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 MICRO CREDIT- 

Micro credit is the extension of small loans to entrepreneurs too poor to  qualify for traditional bank 
loans. In developing countries especially, micro credit enables very poor people to engage in self-
employment projects that generate income. Though the micro credit financing has got its root from the 
development of Grameen Bank in Bangladesh in 1976s, and now it has been expanded globally, not only 
in terms of covering a larger number of clients but also with increasing number of microfinance 
institutions that come forward to carry out these services for the poor. In order to give further fillip to 
micro-finance movement, the RBI has enabled  
 

Non-Governmental Organisations (NGOs) engaged in micro-finance activities to access external 
commercial borrowings (ECBs) up to US $ 5 million during a financial year for permitted end-use, under 
automatic route, as an additional channel of resource mobilisation. RBI is moving towards a systems 
perspective for providing effective policy support not only because a number of different 
institutions,banks, MFIs, NGOs & SHGs are involved, but also because these institutions have very 
different institutional goals. 
 

 NON GOVERNMENTAL ORGANISATION (NGO)  
 

 A Non-Governmental Organisation (NGO) is a voluntary organization established to undertake social 
intermediation like organizing SHGs of micro entrepreneurs and entrusting them to banks for credit 
linkage or financial intermediation like borrowing bulk funds from banks for on-lending to SHGs. The 
microfinance sector has emerged from the efforts of Non-Governmental Organisations (NGOs), and as a 
response to the failure of existing structures to deliver financial services to the poor. The efforts by 
NGOs have emerged from grassroots and represent diversity. 
 

SELF HELP GROUP (SHG) 
 



 

 

A Self-Help Group (SHG) is a registered or unregistered group of micro entrepreneurs having 
homogenous social and economic background voluntarily, coming together to save small amounts 
regularly, to mutually agree to contribute to a common fund and to meet their emergency needs on 
mutual help basis. The group members use collective wisdom and peer pressure to ensure proper end-
use of credit and timely repayment thereof. In fact, peer pressure has been recognized as an effective 
substitute for collaterals. 
 

PRIORITY SECTOR LENDING (PSL) 
 

Priority Sector includes those sectors that impact large sections of the population, the weaker sections 
and the sectors which are employment-intensive such as agriculture, tiny and small enterprises. 
Presently, the broad categories of priority sector for all scheduled commercial banks are as under: 
 

 Categories of Priority Sector 
 

� Agriculture (Direct and Indirect finance): Direct finance to agriculture includes short, 
medium and long term loans given for agriculture and allied activities (dairy, fishery, piggery, poultry, 
bee-keeping, etc.) directly to individual farmers, Self-Help Groups (SHGs) or Joint Liability Groups (JLGs) 
of individual farmers without limit and to others (such as corporate, partnership firms and institutions) 
for taking up agriculture/allied activities. 
 

� Small Enterprises (Direct and Indirect Finance): Direct finance to small enterprises 
include all loans given to micro and small (manufacturing) enterprises engaged in manufacture/ 
production, processing or preservation of goods, micro and small (service) enterprises engaged in 
providing or rendering of services, and whose investment in plant and machinery and equipment 
(original cost excluding land and building and such items as mentioned therein). The micro and small 
(service) enterprises include small road & water transport operators, small business, professional & self-
employed persons, and all other service enterprises. Indirect finance to small enterprises includefinance 
to any person providing inputs to or marketing the output of artisans, village and cottage industries, 
handlooms and to cooperatives of producers in this sector. 
 

� Retail Trade: includes retail traders/private retail traders dealing in essential commodities (fair 
price shops), and consumer cooperative stores. 
 



 

 

� Micro Credit: Provision of credit and other financial services and products of very small amounts 
not exceeding Rs. 50,000 per borrower, either directly or indirectly through a SHG/JLG mechanism or to 
NBFC/MFI for on-lending up to Rs. 50,000 per borrower, will constitute micro credit. 
 

