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Use of Short-Term Co-operative Credit 
Findings of a Field Study 

S Vasudevan 
That a very large proportion of co-operative credit is not in fact used for the productive purposes for which it is 

intended is well known. A field study of six primary co-operatives in a district in Mysore throws some light on the 
factors responsible for the misuse of credit 

Apart from loopholes in the procedures for sanctioning loans and the deliberate subversion of these proce-
dures, the principal reason why co-operative credit finds its way into unproductive uses is that at present there is no 
link between the sanction of loans and the production plans of the borrowing farmer. 

The official agent to help farmers to raise production at the village level the Gramsevak, receives no help at all 
from the co-operative extension officer. Not one loan by any of the six societies studied was sanctioned at the initia
tive of the Gramsevak. 

The closer integration of agricultural extension and co-operatives is, therefore, imperative for the effective utili-
sation of agricultural credit. The Gramsevak and the agricultural extension agency must be given additional powers 
and responsibilities in the sphere of agricultural credit. In this context it is suggested that the Gramsevak should be 
made ex-officio member of the managing committee of the credit co-operative in his jurisdiction. 

A BOUT Rs 300 crores are annually 
lent as seasonal agricultural cre

dit through co-operatives. The Reserve 
Bank of India which provides this 
money has termed it short-term agri
cultural credit in contrast to medium-
term credit and long-term credit for 
three years and longer, respectively. 
Short-term credit is provided for meet
ing expenses for current agricultural 
operations. The following are the con
clusions of a field study of utilisation of 
short-term credit. 

Six Co-operatives 

The field study of six primary co
operatives was undertaken in March-
Apr i l 1962 in a Mysore District, I chose 
three community development blocks 
each representative of irrigated, semi-
irrigated and rain fed areas by strati-
fied sampling. And I selected at random 
two societies from each of these blocks, 
one representative of the better working 
primaries and the other from among the 
remaining. Of these six, one happened 
to be a large-sized society having an 
office-cum-godown. 

During field study I examined the 
loans records of the societies and the 
records maintained by the District 
Bank and the District Co-operative 
Officer concerning these societies. An 
attempt was also made to compare 
loan transactions of the selected co
operatives with those of the registered 
money lenders in the area. For eliciting 
fuller information on the subject, I ad
ministered open-ended and structured 
questions to seventy-three persons in 
all with the help of interpreters. The 
questionnaires were pretested in a v i l 
lage near Mysore City before they were 
administered. The Gramsevak, the 

secretary and committee members of 
the primary society, the members of 
village panchayat, the village revenue 
officer ('Shanbhog') and four farmers 
(of whom two have taken short-term 
loans and two are non-members) were 
invariably interviewed in all the six 
selected villages. 

At the Tahsil level, the members of 
the Panchayat Samithi (Taluka Board), 
the Block Development Officers, the ex
tension Officers for agriculture, animal 
husbandry and co-operation, secretaries 
of regulated markets and Taluk market
ing societies and District Co-operative 
Bank supervisors were interviewed. At 
the District level I consulted the dis
trict officers for agriculture, agricultur
al marketing and co-operation and also 
the functionaries associated with the 
co-operative bank and the co-operative 
union. Although this one-man study 
with limited facilities could not attempt 
any valid conclusions, it could throw 
some light on the darker areas in the 
field of co-operative credit and could 
help me understand some of i ts stren
gths. Scanning through the bulk of ma
terial collected, from a distance of two 
years now, I feel I could resist sub
jectivity and hazard certain conclusions, 
which I feel are worthy of further exa
mination and study. 

Small Farmers Not Benifitted 

I found that farmers of the low-
income group who form the vast ma
jority of the peasantry are seldom subs
tantially benefited by farm credit. A l 
though they signed or put their thumbs 
to affirm that the money was meant 
for cultivation they generally did not 
use it for farming. They were mostly 
indebted, and the issue of loan was 
much publicized in the village—how 

then could they resist repaying earlier 
loans and using whatever balance was 
left for pressing needs other than agri-
culture? Loans above Rs 500 were nor
mally better applied, may be for agri
cultural purposes or other investment 
For the poor farmer co-operative sea
sonal credit in many cases provided ad
ditional wherewithal for consumption. 
Subsistence farming needs better exten
sion service for proper use of farm 
credit. 

