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TREND OF AGRICULTURAL FINANCE BY COMMERCIAL BANKS: A CASE STUDY OF UNION BANK OF INDIA,
BANK OF BARODA AND STATE BANK OF INDIA

SIDDHARTH MISHRA
RESEARCH SCHOLAR
DAV PG COLLEGE
VARANASI

ABSTRACT

Agriculture is considered as an identity of India and backbone of Indian economy. Agriculture had, always, been an important source of income and livelihood to
big part of population, since historical period. But due to low and slow profit and hard work present in this sector, agricultural work is not at the top of the
preference list of jobs that today’s workforce is interested in. This trend is also due to the problems, attached with this sector, in starting up agricultural works at
satisfactory and commercial level. Problem of easy and proper institutional finance was among those several problems. Several programmes have been launched
through government and private sector to remove exclusion of agriculture sector from financial system. In recent time period, agricultural sector is treated as one
of the priority sector to be given finance by commercial banks. An attempt has been made in this paper to study trend of agriculture finance by commercial banks
(especially by Union Bank of India (UBI), Bank of Baroda (BOB), and State Bank of India (SBI).

KEYWORDS

Agriculture, finance, commercial banks, development, non-performing assets.

INTRODUCTION
he agriculture sector plays a very significant part in our country’s GDP but the role played by infrastructure service providers in arranging with the
requirements of agricultural sector, timely and adequately, is not so significant. Some of the basic and important infrastructures such as transportation,
electricity, elementary education proper banking and financial services etc. have still not penetrated in most of the part of rural India.
Well the concern of this paper is banking services. Agricultural is said to be identity of Indian economy and Indian economy is and agrarian economy, then also
serving the needs of agriculture sector was something in which Indian banking sector has some sort of disinterest. While the other sectors such as industrial and
service sector have always attracted bankers to get finance. One of the reasons of this trend can be said that the low returns which is given by agricultural sector
as compared to other sectors (industry and service). Not only low returns but the returns are quite slow and prone to be affected by several uncontrollable
factors. This condition of financial exclusion has prevailed not only from the time when the modern banking system was introduced but from ancient history.
And this condition has resulted in to several social evils such as private lenders, who were just like parasites —always ready to conquer all the holdings, where big
or small, of the innocent farmers, by hook or by crook.
With the passing time, the importance of agriculture sector for the Indian economy and important role to be played by banking sector (especially commercial
banks) as most essential tool for development, had been felt by Government, and several plans have been initiated to remove financial exclusion and the banks
were advised to enhance their reach in rural sector to cater the financial needs of agriculture works.
Of course, the implementations of these plans have changed the face of financial services in rural areas in positive way. Now, the agricultural sector is one of the
priority sectors for banks to be give credit. But these efforts are not up to the requirements that are needed by the Indian agricultural sector to make the sector
more competitive that to at global level. There has been always deficiency on the demand and supply of the banking services in rural India.

PRESENT SCENARIO

In between the first decade of 21% century i.e., from the year 2000 onwards the agricultural sector of India had mad made several appreciable and competitive
achievements. The agricultural sector is registering growth year by year and also their contribution towards capital formation and exports is also had been
considerable during recent years and the trend is expected to be continued in same way. The banking sector also had shown reduction in the disinterest towards
agricultural credit lending. The period 2004-07 had been some special in this regard and was termed as ‘doubling period’. During 2001 to 2012, around 28 lakh
crores have been disbursed for agriculture sector as finance, and further, 35 to 42 lakh crore is expected to be invested during 12" five year plan period. Now
agricultural credit is considered as most important investments strategy regarding agriculture.