� Education loans: Education loans include loans and advances granted to individuals for 
educational purposes up to Rs. 10 lakh for studies in India and Rs. 20 lakh for studies abroad, and do not 
include those granted to institutions. 
 

� Housing loans: Loans up to Rs. 20 lakh to individuals for purchase construction of dwelling unit 
per family, (excluding loans granted by banks to their own employees) and loans given for repairs to the 
damaged dwelling units of families up to Rs. 1 lakh in rural and semi-urban areas and up to Rs. 2 lakh in 

urban and metropolitan areas31 
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KISAN CREDIT CARD SCHEME  
 

Genesis  
In spite of various measures to rejuvenate farm credit, the flow of credit remained quantitatively and 
qualitatively poor. The institutional sources of credit meet only 51 per cent of the credit requirements of 
farm sector. The non-institutional sources were mainly reached by farmers due to lack of collaterals, 
frequent needs, undue delays, complicated procedures and malpractices adopted by institutional 
lending agencies. With a view to inquiring into the reasons for the problems of the farm credit and 
suggesting measure for improving the delivering system, RBI set up a one man Committee of Shri R. V. 
Gupta to in December 1997. The Committee submitted its report in April 1998. It was against this 



 

 

background that RBI directed all  
Public Sector Banks (PSBs), RRBs and cooperative banks to introduce "Kisan Credit Card Scheme (KCCS)" 
on the lines of the model scheme formulated by NABARD and in due course of time the KCCS was 
adopted by all the directed agencies. 
 

Objective- 
 

 The KCCS aims at adequate and timely support from banking system to farmer for crop production and 
ancillary activities. The credit limit (loan) is sanctioned in proportion to the size of the owned land but 
some flexibility is provided for leased-in land in addition to owned land. The borrowing limit is fixed on 
the basis of proposed cropping pattern. Most of the banks are adhering to Scales of Finance (SOF) 
decided by the State Level Bankers Committee (SLBC) but some banks have fixed their own SOF. The 
nature of credit extended under KCCS is revolving cash credit i.e., it provides for any number of 
withdrawals and repayments within the limit. This feature would provide flexibility and reduce the 
interest burden upon KCCS beneficiary. Security and margin norms would be in conformity with the 
guidelines issued by RBI and NABARD from time to time. With effect from 2001-2002, it was made 
obligatory for the implementing agencies to operate the KCCS with an in-built component of life-
insurance for KCCS beneficiary. The KCCS as envisaged has substituted all other existing institutional 
modes of short term credit delivery. 
 

The features of the scheme at a glance are:  
 

 Type of revolving cash credit facility with unlimited withdrawals and repayments.  
 Meet the production credit need, cultivation expenses, and contingency expenses of the farmers.  
 Limits based on the basis of operational land holding, cropping pattern and scale of finance. This limit 

is inclusive of 20 per cent of production credit.  
 Each withdrawal to be paid within 12 months.  Card valid for 3 years subject to annual renewals.  
 Credit limits can be enhanced depending on performance and needs.  
 Rescheduling is also possible depending upon the situation. If for example the crops fail due to a 

natural calamity and the farmer is not able to repay his loan, then he could get an extension of upto four 
years.  

 Cash withdrawals through slips accompanied by card and passbook.  
 A credit cum passbook would be issued.  
 All branches engaged in agricultural lending could issue Kisan Credit Cards. 

 

Benefit of KCC Scheme  
 



 

 

 Simplified disbursement procedures  
 Removes rigidity regarding cash and kind  
 No need to apply for a loan for every crop  
 Assured availability of credit at any time enabling reduced interest burden for the farmer.  
 Helps buy seeds, fertilizers at farmer's convenience and choice  
 Helps buy on cash-avail discount from dealers  
 Credit facility for 3 years - no need for seasonal appraisal  
 Maximum credit limit based on agriculture income  
 Any number of withdrawals subject to credit limit  
 Repayment only after harvest  
 Rate of interest as applicable to agriculture advance  
 Security, margin and documentation norms as applicable to agricultural advance. 

