Rural Resources Generation and Mobilisation
Ashoka M o d y
This paper examines savings generation and deployment in the rural sector. It discusses the level and
determinants of investment within the rural sector as well as the flow of resources to and from the sector
in the form of financial liabilities and assets.
Rural aggregates have been broken up, as far as possible, to provide estimates for agricultural and
nonagricultural households.
Separate study of savings behaviour of agricultural households is important,
both for understanding the dynamics of Indian agriculture and for situating the Indian experience in the
debate on agriculture's resource contribution in the initial stages of industrialisation.
Separate treatment
of agriculture is required because, despite agriculture's dominance, rural aggregates sometimes give a picture very different from that relating only to agricultural households.
The main theme that emerges is that there is no clear evidence of an increase in rural or agricultural
savings rates, but there is considerable evidence of a change in the pattern of savings, i e, in asset
preference.
There have been shifts in preference between financial and physical assets, and also between
the components of both groups of assets.

T H E Indian savings rate grew impressively over the three decades between the early 1950s and the end of the 1970s. Gross
savings as a proportion of gross domestic
production ( G D P ) increased from less
than 10 per cent in the early 1950s to
about 22 per cent towards the close of the
1970s.
A l l sectors of the economy did not,
however, participate equally in contributing to the increased savings rate.
For social accounting purposes, the I n dian economy is conventionally divided
into three sectors: the public sector, the
private corporate sector, and a residual—'household' sector. The significant stepping up of the Indian savings
rate was made possible principally by the
remarkable savings performance of the
household sector. This sector's savings as
a proportion of G D P increased from less
than 7 per cent in the early 1950s to more
than 16 per cent in the late 1970s. In
contrast, over the same period, public
sector savings as a proportion of G D P i n creased from 2 per cent to about 5 per cent
and private corporate savings barely i n creased from I to I ' / : per cent.
Savings may be used to acquire either
physical assets or financial assets. Even in
the late 1970s, physical assets were the
dominant form of household savings.
However, the rapid increase in household
savings over the past three decades took
place mainly in financial savings. The
shalre of physical assets formation in the
household savings was more than fourfifths in the early 1950s. The share declined to about three-fifths by the end of the
1970s.
When 'households' save in financial
assets, they in effect lend resources to the
other sectors and hence finance investment in those sectors. Financial savings
of households were about 1 per cent of
G D P in the early 1950s, between 3 and 4

per cent in the 1960s, and rose sharply in
the 1970s reaching about 7 per cent
towards the end of that decade. Thus, in
the late 1970s, households were transferring about 7 per cent of G D P for financing
investment in the public and private corporate sectors.
The Sixth Five Year Plan (covering the
period 1980-1985) visualises an increase
in aggregate savings rate to nearly a
quarter of domestic product by 1984-85.
The Plan aims at stepping up the savings
rate in the public and private corporate
sectors, particularly in the former. If the

projections are realised, the share of
public sector savings in aggregate savings
will increase from 17 per cent in 1979-80
to 25 percent in 1984-85, the share of the
private corporate sector will increase
from 7 to 8 per cent, whereas the share of
the household sector w i l l fall from about
three quarters to about two-thirds.
However, given the pcresent weight of the
household sector in t o t a l savings,
reaching a savings rate of 25 per cent
would require, even according to the
Plan, a stepping up of the savings rate in
the household sector. Close to half the i n -
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One segment of the household sector
w i t h some degree of homogeneity is the
rural sector. Rural areas are those w i t h a
limited population size and relatively low
population density, and where more than
three-quarters of the workforce are
engaged in agriculture. 1
The importance of the rural sector to
the Indian economy is, of course, well
k n o w n . A b o u t 75 per cent of the Indian
population is located in the rural areas.
Almost two-thirds of national income is
generated in the rural areas. Above a l l ,
agricultural production, dominant not
just in terms of income generated and
numbers employed but critical also in setting limits to the growth of other sectors,
is almost entirely a rural activity.
In this paper, we examine savings
generation and deployment in the rural
sector. We examine the level and determinants of investment within the rural
sector, as well as the flow of resources to
and from the sector in the form of financial liabilities and assets.

sources: ( l )

