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COOPERATIVE CREDIT ORGANISATION  

 

 Cooperatives play a very important role in disbursement of agricultural credit.  Credit is needed both by 

the distribution channel as well as by the farmers. The distribution channel needs it to finance the 

fertilizers business and farmers need it for meeting various needs for agricultural production including 

purchasing fertilizers. The credit needed by the farmers for purchase of fertilizers and other inputs is 

called 'short term' credit or 'production credit' whereas credit needed by the distribution channel is 

called 'Distribution Credit'.Cooperatives also play a very important role in disbursement of 'Medium 

Term' and 'Long Term' credit needed by the farmers'. In India, 78 per cent of the farmers belong to the 

category of small and marginal farmers and they depend heavily on credit for their agricultural 

operations. These farmers will not be able to adopt the modern agricultural practices unless they are 

supported by a system which ensures adequate and timely availability of credit on reasonable terms and 

conditions18 

 

A. PRIMARY AGRICULTURAL COOPERATIVE SOCIETIES (PACS)  

 

PACS functions on the basis of cooperative principles of voluntary participation, democratic control, 

limited area of operation and limited liability. These societies work at the village level and are meant for 

the farmers regarding provision of requisite short term and medium term loans. Supply of agricultural 

inputs and other essential commodities are also taken up by these societies. The PACS are associated 

with following functions: 

  They borrow adequate and timely funds from DCCBs and help the members in financial matters. 

  They attract local savings in the form of share capital and deposits from the villagers, thereby 

inculcating the habit of thrift. 

  They supervise the end use of credit. 

 They make available fertilizers and insecticides to the needy farmers. 



 

 

 They provide machinery on hire basis to the farmers. 

 They associate with the programmes and plans meant for the socio-economic development of 

the village. 

They are also involved in the marketing of farm produce on behalf of the farmer borrowers. 

  They provide storage facilities and marketing finance. 

They supply certain consumer goods like rice, wheat, sugar, kerosene, cloth  

etc. at fair prices. 
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B. DISTRICT CENTRAL COOPERATIVE BANKS (DCCBs)  

 

DCCBs function as a link between the PACS and State Cooperative Banks  (SCBs). They are basically 

meant for meeting the credit requirement of PACS. They also undertake banking business such as 

accepting deposits from public, collecting bills, cheques, drafts etc. and providing credit to the needy 

persons. The area of operation varies from taluk to district but in most of the states their operations are 

confined to the taluk level. Membership of the DCCBs is open to individuals and societies working in its 



 

 

area of operation. Marketing societies, consumer societies, farming societies, urban banks and PACS are 

usually enrolled as members of this  

 

 The specific functions of the bank are: 

 

 to supervise and inspect the activities of PACS and help the credit societies run smoothly; 

 to maintain close and constant contact and guide the primary societies and provide leadership 

to them 

 to undertake non-credit activities like supply of seeds, fertilizers besides sugar, kerosene and 

other consumer goods 

  to provide requisite funds to societies under their control; and 

 to accept deposits from the member societies as well as from public. 

 

 C.STATE COOPERATIVE BANK (SCB) 

 

SCBs are at the apex of the cooperative credit organization present at the state capitals. They perform 

the same functions for the DCCBs as the latter does for the PACS. The membership comprises of DCCBs 

and individuals. It finances and controls the working of the DCCBs in the state. It also serves as a link 

between the RBI and DCCBs. 

 

 The Specific functions of SCBs: 

 

 SCBs perform as the banker's bank for the DCCBs 

 SCBs banks facilitate the respective Sate Governments to draw up cooperative and other 

development plans as well as their implementation 

  they act as a link between the DCCBs and the RBI. 

  they supervise, control and guide the activities of DCCBs. 

 these banks also perform normal banking operations. 

 they grant subsidies to DCCBs for development of cooperative activities. 

  they formulate and implement uniform credit policies 

these banks coordinate their own policies with those of the cooperative movement of the government 
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D.PRIMARY LAND DEVELOPMENT BANKS (PLDBs)-  

 

 The establishment of the Land Mortgage Bank (LMBs) on cooperative lines dates back to the year 1920 

in Punjab. Later during the period 1920 and 1929 number of LMBs were established in the states of 

Punjab, Madras, Mysore, Assam and Bengal. After that not much growth was observed in the number of 

LMBs till 1945. However, during 1945-53 a rapid growth was observed in the number of these banks. 