 

SUBSIDIES 
 Meaning  
Subsidies are grants given to a specified public to get a desired action from their side, for instance, when 
government feels that the yield per hectare is low which can be increased by using fertilizers, than 
government gives fertilizers subsidies so that small farmers can purchase the fertilizer. This means that 
subsidy is changing the price exogenously to alter the demand and supply figures. Most controversial 
classes of subsidies across the world are fuel subsidies and agricultural subsidies and today we are 
discussing agricultural subsidies.An agricultural subsidy is a governmental subsidy paid to farmers and 
agribusinesses to supplement their income, manage the supply of agricultural commodities and 
influence the cost and supply of such commodities. Examples of such commodities include wheat, feed 
grains (grain used as fodder, such as maize or corn, sorghum, barley, and oats), cotton, milk, rice, 
peanuts, sugar, tobacco and oilseeds such as soybeans 
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CREDIT ANALYSIS 
4RS, 5CS AND 7PS OF CREDIT, REPAYMENT PLANS 
The principles of farm finance are stated as ‘three Cs. 
1) Character 
2) Capacity 
3) Capital. 
 



 

 

The application of these principles facilitate largely the lending agencies, in the sense that the character 
of the borrower is a dominant factor for consideration before a lending agency decides to advance loan. 
Although the farm more net income, create good finance extended to a farmer may yield repaying 
capacity and buildup risk bearing ability he will not repay the loan unless he has good character. The 
second principle deals with the capacity of the borrower who not only produce more but also has to 
repay the loan in time. The third principle is intended to safeguard the interest of the lending agency. 
When the first two intangible assets prove inadequate during distress periods, the third, asset or capital 
will come to the rescue of the lending agency. 
 

The principles of farm credit can also be stated as ‘three Rs'. They are: 
 

i) Returns from the proposed investment, 
ii) Repaying capacity 
iii) Risk-bearing ability of the borrower 
 

To find out the feasibility of a project or a scheme or a farm plan, these principles can the applied as 
economic feasibility tests. 
 

i) Returns 
The economic viability of a project indicates whether the proposed project is likely to contribute 
reasonable returns on the investment which in turn will lead to economic development of the farmer. 
 

The economic viability can be measured by 
1) Net Present Worth (NPW) 
2) Benefit-Cost Ratio (BCR) 
3) Internal Rate of Return (IRR) 
 

1. Net Present Worth 

The NPW of the project can be estimated using formula as given below: 
 



 

 

 
Bn = Benefits in n'th Year. 
Cn = Costs in n'th Year. 

n = life span of the proect 
i = interest or discount rate. 
If the NPW of a project is positive, then it is considered that the project is economically feasible. 
 

2. Benefit-Cost Ratio (BCR) 
 

The BCR can be calculated using the following formula:  

 

To compute the NPW and BCR, the opportunity cost of capital (normal/market lending rate) may be 
used as a discount rate. If the BCR is greater than 1, then it is worth wile to invest on the project. 

 

 

IRR is that rate of discount which makes the present worth of benefits and costs equal or the net 
present worth of cash flow equal to zero. If IRR is greater than the opportunity cost of capital, the 
project is feasible. 
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ii) Repaying capacity- 
 

The repayment of loan depends on the amount of surplus income available with the farm household 
after providing some amount for the family expenses and pre-existing liabilities, besides keeping a 
margin for the risk factor. As the farming family is likely to get income from the farm business as well as 
from off-farm activities, the repaying capacity of the borrower should be judged by taking into account 
their total income. 
 

The concept of repaying capacity can be expressed symbolically as:  
Rc = ( (Y2-rf) + (Y1-rf) + Y) - ( (X2-X1) + Fe+OL)) ≥ I+i 
Where, 
Rc = Repaying capacity 

Y = Income from other sources. 
Fe = Family expensesOL = Other liabilities 
rf = risk factor margin 
I = Loan installment 
i = interest on investment and working capital. 
 