CSO National Accounts
Statistics, various issues.
(2) CSO Statistical Abstracts
of India,

crease in household savings, it is hoped,
will take the form o f financial assets.
Thus, according to the Plan targets, the
household sector w o u l d transfer about 8
per cent of G D P to other sectors by
1984-85.
Household savings, therefore, have
been and, in the foreseeable future, w i l l
continue to be of critical importance to
physical assets f o r m a t i o n in the Indian
economy. Not only do the 'households*
undertake almost h a l f the aggregate
physical investment, but through transferring savings they make possible greater
investment in the public and private corporate sectors. The behaviour of 'househ o l d ' savings w i l l to a large extent determine whether the Sixth Plan investment
targets are achieved or not. This is likely
to be particularly so if the ambitious
public sector savings targets are not
achieved.
The determinants of both the households savings rate and the savings pattern
need, therefore, to be carefully understood. In doing so, the first step is to
recognise the heterogeneity of the socalled household sector. This sector, it
w i l l be recalled, is essentially a residual
sector. The sector comprises all economic
agents and organisations other than those
accounted for by the public sector and the
private corporate sector. As such, besides
pure households, all unincorporated
business enterprises are included in the
household sector.
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As far as possible, rural aggregates
have been broken up to provide estimates
for agricultural and non-agricultural
households. Separate study of savings
behaviour of agricultural households is
important, both for understanding the
dynamics of Indian agriculture and for
situating the Indian experience in the
debate on agriculture's resource cont r i b u t i o n in the initial stages of i n dustrialisation. Separate treatment of
agriculture is required because, despite

a g r i c u l t u r e ' s d o m i n a n c e , r u r a l aggregates sometimes give a picture very
different from that relating only to
agricultural households.
The main theme that emerges is that
there is no clear evidence of an increase in
rural or agricultural savings rates, but
there is considerable evidence of a change
in the pattern of savings, i e, in asset
preference. There have been shifts in
preference between f i n a n c i a l and
physical assets, and also between the
components of both groups of assets.
The paper is organised as follows:
The all-India aggregate rural savings
and the savings rates over 1961-62 to
1978-79 are presented in section 1. A l l India financial flows in the rural sector
over the same period are described in sect i o n 2. The regional dimensions are exp l o r e d t h r o u g h a n inter-State c o m parison of rural savings and financial
flows in section 3, the complete enumeration of physical and financial flows is attempted only for 1971-72; some important components of financial flows are,
however, considered for earlier and later
years. In section 4, the determinants of
physical investment in agriculture are
sketched. In the concluding section 5, the
determinants of agricultural savings and
the relationship between physical investment and' net financial flows are enumerated. On that basis, the Sixth Plan
targets of irrigation, household savings,
and institutional credit, to agriculture are
assessed.
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Our estimates show that the savings
rate of A households has been around 10
per cent and the savings rate of N A R
households has been around 6 per cent.
The difference between the two rates is
overstated here on account of the estimation procedure. 2 It is, however, likely that
the A rate will be seen as higher than the
N A R rate even when the estimation bias is
adjusted for.

Source: Appendix 2.
I
A g g r e g a t e Savings: A l l - I n d i a T i m e
Series
We have estimated aggregate savings in
the rural sector and also the rural savings
rates for the period 1961-62 to 1978-79. In
this section, we present these estimates
and highlight some features of interest.
The aggregate savings of the agricultural ( A ) sector, the non-agricultural
rural ( N A R ) sector and the entire rural
(R) sector are shown in Table 1. A l l savings reported here are gross savings, i e,
no attempt has been made to account for
depreciation. The physical and financial
components of rural savings were i n dependently estimated. The estimation
details are given in Appendices 1 and 2. In
our discussion in the main text, we shall
refer only to those aspects of the estimation procedure which are of relevance for
interpreting the estimates. The physical
investment figures for 1961-62 and
1971-72 were obtained f r o m RBI's Debt
and Investment Surveys. Physical investment expenditure is here taken to be the
gross capital expenditure reported in the
Surveys minus expenditure on purchase
of land and land rights. It includes expenditure on purchase of livestock and
durable household assets, but does not i n -

clude accumulation of inventories. The
physical investment estimates for years,
other than 1961-62 and 1971-72, were obtained by assuming a constant growth
rate. (For the comparability of the
1961-62 and 1971-72 estimates, see
Appendix 1).
The corresponding savings rates are
also shown in Table 1. These rates
measure the proportion of savings to income generated in that sector. The income generated in agriculture was obtained from CSO's National Accounts
Statistics. Rural income was assumed to
be 1-325 times agricultural income as i n dicated by the CSO in an estimate made
for 1970-71 (see National Accounts
Statistics, 1981, Appendix Table A. 1.1).
The N A R income was derived from the
difference between the r u r a l and
agricultural incomes.
F r o m Table 1, the following features of
the rural savings rates emerge:
(1) Aggregate savings rate:
The rural savings rate has on an
average been around 8 per cent. At this
level, the rural rate has been significantly
lower t h a n the all-India rate.
(2) Difference between
households:

