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Preface

Finance is considered to be an important resource and every sector of the economy that is agriculture, industry, trade, services etc. need finance both for the purpose of carrying on day-to-day activities and also for growth and progress. For a rapid advancement in the field of agriculture, development oriented, credit facilities must be provided according to the needs of the farmers. National Bank for Agriculture and Rural Development (NABARD) is a credit institution which provides its refinance for the promotion of agriculture, small scale industries, cottage and village industries, handicrafts and other allied activities in rural areas.

Dr. K. T. Chandy, Agricultural & Environmental Education 

I. Introduction

Agriculture has been the basic means of survival since time immemorial. Effective utilization of the available resourees such as land,  water, cattle forestry; etc. for meeting the human requirements is important. Agriculture forms the back-bone of the Indian economy and despite efforts of industrialization, during the last four decades agriculture continues to be the basis of economy. Agriculture is the largest and the most important sector as about 70 per cent of population depend upon it as against three per cent in United States  four per cent in Canada and five per cent in Australia. Agriculture has always been a way of life rather than a business, particularly, in the developing countries like India. Agriculture tries to take the man back to the nature while the modern industry takes him away from the nature. Various experts in this field have expressed different views regarding the role of agriculture in the society. In this regard the simple explanation is that because the agriculture feeds the world, it is the basis of the existence of the human sector.

Finance is a crucial resource and every sector of the economy need finance. For rapid agricultural growth; credit facilities must be provided according to the needs of the farmers. There are several credit institutions which provide credit facilities to the agricultural sector, but most of these institutions have been functioning more or less like credit shops, disbursing credit and getting it back. The basic concept of development oriented financing is that credit is consciously used as a tool for development. It calls for initiative and energetic involvement on the part of credit institutions in developing the potential opportunities of underdeveloped or undeveloped sections of industrial sectors through selective and strategic input in terms of credit. It was in this line, that the government decided to set up National Bank for Agriculture and Rural Development (NABARD). This proposal was approved by the Government of India and the Reserve Bank of India and the NABARD Act, 1981, was passed by the parliament and the NABARD come into existence on July 12, 1982.

NABARD provides its refinance for the promotion of agriculture, small-scale industries, cottage and village industries, handicrafts and other rural crafts and other allied economic activities in rural areas with a view to promote Integrated Rural Development Programme and securing prosperity of rural areas, and for matters connected there with. It has taken over the refinancing functions from the Reserve Bank of India in respect of state cooperative banks and regional rural banks. It has also taken over the ARDC (Agricultural Refinance and Development Corporations). It has close links with Reserve Bank of India by virtue of the latter holding 50 per cent of its share capital and the three members of the Reserve Bank of India's central board being appointed as directors for NABARD. Various activities of the NABARD are discussed in this booklet. In this booklet the terms NABARD and the National Banks are used interchangeably.

II. Origin of NABARD

The Reserve Bank of India appointed a Committee to Review Arrangements for Institutional Credit for Agriculture and Rural Development (CRAFICARD) in March 1979. This committee reviewed the existing institutional arrangements for agriculture and rural development and submitted the report in January 1981. The CRAFICARD felt that the device of a statutory body for policy making for agricultural credit did not work in an effective manner. The committee also observed that in the mean time the problems of agricultural credit have not only grown in complexity and size but also merged in the broader task of the rural development as a whole. In view of this situation the committee felt the need for an organizational device for providing undivided attention, forceful direction and focus to the credit problems arising out of integrated rural development

The Committee was of the view that with the adoption of multi agency approach, the rural branches of the commercial banks and the regional rural banks have become an integral part of the rural credit system. Besides, a number of other practical problems were pointed out

NABARD has been conceived by CRAFICARD as an exercise in decentralization of central bank's function of providing all types of production and investment credit to agriculture, small scale industries, artisans, khadi and village industries, handicrafts and other allied economic activities in an integrated manner. NABARD is also charged by the committee with the responsibility of promoting integrated rural development programmes.

The Government of India and the Reserve Bank of India approved the proposal of CRAF1CARD. The NABARD Act was passed by the parliament on 1st December, 1981. It came into existence on July 12, 1982 and started functioning with effect from July 15, 1982.