During this period only rich and affluent farmers derived benefits of these banks and small and marginal 

farmers remained untouched of the developments. LMBs got massive support from the RBISBI, LIC and 

Agricultural Refinance Corporation. As a result LMBs had to reorient its lending policies in favour of 

marginal and small farmers. LMBs were renamed as Land Development Banks (LDBs) in 1974. Primary 

LDBs are generally organized to serve the farmers at Taluk level. Its specific 

 

functions are: 

 to provide long term finance to the needy farmers for the development of land, increasing 

production and productivity of land. 

 to provide long term loan for minor irrigation and for redemption of old debts and purchase of 

land 

 to provide long term finance for purchase of tractors, machinery and equipments and 

construction of farm structures 



 

 

 to mobilize rural savings21 

 

E. CENTRAL LAND DEVELOPMENT BANK (CLDBs) 

 

In many states PLDBs are federated into CLDBs. Branches of CLDBs, PLDBs and individual entrepreneurs 

are the members of the CLDB. NABARD and LIC subscribe for its debentures in large amounts. 

 In fact, NABARD is the refinance agency of CLDBs. It acts as a link between NABARD and the 

Government in long�term business transactions. 

 It supervises and guides the PLDBs. It inculcates the practice of thrift among member banks by 

mobilizing savings and stimulating capital formation.  

The CLDBs provides loans to member banks for the redemption of olddebts, improvement, reclamation 

and development of land, purchase of agricultural machinery and equipment and development of minor 

irrigation. 
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F. REGIONAL RURAL BANKS-  

 

In the multi-agency approach to provide credit to agriculture, Regional Rural Banks (RRB's) have special 

places. They are state sponsored, regionally based and rural oriented commercial banks. An effort was 

made to integrate commercial banking within the broad policy thrust towards social banking keeping in 

view the local peculiarities. The genesis of the RRBs can be traced to the need for a stronger institutional 

arrangement for providing rural credit.RRBs were supposed to evolve as a specialised rural financial 

institution for developing the rural economy by providing credit to small and marginal farmers, 

agricultural labourers, artisans and small entrepreneurs. 

 

Formation-  

 

The government of India, in July 1975, appointed a Working Group to study in depth the problem of 

devising alternative agencies to provide institutional credit to the rural people in the context of steps 

then initiated under the 20 Point Economic Programme. The Narsimham committee conceptualized the 

creation of RRBs in 1975 as a new set of regionally oriented rural banks, which would combine the local 

feel and familiarity of rural problems characteristic of cooperatives with the professionalism and large 

resource base of commercial banks. The Government ofIndia promulgated the Regional Rural Banks 

Ordinance on 26th September 1975, which was later replaced by the Regional Rural Bank Act 197624 

 

 Objectives- 

The RRBs have following objectives: 

 to develop rural economy 



 

 

 to provide credit for agriculture and allied activities 

 to encourage village industries, artisans, carpenters and craftsmen, etc 

 to reduce dependence of weaker sections on money lenders 

 to identify a specific and functional gap in the present institutional structure 

 to supplement the other institutional agencies in credit delivery to rural areas,  

 to make backward and tribal areas economically better by opening new branches. 

 

Functions-  

Regional rural banks in India have penetrated every corner of the country and extended a helping hand 

in the growth process of the country. The importance of the rural banking in the economic development 

of a country cannot be overlooked. As Gandhiji said "Real India lies in villages," and village economy is 

the backbone of Indian economy.  

 Every RRB may undertake the following types of functions: 

  The granting of loans and advances particularly to small and marginal farmers and agricultural 

laboursers individually or to a group, cooperative societies, agricultural processing societies, 

cooperative farming societies, etc. 

  The Granting of loans and advances to artisans, small entrepreneurs and small traders, 

businessmen, etc.  

 The Reserve Bank of India has brought RRB's under the ambit of priority sector lending on par 

with the commercial banks.  

They have to ensure that 40 per cent of their advances are accounted for the priority sector. Within the 

40 per cent priority target, 25 per cent should go to weaker section or 10 per cent of their total 

advances to go to weaker section. 
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 ROLE OF COMMERCIAL BANKS- 

 

 The commercial banks form the core of the organized banking system and constitute 

quantitatively the most important group of financial intermediaries in the country, comprising 

both scheduled and non-scheduled banks. Deposits paid up capital and borrowings from the 

Reserve Bank of India form the resources of the commercial banks. The short term and medium 

term credit needs of both industry and agriculture are met by the commercial banks and they 

also help finance developmental plans by investing funds in the government securities. Initially, 

the commercial banks were concentrating only on the financing of the trade and industry. In the 

beginning, Commercial Banks (CBs) were not interested in financing agricultural operations and 

confined themselves largely to financing trade and exports. The All India Rural Credit Review 

Committee (1969) therefore suggested enhancing the role of the CBs in providing agricultural 

credit. Further, under the Social Control Policy introduced in 1967 and subsequently the 

nationalisation of 14 major CBs in 1969 (followed by another six banks in 1980), CBs have been 

given a special responsibility to set up their advances for agricultural and allied activities in the 

country. 

