the agriculturist debtors. The depression
and the resulting insolvency of the large mass of ryots had made it
difficult for the money.lenders to realise their assets, and the low
price of lands discouraged the recovery of loans by bringing them
to sale. Many creditors, therefore, were willing to consider a scal-
ing down of their claims in return for a lump payment in full
settlement of the accounts. Again, the Debt Coneiliation Boards
offered the creditors a quicker and cheaper method of eollecting
their dues : expenditure by way of court fees, fees for lawyers, etc.,
was considerably reduced, and the Boards took less time to settle
the case, Thus the period immediately after the depression was
psychologically very opportune for the initiation of debt concilia-
tion measures. In the Central Provinces agricultural debts
amounting to Ra. 563 crores had been scaled down to Rs. 2:93
crores up to the end of June, 1937, thus achieving remission of 48
per cent. The Debt Conciliation Boards in the Punjab have
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secured, for the agriculturist dehtors whose debta they have been
able to conciliate, a remission of seven annas in the ropee.'®

The main merit of debt coneiliation is that it is a voluntary
mathod, securing for the debtor some relief without infringing on
the righte of the ereditors. . Again, uniike the compulsory methods
discussed below, this method enables each individual case to be
dealt with on its own merits, according to the size of the debt, the
economic condition of the debtor and the creditor, and the capacity
of the former to repay. Thus, a rich landlord who can easily repay
his loans can hardly secure any concession from the Debt Concilia-
tion Boards, while a poor ryot who has borrowed at usurious rates
can gecure a decisive scaling down of his debts. But experience
soon proved that little immediate relief eould he given to the
majority of indebted farmers by voluntary debt econciliation. The .
Debt Conciliation Boards could do little when the ereditors were
unreasonable and refused to accept a scaling down of the amourits”
due to them. Very often the penalties provided, such as the issue
of a certificate, had few tetrors for the ereditors, especially to those
who had lent on the security of immovable property whjch they

ould attach with the help of the civil courts if the borrowers
failed to repay, The Debt Conciliation Boards were, therefore,
able to scale down only unsecured debts. Also, the majority of
farmers failed to approach the Boards for a scaling down of their
debts as this would have meant the estrahgement of the local
money-lender, their main source of credit. Again, any measure
for scaling down debts is like a surgical operation; it has to be
carried into effect quickly if it is to be really effective in giving
relief to the debtors facing insolvency, and if the normal eredit
machinery is not to break down. The debt copciliation machinery.
was oxtremely slow, and its working was uneven, as the more
unreasonable creditors could always refuse to accept a scaling
down. This led, therefore, to an increasing demand for a sealing
down of debts by compulsory legislation.

¢ 8. Gompulsory scaling down of the principal of the
loan ;- Here Madras led the way with the Agriculturists’ Relief
Act of 19381 The Act makes a clear distinction between debts
ineurred before lat October, 1932 (pre-depression debts), and those
incurred on or after that date (post-depression debts). The claims -
of the ereditors with regard to the former have heen drastically
scaled down. All arrears of interest outstanding on lst October,
1937, are wiped out. When the agriculturist has paid twice the
amount of the principal, either by way of interest or of principal
or of both, the entire debt is wiped out. 1f the repayments made by
the agriculturist debtor, both by way of interest and principal,

10 ibid. p. 290.-

11" The provisions of this Act relating o interest have already Ybeen
geen. in § 6.

-



e RURAL TNDEETEDNESS IN INDIA 33

exceed the amount of the principal but are less than twiece the
principal, only the balance necessary to bring up the total
repayments to twice the prineipal, or such portion of the principal
ag is outstanding, whichever is less, need be paid. The act also
gave relief to the indebted tenants with regard to rent debts, It
provided that all accumulated arrears of rent up to fasl 1345,
were to be wiped out, provided the tenant paid the rents due for
fasli 1347 and 1346 before September, 1939, Up to; the end of
September, 1945, debta amounting to Rs, 955 lakhs were scaled
dowa to Rs. 457 lakhs under the Act, a reduction of 52 per cent,

This principle of the compulsory scaling down of debts has
also been embodied in laws enacted for the relief of indebted agri-
culturists in the Central Provinces and Berar, and Bombay.12 The
main feature of the Central Provinces and Bervar Relief of Indebted-
ness Aect, the United Provinces (1939), and Sind (1940} is the
scaling down of the principal of the debt by a scheduled percentage
on the bagis of the estimated fall in the value of land, The Debt
Relief Courts which are to be established under the Act have been
empowered to re-open all transactions made 12 years hefore the
last transaction or before lst January 1932, whichever is earlier.
The principal amount is to be scaled down by 30 per cent in the
case of debts incurred in or before the end of 1925, by 20 per cent
in the case of debts incurred affer 1925 but before the end of 1929,
and by 15 per cent in the case of debts incurred after 1929 but be-
fore the end of 1931, Ag the main aim of the Act is to give relief
only to the average and not the rich ryots, it excludes from its
seope agriculturists whose debts exceed Ba. 25,000,

The Bombay Agricuitural Debtors] Relief Act of 1939 is another
attempt a6 the scaling down of a-gricu?bural debts by compulsory
methods. It provides for the compulsory scaling down of debts
aecording to the debtors’ capacity to repay as ascertained by Debt
Adjustment Boards which are to be established under the provisions
of the Act. It iz in some respects an improvement upon the Madras
Act ag, simultaneously with an attempt to scale down debts, it has
tried to build np sound credit machinery for debt clearance. The
Act requires all agricultural debtors whose debts have been adjusted
by the Debt Adjustment Boards to become members of the ce-
operative resource society in the area before the award is made,
It also tries to prevent the re-emergence of unproductive debts to
private money-lenders, in the future, by preventing the alienation
of the standing ecrops or the produce of the debtors who have
secured relief, without the previous permission of the co-operative
soctety.

§ 9. Miscellaneous measures: In addition to the above
devices for the scaling down of the debts of the agriculturists by

12 For itz provision with regard to interest, gee § 8.
RS
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for the exemphion of a given portion of the property of the debtor '
from attachment and sale; and (ii) the protection of the debtor
from intimidation and molestation. For instance, the Central Pro-
vinces Debtors’ Protection Act, 1937, the Bombay Money-lenders’
Bill, 1989, and the United Provinces Money-lenders’ Bill, 1939,
punish money-lenders by 3 months’ imprisonment or a fine of
Rs. 500, if they molest their debtors. The Bengal Money-lenders’
Act, 1989, lays down a penalty of one year’s imprisonment or a fine
of Ras. 1,000 for a similar offence. The Punjab Debtors’ Protection
Act, 1935, the Bengal Debtors’ Protection Act, 1936, and the
Bombay Money-lenders’ Bill, 1939, contain provisions for the pro-
teotion of the debtors” properties,

§ 11. The effects of debt relief legislation on credit
machinery: The various debt relief acts, the moratorium laws
staying the initiation of proceedings and the execution of decrees
against agriculturist debtors, the executive notifications againat the
sale of the lands of the agriculturist debtors, and legislation em-
powering the Collector to fix a fair price for the land on the basis
of the pre.slump prices when land was being s0ld in execution of a
civil court decree against an agriculturist debtor, the exemption of
a portion of the produce from attachment—all these have naturally
had very important repurcussions on the agricultural credlt
machinery of the country.

The most unport&nb effect of these laws was the sgyere contrac-
tion of credit in the rural areas, Money-lenders were now less
willing to advance money to the agriculturists, This might have
been all to the good if it meant that the ryots could borrow less
easily for unproductive expenditure, but there seems to have been
a decrease in the supply of credit even for productive expenditure
and for cultivation expenses. Measures for debt relief and for the
regulation of money-lenders must have been supplemented by an
organized development of co-operative societies to advance money
to the ryots for productive expenditure, But during the period
under review, the co-operative sqeieties were finding themselves in
difficulties as a result of the dépression, and the co-operative move-
ment was more conecerned with re.organization than with expansion.
In the absence of alternative sources of credit, measures to control
the money-lenders invariably plaged the borrowmg ryots in diffioul-
ties. There was o contraction of credit not only for unproductive
but also for productive expenditure, though the extent to which
this happened need not he exaggerated. As pointed out by the
Government Review on the working of Debt Conciliation Boards
in the Central Provinces, ‘For genuine agricultural purposes,
financial accommaodation, though difficult, is reported to be not
totally non-existent. For this reason there has been no fall in the -
area under cultivation.’ .

Another significant effect was the decline in the number of

-
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unsecured loans, The interference of the (fovernment to protect
agriculturist debtors naturally made the creditors extremely
cautious. Money-lenders who normally would not have thought of

T,

demanding any tangible security now insisted on a mortgage of land’

or on a conditional sale deed.

If the State attempted in & number of ways to protect the
ryot from exploitation, the money-lenders in their turn succeeded
in finding out a number of devices to defeat the objects of the law,
Very often. the farmers with their inelastic demand for credit,
abetted the money-lenders in circumventing the law, and the legal
safeguards provided for the debtor became a dead letter. Thas, in
Madras, as a result of the passing of the Agriculturists’ Relief Act,
*“ The small holder or the uneconomic holder now agrees to an in.
flation of the principal of the loan to compensate for the loss created
to the creditor by the legal rate of interest. The agriculturist who
hag excess lands, mortgages them with possession, thereby evading
calculation of interest at the legal rate. Payment of interest in
kind has heen stipulated in certain cases,”3 To evade the enforce-
ment of the principle of Damdupat according to which interes
should not be allowed on a loan in excess of the principal amount
lent, bonds were renewed without making any reference to previous
documents, Thus, creditor and debtor comhined to neutralise the
provisions of legislation and a demoralisation set. in; the scope for
falsehood in rural credit transactions inereased tremendously as a
Tesull of the post-depression debt relief legislation. This proves
that the ultimate sanction behind all law is an enlightened publie
opinion and that legislation to protect the ryot from the exploita-
tion of the money-lenders will not be really effective so long ag the
ryots continue to remain ignorant and improvident, and alternative
sources of credit are lacking,

A vital defect in the recent debt relief legislation is the fact
that it has been undertaken piece-mesl. Measures to soale down
debts and to give relief fo debtors in times of crisis should be
comprehensive and should be brought into force quickly, In both
these respects, all the recent provincial legislation has left much to
be desired,

Relief has been given in each province‘not by a single com-
prehensive legislative enactment but by. a series of Acts. Acts
relating to agricultural debtors and to the money-lenders have
gucceeded each other at frequent intervals and have introduced an
element of uncertainty into the business of the money-lenders,
“ What creditors complain of is about the uncertainty of the laws
which are sprung on them from year to year. A comprehensive
scheme of debt legislation will be less resented by the creditors, as

13 K. G, Sivaswamy: Legislative Protection and Relief of Agrienl-
turist Debtors in India, p. 320.

)
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they can adjust themselves to the new situation and carty on the
business of money-lending,”* Also, frequent intervention by
government to protect the debtor might demoralise him and encout-
age him to evade his obligations, :

Schemes of debt relief to be really effective mmust be supple-
mented by schemes of debt clearance. Creditors would have been
more willing to accept n scaling down of their debts by the Debt
Congiliation Boards if they could have heen assured repayment in
a lumyp sum or in a few definite instalments. The best agency to

advance a lump amouit to the creditors and to recover it in small -

instalments from the agriculturist debtor would have been the
co-operative land meortgage hank, but no systematic attempt was
made to dévelop land mortgage banks and to co.ordinate them
with Debt Conciliation Boards.!S A few land mortgage banks were
of course started in the Central Provinces and a number of land
mortgage banks were already working in Madras. The, provincial
Governments (in Madras and in the Ceniral Provinees) also came
forward to advance more liberally takkavi loans for the clearance
of prior debts and for current cnltivation éxpenses. But all these
arrangements were extremely halting and the fact remains that;, in
mosb areas, the ryots were unable to take advantage of the debt

relief acts, as there were no agencies to advance them credit to pay .

off their debts (as scaled down by the Iebt Conciliation Boards
or by compulsory legislation). In the absence of organized agencies
for debt clearance, debt relief measures did not bear full fruit.

The future line of advance seems, therefore, to be the develop-
ment of co.operative credit agencies—land mortgage banks for
debt clearance and for the financing of permanent improvements
to land, and village credit societies to advanee the farnier short-term
and medium term credit for current agrienltural operations—to free
the ryots from the clutches of the private lenders. '

All schemes of debt relief and debt clearance are mere
palliatives , they do not remove the root canses of the large mass
of unprodugtive debt which weighs down the Indian ryots, wéz.,
insufficiency of income, improvident and unproductive expenditure,
ignorance, and the unscrupulous practices of the money-lenders,
No amount of legislation, to scale down debts and to regulate
money-lending, is likely to provide a lasting cure for the chronic
disease of rural indebtedness, until the yield from land is increased
by the consolidation of Koldings and the popularisation of hetter
methods, until the problem of the under-empldyment of the ryot is
solved by the promotion of subsidiary industries, until the income
of the ryot is raised by ensuring him a fair price for his produce,

14 ibid p. 315.

15 For a different opinion see * Review of the Co-operative Move-
ment in India, 193%-40"’, Bulletin iszued by the Reserve Bank of India.
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and until the habit of borrowing for unproductive purposes at
exorbitant rates is weeded out by the education of the farmer.
Laws cannot protect the farmer who is unwilling to protect himself,
Schemes of debt relief must, therefore, form part of an integral
programme of agricultural improvement aiming at the promotion
of ¢ better farming, better business and a better living.’ .

UNDER VARIOUS PROVINCIAL ENACTMENTS*

Table X
THE MAXIMUM PERMISSIBLE RATES OF INTEREST

.

Secured Loans

Unsecured Loans

Simple | Compound | Simple | Compound
interest | interest |intersat| interest
per per per per
cent. cent. cont. cent.
Madrag Debtors’ Protection
Act, £934% 9 15
Punjab Relief of Indebied-
nesgs Act, 1934 12 9 18% 14
with with
yearly yeatly
rosts. roests.
The Central Provinees
Usurious Loans Act. 1934 ... i2. 10 i8
The United Provinces
Usgurious Loans Act, 1934 ... 12 ! 24 .
The Bengal Money-lehders’ \
Act, 1933 i 15 10 25 10
The Bihar Money-lenders’ [
Act, 1938 & . 12 -
The Orissa Money-lenders’ |
Bill, 1938 9 12
The Bombgy Money-lenders’
Act, 1935 9 12
The Bengal Money-lenders’
Act, 1938
{casgh loans) ] . 25
{kind loans) 15 ae 25
The Assam Money-lenders’
Act, 1934 12% 183
The Assam Money-lenders’
Act, 1937 o . 123

* Has since been superseded by the Madras Agriculturiste’ Relief Act,
1938, according to which the maximum rate permiseible on both types of
loans ig 61 per ¢ent, simple interest, per annum,



CHAPTER IV

AGRICULTURAL CREDIT

§ 1. Characteristics of agriculture which affect agricul-
tural credit: Like all other producers, the farmers also require
credit. The differences between agricultural and other types of
- credit are differences rather in degree than in kind, but they are so
fundamental as to warrant a special study of agricultural credit.
These differences arise mainly from the special characteristics of
agricultural production and organization. A brief disoussion of
these will not, therefore, be out of place,

1. Agriculture is a complex of mang? indusiries: Agriculture is
not a single homogenous industry, ¢ but ati industrial complex of
many different types of productien and marketing, Thus, farms
vary in sizé from the large bonanza estates in the Unifed States
covering hundreds of acres to the unpretentious small holdings
peculiar to India. There are also wide variations in agricultural
methods from country te country, these variations being dependent
largely upon tradition, general economic needs, and local condi-
tions, The size of the holding, forms of land tenure, and methods
of production thus differ a good deal from ecountry to countty, and
give rise to many different kinds of complex relationships betweén
farmers on the one side, and middlemen, manufacturers, and con-
sumers, on the other, The problems of marketing and finance also
are influenced and controlled by the mode of agricultural organiza.-
tion peculiar to each country. .

This complex nature of agriculture makes the. financing of
agriculture relatively more difficult than the financing of industry
and trade, It is difficult for the ordinary credit agencies like joint.
stock banks to correctiy assess the risk and security inherent in
financing agriculture. The nature of the rural organization renders
the provision of agricultural creit very difficul,

2. The small size of the farm.oitd its effect o agricultural credsit :
Another peculiarity of agriculture Wwhich affects agricultural credit
is the small size of the business unit in agriculture. The typical
agricultural farm tends everywhere to be smaller than the repre-
sentative factory, from the point of view of the amount of labour
employed, the extent of capital invested, and the value of the
annual turnover.! Credit agencies, such as the commercial banks,
will naturally prefer lending to a few big manufacturers in the,
towns, whose credit can be more easily assessed, to lending to a
number of amall scattered farmers. Such a course of action will
also reduce their cost of marketing credit as it is less expensive to
manage a fow big loans, Thus, the fact that he iz a small.seale

1 For reassons gee chapter on thé Bize of the Farm,
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producer. reduces the bargaining power and credit of the farmer,
and makes it difficult for him to secure adequate supplies of credit
at reasonable rates of interest in the absence of special agencies to
provide agricultural credit.

3. Difficulties of combinations in agricullure . The difficulties of
the farmer in securing cheap eredit are aggravated by the fact that
farmers are, as a general rule, individualistic and extremely suspici-
ous of combining with each other. Combinations to secure a common
purpose are numerous in industry, but rare in agricalture. As
pointed out by Belshaw, ‘ the nature of the farm economy develops
gocial characteristics and habits of mind that raise a barrier to
corporate effort, Hence, even when combinationa are known to be
profitable, as in the marketing of agricultural commodities and the
obtaining of cheap credit, they have not become common in agri-
culture, The consolidation of the rural community and its
integration have accordingly become difficult o achieve,

4, The difficulty of safequarding aguinst visks in agriculiure: (a)
Fechnical Risks: In agriculture it is difficult to foresee risks and
provide against uncertainty, whether it be in the production of
¢rops or in the storage and marketing of farm produce,

Natural forces such as drought, accidental breakdowns of farm
machinery, unsuspected defects in seed and other material, infec.
tious plant diseases, and destructive pests may cause unexpected,
but considerable losses to the agriculturist. Henece, unlike the
manufacturer, the agriculturist cannot always secure a pre-deter-
mined output by regulating the intensity of hig effort. Further,
agricultural produce tends to perish in storage, and the difficulties
of holding hack surpluses when supply excesds demand are accord-
ingly great. These technical risks add to the commercial risks of
agriculture.

(b} Commercial Risks: Commerecial risks in agriculture arise
out of the operations of natural forces, the nature of agricultural
operations, and the intractability of agricultural production,

The fickle changes of weather make it difficnlt for the farmer
t0 adjust his output to fluctuations in demand. For instance, a
farmer’s efforts to reduce output by a reduction in acreage may be
foiled by a bumper yield resulting from specially favourable
seagonal conditions, )

The intractability of production also makes difficuit any
variation of output in accordance with demand. A greater part of
agricultural capital, like land for instance, is so highly specialised
that it cannot be easily diverted from one use to another; and
often the farmer finds it difficult to change from one erop to another
owing to the play of numercus adverse factors such as the weather,
the particular suitability of the soil and climate to one crop, the
prevalence of diseases and pests, the difficulties of transportation,

R6
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and the lack of adequate marketing facilitics. The farmers are
hence unable easily to regulaie their supplies in accordance with
variations in demand.

Further, in agriculture the economic lag or the time needed
for the production of a crop afier the initial investment of capital
is inordinately long ; i.c., there is a long interval during which costs
are incurred before a crop is harvested and marketed. During this
interval the demand might change, upsetting the caleulations of the
farmer, The farmer can rarely foresee the conditions which may
prevail at the time the crop will be marketed ; and even if conditions
can be foreseen there is always the posalbﬂlty that the farmer’s
judgment might be mistaken. The economic lag in apriculture is
long, not only in production but also in marketing, and the risks of
unforeseen changes in price are increased by the time lag.

Owing to the nature of agricultural organization, its small
farms and their remoteness from markets, the complex problems of
raising crops ete., the farmer gets little time to study the market.
Partly on this account and partly on account of his general ignor.
ance he rarely obtains timely information concerning the relative
profitableness of cultivating different crops. When, as in India,
the farmer is also heavily indebted, his need for ready money often
eompels hin, ¢ to digpose of his crops at a time determined not by
the state of the market, but by the urgency of his need for cash.’
Farther, the markets are usua.lly at some distance from the farms,
demands ordinarily fluctuate,” and produce is either perishable or
cannot be stored for many reasons; these factors also increase the
commercial rigks peculiar®o agriculture,”

The farmer is thus unable fo control successfully either his
output or his income. This uncertainty regarding the yield from
land and the income from the sale of produce, makes the ordinary
credit agencies unwilling to lend to agriculture exeept at higher
rates than those charged to the other industries, and thus makes
difficult the provision of agricultural credis. ‘

§ 2, The demand for credit in agriculture: We have
already seen that agriculture is a complex industry. The demand
for eapital in agriculture is, accordingly, & composite demand made
up of demands for different types of capital ‘goods which vary
greatly in the degree of their fixity or permanence. The capital
goods required in agriculture are :—

{1) land and improvements ;

(2) agricultural implements, machines and livestock ;

"(3) requigites such as seed, fertilizers, oil, ete, ; and N

{4) stocks, of food and clothing to maintain the farmer and
his family during the period of production.

The demand for capital ig a démand for credit, Generally
farmers all over the world have to borrow part at least of the
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purchase price of their fixed capital—land and machinery. This
means that farming resembles other industries in that it requires
investment credit for the initiation of production.

Farmers need not only investment credit but also commercial
coredit, i.e,, credit for the purchase of seed, fertilizers, power, food
and clothing. We have already seen that in agriculbure, * processes
" of production and marketing are long and income from the sale of
crops is seldom regular.” These combine to make the demand for
eredit in agriculbure inelastic, and this opens the way to the exploi-
tation of the farmers,

§ 3. Classification of agricultural credit : We may classify
agricultural credit from three points of view, wiz, (@) the purpose
for which eredit is needed ; (b) the length of the period for which
loans are required ; and (¢) the security against which loans are
advanced,

(a} According to purpose: The farmer often requires credit
to purchase land, and to effect permanent improvements. In India,
. farmers require ¢redit to pay off their prior debts, and to redeem
their mortgaged land, Very often permanent improvements, such
as the draining of the land, the conatruction of a well or the cons.
truction of farm buildings, add to the income of the farmer and he
has to borrow the capital necessary to effect the improvements,
This can be called Settlement and Development Credit,

As seen above, the interval between the initiation of production
and the in.coming of receipts is long in agridulture, and the farmers
have often to borrow to start and carry on the work of production,
Thus, credit ia needed for the purchase of agricultural implements
such as ploughs and livestock, and for current expenses incurred
on the payment of wages, the purchase of seed and fertilizers, the
maintenance of the farmer and his family, ete. This can be called
Production and Equipment Oredit, ;

Credit is also needed to enable the farmer. to wait for a better
price, and to enable him to sell in the most profitable market,
This can be called Markeling Credit. When, as “in India, no
provision is made for the supply of such credit, the urgency of his
need for cash compels the farmer to sell his c¢rop as soon as the
harvest is over, when the prices are extremely low.

The above classification should not be regarded as watertight,
Very often one type of credit shades into another,

(b) According to the length of the loan period : From the point
of view of the lengih of the loan period we can classify agricultural
credit into the following three types.

Long-term credit is needed normally for a period of five to
thirty years for the purchase of land and standing improvements,
and for effecting permanent and durable improvements as, for
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ingtance, the construction of wells and embankments. Having
regard to their income and obligatory expenditure, farmers can
repay the loans raised for these purposes only out of the extra
income secured by the inveStments; repayment has, therefore, to
be in instalments spread over a number of years. TFor instance,
the maximum period allowed for repaying such loans is 36} years
in New Zealand, 50 years in Italy and Japan, 60 years in Denmark
and 75 yeara in France,

Medium-term “credit is normally required for periods ranging
from two to five years for the purchase of stock and machinery, for
small or occasional improvements, and for the production of crops
involving a long economic lag. The need for special agencies to
provide intermediate or medium-term eredit to agriculture has
been realised only recently, and in most countries special provision
has not been made for the supply of this type of credit. There
are agencies which provide long;term credit, others which provide
short-térm credit, and betgeen the two there is a “barren area’
not adequately covered by credit institutions. The term ‘inter-
mediate credit’ originated in the United States where Federal
Intermediate Credit Banks were established in 1923 by the
Agricultnral Credits Act, : .

Shori-term credit is normally needed for short periods of a
few months to meet current expenses and to facilitate productioh.
For instance, the Indian farmer needs credit for short periods for
the purchase of manure and seed, for mesting the expenses of
transplantation and harvesting, for the payment of land revenue,
and for the maintenance of his family till the crops are sold after the
harvest, Such short-term loans should nprmally be repayable
after the sale of the harvested crop, Short-term oredit which
will enable the farmer to store his produce and wait for a better
price is also necessary for the efficient marketing of farm products.

(¢} According to Security: Agricultural credit can also be
further clagsified on the basis of the security offered. From this
point of view agricultural credit may again be grouped under
three heads ;—

(i) Farm mortgage credit, secured against land by means
of a mortgage of land.

(ii) Chatlel and collateral credit, the former given on the
security of the farmer’s livestock, erops or warehouse receipts, and
the latter on the security of other kinds of property such ag shares,
honds, insurange policies, ete. o .
(iii) Personal predit advancéd on the promissory or
personal notes of the farmer with or without another’s seecurity or
guarantee. ’

Again, the security against loans may. be either individual ox
collestive. In the case of a land mortgage bank, for instance, the
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debentures it issues are secured both against the resources of the
bank, and all the morigages against which it has advanced loans.
The individual loans of the bank are secured by means of individual
mortgages but the bank’s bond-holders or creditors enjoy a
collective security. Similarly, in co-operative credit societies of
the Raiffeisen type, farmers borrow on their collective secufity.
The principle of mutual guarantee is the characteristic of all
co-operative credit societies, and has heen adopted by many
European credit systems, by the Federal Intermediate Credit Banks
of the United States, by New Zealand’s Rural Intermediate Credit
system and Co-operative Dairy Companies.

The above three classifications are closely inter-related. The
length of the loan period depends upon the purpose for which the
loan is needed, as repayment hag to be made out of the additional
income which the loan has made possible, Thus, a loan for a
permanent improvement to Jand can be repaid only over a number
of years and has, therefore, to be a long-term loan. The nature of
the security demanded by the lender, again, depends upon the
Tength of the period for which the loan is required. As a general
rule, the longer the period for which the loan is required, the more
tangible is the security needed by the lender. Thus, long-term
loans are usually advanced on the security of land while inter-
mediate and short-term loans are made on collateral or personal
security.

The relative importance of the different types of agriculfural
credit varies in accordance with a number of factors such as the
country, the land tenure, and the kind of farming practised etec,
In countries such as Australia, New Zealand, and the TUnited
States, where land is being settled and developed, long-term credit
is more important than short or medium-term credit, Again, the
cash tenant normally needs only short-term or intermediate credit
and the same is true of the share or metayer farmer. The amount
and type of eredit needed also varies from one type of farming to
another. Thus, a smaller amount, but a larger proportion, of
long-term credit is needed on dairy farms than on sheep or
cereal farms,

§ 4. Requisites of a good system of credit to agriculture :

A good system of rural credit should satisfy the following three
conditions.?

A. It should ensure an equalisation of credit terms. Credit
must be available to agriculture at rates comparable to those paid
by the other industries. If there are any differences, for instance,
if the farmer hag to pay a higher rate, these differences should be
explicable in terms of differences in risk, in inconvenience to the

2 Belshaw. H,: The Provision of Credit with Special Reference to
Agriculture, p. 104.
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lender, and in the expenses of marketing credit which cannot be
removed, Ordinarily the farmers, especially in countries like
India, have to pay interest dt rates much higher than are warranted
by these factors. If there is to be such an equalisation of oredit
terms, and if credit is to be available to agriculture at reasonable
rates of interest, (i) agencies must be established which will
perform the function of collecting funds from the savers and
distributing them to the farmer at the loweatb possible cost; {ii) the
risk to the lenders must be reduced to a minimum, and they should
be enabled to keep their investment liguid, i.e., to convert their
investment into cash when they*urgently need money ; and (iii} the
emergence of any monopoly in the capital market should be
prevented. No lender should be in the position of a monopolist
with the power to exploit the farmer.

B, 1t should satisfy the principle of convenience to the
farmer.

C. It should safeguard the equity of the farmer in the event
of the farmer being declared an insolvent.

The implicagions of these three conditions can now be digcussed
in datail. '

A, Methods of reducing the cost of credit :—To keep down the
cost of marketing credit specialised institutions for financing
agriculture are necessary. Generally commercial banks are far
removed from farms and they cannot ordinarily assess accurately
the value’ of land and crops offered as security. The remoteness
of farms, the variety of farm operations, and the great risks
involved in agricultural operations resulting from the dependence
of the yield on climatic conditions, all make the ordinary
banks reluctant to finance the farmers, Again, on account of the
long time lag in agriculture, the farmers require eredit for periods
longer than those for which the commercial banks can safely lend.

Commercial banks depend largely on short-term deposits, and
they cannot accordingly finance agriculture without the risk of
freezing their assets. Ewven short-term credit in agriculture is need-
ed for periods exceeding six months, and commercial banks intent
on keeping their regources liquid do not view favourably loans for
such long periods; nor are the farmers themselves capable of pre.
senting their case clearly before the banks and thus winning their
cohfidence. Special institutions, sufficiently near the farmers to
understand their difficulties, specially equipped to assess correctly
the value of agricultural property such as crops, livestock and land,
lending for periods long enough to fit in with the cyele of produe-
tion in agriculture, are, therefors, neeessary to finance agriculture.

To facilitate the equalisation of credit terms in agriculture,
these special institutions must be linked up to the central bank of
the country. This will make the rural credit system elastic by

N
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enabling the rural credit agencies to borrow from the central bank
when there is an increage in the demand for credit. Disparity in
rates of interest between one part of the country and another will
be eliminated if these special institusions bave branches in ditferent
parta of the country, and form part of a co-ordinated and integrat-
ed banking system,

Again, the farmer can be helped to secure cheap credit by the
development of a market for agricultural paper and bills, as for
instance, hundis and warehouse receipts. Such credit instruments
will also facilitate the easy flow of capital from one area to another
according to need.

Another factor in the reduction of the cost of credit to the
farmer is the simplification of legal procedure, the provision of
standard documents, and the reduction of stamp-duties and other
legal charges whether for obtaining credit or for renewing it,

To direct savings to agriculture on reagonable terms, it is
essential to increase the degree of confidence engendered by agri-
culture in the investing public by decreasing the .technical and
commercial risks which now affect agriculbural operations, Lenders
find it diffieult, under existing conditions, either to estimate the
risks involved in loans to agriculturists or to assess the value of the
securities offered by farmers ; they, therefore, attempt to eompen-
gate themselves by charging high rates of interest. If special banks
are instituted, they can employ experts to agsess reliably both the
value of the security offered and the degree of risks inherent in
any loan.

Such institutions ean also be expected to judge accurately the
integrity of the farmer and his ability to repay. Further, special
banking institutions reduce the risk to the lender and safeguard
their own pogition by lending only up to a percentage of the value
of the security given. This helps the farmer also inthe long run
by enabling him to keep solvent.

A oredit intermediary like a bank serves to reduce the risk o
lenders by apreading the risks over the whole body of lenders. In
fact, as pointed out by PBelshaw, « The capacity of credit institu.
tions to act as a buffer or to spread risks is one of the important
tests of a good system of credit to agriewiture.”” It is the deposi-
tors of o bank who ultimately lend to its barrowers, but the risk is
transferred from the lenders to the bank. Thus, a money-
lender who directly lends to the farmer on the security
of land has to bear the whole loss if the farmer fails to
repay; but, the debenbure-holders of a land mortgage bank
can secure repayment from the land mortgage bank on the due
date even though some of the borrowers might fail to repay
their loans to the latter. Even if it comes to the very worst, and
the land mortgage bank is unable to honour its obligations fully,
the risk is spread over the whole body of the debenture-holders.
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Co-operative credit agencies, such as village credit societies and
co-operative land mortgage banks, further reduce the rigks incurred
by the lenders by substituting a collective for individual security.
The rigks involved in a loan are transferred from the lender to &
group of borrowers who assume both an individual and collective
respongibility for all the loans. In aland mortgage bank the funds
are obtained by the sale of standardized debentures, which are
backed up by the security of all the mortgages against Whleh loans
are issued to farmers.

The linking of these specialised institutions to the central bank
of the country will further reduce the risk to the lenders by ena-
})lmg the institutions to withstand better any sudden shocks or

onses,

Any good system of credit to agriculture should also ensure
the maximum possible convenience to the lender. Lenders will be
ready to gdvance credit to agriculture, and also at lower rates, it
they know that they can get back the money they have lent without
much difficulty or loss when they unexpectedly need cash, This
can be provided for, if funds are raised by the sale of standardized
securities with a wide market. A special institution such as a land,
mortgage bank, created with this end in view, can issue for sale
long-term bonds suited to cover the needs of the farmer, and
secured both against the resources of the institution and against
the whole body of the mortgages and liens of borrowers,

A sound system of rural credit should ‘also protect the smatl
farmer needing money, from being exploited by a monepolist lender.
When there are no organized credit agencies to provide credit, the
small farmer is compelled to borrow from the local money-lender
who is in the position of & virtwal monopolist. - This leads to the

‘exploitation of the small farmer in all possible ways. Thus, the
Indian agriculturist is rarely in a position to escape the usurious
rmoney-lender. It is, therefore, esgential to develop a well organi-
zed and co-ordinated system of banking suited to rural needs in
order to extend to the farmers cheap credit. The only safeguard
against monopoly is the competitive influence of an organized
credit market,

B. Conventence to the farmer :— Agricuitural eredit has also to
be considered from the point of view of its convenience to the
farmer, viz., the borrower,

Firatly, there should be provision for the supply of the three
main types of credit needed by the farmer, viz,, long-term credit,
medium.term oredit, and short-term credit, Long-term credit in
agriculture may extend from over twenty to thirty years, and pro.
visien should be made for gradual repaymenté through amortisation.
Such loans should be repayable out of the additional income secured
from the investment. In fixing the instalments due from the farmer,
due regard must be paid to the cost of living of the farmer and his

[ 3
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family, and to current cultivation expenses. Short-term and
intermediate loans provide for the actual productive processes of
agriculbure, and, therefors, should cover the period of production of
the crop and its marketing. Secondly, the loans advanced to the
farmer must be adequate for the purpose for which they are needed.
When the loan is inadequate the farmer is likely to waste the amount.
Thirdly, the loan must be available at short notice. Thus, a loan
for the purchase of seed at the beginning of the cultivation season
should be given at the proper time, and not three or four months
after the farmer has applied for the loan. Lastly, the creditsystem
should be elastic. When the harvested crops are moving to the
market for sale, the credit available should expand. If this does
not happen, rates of interest rise during the harvest season, the
farmer finds it difficult to borrow momey, and is hence compelled
to sell at an unfavourable time when prices are extremely low. This
is what often happens in India at present, Rural eredit should,
thersfore, be capable of expansion during the busy season, and a
system ghould be devised whereby crops in maturity or in transit
to the market may be used as security against the issne of loans,

C. Equity to the Farmer :—A good system of rural eredit should
safeguard the equity of the farmer. If for some reason the farmer
is nnable to repay his loan and his property has to be sold, provision
must be made to secure for him a fair price and to return to him
any balance that may be left over, after the claims of his creditors
and the costs of liquidation have been met,

We have thus seen the requisites of a good system of credit
to agciculture, We shall, in the next few chapters, see how
agricultural credit is provided in India.

CHAPTER V

SOME MINOR AGENCIES PROVIDING
RURAL FINANCE

§ 1. The existing agencies for the provision of agricultural
credit in India: Rural finance in India is provided today by the
following seven ngencies :—

(1) Money-lenders (including sellers on credit), both profes-
sional and non-professional,

(2) Co-operative organizations.

(3)-Indigenous bankers,

(4) Government.

(8) Commercial banks, including the Reserve Bank of India,
the exchange banks and other joini-stock banks,

(6) Loan offices in Bengal.

(7) Nidhis and chit-funds in Madras,

R7
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The provision of eredit to the farmer has not been systematic.-
ally organized in India, and the agencies enumerated above act as
disjointed units rather than as parts of a single, well-organized, and
integrated money-market, Thus, there is little connection between
the money-lender in the village and the commereial banks, while the
links between the indigenous bankers and the commercial banks are
extremely loose and ill-defined, Another characteristic feature is
the absence of a systematic arrangement for the provision of long-
term, medium-term and short-term finance, The money.lenders do
not make a clear distinetion between short-term and long-term
finance ; the indigenouns bankers finance agriculture, for the most
part indirectly through local money.lenders, and they provide
short-term finance for the marketing of crops. The same is true
of the joint.stock banks which play little direct part in the finan-
cing of agriculturisis. A clear distinction is made between the
provision of long-term and short-term credit only by the co-operative
organizations and Government. The co.operative credit societies
in the villages concentrate on the provision of short.term and
medium-term credit, while long-term credit is provided by special
ingtitutions known as land mortgage banks, though these are of
relatively recent origin and in the early days of the co-operative
movement the need for apecial agencies to lend long-term finance
wag not clearly realised, The Government advance loans both for
short and long periods, though, as we shall see later, the amounts
so lent are insighificant. The last two agencies are mevely of local
intere.st,‘but we shall discusa in detail the Nidhis of Madras.

Money-lenders are the most important source of rural eredit in
India, and deserve a detailed discussion” Co-operative organizations
are, as we- shall see, ideal agencies for the provision of short-,
medium-, and long-term credit, and the future of rural India lies
largely in.the development of such co-operative organizations, We
shall deal with these agencies separately in the succeeding chapters.
Weshall here be concerned with the other agencies for the provision
of rural finance.

§ 2. The indigenous bankers: Indigencus bankers play a
prominent part in the financing of the movement of agricultural
produce from the producing areas to the markets. Also, the village
money-lenders and banias borrow from the indigenous bankers in
times of atringensy. Thus, the indigenous bankers finance agricul-
ture mainly indirectly. They have been able to maintain a close
contact with the small industrialists and traders to whom ordinarily
the joint-stock banks are not willing to lend, and thus control more
than 90 per cent*of the banking business of the country.t

Indigenous bankers known as shroffs, belonging to the Marwari,
Multani, or Sindhi communities axe found practically in all the
important markets in India. In Madras, in addition to these, there

1 Sir George Schuster : Speech in the*Indian Legislative Assembly.
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are two other classes of indigenous bankers, viz., the Nattulkkotfai
Chettivars and the Kallidaikkurichi Brahmins. The Chettiyars,
though the bulk of their business is outside the Madras Presidency,
are still & powerful and influential force in the financing of internal
trade in South India, * Some of these indigenous bankers are of
very old standing. For example, the famous firm of Gurwalas at
Delhi, although recently gone out of business, originally came to the
city of Delhi during the 17th eentury at the invitation of the
Moghul Emperor, Shah Jehan,”2

The main features which distinguish the indigenous bankers
from the money-lenders are their acceptance of deposits and their
large business in the discounting of hundis, These differences will
be digoussed in detail in the chapter on money-lenders.