SCHEDULED COMMERCIAL BANKS ROLES IN AGRICULTURAL FINANCE AND CREDIT DELIVERY

As stated earlier, there has been tremendous increase in the finance given by commercial banks to agricultural sector- both in — direct finance or indirect
finance. For example- in following table we can see the direct total credit, for agricultural and allied sector, in form of loan given by commercial banks (during
2004-05 to 2011-12):

OBJECTIVE OF THE STUDY

The objective of present study is to study the volume and trend of agriculture finance (with special emphasis on direct finance) provided by commercial banks,
and the variations therein, during three financial year i.e., 2010-11, 2011-12 and 2012-13.
A case study has been made over Union Bank of India (UBI), Bank of Baroda (BOB) and State Bank of India (SBI).

METHODOLOGY

This study is a secondary data based study. The study has been done on the basis of- annual reports of the selected banks, trends and progress of banking in
India (RBI publication) etc.

TABLE 1: DIRECT CREDIT FOR AGRICULTURE AND ALLIED ACTIVITIES BY COMMERCIAL BANKS (Rs. in crores)

Year Loans issued | Loans outstanding
2004-05 | 48367 95519

2005-06 | 80599 135603

2006-07 | 115266 169018

2007-08 | 113472 202796

2008-09 | 160690 256119

2009-10 | 188253 315436

2010-11 | 222792 357584

2011-12 | 312877 443223

Source: Handbook of statistics on the Indian Economy
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We can see in the above table that the loan issued and loan outstanding has increased with every year and the increase in loan issued and loan outstanding in
the stated time period was around 546.88% and 364.01% respectively. In above table loan consists of both long term and short term.

Let us see the indirect credit for agriculture and allied activities by commercial banks in the following table:

TABLE 2: INDIRECT CREDIT FOR AGRICULTURE AND ALLIED ACTIVITIES BY COMMERCIAL BANKS (Rs. in crores)

Year Loans issued | Loans outstanding
2004-05 | 21728 36017

2005-06 | 27751 57175

2006-07 | 38766 82564

2007-08 | 40278 93443

2008-09 | 73721 110702

2009-10 | 82839 145554

2010-11 | 86732 146923

2011-12 | - 142585

Source: Handbook of statistics on the Indian Economy
We can see that there is increment in indirect financing by commercial banks by the way of loan issued and loan outstanding.
Now let us the condition of scheduled commercial banks regarding outstanding agriculture advances (direct and indirect), in the following table:

TABLE 3: SCHEDULED COMMERCIAL BANK’S ADVANCES TO AGRICULTURE OUTSTANDING (Rs in crores)

Year Total Direct Finance | Total Indirect Finance
2004-05 | 95565 36071

2005-06 | 134798 57175

2006-07 | 172128 82564

2007-08 | 214644 93443

2008-09 | 264893 110702

2009-10 | 317767 145554

2010-11 | 360253 146923

2011-12 | 440758 142585

Source: Handbook of statistics on the Indian Economy
The total increment in direct finance outstanding as given by scheduled commercial banks from 2004-05 to 2011-12 was around 361.21% and 295.28% was in
case of indirect finance.
BRIEF SECTOR WISE CREDIT DEPLOYMENT COMPARISON
The above tables show some of the good trends regarding agricultural finance by commercial banks. This may be due to banker’s own interest or may be due to
the pressure from government’s side. Financing to agriculture sector, as one among the priority sector, is still just to fulfil the mandatory and legal requirements
as stipulated by government and RBI. Of course, the volume of finance to agriculture and allied services had increased, remarkably, but the increase was not as
significant as there was increase in the finance for the industry and other sectors. This may be clear by having a note (in the following table) over the sectoral
credit deployment by banks (in the end month of financial year 2010-11, 2011-12, and 2012-13):

TABLE 4: SECTORAL DEPLOYMENT OF GROSS BANK CREDIT (Rs in crores)

(A)
Sector Outstanding as on % increase or decrease from 2010-11 to 2012-13
March 2011 | March 2012 | March 2013
Agriculture and allied activities (a) | 460300 548400 589900 +28.15
Industry (b) 1620800 1937400 2230200 +37.59
Services (c) 900800 1016600 1148600 +27.50
Personal loans (d) 685400 787300 900900 +31.44
Non-food credit (a To d) 3667400 4289700 4899600 +33.59
Gross bank credit 3731500 4371400 4964200 +33.03