If the surplus is greater than or equal to loan installment plus interest, the borrower may be judged as 
having the capacity to repay the loan. If the surplus is more, the repayment period of loan may be 
reduced and it is less than (I+i) either the period for the repayment of loan may be extended or the 
project can be modified. 
 

iii) Risk Bearing Ability- 
 

The beneficiaries of the project should have risk bearing ability (for repaying the loan amount promptly), 
ie., they should withstand the shocks of probable financial losses irrespective of the fact that the project 
appraisal has taken care of all precautions to prevent such losses. While the technical feasibility test 
reveals the productivity of the investment, the economic viability test indicated the returns to the 
investment. How far the beneficiaries of the project are having the capacity to repay the loan promptly 
is revealed by repaying capacity test. However, the farm income is subject to variations and it is 
essential to account for this variations in farm  
 

income. The output and price are the factors which determine the farm income fluctuations in output 
may be due to: 
1) Natural causes like floods, droughts, pests and diseases etc. 



 

 

2) Technical causes like break down of machinery, non-availability of inputs, availability of defective 
inputs etc. 
3) Social causes like theft, labour strike etc. 

Fluctuation in prices is due to demand and supply factors besides lack of storage, transport and 
communication facilities, failure of government to control/regulate prices etc. The variation in farm 
income over a period of years is measured by coefficient of variation. The coefficient of variation is 
measured by the formula: 

 
 

. 

 
 



 

 

Since the coefficient of variation is 34 percent for this farm, to determine the repaying capacity of the 
farmer, the gross income should be deflated by 34 percent. Suppose, if the farm incomeis Rs.10,000 and 
the coefficient of variation is 34 per cent, the real farm income is Rs.6,600 only 
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7 Ps 

The modern rural financing institutions have to follow principles of farm finance not only to achieve 
commercial gains but also to bring about social benefits. By the combination of principles of economics, 
banking and farm management along with the existing principles, the following principles of farm 
finance have been evolved, on the basis of the definition adopted for the concept of farm finance for 
development: 
1) Principle of Productive Purpose, 
2) Principle of Personality, 
3) Principle of Productivity, 
4) Principle of Phased disbursement, 
5) Principle of Proper utilization, 
6) Principle of repayment, andAgricultural Finance & Cooperation 
7) Principle of protection 
 

1. Principle of Productive Purpose 
While there is encouragement for production finance, consumption credit is discouraged at all levels. 
The CRAFICARD (1981) recommended consumption credit if it is meant to increase family labour 
productivity. Only the unproductive consumption credit needs such as loan for litigation, social functions, 
etc., of the farmers may be excluded from the purview of farm finance. The resource being scarce even 
for productive purposes, the most important and indispensable purpose should be served first. Though a 
scheme may be technically feasible, the economic viability, repaying capacity and risk bearing ability of 
the farmer should also be taken into consideration before accepting the scheme. Therefore, even 
among the productive purposes, the most important one like sinking of well or installation of pumpset 



 

 

may be considered on a priority basis for providing finance. 
 

2. Principle of personality 
This emphasizes that the criteria to extend farm finance is not only credit worthiness, but also trust-
worthiness of the borrower. The farmer should be a man of character having entrepreneurship, capable 
of keeping up his promises, agreeable to adopt modern technology in farming and inclined to co-
operate with the financing institutions in all aspects. One of the reasons attributed for the mounting 
overdues is the willful default of the borrowers, majority of whom are credit worthy-affluent farmers. 
 

3. Principle of Productivity 
In short, productivity can be defined as output per unit of input. Farm finance is used by a farmer to 
increase the 'marginal efficiency of capital' which is a ratio between increase in expected future returns 
of the investment and increase in the cost of investment. Farm finance aims not only at mere production, 
but also intends to increase the productivity of farm resources, viz., land, labour, capital and 
management. Apart from productive purpose for which the loan is disbursed and good character as 
emphasized under principle of personality, the economic returns that would be generated by the 
scheme is also very important. The economic viability of the scheme is measured by Benefit-cost ratio, 
Internal Rate of Return and Net Present Worth. 
 