No Check on Use of Credit 

Not all directors of the district bank 
and the primaries were interested in 
the issue of loans. In five out of six 
societies group loyalties at the village 
level determined loan issue; and at the 
district level, political factors prevent
ed a primary society getting short-term 
loans from the District co-operative 
bank. As nobody can appeal effectively 
against the injurious actions of the 
higher co-operatives, peasants lose re
liance on co-operative credit for farm 
operations. Co-operative credit is there
fore misused to exercise economic pres
sures by village oligopolies who some
times own the societies. The records of 
the co-operative may be excellent, but 
the society might work as an oppressive 
element as far as the peasant is con
cerned. 

I found on closer examination that 
the purpose-wise classification of short-
term loans was not at all realistic in 
all the six societies as well as in the dis
trict bank. In many cases the only 
agricultural use to which the loan was 
applied was for buying live-stock. No 
wonder that farm credit has no rela
tionship with food production. This 
could be clearly seen in all the six so
cieties. 
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Agricultural extension has not pre
pared the mind of the farmer for addi
tional farm input, and farm credit can
not therefore enter the field and help 
the production process. Commercial 
agencies are far more capable than gov
ernmental officers in selling chemical 
fertilisers and plant protection equip
ments and also in popularizing farm 
implements. The accredited agent for 
farm production at village level receives 
no support from the co-operative ex
tension officer. The Gramsevaks' role 
in the issue and. proper use of farm 
credit needs better appreciation and 
more powers and responsibilities have 
to be given to the farm-service agen
cies to ensure better utilisation of farm 
credit. No loan in any of these six 
societies was issued on the initiative of 
the Gramsevak. 

Wherever the peasant could not him
self dispose of his produce, as in the 
case of tobacco, sugarcane and other 
cash crops, credit was linked to mar
keting; but otherwise it was not. It was 
noticed that subsistence farming in 
rain fed conditions could not bear the 
risk of high cost chemical fertilizers 
and peasants needed extra support 
through their co-operatives for using 
farm credit in the right directions. 

Link with Extension Agency Vital 
The management of primary co-ope-

natives were unconcerned with the uti
lization of farm credit even though 
everybody signed papers to the effect 
that the loans were for genuine farm 
operations. Often the disbursement of 
loans was so delayed that they could 
not be used for farm operations. The 
managements of co-operative societies 
blamed the financing bank for proce
dural delay in issue of loans. Loans 
were often issued between July and 
August after ploughing operations which 
prevented their use for farm operations 
in many places. Nobody connected with 
the operation of farm loans was earnest 
to relate the issue and repayment of 
loans to the farming and harvesting 
seasons. The study showed that the 
loan applications were prepared bur 
riedly, endorsed in one or two meet
ings of the society, approved in haste 
by the co-operative ' official and sanc
tioned without due consideration by 
the financing bank. The co-operative 
officers concerned with agricultural 
loans should have better appreciation 
of farm practices so as to effectively 
guide the use of short-term credit for 
additional farm inputs. It was discon
certing to find the Gramsevaks, the agri
cultural extension officers and the high
er ranks in the area unable to guide 
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farmers on improved practices. Effec
tive extension work needs agricultural 
skill in addition to information. Un
fortunately, the qualitative assessment 
of agricultural extension work has not 
been satisfactory in any of the three 
blocks. When the peasant is not inclin
ed to use any additional input in the 
held how can short-term credit enter 
the production process? 

Co-operative short-term credit co
exists with other forms of credit avail
able in the village and is used for all 
purposes by the farmers and is repaid 
in the same way as any other private 
loan is paid back. Taking into account 
the cost of enrolment for eligibility to 
borrow , the gratification paid for 
obtaining the loan and the costs of 
securing it, short-term co-operative cre
dit is not really cheap for the bulk of 
the peasants who borrow between Rs 
50 and Rs 250. 

The remedy lies in closer integration 
between co-operatives and the N E S 
agency in respect of agricultural servi
ces. Any society issuing short term 
agricultural credit should accept the 
Gramsevak as an ex-officio committee 
member. 

As part of his work, the Gramsevak 
should assist farmers to prepare pro
duction plans and apply for short-term 
credit from the society. Co-operatives 
must be accepted as the principal agen
cy for introducing innovations in farm 
practices and the, agricultural depart-
ment must work through co-operatives 
for increasing farm production. In short 
the Gramsevak and the agricultural ex
tension agency above him should have 
added powers and responsibilities in the 
operation of short-term agricultural 
credit through co-operatives so that 
farm credit may be used for increasing 
production. 