Source: Reports on Trend and Progress of Banking in India, various issues
The above table shows the monthly details of outstanding credit advanced to various sector (in the month of March-2011, 2012 and 2013). On taking March
2011 as base year, than there was increase, in agriculture and allied activities outstanding, was of around 28.15% while in industrial sector and personal loans
outstanding was 37.59% and 31.44% respectively. Only the service sector outstanding had increased lesser than agricultural sector (27.5%).
Now let us see the percentage share of several sectors in non food credit and gross bank credit:

(B)
Sector March 2011 March 2012 March 2013
Non-food credit | Gross bank credit | Non-food credit | Gross bank credit | Non-food credit | Gross bank credit
Agriculture and allied activities (a) | 12.55% 12.33% 12.78% 12.54% 12.03% 11.88%
Industry (b) 44.19% 43.43% 45.16% 44.31% 45.51% 44.92%
Services (c) 24.56% 24.14% 23.69% 23.25% 23.44% 23.13%
Personal loans (d) 18.68% 18.36% 18.35% 18.01% 18.38% 18.14%

Source: Reports on Trend and Progress of Banking in India, various issues
It is slightly clearer that bank lending toward industrial sector is more than any other sector in the economy. And of course the share of agricultural finance has
gone down.
OVER ALL PRIORITY SECTOR FINANCING
Agriculture, as stated earlier, is one of the priority sector. And at macro level, the finance given to agriculture sector has declined, the deficiency is not only this
much, but the target of lending finance towards priority sector has always been something that the commercial banks are, due to some or other reasons, unable
to achieve.
The target of 40% lending to priority sector, to be given by public and private sector banks, have also not been achieved, in the study period (2010-11, 2011-12
and 2012-13). This 40% target is 40 % of adjusted net bank credit (ANBC)/ credit equivalent off —balance sheet exposure (OBE), whichever is higher. Advances to
agriculture and weaker sections of society were less than, in 2011-12, 18% and 10% respectively, at the aggregate level.

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/

87




VOoLUME No. 4 (2014), I ssue No. 11 (NOVEMBER) | SSN 2231-4245
There was a rise in the growth of priority sector credit in 2012-13 against overall credit growth during the year. In 2012-13, credit to priority sector by public and
private sector banks was 36.3% and 37.5% respectively, which is again a short of the target to be completed. The details above are provisional. The data can be
stated more clearly in following table:

TABLE 5: PRIORITY SECTOR LENDING BY BANKS (Rs. in crores)

As on 30" March 2012
Sector Public sector banks Private sector banks Foreign banks
Amount % of Amount % of Amount % of
outstanding ANBC/OBE outstanding ANBC/OBE outstanding ANBC/OBE
Total_pﬁority sector advances 1130700 37.2 286400 39.4 80500 40.9
of which l
Agriculture 478600 15.8 104200 14.3 100 0.1
Weaker sections 288800 9.5 38900 5.4 - -
Small enterprises 396600 13.1 110500 15.2 21700 11
As on 31% March 2013
Sector Public sector banks Private sector banks Foreign banks
Amount % of Amount % of Amount % of
outstanding ANBC/OBE outstanding ANBC/OBE outstanding ANBC/OBE
Total priority sector advances | 1283600 36.3 327400 37.5 103300 35.2
of —»
which l
Agriculture 530600 15.0 111900 12.8 7200 2.4
Weaker sections 347300 9.8 50500 5.7 5500 1.9
Small enterprises 478400 13.5 141700 16.2 28300 9.6