III. Objectives of NABARD

NABARD has been set up in the form of an apex institution for meeting the growing and diverse credit needs of the agricultural and rural sector. The bank is a specialized institution in the field of agricultural credit and is able to tackle the problems arising from Integrated Rural Development. It is believed that the institution will also include the financing of agriculture and allied activities, which would also include marketing, processing, storage and rural enterprises. For this, the bank will combine in itself the developmental and financial role.

As the apex institution it is concerned with policy, planning and operations in the field of agricultural credit and other economic activities in rural areas. The main objectives which guide the functioning of NABARD are:

1. to provide refinance to eligible institutions, namely, SLDBs (State Land Development Banks), SCBs (State Cooperative Banks), and RRBs (Regional Rural Banks) for supporting production and investment credit for developmental activities in rural areas,

2. to improve the absorptive capacity of the credit delivery system through institution building by monitoring, formulation of rehabilitation schemes, restructuring of credit institutions, training of personnel, etc.,

3. to coordinate the activities of different agencies engaged in developmental work at the field level and to keep liason with government of India, state governments and Reserve Bank of India and other national level institutions connected with policy formulation,

4. to undertake monitoring and evaluation of projects refinanced by it. 

The major objectives which guide refinance support for different activities through the eligible institutions by NABARD are:

1. to support national policies for increasing agricultural production and rural employment through efficient use of national resources;

2. reduction of regional imbalances;

3. equitable distribution of growth, ensuring credit support to the weaker sections of the society through special programmes like the Integrated Rural Development Programme;

4. Increasing the credit absorptive capacity of the credit delivery system by improving the health of the agencies involved in credit dispensation; and

5. improving quality of lending through proper control of technical and financial parameters and propagation of the repayment ethics.

IV. Functions of NABARD

The main functions of NABARD are explained under (1) production and marketing credit, (2) conversion of loan for production credit, (3) rescheduling of loans of artisans, small industries (4) investment credit medium term, (5) other  investment credit, (6) purchase and sale of shares, (7) loans to state governments for share capital contribution, (8) security for credit, (9) direct loans and (10) issues of guarantees. 

I. Production and marketing credit

The NABARD may provide by way of refinance, loans and advances, repayable on demand or on the expiry of fixed periods not exceeding 18 months, to state cooperative banks, regional rural banks, or to any financial institutions or to any class of financial institutions; which are approved by the Reserve Bank in this behalf, for financing.

i. agricultural operations or the marketing of crops, or 

ii. the marketing and distribution of inputs necessary for agriculture or rural development, or 

iii. any other activity for the promotion of or in the field of agriculture or rural development, or

iv. the production or marketing activities of artisans or of small scale industries, village and cottage industries or those engaged in the field of handicrafts.

The NABARD may take loans and advances against the security of stocks, funds and securities, in which a trustee is authorized to invest trust money.

2. Conversion loan for production credit

Where NABARD is satisfied that owing to drought, famine or other natural calamities, any state cooperative bank, regional rural bank or any financial institution falling under any such class of financial institutions, as may be approved by the Reserve Bank on this behalf requires assistance, it may provide to such bank or institution. It is done by way of making loans and advances repayable on the expiry of fixed periods not exceeding seven years and on such terms and conditions as may be specified by the NABARD.

3. Rescheduling of loans of artisans, small scale industries.

Where the NABARD is satisfied that owing to unforeseen circumstances, the rescheduling of any loan and advance made to artisans, small scale industries, village and cottage industries and those engaged in the field of handicrafts and other rural crafts, by any state cooperative banks, regional rural bank or any such financial institution, it may provide to such bank or institution such financial assistance as it may deem fit by way of loans and advances repayable on the expiry of fixed periods not being less than 18 months and not exceeding 7 years against such securities as may be specified on this behalf by the NABARD.

4. Investment credit-medium term

The NABARD shall provide such financial assistance as it may consider necessary by way of making to state cooperative banks, regional rural banks, loans and advances repayable on the expiry of fixed periods not being less than 18 months and not exceeding 7 years against such securities as may be specified, on this behalf, by the NABARD and such loans or advances may be made for agriculture, rural development or such other purposes as it may determine from time to time.