The funds of these indigenous bankers come mainly from three
sources, (¢) their own money, (b) deposits from the public both on
current and fixed accounts, and (¢) loans from other banking
agencies. Thus, during the busy season when the crops are moving
to the markets and there is a stringency in the money market, the
indigencus hanker usually borrows from other indigenous hankers.
The indigenons bankers alse borrow from commercial banks, such
as the Imperial Bank of India, on demand promissory notes drawn
by two approved shroffs or by rediscounting hundis they have
themselves discounted. Thus, in Madras the Chettiyar bankers
and the Kallidaikkurichi Brahmins take both fixed (thavanai) and
current (nadeppu) deposits from the public, but mostly fixed
deposits. The Chettiyars and the Multanis borrow from the joint-
gtock hanks for short terms during the busy season at rates above
the bank rate.

The indigenous bankers lend mainly to the money-lenders, the
village baniyas, the arhatiyas and commission agents engaged in
the marketing of agriculfural produce, and to the smaller artisans
and industrialists in towns. Leans are given, (2) by discounting
internal bills of exchange known as hundis, (b) in the form of clean
loans against promissory notes, and {c¢) against stocks of agricul.
tural produce, To a small extent the indigenous bankers lend
directly to agriculturists on the security of their land and on
pro-notes.

The hundis, which are peculiar to India, are internal bills of
exchange and “in their universality in India may be compared to
the cheque in Europe and the West,”® The seller draws a bundi
on the buyer and gets payment at once by discounting the hundi
with the indigenous banker. The buyer thus secures short-term
credit and the movement of produce is facilitated. There are two
main types of hundis, viz., the muddati hundt and the darshani hundi,
The muddati hunrdi is a time bill drawn upon Government stamped

2 Report on the Marketing of Wheat in India, p. 257.
3 ibid,, p. 258,
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paper payable by the drawee after a fixed period ; it is never drawn
in practice for more than one year. The darshani hundi, on the
other hand, is payable on presentation, though in some places a few
days of grace are allowed. The indigenous bankers provide short-
term credit to their clients by dizcounting both types of hundis
and their rates differ widely according to the business stability and
financial position of the borrower.

The indigenous bankers also help in the transmission of funds
from one area to another by themselves issuing hundis to their
clients. The hundis sold in-this way by the indigenous bankers can
be compared to the demand drafts sold by the joint-stock banks.

The practices followed by the indigenous bankers have certain
good features, The accounts of the indigenous bankers are kept
in a simple and economical way. They do not maintain a costly
establishment and are always easily accessible. The absence of
the formalities and delays so characteristic of the operations of the
joint-stock banks is another important merit. The shroffs usually
know intimately the family history, the business standing etc., of
their clients and are able to maintain a closer contact with their
borrowers than an ordinary joint-stock bank can, The personal
touch and knowledge enable the indigenous bankers to lend with
legs risk on personal security, and the rates of interest charged by
the indigenous bankers do not, therefore, gompare unfavourably
with those charged by the joint-stock banks.

But the majority ‘of indigenous bankers combine banking with
gome form of trade. As the Central Banking Enguiry Committee
point out, there are at present three important types of indigenous
bankers, viz,, (¢} those who confine themselves to banking proper;
{(6) thosec whose principal business is trading, but who employ their
surplus funds in banking, and (¢} those who are both bankers and
traders and eannot be easily classified. When an indigenous banker
also undertakes trading, it is often impossible to distinguish the
capital employed in banking from that employed in trade,

In many places the indigenous bankers have organized them.
selves into associations to protect their common interests. Examples
of such associations are the Bombay Shroffs’ Association, the
Ahmedabad Shroffs’ Association and the Marwari Chamber of
Commerce,

The indigenocus bankers are playing an important and useful
part in the financing of the internal trade in India, and it is,

therefore, of the greatest importance ““ in the interests of both the . ~

general public and the indigenous bankers themselves that steps
should he devised to strengthen the position of these bankers,’?
Out of the more than 25672 towns in India, only 830 haye commerecial
banks or their branches, and the indigenous bankers are, therefere,

4 Report of the Central Banking Enquiry Committes, par. 137,
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likely to continue, for & long time to come, to be the main source
of credit to the majority of small traders and village money-lenders;
they are able to maintain a closer contact with their clients than
joint-stock banks and the rates of interest charged by them, as
pointed out by the Central Banking Enquiry Committee, compare
favourably with those of the joint-stock banks, But at present
they suffer from a scarcity of funds during the busy season, If
an elastic and cheap supply of credit is to be assured to the Indian
farmers, these indigenous bankers should be able to borrow from
the Reserve Bank of India by rediscounting the hundis they have
themazelves dizcounted. In other words, the indigenous bankers
should be linked to the Reserve Bank of India from which they
should be in a position to borrow in times of stringency. Buch a
linking, as pointed out in 1933 by Sir George Schuster, the then
Pinance Member, is indispensable, if (#) the Reserve Bank is to
have full control over the currency and eredit of India, and (b) the
moasges of the people in the villages of India are to get the full
benefits of credit and banking facilities on reasonable terms. The
present position is discussed in Chapter XIIT.

§ 3. Government: The State in India has helped the ryots
by the grant of loans from very early times. ILoans popularly
known as ¢ Takkavi’ loans are at present granted to the ryots for
specific purposes under the Land Tmprovement Loans Act of 1883
and the Agriculturists * Loans Act of 1584.

Under the former Act long-term loans are advanced to
landholders and cultivators for permanent improvements to land
which add to its letting value, such as, the gonstruction of wells,
the preparation of lands for irrigation, protection of lands from
flood or from erosion efe. Such loans can be advanced for periods
extending up to a maximum of 25 years, but in almost all the
provineces loans under this Act are restricted to 20 years. The loan
ig repayable by equal annual instalments discharging both principal
and interests,

Under the Agriculturists’ Loans Act short-term and medium-
term loans are granted for current agricultural needs such as the
purchase of seed-grain and cattle, for rebuilding houses destroyed
by floods etc,, and for the relief of distress in areas affected by
famine. Loans for current cultivation expenses are recovered in
some provinces at the next main harvest or at the: latest after two
main harvests. Loans for the purchase of seed, and for relief of
distress, and special loans for the installation of pumping machinery
or for the purchase of agricultural machinery are advanced for
longer perioda.’ 1

The advantage of the takkavi loang lies in thelir long term and
low rates of interest, In 1931 the rates of interest charged on

5 The Madras Provincial Banking Enquiry Committee : Report,
p. 99.
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these loans in the various provinces varied from 6 per cent to 63 per
cent ; the rate has since been reduced in Madras to 5% per cent.
Loans for the relief of distress are ddvanced at a much lower rate,
3 per cenfi in Madras. The rates are considerably lower than those
charged by the money-lenders, and the loans given for the relief of
distress have been particularly useful as they are advanced at a
time when other credit agencies are less willing to lend to the
farmers. But the total amount lent under hoth the Aecta is
extremely insipnificant and amounts to a mere drop in the ocean.’

The Royal Commission on Agriculture in India held that both
the Acts had worked fairly well, but the Provineial and the Central
Banking Enquiry Committees have pointed out various defects.
One of the most important complaints againat the takkavi loans is -
the delay in the granting of loans and the levy of illegal gratifica-
tions. Months might elapse before a taklaviloan is sanétioned
and the purpose for which it was needed might have ceased to
exist, Again, it is asserted phaty almost-invariably the berrower
has to pay ‘ commissions’ to the official underlings and this adds
to the cost of the loan. Thus, according to the United Provinces
Banking Enguiry Committee, the effective cost of a takkavi loan is
not less than 25 per cent. Another objectionable feature is the .
insufficiency of the loans, When a loan is insufficient for the
purpose for which it required, the borrower is often compelled to
borraw from the money-lender- at still more onerouvs rates of
interest., The extreme strictness of the (Government in realising
the loans adds to their unpopularity. Government machinery moves
only very slowly and in exceptional circumstances, such as a failure
of crops, the (Government does not remit its claim quickly. The
result is the majority of :ryots prefer to borrow from the money-
lenders even though they have to pay higher rates of interest, The
Government is also said to be often unfair in the realisation of joinb
bonds. As the Central Banking Enquiry Committee pointed out,
when joint bonds are taken, the joint liability should he enforcl |
only after every effort has been made to recover from each indivi-
dual the amount he has borrowed, Again, the takkaviloans are
given only for specific purposes, and the ryots often do not want
to estrange the money-lender, who is prepared to lend to them for
all purposes, by borrowing from the Government, Lastly, takkavi
loans are not given for the clearance of prior debts or for the con-
.solidation of holdings, both of which are essential pre-requisites for
agricultural improvements, though in Madras and the United Pro.
vinces, amending Acts have been passed recently and loans are now
advanced for the clearance of prior debts, The administration of
the takkavi loans should be made less rigid, and the delay in the
granting of loans and the unfairness in the realisation of joint bonds
should be remedied, if they are really to appeal to the ryots. The -

6 Jathar and Beri: Indian Keonomics, Vol. I, p. 313.
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facilities available for borrowing from the Government and the
conditions under which loans are advanced should be made more
widely known to the public than at present.

But what should be the role of Government in the provision of
rural finanee ¥ Is it desirable for the Government to undertake the
direct financing of farmers 2 Before the advent of the co-operative
movement there was a case for the Government lending direetly to
the ryots to break the monopoly of the money-lender, but now that
the co-operative societies are fairly well developed it is best to leave
the financing of the farmers, under normal conditions, to the co.
operative societies. Direct Government credit is not likely to be

. a8 educative as co-operative credit ; nor is it practicable for the
Government to undertake the responsibility for fully financing the
ryots as this would mean that the Government would have to
borrow large amounts in the money market, to mainfain a com-
plicated bureaucratic organisation to keep in touch with the
borrowers, and undertake the tremendous vesponsibility of collect-
ing the repayments when they fall due, Hence the provision of
agricultural ecredit should he the business of the co-operative
socleties ; ** it is out of the question for Government to provide the
whole of the losn requirements of agriculfurists and sporadie
attemspis on the part of Government to supply a fraction of such
requirements are bound to meet with failure.”

But there are special spheres in which the takkavi loans can
‘he made to play o very useful part. Firstly, the Government can
use these loans to popularise agricultural improvements. Much
can be achieved if the provincial Governments have a well planned
policy of promoting certain improvements and advances loans to
ryots who are willing to try these under the guidance and supervi-
sion of the local agenta of the Agricultural Department, The
takkavi loans can thus be made to serve a definite purpose.
Secondly, greater use gshould be made of short.term takkavi loans
to mitigate the difficulties of famine. Loans for the relief of distress
at low rates, are particularly useful as during a period of famine,
the alternative sources of credit availahle to the farmer are likely
to get dried up. Thus, short-term takkavi loans should notmally
be limited to the °protective purpose,” but they should be given
more liberally than has been the case hitherto. Again, such loans,”
if they are to be really useful, should be advanced at the very
beginning of a famine, “as a measure of moral strategy to put
heart into the people.”?  Thirdly, loans under the Agriculturists’
Loanhs Act, should be made freely available in backward tracts
where co-operative credit societies cannot be successinl,

§ 4. Commercial Banks: Commercial banks raising their
funds mainly by way of short-term deposits, cannot undertake, ag
geen in Chapter IV, the provision of either long-term or medijum-

7 Indian Famine Commission (1301} : Report, par. 250.
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term credit to agriculture. Even with regard to short.term credit
the part which they can play is extremely limited, as the
periods for which these loans are required by the farmers are
usually longer than those for which the banks’can safely lend.
Commercial banks in towns do not possess sufficient expert knowl-
edge to assess the value of the secarity offered by the farmer in
the form of growing crops and livestock ; these are also precarious
forms of security as their value might greatly depreciate on account.
of factors over which the farmers have no control, such as floods,
diseages of livestock ete. Nor is it easy for a commercial bank to
maintain a close touch with the small farmer in the village. All
these make the financing of agriculture a relatively undesirable
rigk from the point of view of the commercial bank, Thus, even
in the Weatern countries with -well developed banking systems,
commercial banka do not take any great part in the financing of
agriculture. As the Central Banking Enquiry Committee put it
go well, *“The commercial banking system becomes slower the
nearer it comes to the agriculturist and it stops entirely at the
outskirta of the agricultural line,” But if appropriate credit instru-
ments, like 6 months bills drawn on agricultural produce, which
the commercial banks are willing to accept as security, can be
developed, the commercial banks can be made to provide consi-
derable amounts of short-term credit to agrienlture.

In India, the joint-stock banks play little direct part in the
financing of agriculture, Some joint-stock banks in Madras make
direct advances to cultivators on the security of gold ornaments,
on the mortgage of immovable property, and on produce but the
amount so advanced is extremely small. As a general rule, the
joint-stock banks finance agriculture only indirectly. They
indirectly finance the movement of crops by advancing loans to
merchants and commission agents on the security of agricultural
produce stored in places approved by them. Stocks so pledged
have to be insured against fire and the Banks may also require
insurance against additional risks such as floods; they are unsually
kept under the banks’ lock and key and are subject to periodical
inapection by the banks’ officials. These stringent condibtions
coupled with the fact that in most large centres there are indigenous
bankers from whom credit can be obtained at lower rates, makes
the merchants, under ordinary circumstunces, extremely unwilling
to approach the banks for credit.

The joint-stock banks also lend to their approved customers
by purchasing and discounting hundis drawn against, produce sold
and supported by railway receipts, and by the purchase and sale of
demand drafts. They finance the movement of produce from
up-country centres to the exporting ports by the purchase of drafts
and telegraphic transfers drawn on ports.

As already seen, the indigenous bankers often suffer from a
shortage of funds during the busy season. Indigenous bankers
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and merchants who provide marketing oredit should be able to
borrow from the joint-stock baoks in times of need without
difficulty. The joint-stock banks should, therefore, adopt a more
liberal policy in the matter of giving advances on the'pledge of
agricultural produce stored in godowns and in the discounting of
hundies, This will be greatly facilitated by the development of a
market in agricnltural paper in India, by the provision of storage
accommodation in various parts of the country, and by the linking
of the Reserve Bank with the indigenous bankers.

§ 5. Chit Funds and Nidhis :—Chit funds, known as kuries
in Malabar, are a very old and common system of raising funds in
gouthern Madras and Malabar. The chit system is based upon
agssociation, confidence and honest dealing. Aecording to this
gimple system, a number of men in a village, who usually know
each other, unite to subseribe a small sum each, ueually a rupee
or a multiple of that, at regular intervals to the promoter called
¢ Karaswan ' for a specific period. At each period—generally at
the end of every month—when collections are made, the collection
so made ig given to one of the members of the chit. Different
methods are adopted to decide the member who is to be given the
amount, The original system is the prize chit. Lots are drawn
and the winning lot draws the pool. While the same number
subscribe for the next month, the winner drops out from the lot.
Here the tail is the less fortunate: it loses by way of interest.
Under the second system, to egualise benefit, the winner gets the
amount fess a deduction for interest and the amount so dedueted
is divided among the other members who have not won the pool,
This is the discount system, A third variant is the auction e¢hit.
This seeks to obviate the difficulties of those needy who may not
win the pool. Under this system the pool is put up to a Dutch
auction and the highest bidder of discount receives the amount,
while the discount iz divided among the remaining contributors ag
bonus. The person who receives the amount executes a pro-note
or mortgage to the foreman and drops out of the next auction, In
cases of default penal interest is charged.

Besides these, there are shandy associations in which small
traders unite their small subseriptions on the market day. Chits
are run on a commodity basis also. In the absence of regular
banking institutions o facilitate savings and provide cheap credit,
the chit system has been of immense benefit to the people, especially
in the rural areas. The system not merely promoted thrift among
the subscribers but also enabled them to get lump sams for
purchasing land, jewellery ete., for marriages, for trading operations
and for settling prior debta,

The Nidhi is a type of mutual loan association which spont-
anecusly grew up in Madras towards the middle of the 19th,
century, just when the Schulze Delitzsch and Raiffeisen societies

R 8
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were being organised in Central Europe. The Nidhis partake of
the nature of three other”institutions. Firstly, in some respects
they resemble the co-operative societies in that they regularly
pool the savings of their members and use the funds so secured to
grant loans to their members. Secondly, in some ways these are
gimilar to the chit funds in that they collect from their members a
definite amount at monthly intervals’ which is, to a greater or
lesser extent, advanced to some of the members at each period of
subseription. Thirdly, many of the Nidhis today partake of the
nature of the joint-stock banks also. Unlike pure mutual loan
agsociations they accept deposits from and advance loans to the
public in the interests of their members,

The Nidhie have had a chequered career. The objects of the
Nidhis are the facilitation of savings, the relief of members from
old debts and the accumulation of a fund for loans to members for
all purposes. When the Nidhis have surplus funds they also advance
loans to outsiders, ]

Originally the Nidhiz were mere mutual loan associations,
Every member of the Nidhi had to contribute a monthly subserip-
tion of rupee one {or a multiple of one rupee) usually for 84 months.
The amounts so collected were used for loans to the members on the
strength of their subscriptions at 61 per cent interest and the
balances not so lent were available for loans on other securities to
members and non-members, At the end of 84 months the fund was
closed, and each member got back Rs. 102-8.0 for every Rs, 84
subgeribed by him. These Nidhis were registered under the Indian
Companies Act, and the monthly subsecriptions paid by the members
were shown ag the share capital of the Nidhi,

The early Nidhis were designed to acfhas mere mutual loan
agsociations and neither accepted deposits nor lent much money to
non-members, But the Nidhis of today accept deposits from non-
members also, and have had a definite gravitation to the joint-stock
bank, receiving deposits and advancing loans,?

This development has led to some difficulties, When a Nidhi
accepts deposits from non-members, the security for the depositor
is naturally the share capital of the Nidhi. But, as seen above, in
a Nidhi the members can borrow on the security of their share
subscriptions, and also terminate their membership at the end of the
gpecified period and withdraw their share capital, This greatly
weakens the position of the depositor. As pointed out by the
Madras Provineial Banking Enquiry Committee the stability of the
institution as well as the security for the depositor are endangered
by this practice of ‘‘ allowing members to add to or substract from
the ghare capital at their pleasure.” v

8 Thus, in 1929, there were in Madras, 218 Nidhis with a total paid-up
share capital of 2:45 erores and they held deposits from the public amount-
ing to Ra, 1'17 croves. Their total working capital was about Rs. 4 crores.
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Another difficulty has been the fact that some of the Nidhis do
not conform to the Act under the provisions of which they have
been registered, viz,, the Indian Companies Act. This Act requires
at loast 6 per cent of the nominal share amount to be paid on
application, but the Nidhis demand only 1 per cent initially, and
collect the balance in monthly instalments, Again, this Act pro-
hibits the withdrawal of the share capiial of a concern without the
permission of a court of law, but as seen above the Nidhis allow
members to withdraw their share capital and terminate their
membership. The working of the Nidhis was, therefore, upset by a
decision of the Madras High Court that even those who had finished
their subscriptions and got back their money were gtill liahle for the
debts of the Nidhi, on the ground that they had withdrawn their
share capital without the sanetion of a court of law.

A number of Nidhis have now come into line with the Indian
Companies Act. In none of them is the share capital withdrawa-

ble; nor is the payment of share capital allowed in monthly
instalments,

But some still retain their old features, The Nidhis have
several distinctive features which are of considerable value. They
encourage thrift, mobilise small savings, promete corporate offort,
and inculeate in their members habits of punctuality and planning
for future expenditure, Many of the Nidhis are excellently con-
ducted. But if they are to play a considerable part in the provision
of credit in the future, the difficulties which they have had to face
in the past must be removed by appropriate legislation. As
recommended by the Central Banking Enguiry Committee,

(i) The Nidhis and Chit Funds in Madras should be controlied

by a special Act of the Madras Legislature called the *< Nidhis and
Chit Funds Act.”

(ii) The Nidhis willing to register themselves under the
above Aect should be allowed to retain the characteristic features of
the Nidhis, such as, obtaining their working capital in the shape
of menthly subscriptions to the paid-up share capital, advancing of
loans on the security of subscriptions to the paid-up share capital,
and allowing the share capital to be withdrawn at the end of a
prescribed period. Such Nidhis, however, should not be allowed
to accept deposits from ontsiders.

(ii) The Nidhis not willing to come under the provisions of
the above Act and desiring to accept deposits from outsiders should
conform fully to the provisions of the Indian Companies Act, and
prohibit the withdrawal of the share capital or the advance of loans
on its security.



CHAPTER VI

MONEY.-LENDERS

§ 1. The money-lenders—their importance: Money-len-
ders occupy a dominant position in the provision of credit to
agriculture in India. Even in a province like Bombay where
co-operation has made fairly rapid progress, co-operative societies,
according to unofficial estimates, provide only from 7 to 10 per
cent of the credit needs of the farmer. The local money-lender-
cum-trader still continues to be, in one form or another, the
‘universal provider,” and remains after more than 35 years of
co-operation an integral part of Indian rural economy.

Money-lenders are not peculiar to India. In fact, small seale
farming by an illiterate peasantry and money-lenders seem to go
together, Exploitation of farmers by the money.lenders was as
common in Central Europe, before the advert of the co-operative
movement, as it is in India to-day. Thus, *“In Italy if a poor
peasant wanted wmoney, the usurer was delighted to supply it—at
from 50 per cent to 1200 per cent often with a Sunday dinner
thrown in as a preseriptive condition.”!

§ 2. Classification of money-lenders: Following the
Central Banking Enquiry Committee we can divide the money-
lenders in India into two broad groups, viz.,, the professional
money-lenders, and the non-professional money-lenders., The
professional money-lenders again fall into three distinct classes :—
(@} the village or rural money-lenders, who often combine trading
with money-lending ; (b) the urban money-lenders, and (¢) the
itinerant money-lenders, 1.e., persons whose main business is not
money-lending, but who nevertheless lend their surplus cash. This
class includes, (@) landowners who finance their tenants and also
lend to other agriculturists. This claes of lenders is very important
in the Punjab and Madras. (b) Persons like lawyers, pensioners
and widows who lend to farmers whom they know well and on good
security ; and (c) the village merchants who lend to farmers, mostly
on the condition that the latter market their produce through
them. We have already seen that the local money.lender like the
Bania or the Sowcar often combines money-lending with trading.

"Thus, in India most of the rural credit is provided by rural
money-lenders, though non-professional money-lenders also provide
a considerable amount in some provinees,

§ 3. Difference between money-lenders and indigenous

bankers : There are important difierences between the money-
lenders and indigenous bankers, As pointed out by the Punjab

1. Wolf: People’s Banks, p. 298,
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Provincial Banking Enquiry Committee, the indigenous banker
usually accepts deposits and deals in hundis; the money-lender
does not accept deposits from the public. The indigenous banker
is particular about the objects of the loan, whereas the money-
lender is not, provided he is sure of repayment, Again, the
indigenous banker lends on security ; the money-lender, often with-
out gecurity. The clients of the indigenous banker repay punctu.-
ally and, as his business is less risky, he usually lends at lower rates,
varying from 6 per cent to 9 per cent; the money-lender has to
take more trouble to recover his loans and usually charges higher
rates, varying usually between 9 per cent and 18 per cent to insure
himself* against the greater risk. Lastly, while the indigenous
banker finances primarily trade and industry, the money-lender
more often finances consumption.

§ 4. The methods, funds and the interest rates of the
money-lenders: The methods of the money-lenders are exceed-
ingly diverse; they vary according to the idiosyncracies of the
particular money-lender and the urgency of the need of the
borrower, But their essential characteristic is their extreme
flexibility, elasticity and absence of routine, The methods are very
gimple and the farmers understand them. On account of the close
proximity between the lender and the borrower credit is given
more quickly than in a co-operative credit society, and there is no
scrutiny by neighbours. All these eombine to make borrowing from
the local money-lender more attractive to the farmer, than borrow.
ing from a co-operative society.

But the money-lender makes no distinetion between short-term
and long-term loans and there iz no provision for repayment in
instalments. The money-lender may be willing enough to grant an
extension when there is a failure of crops or to renew theloan when
the farmer offers adequate security, but all this depends on the
idiosyncracy of the lender; the farmer iz usually at hizs mercy
whenever a loan has to be renewed,

f

The money-lenders generally own all their working capital.
But sometimes the village money-ienders borrow from. the urban
money-lenders and indigenous bankers ; money-lenders who are also
il:lradgrs, borrow from the joint-stock banks on the security of
undis.

The cost of the money-lender’s eredit, i.e., the rate of interest
ig high.?  Bub the money-lenders are not wholly to blame for the
higher intervest rates charged by them. For, (@) the assets of the
farmer are extremely flimsy and money-lenders often accept risks
which no other credit agency is willing to shoulder; the higher

2 It varies from 12 per cent to 75 per cent in Assam, 12 per cent to 26
per cent in Bombay, 12 per canb to 24 per ceat in the Central Provinces and
Madras, and 182 to 374 per cent in Bengal.
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rates charged by them are in the nature of an insurance against
risk. (6) The money-lenders -are not linked to the money-market,
and thus often suff®r from a shortage of capital. (¢) As the money-
lenders advance small gums of money to innumerable small borro-
wers, their expenses of collection and management are much higher
than those of the organized credit agencies.

But in actual pracéice the rates are much higher than are
justified by the above factors, The local money-lender is in the
position of a monopolist, as there are few other agencies which are
willing to lend to the farmer and the farmers are usually illiterate
and conservative. The higher rates charged by the money-lenders
are, therefore, in the naturs of ‘a tax on the illiteracy of the
people,’?

§ 5, General objections to financing by money-lenders :
The financing of the farmers by money-lenders is open to some
grave objeetions, . '

(i) The most important of these is the money-.lenders’
system. Unlike a co-operative society, (¢) the mouney-lender does
not think of the advantage of the borrower; (b) he does not
enquire into the object of the loans, and is prepared to lend
even for unproduciive purposes if the ryot offers good security ;
{¢} he does not insist on punctual repayment ; (d)he charges high
rates of interest, which have little relation, either to the prevailing
rate for other industries (thus ensuring an equalisation of credit
terms) or the yield from agrieulture. Compound interest is not
unusual apd a farmer, once caught in the meshes of debt, fiads it
very difficult to free himself. The money.lenders’ credit is not °
< controlled’ credit and the improvident farmer, instead of being
educated in thrift and the productive use of credit, is.tempted to
borrow and ruin himself.

(iiy Tt is easier to control and regulate the credit advanced
by a few semi-public agencies like joint-stock banks and co-operative
societies, than to eontrol a number of money-lenders. When -
agrieultural credit is advanced by private lehders ¢ it Is much easier
for exploitation to escape the searchlight of public opinion.”?

(iif) As the money-lenders are not an integral part of the
general money-market, and as there is no co.ordination between
the innumerable small lenders, there is no sensitive movement of
funds to where they are required most, Credit is not evenly
distributed according to requirements,

(iv) All the risks involved are concentrated on two persons—
the borrower and the lender. There is no intermediary between
the lender and the borrower like a co-operative credit society or a
land mortgage bank, which will act as a shock.absorber and spread

3 The Madras Commictee on Co-operation : Re;port, par, 88.
4 Belshaw: The Provision of Credit to Agriculture, p. 110,
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"the risks widely, The money.lender musat *recoup himself for
beavy risks by heavy compensation. Dealing with unorganized
individuale, he is not concerned with lessening risk but heaping
up compensation.”

(v) The canon of convenience to the borrower is not satisfied,
Loans are for too short a period and there is no provision for
amortization, i.e., gradual repayment in instalments oufy of the
profits of agriculture. There is, therefore, no incentive to thrift,
and replacement and renewal charges add materially to the cost of
eredit.” Especially during a depression the farmer, if he wants to
renew the loan, will be at the mercy of the money-lender,

(vi) *“The canon of convenience to the lender is not
adequately safeguarded, since his asset cannot so readily be turned
into cash as standardised securities marketable in small units.” 5
Thus, o money-lender, with land in some out-of-the-way village
* on his hands, will find it more difficult to secure a purchaser for the
land than will the debenture-holder of a land mortgage bank for
his debentures,

§ 6. The case for the elimination of money-lenders;
Hence credit provided by private individuals can <scarcely be
considered to be the ideal form of eredit for agriculture.” We
want a credit agency which will not only lend at low rates, but
will keep down borrowing and educate the borrower in the
productive use of credit, As Sir Frederick Nicholson has put it,
 the subatitution of organized credit for that of the money-lender
ig a necessary development of civilisation.”

In India, where the majority of the peasants are illiterate and
have very little bargaining power, the money-lender is virtually
a monopolist and is able to enforce his terms. The case for the
elimination of the money.lenders is strengthened by the mal-
practices in “which they usually indulge. Some of these, pointed
out by the Central Banking Enquiry Committee, are (i) demand
for regular advance interest; (ii) demand for regular presents ;
(iii) taking of thumb impreesions on blank pieces of paper, with a
view to inserting any arbitrary amount at a later date; (iv} general
manipulation of accounts to the disadvantage of the debtor; (v)
charging of compound interest ; and {vi) the taking of conditional
gale deeds.  Also, when the money-lender finances the farmer, the
latter loses his llberty with regard to the sale of the erop. As
pointed out by the Madras Committee on Co.cperation, * repayment
1s forced at the harvest and crops are taken over in payment at a
low price. Theweighment or meagurement is often in the hands
of the ereditor, so that, though muech grain changes hands the debt
is not reduced ag it should be.”

When farmers are exploited in this way, they have little
ineentive to improve agriculture, ¢ In an industry which leaves a

5 Belshaw: The Provision of Credit to Agriculture, p. 112,
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small margin of profit and which is, therefore, in need of a reduc®
tion in the cost of production, these practices have a demoralising
effect on the agriculturist debtor ; there is no inducement for him
to make serious attempts to improve his holding or to grow a bigger
orop as another person will get the lion’s share of the produce.”

Our ideal, therefore, should be to replace the money-lender’s
eredit hy co-operative credit. But co.operation hag not yet made
much headway in India, and any attempt at eliminating the
money-lenders before altermative sources of credit are well develop-
ed ia likely to end in a disagtrous contraction of rural credit. The
money-lender cannot, therefore, be eliminated in the near future
and ¢ will continue t¢ be a necessary evil in the rural economy’ of
Indiay until he can be replaced by an efficient and wide-spread co-
operative credit system, The best solution, therefore, seems to be
to curtail the money-lenders” powers for evil by g.Bpropriate legis-
lation for the control of money-lenders. :

§ 7, Afttempts to control money-lenders by legislation:
Money-lending has always existed in India, but exploitation by the
money-lender seems to be of comparatively recent origin. During
the pre-British days the power of the money-lenders was ocurtailed
by (a) the existence of a vigorous village community, and (b) the
comparative apathy of the State towards recovery. The existence
of a vigorous village community made it impossible for the money-
lender to drive hard and unconseionable bargains with the borrowers,
and he had to depersd in'most cases on the village panchayat for
help in the recovery of loans, But the establishment of the British
rule changed the whole situation. The village community declined
and the law-courts enforced all contracts to the letter and allowed
the gale of mortgaged lands for the repayment of debt. The peace
and security that followed the establishment of the British Raj led
to a rise in the value of land and the money-lenders found it ver
profitable to lend on the security of land. They took advantage 0%
the illiteracy and improvidence of the ryot, got all kinds of
unconscionable contracts enforced by the law courts, .and land
began to pass Bn an alarming scalefrom the farmers to sahukars,
" especially in Bombay and the Punjab, As 8ir H, Darling put it,
“ once the munsif and the lawyer were enthroned in the courts,
legality and chicancry were constantly forced info an unholy
embrace to the confusion of justice and eguity .. .. With the
establishment of civil courts and the decline of the village commun.
ity the reign of the money-lender began.” The rise in the value of
land and thé agricultural prosperity due to increasing trade and the
opening up of means of communication, instead of benefiting the
farmer actually ruined him by tempting him to borrow recklessly ;
“ag gome one said apropos the wealth that was pouring into the
country, the money-lender got the oyster, while the Government
and the cultivator each got a shell.” '
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The situation soon becams alarming, and agrarian discontent
caused by the expropriation of the cultivators by the money-
lenders, led to a series of risings of the peasants mainly against
the money-lenders, such as the Sonthal rebellion (1855), the
Deccan riots (1874) and those of Ajmer, The Government was,
therefore, forced to realise that the system of enforcement of
all contracts, based upon ideas of laissez faire, led to disastrous
results, because the farmers had neither the bargaining power nor
the ahility to protect their own interests effectively, The Govern-
ment have therefore tried, by a series of enactments, to prevent
the exploitation of the farmers by shrewd and unscrupulous
money-lenders. These measures are mainly of four types, viz,, {a)
measures for the improvement of the civil law; (b) restrictions
on the transfer of land; (¢) measures to prevent unnecessary
borrowing by the ryot; and {d) the provision of alternative
sources of credit.

Measures for the improvement of the civil law : (i} Alterations in
the Code of Civil Procedure :—These measures were intended **to
substitute for the blind and ruthless operation of legal machinery
the intelligent dispensation of justios between man and man.”
Originally the civil law regarding debts was defective in the follow-
ing respects :—(¢} It made no provision for a consideration of the
history of the debts under litigation. (5) The rate of interest
fixed in the bond, however usurious it might have been, was enforced,
{¢) No attempt was made to control the transfer of land from the
ryots to the creditors in enforcement of decrees for debts. This
opened the way to the exploitation of the ignorant and improvident
ryots, While the law should help the money-lender to recover his
reasonable claims if there should be no contraction of agricultural
eredit, it should also prevent the exploitation of ignorant ryots by
shrewd money-lenders. 'With thig object in view several alterations
were made in the Code of Civil Procedure. The agriculturist’s
tools and implements, the cattle necessary for tillage, and the
utensils of the agriculturist’s house could not be attached in
execution of a decree against him. The agriculturist was given the
concession of repayment of his debt in instalments; nor could he
be arrested on a decree of the court.

(#3) The Deccan Agriculturists’ Relief.Aect, 1879 :—This Act
allowed the courts to go behind the contract and modify it when
the stipulated rate of interest was oppressive. It also forbade
the sale of land where it was not specifically pledged. 1t required
all future mortgages of land by agriculturists to be in writing and
obliged money-lenders to furnish aceounts and grant receipts. The
Act, though well-intentioned, **has on the whole been found
ineffective and even positively injurious,”’S because it has restri-
cted credit, and its concessions have been abused by dishonest

6 Jathar and Beri: I_n_die;n Economics, Yol. I, p. 296.
RY®
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ryots, The Usurious Loans Act of 1918 has made this Act
superfluous.

(¢3)) The Usurious Loans Act, 1918 :—Before 1818 the courts
were obliged to decree interest at the rate fixed between the parties,
and the only remedy was for the debtor to plead * undue influence ’,
But this Act empowered the courts to reopen and examine all loan
transactions if, in their opinion, the interest was excessive or the
transaction unfair, The Royal Commission on Agriculture in India
held that the Act was practically a dead letter, but this seems to
be an extreme view. As poinfed out by the Madras Provinecial
Banking Enquiry Committee, the courts have cut down interest in
many cases, and because of the existence of the Act, plaintiffs also
cut down their interest claims voluntarily to make their claims
appear reasonable in the pyes of the court.

But, as pointed out by the Madras Committee on Co-operation,
the Act “ has been applied by the civil courts with a considerable
degree of disparity.”” The practical utility of the Act was greatly
reduced by two vital defects, viz., it did not make it obligatory for
the court to reopen and examine all loan transactions which were
substantially unfair ; and, it did not define a *usurious rate.” But
during the past few years these defects have been remedied by
suitable amendments to the Aet in Bengal, the Central Provinces,
the Punjab, the United Provinces, Bihar, Assam and the North-
West Froniiler Province, and the courts are now obliged to
re-examine all unfair transactions,, In Madras, as far as agricultural
debts are concerned, the rates of interest are now regulated by the
provisions of the Agriculturists’ Relief Act of 1938,

(zv) Provincial enactmerits compelling the money-lenders lo
keep regular accounts :—These try to prevent dishonest manipula-
tions of accounts to the disadvantage of the borrower by wunsecru-
pulous mohey-lenders, Here the Punjab led the way with the
Punjab Regulation of Accounts Act of 1981, We can take this Act
as typical. It imposes certain obligations on creditors. These are
(a) the regular record and maiptenance of.the account of each
debtor separately in a manner prescribed by the local Government;
(#) furnishing each debtor, every six months, with a legible
stiftement of accounts.signed by the money.lender or his agent;
(¢) the interest and the principal have to be shown separately in
the acoounts. When the creditor has not regularly recorded or
maintained accounts the court is empowered to Hisallow the whole,
or a portion of the interest found due.

Restrictions on the transfer of land :—These aim at preventing
the passing of Jand from the hands of the agriculturists into the
hands of non-agriculturist money-lenders. The Punjab, where the
evil was greatest, led the way with the Punjab Land Alienation
Act of 1901, Under this Act non-agricultural classes are not
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allowed to buy land from a member of an agricultural tribe, nor
to take it in mortgage for more than 20 years, Thus, the non.
agricultural money-lender iz prevented from taking over the land
of the cultivator in lieu of repaymeént of debt, The Agency Tracts
Interest and Land Transfer Act of Madras applies to the hill tribes
in the Agency Tracts of the Vizagapatam and Godavari Districts.
It prohibits the transfer of immovable property, unless it be to
another member of the hill tribes, without the assent of the Agent
to the Governor, Laund Alienation Acts with a restricted scope
have also been enacted in the United Provinces and the Central
Provinces.

Non-agriculturist creditors have of course sometimes contrived
to evade the provisions of the law by the use of benami transaetions,
Thus, *sometimes a non.agriculturist creditor gets the land of his
agriculturist debtor mutated in favour of another agriculturist in
hig confidence and receives the rent or the produce of the land
from hiz agricultural nominee.” Nevertheless Land Alienation
Acts have undoubtedly achieved their main object. They have
prevented the passing of land into the hands of absentee landlords
and have helped to keep it in the hands of the cultivating classes.
But they have led to the following evil consequences: (&) The
money-lender is unwilling to lend as he cannot take over the Jand
when the farmer fails to repay, This has led to a gerious contraction
of credit which hampers genuine agricultural operations, (b) The
Acts have helped to create a class of agriculbural money-lendera
who are even more rapacious than the non.agricultural money.
lenders, Thus, as the Punjab Land Alienation Act did not prevent
the taking over of the land of one agriculturist by another, the
bigger landlords began to take to money-lending, As far as the
farmer is concerned ¢ there is nothing to choose hetween the
agriculiurist money-lender and his professional rival. The one is
as harsh as the other is astute and both are demoralised by the
systern under which they work.” A recent amendment to the
Punjab Land Alienation Act seeks to remedy this defect, but its
success in preventing exploitation of fhe poor ryots by the agri-
culturist money-lender is yet to be seen, (¢) The Punjab
Land Alienation Act has, according to Sir M. Darling,
created an undesirable divorce befween the town and the country
by making.it difficult for enterprizing people from towns to
invest in land.