A

and

NAR

(3) Trends over time:
It appears that the savings rate of A
households fell slightly in the mid-1960s
and has remained steady since then. The
savings rate of N A R households has remained almost unchanged, Thus, not
only has the rural savings rate been lower
than the all-India rate, it has also shown
no tendency to increase during a period
which saw impressive growth in the allIndia rate. 3
The fall in savings rate in the mid-1960s
was probably due to the extremely low
level of agricultural production during
1965-66 and 1966-67. The fall was specially
sharp
in
the
case
of
financial savings, and there was, in fact, a
significant net i n f l o w o f f i n a n c i a l
resources into agricultural housholds via
institutional credit agencies during the second half of the 1960s (we discuss this
below in greater detail).
The failure of the savings rate to revive
in the 1970s, despite the rapid growth of
financial savings (as discussed below),
was mainly due to the continued sluggishness o f physical investment. O f
course, our investment figures are based
on the assumption of a constant growth
rate that prevailed during the 1960s. It
could, therefore, be objected that the
sluggishness in the 1970s is built into our
estimates. However, the limited available
evidence from the Livestock Censuses of
1977 and earlier years also does not i n dicate any acceleration of investment in
the 1970s. As we shall discuss in section 4,
there seem reasons to believe that fixed i n vestment in agriculture has indeed grown
slowly.
Also, our physical investment estimates do not include working capital investment. Though physical fixed investment has grown slowly, investment in
working capital has increased very rapidly, the growth has been particularly sharp
in the addition to current material inputs,
from about Rs 100-150 crore annually, in
the second h a l f of 1960s, to about
Rs 200-300crore annually in 1970s. H o w ever, despite the rapid growth, the i n crease in current material inputs continues to form a small part of total investment and less than 1 per cent of income.
Its inclusion in our savings estimates will
not, therefore, affect the observation that
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the savings rate has not grown. (For the
details of w o r k i n g capital computation,
sec Appendix 3.) If contrary to our
assumption of equal growth, N A R i n comes have grown at a slower rate than A
incomes, the N A R savings rate increase in
understated here. However the difference
is not likely to be significant. For details
on urban-rural income shares over time,
see M o h a n 1982, Appendix 1.
The savings rate is influenced by
several factors. Here it may be noted that
the lack of growth in savings rate is consistent w i t h a rural per capita real income
that has remained stationary (see Table
2). Othervariables that influence the savings rate are considered in section 3 and 4.

II
Financial Savings: All-India, Time
Series
In this section, we discuss: (1) the
magnitude of rural net financial savings;
(2) the changes in composition of rural
financial assets and liabilities; (3) the relationship between rural net financial savings and rural physical investment; (4) the
share of rural financial savings in total
'household' savings and (5) the relationship between ' f o r m a l ' and 'informal'
financial assets in the rural sector.
(1) Net financial savings:
As indicated above, there have been
important changes in rural Financial sav-
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ings, and these have significant implications for rural resource mobilisation. The
estimates of rural net Financial savings are
presented in Table 3.
In estimating the net Financial savings,
the annual acquisition of financial assets
and liabilities was separately computed.
Only formal (or external) financial assets
and liabilities were considered. These are
assets and liabilities that involve transactions w i t h institutional agencies. They are
distinguished from informal (or internal)
borrowing and lending, which cancel out
w i t h i n the sector and hence do not count
in the estimation of the sector's net savings. The financial assets thus considered
were: currency, life insurance premia,
provident fund contributions, small savings, commercial bank deposits and
co-operative shares and deposits. The
sources of financial liabilities considered
were commercial banks, co-operatives
and the government. Net financial savings in any year were estimated as the difference between the assets acquired and
the liabilities incurred. Positive net financial savings indicate a net lending of
resources by the sector and negative net
financial savings indicate a net inflow of
resources into the sector.
Table 3 shows that there was a net inflow of resources into agricultural ( A )
households in the 1960s, particularly in
the second half of that decade. 4 However,
the direction of resource flow changed
quite dramatically in the 1970s. The
resource outflow from A households in
the 1970s fluctuated from year to year,
but showed an overall increasing trend.
In contrast, N A R households have
been net financial savers right through.
The magnitude of N A R net financial saving in the 1960s was greater than the
deficit of A households, so that there was
a net savings outflow from the rural sec-or even when there was a savings inflow
into the agricultural sector.
N A R financial savings have grown
steadily right through. In the 1970s,
however, it is the A households (which
were deficit in the 1960s) that increased
their financial savings at the more rapid
rate.
Before seeing the financial flows in
relation to other relevant magnitudes, it
would be useful to take a closer look at
the components of these Hows.
(2)