 

                                                           With the nationalization of the banks, they are now actively 

involved in the disbursement of agricultural credit. On account of the branch licensing policy 

adopted by the RBI, the rural branches of the commercial banks account for a large percentage 

of the total network and the Agricultural Development Branches, Gram Vikas Kendras and Rural 

Service Centers were set up to cater exclusively to the needs of agriculture and the allied 

activities. Under the 'Lead Bank Scheme' all districts were allotted to commercial banks that 

were entrusted with the responsibility of preparing credit plans for their lead districts. The 

'Village Adoption Scheme' was formulated by commercial banks to carry out leading operations 

in contributing significantly to the development of agriculture26. 

 

 Bank credit is available to the farmers in the form of short-term credit for financing crop 

production programmes and in the form of medium-term/long-term credit for financing capital 

investment in agriculture and allied activities like land development including purchase of land, 

minor irrigation, farm mechanization, dairy development, poultry, animal husbandry, fisheries, 

plantation, and horticulture. Loans are also available for storage, processing and marketing of 

agricultural produce. 

 

 Banks have been favouring indirect rather than direct finance to agriculture. Finance to dealers, 

commission agents, NBFCs and SEBIs, and investment in bonds earmarked for the priority sector 

have gained more priority than basic agricultural finance.  



 

 

 Banks are parking the funds in priority sector bonds or contributing to the RIDF of NABARD or 

SIDBI deposits in reaching the statutory norm of 40 per cent of net bank credit to the priority 

sector.  

 Undoubtedly this indirect finance will improve the infrastructure facilities in rural areas and 

create new services. But the farmer has no purchasing power to buy these services, it is more 

important to support the basic economic activity of the farmer. Banks have to adoptmodern 

tools and techniques in estimation of risks in agriculture.  

 Agriculture is always exposed to an uncontrolled environment, unlike other production activities. 

The market for agricultural output will be perpetual because everyone needs food to live.  

 The risks farmer faces are much higher than those for other producers. In the absence of a 

suitable and comprehensive public policy, such risks lead either to under production or 

mispricing of output.  

 The practice of increasing the minimum support price has to be re-examined as it results in to 

large procurement of foodgrains by the public sector agencies and can distort the price 

formation mechanism.  
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NATIONAL BANK FOR AGRICULTURE & RURAL DEVELOPMENT  

 



 

 

 Genesis  

 National Bank for Agriculture and Rural Development (NABARD) was established in the year 1982 by an 

Act of Parliament and was entrusted with all matters concerning policy, planning and operation in the 

field of credit for agriculture and other economic activities in rural areas. The Bill for setting up the Bank 

was passed by the Parliament in December, 1981 and National Bank for Agriculture and Rural 

Development came into existence on 12th July, 1982. Before that, this job was being done by Reserve 

Bank of India. 

 

 

 Objectives- 

NABARD works for progressive institutionalisation of the rural credit and ensures that the demands for 

credit from agriculture including the new and upcoming areas like floriculture, tissue culture, bio-

fertilisers, sprinkler irrigation, drip irrigation etc. are met. It is also vested with the responsibility of 

promoting and integrating rural development activities through refinance. 

 

Functions- 

 

  It helps in planning and operational matters related to credit for agriculture and allied activities, 

rural artisans, village industries and other rural development activities;  

 It extends refinance to commercial banks for term loans in relation to agriculture and rural 

development;  

 It provides short term credit to state cooperative banks, RRBs, and other financial institution 

notified by RBI for a period not exceeding 18 months by way of refinance for agricultural 

operations, marketing of crops and marketing and distribution of agricultural inputs.  

 It offers direct loan by way of refinance to all eligible institutions for a period not exceeding 25 

years.  

  It provides finance for production and marketing activities of rural artisans, cottage industries, 

small-scale industries, handicrafts etc. in the rural areas.  

 It facilitates all eligible financial institutions for conversion of production loans into term loans in 

the times of natural calamities,  

 It contributes to share capital and securities of eligible institutions and State Governments 

concerned with agriculture and rural development.  

 It also helps State Governments to contribute to the share capital of eligible institutions working 

for rural development.  



 

 

  It offers advice and guidance to State Governments, Cooperative federations and National 

Cooperative Development Corporation (NCDC) and functions in close contact with Central 

Government in matters related to agriculture and rural development.  

 It coordinates and monitors all agricultural and rural lending activities with a view to tying-up 

with extension and planned development activities in rural areas. 

 It conducts training, consultancy and research relating to agricultural finance and agricultural 

and rural development. 