Land Alienation Aects, therefore, while they prevent the
expropriation of cultivators by non-cultivating money-lenders, lead
to a serious contraction of agrieultural credit and the rise of a class
of agricultural money-lenders,

The Madras Committee on Co-operation (1940) are not in
favour of legislation restricting the alienation' of agricultural land.
As they have pointed out, the same object, #iz., the prevention of
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the expropriation of cultivating farmers by creditors can be
achieved by legislation providing that (1} existing mortgages of
agricultural land in which the mortgagee has enjoyed the fruits of
the land ifor not less than 27 years, should he deemed to be
extinguished ; and (2) no usufructuary mortgage of agricultural
land should, in the future, be permitted unless provision iz made
for antomatic redemption within a fixed period of years, 20 years
being the maximum, After this period the land must be
redelivered to the mortgagor free from all encumbrances.
Legislation on the above lines seems to be the best way of ensuring
the retention of land in the hands of cultivators without unduly
contracting eredit.

The attempts of the Go¥ernment to increase the income of the
ryots and to educate them totake a more busitess.like view of
borrowing, the direct advance by the Goveynment of takkavi loans

- to the ryots and the inizoduction of the co-operative movement
mainly to provide cheap oredit to the farmers, have all further
reduced the hold of the money.lender on the ryot, As the Central
Banking Enquiry Committee have pointed out, the money-lenders
are not as powerful today as they were some years back, because
of (o} the legal protection given to the borrower by legislation;
{(b) the effects of the economic depression after 1929 ; (¢} the spread
of the co-operative movement; (d) tbe courts’ delays in enforeing
the recovery of loans, and {(e¢) the general unpopularity of the
business, :

$ 8. The Licensing of Money-lenders: The measuves
indicated above bave not been able to prevent completely the
exploitation of the farmers by unserupulous money-lenders. If the
latter are to be controlled effectively, all these measures should be
supplemented by the compulsory registration and licensing of
money-lenders,

All money-lenders should be compelled to register themselves
and take out licences, and money,lending without a licence should
be made penal, Money-lenders requiring a licence should Ye
compelled to submit to certain conditions :—(1) They should agree
not to charge above a prescribed maximum rate of interest:
compound interest should be prohibited. (2) They should keep
accounte in o standard form and allow these accounts to be
inspected by government auditors once or twice a year, (3) They
should give receipts for all payments received, (4) The account of
each individual borrower should be separately kept and a copy of
it should be furnished to the borrower once every six months,

Such legislation is in the interest of the large mass of the
agricultyral population, and ig sure to stamp out the dishonest
practices of the money.lenders, Compulsory registration is likely,
in actual praotice, to benefit the honest money-lender, by

r
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removing the unpopularity at present attaching to the business and
by ensuring for him a definite role in the scheme of rural finance.

But, any scheme of registration and licensing of money-lenders
has to face certain difficulties. The first is the definition of the
term ¢ money-lender’, As we have already seen, there is a large
class of non-professional money-lenders, such as land.owners, and
it will be difficult to bring them within the scheme. Secondly,
there 18 some truth in the view that in a country like India, with
its illiterate borrowers, the more the restraints piaced on the
money-lender the worse will become the position of the borrower,
as long as there are no alternative sources of credit.

The Central Banking Enquiry Committee held that by a fuller
utilisation of the Usurious Loans Act and provineial enactments on
the lines of the Punjeb Regulation of Accounts Act, money-lenders
could be adequately controlled ; they were not, therefore, in favour
of a system of licensing, But experience has proved that this is not
enough. The difficulties in the way of compulsory registration of
money-lenders have gomehow to be overcome, Under the present
circumstances there seems to be no alternative to the scheme of
compulsory licensing of money-lenders. Aects providing for such
licensing have been passed in the Punjab, Bihar, the Central Pro-
vinces, Bengal and Sind, In the Punjab and Bihar money-lenders
who do not take ount licences are not helped by the courts in the
recovery of their loans,

But such measures can really benefit the farmers only when
the farmers have the will to help themselves, As long as the
farmers are improvident and reckless no leégislative enactment can
protect them and they may even collude with the money-lender to
evade the law. We are, therefore, once again driven back to the
fundamental faet, that no progreas is possible without the education
of the farmer. “ A real and lasting solution can. only be found by
the spread of education, the extention of co-operative and joint-
gtock banking and by the training of the borrower in the habits of
thrift and saving.

CHAPTER VII

HISTORY OF THE INDIAN CO-OPERATIVE
MOVEMENT

$ 1. What is Co.operation? The difference between
co-operation and socialism and between co-operation and
capitalism : Co-operation as n special mode of deing business is a
term rather difficult to define, though it has certain easily distin.
gnished characteristics. To fthe threat of domination and
exploitation by large businesses, the products of the Industrial
Revolution, co-operation was the reply of the smali-gcale farmer
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and the isolated and powerless individual, possessed of little
bargaining power and left helpless by the laissez faire policy of the
State, Thus the flannel weavers of Rochdale combined together
in the Rochdale Society of Equitable Pioneers to secure their
household requisites at wholesale prices and escape exploitation
by the retailers; thus was initiated the consumer’s co-operative
movement, The poor farmers of Germany under guidance of
Raiffeisen combined into co-operative societies to gtain cheap
credit ; phus originated the co-operative credit movement. When,
with the spread of industrialism and the growth of big cities, a wide
gulf grew up between the farmer and hénarkets, and the farmers
found themselves more and more at thenercy of an increasingly long
chain of middlemen, they were forted by the logic of circumstances
to combine together for self-preservation ; this led tp the emergence -
.in Euarope of agricultural co-operation in its various forms, such .
societies for the purchase of raw materials and implements requlred
for cultivation, societies such as the co-operative creameries in -
Denmark to undertakq the processing of agricultural products,
co-operative agsociations for leasing and cultivating land, for the
improvement of livestock, for mubual insurance against agrwultuml
risks, ete.
L

{o.operation, therefore, like socialism is & protest agaiust the
destructive competition and the acquisitiveness of capitalism. To
the prophets %I co-operation, such as Robert Owen in England,
and Fourier in France, co-operation isan alternative to competition
as a principle of social organization, substituting for the latter
conecerted actéon by a number of isolated individuals. It tempers
the profit motive by the spirit of mutunal service. Rut co-operative
societies, as geen in the previous paragraph, grew up almost uncon-
gejously as © practical solutions of obvious difficulties rather than
as embodiments of a distinet theory of economic organization.’
There is, therefore; an intensely practical strain in the co-operative
movement, Unlike socialism, co-operation does not seek to do
away with private property.” Again, while socialism centralises
-control in the hands of the State, co.operafion ia woluntary and
retaing Joeal initiative, and emphliasises self-help and collective
responslblhty While socialism implies a radical transformation of
the existing society, co-operation sesks to improve the economic
condition of the weaker strata of society without disturbing the
frame-work of the existing system. Again, from the moral point
of view, co.operation is superior to soelalism ag, instead of focussing
attention on the defects of the capitalistic system and stirring up
clags consciousness, it insists on self-help and thrift by the poorer
classes and thus places on their shoulders, the responsibility for
their own uplift. Thus, in common with socialism it has a strain
of a lofty idealism ; but its innate shrewdness has helped it to
avoid some of the drawbacks of the latter.
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The differences between a co-operative society and a capitalis-
tic organization like a joint-stock company are fundamental. The
aim of the co-operative society is to provide a service to its
members, ag, for instance, the provision of cheap credit or the
provision of reliable goods at fair prices, and not to make a profit
for its share-holders. The co-operative sooieties often confine their
trangactions to their members. - The principle in a co-operative
society is ‘“one man, one vote”’ and not ¢ one share, one vote”
as in a joint-stock company. In fact in most societies there is a
maximum limit to the number of shares an individual may hold.
This prevents the control of the society from passing into the
hands of the richer members. Again, profits in a co-operative
society are divided nof according to the number of shares held, but
on the bagis of the volume of business transacted with the society.
The profits ave often spent on the provision of common amenities
like education, reading rooms, etc., from which the poorer members
derive a greater benefit,

A co-operative aociety seeks to combine in an association a
number of individuals who have got a common economie end but
are too weak to achieve it individually. Tt promotes the ideal of
“each for all and all for each”, and tries to strengthen the
economic position of its members by insisting on self-belp, thrift
and mutual support, The theory of go-operation cannot be stated
better than in the words of the Maclagan Committee, ‘“ The theory
of co-operation is, very briefly, that an isolated and powerless
individual ean, by association with others and by moral develop-
ment and mutual support, obtain, in his own degree, the material
advantages available to wealthy or powerful persons, and thereby
develop himself to the fullest extent of his natural abilities. By
the union of forces material advancement is secured, and by united
action self-reliance is fostered and it is from the inter-action of
these influences that it is hoped to attain the effective realisation
of the higher and more prosperous standard of life which has been
characterised as * better business, better farming, better living,””
Thus, a number of small farmers can improve their economic
condition by joining together into a co-operative society which will
encourage them to save regularly, pool their savings and lend to
each other ; to purchase and operate machinery "which they are
too poor t0 buy individually ; and to purchase their supplies and
sell their produce jointly, thus eliminating middlemen. Thus, the
es=_pee of co-operation is self-help, avoidance of competition in distri.
bution and production and the elimination of middlemen of all kinds.
T+ also elevates business to a moral plane by emphasising the relation
between buginess and ethics. As Sir Horace Plunkett has put it,
co-operation is ‘ gelf-help rendered effective by organization.”

There is no sphere of economic activity to which the principles
of co-operation cannot be applied. Co-operation has almost always
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been the child of necessity, and has developed in different countries
along different lines. Thus Great Britain, whose labourers were
exploited by the truck system, led the way in consumer’s co-opera-
tion ; Germany, where exploitation of the poorer farmers and
artisans by money-lenders was rampant, developed credit co.opera-
tion; Denmark, whose peasant farmers were forced to give up the
production of grain by the competition of cheap imports from the
New World, has specialised in the co-operative production of dairy
products for the British market; and the new countries such ag
Canada, with their immense distances and production for a foreign
market, have tended to concentrate on co.operative marketing,.

The main spirit of co-operation underlies many characteristic
Indian institutions, e.g., the joint family, the caste organization, the
chit funds in Madras, and many village undertakings. But the
application of this spirit to the organization of business is an essen-
tially Western development, and in similar application of the spirit
to agriculture lies the salvation of the Indian farmer. Co-operation
can help the farmer in India to consolidate his holding, to purchase
his supplies cheap, to sell his produce for a remunerative price, to
secure cheap credit, and to improve his agricultural methods, But
more important than all these, it can eduacate the farmers, induce
gelf-help and create in them that desire to improve their economic
condition which is the spur toall economic and social progress. As
the Royal Commission on Agriculture in India renlark, «If
co-operation fails, there will fail the best hope of rural India.”

§ 2. - The Raiffeisen and Schulze-Delitzsch Societies: The
Government ir India initiated the co-operative movement as a
method of rescuing the small and illiterate farmers from the ¢lutches
of the money-lenders by the provision of cheap credit. It has,
therefore, been esgentially a eredit movement and it has been largely
influenced by the example of Germany—the home of credit co-
operation, As the great majority of the co-operative societies in
India are credit societies, based with small modifications on the
Raiffsisen and Schulze-Delitzsch types, a brief study of™their
characteristic features is necessary.

Exploitation of the farmers and lower middle classes and
artisans by private money.lenders was as rampant in Germany in
the middle of the last century as it is in India today. The Raiffeisen
type of credit society was evolved by von Raiffeisen, the Burgo-
masgter of Weyerbuseh in 1862 to protect the small farmers, while
Schulze.Delitzach organized co.operative societies on s different
model to protect the artisan and the small ixdustrialist from such
exploitation by the provision of cheap cre In either case the
aim was to raise fundsvcheaply by thesubstitution of individual by
collective security, and to advance loans on personal opf chattel
sécurity for short or intermediate terms.' The Raiﬁeiselﬁnks are,
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mainly agricultural, while those of the Schulze-Delitzsch type are
mainly urban.

The Raiffeisen banks have four characteristic features, viz., (@}
unlimit>d liability, {b) a restricted area of operation, (¢} gratuitous
mnaigament, and (d) little emphasis on share capital, most of the
profits being carried te an indivisible reserve fund. A co-operative
gooiety coasisbing of smill peasants cannot raise enough funds for
loans to msmbers except on the basis of unlimited liability, A
limitation of the area of operation is essential in order to ensure
the muatual knowledge and mubuval supervision so necessary o
minimise the risk from unlimited liability, and to ensare efficient
management, The value of each share is kept at as low a figure
ag possible in order to enable even the poorest peasant to join the
society, and the profits are all carried o a reserve fund to which
all bad debts can be debited. A strong reserve fund is in effect an
insurance against the risk of unlimited lability. - Gratuitous
managament keeps down the cost of the credit advanced by the
gocteby. Such a society is expested to foster among members the
apirit of ““each for all and all fer each™; in the Raiffeisen
goaiaties parhaps even greater emphasizs iz laid on the wmoral
advancement of the msmbers than on improvement in their
economic condition.

The management of the Raiffeisen societies is democratic. The
routine business is conducted by a commiitee of management
controlled and supervised by a committes of supervision, both of
which are elected by the general meeting of members. Only the
secretary-treasurer is paid. -

One characteristic feature of the Raiffeisen society is the great
emphasis which it lays on thrift, Thus, savings deposits accounted
for 78-09% of the funds of such societies in Germany in 1910.% Thrift
is encouraged by three main systems: (@) achool savings banks,
{b) monthly house to house collections, and (c) domestic savings in
small Jocked boxes,

Frequently the Raiffeisen societies combine with the provision
of credit other objects like the co-operative supply of agriculbural
requisites and the co.operative sale of produse. The written
orders given by members are pooled and the supplies are purchased
collectively at low prices, often through a central agency, to which
we shall refer later. They thus do not incur the risks of price
changes by carrying sbocks.

Thres types of central organizations have been evolved by the
German Raiffeisen gocisties, wiz., Federations, Central Banking
Tastitutions and Central Co-operative Supply Sccieties. The

1 The position had aliersd radically in- the thirties, as @ result of
the great German posé-war inflation a1d tha advent to powsr in Germany
of the Nauis.
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federations of co.operative societies are unions set up for propa-
ganda, education, defence, and inspection, and these, in'their turn,
have formed themselves into a central body known as the National
Federation which deals with all questions of legislation, adminis-
tration, and publicity. To raise funds cheaply from external
sourcea, the gocieties in each state have combined into a central
bank. The central co.operative supply associations are another
type of federation of co-operative societies. These pool the orders
of a fiumber of small societies and purchase supplies in bulk. They
are able to safeguard guality by expert selection and testing, and
to utilise their superior knowledge of market fluctuations to buy
at the right time,

Societies of the Schulze-Delitzsch type, started to finance the
smaller artisang and the lower middle clazses in towns, had to work
in a totally different environment and they developed characteristic
methods appropriate to the conditions under which they worked.
(@) There is no rigid adherence to unlimited liability in the banks
of this type, though Schulze himself favoured unlimited liability.
(b) Share capital is insisted on and a larger proportion of the profits
is distributed as dividends. {c) The area of operations is wider
than with the Raiffeisen societies. (d) The management is in the
hands of paid servanta. In the towns people are not likely to
possess intimate mutuwal knowledge, and unlimited liability -
under these conditions would have been extremely risky, Lack of
personal knowledge among members leads naturally to greater
emphasis on the share capital and the acoumnlated reserves as
seourity, and the big size of the society necessttates as paid
management. In general, the activities of the Schulze-Delitzsch
banks correspond more clogsely to those of the commereial banka
and in them there is a greater emphasis on business than oun moral
uplift, ' -

The agricultural eredit societies in Indiu have conformed to
the Raiffeisen pattern, while the non-agricultural credit societies
in towns, popularly known as urban banks, conform more closely
to the Schulze-Delitzsch type., This takes us to.the co-operative
movement in India, -

% 3. History of the co-operative movement in India:
Though co-operation in India officially began only with the pagsing
of the Co-operative Credit Societies Act of 1904, stray attempts to
start and work co-operative credit societies ecan be traced to a
much earlier date. As early as in the eighties of the last century
attempts were made to start an Agricultural Bunk in the
Purandhar Taluk of the Poona distriet, and the Nidhis thich
were then developing in Madras embodied some of the principles of
co-operative societies, Some co.operative credit societies were
+organized in the United Provinces but their working was hindered
in many ways by the fact that they had to’be registered under the
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Indian Companies Act. But the idea that co-operation was the
main solution of the rural credit and debt problems in India was
essentially the contribution of Sir Frederick Nicholson, a Madras
Civilian, who in 1897 submitted to the Government of Madras a
“ Report on Land and Agricultural Banks” and summed up his
eonclusion in the words * Find Raiffeisen. ” He deprecated al)
attempts of the State directly to finance the farmer, as such direct
finaneing, even assuming that Government c¢ould raise the
necessary funds, would involve a large and cumbrous official
organization, kill all self-help and would make the Government
incur the odium of the bailif in addition to that of the
tax-collector, According to him * small locally worked institutions
on the lines of the European village institutions” were the ideal
agencies for the supply of rural credit * because they would satisfy
the postulates of proximity, security, facility, excite local
confidence and consequently draw in local capital, work cheaply,
almost gratuitousty and thus provide cheap credit, influence
borrowers towarda the true use of credit and watch the utilisation
of loans in aceordance with contract, exercige educative influence
in matters of thrift, association and self-help and develop high
forms both of individual capacity, of public life and of national
character,” Mr, Dupernex, a civilian officer of the United
Provinces, followed Sir F. Nicholson with a work on the ¢ People’s
Banks for Northern India’ and the Famine Commission of 1901
strongly recommended the starting in India of village banks of the
Raiffeisen type, This was followed by the passing of the Co-
operative Credit Societies Act of 1804 which formally inaugurated
the co-operative movement in India.

The Co-operative Credit Societies Act of 1904, provided for the
starting of credit societies only. Any ten persons who had attained
their majority, living in the same village or town, or belouging
to the same tribe or caste, could get themselves registered as a
co.operative society, The Act made a distinetion between ¢ rural’
and ‘urban’ societies. A society was to be classed as rural or
urban aceording as four-fifths of its members were agrioulturists or
non.agriculturists. Rural societies were to have unlimited liability
and were to carry over their profits to an inalienable reserve fund,
In urban societies the nature of the liability was left to the option
of the society. The urban societies were fo carry one-fourth
of their net profits to the reserve fund. Registrars were
to be appointed in all the provinces to organize, supervise, and
control the co-operative societies, and the Government, through
the Registrar, reserved to themselves considerable powers in the
matter of the registration, compulsory inspection and audit, and
dissolution of societies,

The Act was framed with a view to simplicity and elasticity,
The object was to create small and simple credit societies for simple
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folk with simple needs. The All.India Act merely laid down the
general outlines and the provinces were left free, as they acquired
experience, to fill in the details according to local sonditions and
needs. To encourags the movement the Government made certain
concessions, such as exemption from income-tax, registration fees,
stamp duties, etec.2

There was o steady though slow increase in the munber of
eredit societies, but the years that followed 1904 brought to light

certain grave omissions and defects in the Act of 1904. Firstly, '

that Act gave no legal protection fo co-operative societies for
purposes other than credit, #iz., marketing, supply, ete. Secondly,
it did not provide for the registration of central organizations such
as central banks and unions, which were increasingly needed for
financing the primary societiea in the villages and for supervision,
Thirdly, in some provinces like Madras and the Punjab, the rural
societies had raised a substantial amount of share capital and the
total prohibition of the distribution of profits in rural societies with
unlimited liability was found to cause some hardship to their
members. Lastly, the classification of societies into rural and
urhan was found to be extremely unscientific and inconvenient.
The Government had, tberefore, to come forward with a new
Co-operative Societies Aet in 1912, )
The Co-operative Societies Act, 1912, gave legal recognftion
to non-credit co-operative societies, such as sceieties for the
purchase of gupplies, for the sale of produce, insurance and housing,
It also recognised three kinds of ventral societies, as distinet from
primary societies, viz., unions of primary secieties for mutual

control and andit, central banks and provincial banks, It also

substituted for the old distinction between rural and urban societies
the more scientific one between limited and unlimited liability
societies. All central societies were to have limited liability, all
societies of which the majority of members were agriculturigts,
unlimited liability, and in all other cases the nature of the liability
was to be optiongl, The Act also permitted sooieties with unlimited
Jiability to declare dividends on shares, after 25% of the profits had
been oarried to the reserve fund, with the permission of the
Provincial Government concerned. It also allowed them to set
apart a portion of the profits not exceeding 16% for educational
and charitable purposes.

After 1912 there was a rapid growth in the number of co-
operative societies and their membership. Unions for supervision,
and central banks, all began to develop rapidly and co.operation
began to strike root in the big cities also, where a number of
non-agricultural credit societies were rapidly developing. The
development, of course, was not even in all the provinces, being
more‘rapid in areas like the Punjab, Bombay and Madras, where

2 83ee below Ch, X1 § 2.
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the agriculturist has mortgage rights in his land, than in the
zamindari areas like Bengal, where the cultivator has little to offer
except his personal security, Meanwhile, non.credit types of
co-operation were also being gradually developed. Societies for
milk supply, cattle insurance, the sale of produce, the purchase of
manure, improved implements and common necessaries were all
being gradually organized,

In.1914 the Government considered that the time had come
for a general stock.taking and appointed a committee under Sir
Edward Maclagan “to examine whether the movement especially
in its higher stages and its financial aspects was progressing on
sound lines and to suggest measures for improvement which seemed
to be required.” The report of the Maclagan Committee appeared
in 1915, and though it eontained no novel recommendations, it still
remains one of the authoritative reports on the working of
co-operation in India.

The work of financing the primary societies, as we have
already seen, was gradually taken up by the central co-operative
banks, but propaganda still remained the function of the Registrar.
This function also was gradually taken over from the Registrar by
the Provineial Co-operativerInstitutes which were started in the
various provinces, These enlisted in thesservice of the co-operative
movement an increasing number of non.officials and introduced
into the movement a tendency towards de.officialisation,

Under the constitution of 1919, co-operation became a provin.
cidl subject in the charge of a popular minister and this gave a
further impetus to the movement. The. economic presperity
between 1920 and 1929 facilitated expansion and there was a rapid
increase in the number of societies. But side by side with tkis
expansgion there were also some disquieting features as, for
example, a steady increase in overdues, These led to the institution
by various provinces of Co-operative Committees of Enguiry to
enquire into the working of the movement. The Central Provinces
led the way with such an enquiry in 1922 ; the'Oakden Committee
in the United Provinces, the Calvert Committee in Burma and the
Townsend Committee in Madras made sgimilar enquiries. But the
period between 1920 and 1929, taken as a whole, was characterised
by a rapid expangsion of the co-operative movement. This period
also saw the birth of the co.operative land mortgage banks in
India, first in the Punjab and subsequently in Madras and
Bombay. ‘

Some provinces like Bombay and Madras have replaced the
All-India Aet by provincial enactments. The co-operative move-
ment in Madras is at present governed by the Madras Co-operative

3. Other provinces which have enacted their own Co-operative
Bocieties Acte are Bihar and Orissa (1935) and Bengal (1940).



78 THE ECONOMICS OF INDIAN AGRICULTURE

Societies Act of 1932 and the Madras Co-operative Land Mortgage
Banks Aot of 1934,

FPollowing the Committee on Co-operation in Madras we may
digtinguish four main phases in the evolution of the co.operative
movement in Madras. The first phase, from 1904 to 1917-18, was
a period of slow growth, The second phase, from 1918-19 to
1929-30, was a period of rapid, in fact too rapid, expansion, This
coincided with a period of agricultural prospenty in the wake of
the Great Buropean War of 1914-18, Societies of all types
inereased from 3,676 in 1918-19 to 15,238 in the latter year and
there was a corresponding increase in the membership and the
working capital of the movement which rose from about Rs. 305
lakhs to more than Rs. 1,799 lakhs, With the advent of the
depression and the crash of agricultural prices, the movement
entered on its third phase, Many depressing features, such as, ¢
increase in the amount of overdue loans, an inerease in the number
of liguidations and of moribund societies, became prominent in the
working of co-operative societies. The number of societies fell
from 15,238 in 1929-36 to 12,927 in 1936-37 and the membership
declined from 974,999 to 887,428 during the same period, The
co-operative movement passed through a wholesome period of
introzpection and reform apd the period has aptly been deseribed
by the Madras Committee as “a period of consolidation and
reconstruction.” But even during this period ‘there were two
bright features, viz,, the rapid development of land mortgage
banks, and co-operative sale societies which increased from 34n
1924 t¢ 111 in 1937,

The fourth phase, viz,, the period after 1937, has been charac-
terised by .a gradual recovery. " It would appear as though we have
turned the corner and signs of improvement have begun to
manifest themeselves both in the number of societies and member-
ship.”

These four distinct phases charaoterise not only co-operation in
Madras but co-operation in India as a whole, as general economic
trends affect in the same way all parts of the country,

Before we conclude this study of the history of the Indian co-
operative movement we may- refer to certain characteristic features,
Firstly, the co-operative movement in India has not sprung up
from the people, It was initiated by the Government as a solution
to the problem of indebtedness andeis even today based not on the
voluntary effort of a people determined to help themselves but on
Government support. Secondly, started originally to provide the
farmer with cheap credit, it has continued to 4his day a predomin-
antly credit movement. The progress of non.credit co-operation
has been extremely slow and agricultural credit societies dominate
the picture. Thirdly, though there are inter-provincial differences,
the structure of the co-operative organization is uniform il} almost;
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all the major provinees. Broadly speaking, in each provinee, at
the head of the movemant there are threz authorities, wiz., the
Resgistrar of Co-operative Sosieties in charge of control and direction
of the movem3snt, ths Provineial or apax Bank in chargs of finance,
and ths Provineial Co.opsrative Institute or Union in charge of
sducation and propaganda. h

Non-agricultural eo-operative, societies, such as, the co.operative
urban banks, thrift and life insuranece societies, societies for factory
workers, credit societies for government employees, consumers co-
operative societies and artisans ' societies for purchase and sale, are
beyond the scope of this book. The co-operative movement in India

with particular reference to agriculture will be discussed in the
following chapters, '

CHAPTER VIII
THE VILLAGE CREDIT SOCIETY

§ 1. Its importance in the Indian co-operative structure:
The eo-operative movement in India, as we hak\ e already seen, was
started mainly with the object of providing the farmer with cheap
credit and freeing him from the clutches of the maney.lenders. The
movement, therefore, has been easentially a credit movement, and
agriculbural oredit socitties dominate the picture. In number as
well as membership they far exceed all other types of co-operative
organizations put together. In 1940.-41 out of a tot.. of 1,42,512
co-operative organizations of all kinds in India, 1,04,084 were
agricultural credit societies. On the 30th June 1941, there were
14,409 co-operative societies of all kinds in Madras, and of these
10,993 were agricultural credit societies. The primary societies are
the raison d’etre of the provincial and central banks, and as the
Townsend Committee put it **the agriculbural primary -credit
society is the foundation stone on which the whole co-operative
edifice is built,” It will not bestoo much to say that the co-opera-
tive movement in India will stand or fall with the soundness of the
credit society in the village, which is usually referred to a~ the
primary agricultural credit society,

§ 2. Its objects: The main object of the village credit society
(we shall use this term instead of the more cumbrous term, the
primary agricultural credit society) is, of course, the provision of
credit to its members, But the bye.laws of the societies dffen
include other objects also. In Madras the bye-laws of these socie-
ties provide not only for borrowing funds for loans to members but
also for the joint purchase of the requisites of members and the
joiut sale of their produce. They are also intended to act as
agencies for propagating knowledge of the latest agricultural impro-
vements and promobing village handicrafts, and generally to act as
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centres of educative and moral influence. But in actual practice
the soeieties have remained mere digpensers of credit and have
gearcely attended to the other objects.

§ 3. Membership and the area of operations: The mini.
mum initial membership for such a society is ten, As the liability
is unlimited and members are expected to évaluate each other’s
credit, enguire into the objects of the loan and keep watch on the
employment of funda obtained through the society, the members
have to know each other and membership has to be compact.! The
area of operation is restricted, as in the case of the Raiffeisen socie-
ties in Germany, to ensure the co-operative safeguards of mutual
watchfulness and supervigion, and the aim till now has been one
society for each village,

§ 4, Liability : As a rule the village credit societies, like the
Raiffeisen societies, have unlimited liability. * Unlimited liability
has been one of the basic principles of rural co-operative credit
organization in India.,” It was felt that the village credit societies
whose members are mosily poor ryots would be unable to raise
sufficient funds in the money-market for loans to their members,
unless they were buttressed by unlimited liability, In the words
of the Maclagan Committee, unlimited liability *‘constitutes an
important factor in the confidence reposed in societies both by
central ingtitutions inside the movement and by the joint-stock
banks outgide it.”” The members of the village credit society are,
therefore, liable for the debts incurred by the society to the full
extent of their property. Details regarding the property possessed
by each member are collected together in the * Property Statement’
of the society which forms the basis of all its borrowing transac.
tions, But unlimited liability in the case of a co-operative society
means only ‘contributory’ liability, The creditors of a society
cannot try to recover their loans from individual members; only,
“ the ultimate deficit could be secured by a series of levies per
capita on members.”

But the dangers from unlimited liability are reduced to a
minimum by the following devicea: (1} The maximum amount which
such a society can borrow, has been fixed by law at a definite
fraction of the net assets, i.e., the property of all its members,
varying usually between one-fourth and ofie-eighth. In Madras the
maximum borrowing power of an agricultural credit society with
unlimited liability is one.eighth of the total value of the net assets
of the members as disclosed in the property statement. (2) The
maximum sum the society may borraw from outsiders, the maximum

1 But in actual practice, as pointed out by Dr. Hough, thers seems to
he no definite co-relationship hetween the size of the society and its effici-
ency. Thus in the United Provinces, where the movement is weak, the
average membership was 24 in 19431, while in Bombay where the movement
is relatively prospercus it was 72!
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atm that cah be Jent to each member, are both fixed once or twice
a year by the general hody at its mesting. (3) The members of the
society have the right to refuse admission to individuals whose
golvency and honesty are doubtful, (4) The societies have built
up strong reserve funds. When most of the profits are carried to a
reserve fund, unforeseen losses can be met therefrom. < An indivi-
sible reserve is a fundamental featurs of the Raiffeisen system, to
gerve a# a buffer between the members and the rigours of a possible
enforcement of unlimited liability.”

Therefore, when a gociety is well- managed and members exer-
cise mutnal supervision and are alert and watchful, unlimited
liability is likely to be a source of strength rather than of weakness,
How far these conditions have been fulfilled in India, we shall
discuss later, when we deal with proposals for the reorganization of
the village credit society. '

§ 5. Sources of Capital: To grant loans to’its members at
low rates of interest, the village credit society needs funds, These
funds it raises from sources internal and external, The internal
sourcbs refer to the funda rajsed from the society’s members, and
consist of the share capital, the entrance fees, the reserve fund
(these three together constitute the ¢ owned capital’ of the sosiety),
and deposite from members. The external sources consist of
deposits from non.members, loans from co-operative central finan.
eing organizations like the distriet, central, and provineial co-opera-
" tive banks and loans from. Government which now provide only a
very small part of the working capital of the village ‘redit societies,

Theoretically, in a ¢o-operative society of the . aiffeisen type,
emphasis should be on the character and honesty of the members
rather than on share capital. Insistence on share capital may
mean the denial of the benefits of co.operation to the poorer elasses.
But societies in India have not conformed to the orthodox pattern
ag regards share capital. Share capital provides an tmportant part
of the working capital of the village credit societies in the Punjab
and Madras and is becoming inereasingly important in the other
provinces. In gomse societids there is provision for the purehase of
ghares in instalments. The possession of a substantial amount of
share capital is said to increase the society’s financial stability,
teduce dependence on outside capital and also to reduce the danger
from unlimited liability. .

Entrance feea charged on the admission of members, provide _
only a small proportion of the working capital and serve merely to
cover the preliminary expenses.

The village credit societies in India have built up strong
reserve funds, The Co-operative Societies Act of 1912 compels all
societies to carry over at least 259 of their net profits to the reserve
fund, and the actual percentage so carried over differs from provin-
ce to province. The importance of the regerve funds is ghown
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by the fact that in 1940.41, the reserve and other funds of
the agricultural societies provided almost 289% of their working
capital,

Deposits from members which are the real test of co-operation
are very small in India, Attempts have of course hbeen made to
foster such deposits. Obligatory deposits are found in Bihar and
Origsa; in Bombay, in most societies members are compelled to
deposit for 8 to 10 years, 5 to 10% of the loan advanced. Some
societies have tried to encourage saving by members by the provi-
gion of home savings boxes, e.g., in Bengal, while others by their
bye-laws require each member to deposit a specified portion of the
annusl produce.?  But the resulfs have been disappointing, Thus,
in 1940-41 member deposits provided only about 4.0% of the total
working eapital of agricultural societies in India. ]

Village credit societies can aceept deposits from non.members
and the amount of non-member deposiis a socieiy is able to secure
can be taken ag o fair measure of its suecess in inculeating thrift
and in winning the confidence of the local public. Baut local
deposits form only a small part of the total working capital of the
village credit societies in India, Thismight be due partly to the
poverty of the rural areas, partly to the greater profitability of
money-lending, and partly to the recent tendency to discourage
the acceptance of non-member deposits by the village eoredit
societies in order to centralise all their borrowing in the district
central bank and thus facilitate supervision,

But the major portion of the funds the village ecredit societies
lend to their members, they secure from central financing
institutions known as co-operative central banks. Theoretically a
co.operative credit society, by inculeating thrift and self-help
among its members, must be able to raise locally all the funds
that it needs and in the forcible language of Mr. H. W. Wolff, a
society in debt to the central bank should be regarded as * a society
in hospital.’ Judged by this test almost all the village credit
societies in India have been chronically bed-ridden. In 194041
out of a total working capital of Rs, 30,53 lakhs possessed by the
agricultural societies more than Rs, 15,31 lakhs was provided by
the provineial and central banks,

To sum up, the main features are the increasing' importance of
ghave capital, the astrong reserve funds, the almost complete
absence of member deposits and the extreme dependence of the
village credit societies on funds provided by the central and
provineial banks, The village credit societies can almost be said
to be mere agencies for the transfer of funds raised in the money-
markets in towns to the farmers in the villages, The share capital
and reserve funds may of course be regarded as some form of
collective saving belonging to the members, but these are not

2 E. M. Hough: The Co-operative Movement in India, p. 70
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savings voluntarily made, The real message of co-operation, wiz.,
emphasis on thrift and seli-help, seems to have made little
headway in rural India,

§ 6. Credit Policy: The main point regarding co-operative
credit is that it shounld educate the borrower in the productive use
of credit, by giving loans mainly for productive purposes and
ingistence on punctual repayments out of the increased reburns
reanlting from such produstive use, )

(@) Purposes of loans:—From the ideal point of view the
village credit society should give loans only for productive
.purposes, But in India under the existing social conditions
farmers find it almost impossible to avoid a certain amount of
expenditui oh marriages and other social ceremoniss; if the
co-operative societies refuse loans for these purposes, the members
are certain t6 borrow from outside sourees. “In India” says
Mr, Calvert “the diatinction has to be, not between productive
and non.productive so much, as between necessary and unneces.
sary purposes.” The village credit societies, therefore, lend for
current cultivation and living expenses as well as for occasional
social expenditure. Thus, in Madras im 1940-41, 85:8% of the
loans giveih by the agricultural societies was for productive
purposes ; 12:48% for the payment of prior debts and only
0:72 for non.productive purposes.! These figures however do
not reveal the true position. We have it on the authority of
the recent Madras Committee on Co-operation, that the village
credit societies have done hardly anything to restrict umproductive
expenditure on ceremonial occasions. As members lack the
co.operative spirit, they nof only fail to sorutinize the way in
© which the loans advanced by the society are spent, but often
collude to deceive the society and the benami loan is not rare,
Loans taken ostensibly for a productive purpose arc often spent on
unproductive purposes, Fajlure to keep down unproductive
borrowing, which does not create its own means of repayment, to a
minimum, is usually the first step on the down-werd path, as it
gradually leads to default by members, default by the society td
the central bank and the ultimate liquidation of the society and
enforcement.of unlimited liability.

(b) The amount of loans:—If the credit given by the village
credit society is to be really useful to its members it should be
adequate. But even after 35 years and more of-co-operation no
serious attempt has yet been made in India to ascertain the normal
sredit requiremernits.of the cultivator for maintenance and expenses
of cultivation, In 1930 the Bengal Banking Enquiry Committee
estimated the average annual short-term and msdium-term credit
requirements of an agricultural family in Beéngal at Rs. 160. But

3 Report on the Working of Uo-oporative Societies in the Madras
Provinese, 1940-41. p. 70. .
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oven during the progperous years before 1929 the village credit
societies never lent as much as this, and in 1929-30 the average
annual loan per member of an agricultural primary society was -
Ra. 36-6 for Madras and Rs. 38'6 for all India. After the great
depression of the thirties societies now lend much less, and in
Madras during the period between 1934-35 and 1937-38 the average
Joan disbursed varied from Rs. 19 to Ra, 214

The eredit provided by the village credit societies has been
extremely inadequate. According to the Bihar and Orissa Banking
BEnquiry Committee, the primary agricultural credit societies
provide not more than three-fourths of the actual credit require-
ments of their members, and even in Bombay, it has been estimated
that half the members have to borrow from outside sources for
current needs, As the credit societies do not satisfy all their credit
needs, the members have often been driven into the clutches of
the local money-lenders. Such disloyalby to the society is one of 1

the main reasons for the present §ad plight of our village credlt
societies.

As pointed out by Dr. Hough, the average loan per member in
. the agricultural societies has actually declined during recent years.

(¢} The length of the loan period :—Prineiples of sound finance
require that the village credit societies and the central banks which
get most of their funds from deposits should not invest them in
long-term loans’to their members. But the need to separate
short-term from long-term finance was not clearly realised in the
early days of the co-operative movement in India. The village
credit societies tried to liquidate the prior debts of their members
with the result  that a good deal of accumulated debt was passed
on to village societies and conver ted into co-operative debt.” But
with the advent of the land mortgage banks, the primary credit
societies are rightly concentrating on the provision of short-term
and medium-term finance.

The period of repayment of the loans, as pointed out by the
Madras Committee on Co-operation, *should correspond with the
period of reproduction of the loan given.” In agriculture the period
of production varies from a minimum of six months in the case of
gome crops to eighteen months in the case of others. Again;
medium-term loans for the purchase of cattle and implements can
be repaid only in small instalments out of the extra income got
from such investments, The societies, therefore, advance short-
term loans for cultivation expenses for periods up to twelve
wonths and medium-termn loeans for periods varying from two to
five years with particular reference .to the annual income of the
farmer and his obligatory expenditure, In Madras, in 1937-38,
41'6% of the loans outstanding against members of all agricultural
societies (exelusive of land mortgage banks) was for a period

4 The Gommittee on Go-operation in Madras : Report, par. 189,
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exceeding two but not five years, ant 1349, for periods exceeding
five years,®

The village credit societies, therefors, provide mainly short-
term and medium-term finance,

(d) Seecurity :—The main asset of a co-operative society is said
to be ‘ the funded honesty of its members.” The emphasiz should
be on the honesty and thrift of the membérs rather than on material
gecurity, and credit must be personal. But in_India the emphasis
on character has been ignored and there has been a tendency to
rely more and more on the tangible security provided by the
members in the form of land and erops. Loans are given on the
personal security of one or two members, on mortgages of
immovable property and on the pledge of standing and harvested
erops. But, as the Madras Committee on Co-operation have
pointed out, “ Loans have been made t0 rest more and more
on the security of immovable property..... in recent years the
propc’n;tion of mortgage Joans in village societies has shown a steady
rise, ”’ ’

Though insistence on material security may be necessary
under the circumstances now prevailing in India, unless such
material security is considered as strictly secondary, the funda-
mental co-operative principle that credit mdst be based on the
character of the borrower is likely to be neglected, This is, in
fact, what hgs actuslly happened in India, When loans are
advanced on the security of movable or immovable property,
members are less likely to supervise each other and insist on
‘the punctual repayment of the loan, as thers is always the secarity
of the property to make good any loss to the society. The central
financing -tnstitutions, like central banks, again, are likely to be
lulled into a false sense of security and to advance loany without
adequate insistence on the fundamental prineiples of self-help and
thrift.