Financial flows—a disaggregated
picture:
We examine here the instruments and
agencies through which the rural financial flows have been mediated. On the
assets side, the most significant change
has taken place in commercial bank
deposits (see Table 4). The share of commercial bank deposits in rural financial
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operative shares and deposits has always
been higher, than the corresponding
shares for N A R households.
On the credit side, it will be seen from
Table 5 that the large net inflow into the
agricultural sector in the second half of
the 1960s came mainly from the cooperatives. In the 1970s, the net inflow
from the co-operatives has not grown but
in fact has probably fallen. At the same
time, though commercial bank credit to
agriculture has grown rapidly, the equally
r a p i d increase in c o m m e r c i a l bank
deposits has meant that commercial
banks have throughout been a net recipient of resources from the agricultural
and rural sectors. The net flow to commercial banks has probably increased in
the 1970s. There has also been no significant increase in government credit to
agriculture.
Thus, while the main institutional
credit agencies have not been increasingthe annual net financial inflow into
agriculture to any significant extent, savings in the form of currency, life i n surance premia, and provident fund contributions, have been growing, leading to
an increasing net outflow of financial
resource from the rural sector.
To gain some perspective on these rural
' f o r m a l ' financial flows, we examine
them below in relation to rural physical
investment, aggregate 'household' sector
financial savings, and ' i n f o r m a l ' financial savings.
Notes:

(1) Savings rate is aggregate
savings as a percentage of
income in agriculture and
allied activities.
(2) R u r a l p o p u l a t i o n was
multiplied by the proportion of workers engaged in
agriculture to obtain the
agricultural population.
(3) Figures in brackets are
ranks in the ascending
order.
Sources: (1) Appendix Table V I ; and
Appendix Table I X .
(2) RBI Bulletin, A p r i l 1978.
(3) India Bulletin of Food
Statistics.

assets was 6 per cent in the early 1960s,
and it rose to over 30 per cent in the late
1970s. The shares of all other assets have
fallen. However, it must be noted that
even the instruments w i t h falling shares
s h o w s i g n i f i c a n t l y r i s i n g absolute
magnitudes.
A point of difference between A and
N A R households may be noted. Though
both groups show the same basic trends in
the composition of assets as outlined
above, the share of provident fund contributions in A household savings has
always been lower, and the share of co-

(3) Net financial savings and physical
investment
(a)
Agricultural households:
Referring again to Table 3, it will be
noted that till the early 1970s net financial
savings of agricultural households were
less than 5 per cent of investment in
physical assets formation. In the early
1960s and early 1970s, in particular, net
financial savings were negligible. In the
second half of the 1960s, the net savings
inflow into agriculture touched 5 per cent
of physical investment in agriculture and
was, therefore, of some significance in
financing private a g r i c u l t u r a l investment. From the point of view of the nonagricultural sector, however, the savings
transfer was negligible right through to
the early 1970s; and even in years of high
savings inflow into agriculture, the net i n flow was 1 per cent or less of physical i n vestment in the non-agricultural sector. 5 .
Since the early 1970s, however, the net
financial outflow from agriculture has
grown significantly, and in 1978-79 f o r m ed 25 per cent of physical investment in
that sector (and roughly 2 per cent of the
sector's income). In 1978-79, in fact,
agriculture's net financial savings had
grown appreciably even in relation to
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non-agricultural investment, constituting
about 3 percent of such investment.
(b) Non-agricultural (NAR) households:
Relative to A households, N A R
households have always had a greater
preference for financial savings. This
preference (as in A households) has increased over time. In the early 1960s,
N A R households' financial savings f o r m ed between half and three-quarters of
their physical investment. But by the late
1970s, financial investment was one and a
half times physical investment (and
roughly 4 per cent of N A R income).
The net financial savings of N A R
households have not been negligible even
in relation to non-rural investment. Since
an exact measure of non-rural investment
is not available/ 1 we use non-agricultural
investment as a proxy. In the 1970s, net
financial savings of N A R households
have been between 1.5 and 2 per cent of
non-agricultural investment.
(4)