Source: Reports on Trend and Progress of Banking in India, various issues
Note: As on 31 March 2013, priority sector lending targets for domestic scheduled commercial banks/ foreign banks with 20 branches or more is set as 40% of
adjusted net bank credit (ANBC) or credit equivalent off —balance sheet exposure (OBE), whichever is higher. The target of 40% for foreign banks with 20 branches
or more is to be achieved by March 2018. For foreign banks having less than 20 branches, the target is 32%.
NON — PERFORMING ASSETS (NPAS) AND AGRICULTURE SECTOR
An asset, including, a leased asset, becomes non-performing when it ceases to generates income for the banks. A NPA was defined as a credit facility in respect
of which the interest and / principal has remained ‘past due’ for a specified period of time.
Regarding agricultural advances, where interest and /or instalment of principal remain unpaid after being due for two harvest seasons, but for a period not
exceeding two half years, such an advance should be treated as NPA.
The slow and low return of agriculture sector, make the financers (to bankers also) to feel conservative while advancing credit regarding those advances in
becoming NPAs. And non-priority sector is privileged while granting advances in expectation of lesser or no NPAs.
Let us see the sector wise NPAs of domestic banks in following table

TABLE 6: SECTOR —WISE NPA OF DOMESTIC BANKS (Rs. in crores)

Bank group | Priority sector Of which Non- priority sectors | Total NPA
Agriculture Others

Amount | %age | Amount | %age | Amount | %age | Amount | %age Amount | %age
Public sector banks
2011 41300 58.1 14500 20.4 26800 37.7 29800 41.9 71100 100
2012 56200 50 22700 20.8 33500 29.8 56300 50.0 112500 100
2013 66900 42.9 28000 18.0 38900 24.9 89000 57.7 155900 100
Nationalised banks
2011 25700 59.9 9200 21.5 16500 38.4 17200 40.9 43000 100
2012 32300 48.4 12900 19.3 19400 29.1 34500 51.6 66800 100
2013 40500 42.2 15600 16.3 24800 25.9 55400 57.8 95900 100
SBI group
2011 15600 55.3 5300 18.7 10300 36.6 12600 44.7 28100 100
2012 23900 52.3 9800 21.4 14100 31.0 21800 47.7 45700 100
2013 26400 44.1 12400 20.7 14100 23.4 33500 55.9 59900 100
Private sector banks
2011 4800 26.8 2200 12.1 2700 14.7 13200 73.2 18000 100
2012 5100 27.9 2200 11.8 3900 16.1 13200 72.1 18300 100
2013 5200 26.0 2200 10.9 3100 15.2 14800 74.0 20000 100
Old private sector banks
2011 1600 43.3 400 11.3 1200 32 2100 56.7 3700 100
2012 1800 42.9 600 13.4 1200 29.6 2400 57.1 4200 100
2013 1900 36.8 600 12.2 1300 24.6 3300 63.2 5200 100
New private sector banks
2011 3200 22.6 1800 12.3 1500 10.3 11100 77.4 14300 100
2012 3300 23.4 1600 11.3 1700 12.1 10800 76.6 14100 100
2013 3300 22.2 1500 10.4 1700 11.8 11500 77.8 14800 100
All SCBs
2011 46100 51.8 16700 18.7 29500 33.1 43000 48.2 89100 100
2012 61300 46.9 24900 19.0 36400 27.9 69500 53.1 130800 100
2013 72300 41.0 30200 17.2 42000 23.8 103800 59.0 175900 100

Source: Reports on Trend and Progress of Banking in India, various issues
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In the above table we can see that there are higher NPAs in non-priority sector than priority sector, which have increased year by year. However, this is due to
simple reason that the advances given to non- priority sector is more than the advances given to priority sector. But we can also see that the proportion of NPA,
related to priority sector including agriculture sector, have declined during the study period in any of the category of banks; whereas the share of non priority
sector NPA have shown increment. It can be interpreted that priority sector are proving themselves as among the good debts for banks.

A SAMPLE STUDY OVER UNION BANK OF INDIA (UBI), BANK OF BARODA (BOB) AND STATE BANK OF INDIA (SBI)

A simple and short case study has been stated in this paper by taking SBI, BOB and UBI as sample for the study. For the purpose of study agriculture advances
have been taken that have been given by these banks in the year 2010-11, 2011-12 and 2012-13. Also share of various sector of economy in their NPA is also
stated.