(e) Enforcement of repayment —* Unless loans are repaid
punctually ” wrote the Maclagan Committes, < co.operation is
both financially and educationally an illusion, ”” The main merit of
the co-operative credif society is that it insists upon the punctual
repayment of loans, and thus prevents the accumulation of arcears
and the wultimate insolvency of the borrower. As there Is

6 The Committee on Co-operati®n in Madras: Report, par. 177,

6 The following figures relating to Madras given by the Committee
on Co-operation are very illuminabing :

Porcentage of the loans outstanding against members of all *
agriculbural socisties advanced on—

{1} the joint personal seeuriby (2) the morsgage of
of one or more members. immovable property.
30th June, 1925 33 14

30¢h June, 1939 44 56 )
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unlimited liability, every member stands to lose when any
particular member fails to repay; hence it may be espected
membera are likely in their own interest to enforce the prompé
repayment. of loans by mutual watchfulness and supervision.

But in practice the village credit societies in India have failed
to achieve this ideal. Book adjustments, giving new loans again
immediately after the previouns loans have heen discharged, ete.,
have been common. Usually default has started with one or two
influential members, and, in the absence of prompt measures againat
defaulters, has spread to the others, Overdues were assuming
gerions proportions even before 1929, and the economie depression
and the severe fall in agricultural prices combined to make the
situation woree after 1930, In 1936.37 in almost all the British
Indian provinces more than 50% of the loans due to the agricultural
societies was overdue,

(f) Interest rates :—One of the primary objectives of the village
eredit society is to secure an equalisation of credit terms as between
agriculbure and industry and to provide the farmer with cheap
credib,

The village eredit societies in India have been fairly successful
in achieving this ideal. The Maclagan Committee held that it was
g mistake to reduce interest rates unnecessarily till a substantial
reserve fund had been built up. A prematare reduction of rates to
levels below the current market rates might tempt the members to
borrow too much and make it difficult for the central banks to
finance the primary societies, Moderately high rates are held to
be desirable (1) to prevent reckless borrowing, (2} to prevent
borrowing for reloaning, {(3) to cover management expenses, and
(4) to huild up a atrong reserve fund. But in India, where agricul-
ture is almost a deficit economy, cheap credit is a desideratum.

The interest rates charged by the village credit societies are
much lower than.those of the money-lenders, and their competitive
influence has also led to a reduction in the money-lenders’ rates,
In Madras they now borrow from central banks at rates varying
from 5% to 6% and lend to their members at rates varying from
63% to 73%. The rates in Madras compare very favourably with
the rates prevailing in the other provinces as may be seen from the
following statement? :—

Provincs Rate Province Rate
Bihar v 1239 Central Provinces o 99
Bengal e 32104 United Provinces eee 994
The Punjab e 9359 Sind 1015/,5%

(9) Disposition of Profits:—As the liability is unlimited a
strong reserve fund has to be built up to provide for unforeseen

7 Statistical Statements relating to the Co.operative Movement in
India, 1940-41, .

b
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losses. The reserve fund may almost he called the gecond line of
defence against the enforcement of unlimited liability, the first
being sound management,

The Co-operative Societies Act of 1912 requires all societies to
carty at least one-fourth of their annual net profits every year to
a reserve fund, It also permits any society, with the permission of
the Registrar, to contribute 10% of the remaining profits to any
charitable purpose, But co.operation is now a ‘ provincial subject,’
and the proportion eof the profits which has to be taken to the
reserve fund varies from province to provinee, In Madras, societies
have to take 50% of their net profits to the reserve fund of the
gociety until it equals one-half of the gociety’s total liability, and
3339 thereafter. )

In addition to this, to prevent dividend hunting, the mazimum
dividends which societies can declare has been fixed by law in
many provinces, e.g., 649 in the case of the village credit societies
in Madras,

() Management:—The management of the village credit
society, like that of the Raiffeisen society, is democratic! It 19 based
on the principle of ¢ one member, one vote.! The general hody is
the ultimate authority on all matters concerning the “society ;
executive administration of the society is veated in the hands of a
‘Panchayat’ or committee elected by the general body., From
awong the panchayatdars, & president and a secretary are elected,
and the secretary carries on the executive work of the society
subject to the control of the presideni. The fundamental Raiffeisen
prineiple of ¢ honorary management” has been adopted, and only
the secretary is paid a small remuneration for clerical work.

But in actual practice, whether the management iz really
democratic and co-operative depends on the interest the members
take in the society. In many cases membegg are not only illiterate
but also indifferent and the panchayatdars have things their own
way. This opens the way to mismanagement. The co-operative
ideal of collective responsibility is hardly realised. The apathy of
the members may be said to be the bane of the Indian co-operative
movement.

{#) Arbitration :—In the event of a dispute between a co-operas
tive society and a defanlting member, the society should be spared
the trouble and expense of protracted litigation in civil courts.
The Registrars of Co-operative ‘Societies, therefors, have been
empowered to arbitrate in such cases either divrectly or through
honorary arbitrators app8inted by them.

{j) Audit :—The audit of the co.operative societies ia a statu-
tory function of the Registrar in all provinces, But though the
ultimate responsibility for audit rests with tho Regiatrar, the
actual audit is done in different provinces by different agencies.
Thus, in the Punjab it is carried on by the Provincial Co-operative
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Union through its own inspectors.? In the other provinces the
audit of the village credit societies is done directly by the gtaff of
the Co-operative Department. In some areas a number of big
societies have voluntarily formed themselves into audit unions for
arranging their audit. The actual audit helps the Registrar in each
province, by providing him with a correct picture of the working
of each society, to exercise an effective control over the movement;,

With regard to the cost of audit, in some provinces the socie.
ties audited have to pay an audit fee; in Madras and Bombay the
audit of village societies is practically free.

(k) Supervision and Inspection :—Supervision lays emphasis on
administration, and inspection on finance. Theoretically the best
method will be to make the societies in a restricted area respon-
sible for their own supervision, and the higher financing bank,
responsible for inspection. But in India there is much overlapping
and the practice differs from province to province. Thus, in
Madras and Bombay the primary credit societies have federated
themselves into local supervising unions for supervision, though of
late there has been a tendency to bring the supervising union itself
under the control of the central bank in the area, In the Punjab
and Bihar the staff of the Provincial Institutes who do the audit
also do the supervising. In other provinces supervision is done by
the Registrar’s staff and the central bank to which the societies are

affiliated.?

() Liguidation :—When a society is mismanaged and is likely
to bring the whole co-operative movement into disrepute, the
Registrar has the power to cancel the registration of the society
and to -enforge its liquidation, ¢.e., to realise the assets of the
society by sale or otherwise, and pay off its liabilities. As this is
too dragtic a step, the Madrag Co.operative Societies Act of 1932
has empowered the Registrar to supersede the Board of Manage.
ment and appoint a nominee of his own to manage the affairs of a
society, if in his opinion the society is not working properly and is
mismanaged, This provision enables the Registrar to intervene
before things have become too bad. Sometimes, where the society
is financially gound but does not have a proper panchayat, provi.
gion has been made in Madras for it voluntarily to entrust its
management to an agent for setting right ite affaire. On the
30th June 1939, there were 961 socisties under the management
of such agents in Madras,

§ 7. The need for a reorganizatiosy of the village credit
societies : The above discussion of the working of the rural eredit

8. Kaji, Ed: Co-operation in India—Article on ‘The Agricultural
Credit Society * by Mr. V. Ramadas Pantuluy, p. 316,
%, Ibid., p, 321
R 12
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societies ghows that, in practice, they have failed to conform to the
co-operative ideal in many respects. Emphasis upon thrift and
gelf-help, npon mutnal supervision and mutusl watchfulness and
upon the productive use of credit, which are the distinctive
features of co-operative credit, has been wholly lacking and the
primary society in the village has become a mere intermediary
between the central bank seeking investment and the borrowers in
the primary society who are in no particular hurry regarding re-
payment and understand very little regarding the principles of
co-operation, This ignorance and apathy of the members and
their failure to appreciate the implication of unlimited liability led,
even before 1929, to the emergence of radical defects in the work-
ing of the primary credit societies, viz., the indifference of the
panchayatdars, factions in the society, advancing loans without
proper consideration of their purpose and the repaying capacity of
the borrower, benami transactions, failure to take prompt and
effective action for the recovery of overdue loans ete,

The situation, thus, wes already serious before the economic
depression. But the economic depression, and the crash of agri-
cultural prices after 1929, which econverted agriculture into an
almost deficit economy, greatly aggravated the troubles of the rural
credit societies. The majority of their members had borrowed
heavily during the boom period which preceded the depression,
and the disagtrous fall of agricultural prices greatly reduced both
their income and repaying capacity.

- ”

The impact of the world economic depression thus brought
about the crigis in the Indian co-operative movement, and brought
t0 a head the vital defects in the working of the village credit
spcieties, As the Madras Committee on Co-operation have summed
up so well, ¢ The large number of liqguidations in recent years, the
ingreasing nmmnber of sccieties which have not borrowed for years,
the marked rise in the arrears from members to societies and from
gocieties to financing banks, the increasing number of arbitration
references and decrees, the forced purchase of lands of members by
gocieties in execution of decrees, the voluntary supersession of the
panchayats and the appointment of agents for the management of
aooietios, these are all the elements of a situation which cannot be
viewed with equanimity and which indicate a general lack of
vitality on the part of many agricultural credit co.operatives®,
The following figures regarding agricultural credit societies
(unlimited) given by them, give a comparative idea of the position
of overdues in some of the British Indian provinces in 1936,
When the members of the primary aocieties fail to repay the loans”
punctusally, the societies have to default to the central banks and
are, therefore, unable to approach them for fresh loans, The funds
of the societies thus get frozen up with a few defaulters and the

members who have promptiy repaid their loans fail to get new
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ones, Thus a large proportion of the rural credit societies have
ceased to be active suppliers of credit,
a position to sanction a loan, members are naturally driven to
borrow from outside sources: this leads to n further deterioration in

the financial position of the society,

When the society is not in

: Amount Amount Percentage of

Province. of loans overdue, 03:::::3?“;2_
Madras T 351.99 16207 46.1
Bombay T 24736 |} 12824 51.8
Bengal e 396,32 345.80 87.4
United Provinces :: 75,91 36,21 47.7
Bihar 1 104.18 96 .40 92.5

The majority of societies have thus ceased to be living orga-
nisms and active suppliers of credit, They are, in the apt words
of the Madras Committee on Co-operation, ¢ in a state of suspended
animation.”” The problem now is * to unfreeze the movement and

to reopen the stream of credit wisely.”

If the village credit societies are to be, as they shounld be, an
effective agency for the economic betterment of the agriculturists,
they must be radically reorganized. The Madras Committee on
Co-operation (1940) have recommended radical changes in (a) the
area of operation, (b) the functions, and {¢) the nature of the liabi.
lity, of our primary agricultural credit societies.

Ag we have already seen, our village credit societies have
adopted the three fundamental Raiffeisen principles of a restricted
area of operations, unlimited liability, and honorary management,
They bave also specialised in one function, the mere provision of
credit. ‘'The Committee hold that these principles should be given
up, and advocate () a reorganization of the village credit societies

-on the basis of one society for a group of neighbouring villages,
(b) the gradual evolution of the rural credit societies into multi-
purpose societies, (c) the substitution of unlimited by limited
liability, and (d) the employment of paid oclerical staff, We shall
now digcuss the first three proposals in detail,

¢ 8. Which is preferable, one society for each village or
one society for a gronp of villages? In our discussion of the
present working of the village credit societies in India, we saw that
the principle followed at present is “one village, one society.”
But the Madras Committee advance the following very strong
reasons in favour of an enlargement of the area of operation of our

village credit societies —

10, G, R Fay ; Co-operstion at Home and Abroad, Vol. IT, p. 379,
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{a) During recent years there hag been a decentralisation of
co-operative activities and departmentalisation of ecredit, sale and
production, The provision of long-term finance has been taken
over by land mortgage banks and special sale societies have emerged
to facilitate the co-operative sale of produce. Societiog v ¢ apecial
crops, like the sugarcane growers societies have also bee ) started,
All these developments have led to a narrowing down of the sphere
of activity open to the village credit society, This decentralisation
of functions combined with the deterioration in the agricultural
economy has greatly reduced the volume of business of the village
-credit societies and converted them into ¢uneconomic units.’ The
reduction in the lending rates of societies forced by the economic
depression has further reduced their income and many agricul-
tural societies have been working at a loss, while others are
moribund. If such small societies, which are unable to pay their
way individually, are amalgamated on the basis of one society for
a group of neighbouring villages, their volume of biikiness will in-
creasg. This will enable them,to secure a fair margin of profit and
facilitate the employment of an efficient paid staff and the building
up of strong reserve funds. . :

{b) When a single society serves a group of villages there is
wider scope for the selection of proper men to carry on the business
of the society. When a society serves only one village, on account
of the paucity of literafe men, the same persons may have to be
elected office-bearers year after year. .

(c} It will be easier to audit and supervize a few, strong,
centrally situated societies than a number of small, scattered
societies.

(d) When the jurisdiction of a soviety is extended to more
than one village, it may be possible to check and overcome the bitter
village factions which mar the working of the societies at present,

But there is still a powerful body of opinion which demands
the retention of ‘the one village, one society’ principle, and the
Officer-in-charge of the Agrieultural Credit Department of the
Reserve Bank of India has opposed the enlargement of the ares
of operation of the village credit societies on the following grounds:”

(¢) When one society serves & group of villages the funda-
mental co.operative principle of mutnal knowledge and mutual
trust will be lost.

{6) Factions inastead of decreasing might actually increase
when one society serves a group of villages, as inter-village jealonsy
might be added to the already existing village factions.

(c) A small society serving one village is likely to offer
greater training in business methods to its members than a big
socieby serving a number of villages,
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{d) The ‘one village, one society ' principle is in aceordance
with the Indian tradition, The village has been the unit of corpo-
rate activity in India from time immemorial,

But we have to take facts as they are, and the ‘one village,
one gociety * principle which we have followed so far, eeems to
have ensured neither the mutual knowledge and trust nor the
training in business methods that are claimed in its favour; as we
have already seen, the existing societies have become uneconomic
units on account of a progressive decline in the volume of their
buginess and are, therefore, unable to pay their way, The Officer-
in-charge of the Agricultural Credit Department of the Reserve
Bank of India holds that the existing credit societies can increase
their volume of business as well as profita by hecoming multi-
purpose societies, i.e., by undertaking more functions, According
to him, therefors, an enlargement in the area of their operations is
unnecessary, But as the Madras Committee on Co.operation put
it, **we must not count the rupees the multi-purpose chicken are
going to earn for us, even before the eggs are hatched,” 'Fherefore
the firat three arguments which have been advanced in favour of
the amalgamation of existing societies on the basis of one society
for a group of villagea, are decisive, Of course, if co-operation is to
be real, the membera of a society must know each other snd must
have an identity of interest, But villages close to each other
‘“ have an intimate identity of agricultural and economic interests,
gocial bonds too, throw them. together,” Therefore, when a society
geyves a group of neighbouring villages, the fundamental principles
of co-operation are not violated, A reorganization of societies on
the bagis of one society for a group of villages within a radius of
three to five miles as recommended by the Madras Committee is thus
highly desirable. Such an enlargement of the area of operation of
the village credit societies will also facilitate an extensive develop-
ment of the co-operative movement, as all the villages in the
country can be brought within its aphere more rapidly.

§ 9. Conversion of the village credit societies into multi-
purpose societies : The village credit societies have so far been
concentrating mainly on the provision of cheap credit, But, as the
Madras Committee on Co.operation have rightly pointed out, the
village eredit society, if it is to be of real benefit to the farmer,
should provide the farmer not only with cheap credit, but also with
the meana of repayment by increasing hig income. The agricultural
problem cannot be tackled and solved piecemeal. The village
credit society ¢ must take up each aspect of the problem and
try to find out in what manner it can assist the farmer
by limiting his expenditure and increasing his income,!’. This*
means that the society should undertake a number of subsidiary

. 11. The Reserve Bank of Tndia; Bullefin on Co-operative Village
Bankﬂ, p. 41, .
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functions besides the mere provision of credit and help its
members to achieve the triple ideal of <bhetter farming, better
business, and better living,’ As suggested by the Reserve Bank
of India and the Madras Committee on Co-operation, the village
credit societies can undertake the following subsidiary functiona:—

(a) Promotion of better farming :—To enable its membera fo
secure better yield of crops with less expenditure, the society
should encourage improved and intensive methods of cultivation.
It can take up the responsibility of supplying seed and manure of
good gquslity, and improved implements. It can be empowered to
aequire common geed beds and to attempt joint co-operative
farming, and thus get over the evils of subdivision and fragmenta-
tion. It can help its members to improve the quality of their
livestock, negotiate with the Government for the reservation of
proper pasture lands and arrange for theil grazing in rotation.
It can also undertake the supply of electricar and other mechanioal
power on a collective basis,

(B} Promotion of better business :—The society can increase
the income of its members by encouraging the co-operative sale of
produce, It need not engage in marketing activities, like the
storing of produce and the holding of produce lor better prices,
which require expert knowledge and are speculative, But where
there is no co-operative sale society mear by, the village credit
society can profitably undertake selling in the village itself on a
commission basis, and thus ensure the farmer a fair bargain, or it
can negotiate with big merchants for sale in bulk of the produce of
its members. Such types of activity are not risky, as the society
does not hold the produce and does not advance loans, When there
ie a co-operative sale society near by, the village credit society can
arrange with it for the sale of its members’ produce,

When the oredit sodiety thus arranges for the sale of its
members’ produce, besides ensuring a hetter price to its memb~"s
it can secure a control over the sale proceeds and also a suflicient
volume of business for the marketing'society, thus facilitating
co-operative marketing,

v {¢) Encouragement of subsidiary industries :—Withcut some
subsidiary industry to keep the farmer employed during his spare
time, small-scale farming is hardly economical, and if our agricultural
credit societies have failed so far to raise the income and the
purchasing power of the rural population, one of the reasons for
their failure is their total indifference to this aspect of the problem,
«The village societies should, therefore, be utilised to a greater
extent in the organization, under proper direction and suitable
safeguards, of subsidiary or cottage industries.” Either the old
cottage industries like hand.spinning will have to be revived or
new ones will have to be found out. The village credit society can
encourage cottage industries like the processing of crops at howe,
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¢.g., the hand-pounding of rice, hand-spinning, and the production
and sale of milk, ghee, and butter, Tt can arrange for the sale of
these products on a co-operative bagis.

{(d) Promotion of better living :—The village credit society
should in the future make determined attempts to eliminate
extravagant expenditure by a member on social functions like
marriages, ete., by fizxing 2 maximum limit for each member on
each oceasion, It must be given the powers necessary to control
the unproductive expenditure of its members, and ¢controlled
credit * for productive purposes must become s reality rather than
a theoretical fietion,

(¢} Joint purchase of supplics :—The gocieties can do some
supply work on an indent system, The requirements from
members for such things as cloth, domestic requirements, etc., can
he pooled and purchased in bulk at cheaper prices.

There are, thus, many sabgidiary functions which the village
oredit society oan profitably undertake without increasing its risks,
The village credit societiea can take up all these functions one by
one and thus emerge as * full-fledged multi-purpose societies,” Such
an enlargement of the functions of our village credit societies, so
as to bring within their ambit the whole life of the farmer, has the
following decigive advantages i~

(@) It is likely in actual practice to inorease the financial
stability of the societies by increasing the incomes of their members
and thus ensuring the prompt repayment of loans,

(b) The variety of services which the recognized society
would provide would attract into the society the large body of
people who are at present outside the co-operative movement.
Differant people in the village need different services and * there
should be scope in the village eredit society for all sections of the
community, each of which has definite economic and social needs.”
When the village credit society provides a variety of services, the
big landholders, who require merely co-operative marketing and
the joint purchase of supplies, and the poor farmer, who needs
obhealf)i oredit, oan combine in the same sooiety for their mutunal

enefit,

If outside-borrowing by members of the village credit societies
is to be prevented, every eligible family of theright type of charae-
ter in their area of operation must be brought within their fold,
The rvicher agricultural olasses do not at present interest them-
selves in co-operative effort, as they either do not need credit or
can raige it elsewhere, This has meant that the village credit
societies have become mere associations of partially solvent borrow-
org, and they are, therefore, unable to command much ecredit. It
has been suggested that the only solution is ‘compulsory

-~
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co-operation ’; the richer classes should be compelled by law to
become mombers of the village credit societies and thus help to raise
the credit of their poorer brethren. But, as the Madras Committee
on Co-operation have rightly pointed out, the essence of co-operation
is voluntary effort and * compulsery co-operation ’ is a contradiction
in terms. When the village credit societies perform a variety of
useful functions and are well-managed, the richer class of agricul-
turists can be expected to join them voluntarily, and with the con-
version of the existing village oredit societies into multi.purpose
gocieties the need for ‘compulsory co-operation’ is likely to
disappear.

(¢) A village credit society providing a number of services is
likely to be in more continuous touch with its members than a
mere credit society to which members resort only occasionally .
when they need loans. Such continnous contact is likely to create
in members a more lively interest in the working of the society.
As the Bulletin on Village Banks issued by the Reserve Bank of
India points out, “The bank must never lose touch with the
member. He must come to the bank for something or other
throughout the year. Absence of such touch leads {o indifference,
default and disloyalty., The bank should never be allowed to
degenerate into a loan office.

But even granting that the whole life of the farmer must be
brought within the sphere of co-operation, why, it is argued, should
the village credit society undertake a number of functions 2 Cannot
the same end be achieved by having, as in Denmark, one society”
for each purpose ? In Denmark it is not unusual for a farmer to be
a member of three or four co.-operative societies, each of which
renders a distinet service, It is suggested by some that the village
eredit society, with its unlimited liability, should have a simple
organization and should not go on adding to its vigks by undertak-
ing new functions. They, therefore, suggest that there should be
o separate soclety for-each purpose, for instance, one for credit,
another for sale, and a third for the encouragement of cottage
industriea, i

But the farmer in India has been accustomed to borrowing
from and selling to the same person, wiz., the village baniya, and
he is too iliterate to join and take an active part in the manage.
ment of a number of, co-operative societies. In fact, in India co-,
operation is likely to make a greater appeal to the farmer when the
credit society provides him most of the services he needs, The
‘ one purpose one society ’ principle, therefore, does not appear to
be suited to India.

-There is nothing revolutionary in the village credit society
undertaking a few subsidiary functions, In fact such an integra-
tion of the provision of credit with supply and sale, as pointed out
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by Dr. C. R, Fay, has been forced upon the agricultural co-operative
movements of countries in Burope and the New World also. * The
new emphasis is everywhere on co-ordination, not indeed on the
undifferentiated society, but on the association of finance with
trade supplies and marketing, on a credit central which has the whole
position of the borrower wnder review..This development is fast
reaching down the old time-honoured barriers and is making the
example of pre-war Denmark less and less relevant to the
co-operative world of today.”'?

An enlargement of the functions of the village credit society
is, therefore, an essential line of development in India. It does not
go against co-operative theory; in fact, it will make the Indian
village eredit society conform more closely to the Raiffeigen pattern.
But, as Dr. C. R. Fay has suggested, *“the term multi-purpose is
misleading ; a better term would be integrated co-operation.”

§ 10, Should the liability of the village credit society be
limited or unlimited? The severe agricultural depression of the
thirties, which brought along with it the liguidation of a number
of gocieties, has led people to question methods which have been
till now regarded the very fundamentals of co-operation. Unlimit-
ed liability is the bedrock of the Raiffeisen type of co-operative
society and has been till now regarded as one of the basic principles
of rural co-operative credit organization in India. But the majority
of the Madras Committee on Co-operation are of opinion that the
principle of unlimited liability has outlived ita utility, and recom-
mend its substitution by limited liabilily on the following
grounds :—

(1) The majority of our ryots do not understand the principle
of unlimited liability. When the members of a soeciety fail to
understand its implications, unlimited liability, instead of being a
source of help, becomes a dangerous sham.

. (2) The economic depression of the ’thirties led to the liquida-
tion of a number of accieties, and the enforcement of unlimited
liability. ' This has csused hardship to members who are either
non-borrowers, or non-defaulfers, and has brought the whole move.
ment into disrepute, When unlimited liability is enforced, it is the
honest members, who have punctually repaid their loans, who
suffer most,

(8) The better class of agriculturists, who are really solvent,
have not joined the agricultural credit societies as the Liability in
such societies is unlimited. The movement has, thus, been deprived
of their sympathies and material help. They would have contribu-
ted much to the efficient management of societies.

hl L)
12. C. R.Fay: Co-operation at Home and Abroad, Vol. II p. 390
{italics oursj.
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(4) The practical utility of unlimited linbiliby is open to doubt.
Though every member is liable to the creditors of the society to
the full extent of his property, membership in a society deoes not
bar the right to alienate property. The dishonest and cleverer
members can, therefore, suocessfully evade the enforcement of
unlimited liability by alienating all their property before such
enforcement, Again, unlimited liability in the case of a co-operative
society, as we have already seen, means only contnbutory llab!hty
and it can be enforced only when a society is liquidated. * So long
a8 unlimited liability does not bar the alienation of the property of
members during the period of their membership, its practical utility
is open to doubi,” ‘This is a very important consideration,

(6) It ig efficient management rather than unlimited liability
that induces oconfidence among financing banks and depositors.”
The confidence of the depositors is also partly due to the belief that
the Government is behind the movement through supervision,
audit and other forms of statutory control.

(8) Unlimited liability assumes that the members of a society
possess mutual knowledge, exercize mubnal supervision and control
with regard to borrowing, and insist on punctual repayment. But
these assumptions are not true of village life in India today.

(7) 1t is also pomted out that anlimited liability is essential,
only when eredit is advanced merely on the secunty of persona,]
character. But, as we have already seen, loans in India have been
made to rest more and more upon ma.t.erml security in the shape of
immovable property, erops, ete.; unlimited liability, therefore, has
become superflnous.

But there is still a large volume of opinion which favours the
tetention of unlimited llablllty “ We feel " says the Officer-in-
charge of the Agricultural Credit Department of the Reserve Bank
of India, *that unlimited liability iz a matter of necessity and not
a matter of choice. 1f the funds are to be attracted at cheap rates
there seems to be no escape from this form of liability.” The
minority of the Madras Committee on Co-operation want unlimited
liability to be retained on the following grounds :— !

(1) Unlimited liability has an educative and moral value, and
reinforoes the bagic co-operative principle of ¢each for all and all
for each.” It creates a sense of collective responaibility and fosters
mutual watchfulness, mutual trust and mutual supervision. In
actual practice the risks arising from wunlimited liability ave
reduced to a minimum by the careful selection of members, gant
of loans on good security, provision of share capital and the
building up of strong reserve funds. .

(2) If the liability of the members of the village creditsocieties
is limited, the local panchayatdars'will cease to examine loan appli-
cations c&reiully and the central banks will have to serutmlse all

Pl
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individuai_loan applications, This will lead to an undesirable
centralisation of co-.operative financing and transform the village
credit societies into mere agencies of a centralised banking system,

(3) Though unlimited liability haslong beenin forcs, its rigour
is softened by the rules issued by the Department and very little
is recovered by ita actual enforcement,

(4) A sudden change all at once from unlimited to limited
liability might shake the confidence of the depositora and affect
the flow of money into the movement,

{(8) If unlimited liability is given up the emphasis on charaoter
might be neglected and the deserving poor might be deprived of
the help they need.

According to the advocates of unlimited Lability, if solvens
people have not hitherto joined the rural credit societies, the reason
ig not the unlimited liability of the rural credit society but its
inefficient management,

These arguments are of course strong in theory, but
in actual practice few of the moral advantages claimed for
unlimited liability seem to have been realised in India. Though
unlimited liabity has been the basizs of the Indian village credit
societies since 1904, the mutual knowledge and mutual supervision
which are claimed to result from itwre conspicuous by their absence,
In fact unlimited liability seems actually to have led to a certain
amount of demoralisation and over-financing of the rural credit
societies by the central banks relying on their unlimited liability,
Corporate life and effort are very weak in our villages today and
the mere adoption of unlimited liability is not likely to work a
miracle and achieve the ideal of *each for all,” The nature of the
liability is not after all the real test of co-operation and the argu-
ment that the substitution of unlimited by limited liability would
mean the virtual enthronement of the principle of ©each for each’
sesme weak ; the urban credit societies have limited liability and
their co-operative character has never been questioned.

Recent world opinion also is in favour of the abolition of thie
‘ideal’ of joint and several liability.’? As Dr. Westsrate of
Holland writes in the Year Book of Agrioultural Co.-operation for
1938, * use of this liability impairs the support of the members
and the feeling that co-operation is valuable to them....We have
realised that a sound economic purpose, good organization and good
management are much more essential to the well being of co-opera.
tion, thar the most complete liability of members.”

We .an, therefors, agree with the recommendation of the
Madras Committee on Co-operation that ¢ the liability of a village

13. Report on Co-operative Enterprise in Burope by an Ameriean
Committee, 1937,
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oredit society should normally be limited, but if, in the opinion of
the Registrar, having regard to loeal opinion and other cir¢umstan-
ces, unlimited liability is more suitable for any society, its liability
may be unlimited. An additional reason for the changeover to
limited liability is the fact that when the jurisdiction of “a society
ig extended to a group of villages and the society undertakes a few
subsidiary functions besides the provision of credit, limited liability
seems to be the’more appropriate form. We have already seen that
guch an enlargement of the arca of operations as well as of functions
is esgential in India.

§ 11, The financial policy of the reorganized village
credit societies: To make the village credit societies useful
agercies in the supply of agricultural credit, the above changes in
the structure of the soocieties should be supplemented by radiecal
changes in their financial policy. They have so far failed in their
objective of substituting controlled productive credit for the
unregulated credit of the money-lender because of (2} the outside
borrowing by members, (b)the delay in the sanctioning of loans,
and (¢) their failure to insist on the proper use of credit. -

A, Measures to prevent outside borrowing by members: Wo
have seen that loans advanced by the village credit societies -are
often inadequate for the purpose for which they are advanced,
and membera, therefore, are driven to borrow from outside sources,
usually money-lenders. As the rate of interest charged by the
money-lenders is usuaily higher, the member usually discharges

, first his obligations to the money-lender and becomes a defaulter
to the society. The society in turn hgs to default to the central
bank, Outside borrowing, thus, leadxo a division of the members’
loyalties, and should be completely eliminated if the ‘co-operative
movement is to succeed.

This outside borrowing by members can be prevented by (a)
the adoption of a policy of  full finance’ by the credit societies,
(b) the immediate expulsion from the sociely” of, any member who
1s found to have borrowed from outside sources, (¢) the control of
money-lenders, and (d) the creation of a first charge on the
produce of members’ holdings (up to the extent of the loans
advanced by them) in favour of the agricultura! eredit societies,

Inadequate financing is wotse than no financing at all, as it
leads to outside borrowing, and the chances are that an inadequate
loan will be digsipated in unproductive expenditure. The village
oredit societies should, therefore, undertake to finance all the
legitimate credit needs of their members as prescribed in the bye-
laws. If sometimes a member wants a loan for productive pur.
poses over and above the maximum limit of credit fixed for him,
the central bank to which his society is affiliated should be allowed
to relax the meximum credit limit, 'The village oredit societics
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should develop a system of ‘produce loans’ against standing crops
and produce, particularly small loans for the smaller ryots. Again,
under the conditions prevailing in India, loans for consumption
purposes and for expenditure on social ceremonies like marriage,
ete,, cancot altogether be ruled cut, but the soocieties should lend
with mors ¢circumspection than has been the case in the paast and
should fix a maximum limit for each member on each occasion.
When members are provided such ‘full finance,” the need for out-
side borrowing will be eliminated.

Prohibition of outside borrowing by members :—When societies
provide *full finance * members ought to be prohibited from bor-
rowing from outside sources, Such members as violate this rule
should be immediately expelled from the societies and zll their dues
recovered at once.

Creation of a first charge on agricullural produce —The village
credit society should have the first claim on the produce raised on
the holdings of members whom it has financed, up to the extent of
the loan advanced, subject of course to the overriding claims of the
State with regard to land revenue, When a member sells his
produce to any other agency, he should be requirved to pay out of
the sale proceeds, firat, the dues to the society, and a breach of this
rule should be made an offence, When the village credit societies
are thus given a first charge on thesproduce, money-lenders will be
less willing to lend to members of village credit societies, and there
will be a partial sterilizatipn of oredit from private sources.

The regulation and control of money-lenders on the lines suggest-
ed in Chapter VI will also tend to reduce outside borrowing.

If, by the devices outlined above, outside borrowing by
members of co-operative societies is brought under control, we
would have advanced a long way in achieving our ideal of ¢ control-
led co.operative credit.’

B.  Measures for the quick supply of credit :—Credit to farmers,
especially short-term credit for cultivation expenses, must be
given promptly as soon a8 the need arisea. But the delay in the
sanctioning of loans by the village credit societies and by the
central banks has become proverbial and, when there ig an urgent
need for credit, (as for instance, when an early monsoon necessi-
tates an early starting of agrioultural operations) the members of a
co-operative credit society have usually to resort fo some outside
agonoy. Hence the credit given by a co-operative credit society
must-not only be adequate but prompt, if it i3 to be useful. The
supply of eredit by the village credit societies can be quickened by
the following methods :—(a) the adoption of the system of forecast
loans ; (b) the introduction of cultivation cash.credits: and (c) the
prompt disposal of loan applications by the central banke and by
the provinocial bank. .
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The system of forecast loans .—The essence of this system is,
that the panchayat of the society, instead of waiting for the
members to apply for loans, prepares fairly in advance of the cul-
tivation season & forecast of the amount of short-term oredit each
member is likely to need during the season, and gets the loan
applicatisn of the society sanctioned by its central bank well ahead
of the actual demand, This enables the society to draw funds from
the central bank and advance it to the members with the least
delay. Though the initial preparation of such a forecast might be
difficult, once the system has been adopted, the estimates will
merely have to be revised year after year,

The initial difficulty in the preparation of such a forecast, the
ignorance of the panchayatdars and the fact that some of them are
often defaulters not interested in approaching the central bank for
a fresh loan, the indifference of the supervising unions and of the
central banks, the economic depression and the consequent pre-
ocoupation of the Co-operative Department with the work of recti-
fication and consolidation of societies, have all 1éd in Madras to the
comparative neglect of the system in the past. But the system of
forecast loans ia one of the best ways of ensuring the quick supply
of loans and efforts should be made in the future to popularise the
gystem, The Madras Committee on Co-operation recommend that
in the future, the central banks should insist that all applications
for onltivation loans should be‘inade only on the forecast system.
The staff of the Co-operative and Agricultural Departments might
in the early stages help the village credit societies to prepare such
forecaats,

Indroduction of cultivaiion cash-credits :—Another method of
quickening the supply of credit is to give cash.eredits, or credits
on current account, with central banks to the village oredit societigs,
The societies.can draw on such cash-credits as and when they né8d
funds and they can give the game facilities te their members., The
Madras Committee on Co-operation suggest»that such cash-eredit
facilities shonld be given by the central banks to select A and B
class sooieties, so that the other societies may try to emulate them
and earn the same privilege. The societies which enjoy such cash.
credit facilities can split up the mazimum oredit allowed to each
member and allow him to use a part of it designated ‘ cultivation
cash-oredit ’ for short period agricultural operations, This system
will enable the members of the well-managed societies to secure
oash quickly without applying for a loan and at the same time
educate them in the sconomic use of money.

Prompt disposal of loan applications of central banks by the
provincial bank :—At present whenever the central bank applies
for a loan to the provineial bank, the latter consults the Registrar
regarding the financial standing of the central bank, and requires
the oentral bank to forward with its loan application, statemants
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of loans required by constituent societies. The provincial bank,
by virtue of its position as apex bank, must know well the finan-
cial standing of the central banks concerned, and as soggested by
the Madras Committee on Co-operation, these formalities might be
dropped. This will mean a great saving of time and the quick
supply of loans to members by the primary socisties.

O. C(onirolled Credit:~—In actual practice most of the principles
which make co.operative credit < controlled credit’ are either not
obierved or not enforced. Much of the borrowing is misused and
to prevent such mis.application the Thirteenth Conference of the
Registrars of Co-operative Societies (December 1939) has suggested,
“ that loans should be advanced in the form of geed, fertilisers
and implements where practicable...... and that the possibility of
encouraging and extending repayment in kind should be explored.”

In order to ensure the productive and judicious use of credit,
the Co.operative Department in Madras has introduced in select
areas in Salem, Coimbatore, Tanjore, and Tinnevelly districts
a scheme known as the scheme of controlled credit.’* TUnder
this acheme, (i) the loan sanctioned is disbursed to members
in instalments as the need for the purpose for which the loan
is given arises; (ii} the member is agked to execute an agree.
ment to sell the produce either through the co.operative credit
society, or through the sale society to which the village co-opera-
tive society is affiliated ; (iii) the sale society deduects from the sale
proceeds both the amounts due from the member to the village
co-operative socisty and to the land mortage bank, and remits to
the member only the balance, .

By such procedure, which involves the co-ordination of the
village credit society, the sale society, the central bank, and the
land mortgage bank, the possibility of the loan being wasted and of
defanlt are both reduced to a minimum. < Credit is linked up
with marketing and every stage of the application of the loan, i.e.,
from the stage of cultivation to the stage of the sale of produce is
supervised and controlled.”

But the acheme of controlled credit, as it works, has some
serious drawbacks : the co-ordination between the various agencies
concerned is often curnbrous and impracticable, and the centralised
adminisiration and supervision involve a greater expense to the
central bank. Again under the scheme, the co.operative principles
of mutual watchfulness and mutual supervision are rejected;
members and panchayatdars are not made to feel the responsibility
of their transactions. ¢ Village societies, instead of being live
organic wholes, will become mere agents of the central bank,”

l?. In 1941.42, the scheme of controlled credit was in operation in a-.l_l
the districts of Madras except Anantapur, (Report on the Working of
Co-operative Societies in' the Madras Provinee, 1941-42.)
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The scheme of controlled credit thus violates to a certain
extent co-operative principles, But the Indian village credit
societies, ag they are at.-present, need a certain amount of guidance
and control. The scheme, therefore, ag suggested by the Madras
Committed on Co-operation may be given a fair trial in suitable
localities and may be modified in the light of local experience.

