
Chapter 3 

These short-term loans could be made more attractive to farmers by 
two modifications. First, farmers might be given the option of repaying 
them in kind, at agreed upon prices. This provision would protect culti
vators from the uncertainties of the market. Second, the farmers could 
be protected from the hazards of crop failure by having the amount of 
the loan reduced in the event of exceptionally low yields, or by having the 
terminal date deferred. In this way, an insurance provision is built into 
the system to allay the farmers' fears of adopting innovations.  

The proposed scheme helps to minimize unproductive use of borrowed 
funds. Because the loans are made in kind, i.e., in the form of fertilizer 
vouchers, rather than rupees, there is much less danger that the funds 
will be expended on unproductive activities such as ceremonies.  

Historically, land has served as collateral for loans, and this has led 
to several inequities. For example, many cultivators who do not own 
land have had extreme difficulty in qualifying for loans. In addition, 
farmers greatly fear the loss of land that is possible when they borrow 
funds. The proposed program would not affect the livelihood base of 
farmers, and the added returns from farm supplies such as fertilizer 
would virtually assure the farmers a greater net income. Finally, the 
scheme helps to minimize the farmer's risk in adopting innovations that 
require some cash expenditure.  

To be effective, however, this credit plan requires development of, 
and integration with, other elements stressed in this chapter. For 
example, additional irrigation water may be required to make the in
creased use of commercial fertilizer profitable. The fertilizer must be 
made locally available to farmers, and the extension staff must be willing 
and competent to do farm planning. A successful credit operation also 
depends on prompt processing of loan applications, and on safeguards to 
insure that an illiterate farmer is not cheated in quantity or price under 
the voucher system. Finally, provisions for loan supervision must be 
adequate to insure repayment.  

While the above program has been discussed with special reference 
to the Agricultural Development Bank, it is a scheme that could be im
plemented also by cooperative societies. Private banks, too, should be 
encouraged, perhaps even subsidized, to undertake similar operations.  
For as is indicated in Table 3.4, the potential credit needs to enlarge the 
gross sown area and to -undertake the fertilizer, and pest control programs 
in a million-acre project area are about Rs 4 crore per year. At least 
Rs 1 to 1.5 crore should be available as improved credit to start operations 
in each project Area. This need could double or triple within a few years..  
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