4. Principle of phased disbursement 
 

The finance should be disbursed not only in time but also in a phased manner, because no project needs 
the entire finance at the initial stage itself. Phased disbursement enables the borrower to make use of 
the finance far the purpose far which it is granted and aids the financing institution to ensure the end-
use of it. Disbursement has three facets, viz., i) disbursement in cash, ii) disbursement in kind and iii) 
disbursement to suppliers of inputs directly. The institution itself may supply the needed inputs such as 
seeds, fertilizers, pesticides, etc., to the farmers as is being done by co-operatives. A portion of the 
finance may also be disbursed to the farmer in cash to meet out labour expenses. In case of machinery 
the institution may directly make payments to the suppliers after receiving the margin money from the 
borrowers. 
 

5. Principle of Proper Utilization 
The finance so extended to a farmer should be utilized far the purpose far which it is granted. The 
finance should be put into optimum use through backward and forward linkages which need basic 
infrastructure and supervision. When finance is provided for the cultivation of crops, inputs like seeds, 
fertilizers, pesticides, labour, etc., must be made available to him in time. Apart from technical guidance 
for production, marketing facilities will help him to realise mare returns. Farmers also divert the finance 
to meet their urgent needs, as a result they could not generate adequate returns for loan repayment. 



 

 

Thus, proper appraisal of the overall financial needs of the farmer and adoption of supervisory credit 
system in farm financing operations will bring the desired results. 
 

6. Principle of payment 
This helps to draw proper repayment schedule and emphasizes how and when the finance extended to 
the farmer should be repaid. Unrealistic repayment plan makes the farmer become a defaulter, even 
though he may have good repaying capacity. The repayment schedule should synchronize with the time 
of generation of income from the project. The repayment should be drawn in such a way that the 
principle and interest can be repaid out of the incremental income generated from the project, after 
setting aside a portion to meet his family expenses. 
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7. Principle of protection 
This emphasis that all possible precautions should be taken to safeguard the funds which the financing 
institutions lend to the farmers. Some of the safety measures taken are: 

i) Insurance cover 

Insurance cover is available for machines, animal husbandry projects and crops to some extent. 
ii) Linking credit with marketing 

Linking credit with marketing enables the financing institutions to ensure the end use of credit and to 
receive repayments regularly. A few examples are given below to indicate agencies with whom 
marketing arrangements can be made.Finance for Tie-up arrangements with 
a) Growing sugarcane Sugar factories 
b) Growing crops Co-operative Marketing Societies. 
c) Growing coffee, tea, cardomom, rubber, etc. Respective commodity boards. Co-Operative Milk 
Producers' Societies 
d) Establishment of dairy unit Poultry Development Corporation. 
 

iii) Provision of infrastructure 
One of the factors for the success of farm finance is the availability of infrastructural facilities like input 
supply, storage facilities, transport and communication facilities, good marketing system, availability of 
technical guidance, etc. 
iv) Covering credit under small Loans Guarantee Scheme of DI and CGC 

The loans extended to the weaker sections can be covered under small Loans Guarantee Scheme of 
Deposit Insurance and credit Guarantee Corporation (DI and CGC). 
 

v) Taking Securities 

Neither the secured loans are invariably repaid, nor the unsecured loans completely remain unpaid. 
However, as a measure of caution, the loans maybe secured by mortgage / hypothecation of assets. But 
no project need be rejected merely for want of security, if it is considered feasible.  

Knowledge of these principles enables the lending agencies to arrive at a correct  
judgment of the project/ scheme, to assess the financial requirements of the farmers, to determine the 
risk involved in such financing and to evaluate the extent of benefit that accrues to the farmers. 
 

 