CHAPTER IX

CO-OPERATIVE HIGHER FINANCING
AGENCIES AND UNIONS -

§ 1. The need for and.types of higher financing agencies :
Taolated primary societies in the villages have been unable to raise
sufficient funds to meet the credit needs of their members. Unlike
the co-operative credit societies in Europe, the village credit socie-
ties'in India have failed to attract sufficien$ local deposits. Neither
the joint-stock banks nor the depositors in towns can be expected
to lend money for fairly long terms to small societies in out of the
way villages, managed mostly by borrowers, on the security of
agrioultural produce the value of which it is extremely difficult to
assess. In the early days of the co-operative movement, the
Registrars of Co-operative Socielies in several provinces arranged
for financial assistance for the societies from the provincial Govern-
ments as well as from a number of individual sympathisers of ﬂﬁ
movement, But soon the need was felt for the formation in urba
areas of higher financing agencies organized on co-operative prinei-
ples to tap the funds of the money market for loans to primary so-
cieties. This has led to the emergence of central financing agencies.

The structure of the co-operative movement in all the major
Indian provinces can be compared to a pyramid, At the top is the
provincial co-operative or apex bank ; below the apex bagk are a
number of central banks, and below them®@e the primary societies
like the village credit sacieties, the urban banks and the warious
types of non-credit co-operative societies. This organization is also
mainly federal. The shares of the central bank in a given area are
mainly held by the primary societies affiliated toit, and the shares
of the provinecial bank, by the central banks of the province. We
can almost define the higher financing agencies- aa federations of
co-operative societies. The working of the primary agricultural
eredit societies has already been discussed in detail. We shall now
disenss in turn the working of the central banks and the provincial
co-operative banks, ¢

§ 2. The central banks—their present working: The
primary object of the central bank is to raise funds for loans to the
primary societies in the area of its jurisdiction.” The central banks
may belong to one of three types : .

(@) Banks of which the membership is confined to individuals, or
to societies admitied on exactly the same fooling as individuals :—In
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such banks the share capital is subscribed almost wholly by indivi.
duals and the banks are hardly different from joint.stock banks,
They are more likely to aim at profita for the shareholders than at
the provision of cheap credit to the primary societies and, therefore
to violate the co-operative ideal. In I915 there were many banks
of this type in India, but the Maclagan Committee looked upon
them with disapproval and they have now practically disappeared.

() Banks of which the membership iz confined to societies :—
Such purely federal banking unions are ideal from the co-operative
point of view, as they merely carry one step further the principle
of the substitution of collective for individual responsibility (w2,
from individuals to co-operative societies).!

(¢) Mived banks whose shares are owned partly by individuals
and partly by societies :—Conditions in India at present make banks
of the purely’federal type almost impossible, as it is feared that a
central bank constituted solely by borrowing societies will be unahle
to induce confidence and attract a sufficient volume of deposits,
The majority of the central banks in India, therefore, are now of
the mixed type. The individual shareholders are generally public
gpirited and influential loeal men, who supply the much needed
business ability and enhance the credit of the central banks. The
societies which want to borrow have usually to take shares in the
central bank in proportion to their borrowing. The usual require-
ment is a ratio of 1:20,

But even in such mixed banks the representatives of the affilia.
ted societies are in a majority in the board of directors, and thus
have a dominating voice in the management. A purely federal
central bank, whose membership is confined to societies, muat
remain for some time to come merely .an ideal, at least until the
village credit societies become sound from the poini of view of
finance as well as membership.

The Liabilily of the central banks is limited. This is limited
. ordinarily to the face value of the share, but in some provinces to
a multiple thereof as in German societies,

The extent of the arez and the number of societies served by
each central bank varies in different parts of the country. In the
Central, Southern and Western parts of India, the usual rule is one
" gentral bank for each revenue district, while in the Panjab and
Bengal the central bank usually serves a smaller area. No universal
rule can be laid down with regard to the proper area of operations
of a central bank, but when the area is too large the central bank
is likely to logse touch with the primary societies and supervision is
likely to become inefficient, while if it is too small, its volume of

1. Federal central bank have increased recently in the Panjab and
Bengal, wore they are repocbed to work well when they are ¢onfined o a
small ares and a small group of well-established societies.
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business will fall and the cost of management tend io rise. Much
will depend on the econditions prevailing in the areca. Bub the
Reserve Bank of India considers that where there is only one
central bank for each revenue distriet, the work of the latter has
begome unwieldy. ‘Therefore, the Reserve Bank has in recent '
years become an ardent advocate of central banks serving a smaller
area, known popularly as Taluk Banking Unions,

Funelions :—The central banks have three importantfunctions:~

{a@} They finance the primary societies in the area of their
jurisdiction.

(b) They act as balancing centres for the primary societies,
They make available the surplus funds of some societies to others
which need credit and thus equalise the flow of tredis, s

(¢) They also undertake the supervision of their constithent
primary societies.

The central banks have also undertaken many merely com-
mercial functions, They issue and purchase, sell and discount
demand bills of exchange or hundis. In Bombay some central
banks have built their own godowns where agriculturists can store
their produce while waiting for a favourable market,?

Sources of working capital :—The working capital of the central
banks consists of (a) share capital, (b) reserve funds, (¢) deposits,
from members and non-members, and (d} loans from the provineial
co-operative bank, the other central banks, and the joint.stock
banks. The relative importance of the different sourees of working
capital is well illustrated by Table No. XVI and the following
figures showing the position in Madras at the end of 1940-41.%

Total number of central banks
(on the 30tk June 1941) a0
. Rupees in Lakhs,
Share Capital : 4971
Deposits from individuals (membera and
non-members) L 22837
3. Loang and overdrafts from—

(#) Provincial and Centrat

T -

p Banks 106-22
b} Societies 143-75

4. eserve Fund 35-51
5. Other Funds ) v 31563
Total o 59509

2. E.M. Hough: The Co-operaiive Movement in India, p. 130,
3. Report on the Working of Co-operative Hocieties in the Madras
s rovinece, 1940.41.
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The central banks depend only to a small extent on advances

from the provincial bank, By sound management on purely busi-
ness lines they have been able to win the confidence of the inves.,
ting public and they derive the bulk ef their deposits from indivi-
duals.  Deposits in central banks are mainly WO Kinds, savings
anid fixed ; current deposits are accepted by the central banEks only
TR¥0Mme provinces such as Bombay and Madras, as they are expen-
give to maintain and difficult to manage.* Part of the funds of
the central banks comes also from the Government, In Madras,
the local bodies were authorised in 1919.20 to deposit their surplug
funds in central banks, and to these were added, railway cess and
deposits with the Forest, Abkari, Jail, Hospital and other Govern.
ment Departments. But subsequent to 1930-31, there has been a
rapid fall in the deposits of local bodies as a result of the restric-
tions imposed by the Government to prevent the giut of funds
caused in the central banks by the depression, But, as the Madras
Committee on Co.operation point ont, in the future, with the
reorganization and spread of the co.operative movement, there is
likely to be an increasing demand for funds; they have, therefors
recoinmended that the present restrictions imposed on the local
bodies in this matter should be withdrawn,

In order to safeguard the interests of the depositors and ensure
the solvency of the central banks, the maximum amount which'
they can borrow by way of deposits and loans, has generally been

fixed at eight ti c e ital, viz., the paid.up capita
plug reser?® Tund, In 1926 this limit was raised in Madras to fen|
times their owned capifpl in the case of the central banks, and]
twolve times 1ts owned capital in the case of the provincial
co-operative bank, ;

As the central banks raise the major portion of their funds by
way of depouits, they are also required by the Registrars to main.
tain a certain portion of their deposits in liguid form to meet their
deposit liabilities on the due dates.

Loan business :—The central banks originally advanced loans

to the primary societies Eghh_fgs_m&_);md_lgngmp.mﬁa But,
with the development of land morigage banks to provide long-term

finance, the central banks concentrate more and more on providing
the primary societies with short-term and medium-term finance,
The nature of a bank’s deposits mmnst govern the nature of ita
loan policy, and it is dangerous for central banks, which raise their
funds mainly by way of deposils for short periods extending to two
years, to advance long-term loans. The central banks have, there.
fore, wisely concentrated on the provision of ghort.term finance.
But in agriculture, on account of the uncertainty of output and
length of the production.period, medium.term credit for periods

4. H. L. Kaji, Ed.: Co-operation in India, p. 83,
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" extending up to five years iz necessary for purposes like the
purchase of livestock, and if the central banks do not provide this
type of finance a gap is likely to arise in the co-operative credit
system. DBut if the centra® banks are to provide medinm-term
credit, they will have to raise the funds by deposits of appropriate
duration. The Madras Committee on Co.operation have, therefore,
suggested that, in the future, the central banks should encourage
deposits from one to three Years' to raise sufficient medium.ferm
funds for this purpose.

As there are individual shareholders and non-member depositors,
the central banks also lend to them on the security of the deposits
made by them, But the main function of the ceniral banks is to
finance the primary societies and the major portion of the advances
made by central banks is to the village credit societies. For
instance, in Madras, on Jane 30th; 1941, loans due from individuals
to the central banks amounted to Rs. 564 lakhs whils- the loans
due from societias amounted to Rs. 421'8] lakhs.$

The central banks usually keep the margin between their
borrowing and lending rates at a minimum. Thus, in Madras they
usually pay 33% on their deposits and lend to sociebies at 53%.6

Profits :—-The central banks are compelled by the Co-operative
Societies Act of 1912 to carry at least 259 of their net profits to a
reserve fund, and they have, therefore, built up strong reserve -
funds, The rule has recently been amended in Madras, and the
central banks in Madras have now to carry one-third of their net
profits to the reserve fund, until the reserve fund and other ressrves
equal the paid-up share capital. In addition to this, with ths
advent of the depression, they have been making adequate provi-
sion for bad debts by building up ‘bad debt reserves.’” The
maximum dividend which the central banks can declare has
generally been fixed by statute to prevent dividend-hunting, and is

. now in Madras only 5%,

The adminisiration of the central bank is carried on by a hoard
of management and an executive committee, to which the board
delegates many of its powera. The societies aga well as individual
shareholders are repregented on the board of management, but
always the representatives of societies are in a majority. They |
generally provide twice a3 many directors as individual share-
holders, Some central banks co-opt to their board of management

- 5, Biatistical Statements relating to the Co.operative Movements in
India, 1040.41 .

8. .ibid.

7. In Madras, on the 30th Jyne, 1930, in addition $o the statutory
ressrves which amounted to Ra, @80 lakhs, the central banks had dsbt

regerves amounking to Rs, 20.06 lakhs —Rspart of the Committes on
- Co-operation in Madras, 1939-40, par. 35.
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pereons who have local knowledge, or have served the co-operative
movement. Unlike the village credit societies, the central banks
employ paid and trained staff,

The central banks also undertake the supervigion of the
primary societies in the area of their jurisdiction. They are helped
in this work in Bombay and Madras by the local snpervising unions.
Some eentral banks in Madras have created separate committees to
be in charge of the work of supervigion,

Estimate :—The central banks have on the whole worked well
and have achieved the main object with which they were started,
viz., to tap the funds of the money market and to make them
available to the primary societies, The achievements of the central
banks have been well snmmed up by the Madras Committee on
Co-operation. * The central banks have served their purpose of
financing rural and urban societies and balancing their funds
admirably well, they have mobilised local deposits and made them
available to primary societies at reasonable rates of interest and
have rendered great gervice in the organization of agrienltural
finance on co-operative lines; they have drawn into the movement
a number of honorary men whose services have been invaluable to
the progress of the co-operative movement; they have taken a
genuine interest in the growth of the movement in their respective
areag and in schemes of co.operative education and rural develop-
ment generally; they have enlisted the sympathy of an inereasing
body of depositors, and as a rule, have justified the confidence
which the depositors have reposed in them.” In the words of the
Central Banking Enguiry Committee, they ate today a factor to be
reckoned with in the Indian money-market,

But the central banks cannot be wholly absolved from blame
for the present bad plight of the village credit societies. If co.opera-
tive creditin India has not been controlled credit, and if the rural
credit societies have failed to keep down borrowing during the
boom that preceded the economic depression, the central banks
are also partly to blame. The central banks found themselves with
a plethora of funds and initiated a policy of hasty expansion of
primary societies to provide a profitable outlet for their surplus
funds. * Not only money-lenders but also central banks made
reckless advances during the last boom period.”? The central
banks are as responsible for seeing to it that credit is controlled as
the village credit societies, and their object should be not so much
to thrust money on societies and make a profit, but te promote the
ultimate economic interests of the borrowers. The success of the
central banks should ultimately be judged by the success of the
primary sooieties, espscially the village credit societies, in the area
of their jurisdiction; while they have been fairly sutoessful as

§ The Committee on Co-operation in Madras: Report, par. 196,
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business propositions, the central banks have not been as suceessiul
either in spreading the message of co-operation or in promoting
rural uplift,

§ 8. The case for converting the central banks into bran-
ches of the 'provincial co-operative bank examined; Recently
there has been much discussion regarding the proper area of opera-
tion of central banks. On the one hand, it has been suggested that in.
the interests of economy the existing central banks should be con.
verted into branches of the provineial co.operative banks; on the
other hand, some have proposed the splitting up of the distriet
central banks into smaller banking unions, on the ground that when

there i only one central bank for each revenue district the work of
the centraljbank becomes unwieldy.

Both those proposals have rightly "been turned down by the
Madras Committes on Co.operation, who are of opinion that, * the
present federal structure should on no account be disturbed.” As
they have pointed out, the arguments advanced in favour of con-
verting the existing central banks into mere branches of the
provincial co-operative bank do not bear critical examination;
there are so many serious disadvantages involved in the proposal. |

In favour of the scheme, it is argued, firstly, that the central
banks are mere intermediaries in the co-operative structure connec-
ting the provincial co-operative bank with the primary societies,
and that they can be eliminated with advantage to the ultimate
borrower in the village, who could then he provided .with cheaper
credit, This assumes that the central banks borrow most of their
fands from the provineial co-operative banks and make a profit by
lending at higher rates to the primary societies. But as shown
above, the central banks are almost self:sufficient with regard to
finance, and in Madras on June 30th, 1939, the provincial co-

operative bank provided 11°3% of the working capital of the central
banks,

Secondly, it is argued that the conversion of the central banks
into branches of the provincial co-operative banks, will effect a
saving in the expenses of management. All banking experience,
gkill, and funds will be concentrated in the provincial bank, which
will thus be enabled to secure the economies of a ¢ large scale.” But
the little saving effected in this way might be eaten up by the extra
expenditure which the provinecial bank will have to incur in orga-
nizing an adequate staff to supervige the branches.

Thirdiy, it is maintained that the provineial banks will ind it
easier to ensure uniformity of control and co-ordinate action when
the existing central banks become their branches. But as the
Madras Committee point oub, the provincial banks are already
gecuring such uniformity of banking policy by convening annual
conferences of their respective cbntral banks and this machinery
can, if necessary, be improved.
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On the other hand, such a conversion of the central banka into
mere branches of the provineial bank will ereate serious
difficulties ;—

(@) The boards of directors of the existing central banks will
become mere advisory committees of the branches of the provineial
bank, This will destroy all local enthusiagm and loeal voluntary

enterprise, which are the very basis of co-operation and might even
lead to a falling off in local deposits,

(b) The methods adopted by the central banks, at present, are
flexible and have been evolved to suite the needs of each locality,
There is an intimate contact between the central banks and the
primary societies. This valuable contact and mutual adjustment
will be lost and everything reduced to a rigid routine,

(¢} The central banks are at present responsible, along with
the supervising unions, in provinces where they exist, for the
supervision of the primary societies, The provineial bank will have
to take up this responsibility if the central banks are abolished,
and as the Madras Committee on Co-operation foreibly put it, * To
devise a satisfactory scheme of supervigion of village societies

on a provincial scale seems...... to be beyond the range of practical
politics.”

(d) The central banks act as shock-absorhers and serve to dis-
sribute risks widely, and insulate the provincial bank to a certain
extent from the consequences of wide-spread economic depression.
For instance, the old Uentral Provineial Co-operative Bank and the
Burma Provincial Bank, both of which advanced directly to
primary societies, were ruined by the agricultural depression which
led to a freezing of the assets of the village eredit societies, while
Madras, where the central banks act ag intermediaries weathered
the storm fairly well. This proves that the central banks really

serve to reduce the impact of financial erises on the provinecial
banka,

(¢) There is a great need for a rapid expansion of the co.opera-
tive movement in India, and only independent central banks can
oevoke the necessary local enthosiasm and secure the services of
local honorary workers,

(f) Also, from the theoretical point of view the case for the
abolition of the central banks is very weak, as even European
experience and practice are in favour of two storeys in the co-
operative structure—local assooiations at the base, regional federal
associations above them, and one csatral organization at the head .
of the whole movement in the country.

Theory as well as practical wigdom, therefore, require the
retention of the existing sentral banks as independent units in the
co-oporative pyramid, As the Madras Comuitbee on Cr.opsration

R 18
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point out, the central banks which have helped the co.operative
movement in provinces like Madras to tide over one of the
severest economic depressions, “ must have some intrinsio vitality.”

§ 4. District Central Banks versus Taluk Banking
Unions (small central banks): Banking unions have been a
success in the Punjab and Kodinar (Baroda State.) The Reserve .
Bank of India holds that, on account of the increase in the number
of co-operative societies, there is less and less contact between the .
central banks and their constituent societies, and their co-.opera-
tive character has become extremely slender. It therefore suggests
the creation of hanking unions which will serve the primary
societies in 2 moro restricted aren like a taluk, This means that
instead of there being onoe central bank for each revenue district,

there will be a large number of small central banks each gerving a
small area, ‘

But the existence of many central banks in a district 2 more
an inconvenience than an advantage. As the -Madras Committee
on Co-operation have pointed out, a central bank operating over a
district ensures economy of overhead charges, secures the money
required at reasonable rates of interest, provides a large field for
selection of men for management and tends to reduce opportuni.
ties for concentration of power in a few hands. The banking
union, operating over a more restricted area, will have a smaller
turnover and cannot, therefore, maintain an efficient staff for
supervising and educating the societies in the ares of its jurisdic-
tion. Tt is again doubtful, whether & small banking union will be
as success/ul in attracting deposits from the public as the central
banks huve been, When the operations of the higher financing
agencies are confined to a small area like a taluk, directors will be
drawn from & very restricted area and local considerations are
likely to play a larger part in the conduct of business than would
be the case if the field of operation were wider.

As far as Madras is concerned, the central banks have worked
well, and there is no need for the creation of taluk banking unions
simply because they have been successful in the Punjab. “We
deprecate tampering with a sound system’ say the Madras
Committee on Co-operation, *just because a different system is
reported to have worked well elsewhere,”

§ 5. ‘Should individual sharcholders be eliminated from
the constitution of the central banks? The central banks in
India, as seen before, are generally of the mixed type and it was
necessary, ab the beginning, to admit individual shareholders in
order to secure for the movement .the services of able men with

“busineas experience, and the confidence of the depositing Ppublic.
But society members predominate in the constitution of the central
banks, and the essential co-operative character is preserved by the
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fact that {@) the directors representing the individual shareholders
are elected by the full general body of the soscieties and the indivi-
dual members, and () the directors representing the individual
shareholders are always in a minority, usually of one-third, on the
boards of management of central banks,

But the Madras Committee on Co-operation hold that ¢ the
time has come when individual shareholders should be eliminated”’;
the central banks should in the future become pure federations of
affiliated societies., They argue that there are, even among *the
representatives of rural and urban societies, men of shrewd com-
monsense and capacity who can undertake the management of
central banks, There is, therefore, no need to retain the individual
shareholders to secure the necessary business ability for efficient
management, In faet, according to them, individual directors have
been merely amateur bankers, and the central banks are being
actnally managed by a paid staff. The representatives of societies
can, therefore, according to them, be entrusted with the manage-
ment of central banks. Again, even at presemt, the individual
directors are only in a minority on the boards of management of
central banks and do not much affect the management. The elimi-
nation of the individual shareholders and the directors representing
them will not, therefore, adversely affect the management of the
central banks, while it will certainly make them more co-operative
by making them pure federal banking unions.

But when the village credit societies ure, ag they are in India
today, mere associations of borrowers, will a central bank purely
made up of borrowers be able to earn the confidence of the investing
public ? If the support and influence of the individual shareholders
were necessary in the beginning to ensure efficient management
and attract sufficient deposits, have conditions altered so much, a¥
present, as to make their presence wholly unnecessary? Unless
these questions can be definitely answered in the affirmative, there
ig no case for the elimination of the individual shareholders. The
Committee seem to have evaded these problems, The individual
shareholders have not so far hindered the progress of the movement;
they have provided a wholesome eorrective in the constitution of
the central banks to the borrowing element represented by the
societies. The fact that the individual directors are in a minority
in the boards of management actually strengthens the case for their
retention, as they supply a steadying influence in the central banks
without detracting from their co-operative character. The Com.
nmittee, who usually prefer practical advantages to theoretical
consgiderations, seem suddenly to develop a fondness for co-operative
theory when they recommend the elimination of individual share-
holders from the constitution of the central banks, Until there is
a decided improvement in the personnel as well as the management
of the primary credit societies the individual shareholders will have
to be retained. “
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§ 6. Provincial or Apex Banks: All the major provinces of
British India except the United Provinces, and the States of
Mysore and Hyderabad have at the head of their co operative
gtructure Provincial Co-operative Banks,

“The provincial bank is the final link in the chain between the
small, scattered primary societies and the money market,” Just
a9 the small "primary societies in the villages need a central
bank to finance and supervise them, the different central banks
geattered throughout the provinece have felt the need for gome
central agency which will be to them °‘lender of the last resort,’
advancing loans in times of need on the security of their co-opera-
tive paper. There is also need for a central institution, situated in
the main city of the province and linking the co.operative move-
ment to the money market, which will make available the surplus
funds of the central banks in one area to ceniral banks in another,
The Maclagan Committee recommended such a provineialisation of
firiince in 1915, and soon after this, provincial banks emerged ail
over India.

Constitution :—The relations between the central banks and the
provincial banks are of a loose federal type, The constitutions of
the provincial banks vary ifrom province to province, but the °
majority of provincial banks, like the central banks, have a mixed
congtitution i.e,, both in the general body and ip the directorate
there are individual shareholders as well as representatives of c¢o-
operative scoieties and central banks, But the general tendency at
present is to eliminate the individual shareholders and make the
apex banks conform to the pure federal type. In Bengal and the
Punjab there are no individnal shareholders in the apex bank.” In
other provinces the primary societies are allowed $o hold ghares in
the provincial co-coperative bank, while in Madras, only the central
banks hold shares in the provinecial co-operative bank,

With regard to the relationship between the central banks and
the apex banka alzo, there are provincial differences. Thus, central
banks in Madras, Bengal and the Punjab have directrelations with
the Imperial Bank of India, while in Bombay the central banks
have dealings only with the provincial bank., The central banks
in Madras borrow directly from the Imperial Bank of India on the
gecurity of Government or commereial paper; some central banks
have also direct financial dealings with the commereial bhanks,10
Again, in some provinces apex bhanks deal only with the central
banks and have no direct dealings with primary societies ; while in
Bowbay, Bibar and Mysore the provincial banks still continue to
finance primary societies in areas where central banks have not yet

9 H- L. Kaji, Ed.: Co-operation in India, p, 67,
10. The Committee on Co-operation in Madras : Report, par. 267,
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been established. But from the point of view both of co-operative
theory and of sound finance, the central banks should deal only
with the provincial co-operative banks, and these, in turn, should
dealjonly with the central banks and not directly with the primary
gocieties.

Functions :—The, functions of the provineial co-operative banks
are fourfold : (o) They act as bankers’ banks to the central bankas in
the districts, They thus finance the central banks in times of need,
and, by acting as halancing centres, serve to distribute the available
funds evenly throughout the provinee. (b} They form the connect-
ing link between the money market and the co-operative movement,
{¢) By virtue of their position as apex banks in the co-operative
structure they ensure co.ordination of effort and uniformity of
banking policy as between the different central banks in the area of
their jurisdiction. As we have already seen, the central banks are,
normally, almost independent in the matter of finance, but the
provincial banks by convening annual conferences of the represen:
tatives of eentral banks try to secure a uniform banking poliey and
practice"throughout each province. (d) They promote the cause of
co-operation in general by periodical grant of subsidies to central
banks for the development of co-operative activities, Thus the
‘Madras Provineial Co-operative Bank has given gubsidies to the
central banks to enable them to support sale societies and thua
encourage co-operative marketing; it has contributed liberally to
the common good fund of the Madras Provinecial Co-operative
Union to further the co-operative movement in the districts.!

Funds :—Ths funds of the provincial banks are mainly (a)
share capital, (b) reserve fund, and (¢) deposits from the affiliated
co-operative societies and the public. Of these, deposits are the
most important source of working capital, The provineial banks
handle all types of deposits. In 1940-41 out of a total working
capital of Rs. 13,89 lakhs, deposits held from the individual mem.
bers and the public provided Rs, 653 lakhs. {8S¢e Table No. XV)
Provincial banks lend to one another with the econsent of the
Registrar and to facilitate this interlending they exchange infor-
mation every quarber on their financial requirements.!? The apex
banks in all the provinces bhave cash.credit facilities with the
Imperial Bank of India, Originally the Imperial Bank was pre.
pared to give such facilities against the security of co-operative
paper but now the loans are given only on the security of Govern.
ment of India promissory notes, In an agricultural country like
India the demand for credit is seasonal and unless the co-operative
organizations are in a position to expand credit when the crops are
marketed there is likely to be a seasonal stringency. An elastic

11, The Committes on Co-operation in Madras : Report, par. 271,
12. E. M, Hough: The Co-operative Movement in India, p. 137,
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supply of ¢redit can be assured if the co-operative central and the
apex banks are in a position to lend on the security of agricultural
paper (vis., bills of exchange drawn on the security of produce
moving to the market), and they have facilities to get such paper
rediscounted (i.e., they can reborrow on the security of such hills)
when they need cash, How far the need for such rediscounting
facilities has been met by the Reserve Bank of Indin we shall
consider in a later chapter.13

Matters of common interest to.the apex banks are discussed
by the All.India Provincial Co-operative Banks Association which
mests once in two years. It has a standing committee and fune-
tions by correspondence,

Except in some provinces like the Central Provinces, the pro-
vincial banks have served their funetions admirably.

§ 7. Unions: Just ag small societies scattered in the villages
have combined together in central banks in order to raise funds,
they have also combined together in unions for purpeses of mutual
supervision. In the early days of the co.operafive movement the
Provincial Registrars personally undertook fhe supervision of
primary societies but with the rapid increage in the number of
societies the need was felt for a local supervising agenecy
responsible to, and representative of, the constituent societies,

Two types of unions have been evolved in India—the guarantee
union and the supervising union, The guarantee upion first sprang
up in Burma. The guarantee union, in addition to ~ensuring the
supervigion of the affiliated societies, guarantees the loans given by
outside agencies to any member.gociety, If that society defaults
and there is a loss, the other societies in the union will have to
makeé contributions in proporéion to their own nfuximum borrow-
ings during the twelve months immediately preceding the enforce.
ment of the gnarantee, Such guaranteeing, it is held, facilitates
financing from the point of view of the central banks and réinfor.
ces the co-operative principle of “each for all' and all for each.”
The Maclagan Committee regarded the guarantee system “as
feasible and ful! of promise” and recommended its adoption by all
provinces, Bombay, Bengal, the United Provinces, Bihar and
Origsa and the Central Provineces all experimented with guarantee-
ing unions, but almost everywhere the guarantec system has proved
a failure and basthad to be abandoned. The guarantee given by

13. There was till a few yoars back a demand for an All-India Co.oper-
ative Bank, which would be te the provincial banks what they are to the
central banks. Such a complebion ¢f the co.operative structure was re-
gardedas a logical developruent. ** But finandial machinery does not
neeessarily develop dn logical lines.” The cheaper as well az more conve-
nient way of making financial accommodation available to the provincial
banke, will be to give thewn direct discounting facilifjes with the Reserve |
Bank of India, instead of through an All-India Cof%erative Bank.
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the union hag been found to be ineffective because (@) the liability
of an affiliated society eould be enforced only on the liquidation of
the society, and the proceeds of a forced sale often did not suffice
to meet the society’s own liabilities ;4 (b) the sliding scale of
respongibility based on the extent of borrowing put the greatest
liability on the wealest members of the union, who naturally had
to borrow most ;!5 (¢} as the Burma Committee on Co-operation
point out the guarantee union failed even in its main function of
agsessing the credit of affiliated societies,

The supervising union “is of the present and the fubure it
Unions merely for the purpose of supervision were started in
Madras as early as 1910 and have gradually spread to other pro-
vinces. Supervising unions have attained their fullest develop.
ment in Madras and Bommbay. As the main furetion of the union
is to supervise the working of the affiliated primary sococieties, it
'has to operate over a smaller area than a districs, usually over a
taluk, The ideal union oconsistz of about 23 affiliated primary
gocieties, all within a radius of about seven miles, to ensure
mutual knowledge. The main duties of the union are generally,
{@) to supervise the working of affiliated societies, () to help in
the preparation of credit statements, the maintenance of accounts
and the recovery of loans, and (¢) to promote the spread of co-ope-
rative education and to help in organizing co-operative activities
for purposes other than credit.!?

Each affiliated society is represented in the umion. The
executive management of the union is vested in o governing body
the members of which hold office for a term of thrée years. Each
union employs one or more supervisors to supervise the societies
affiliated toit; the members of the governing body also pay ocea-
gional visits to the member-societies,

At one time it seemed a nabural development for the supervi-
sing unions in a district in turn to combine together into a higher
agency to co-grdinate their activities, For instance, in Madras
after 1918-10 there emerged district oco-operative federations to
supervise and co-ordinate the work of the unions. The Townsend
Committee on Co-operation (1927) regarded these federations as a
desirable development and recommmended greater powers for them,
But in less than four years after the report of the Townsend Com.-
naittee there was a complete change in the attitude towards federa.
tions, which were considered as a fifth wheel to the coach. The
district federations were therefore gradually liquidated ome after
another after 1930, '

14, Report of the Committee on Co-operation in Burma, 1928-29, p 44.
15. R. 1. Ewbank : Indian Co-operative Studies, p. 586,

16. E. M. Hough ; The Co-operative Movermaent in India, p. 110.

17. H. L. Kaji Ed.: Co-operation in India: p. 47.
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'The present position in Madras, therefore, is the local super-
vising unions (in areas where they exist) are in charge of the imme-
diato supervigion of the primary societies, and the distriet central
banks contret and co-ordinate the working of the unions in the
area of their jurisdiction. The central bank is thus a supervising
as well as a financing agency.

The funds of the supervising union generally consist of ‘‘affi-
Yiation fees, fees for registration of delegates, contributions by the
central bank and affiliated societies towards supervigion fund, and
the grants and subsidies by central banks.”

The defects which have paralysed the working of the primary
societies have also manifested themselves in the working of the
aupervising unions. In Madras there his been a progressive decline
in the numbér of supervising unions from about 400 in 1930.31 to
263 at the end of 1940-41. The Madras Committee advance the
following reasons for the defective working of the unions: (i)a
general dearth of enthusiastic and disinterested workers; (ii) the
difficulty of getting such people, when they are available, elected
to the governing body of the nnion; (iil} the dormancy of the
affiliated societies ; (iv) the presence of the representatives of bad
societies on the governing body of unions; (v) dual control over
supervision by both the unions and the central banks; (vi) pre-
valence of local factions or party polities ; and (vii) inadequacy of
supervision fund ete. With the increasing inefficiency of the
supervising unions the cenfral banks have practically taken over
the functions of supervision and the control of the supervising
gtafl, !

The Madras Committee on Co.operation have recommended
that the question of the retention or abolition of the supervising
unions in the future should be left to the discretion of the central
hanks concerned, But complete centralisation of both finance and
control in the distriet central bank seems to be undesirable from
the theoretical as well as the practical point of view, The super-
vising union by making the societies responsibie for mutual
supervision has an educative value; it satisfiess the fundamental
co-operative principle that co-operation should come from within ;
and gives the members of aocieties a wider co-operative outlook.
With a rapid increage in the number of ¢o.operative societies there
in likely to be a greater need for some decentralisation of the werk
of supervision and the supervising union is likply to be a useful link
between the central bank and the primary sobiety in the village.
The remedy, therefore, Hes not in the abolition of the unions but in
strengthening and revitalising them., The unions can bs made nob
only useful agencies for supervision but also centres of co-operative
éducation and enlightenment. * Their working can be improved if
the representatives of bad societies are eliminated from the govern-
ing body of the unions, and provision is myde for the.co.optation

-
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of one or two publie gpirited local men with leisure ; if the super-
visors are entrusied with only a manageable number of societies
and the morale and the conditions of service of the supervising
gtafl is improved, and if the central banks give adequate financial
suppert to good unions. The unions should be retained and made
not only ‘useful agencies for supervizion but also centres of
co-operative education and enlightenment in the rural areas.

CHAPTER ‘X
LAND MORTGAGE BANKS

§ 1, The need for and the main types of land mortgage
banks : Long-term credit is needed by farmera for undertaking
permanent and standing improvéements to land. In India such
credit i3 needed also for the clearance of prior debts which bear
heavy rates of interest and eat into the small income of the farmer.
It may be said that there are two main ways of curing the chronic
disease of agricultural indebtedness, the surgeon’s cure and the
physician’s cure, The former, wiz., the compulsory scaling down
of agricultural debts, has already been dealt with.! The latter is
the provision of long.term oredit facilities for the discharge of
prior debts, In virtue of the fact that the debt of a farmer iy often
the aconmulated load of many provious: years’ arrears, its easy
discharge would be facilitated, if it were permitted to be repaid in
instalments spread over a number of years. To this the individnal
oreditors might not agree ; the need, therefore arises for an organi.
zation which will provide funds for fairly long periods and receive
repayment in instalments, This method of solving the problem
has been referred to as the physician’s cure, ag the disease of in-
debtedness is wiped out by the provigion of medicine in small
doses in the form of facilities for the repayment of loans in
instalments,

Both remedies are neaded at present in India. The fact that
most of the rural debts have beed incurred for unproductive pur-
poses at a time when prices were bigher, as well as the fact thab
most of them began as modest amounts and have swollen to their
Present size by the unscrupulous practices of the money-lenders
and the uncongcionable rates of interest charged by them, the
urgency of the need fo set agriculture on its legs and make it a
paying industry, all justify some drastic and surgical remedy such
ag a compulsory scaling down of agricultural debts.

But, as experience in Madras has shown, a mere scaling down
of debts is not likely to be of bgnefit to the farmers unliess side by
side arrangements are made to help the farmers to repay the scaled
down debts and to prevent the re-emergence of unnproductive

1 8ee Chapter III, §§6 and 8-
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borrowing, It is here that agencies lending for long periods on
the security of land can be of help to the agrioulturists.

The agencies already providing credit to agrioulture such as
the money.lenders, the indigenous bankers, the co-operative socie-
ties and the joint-stock banks are neither willing nor able to help
the agriculturists by the provigion of long-term finance. The limi.
ted funds of the money-lenders and the practices that govern the
banking habits of the indigenous bankers stand in the way of any
help being rendered by the first two agencies mentioned above,
Their constitution, their limited financial resources, and the fact
that the major portion of their funds come from shortterm
deposits, all prevent the ordinary co.operative credit inatitutions
from undertaking the provision of long-term finance. Neither are
the joint-stock banks in a position to help the agriculturisi. The
nature of a bank’s deposit liabilities and its loan policy mutually
govern each other, and the commercial banks raising funds mainly
by way of short-term deposits cannot afford to lock wup their
money in long.term loans to agriculture, Moreover, the extremely
uncertain nature of the yield from land, and the fact that the types
of security offered by the farmers, such as growing crops, and
livestock, are precarious and likely to depreciate in value, make
the provision of credit to farmers a relatively undesirable rigk from
the banker’s point of view. The need, therefore, for a special type
of organization fo undertake the provision of long-term credit to
agriculture is obvious. All over the world such special organiza-
tions have taken the form of land mortgage banks.

Land mortgage banks find it possible to advance long-term
loans to agriculture, because they raise their funds mainly by the
sale of debentures, These debentures bear a fixed rate of interest,
and unlike current deposits are repayable only after a specified
period, Thus the debentures sold by the Central Land Mortgage
Bank in Madrag are repayable only after 20 years. This enables it
to lend to the primary land mortgage banks and through them to
the farmers for periods up to 20 years. Land mortgage banks help
both the farmers and the lenders. They assist the farmer by
providing him with long-term credit on the security of his land at
reasonable rates of interest. At the same time they help the
creditors by providing them with more sound and liquid security
than land ig some remote village. The debentures of the land
mortgage bank are backed up by all its assets and all the lands
mortgaged to it as security for loans, The debenture.holder of a
latid mortgage bank is, thus, in a safer position than a private
money-lender who hag lent on the security of land, as the former
has shifted on part of the risks to the land mortgage bank and has
also greater security. Debentures, again, satisly admirably the
canon of convenience to the lender, when the debenture-holder
needs cash, he can sell them in the stock market. Land morigage
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banks are, therefore, ideal agencies for atiracting long-term funds
at low rates of interest.

The land mortgage banks can be broadly classified under three
heads, wviz,, co-operative, quasi-co-operative and commercial,
agcording to the nature of their organization. Land mortgage
banks of the first type do not aim at profit and try to keep the
rate of interest low. They are primarily associations of the borrow-
ing farmers, Such are the Landschaften of Germany and the
Federal Farm Loan Banks of the U. 8, A, The non-co operative or
the commergial type of Land banks work mainly for a profit. to
their shareholders and are owned by private investors. Often the
State controls them to ensure that no hardship is caused either ‘to
the borrower or to the debenture-holder. Under this category
come the commercial and joint-stock land banks working all over
Burope and in the United States. The most outstanding of such
organizations is the Credit Foncier de France. In between thege
two types come the quasi-co-operative type of land mortgage
banks, The organization of these banks differs from country to
country. According to the Central Banking Enquiry.Commitiee
these are * Associations with a membership of borrowers and non-
borrowers, operating over fairly large areas and formed with share
capital and on a limited liability basis, but in which each member
has & single vote irrespective of his share ca.pma.l and the dividend
on the share capital is fized at a low figure . Examples of the
guasi-co-operative type are the Hungarian Land Mortgage Institu. .
tions for large landowners, and National Small Holding Land
Mortgage Institutions for small owrrers. '

The land mortgage banks working it India today are of the
quasi-co-operative type. They are not purely associations of hor-
rowers alone, but have on their volls a few non-borrowing indivi-
duals for attracting capital and providing the business talent and
the organizing capaeity needed. But restrictions are placed on the
number of shares that individual members may hold. The co-ope-
rative principle of ‘ one man one vote’ is accepted and dividends
are kept at a low figure to prevent dividend hunting. Thuy the
land mortgage banks in India combine the ideals of co-operative -
institutions and the practices of a private concern.