5. Other investment credit

NABARD may provide such financial assistance as it may consider necessary for promoting agriculture and rural development by making loans and advances, by way of refinance, on such terms and conditions as it may think fit to impose to a state lands development bank or a state cooperative bank or a scheduled bank or any other financial institutions approved by the Reserve Bank in this behalf, and also rescheduling the payment of such loans and advances.

6. Purchase and sale of shares

The NABARD may contribute to the share capital of or purchase and sell shares of, or invest in the securities of, any institution concerned with agriculture and rural development, which the central government may notify, in consultation with the Reserve Bank.

7. Loans to state governments for share capital contribution

The NABARD may make loans and advances to state governments, repayable on the expiry of fixed periods not exceeding 20 years from the date of making such loans and advances, from the national rural credit (long term operations) fund established for enabling them to subscribe directly or indirectly to the share capital of a cooperative credit society.

8. Security for credit

No accommodation is granted by the NABARD to an institution other than a scheduled bank unless it is fully and unconditionally guaranteed by the government as to the repayment of principal and payment of interest.

9. Direct loans

The National Bank may make loans and advances by way of refinance to any institution approved on its behalf by the central government on such terms and conditions (including security) rind repayable within such period not exceeding 25 years as the National Bank may deem fit.

10. Issues of guarantees

The National Bank may guarantee with the prior approval of the central government and on such terms and conditions as may be agreed upon, deferred payments in connection with the purchase of capital goods.

V. Purpose of Refinance

Some of the important purposes for which refinance support is available from the National Bank are mentioned here.

A. Farm activities

For the farm activities short, medium and long term loans are available.

1. Short term

Short term loans are given for:

i. seasonal agricultural operations and marketing of crops;

ii. stocking and distribution of chemical fertilizers; and

iii. financing cooperative sugar factories.

2. Medium! Long term

The medium and long term loans are available for:

i. approved agricultural purpose,

ii. conversion loans,

iii. purchase of shares in the cooperative sugar factories, and other cooperative processing societies,

iv. minor irrigation investments such as construction of dug wells, dug cum bore wells, bore wells, tube wells, lift irrigation units, agricultural pump sets, sprinkler irrigation, etc.,

v. farm mechanization, including tractors, power tillers, threshers, etc.,

vi. land development, soil conservation, shaping of land tor irrigated or dry land farming,

vii. plantation and horticulture crops, such as, coffee, tea, rubber, cashew, coconut, grapes, spices,. etc.,

viii. animal husbandry programmes covering dairy, poultry, sheep, goat, piggery etc.,

ix. inland and marine fisheries,

x. storage go downs and market yards,

xi. forestry, including growing specified varieties of timber for paper, pulp and fibre,

xii. activities under Integrated Rural Development Programme (IRDP)

xiii. work animals, animal driven carts, etc.. and

xiv. other purposes like dryland farming, command area development projects, export oriented agricultural projects, etc.

B. Non-farm activities

Loans are provided for a whole range of non-farm activities.

1. Short-term/ Working capital Short term loans are available for:

i. production and marketing activities of power loom/ hand loom weavers societies primary coir cooperatives, other cottage and small-scale industrial cooperative and village artisans through primary societies,

ii. procurement and marketing activities of apex/ regional weavers' societies and central coir marketing societies,

iii. silk reeling and twisting activity of cooperatives, and

iv. collection and marketing of minor forest produce.