The advances given by the banks, during financial from 2010-11 to 2012-13, to agriculture sector is given below in following table:

TABLE 7: AGRICULTURAL ADVANCES BY UBI, BOB AND SBI (Rs. in crores)
Bank | 2010-11 | 2011-12 | 2012-13 | % variation from 2010-11 to 2012-13
UBI 21046 15397 20224 -3.90
BOB | 24529 29036 28739 +17.16
SBI 94826 107256 | 124834 | +31.64

Source: Annual report of banks

The performance of UBI has not been satisfactory as the agricultural advances has reduced by around 3.90% from 2010-11 to 2012-13 but we can also observe
there was reduction by big amount from 2010-11 to 2011-12 and the condition had actually improved from 2011-12 to 2012-13. The advances given by BOB and
SBI had also increased, during the study period, by around 17.16% and 31.64% respectively.
Let us see sector wise NPA of these bank to check the share of agriculture sector in their NPA, in following table:

TABLE 8: SECTOR WISE NPA (IN PER CENT)

Sector Percentage of NPAs to total Advances in the sector
2010-11 | 2011-12 | 2012-13

UBI

Agriculture &allied activities 4.14 9.58 7.33

Industry (Micro, small, medium large ) | 2.53 2.92 3.22

Services 2.10 3.52 1.80

Personal loans 3.36 6.95 3.83

BOB

Agriculture &allied activities 3.47 3.99 491

Industry (Micro, small, medium large) | 1.76 1.12 3.31

Services 1.22 2.72 5.27

Personal loans 1.72 3.66 6.87

SBI

Agriculture &allied activities 6.74 8.92 9.50

Industry (Micro, small, medium large ) | 2.80 4.12 4.37

Services 2.93 2.94 4.43

Personal loans 2.54 2.92 1.98

Source: Annual report of banks
Again we can see that in case of UBI share of agriculture sector has increased in between the study period, but it can be said there is an improvement in 2012-13
over 2011-12 as the share has decreased in between these two financial years. But in case of BOB and SBI there is year by year increase in share of agriculture
advances in NPA. This may be again due to the simple reason that the advances given by BOB and SBI is more than that given by UBI and there advances have
also grown during study period (as shown in table 7).

FINDINGS AND CONCLUSION

Following are some of the findings of this study:

»  There is growth in agricultural credit but this growth is only a nominal, still more penetration in the rural is required;

»  As per NABARD annual report (2012-13), out of 14 crore farm house hardly half are covered by formal banking institutions, remaining are dependent on
informal sources of finances;

»  Hardly few of the commercial banks are success in lending credit to agriculture sector and other priority sector up to the set target, maximum time and
majority of the banks have failed to reach the target;

»  Though agriculture credit have contributed towards NPA, but the NPA contributed by other non-priority sector, especially industrial sector is much more
than that of agriculture sector (along with other priority sector);

» It have also been found that the major beneficiaries, of agricultural credit by banks were big farmers, and small and marginal farmers have not received
proper benefits.

For an agrarian economy like India, where the agriculture fulfil the needs of most of the people living in the country, need may be financial or any else need and

agriculture is attached with emotions of large part of population, it become important to provide proper financial back up to ensure development of agriculture

which will ensure development of rural sector and finally whole Indian economy can grow, as the rural sector is the backbone of Indian economy.

The commercial banks have worked out good measures for enhancing financial inclusion, but again to state that these measures are due to mandatory orders of

RBI and government. Whatever be it so, the level of financial inclusion have increased, but still there are several factors which are creating disinterest in banking

sector to promote agriculture at good pace. More attempts are required to promote financial inclusion and small agriculturist are also required to included in

financial covering along with promotion of effective research and development in agriculture sector.

LIMITATIONS OF THE STUDY

Following are the main limitations of the present study;

»  The study is totally based on secondary data;

»  Time assumed for study is of very short period;

»  Only 3 banks have been selected as sample to make study.
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