§ 2. Land mortgage banking in India: The earliest
attempt at land mortgage ba,nkmg in India came in 1863 out of
European initiative. A company oalled ‘The Land Mortgage
Bank of India Limited or the Credit Foncier Indien’ was started
with its head office in London. It was modelled after the French
Credit Foncier. Its mzin aim was to earn a profit for its share.
holders ; it lent for seven-year periods at rates varying from 7to 8
per cenb, through its agents and sub-agents at Caleutta, Bombay,
Madras and the other prinecipal cities in India. The bank however
wag shortlived and faited within 20 years.after its inauguration. It
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had made lurge advances against tea, the value of which began to
decline, and its expectation that the permanent settlement would
be extended to the rest of India, thus leading to a rise in land
values, was not fulfilled. It had also to face the increasing com-
petition of indigenous credit institutions such as the Loan Offices
of Bengal. ' )

The real history of land mortgage banking in India begins only
from 1920, The need to keep clear the distinction between short-
term and long.term credit and the necessity for some kind of long-
term credit to wipe out the standing debts of the Indian farmers
were not clearly realised during the early days of the co-operative
movement iu India., But experience soon showed that the village
credit societies could not work well unless the past debts of their
members were cleared, and they began to advance long-term credit
also, Thus primary societies in the Tamil districts used to advance
long-term loans for ten years for the clearance of prior debts,
Such a freezing of the funds of the co.operative societies was how-
ever exfremely unsound from the financial point of view as these
funds were secured mainly from shori-term deposits, The need
for a separate institution to raise long-term funds by appropriate
devices, thus became gradually clear. BExperience also showed
that co-operative credit, to be successful, should increase the income
of the farmer and for this purpose, long-term eredit for permanent
improvements to land was essential.

To the Punjab goes the honour of having started the first
co-operative land mortgage bank in India in 1920 at Jhang, During
the first few years, there was a steady increase in the number of
land mortgage banks, but soon a rot set in and the economic dep.-
resgion of the * thirties aggravated the troubles of the banks, Most
of the banks ceased working, their assets became frozen, and they
began to concentrate upon recoveries, The reasons advanced for
this failure of the land mortgage banksin the Punjab are t e lack
of loyalty on the part of directors, grant of loans without proper
enguiry, and favouritism in the grant of loans. But the most
gignificant reason is the fact that land mortgage banks were started
in the Punjab at a time when land values were inflated, The
depression which set inin 1929 led to a severe fall in land values,
greatly reduced the repaying capacity of the borrowers, and thus
oreated great dififeulties for the land mortgage banks,

The lead given by the Punjab was soon followed by Madras
and Bembay, Two land mortgnge banks were registered in Madras
in 1925 and in Bombay in '1926. In both these provinces, the
movement has made rapid progress and the structure of the land
- mortgage banking system has become complete, with a central Jand
mortgage bank for the centralised jssue of debentures and with
local or primary land mortgage banks in the districts to assess the
value of the security offered, to advance and recover the loans
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advanced on the security of land and to supervise the mortgaged
property. A-number of factors have, during recent years, combined
to focus attention more and more on the need for organizing
land mortgage banks. The working of the debt relief measures
recensly adopted in almost all the provinces has shown that sche-
mes for debt relief can be successful only when institutions such as
land mortgage banks come forward to advance money to the small
ryots on the security of their land, and thus help them to repay
their scaled down debts to their creditors. In other words, land
mortgage banks and Debt Conciliation Boards have to work side by
side on & scheme of debt clearance. Anothor faetor which £ill
recently focussed attention on Jand mortgage banking was the
. degression which led to a plethora of funds in the money-market.

The time was thus opportune for starting land mortgage banks
which would attract the idle funds at relatively low rates and
make them available for the clearance of the prior debis of the
farmera., A third factor working in favour of land mortgage banks
was the growing realisation of the need for increasing the income
of the ryots by facilitating permanent improvements to land, A
beginning in land mortgage banking has heen made in DBengal,
Assam, the United Provinces and the Central Provinces. Table
XVIII shows the operations of the Jand mortgage banks and socie-
ties in India in 1940.41’

§ 3. Land mortgage banking in Madras:? Both in
the number of land mortgage banks and in the amount of working
capital at their command, Madras leads the other Indian provinces,
The land mortgage bahking system in Madras has been extremely
well organized, and the working of the system in Madras can be
taken as typical. No apology, therefore, need be tendered for
dealing at length with the system of land mortgage banking in the
Madras Presidency.

A scheme to raise funds for the co-operative banks in Madras
by the sale of debentures backed up by mortguages of immovable
property was mooted as early as.1919 by Mr. ¥. R. Hemingway,
the then Registrar of Co-operative Societies. In the absence of
gpecial institutions to lend long-term finance, the co-operative
primary societies in Madras were at that time in the habit of
advancing long-term loans to agriculturists for periods up to ten
‘years for the discharge of prior debts, This was. considered from a
banking point of view extremely unsound, and Mr. Hemingway
formulated a scheme of raising money on the security of immovable
properties mortgaged by members of primary societies who wanted
long-term finance. This scheme waa modelled on the experiments

2, Of the 15 land mortgage banks in Bombay in June 1939, only 3 had
heen atarted before 1935. The land morigage banks in Bombay have in
fact beer. modelled on those working in Madras. We, therefore, digcuss in
detail only the Madras system.
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condueted in the Central Provinces with minor differences in the
method of issuing debentures, However, the Government did not
favour the scheme ‘as they presumably felt that it would be
dangerous to link up long-term mortgage loans with existing co-
operative banks and that land morfgage banks should be separate
concerns’, The land mortgage banking movement in this Province
was initiated in 1922 when the Government called for proposals for
organizing land mortgage banks on the model of the Jhang Co-
operative Land Mortgage Bank of the Punjab, The Registrar of
Co.operative- Societies stressed the necessity for starting separate
institutions to provide long-term credit, and the need for govern-
ment help in the beginning for popularising the debentures of the
banks. Proposals to start land mortgage banks in select areas
were sanctioned by-the Government and the first land mortgage
bank waa started in 1925, By June 1927, 10land. mortgage bapks
had been registered. The liability of these banks was limited, and
they were expected to confine their-operations te a compact group
.of villages. This was considered necessary to enable the banks to
keep in close touch with the borrowers and to keep a watch over
the- mortgaged land. The borrowing power of the banks was
limited to 8 to 10 times their paid-up share capital. The mazimam
amount which a land mortgage bank could lend to any one of its
members was fixed at Rs. 1,000 and no loan was to exceed fifty
per cent of the value of the mortgaged land, The land mortgage
banks were to raise their funds mainty by the sale of debentures
for 20 year terms and were to advance loans for periods not exceed-
ing 17 years. To encourage the public to invest in the debentures
of these banks, the Government undertook to purchase an amount
equal to that taken up by the public, subject to a maximum of
Rs. 50,000 per bank and Rs, 2% lakhs for the whole Presidency.

But few people came forward to purchase the debentures of
smali land mortgage banks scattered here and there. To remedy
this, the Townsend Committee on Co-operation (1927) recommended
the formation of a Central Land Mortgage Bank. It was considered
that the debenture issuc of a strong central institution borrowing on
behalf of all the primary land mortgage banks would be more
aceeptable to the public than the ill organized and piecemeal issue
of debentures by the primary banks scattered over the different
parts of the Presidency. The Maaras (o-operative Central Land
Mortgage Bauk was, therefore, started in 1929, and with its forma-
tion the structure of* the mortgage banking system became com-
plete with the machinery for centralised debenture issue and local
apparatus for valuation, supervision and inspection of the landed
properties of individual borrowers and for distribution of loans to
thomg

“T'he Co-operative Central Land Mortgage Bank :—This is a bank
of the mixed type. In addition to the primary land mortgage
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banks, membership is also open to private individuals. The bank
has a share capital of Rs. 20 lakhs made up of 20,000 shares of
Rs. 100 each. The primary land mortgage banks in the presidency
are compelled to subscribe to the share capital of the Central Land
Mortgage Bank, The administration of the bank is in the hands
of a Board of 18 members and & small executive committes
deriving its powers from the Board. The Registrar of Co-operative
Societies, who as Trugtee of the bank has to aee to it that it fulfills
its obligations to its debenture.holders, is an ex-officic member of
the Board and of the Ezecutive Committee.

The main object of the Central Land Mortpage Bank is the
financing of the primary land mortgage banks working in the
different parts of the Presidency. The funds needed for this, it
raises mainly by the sale of debentures issued on the security of
mortgages and other assets assigned by the primary land mortgage
hanks to the Central Land Mortgage Bank, and of the other
properties of the bank. To increase the safety of the debentures
and to prevent over.ssue, a number of safeguards have been
provided. Thus debentures can be floated by the bank only up fo
25 times its paid-up share capital and reserve fund. The total
amount due on the debontures should not exceed at any time the
total smount dye on the mortgages on the security of which the
Cenfral Land Mortgage Bank has advanced money, and the
amgounts already collected thereunderd The Registrar of Co-opera-
tive Societies as Trustee hasg to saleguard the interest of the deben.
ture-holders, and all the mortgages and other assets transferred by
the primary land mortgage banks to the Cenfral Land Mortgage
Bank vest in the Trustee,

‘These safeguards, sound management, the ungrudging help
given by Government, and the easy money conditions brought
about by the depression, ali combined to ensure the success of the
debentures issued by the Central Land Mortgage Bank, The bank
hag hitherto issued debentures for 20 years terms, interest being
payable hali-yearly, and it hag been able to borrow at rates as low
ag 3% per cent. On the advice of the Reserve Bank of India, the
Government have during recent years considered advisable a
margin g2} per cent, between the interest paid by the bank onits
debentures and the rate charged to-the ultimate borrowerd The
Central Land Mortgage Bank, therefore, lends to the primary land
mortgage banks at 5 per cent. and these in their turn lend to
individual borrowers at six per cent.

3. For the repayment of esch series of debentures commencing from

the XXIV geries, the Contral Land Morigage Bank now constitutes a
separate sinking fand.

4. The margin has recently been raised on the suggestion of the
Government to 3 per cent. The individual borrower now pays therefore
6 1/2 per cent.
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Till recently, one-fourth of the net profits of the Central Land
Mortgage Bank had to be carried annually to the reserve fund. The
bank has recently amended its bye-laws and now 40% of the net
profits have to be so carried. . The dividend on its share should not
exceed by more than 1 per cent. the rate at which its debentures
are floated, .

The primary land mortgage banks —Below the Central Land
Mortgage Bank are the primary land mortgage banks which deal
directly with the agriculturist borrowers, The area of vperation of
o primary land mortgage bank now extends over the whole of a
revenue taluk and membership in it is opern to any person who
owns agricultural land in the area of its operation, Every such
person who needs long-term credit has to subseribe to its share
capital an amount equal to one-twentieth of the loan needed by
him. For instance, a member to gualify himself for a loan of
Bs. 2,000 will have to contribute to the share capital of the primary
land mortgage bank Rs. 100, Borrowers are asked in this way to
contribute to the share capital of the bank mainly for three
reagons, The share capital thus collected forms an additional
guarantee for the debenture holder, It also makes the borrower,
in hia capacity as one of the shareholders, take a reaffinterest in
the affairs of the primary land mortgage bank. The maximum -
borrowing capacity of the primary bank from the Ceuntral Land
Mortguge bank has been fixed at 20 times its paid.up share capital
and reserve fund and, therefore, it cannot borraw money from the
Iatter unless its members contribute to its share capital. But the
recent Committee on Co-operation in Madras have recommended
that * ordinarily a borvower should not be required to buy more
than one share compulsorily for each loan if the bank can raise
otherwige the required owned capital,”

The primary land mortgage banks grant loans to their
members generally up to a maximum limit of Rs, 5,000, for the
discharge of prior debts and redemption of mortgaged land, for );he
improvement of land or of the methods of cultivation, and for ‘the
purchase of land when such a purchase will enable the ryot to
round off his holding and to work it more economically,» Loans are
advanced on the first mortgage of land up to 50 per cent. of the
‘market value of such lands and are repayable in 20 years.

The procedure followed in the sanctioning of loans shows
clearly the working of the primary land morigage banks, The
intending borrower has to apply for a loan to the land mortgage
bank working in the area where his lands are situated. The bank
with the help of an officer of the Co.operative Department cailed
the Co.operative Sub.Registrar scrutinises the purpose of the loan,
the borrower's title to the property offered as mortgage security,
the value and the annaal yield of the property and the applicant’s
repaying capacity. If the bank feels thit the loan can be advanced,
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the loan application is forwarded to the Central Land Mortgage
Bank in Madras with the reports of the directors of the primary
bank, the Legal Adviser and the Departmental Officer. The Exeon-
tive Committee of the Cenftral Land Mortgage Bank fries to
agoertain whether the ioan ig asked for a purpose which is
legitimate, whether the title of the applicant to the property offered
as security is clear and absolute, whether the value of the property
offered as security is at least twice the amount of the loan asked
for, and whether the applicant has other sources of income from
which he can maintain himself and his family without encroaching
on the income from the property offered for mortgage, If it is
satisfied, it sanctions the loan. On intimation of the sanetion the
primary bank receives from the applicant the necessary mortgage
documents and asgigns them in favour of the Central Land
Mortgage Bank. After this the amount is advanced by the Central
Land Mortgage Bank and reaches the applicant through the
primary bank.

On the 30th June 1941, 119 primary land mortgage banks were
working in the various parts of the Madras Presidency. They
covered more than 19,000 villages and loans had been issued in
over 5,500, The loans advanced by all the primary banks up bto
1939 amounted to Rs. 255-36 lakhs,

The lands offered for mortgage Ky the individual borrowers
form the ultimate security for the debentures sold by the Co-opera-
tive Central Land Mortgage Bank, The directors of the primary
banks, therefore, are expected to inspect and re.value the
morigaged lands once a year. The primary banks are managed by
a hoard, generally consisting of 9 membera whose services are
gratuitous,

There is, thus, in Madras a co-ordination between the Central
Land Mortgage Bank in the capital city of the Province and the
primary banks in the mofussil areas, The main funetion of the
Central Land Mortgage Banlk is the raising of funds by the sale of
debentures ; the primary banks are local voluntary associations
which act as agents of the Cenéral Land Morigage Bank in the
scrutiny of the loan applications, the supervision of the mortgages
and in the disbursement and the recovery of loans.

The outbreak of the War in 1939, especially the war with
Japan in December 1941, has created new problems} for the {land
mortgage banks in Madras. The War has led to & steep rise in
the value of lapd, and borrowers from the primary land mortgage
banks have found it easy to clear their loans to the land mortgage
banks by selling off part of their lands, or by borrowing from
other sources. Mgny loans have thus been repaid in "advance ant
there has been a marked fall in the issue of new loans, The result
hag been a great decrease in the earnings of the Central Land

)
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Mortgage Bank. The Central Land Mortgage Bank is now, there.
fore, taking energetic measures to increase the volume of its busi-
ness, It will be of lasting banefib both to the ryot and to the
Gentral Land Mortgage Bank, if the ryot can be induced to use the
fnrerease in the value of his la.nd to take additional loans from the
land mortgage hank for making permanent improvements %o his
land, instead of dissipating it in unproductive loans raised from
prwate lendors, ¢ On a satisfactory solution of this problem of
advance payments and issue of new loans for land improvements’
depends to a large extent the future of land mortgage banking in
Madras,

§ 4. Government assistance to land mortgage banks in
Madras : If the record of the iand mortgage banks in Madras is
one of the brightest chapters in the history of co-operation in
India, and if the Central Land Mortgage Bank in Madras has been
able to float debentures at rates as low as 34%, the succesgis in no
small measure due to the encouragement and active support given
t0 these institutions by the Government. The land mortgage bank-
ing movement in Madras presents “ a good example of a wige com-
bination of State and voluntary effort.”$

The success of the debentures issued by the Central Land
Mortgage Bank is due largely to the direct and indireet financial
help given by the provineial Government. Government have gua-
ranteed fully and unconditionally the principal of and the interest
on the debentures issued by the Central Land Mortgage Bank up
to a maximum of Rs. 310 lakhs, Other facilities given by the
Government have served to widen the market for the debentures
of the Central Land Mortgage Bank, Thus, the debentures have
heen declared trustee securities under the Indian Trusts Act, The
duty chargeable on deeds of {ransfer under the Indian Stamp Act
has been remitted in the case of thess debentures, Again, local
bodies and muaicipalities and the provineial and the district co-
operative central banks have been allowed to invest part of their
funds in the debentures of the Central Land Mortgage Bank. The
provincial and the distriet co-.operative central banks have also
been allowed to regard investments in such debentures as part of
their liguid resources. The district co.operative central banks
have in addition been permitted to invest a part of their reserve
funds in these debemtures. Bven more important is the temyporary
accommodation given by Government to the Central Land Mort-
gage Bank under certain conditions to enable ths latter to issue
debentures in bulk once or twice a yeir, when the market econdi.
tions are most favourable,

The Government have granted 2 number of privileges and
ooncessions to the primary land mortgage banks also.  Tuus, these

-

8. Thoe Uommittes on Co-opsration in Malra: Roapoch, par, 82
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are charged only half the ordinary fees for the registration of docu-
ments and for the issue of encumbrance certificates for loan appli-
cations exceeding Rs. 2,000, In respect of loan applications for
Ra. 2,000 and below these fees are fully remitted. Again, village
maps, settlement registers and eopies of the district gazette sheets
in the langnage of the area in which they are working are supplied
free to the primary land mortgage banks, To help these in their
work of scrutinizing the loan applications, appraising the value of
the mortgaged property and to generally supervise their working,
the Government maintain a staff of Co-operative Sub.Registrars,
Each Co-operative Sub.Registrar has about 3 to § primary land
mortgage banks in his charge and inspects them once every month.
Above these Sub.-Registrars are three Deputy Registrars® who are
expected to inspect the banks at fairly frequent intervals and to
?:ee to it’that the movement is progressing on sound and healthy
ines,

The Madras Co-operative Lund Mortgage Banks Act of 1934 has
conferred on land mortgage banks summary powers of speedy
recovery of arrears from defaulters through the attachment and
sale of their property without the jntervention of the law courts,
ghii is likely to facilitate greatly the working of the land mortgage

anks,

§ 5. Future Policy : Land mortgage banking in India has
developed only recently and its development has not been uniform
in all the provinces. All the post-depression measures for the
sealing down of agricultural debts would have been more fruitful,
and a large amount of debt clearance could have been achieved, if
in all the provinces there had exiated a number of well organized
land mortgage banks ready to advance long-term loans to the
indebted ryots on the security of their lands for the clearance of
their prior debts as scaled down by the debt relief acts. Land
mortgage banks working on sound lines would also have done much
to increase the income of the ryot by advancing cheap long-term
credit for permanent improvements to land and for the creation of
economic holdings. But in most parts of India the technique of
land mortgage banking is hardly developed, and of the provinces
in British India only Madras and Bombay have been able to raise
funds by selling debentures to the public. Even in Madras, there
are gtill a number of districts which are not adequately covered by
land mortgage banks, For instance, while Tanjore with its eleven
taluks has nine land mortgage banks, Vizagapatam with its twenty-
one taluks has aix and %ellary with its nine taluks only one.
Systematic attempts should, therefore, be made to develop a

6, The cost of the Deputy Registrars and of their ataff is met by the
Central Land Mortgage Bank, The Central Land Mortgage Bank has also
been asked to contribute a part of the cost of the Bub-Registrara from
1941-42, )
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network of land mortgage banks which would cover the whole
country and make cheap investment credit available in all areas.
3t is with this object in view that the Madras Committee on
Co-operation have recommended that “ there should be a sort of
planning so as to cover the whole Province with at least 200
mortgage banks in the next five years, on the basis of at least one
bank for every revenue taluk in the deltaic areas and at least one
bank for twe or three taluks in the dry areas,”?

But the starting and successful working of land morigage
banks is likely to be partieularly diffieult in tw ?ypea of areas,
viz,, in the dry and the zamindari tracts. The yf in difficulty in
the dry areas arizses from the uncertain nabure / the agricultural
income in purely raip-fed traets, Land mort/ banks are not
likely to work welfinder such conditions, ns- ®he equated instal-
ments due fro e borrowers cannot be proy ptly recovered when
the income of Ahe horrower is so irregular -and is subject to the
vagaries of rature. A land mortgags bank 1 orking in such an area
will have to evolve a technique of recovery suited to the local
conditions, recovering more during the good years and granting
liberal extensions” during the bad years. This means that the
ingtalments due from the borrowers will have to be regulated not
with reference to arithemetical considerations but with reference
to the varying climatic conditions. But how is the land mortgage
bank to meet its obligations to its debenture-holders if it is to
suspend collections from the borrowers during the bad years? One
golution of this difficulty is for the land mortgage banks or for the
central land mortgage bank acting on behalf of the primary land
mortgage banks to sell debentures of longer maturity, Thus, if the
usual practice is to lend for 20 year periods the necessary funds
may be raised by the sale of 30 years’ debentures, But this course
ig not likely to be practicable in the near future in 1ndia as inves-
tors might not come forward to invest in such long-dated securities,
The Madras Committee on Co-operation have, therefore, suggested
that when the land mortgage banks working in the dry areas are
forced to sugpend collections during the bad years, the Government
must offer the Central Land Mortgage Bank temporaty accommo.
dation either from the general revenues of the Province or from the
Famine Relief Fund and thus enable it io mest its obligations to
its debenture-holders. The Government can reimburse itself later -
on from the periedical collections of the Central Land Mortgage
Bank. This we feel is the proper line of advance. The agricul.
tarists in the dry areas stand in no less urgent need of cheap long.
term credit for the clearance of their prior debts and for permanent
improvem~uts to land than their brethren in the wet areas; the
need for-investment credit, for such things as the erection of irriga-
tion works or adoption of measures to prevent soil erosicn and to

7 The Commitiee on Co-operation in Madras : Repors, par. 93.
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retain goil moisture, is, if anything, more urgent in the dry areas.
Land mortgage banks, with the appropriate machinery for the

recovery of their loans through a flexible system of collections
must, therefore, be started in these areas.

The difficulties in the way of starting land mortgage banks in
the zamindari areas are different ; they relate to the ownership of
and the title to land. A land mortgage bank, lending on the
security of landed property, obviouely, cannot function effectively
where the title to the property sought fo be mortgaged is iteelf
defective, Many tracte in the zamindari aveas have noi yet been
accurately surveyed and gettled, The system of record of rights in
these areas is extremely defective and strange cases of actual
ownership differing from those indicated by the pattas and village
ascounts are not uncommon, As recommended by the Committee
on Co-operation in Madras this difficulty can be solved by the
adoption of the Torrens gystem as developed in France. Under
this system the land mortgage bank, after satisiying itseli of the
title of the applicant for the loan to the property offered as
mortgage, publishes officially » notice calling upon third porties to
show their claims, if any, giving an opportunity to any hidden
claimants to make their claims known, If new claimants come
forward the bank may either contest their claims on behalf of the
applicant or reject the application for the loan; where no claims
are presented within the specified time, it is understood that no
taird party can ever afterwards contest the mortgage lien, while the
loan applied {or must be granted. Bub we suggest that in addition
to this, the Government should, in a bolder spirit, try to rectify
the system of record of rights and lose no time in carrying out a
survey of land and fixing up correct pattas in the zamindari areas.

In the loan policy of the land mortgage banks there is need
for improvement in certain directions. Most of the loans advanced
hitherto by the land mortgage banks have been for the clearance
of prior debis, The ultimate aim of the land mortgage bank like
that of the co-operative credit society is to raise the income of the
ryot, and for this, permanent improvements to land are as essential
as in the clearance of prior debts. But very little has beenlent by
land mortgage banks hitherto for the financing of improvements,
The majority of the ryots in India are very small landholders and
sre unwilling to invest large sums in improvements which might in
the end turn out to be unremunerative. Asg the Royal Commission
on Agriculture in India pointed ont, ¢ whilst there is some demand
for facilities to repay old debts or redeem mortgages, there is no
strong demand for long-term money for land improvements in
India.” Another reason for the small demand for loans for perma-
nent improvements may be the absence of a close co-ordination
between the land mortgage banks and the Departments concerned
with agricultural improvement, particularly the Agricultural

‘R 18
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Department, “ Ag it is, agrienlturists are not fully aware what
schemes are likely to be beneficial nor do the land mortgage banks
possess the necegsary machinery for examining such schemes or
supetvise their carrying out, if they were to grant loans for
agricultural improvement”8 The land mottgage banks should,
therefore, in the future lend more and more for the financing of
permanent improvements which will increase yield from land. In
th_‘B connection they may, as recommended by the Madras Com-
mittee on Co-operation, ** explore the possibilities of facilitating the
widespread use of hydro-electric power with a view to make agri-
culture 1nduabrially nationalised.” To popularise loans for land

improvements the Jand mortgage banks might advance these at a
lower rate of interest. .

Another complaint against the present loan policy of the land
mortgage banks is that they are reluctant to issue small loans to
the ryots. The figures given by the Committee on Co operation in
Madras also fairly support this criticigm, In Madras, during the
period between 1929.3¢ and 193738, loans below Rs, 500 formed
only 86% of the total number of loans disbursed, and accounted for
only 16% of the total amount of credit advanced, by the land mort-
gage banks. Though small loans are relatively more expensive and
more inconvenient from the point of view of the bank, it is one of.
the main duties of the co-operative land mortgage banks to provide
long-term finanece to the smaller landholders. Loans of sums
smaller than Rg, 500 should, therefore, be encouraged in the future.

In Madras the great delay in the disposal of
by land mortgage banks has become a byw
found to be due to certain annecessary stage) ;

loan applications
1. This has been
hrough which the
rutinized, the lack
7 banks, the inade-
reluctance of the

applications have to pass when they are being f:
of method on the part of the staff of the prim
quate staff of Co-operative Sub-Registrars, t
creditors to supply the necessary information hquired by the banks
and sometimes the lethargy of the applicar % themselves. Some
dela}g is, of course, inevitable as the value of :he land, the appli-
cant’s title to it, his repaying capacity ete,, have all to be investi-
gated, but meagures should immediately be taken to eliminate all
unnecessary delay, To minimise delay, the abolition of the post of
land mortgage banks Deputy-Registrars, an increase in the staff of
Sub-Registrarg with increased powers for them to deal directly with
loans extending up to Rs. 5,000, the grant of increased powers to
the Pl‘esldqnt. of the Central Land Mortgage Bank to ganction loans
not exceeding Rs. 2,000, the abolition of certain formalities which
have, at present, to be gone through before loans are sanctioned,
and the establishment of some machinery to compel ereditors

8 Reserve Bank of India: Review of the Co-operative Movement in
India, 1039—40, p. 38.
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and others who may have & claim on the properties sought to be
mortgaged to appear before the primary bank and to receive pay-
ment have been recommended by the Committee on Co-operation
in Madras.

The land mortgage banks can also be made to play a greater
part in the wiping out of unproductive agricultural debts, by
ensuring a greater measure of co-ordination between fthem and
Dsbt Concihation Boards. Wherever debts have been scaled down
either by voluntary debt conciliation or by compulsory legislation
and the agrieuiturist debtor has adequate landed property, the land
mortgage bank might usefully step in, advance the scaled down
amount to the creditors, and recover the sum from the agricul-
turist debtor in easy instalments spread over a number of years,
To ensure the necessary collaboration, the Madras Committee on
Co-operation have suggested that (a) land mortgage banks should
be allowed to take part in the debt conciliation proceedings if the
creditors of the debtor are to be ultimately satisfied by the banks ;
(b) the Debt Conciliation Board should give notice to the land
mortgage bank in the area before it goes on with its proceedings;
and () a representative of the land mortgage bank shouid be
appointed a member of the Debt Conciliation Board working in the
particular area. The need for some such co.ordination between the
agencies for debt conciliation and the land mortgage banks can
hardly be disputed.

Co-operative and quasi-co-operative land mortgage banks are
intended mainly to help the smaller ryots. They, therefore, cannot
advance large sums to the bigger land-owners. To finance this
clasa of landowners, joint-stock land mortgage banks of the purely
commercial type can be organized, as recommended by the Central
Banking Enquiry Committee and the Agricultural Credit Depart-
ment of the Reserve Bank of India. The Government can assist
such banks by providing a portion of the initial capital and guaran.
teeing the interest on the debentures.

CHAPTER XI

GO-OPERATIVE PROPAGANDA—NON-CREDIT
GO-OPERATION

§ 1, Provincial Co-operative Institutes : Inallthe provinces
in India the function of co-operative propaganda has been taken
over from the Regiatrar by non-official institutions, The names and
the functions of these bodies vary from province to provinee. “In
Bombay there is the Provincial Co-operative Institute, In the
Puanjab, Madras, and the United Provinces there is the Provincial
Co-operative Union; in Bengal and Assam they have the Co-ope-
rative Organization Society; in Bibar and Orissa and the Central

1



140 THE ECONOMICS OF INDIAN AGRICULTURE

Provinces and Behar they have the Provincial Co-operative Fede-
ration; while in Burma they have the Co-operative Couneil.””? In
the Punjab, the audit of the primary societies is carried on by the
Union. In Bombay co-operative education and the training of the
staff to be employed by the co.operative movement have been defi-
nitely taken over by the Institute,

But the majority of these Institutes are mere advisory bodies
in ¢harge of propaganda. Some of these are unitary organizations,
in which primary societies are directly represented, as, for instance
the Provincial Co.operative Institute in Bombay, while others are
federations of societies, Thus, in the Madras Provineial Co-opera-
tive Union, membership iz open to ““ Provincial Societies,” langu.-
age federations, local Unions,’central banks, urban banks with a
working capital of not less than Ras, 20,000, land miortgage banks,
co-operative training institutes and primary non-credit societies,
Persons of knowledge and distinction in the field of co-operation

may be invited to be honorary members, but they are not entitled
to vote.

Propaganda is the major function of the Provincial Institutes,
They publish journals and pampblets dealing with co-operation,
maintain reading rooms and libraries, and organize lectures by paid
or honorary workers. They organize co-operative conferences and
agricultural exhibitions.

They also serve as a focussing™Mint of the activities of hono-
rary organizers. Honorary organizeh:have played an important
part in the development of the co-operaw e movement; almost all
the officers of the primary societies do houn. “ary work, and as Dr,
Hough points out, < The services of the villsy rs embodied in the
structure are & greater miracle than the strueture -tself.” But
there have not been enough voluntary workers hitherto, and very
often those who are available lack expert knowledge and experience.
If the co-operative movement in India is to spread more rapidly in
the future, more voluntary workers with real knowledge of the
fundamentals of co-operation and of the working of co-operative
societies should come forward to give a right lead to the people in
the villages, and here it is that the Provincial Ingtitutes can be of
iminense value, \

Other functions of the Insiitutes are to serve as the recognised
exponents of non-official opinion, to undertake co-operative
education, and to encourage special types of co.operation, such as-

.co-operative marketing, insurance, and housing.

The following main activities of the Madras Provincial dcn-oPe-
abive Union are typical and illustrate the very valnable work
which such unions can do.

i R. L. Kaji, Ed.: Co-operation in India, p. 202.
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“{1) Conduicting in English the ¢Madras Journal of
Co-operation ’;

(2) subsidising the language federations and the District Banks
of Malabar and South Kanara for publishing co-operative verna-
cular journals in Tamil, Telugu, Malayalam and Kanarese;

(3) carrying on propaganda in districts by its executive
committee memhbers;

(4) preparing for sale magic lanterns and slides on co-operative
aubjects ;

(5) convening the Madras Provincial Go.operative Conference ;

(6) arranging for the holding of training classes for pan~hayat-
dars and members of societies throughout the Presidency ;

{7y conducting iusiitutes for training candidates for employ-
ments ag SUpervisors ;

(8) maintaining a reading room and library for public use;
and

{9) conducting classes for training rural guides ™ ?

True co-operabion must spring from the people and must be a
gelf.contained movement. The co-operative societies should be
able to raige funde by themselves, arrange theif own supervision
and audit, and the movement should spread by the momentum of
ite success, In India, where the movement is controlled in all its
stages by Government, a gradual de-officialisation is, therefore,
extremely desirable and a beginning can be madein this direction
by entrusting the Provincial Co-operative Unions or Inatitutes with
more functions, Thus, other provinces can follow the example of
the Punjab and gradually hand over the functiona of the audit and
supervision of primary societies to the Prévincial Institutes. Co-
operative education also is a function which the Institutes are well
qualified to perform and should be in their complete charge.

The All-India Co-operative Institutes Association was formed
in 1928. It provides a common platform for the erchange of
opinicn and aims at promoting of co-operation through member
institutes. It also links the co.operative movement in India to
co-operation in the outside world aa it ig affiliated to the Inter-
national Co.operative Alliance. The Association runs a valuable
quarterly jeurnal, “ The Indian Co-operative Review,” and the
opinions of the Association may be seid to represent ‘a synthesis of
the opinions of non-official participants in the movement.’

§ 2. The State and the co-operative movement: What
should be the attitude of the State to the ¢o-operative movement ?
Should the co-operative organizations ask for and obtain special

2. The Committee on Co.operation in Madras : Report, par. 52
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tavours from the State ? From the pureiy theoretical point of view,
the answer to this gquestion is olear. Co.operation should be based
on self-help and should create among bhe co-operators a sense of -
gelf-reliance, If the co-operative societies are given special con.
cessions by GCovernment, thiz is likely to lead to government
controi, to kill independence and the spirit of seif-help which are
the very foundations of co-operation, and to create in the co-
operators a habit of always looking to Government for help. In
fact, in many European ecountrizs, the co-operative movement in
its early stages had to face the distrust, if not the open hostility
of the Government. The credit and the produetive movements
on the continent of Europe were started by philanthropiats imbued
with a sense of idealism, while in England the consumers’ co-
operative movement was started {4y people themselves, The
orthodox view, therefore, ia that the\ %-operative movement should
bage itself entirely on self-help, andilhould claim from the State
‘a fair field and no favour.” The te; by legislation, should
merely provide the framework within which co.operative soocieties
shonld work, and can at the most give the co.operative societies
some minor concessions, such as exemption from the income tax on
profits, from stamp duty, and from registration fees.

-~

But most modern countries have gone much further than this,
The main point is that government help should net kill self-help
and degengrate into government paternalism; but there is little
doubt that the Government Much without destroying the
mainspring of co.operation. Mode W Governments have taken an
inereasing interest in the development " *ericulture, and in count-*
ries such as Denmark, Canada, the Unite.. States, New Zealand,
and Australia, the State has helped agriculture by the provision of
technical education and expert advice, finding ont markets, the
dissemination of useful information, concessions in railway rates,
the provision of facilities for storage, grading, ctc. These have
especially benefited co.operation. As a result of the recent world
ecbnomic depression, in most countries strenuous attempis have
been made by the State to develop co.operative marketing .of
agricultural products. Thus, in the United States among the main
objecig of the Federal Farm Board established in 1020 were the
organization of producers into effective associations, the financing
of marketing schemes, and the organization of the marketing of
agricultural commodities on a national basis by building up
co-operatives.

Modern experience also shows that in certain circumstances
direct money subventiona to co-operative societies are desirable,
Thus, in a poor and backward country, some initial financial help
by .the Government, if it does not stifle seli-help, will greatly
facilitate and quicken the pace of co-operation, Governments in
sll countries have come forward directly to help co-operative
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housing sehemes for the benefit of the working clagses; “in Ireland
the agricultural banks have been financed at 3 per cent. by the
Imnsh Department of Agriculture and the Congested District
Boards.™s

We can, therefore, conclude by saying that the attitude of the
State towards co-operation should not be one of entire nentrality,
Co-operation is one of the best methods of helping the .
poorer classes to improve their economic condition, and is
1lmost the only method of strengthening the position of the
small.scale farmer. Tt, therefore, contributes to political as well
as economic stability. The objective of State policy should, there.
fore, be to encourage co-operation by all the means in the power
of the State, consistent with the fundamental principles of c0-opera-
tion, iz, self-help, thrift, mutual help, and mutuai supervision,

As already seen, the co-operative movement in India is not a
Fopular movement which has sprung up from the People, It waa
introduced by the Government mainly to provide the farmers with
cheap eredit and to wipe out their prior debts, and the Co-operative
movement ig still under tight leading strings, This ig shown by the
vast powers entrused to the Registrars of Co-operative Societies,
who are responsible not werely for the registration of the sogie.
ties, but also for their audit and inspection. The Registrar can
order an enquiry into the working of societies and after such an
enquiry can dissolve those which are not likely to work well,
When a society is dissolved, the Registrar has o arrange for its
liquidation, Again, the Madras Co-operative Societies Act of 1932
empowers the Registrar to supersede the managing committee and
fo appoint a nominee of his own to manage the affairs of a society,
if in his opinion it is mismanaged. The co-operative movement ig
thus controlled and guided by the Government in India : and, dur-
ing recent years, especially as a result of the world economie
depression, there has been a pronounced tendency to increase the
powers of the Registrar, and bring the movemant more and more
under the control of the Co-operative Department. Such govern.
ment control and supervision have been necessitated by the illiter-
acy and ignorance of the large mass of the people,

The Government in India have helped the co-operative move.
ment in a variety of ways. Firstly, they have given co-operative
societies a number of general concessions, Thus, co-operative
societies have been exempted from taxes such as intome-tax, stam
duty, and registration fecs. The share capital of a member of a
co-operative society cannot be geized by a court of law for payment
of debts, Co-operative societies have been helped in the recovery
of their loans by being given a prior claim ’ in certain cageg over
the other creditors, Again, when a co operative society or bank

3 Talmaki: Co.operation in Indis and Abroad, p. 458,

4
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wants to transmit funds to another for a bona fide co.operative
purpose, it can have the funds transmitted free through the agency
of the Government, Secondly, occasionally they give direct money
grants or loans to particular co-operative societies, such aehouse.
building societies and societies in backward areas, Originally the
Government uzed to advance loans to every society equal to the
smount of capital raised by it up to a maximum of Rs. 2,000, but
- with the rise of central financing agencies, this practice has been
digcontinued. Thirdly, the provincial Governments have come
forward to help central land mortgage banks by guaranteeing the
interest on and the principal of the debentures issued by them. In
Madras, the Government have helped the land mortgage banks by
the grant of subsidies to meet initial expenses ; by th= cancellation,
or the reduction, of registration fees and fees for the issue of.
encumbrance certificates ; by the free supply of villaj maps and
gettlement registers; by bearing the cost of maintainiy 7 a staff of
co-operative Sub-Registrars to supervise the land mort ge banks ;
by allowing the local bodies, municipalities and the dist@it central
and the provincial co-operative banks to invest a parfiof their
funds in the twenty year debentures of the Co.operativiiCentral
Land Mortgage Bank,” and by declaring the debentures ot-the Co-.
operative Central Land Mortgage Bank trustee securii;iffs“‘ Fourthly,

the Governments give subsidies o co-operative ffsferations or
unions formed by the societies themselves for tf / purposes of
audifing primary societies, of supervising tlfse in back-’
ward areas, and of training probationers, Fifthly, the provineial
Governments have also been trying to promote the co-operative
sale of produce by helping co.operative marketing societies in a
number of ways, For instance, in Madras, the Government have
sanctioned the employment at their cost of a number of marketing
ingpectors for the management of the more important loan and sale
sooteties, To others they have given initial subsidies for the
employment of the ndeessary staff. They have algo been helping
the sale pocietiea to eonstruct their own godowns for the storage of
agricultural produce by granting (from the subvention for rural
uplift given to the provincial Government by the Government of
India)}, 25% of the estimated cost of construetion as a free gift,
and advancing the balance as a loan at 33% repayable in 30 years.