2. Medium / Long term

Medium and long term loans are given for:

i. purchase of shares by power loom owners/ power loom weavers societies and hand loom weavers in consumer type of cooperative spinning mills,

ii. acquisition and modernization of handlooms,

iii. acquisition of power looms,

iv. establishment of coir units, setting up of showrooms sales depots in hired premises, etc.

v. sericulture including irrigation facilities for mulberry cultivation, new planting! replanting, acquisition of rearing equipments, setting up of drainage units by individuals, etc.

vi. cottage and village industries activities of industrial cooperatives engaged in the production and marketing activities of cottage and small scale industries, industrial activities of rural artisans and farmers service societies for purchase of equipment and tools, etc.

vii. small cottage and village industries-infrastructure and promotional support schemes. Refinance to the registered societies for investment in plant, machinery and, tools.

viii. automatic refinance facility for the purpose of financing the small cottage and village industries.

ix. diversified non farm purposes falling under the industries, services and business component of IRDP and scheduled caste scheduled tribe action plan outside IRDP

x. bio gas plants -installation of different types of biogas plants,

xi. purchase of dual fuel engine and installation of biogas plants of the respective size,

xii. other non-conventional energy sources such as wind mills, etc., and

xiii. term loan assistance to meet the margin of the money requirement of small cottage and village industrial units.

VI. Organizational Set-up

For the efficient performance of its functions, NABARD is empowered to appoint various committees, for example, there exists an executive committee for discharging such functions as may be delegated to it by the Board. Similarly, NABARD is also authorized to appoint advisory council to advise the 'NABARD as may be referred to it. The entire work of NABARD has been divided into fourteen departments. These departments are further divided into divisions and cells according to the requirement. These departments are the following.

Projects and Operations Department, Inspection Department including follow-up divisions, finance and accounts department, human resource management department, management services department, law department, general administration and premises department, secretary's department, internal audit department, vikas volunteer vahini department, planning and development department, institutional development department, economic analysis and publication department, and technical services department.

To achieve its objectives and tor efficient performance of the work, NABARD has opened 16 regional offices and 7 sub offices at various state capitals. The style of functioning of different authorities is always through a judicious planning, careful regulation and vigilant control.

It is suggested that NABARD should open its branches at district level so that they may help and guide the leading banks in the preparation of annual action plans or district credit plans. This will also help in obtaining more effective evaluation and monitoring of various schemes.

VII. Conclusion

The progress and economic development in a country like India really means reconstruction and resurgence of its rural communities. Nearly seventy per cent of its population live in villages, hence the provision of banking facilities is one of the important infrastructure facilities that influence the economic development of the rural population in India. Agriculture and rural finance is not merely a question of money lending. The purpose is not to replace individual money lenders with institutionalized money lenders but to enable 1he agriculture and farmers to more on to a level of technology that would create a sustained basis for increase in agricultural output and to increase the productivity of land, labour and capital.

The NABARD was established in July 1982, as an apex institution in the field of agricultural and rural credit. It is expected to act as a catalystic agent in filling the gaps in agricultural finance. Thus, NABARD was established, for providing credit for the promotion of agriculture, small-scale industries, handicrafts and other allied economic activities in rural areas with a view to promote Integrated Rural Development Programme and securing prosperity of several areas.

The bank serves as a refinancing institution for extending short term credit for the promotion of activities in 1he agricultural field. The Bank provides refinance to various banks for their term lending operations for the purposes of agriculture and rural development.

The NABARD has made commendable progress since its inception. The various measures taken by the bank during the last few years and a large volume of financial accommodation which it has provided has been aimed at with a view to bring about and promote the development. The various measures taken by the bank have certainly helped a great deal in strengthening the financial position of the cooperative credit structure. There has been a significant increase in the deposits and owned funds of the various cooperative credit institutions.

While emphasizing the need for National Bank to play its appropriate role in providing finance, it is necessary that the cooperative movement should also mobilize the savings of the rural areas. It cannot take the risk of providing unlimited finance without making it sure that the loans advanced by it will be promptly repaid. Thus, it can be stated, as the National Bank finance necessarily has to depend on the ability of the movement to raise resources, it is highly desirable that the village credit societies, central cooperative banks and apex banks should make for greater efforts to strengthen their resources, increase their own paid up capital and secure larger deposits from the people in the rural as well as urban areas.

Therefore, to conclude, NABARD acts as an apex bank for refinance as well as for development activities in the field of agriculture and rural development in true sense. The over all performance of NABARD can be said as satisfactory. What is required is making available more resources at the disposal of NABARD and active cooperation of various state governments and agencies disbursing credit directly.
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