The state has, thus, played a very important part in the
development of the co-operative movement in India, But, as
already seen, the real danger in state assistance to the co.opera-
tive movement is that it is likely to degenerate into state pater-
paliam, stifiing the main objective of oco-operation, w#iz., the
promotion of self-help, Reference has already been made to the
wide powers enjoyed by the Registrars of Co-operative Societies
in the various provinces, and the special circumstances in India

4, Bee Chapter X § 4,
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which have necessitated  Government ocontrol, The need for a
certain amount of de-officialisation in the Indian co-operative move-
ment has already been discussed in § 1 of this chapter. It is
further examined in Chapter XII § I,

¢ Non-credit agricultural co-operation in India: Credit is
only one of the many needs of the farmer. If itis necessary to
rescue the farmer from the exploitation of the monsey.lender by
the provision of cheap credit, it iz equally necessary to save him
from the exploitation of middlemen. His income must be raised
by the promotion of better methods of cultivation, by the intro-
duction of the co.operative purchase of agricultural and domestic
supplies, and by the adoption of co-operative marketing. For
instance, farmers in a given area can combine to buy collectively
their domestic requirements, and the seed and the fertilisers they
require for their agricultural operations. They can, thus, not only
appropriate to themselves the profita that at present go to the middle-
men, hut also secure goods of reliable quality at a lower price. In
the same way, by joining together in co-operative marketing
societies for the joint sale of their produce, the farmers can increase
their bargaining power, control the flow of goods to the market in
such a way as to avoid a glut at any particular time, eliminate
waate in distribution and secure for themselves & larger proportion
of the price paid by the consamer. Equally important is the part
that co-operation can play in enabling small peasant proprietors to
raise a bigger and a better crop, by facilitating the adoption of
improvements. Co-operative gocieties can be organized, to own and
fet out on hire to their members agricultural implement which they
are too poor to purchase individually, to conaolidate holdings, to
encourage joint cultivation of extremely small holdings, to
promote cottage industries which will provide some subsidiary
employment to the ryots during the off-season, and to eliminate
wasteful social customs and promote a better living. Thus co-ope-
ration can and should be extended to cgver the whole of the
farmer’s life, if it is to be really effective in bringing about a regene-
ration of agriculture, As the Royal Commission on Agriculture in
India have put it so well, *The modern conception of the co-ope-
rative movement differs markedly from that held at the close of
the lastesentury; the term ‘agricultural organization’, or better
atill, ‘rural reconstruction’ expresses more accurately the nature
of the activities included within the movement, It is now accepted
that co-operative principles can be used in overcoming most
of the obstacles to progress in rural communities, Wherever
agriculture is the predominant industry, co-operation is coming to
be regarded as the natural basis of economie, social, and educa-
tional development,”

One of the weak spots in the Indian agricultural co-operative
movement is the extremely slow and inadequate development of
R 19
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non-credit co-0£erati0n. The large volume of rural indebtedness
has served to hide the other issues involved in the agricultural
problem, and till very recently the starting of village credit socie-
ties to provide the farmer with cheap credit was almost the aole
aim of the co-operative movement, an obsession with the Co-opera-
tive Departments and the non-official co-operators. ,But experience

in India has shown that the root cause of the farmers’ troubies is
not the rates of intercst charged by the money-lenders, but the
insufficiency of the agricultural income, and that the village credit
societies are not likely to work well until there is o substantial
increase in the income of the agriculturists. No amount of cheap
credit is likely to help the farmer, so long ag his holding continues

to be small and fragmented, his methoda and implements continue

to be primitive and inefficient, and he iz compelled by circumstan-
ces to sell his produce at unfavourable prices in a falling market
and to buy bis requisites ab exorbitant prices. Cheap credit, again,
oan hardly be useful in the absence of an organized attempt at
educating the ryots, eliminating unnecessary and wasteful expendi-
ture on ceremonial occasions, and promoting < better living.” It is,
therefore, not surprising that the history of the village co-operative
societies in India has in many cases been a history of ove--ne
loans. In the absence of a co-ordinated attempt to increase agre. —
cultural income by’ the promotion of better farming gnd by the =
development of co-operative purchasing and marketing, the
village credit societies have failed as they were bound to fail.
Thus, one of the main lessons of the history of co-operation in
India is that credit co-operation can succeed only when it is
combined with the exiension of co-operation to all the other
spheres of the farmer’s life, and the consequent rise in the income

of the farmer,

But in any attempt to examine the progress in India of co-
operation in spheres other than credit, one hag at the very outset
to face a very important difficulty, viz., the paucity and the
inadequacy of the available statistical data, The system followed
with regard to the classification of co-operative societies in thee 2
various provinces and states is unscientifio, and sometimes confus-
ing ; nor is it sufficiently detailed as to throw any valuable light on
the working of the main’ types of non-credit co-operation, viz., co-’
operation in the sphere of agricultural supply, co-operatidh in the
spheres of consumption, production and of marketing. In the
provincial as well as the all-India statements, all primary societies
are olassified under the heads of (&) credit, (b)) purchase and
putrchase and sale, (¢) production, (d) production and sale, (e}
insurance, and (f) others. But the same type of society is often
classified in different provinces and states in different ways. Thus,
cotton sale societies are classified as agricultural societies n
Bombay, but as non-agricultural societics in H, E. H, Nizam’s
dominions. Consolidation of holdings societies are olassified under

~
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¢ govietiea for production and sale’ in the Punjab, and under
“others’ in the United Provinces, Again, consumers’ co-operative
societies and societies of producers for the joint sale of prodace atre
both classed as ¢ purchase and purchase and sale societies *, though
their functions are contradiotory ; the one aima at baying gooda at
the cheapest possible price for the consumer, and the other at
gecuring for its members the highest possible price for their products.
There ig alse some over-lapping of functions hetween the different
types. For instance, the loan and sale societies of Madras which
advance money to members on the security of their produce and
arrange for the sale of their produce, and the cotton sale societies of
Bombay are obviously marketing societies. Butb in the Statistical
Statements, the former are grouped under ¢ purchase and purchase
and gale’, while the latter are classified under ‘production and
sale’, as they also undertake the ginning of members’* cotton.
Thus, it is not easy to get a correot idea of the progress and the
extent of non.credit co-operation in agriculture from the available
statistics in India.

During recent years, however, there has been some progress
in non-credit co-operation in almost all the Indian provinces. Co-
operative marketing of agricultural produce has attracted increa.
sing attention and some progress has been made in this direction,
mainly in the United Provinces, Bombay, Madras and the Panjab.
Co-operative societies for the consolidation of holdings have achie-
ved striking sucoess in the Punjab and are gradually spreading to
the other provinces, The problem of the supply of milk to big
towns i being tackled by co-operative milk supply unions; and
co-operative socisties have been organized for irrigation, cattle insu-
rance, improved sanitation, the development of cottage industries,
the aupply of agricultural and domestic requisitesggthe promotion
of better living, etc. Thus, in Madras in 1938.39, in addition to -
the societies for the co.operative marketing of .produce, for the
supply of milk, for the promotion of cottage industries and for the
consolidation of holdings, there existed * kudimaramat and irriga-
tion societiea for undertaking kudimaramat work such as removal
of silt, and the maintenance of irrigation channels; agricultural
improvement and demonstration societies for distribution of im-
proved varieties of seed, manure, for attempts in seed-multiplica-
tion, for demonstration of improved methods of cultivation and for
conveying to the ryot expert counsel and advice; cattle-breedin
societies for maintenance of stud bulls to produce a better breeg
of cattle and to provide veterinary aid ; better living societies for
reforming bad social customs and preventing waste of money on
festivals, marriages and funerals and inculeating habits of thrift*’;
and two ‘mahali’ prevention eocieties in South Kanara for the
eradication of the mahali pest in the areas under arecanut cultiva.

5. The Committee on Co-operation in Madras : Raport, par. 47,
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tion, The progress made in non-.credit agrioultural co-operation
in the different provinees in India can be seen from Table XIX,

Agricultural supply :—Co-operative societies for the supply of
agricultural requirements, such as geed, manure, and feeding stufls
for livestock, have played a very important part in almost all the
countries of Western Europe. Unlike credit co-operation with its
idealistic appeal and emphasis on thrift and morality, and co-ope-.
rative marketing with ita atriking success in Denmark and the
United States of America, co-operation in the snpply of agriculiural
requirements has ‘“ made no particular appeal either to the
conscience or to the eye',® and has therefore attracted less
attention. But it has contributed no less to the prosperity of
the peasant farmers of countries, such as Denmark and

rmany, by enabling them to adopt reaily intensive methods of
itivation and to secure some of the marketing economies enjoyed
y large-scale farmers, In Germany, a8 has already been seen in
Chapter VII § 2, the Raiffeisen societies underteke the supply of
the agricultural requirements of their members, In England, co-
operative supply is the best developed side of agricultural co-ope.
ration, In 1938, there were about 100 societies for the supply of
feeding stuffs, fertilisers, seeds, machinery and miscellaneous farm
roquirements to their pembers, and their turnover amounted to
nearly £ 16,000,000. Co-operative societies for the supply of agri-
cultural requisites have been organized in & number of other coun.
tries such as Denmark, Treland, France, the United States, and
Switzerland, In Japan in the thirties nearly 809% of the 16000
agricultural societies agpplied seeds, fertilisers, implements, ete.,
to their members, In most countries the local supply societies
have in their turn combined into higher federations for purchasin%
wholesale. Societies for the co.operative supply of agricultura.
requisites have been able to derive the economies consequent on
bulk purchase. With their greater expert knowledge they have
been able to ‘ensure quality; experience in marketing, and their
greater bargaining power, have enabled them to buy at the oppor-
tune time at favourable pricea. They have, therefore, enabled
theiy members to obtain supplies of a better quality at cheaper -
prices, and played a very important part in popularising the use of
better seeds, manures and implements,

But co-operation in this sphere has mede very little progress
in India. A few societies were organized specially for the supply
of agricultural requisites in Madras, even before the economic
depression of 1928, But almost invariably they failed, and the
history of co-operation ' the field of agricultural supply has hardiy
been more creditable in the other provinces, As Mr. K./J, Rama-
krishnan has put it, “ The rate of infant mortality was g-/:’enomeml

6, Miss Digby : The Indian Co-operative Review., V®l. IV, 1938,
p.‘331
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umong the agricultural societies organized for pupply in spite of
their low birth rate, ’7 The rural credit societies also huve been
authorised by their bye-laws, to undertake the joint purchase of
the agricultural and domestic requirements of their members, to
purchage and let out on hire agricultural machinery and imple.
ments, and to promote the spread of agricultural improvements.
But they have hardly attempted to discharge these func.
tions. For instance, in Madras in 1938-39 all the 10,963 agricul.
tural credit societies taken together had bought on behalf of their
members agricnltural and other requirements to the value of only
Ras. 6,681,

But, at present, in all the provinces, agricultural supply is
being inereasingly undertaken by the ¢ purchase and sale ’ gocieties,
Bocieties primarily organized for the marketing of agricultural
produce have also undertaken the supply of agriculfural requisites,
such as seeds, as one of their functions, Thus, the cotton sale
pocieties of DBombay have done pioneer work in the spread of
better varieties by undertaking the supply and multiplication of
seed, and_ the loan and sale societies of Madras have attempted to .
supply to their members better seeds and implements, But it is
imyposgible to estimate accurately the part played by thess societies
in the supply of agricultural requisites, as in the statistical
abstracts published by Government both co-operative supply and’
marketing are clubbed together under the heading purchase and
sale socioties. It is, therefore, difficult to find out how many were
doing purchase alone, how many sale alone, and how many both. $
Special societies such as the agrioultural improvement societies in
Madras, the agrioultural requisitea societies, machinery and imple-
ments societies, and the taluk development associations in Bombay,
. the agricultural associations of the Central Provinces and rural
reconstruction societies of Bengal, have all attempted agricultural

supply,

But the progress hithertc has been extremely slow. This is
brought out vividly by a comparison with Japan., Agricultural
societies of all types in India sold to other members goods worth
only Ra, 200 lakhs in 1940-41; in Japan, where the cultivated ares
amounts to only 18 million acres, the agricultural societies supply
requisites such as fertilisers, agricultural implements, seeds, egun of
silk worm etec., valued at nearly Ra, & crores per annum,

A number of reasons account for this tardy progress of
co-operationsin the sphere of agricultural supply, The majority of
small farmers in India use local seeds, manures, and implements,
Unlike in England or in Denmark, there has been little demand
hitherto in the Indian villages for considerable quantities of feed-

7 Mr. K. C. Ramakrishnan ; ibid,, p. 342.
8 ibid.
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ing stuffs and chemical manures, and the urge to organize the
supply of agricultural requisites on eo-operative lines to prevent
adulteration and to ensure cheap supplies has, therefore, heen
lacking. Under the Indian conditions there is little likelihood of
a'sdciety organized only for the purpose of agricultural supply
succeeding, as it is likely to have very little work and is likely to
‘hibernate ' between one season and the beginning of the next. Tt
seems, therefore, best to tag on agricultural supply to some other
object. This has been tried in India; for, as seen above, societies
organized for the sale of agricultural produce also undertake the -
supply of agricultural reguisites such as seed to their members,
But to combine co.operative supply with co-operative marketing
geems extremely unscientific and risky. For, s experience in
Europe has shown, while the purchase of requirements on a co-
operative basis can be easily successful, the co-operative marketing
of produce is relatively more difficult to organize and is likely to be
succesaful only when the society possesses expert knowledge,
skilled management, completely loyal members, andwa latge volume
of business, -

The best solution, therefore, seems to be to make the viflage
credit societies undertake-the supply of agricultural reguisites.
As seen above, even at present, the village credit societies have
been authoriged by their bye-laws to undertake agricultural supply,
but they have done very little supply business hitherto, This ia
because the majority of their members are small farmers, among
whom there is little effective demand for such things as fertiligers
and costly implements, During recent years, the use of better
seeds, of chemical manures, of oil-cakes, and of improved imple.
ments, such as iron.ploughs, seed drills and bullock-hoes, has been
spreading, especially in the wet areas; but the more solvent farmers
who buy these things have kept away from the village credit
societies, as these societies have been organized on the basis of
unlimited liability, The correct line of advance is, thercfore, to
reorganize the village credit society on a limited linbility basis, to °
bring within its ambit all the landowners in the village, and to
malke it an agency for the supply of better seed, better manure,
and improved implements at reasonable prices. The reorganized
village oredit §beiety should not content itself merely with the
supply of these requirements, but should play a leading part in the
campaign for intensive cultivation and should become a propagan.
dist a for the spread of improvements among the smaller
ryotay *

Consumers’ co-operation in rural areas :—Consumers’ co-opera.
tion, with a few exceptions, has made little headway in India, and
in the rural areas it is almost unknown. The reasons are not far

"9, See.Chapter VIII and Chapter XIX, §7.
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to seek. The villages in India are relatively more self-sufficient
than the villages in the West ; the standard of living of the people
in the rural areasis exiremely low and the few things that the
villagérs need, such ag oclothes, kerosene oil, matches and spices are
bought in the local shandies, Again, consumers’ co-operation can
be successful only when it is confined to persons with a settled
periodical income, and the income from agriculture is extremely
irregular. 1t is also difficult to ensure that societies in the rural
areas are efficiently managed and supervized.

The outbrsak of the war, with the consequent tendency on the
part of retail shop-keepers to raise prices and to exploit the publie,
has given an impetus to the consumers’ co.operative movement,
A rumber of co-operative stores have been organized in different
parts of the Madras Presidency to supply articles t0 their members
at reasonable prices. The following figures reveal clearly the rapid
war-time development of the consumer’s co-operative movement in
the province of Madras.!?

No.of | o of Pafd-up Amount of
Year Primary| gq o o Share capital Sales
Stores " t{Lakbs of Rs.) [ (Lakhs of Ra.}
193940 237 34,400 320 I 36
1940-41 354 54,800 4401 58
194142 432 71,700 6-64 96
1942-43 956 | 179,300 19-29 270
1-743
to 1,131 | 268,305 3171 316
31-12-43

With the rapid increase in the number of primary stores, co-.
operative wholesale stores have been organized to purchase in bulk
the articles required by the primary stores in a given area, either
. directly from the producers, or wherever possible throngh the
co-cperative sale societies. Between 1[939-40 and 31-12-43 the
number of co operative wholesale stores in the Province rose from
2 to 21, their paid-up share capital from Rs. 0-19 lakhs to Rs. 11-81
lakhs, The sales by co-operative wholesale astores rose from
Ris. 7'732 lakhs in 1839-40 to Re. 180 lakha for the first six months
of 1943-44,

10 Madras Journal of Co-operation, March, 1944,
R 20

JU—
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Whether this rapid spread of the movement will purvive the
war to whick it owes ita origin is doubéful. The difficulties which
pocieties organized specially for the supply of domestic require-
ments in rural areas are iikely to encounter have already been
digeussed above, Here again, the best line of advance seems to
.be that recommended by the Committee on Co-operation in Madras
(1940), to make the village credit societies undertake the supply of
the domestic requirements of their members on an indent system,
The village credit society can pool the orders of its members for
articles such as clothes, purchase them in bulk, and thus effect
economies ; if necessary, a central wholesale store to purchase the
goods needed by the primsry societies can he organized for
each district, as in the case of the Raiffeisen,societies in Germany,

Clo-operative socielies for processing and sale:—Small scale farmers
always need a subsidiary industry to supplement their income from
agriculture, and in the development of such industries co-gperation
can play a very important part. In almost all foreign countries
agricultural co-operation has been most sucecessful in the case of
societies for production and sale. In Depmark and Ireland it ia the
co.operative dairy or creamery which gave a new lease of life to
the peagant farmer, Here again, no systematic attempt was made
in India till very recently to organize production on co-operative
lines. Co-operative milk sapply unions for the sale of milk are
gradually coming into prominence in almost all the big cities-of
India; and co-operative socteties for encouraging cottagefindustries
by supplying the raw materials they need and arranging for the
marketing of their products are being started in almost all the
provinces. . '

In Madras separate societies have been organized to help fruit
growers, to encourage the manufacture and sale of sugar in the
importent sugarcane growing areas, and to encourage the production
of ghes, palmyra jaggery, handpounded rice, eggs, and honey.

The main object of the fruit growers’ sgcieties is to arrange for
the markefjng of the fruit produced by their members, and to
advance loans to members for cultivation expenses. The mest
important of these are the Kodur Frnit Grower’s Society ifi-the
Cuddapah distriot which deals mainly in Sathukudi oranges,
mangoes, limes and sapotas, the Michaelpalayam Fruit Growers’
Society which deals in grapes, the Kadayam Limes Marketing
Society and the South Kangra Fruits Growers’ Society.

Societies for encouraging the cultivation of sugarcane and for
the co-operative manufacture and sale of sugar have been organized’
in Madras in the important sugarcane growing areas, The Govern-
ment of India have helped these organizations with a subsidy
offered from the proceeds of the excise duty levied on sugar, and
the Madras Government have sanctioned a special staff to help in



NON-OREDIT AGRICULTURAL OO-OPERATION 165

their formation and working. The most importans of these is the
Vuyyur Industrial Society, which during 1938.39 crushed 46,857
tons of sugarcane and manufactured 3,628 tons of sugar at a cost
of Rs. 10°57 lakhs,!! and its working has shown that farmers can
successfully combine for the co-operative manufacture and sale of
sugar. In the areas suitable for the cultivation of sugarcane there
is a strong case for the organization of small jaggery.making socie-
ties with power crushes and improved fornaees,’? This will encour-
age the small farmers to grow a more paying crop by providing for
the sugarcane a ready market, and at the same time expanding the.
market for jaggery by reducing its costs and price. A few societies
for the manufacture of palmyra jaggery have also been atarted
during recent years in the districts of Salem and North Arcot to
provide work to the toddy tappers who had been suddenly thrown
out of employment by the introduction of prehibition,

Another significant and promising line of advance is the
organisation of socisties for the production and sale of hand-pound-
ed rice. Research into the nutritive value of the different types
of Indian food-stuffs has served to bring out the greater vitamin
content of hand.pounded rice. The demand for hand-pounded rice
hag been steadily increasing and societies for the produetion and
sale of hand-pounded rice are being organized. The existing loan
and sale societies alzo are being encouraged to take up this line of
business, and the Madras Provinecial Marketing Society has under-
* taken the sale of the hand.pounded rice sent t¢ it by its member
societies, Not only the hand-pounding of rice but the processing
of other crops also; such as cotton, groundnuts, and the other
oil-seeds can be organized on ¢o-operative lines.

The production and sale of dairy products such as milk and
ghee is one of the ideal subsidiary industries which the ryot can
engage in. Farmers near the big urban markets can concentrate
on the production and sale of milk, while those in places far away
from towns can develop the production and sale of ghee, In almost
all the big cities of India, especially in Madras, Bengal and the
United Provineces, the milk supply is being gradually organized on
co-operative lines. The usnal organization is a milk supply union
with ita headgquarters in the city, to which are affiliated a number
of milk supply societies in the neighbouring villages with members
who maintain milch cattle for the production of milk, often as a
sideline to agriculture. But little progress had been made hitherto
in the co-operative manufacture and sale of ghee except in the
United Provinces. In Madras Province a number of milk supply
gocieties were started in 1926-27 in the villages round about Madras
to enable their members to purchase and maintain good milch

11. The Commiitee on Co-operation in Madras, Report, par. 46.

12, Mr. K. G. Ramakrishnan : Economic Factors in Agrioultural
Development—Journsl of the Madraa University, January 1041,
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cattle, to arrange for the sale of their milk to the best advantage,
atd to supply pure milk produced under good sanitary conditions
at reagonable prices to the residents of Madras. These combined in
1927.28 into the Madras Co-operative Milk Supply Union. The
main objects of this union are ;—

(1) to purchase and dispose of, to the best advantage, the
milk and milk products of 'its members om¥of the members of the
affiliated societies ;

(2) to purchase at whole ssle rates and to distribute to its
members catule food and such other commodities as they require ;

{3) to establish mode! dairy farms and modern dairy plant for
pasteurizing milk and producing butter ; and
to own or to hold on lease or otherwise, pasture lands, and
e the maintenance of dry animals of the members of
ocieties and of societies, on those lands, charging reason.
able fees f&g the maintenance of each animal”

The milk supply unions have on the whole worked well, and
those in some of the bigger Indian cities have establised plants for
the pasteurisation of milk. But such unions and milk supply
societies must take up in the future a more vigorons programme of
improvement of the breeds of eattle and of fodder supply. Again,
as pointed out by Dr. N. €. Wright in his Report on the Cattle and
Dairy Indusiries of India, it is extremely doubtful whether
western methods of handling and distributing milk are suited to
the conditions prevailing in India; the milk supply unions here
will have to evolve a technique suitable for tropical and sub-tropi-
cal conditions. The milk supply ugions will alsc have to be
protected more effectively in the future, from the competition of
the unscrapulous local ¢ gowalas® and private distributors of milk,
by legislation to check adulteration.

Next to liquid milk, ghee is the most important dairy product
in India. Societies merely to colleet and sell ghee produced at
home by members such as thoge organized in the United Provinces
are not likely to be successful as *“it is doubtful whether with the
beat precautions of the societies, and even good intentions of
members, genuine ghee can be ¢_lleoted and marketed,””’® The
production of ghee, therefore, will have to be centralised and will

“have to be undertaken by eo-operative societies organized for the
purpose. To popularise ghee production as a subsidiary industry
. to agriculture, co-operative societies for the production and sale of
ghee have been started in Madras at Rasipuram, Perianaickenpala.
yam and Avanasi. The society at Rasipuram collects the bubter
from its members, melis it, and arranges for the sale of the ghee
through the Provincial Marketing BSociety in Madras, During
1940-41, it sold ghee worth Rs. 22,796. There is a wide market for

13. Thid.
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ghee in India, and societies for the manufacture of ghee which are
well managed have a very bright future.

Co-operative insurance :—The principles of Sosoperation can
also be applied to the insurance of eattle and of erops (i.e., insuring
the ryots against damage or loss in yields due to unavoidable
causes, such as drought, flood, plant diseases, ete,). A few societies
for the insurance of cattle were started in Madras between 1925
and 1927 but almost all of them have had to be liquidated. Even
in Burma where cattle insurance has been organized on a large
soale, only six societies out of 2 total of 219 were working in
1938-39, The reasons are not far to seek. Cattle insurance is one
of the most diffienlt forms of co-operative effort, and it is almosat
impossible to attempt it succeasfully in a country like Indin, where
statistics relating to cattle mortality are either not available or are
extremely meagre. Other difficulties in the way are the impossi-
bilify of ensuring that the ryot keeps the animals well-fed and in
good condition, and the absence of an adequate organization for
the control and prevention of infectious diseases and the provision
of timely and adequate velerinary aid, Crop insurance has not
been wholly successful even in advanced countries sach as the
United States of America, and in India, with her frequent floods and
droughts and the vagaries of the monsoon, it is likely to be even
more difficuly: Co-operative societies for the insurance of crops
and cattle kave, therefors, little chance of succeeding in India as
conditions are at presens,

Beiter living societies ;—Even more important than the material
bepefits conferred by co-operation on the small peasants, is the
pioral tone which it gives to agrienltural life, with its insistence on

“geif.help, mutual aid, and the elimination of unproductive expendi-
ture. One of the main reasons why co.operation in India has so
grievously fallen short of the expectations of ifs promoters is the
faet that it has done little to remove the illiteracy, superstition,
the insanitary conditions of living, and the extravagant expenditure
on ceremonial occasions so common in our villages, Bxperience in
India has shown, as pointed cut by Dr, C. R, Fay, that a better
living should precede and not succeed better farming and better
business. The real aim of agricultural co-operation is rural recon-
struction, the achievement of a better living, and a change in the
mentality of the farmers ; societies organized for special purposes
such as the provision of cheap credit, or cheap supplies, have
achieved only partial success as they have relegated this main
objective of agricultural co-operation to the background. The
Punjab hag‘taken the lead in the organization of better living socie-
ties of which there are nearly 300 in that province at present. The
object of these societies is to prevent extravagant expenditure by
members on ceremonial occasions, such as marriages, to combat
drinking and gambling, and to improve the health and the sanitation
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of the villages. * Some of these societies have levelled and paved
and swept the village roads, some have promoted sanitation,
some have induced the villagers to improve the ventilation in their
houses, some have repaired and roofed the village drinking well,
some have arranged that all manure shall be pitted, some have
discouraged expenditure on jewellery, and some have stopped
waste on farms.”’11  Better living societies have thus played a very
important part in the improvement of village life in general. The
Punjab has also taken the lead in the organization of arbitration
societies, the members of which pledge themselves to submit their
disputes to local arbitration instead of going to courts, An attempt
is thus made to discourage litigation and to provide for the dis-
pensation of justic cheaply #hd promptly. The other provinces
should follow as quickly as possible the lead given by the Punjab.
A geparate society for the promotion of better living is not always
neceasary ; the functions of the existing village credit societies
should be expanded to includs the promotion of better living. They
will thus not only helprin a programme of rural recongtruction
and village uplift, but will alzo strengthen the economic position of
their members, RN ’

Single versus multi. purpose societies :—Before concluding this
disgussion on the progress of the non-credit co-operative movement
in India, it is necessary briefly to refer to the controversy which has
raged rfopnd the question of single vs. mulii-purpose societies, The

broadening the sphere of co-operation and-for the organi.
of societies for purposes other than credit, such as supply
anfi marketing, is universally admitted. But is this ideal to be
achieved by the organization of one society for each purpose, or by
the organization of multi-purpose societies which will discharge a
number of functions ¢

Till recéntly Denmark was held out as the example which
India ought to follow and a separate sopiety was advocated for
each purpose, The bye-laws of the village credit societies provided
for the discharge by them of a number of functions, but they con-
centrated merely on the provision of credit. But experience has
shown that India would do well to follow the example of countries
such as Japan, where the same society combines the provision of
credit with supply and sale. For one thing, the farmer in India
has been acoustomed to('::&l with the same person, wiz., the loeal
merchant-cum-money-lender, for all hiz needs, such as *credit,
geeds, manure and the sale of his produce * and dislikes having to
deal with a number of agencies. For another, there are not enough
educated persons in a village to undertake the management of a
number of societies ; even if thia difficulty could be overcome, ¢ the
one purpose one society principle ’ demands from its members
“ g capacity to serve willingly and efficiently on innumerable

14. The Indian Year Book, 1041-42 : p. 434.
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committees which is apparently a Danish and an English and not
a universal character ”, and the majority of the ryots in India will
regard this as a nuisance. Again, the credit society will be able
more éasily to achieve its objective of controlled credit if it also
undertakes the supply of the agricultural and domestic require-
ments of ita member and arranges for the sale of their produce.
This will enable the society to prevent the misapplication of the
loan and to ensure its prompt repayment. The ‘one village one
society * principle is, therefore, preferable in India to the ‘one
purpose one society * principle.’ The Agricultural Credit Depart-
ment of the Reserve Bank of India and the recent Committee on
Co-operation in Madras have warmly advocated the re.organization
of the present village credit societies into multi-purpose societies,
which would include every eligible person in the village, and bring
within their ambit the whole life of their members. Such multi-
purpose societies will be better able to secure and maintain the
loyalty and the continuous interest of their members, to secure eco-
nomical and efficient management with the help of paid employees,
and to bring about an increase in the incomes of their memhbera.

The danger in converting the village oredit societies info
multi-purpose societies is that they have at present an unlimibted
liability, and it would add to their already heavy financial respon-
gibility to make them undertake a number of functions. But, as
seen in Chapter VIII, the principle of unlimited liability has out-
lived ite utility, and the time has now come when the village
societies should be reorganized on a baais of limited Yability, When
the village societies have been reorganized in this way the first
obstacle to their conversion into multi-purpose societies is the
difficulty of some forms of co-operation, Thus co-operative
marketing requires expert knowledge and management, and will
have to be undertaken hy societies specially organized for the
purpose, The village credit societies can, however, undertake the
joint purchase of the agricultural and domestic requirements of
their members on an indent basis; the promotion of intensive
cultivation and of cottage induatries, the elimination of wastelul
expenditure and the promotion of better living. They should
arrange for the sale of produce of their members through the
co.operative marketing society working in the area. In such a
simultaneous expansion of the activities of the village credit
societies, and a rapid development of co-operative marketing lies
the futare of the Indian co-operative movement and of Indian
agriculture. !t ’

4 15. When the village is too small, the area of operations of a :ocisby
may, of course, be made t0 extend over a group of neighbouring villages ag
has been suggested in Chapter VIIL;

16. Co-operative societies for the congolidation of holdings and co-ope-
rative marketing in India are discussed below in Chapiers XVIIL and
XXIV respeotively. i *
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CHAPTER X11

AN ESTIMATE OF THE INDIAN
CO-OPERATIVE MOVEMENT

§ 1. The Agricultural Co-operative Movement in India:
Its achievements and shori-comings :—Almost forty years have pass-
ed since the co-operative movement was inaugurated in India, and
there has been a steady increase in the number of societies, their
membership, and their total working capital. The structure of the
co-operative organization has also been progressively perfected
with kigher agenciea for finance, supervision, administration, and
propaganda. But have the foundations been truly laid? Have
co-operation in India as in Denmark and in Ireland, galvanised the
itliterate and indolent peasant into activity and led te a social and
economic regeneration of the peasantry ?

Started mainly with the object of freeing the farmers from the
clutches of the money-lenders, co-operation in India has not been
able to achieve completely even this limited objective. In all the
provinces the money-lender stil! continues to be the main source of
credit; “ So far as we can see ’ wrote the Assam Banking Enquiry
Committee * the exploitation of cultivators by village mahajans
......... and others is on the increase;” and the Bengal Banking
Enquiry Committee found the money-lenders “gtill flourishing as
well ag ever in every part of Bengal.” The co.operative societies
have provided less than even 10% of the credit needs of agriculture
in almost all the provinces, and even the niembers of societies have
often had to borrow from outside sources.

L]

Beneficial results —But the co.operative movement has had

some beneficial results, Its competition has brought about a
eneral redvction in the rates of interest charged to farmers. -

%o-operative societies have thus benefited not only their members,
but also non-memhbers who borrow from the money-lenders, and ag
pointed out by 8ir M. L. Darling, * even where the money-lender’s
financial hold is unshaken, his psychological influence iz weaken-
ing.”! According to Sir Edward Maclagan, the members save
Rs. 10 lakhs by way of interest on every one orore of rupees lént
by the primary creflit societies and the total saving effected to the
farmers in this waylhas been calculated at-3 crores of rupees.?

The successful frorking of the higher financing agencies like
the district central panks and the apex banks is certainly a feather
in the cap of the Indian co-operative movement. They hagg served
to spread the banking hahjt both in the urban and rural areas and
to fight the evil of hoarding, .o

1. Sir M. L. Darling :R:Rusticus Loguitur.
¢. E. M. Hough: The Co-operative Movemens in India, p. 245.
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Again co-operative societies have in many cases helped the
Agricultural Departments to popularise agricultural improvements,
The co-operative society exercigses an educative influence and its
members are, ag a rule, mors willing to try out the improved
methods suggested by the Department than the non-members in
the village, Much more can be done, as we shall gee later, by using
the village co-operative society as a link between the Government
expert department and the farmer in the village. )

Co-operative socleties have in some cases attempted success-
fully to deal with the problems of rural sanitation and the provision
of medical facilities in rural areas. Thus, Sir M, L. Darling refers
to societies in the Punjab which insist on manure being pitted, on
their members not keeping their cattie in their honses and to
sociebies encouraging vaccination, Some societies make contribu-
tjona for various charitable and public purposes. Thus, the
Naogaon (Ganja Cultivators’ Co-operative Society in Bengal main-
taing three charitable dispensaries, and makes creditable contribu-
tions to the maintenance of local roads and bridges.

The provision of a valuable training in business methods
i3 another benefit conferred by the co-operative societies, In
societies which work well members take an interest in the
working of the society, keep track of the way in which members
are employing funds, and pass the accounts presented by the
panchayat. Thus members get a training in the use of money
and in its control; the members of the board of management get
training in the keeping of accounts. The primary societies can,
therefore, be regarded as a * network of elementary aschools in
rural finanee,”? They give the Indian farmer, who is a very poor
business man, a good training in business metheds,

Co.operative societies, wherever they work, create in the
members a desire for education, This proves that co.operative
societies are the best agencies for the spread of adult education,
though in many cases the initial enthusiasm turns later into tepid
indifference.

Societies where they have worked well have improved the
morale of their members. Co-operation, ag already seen, emphasises
thrift, seshelp, and the productive use of credit. Very little has
been achieved by way of encouraging thrift in India, pace the
Bengal Banking Enquiry Committee ; but the co-operative society
gives at least a chance to the honest and provident farmer to make
good. Again, a member of a co.opertive society cannot afford to
be flagrantly extravagant, There is a premium on reduction of

Jwproductive expenditure ; on the avecidance of litigation, and on
temperance, The co.operative movement in India has, therefore,
exerted a pull, weak though it may be, towards a better living,

3. Sir M. L. Darling: The Punjab Peasant in Prosperity and Debht_,
p- 250. ’
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But the fact remains that in India co-operation has not been
‘the great moral force that it has been in Germany or in Ireland—a
force which has revolutionised the lives of their exploited and
ignorant peasantry and paved the way for their material prosperity.
The village credit societies—the foundation stones of the co-opera-
tive movement in India—are in a state of suspended animation :
most loans given by them have been overdue for years, and the
*problem of rural indebtedness and the poverty and illiteracy of
the ryots are today as acute as they were when the co-operative
movement was started. What is the reason ?

Defects :—The main reason is to be found in the fact that the
co-operative movement in India has been started and built up by
the Government ; it is not based on the organized will of the people
to help themselves. The urge for co.operation has come from the
top and not from the people themselves. While in such countries
as Germany and Ireland, co.operative societies were organized by
co-operative enthusiasts like Raiffeisen and Sir Horace Plunkett,
who created in the people a desire to secare the benefits of co-
operation, in India the movement was started by Government as a
cure for the problem of rural indebtedness, and the organization
of co-operative societies was entrusted to official Registrars, The
registration of a society, the supervision of its working, and its
subsequent winding up, if it does not work well, are all statutory
functions of the Registrar, and he has been rightly termed * the
Brahma, Vishou, and Siva of a co-operative society >’ in India, A
co-operative society can work well only when ita members realise
the need for self-help and co-operation, and when the internal urge
for co-operation is lacking as in India, mismanagement is the
inevitable result. In the village credit soeiety, the members are

susually sleeping partners and their interest in the society ceases
when they have secured the loan. As Sir Horace Plunkett, has put
it 8o well, co-operation in India is not ““s0 much a movement as a
governmental policy.” = Co-operation if it iz to be real must spring
from the people and should insist on self-help. This is one of the
vital defects of the co-operative movement in India, and accounts
for most of the other bad features, * :

The second main defect of the Indian co-operative movement
is the appalling ignorance of the members of co-operative societies
regarding the very fundamentals of co-operation. In a country like
India where the majority of the cultivators are illiterate, and disin.
terested non-official workers with a missionary spirit are not forth-
coming in sufficient numbers, the inifiative for the starting of
co-operative societies had rightly to come from the Government.
But the starting of co-operative societies should have been preced.
ed by a period of intensive ‘education and propaganda among the
would be members, with the objective of creating amidst them a
desire to improve their economic condition through self-help. In
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other words, the Co-operative Departments should have concentrated
on oreating in the people a desire for self-help and economic
regeneration through co-operation. But there was a tendency to
meagure the success of the Co-operative Department by the numb

er of societies it started, and there was almost a rivaley in thi

respect botween the different provinces, The result was a rapid
expansion of the movement, and in the majority of cases neither
the members of the co-cperative societies nor the staff of the
Co-operative Department which was intended to supervise their
working, knew the fundamental principles of co.operation, **We
have been much impreassed,” wrote the Townsend Committee on
Co-operation, ** by the lack of knowledge of even the commonplace
of co-operation shown, noé only by the members of primary socie-
ties but also by office-bearers and even by the stafi employed by
the various non.official agencies....Even the official atall is, we
consider, in many respects insufficiently trained for the proper
discharge of its duties,”” Societies have, therefore, been started
rapidly and the majority of their members regard the society as a
mere government agency from which they can borrow at low rates
of interest. As the Assam Banking Enquiry Committee have put
it, « All that the raral society means to them is that it is a bank,
somehow or other connected with Government, from which they
can get money at a cheaper rate than from the money-lender or
mahajan, that there is no particular hurry in repayment and that
it does not matter much if they utilise the loan.for some purpose
other than that for which they professedly took it ; that there is no
reason why they should work harder, be more thriffy, or spend
their money more carefully than they did before tliey became
members.”” What a fall from the co-operative principls, »iz., that
members are thrifty, pool their savings and lend to each pthdr for
productive purposes! The members of the primary co-operative
societies do not often know what co-operation is and what Gilbert
Slater wrote in 1920, is still largely true : * What has been estab-
lished has been by Government initiative, kept in order by govern-
ment audit, and really financed by government oredit, becauss
funds came from people who, as a rule, would not trust their money
to the bank unless they knew the Government wag behind them.”
If.co-operation is to succeed the members should understand the
fundamental prineciples of co-operation ; but in India * there has
been lack_bf patient and persistent education of the members in the
principles and meaning of co-operation by teachers competent to
perform their tagk efficiently under adequate supervision.”*

The ignorance of the members leads to inefficient management
of the co-operative societies—the third main defect of vo-operation
in India, A co.operative society is after all what its members
make i, and ag it iz a democratic insbitution members must know

4. The Royal Qommission on Agriculture in India: Abridged
Report, p. 51.
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the fundamentals of co-operation, The emphasis on thrift, on
productive borrowing and punctual repayment, the very bedrock
of co-operative credit, is hardly found in practice, Only a very
small portion of the working capital comes from deposits from
members, The major portion of the funds of an agricultural
society are provided by the co-operative central banks. Many
village credit societies are, therefore, mere ‘groups of borrowers.’
The fact that a major portion of the funds comes from outside
sources, makes the members of the society indifferent with regard
to the recovery of loans. When a borrower fails to repay a loan,
the other members have no incentive to enforce repayment, Very
often the members of the board of management are themselves
defanlters and no prompt action is taken to recover the loans. The
funds of the society, thus, get frozen with a few defaulters. The
society becomes moribund; the honest members who have repaid
their previous loans promptly, when they want new loans have
therefore to approach the money-lenders and this farther weakens
the financial position of the society, The result is an accumulation
of arrears and the ultimate recovery of the loans by the central
finanecing agencies by the enforcement of unlimjted liability, which
results in losses to all the parties concerned. QOverdue loans have
become a serious problem in almost all the provinces and * unless
loans are repaid punctually, co-operation is both financially and
educationally an illusion,” .
Nor has co-operative credit been in India till now the ¢ controlled
credif’ that it claims to be, Almost all the members of a society
join it merely to borrow from it, and few understand the need for
restricting credit for productive purposes, It is not, therefore,
unusual for a member to borrow oatensibly for an improvement to
his land and to spend the amount on a marriage, and for the other
members to connive at it. Again, according to theory, the maximum
credit limit for each member is fixed by the general body, but this
provigion is ciroumvented when an obliging friend borrows in his
name for another, who has already borrowed up to the mazimum
limit fixed for him. Bpok adjustments are often made showing old
loans ad having been repaid, and new loans as given, Such conceal-
ment of the object of the loans and benami transactions are hardly
possible when the majority of the members realise and value the
principles of co-operation, and the funds of the society come mainly
from the savings, of its members, Case® are not unknown of big
landiords in the village who undertake money-lending and who
have borrowed from the village co-operative society to relend at
higher rates of intereat, Thus the society at Gangaikondan * is
now said to be controlled by a few Brahmin money-lenders who
borrow at cheap rates and relend at usurious rates to the poor.”5 ¥n
such cases the village society actually becomes the ally-of the.

5 P.J.Thomasand K, G. Ramakrishoan:; Some South Indien
Villages, A Resurvey, p. 376. '




00.0PERATION IN INDIA-—AN ESTIMATE © 188

money-lender in exploiting the poor! The ideal of ¢ controlled
co-operative credit’ is, therefore, yet to be realised in India.
o“

The apathy and ignorance of the rank and file lead to another
vital defect in management, viz,, the concentration of control in the
hands of the board of management. When the members are
literate, the board of management becomes all-powerful and very
often its members help themseives to the lion’s share of the funda.
Nor is it unusual for a co.operative society to become the battle-
ground of warring village factions, All these defects which reduce
co-operation to a mockery are the direct consequences of the fact
that spcieiies have been started without proper education of the
members in the prineciples of co-operation.

An additional defect in management is that very often loans
given by the primary societies are inadequate and are given, only
after a long delay. This inelasticity of eo-operative finance forces
members to borrow from money-lenders and thus leads to a
division of the members’ loyallies and weakens the finaneial
position of the society. )

A fourth defect of co-operation in India is the faet that till
very recently no provision was made for the supply of long-term
credit to wipe out the prior debts of the ryots, The fact that the
majority of their members had a large volume of ancestral debt led
directly to the emergence of overdues in the village credit societies,
Land mortgage banks are of relatively recent origin, but attempts
to reduce prior debis by debt conciliation or compulsory debt
relief and to wipe them ont through the ageney of land mortgage
banks should have preceded and not followed the starting of co-
opedrative credit societies to advance short and medium term
credit.

Fifthly, the developmrent of the Indian co-operative movement
has been extremely lop-sided. Non-credit co-operation has made
very little progress especially in agriculture, What Indian agricul.
ture needs is not more cheap credit, but a reorganization, and
failure to achieve this has in its turn contributed to the weakness of
the co-operative credit societies, What must be asolved is the
preblem of rural poverty, and for this attempts should be made to
increase the income of the farmer by all possible methods, such as
the promotion of better methods, better marketing, etc. It is of
course true that a credit gociety is the simplest to manage, and that
when co-operation has to be introduced among backward rural
. communities, it i3 best to begin with credit societies, But the
" oredit society can work successfully only if the income of the
farmers has been raised, and this postulates a development of non.
credit typea of co-operative societies also,

Sixthly, the rapid development in the namber of socisties has -
moant inadeguate supervision and stop-gap arrangements for
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supervision and audit. As seen in the discussions on the village
credit society, on unions and on provineial institutes, ¢ There hag
been not a little confusion about the differentiation of the functions
of audit, inspection and supervision, and where the responsibility
for the latter two sbould rest. There is no uniformity of practice.
In some provinces two agencies handle the three functions; in
others they are entrusted to three agencies, while in Baroda the
Cu-operative Department discharges all the three,”s The staff
employed by the Co-operative Departments and supervising unions
often lack adequate training, and frequently the audit ia superficial,
ag the auditors are in charge of an unmanageable number of sooie-
ties. Thus, in Bengal in 1928-29, each auditor was snpposed to
audit 160 primary societies, which the Provincial Banking Enguiry
Committee pronounced a physical impossibility.; Such perfunc-
tory audit is worse than no audit at all, ag it does notreveal the
position of the society correctly., In a country like India, where
the majority of the members of the primary societies are illiterate,
the resposibility of the staff of the Co.operative Department and of
the central banks and supervising unions is proportionately greater,
and no progreas is possible unless there is a decided improvement
in the quality and morale of these employees,

This leads us {o the fact that very little attention has as yei
been paid in India to the systematic organization of co-operative
education. The need for co-operative education and training for all
grades of workers, official as well as non.official, engaged in the
movement can hardly be exzaggerated but arrangements for such
education and training have been halting and have been under-
taken piecemesl. Thus, in Madras the responsibility for such co.
operative education and training id shared by the Registrar and
the Provincial Co-operative Union. But as the Madras Committee
on Co-operation (1940} have pointed out, * To ensure efficiency in
service, the paid stafl in the movement sghould be adequately
trained for their jobs and the members and honorary™ office.bearers
of societies should be taughb the theory and practice.of co-opera-
tion. This should be a normal feature, and not a pericdical
aotivity.”

Any discussion of the defects of the Indian co-operative move-
ment would be incomplete without a reference to the demand for
the « de.officialisation ” of the movement. As we have already seen,
the movement iz ander the tight control of the Government in
India, and the Registrar of Co-operative Societies is almoat ¢ all-
powerful’. 1t has been argued that as the fundamental basis of
cp-operation iz self-help, the powers of the Registrar should be
severely curtailed, and that there should bs a progressive relaxa-

6. E. M, Hough : The Qo-operative Movement in India, p. 91,

7. The Bengel Provincial Banking Enguiry Committss: Repors,
Vol. L, p. 160,
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supervision and audit, As seen in the discussions on the village
credit gociety, on unions and on provincial institutes, ¢ There hag
been not a little confusion about the differentiation of the functions
of audit, inspection and supervision, and where the responsibility
for the latter two should rest. There is no uniformity of practice.
In some provinces twoagencies handle the three functions; in
others they are entrusted to thres agencies, while in Baroda the
Co-operative Department discharges all the three’’s The staff
employed by the Co.operative Departments and supervising unions
often lack adequate trainihg, and frequently the andit is superficial,
a8 the auditors are in charge of an unmanageable number of gocie-
ties. Thus, in Bengal in 1928.29, each auditor was supposed to
audit 160 primary societies, which the Provincial Banking Enquiry
Committee pronounced a physical impossibility .y Sucg perfunc-
tory audit is worse than no sudit at all, as it .does notreveal the
position of the society correctly. In a country like India, where
the majority of the members of the primary societies are illiterate,
the resposibility of the ataff of the Co-operative Department and of
the central banks and supervising unions is proportionately greater,
and no progress is possible unless there is a decided improvement
in the quality and morale of these employees.

This leads us to the fact that very little attention has as yet
been paid in India to the systematic organization of co-operative
-education. The need for co.operative education and training for all
grades of workers, official as well as nom-official, engaged in the
movement can hardly be exaggerated but arrangements for such
education and training have been halting and have been under-
taken piecemeal. Thus, in Madras the responsibility for such co-
operative education and training is shared by the Registrar and
the Provincial Co-operative Union, But as the Madras Committee
on Co-operation (1940) have pointed out, * To ensure efficiency in
service, the paid staff in the movement should be adequately
trained for their jobs and the members and honorary office-bearers
of mocieties should be taught the theory and practice of co-apera-
tion. Thizs should be a normal feature, and not a periodical
activity.”

Any discussion of the defects of the Indian co.operative move-
ment would be incomplete without a reference to the demand for
the  de.officialisation ” of the movement. As we have already seen,
the movement iz under the tight control of the Government in
India, and the Registrar of Co-operative Societies is almost * all-
powerful *. It has been argued that as the fundamental basis of
co-operation is self-help, the powers of the Registrar should be
geverely curtailed, and that there shounld be a progressive relaxa-

6. E. M. Hough : The Co-operative Movement in India, p. 91,

7. The Bengsl Provincial Baaking Enquiry Committss: Report,
Vol. I, p. 180,
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tion of official control. Thus, according to Professor Kaji *“ The
popular movement should be handed back fo the people....the
continuance of State control at every turn is detrimental to the
highest interests of the movement,”® BSound as this opinion is
theoretically, it is extremely doubtful, whether, as things are ab
present, the movement can gain by the relaxation of government
control. A beginning can of course be made, as seen in the pre-
vious chapter, in the de-officialisation of the movement by handing
over some of the functions, such as co.operative education, audit
and supervision of co.operative societies, to the provincial co-ope.
rative institutes or unions : but for some time to come the unltimate
control of the movement must etill remain in the hands of
Government, The co-operative movement in India will be self-
regulating, only when the members of the primary societies are
animated by the co-operative spirit, and are well equipped to pro.
tect their own interests, At present, the majority of the members
of ec-operative societies are either ignorant or indifferent, and
non-official co.operators with a real enthusiasm for honorary work
are few. A complete devolution of powers to nen-official bodies
‘at this stage will, therefore, mean only the handing over of control
to a few individuals who claim a monopoly of all co-operative
knowledge and hence will be against the best intereats of the
movement as a whole. The co-operative movement having come
to be, for good or for bad, closely dependant on the Government,
what ia needed in the near future is rather a more thorough super-
vision and controlby the Government than has been the case in
the past. But the aim of the Government should be so to do
this work, and 8o to educate the members of co-operative societies
in the principles and methods of co.operation, as to make its
supervision and control superfluous. In other words, the Govern-
ment should work with the definite objective of ultimately handing
back the popular movemen? to the peaple, and the extent to which
the Co-operative Department is able to delegate its powers to the
co-operators themselves without a falling off in efficiency should be
the true measure of ita success,

Thus co-operation in India has not been a living, dynamic foree
contributing to the moral, intellectual, and economic regeneration,
bringing new life and hope to the farmers. It has not become with
them, as with the farmers in Demark, ‘a way of life’ but has
remained a government agency from which they can ¢btain cheap
eredit, The very slow progress of co-operative societies for pur-
poses other than the provisioh of credit, e.g., societies for the joint
cultivation of holdings, for the consolidation of holdings, for the
purchase of supplies, and for the sale of produge, proves that the
real messagé of co-operation, viz., that of seif-help and mutual
. association for common economic benefits has not been grasped by

8. H. L. Raji: Co-operation in Bombay, p. Ivi.
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the ryots in India, This explains why even after nearly 40 years
of co-operation, the movement is not spreading by its own momen.
tum. As we have seen above, societies in India have been atarted
in a hurry without adequate education of the members in the
fundamental principles of co.operation, and ‘f the result is that
there has been s number of still births, a high early mortality and
& large proportion of derelicts,”” as is shown jn Table X1X.

Thus 53% or more than half the number of societies have
been wound up or are op the way to liquidation and, as pointed
out by the Bulletin on Village Banks of the Reserve Bank of India,
these figures have a lesson for us. “A co.operative village bank
cannot be brought into existence by mere mechanical methods or
departmental fiat. It is a human institution which must grow out
of a felt want,” ® Co-operative societies in India have thus failed
to conform to the ideals of co-operation and have degenerated into
mere agencies for the provision of cheap credit. They have failed |
appreciably to raise the standard of life in the villages of India.

§ 2. Reorganization of the co-operative movement:!
Co-operation which gave the small farmers of Denmark a standard
of life which is the envy of the civilised world, has achieved very
little in India hitherto, mainly because of iwo reasoms, viz,, {a) it
has not been planned thoroughly so as to include the ° whole life’
of the farmers; () it has not been based upon education,

Started mainly to desl with the problem of rural finance, the
provigion of cheap credit became almost an obsession with the
co-operative movement in India, The fact that the true aim of
agricultural co-operation is rural reconstruction, that it is n¢t the
mere provision of cheap credit, or of efficient marketing, but a
. reorganization of agriculture on more profitable lin€s, was not

clearly realised,

In other words co-operation in India has not achieved much,
partly because it has not attempted to tackle and solve the problem
of rural poverty *‘as a whole.” The co-operative credit societies
have failed mainly because they have tried merely to provide cheap
credit, without trying to remove the other canses of the farmers’
bad economie condition, viz., the ignorance and illiteracy of the
farmers, the antiquated methods of production, the absence of
subsidiary industries to occupy the spare time of the farmer, extra-
vagant expenditure on social functions, defective marketing, ete.
Attempts should have been made simultaneously to increase the
income and reduce the expenditure of the farmers, * The' former

9 Ibid., p- 40

10 Only the fundamental principles are discussed here. §uggestions
for improvements in the working of the’ rillage ecredit societjes, central
banks, land mortgage banks, etc., have been discussed in the previous
chapbers.
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indigenous bankers in Bombay might be higher than those charged
by the indigenous bankers in Caloutta, but still funds do not move
easily from Calcutta to Bombay. Inan agricultural country like
India, the demand for gredit is seasonal, and the agencies providing
rural credit are likely to suffer from a shortage of funds during the
busy season when the crops are moving to their markets. But
neither the indigenous bankers, who provide most of the marketing
credit and part of the prodaction credit needed by the farmers, nor
tho go-operative organizations such as provineial co-operative banks,
have any means of replenishing their funds when the demand for
credit expands. The supply of credit is, thus, extremely inelastic
and rates of interest rise during the busy season; nor do they move
in the same direction in all parts of the conntry. If the farmers in
India are to be provided cheap credit, the supply of credit should
be rendered elastic.” For this it iz essential that the agencies
providing rural eredit must have a central institution from which
they could borrow in times of stringency on the security of agricul-
tural paper, The provineial co.operative banks need such an
agency for another reason also. They get most of their funds by
. way of depoaits from the public, and like the joint-sbock banks,

they also need an institution which woild act to them as *lender
of laat resort’, and would help them to tide over the crisis during
periods of emergency. An agency has also long bheen needed in
India which would undertake research in all problems relating to
sgricultural credit and would give technical advice to the Central
and the Provincial Governments on all matters relating fo measures

for the provision of agricultural credit, for agrieultural debt relief,
and for the control of money-lenders.

Thus, on the eve of the enactment of the Reserve Bank of
India Act in 1934, an agency was needed in India (a} to study all
problems relating to agricultural credit, (b) to give expert advice on
the subject to the Central and Provincial Governments and banking
organizations, and (¢} to co.ordinate and guide the ruzal eredit
agencies such as the co-operative organizations and the indigenous
bankers, and to provide them sessonal and emergency finance.

§2. Provision relating to agricultural credit in the
Reserve Bank of India Act: The agency best suited to undertake
the above duties is naturally the central bank of the country, and
it is therefore not surprising that the Reserve Bank of India Act
should have provided for the discharge of these functions by the
Reserve Bank of India. There was some opposition to the inclusion
of an Agricultural Credit Department in the country’s central bank
on the ground that the main function of a central bank must be,
not the provision of credit to agricniture, but the maintenance of a
stable carrency, But it was pointed out that in & predominantly
agricultural country like India the interest of the agriculburists
must be {ooked after by the central bank, The Australian example
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was followed in integrating an Agricultural Credit Department with
the central bank of the country.

By the constitutional provisions of the Reserve Bank of India
Act, the Bank was required to create a special Agricultural Credit
Department, Clause 54 of the Reserve Bank of India Act required
the Bank to create a special Agricultural Credit Department “(e)
to maintaia an expert staff to study all questions of agrienltural
credit and be available for consultation by the Governor-General
in Council, Local Governmeunts, provincial co-operative banks and
other banking organizations, (b) to c¢o-ordinate the operations of
the Bank in connection with agricultural credit and its relations
with provincial co-operative banks and any other banks or organi-
zations engaged in the business of agricultural credit,”

Provision was also made in the Regerve Bank of India Act, for
the Bank to make loans and advances to the provinecial co-operative
banks and through them to the co-operative movement, on the
securtty of agricultural paper, the promissory notes of co.operative
central banks and marketing societies, government securities, and
debentures of approved land-mortgage banks which are trustee
securities and are readily marketable. The Act also required the
Reserve Bank to examine the possibility of providing financial ao-
commodation to the indigenous bankers during the busy season by
offering them rediscount facilities. Thus, the Reserve Bank was
required to submit to the Governor-General in Council, within three
years of its inauguration a report, with proposals, if it thought fit,
for legislation on the following matters, viz, :—

. (@) the extension of the provisions of the Act relating to
scheduled banks to persons and firms, not being scheduled banks,

engaged in British India in the business of banking {i.e,, indigenous
bankers) ;

(b} the improvement of the machinery for dealing with
agricuitural finance and methoda for effecting & closer connection
between agricultural enterprise and the operations of the Bank,

The Bank accordingly submitted two reports on agricultural
credit ;. one, a preliminary report in December 1936, with a view to

clarifying the issues and eliciting public opinion; and the other,
the Statutory Report on 15th December 1937.

More than ten years have passed since the inanguration of
the Reserve Bank of India in 1935, and an estimate of what it has
achieved so far in the field of agricultural credit is likely to have
gome lessons for future policy. The record of the Reserve Bank
of India as an agency for research and advice on matters relating to
agricultural eredit, and as an agency for the provision of emergency
finance to rural credit organizations can now be examined,

§ 3. The Agricultural Credit Department: The Reserve
Bank, as required by the Act, created in April 1935 an Agricultural
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Credit Department. The Officer-in-charge of the Department is
assisted in the research activities of the Department by a Director
of Research, For the purpose of internal administration the
Department is divided into three seetions, wiz, the Agricultural
Credit, the Banking, and the Statistical and Research sections. The
Agricultural Credit Department has three main funetions. Firstly,
it studies all problems relating to rural finance, with particular
reference to co-operation and to legislation for the relief of rural
indebtedness. The results of these studies are issued in the form
of bulleting, four of which have been published so far. Secondly,
it keeps in close touch with the co-operative movement and deputes
its officers to study on the spot the special featurea of the move-
ment in the different parts of India. The officers of the Depart-
ment are also in close touch with che other agencies engaged in the
supply of agricultural finance, Thirdly, it gives technical advice
and guidance on all matters concerning agricultural credit to the
Central and the Provineial (tovernments, to the Registrars of Co-
operative Societies, and to co-operative banks and other banking
organizations when such advice is asked for.7

Inthe preliminary and the statutory reports issued by the
Reserve Bank of India, and in the various bulletins issued by it
from time to time, the Bank has indieated the lines on which the
co-operative movément ogn be re-organized to serve the agricul-
turists efficiently. The reports drew pointed attention to the fact
that the economic depression had only served to reveal a number
of defects in the cp-operative movement, which had already exigted
and had escaped attention during a period of prosperity. Loans had
been carelessly advanced to the agriculturist rouch in excess of their
repaying capacity. The societies had done little to encourage
thrift and to make members save in good years funds whickh could
bave been used to tide over the depression. The surplus income
of the good years had been frittered away in unproductive expen-
diture. Very little had been done to raise the income of the ryot
by encouraging co-operation in marketing, the purchase of supplies;
ete, The reports point out that many difficulties have to be faced
in the task of reconstruction and suggest lines on which the
movement has to be reconstructed and revitalised, The views of
the Reserve Bank on questions affecting agrienltural eredit and the
lines on which the credit organizations, so vitally necessary for the
agriculburists, should be developed are further clarified in the bulle-
tins published by the Agricultural Credit Department.

The bulletin on * Co-operative Village Banks’ (Bulletin No. 2)
indicates the lines on which the Reserve Bank wants the village
societies to be reorganized.  According to it, the village credit
societies should cease to be mere providers of cheap oredit, and

1 Functions and Working of the Reserve Bank of India. p. 15,
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shounld become real centres of social and economic progress by bring-
ing within their ambit tbhe entire social and economic life of their
members. They should include every eligible ryot in the village
and should becnme multi.purpose societies, encouraging better
farming methods, better living, co-operative marketing, and subsi-
diary industries such as the processing of crops and dairy farming,?
They should adhere to co-operative principles more strictly than hag
been the case in the past, and should make a real attempt to control
the unproduct’ve expenditure of their members. As the reorganiza-
tion of societies in this way requires much patient work, the
Reserve Bank suggested that In the early stages it would be better
to concentrate on a few select areaq.

The bulletin rightly maintains that < the prosperity of the
agrionlturist cannot be built upon the scaling down of debts by
legislation or its redemption by the State or by land mortgage
banks, nor can it be brought about by mere reduction in the rates
of interest and allowing repayment in easy instalments.” Real
improvement in the village economy can be achieved only by
village banks which do not confine themselves to the prosaic fune-
tion of a commercial bank but extend their activities to meet the
real needs of tle agricultural population,

.T'wo of the bulletins published by the Deparment explain the
working of two model banking unions, one at Kodivnar, in Baroda
State, and the other at Panjawar, in the Hoshiarpur diatrict of the
Punjab. 1n these bulletins the Reserve Bank suggests that the
-co-operative digirict central banks have hitherto confined their
activities merely to the financing of their affiliated societies, and
that the other equally important functions of education and super-
vision have heen relegated o the background, It has, therefore,
recommended that all the rural societies in each valuk or tashil
should in the future join in s banking union, and that all
the functions of finance, supervision, and education should be
concentrated in the hands of this union. Such taluk banking
unions, with a more restricted area of operation than the present co-
operative central banks, might be organised either by converting
the existing central banks into banking unions (where the area of
operation of the former is small) or by separately eastablishing
them and affiliating them to the central banks. * Working in a
limited area with agriculturists as its members, a banking unton of
the type described in the bulletins will concentrate in its hands all
the functions of finance, supervision and education for which
different agencies are employed at present, resulting in a diffusion
of energy and waste of effort. 3 The Department has kept a close
_ contact with the land mortgage banks and has advised them when-

2 8ew Chapters VIII and XII,

b 3 The practicability of these proposala is discussed in Chapter IX
. above,
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ever advice has been sought, It has circulated a note to all the
central land mortgage banke and Registrars of Co-operative Socie-
ties in various provinces, and has suggested certain improvements
in the system followed by land mortgage banks with regard to the
floatation of debentures and their repayment, A model balance
sheet hae been drawn up and circulated to all central land mortgage
banks for their information,

Another bulletin published by the Department discusses the
main features of the scheme adopted in Burma for the rehabilitation
of the co-operative movement after its collapse in 1929, and their
applicability to India. The Department has now taken up for
study credit legislation introduced.in the provinces and States,
meagures taken by Governments and central banks in foreign
countries for the finanecing of agricultere, restrictions on land
alienation, consolidation of holdings, the organization of crops and
cattle insurance, warehousing, audit, inapection and supervision of
co-operative societies, et

The Department has also given valuable suggestions to the
varions Provincial Governments that have approached it from
time to time, for advice on measures for the regulation of money-
lending and for the scaling down of debts and on schemes for the
rehabilitation of the co-operative movement.

The Agrieultural Credit Departhent of the Ressrve Bank of
India has thus done much useful work. Asan'agency for research
and for providing expert advice on matters relating to agricultural
credit, the Reserve Bank has worked admirably. As a banker, it
has not allowed itself, in its judgments, to be led away by senti
mental considerations, and hag reminded co-operators, that
co-operation ig, after all, business and nof philanthropy, and that
co-operative credit societies should work on atrictly business princi-
ples. Tt hasemphasised the futility of the easy and popular reme-
dies such as cheap credit, sealing down of debts, and leng term
credit advanced by land mortgage banks for the clearance of prior
debts, It has helped to focus attention on the main point, wiz.,
that all the above measures cannot-sucosed unless simultaneously
an atbempt is made to raise the income of the agriculturists by the
arganization of the village credit societies into multi-purpose
societies embracing in their sphere of operations the whole social
and economic' life of the village. 5

§ 4. The Reserve Bank of India and the provision of agri-
cultural finance-—The co-operative movement: As we have
already seen, the Reserve Bank of India, when it was inaugurated,
was expected to integrate the agricultural oredit system and render
it elastic by providing temporary financial accommodation to the
co-operative movement and to the indigenous bankers,

4 Ropotrt of the Fifth Annual Genersl Meeting of the Shareholders of
the Reserve Bank of India, 5-2-1940, '
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This temporary financial accommodation the Reserve Bank is
expected to provide only in times of emergency and seasonal
stringency. Thus, if there iz a run on the co-operative central
banka, or if they have advanced all their funds to the primary
societies and are in need of further funds during the busy season
they must be able to secure loans from the Reserve Bank against
their promissory notes and on the security of agricultural paper,
As the central bank of the country, the Reserve Bank cannot be
expected to supply these institutions their normal financial
requirements, For these, they must depend on their owned capital
and on the deposits they are able to attract from the public.

The types of accommodation the Reserve Bank can give lo the
provincial co-operative banks :—As laid down by section 17 (2) (b),
(4) (@), (¢) and (d) of the Reserve Bank of Indis Act, the Reserve
Bank can provide financial accommodation to the provincial

co-operative banks and through them to the co.operative movement
under the following heads :—3

“ (@) Loans and advances against Government seourities for
periods not exceeding ninety days to provincial co-operative banks
and through them to the central co-operative banks—Section 17
(4) (a). "

(6) Similar loans and advances to provincial co-operative banks
and through them to central co-operative banks against approved
debentures of recognised land morigage banks which are declared
trustee securities, and are readily marketable.

(¢) Diacount of treasury bilis.

{4} Loans and advances for periods not exceeding ninety days
to provincial co-operative banks against promissory notes of appro-
ved co-operative marketing or warshouse societies endorsed by
provinecial co-operative banks and drawn for the marketing of
crops—section 17 (4) (¢); or rediscount of such promissory notes
maturing within nine months—section 17 (2) (b); or loans and
advances for periods not exceeding 90 days on the promissory notes
of provincial co.perative banks secured by warehouss warrants
issued by corporations independent of the borrower or on the
gecurity of promissory notes supported by documents of title fo
goods which have been assigned or pledged as security for cash
credits or- over-drafts granted by the provincial co-operative banks
‘to approved marketing or warehouse societies—soection 17 (4) (d).

(¢) Advances to provineial eo-operative banks for a maximum
period not exceeding 90 dayas against promissory notes of central
co-operative banks endorsed by provincial co-operative banks and
drawn for financing seasonal agricultural operations or the market-
ing of crops—section 17 (4) (¢); or rediscount of such promissory
notes maturing within nine months—section 17 (2) (5). ”

" 5 Circular Letter No. ACB 90 70-38.
R 23



178 THE ECONOMICS OF INDYAN AGRIOULTURE

The conditions laid down by the Bank for the grant of financial
assistance :—But while the statute has, thus, provided for help
being given to the provincial co.operative banks in a number of
ways, in_ practice, litile such assistance has been given by the
Reserve Bank, In its Statutory Report on Agricultural Credit and
in its circular letters, it has laid down the conditions dnd terms on
which it is prepared to give the credit and rediscounting facilities
that have been authorised by the Act, which amount to a virtual
dental of thease facilities.

Thus, the Reserve Bank wants the provineial co-operative
banks and the other co-operative organizations such as the co-
operative central banks to modify their present practice in a
number of ways, before they approach the Reserve Bank for
financial assistance. It requires the provinecial co-operative banks
desirous of securing the accommodation from it, (2) fo maintain
with it, like the scheduled banks, some minimmym balances, the
amount of which should not at the close of business on any day be
less than 239 of their demand liabilities and 1% of their time liabili.
ties, (b) recast their balance sheets and to submit to the Bank the
periadical statements prescribed for the purpose, and (¢} to submit
themselves to periodical inspection by the Bank,

Before advancing them credit for the financing of seasonal
agricultural operations and for the marketing of crops om the
security of their promissory notes endorsed by the provincial co-
operative banks, the Reserve Bank requires the central co-opera-
tive banks also to submit to a number of conditions, TFirstly, if
requires detailed information regarding the finaneial position of the
central banks whose paper is intended to be rediscounted and the
working of the primary scecieties financed by them. Secondly, it
wante them to maintain fluid resources in the form of cash and
government securities amounting to at least 40% of their deposit
linbilities. It has suggested that the provincial and the co-opera.
tive central banks should hold 103 of their deposits in the form of
pash and balances with other banks, 30 to 40% in the form of
government seenrities and treasury bills, and.invest only 50 to 56%
of their deposit liabilities in loans and advances, Thirdly, it wants
the co.operative central banks and the village credit societies to
confine themselves in.the future to short-term financing, It has
suggested that medium-term loans for the replacement of cattle or
implements should not exceed two years, and ghould form only 2
comparatively small part of the business of the village eredit gocie-
tics. Fourtbly, the Resorve Bank seems to regard with suspicion
the present organization of co-operative societies as they * are too
one.sidedly representative of the debtor,” It requires a reorganiza-
tion of the directorate of the provineial and co-operative central
banks with more representation for the non-borrowing elements

before it lets flow any eredit to the ryot through the provincial
bank, ’
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It is neither desirable nor possible for the co-opeyay; .
zations to satisfy some of the above conditions. T}E’e ﬁgﬁt{;ﬁm.
of liquid resources up to 40% of their deposits as requireq by tﬁ:
Reserve Bank * would practically cripple the business and workiy
of central banks.” The co.operative central banks work on amaij
marging and provide credit to agriculture at low rates of interest,
and they cannot, therefore, afford to invest a large part of their
resources in low-yielding government securities. As pointed out
by the Committee on Co-operation in Madras (1940}, “if central
banks are to adhere to the rates suggested by the Reserve Bank
...... most banks cannot pay their way or meet their working ex-
penses......much less can they afford to pay a modest dividend to
their gshareholders; nor ean any addition be made to their statu-
tory reserve funds,”’® Moreover, in all the provinces, even ab pre-
sent, the central banks are maintaining certain standards of fluid
regources prescribed by the Governments, and few central banks
have come to grief on account of lack of such rescurces. There
seems to be, therefore, little justification for the change demanded
by the Reserve Bank.

Nor “is it desirable for the co.operative societies to confine
themseives merely to short-term finance and to approximate their
methods of business to those of the commerecial banks, The agri-
culturists require in addition to short-term credit, medium-term
credit for periods ranging up to five years for the purchage of ani-
mals and implements and for effecting improvements, and if the
co-operative societies refuse to provide such credit, a gap ia likely
to arise in the co.operative credit system.” Even with regard to
short-term credit for current eultivation expenses, the farmer can-
not afford to base himself on the proceeds of only a year’s turnover,
a3 the yield from land is extremely uncertain, Recent economic
thought on agricultural credit has, therefore, favoured the substi-
tubion of medium-term loans for even short-term loans. The co-
operative societies, therefore, must consinue to provide in the
future, as they do at present, medium-term as well as ghort-term
finance,? and they should raise the funds needed for this purpose
by deposits of appropriate duration, Co-operative aocieties have,
in fact, been organised mainly because the commercial banks are
unsuitable to finance agriculture, and if they were to conform to
the practices of the commercial banks they wounld defeaf the objeot
for which they have been started,

The demand of the Reserve Bank for dstailed information
regarding the working of the co-operative central banks whose
paper is brought forward for rediscount and the working of the

6. The Committee on Co.operation in Madras (1940): Report
per. 2569.

7. Thers is & good discussion on this topic in the Report of the Com-
mittee on Co-operation in Madras, par. 177.

8. See Chapter VIII § 8; Chapter IX § 2.
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primary societies financed by them, also seems to be unnecessary,
The Reserve Bank is, after all, asked to advance money on their
paper only when such paper has been endorsed by the provincial
co-operative banks. The provincial co-operative banks advance
money to the co-operative coniral banks only after they have
gatisfied themaelves regarding their soundness, and one does not
see why the endorsement of the provincial co-operative banks
should not satis{y the Reserve Bank,

The same attitude of suspicion has characterised the relations
between the Reserve Bank and the land mortgage banks. The
Reserve Bank can help the central land mortgage banks that have
been declared provincial co.operative banks, by buying asome of
their debentures. This would mean very little rigk to, the Reserve
Bank (as the debentures have been declared trustee securities and
the respective provincial Governments have guarantesd the inte-
rest and the principal of these debentures} while adding greatly to
the popularity of the debentures. But the Reserve Bank prefers
to wait and see whether the debentures are readily marketabie ;
it has suggested to the land mortgage babks that they should
‘ interest genuine investors in their debentures,” before asking the
Reserve Bank for assistance. This looks like putbing the cart
before the horse. One of the best ways of making genuine inves-
tors come forward to purchase the debentures of the central land
mortgage banks, and of making the debentures more readily mar-
ketable, is for the Reserve Bank to step in and purchase the
debentures, and to notily its willingness to lend on the security
of the debentures,

Thus, during the ten years of its existence, the Reserve
Bank of India has done veryclittle to render financial assistance
to the co-operative movement and give a certain measure of elas-
ticity t0 the co-operative credit system. A few provineisl eco-
perative banks have been able to secure from it advances on the
security of government paper, but no whole-bearted attempt has
been made to develop the other types of business authorised by the
Reserve Bank of India Act, ‘

§ 5. The Reserve Bank and the provision of agricultural
credit—The indigenous bankers: With regard to the indigenous
bankers the Reserve Bank has followed an even more cautious
policy. . .

The important role played by the indigenous bankers is the
provision of credit in India, and the need for linking them to the
central banking ingtitution of the country have already been
discussed in Chapter V § 2. Such a linking is essential for the
provision of cheap and elastic credit to the large mass of agricul-
turists. But from the point of view of the Reserve Bank itself,
there is an additional reagon why the indigenous bankers should be
linked to it: the fact that the Reserve Bank’s conutrol over the
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currency and credit of the couniry would be hopelessly incomplete
unti! the indigencus bankers, who control nearly 90% of the
country’s banking, are brought under its sphere of operations. As
Sir George Schuster put it so well in 1933 in his speech in the
Legislative Assembly, ¢ until the vast portion of India’s banking
and credit, which is represented by the indigenous bankeérs, is pu
into gear with the relatively small machine of the modernised
money-market, with the Reaerve Bank as its central control, it will
be impossible for the Reserve Bank to exercise full control of
currency and credit in India,...and it will be equally impossible
for the masses of the people who populate the country-side of India
to get the full benefits of banking and ecredit facilities on reasonable
terms, which a well-organized banking system ought to give.”

The Central Banking Eaquiry Committee reporting in 1931
bad recommended, that the indigenous bankers as well as the
joint-gtock banks should be directly linked to the Reserve Bank,
and thereby provided with rediscount facilities with that institu-
tion when it should be established. They had also recommended
that the provisions requiring the member banks to keep a certain
percentage of their time and demand liabilities ag interest free
balances with the Reserve Bank might be waived, during the first
five years of the working of the Bank, in the case of indigenoua
bankers whose deposits did not exceed five times their capital.

No attempt was made to implement these recommendations
when the Reserve Bank of India Aot was passed in 1933. But an
obligation was laid upon the Reserve Bank by section 65 (1) (a) of
the Act to make a report to the Governor-General in Council, with.
in three years at the latest, on the extension of the rediscounting
facilities given to the scheduled banks by the Reserve Bank to the

"indigenous bankers also, with proposals, if it thought fit, for
legislation,

The Reserve Bank accordingly brought forward its schems for
the linking of the indigenous bankers with itself in May 1937, in a
circular letter to all the scheduled hanks and to representative
indigenous bankers In direct contravention of the recommenda.
tiona of the Central Banking Enquiry Committee and of the spirit
of the Reserve Bank of India Act, the Reserve Bank proposed to
give rediscounting facilities to the indigenous bankers not directly
but only through the schedunled banks, who were thus to bear part
of the responsibility for financing the indigenous bankers, The
indigenous bankers when they needed funds were to get their bills
and notes discounted with the%cheduled banks, which in their turn
were to be enabled to get these notes rediscounted with the Reserve
Bank, At the same time the Reserve Bank atipulated certain
conditions by - conforming to which the indigenons bankers
could link themselves directly to the Bank and secure
from it rediscounting facilibties. These conditions were : (1)
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elastic agricultural credit is a desideratum for agricultural improve-
ment. The sooner the Reserve Bank realises its responsibilities in
the matter, the better will it be for the country as well ag the
Reserve Bank,

§ 6. Aifocation of the Reserve Bank’s profits to Agri-
cultural reconstruction : 10 An interesting suggestion has recently
been made by Sir Manilal B. Nanavati, President of the Indian
Society of Agricultural Economics, that ‘“ half of the net profits of
the Reserve Bank of India should be set apart for financing the
setting up of an organization for the development of rural life.”
Since the outbreak of the War in September 1939, the profits of
the Reserve Bank of India have been increasing steadily, mainly as
a result of the increased issue of currency by the Issue Department,
The profits have thus come mainly from the community and there
is no reason why the greater part of it should not be spent upon
the improvement of agriculture—the sole means of living of the
maiority of the population. Sir Manilal therefore suggests that
balf of the profita of the Reserve Bank should be set apart to
finance the creation of an organization, which .will concern itself,
not merely with the technical agpects of agriculture, but with the
whole rural problem, which will cofiect information, frame policies,
and give grants to finance schemes of recoasiruction. The funds
might be entrusted to the Imperial Council of Agricultural Research
which should set up additional committees- for (1} the social and
cultural life ofthe people; (2) the finance of agricnlture, tariffs
and fiscal problems, debt legislation ; (3) problems of land tenure
and taxation; (4) rural engineering; (5) rural transport; and
(6) rural administration and propaganda, The proposal is eminently
practicable and we are sure its adopsion will help to ecreate an All-
India orgamization concerning itself not merely with technical
research but with the whole problem of rural development,

10 M. B, Nanavati and J. J. Anjaria: The I_ndia; Rural Problem,
Pp. 33438, ;