Rural and ' household' financial
savings
Given the large increase in rural financial savings, it is of interest to enquire
how rural financial savings trends compare with trends in financial savings of
the entire household sector. We look into
this question here.
Table 6 presents the relevant figures.
We are here still discussing only ' f o r m a l '
financial savings. It will be noted that
gross rural financial savings (i e, the total
acquisition of financial assets) as a proportion of gross 'household' financial
savings has changed very little over time.
The proportion has moved within the
narrow range of one-fifth and onefourth. However, the lack of change in
the aggregate conceals disparate trends in
the components. Rural currency acquisit i o n , of course, has been assumed to be a
constant one-third of household currency
a c q u i s i t i o n . T h e share o f r u r a l
households in life insurance premia
declined in the 1970s according to indicators reported in the L I C Annual
Reports (sec Appendix 2). The share in
provident fund contributions has also
fallen over time. Balancing these, the
share of rural households in commercial
bank deposits has increased significantly.
It w i l l be noted from Table 6 column (3)
that the share of agricultural households
in rural financial savings has increased
over time, and hence though the rural
share in all household savings has remained steady, the agricultural share has
slightly increased.
The share of rural households in net
household savings (gross savings net or
credit taken) fell in the second half of the
1960s as credit inflow into agriculture i n 795
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Note:

Compound growth rate implicit
in the two end point observation.
Source: R B I All India Debt and Investment Survey.

creased; the share returned to the old level
in the early 1970s and even slightly exceeded that level by the end of the 1970s.
Thus, in the late 1970s, about 15 per cent
of net household savings came from rural
households (see Table 6, column (4)). The
increased share of rural households in the
1970s reflected principally the increased
financial savings of agricultural households which increased their share in rural
as well as all 'households' net savings.
(5)

Formal
and
informal financial
savings
Considerable investment activity takes

place within the rural sector which docs
not show up as investment of the sector as
a whole because it is balanced by an internal disinvestment. Thus, moneylending
within the rural sector creates simultaneously an equal financial asset and
liability, creating no net asset for the sector. Similarly, land purchases within the
sector involve investment by one party
and an equal disinvestment by another.
We compare here the trends in ' formal'
financial saving and informal investment
activity. We estimate informal financial
savings by aggregating the debt owed by
rural households to non-institutional
agencies as reported in RBI's Debt and
Investment Surveys. It is assumed that
these n o n - i n s t i t u t i o n a l agencies are
located within the rural sector and hence
corresponding to the debt there are financial assets held in the rural sector. This
procedure had to be adopted because,
typically, informal lending is understated. For the details of estimation, see
Appendix 2.
In Table 7, informal financial saving is
shown as a proportion of gross formal
financial saving. It may be seen that the
proportion has declined during the last
t w o decades.
It also appears from Table 7 that gross
formal financial saving has risen faster
than expenditure on purchase of land.

Ill
Aggregate Savings and Financial
Flows—Statewise
(1) Aggregate-savings:
The statewise aggregate savings rates
of agricultural households in 1971-72 are
shown in Table 8. Only agricultural
households have been considered because
statewise data on rural incomes were not
readily available. 7 The savings rates vary
between a l o w of 2 per cent ( i n
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Maharashtra) and a high of 15 per cent (in
Kerala and Rajasthan).
(a) Per capita income: In order to
understand the variation in the savings
rates, we compared them with per capita
incomes o f a g r i c u l t u r a l households.
When the ranks of the two variables are
compared, we find that Maharashtra and
Orissa with low per capita incomes have
low savings rates, Karnataka w i t h a
relatively high per capita income has a
high savings rate and Madhya Pradesh is
in the middle of the spectrum with regard
to both the variables.
(b) Production
acceleration:
But
clearly, per capita income docs not explain the variation in the other nine
States. The ranks of the two variables in
these States differ by three or more. We,
therefore, considered the role of accelerat i o n in p r o d u c t i o n . D u r i n g an accelerating phase, the savings rate is likely
to be high for two reasons: ( I ) consumption standards change at a much slower
rate than income; and (2) if the production acceleration reflects attractive i n vestment opportunities, then there is an
obvious incentive to save. In a decelerating situation, these factors would
work in reverse.
Six States show a lower savings rate
than warranted by their per capita income
(i e, the rank of the savings rate is considerably lower than the rank of the per
capita i n c o m e ) . O f these, A n d h r a
Pradesh, Tamil Nadu and Gujarat exp e r i e n c e d a large d e c e l e r a t i o n in
agricultural production in the second half
of the 1960s (see Table 9). Thus, in these
States, decelerating production from the
mid 1960s d i d , apparently, result in a low
savings rate in 1971-72.
Conversely, Kerala, Rajasthan and U t tar Pradesh, States with savings rates in
1971-72 higher than warranted by their
per capita incomes, experienced a sharp
rise in production growth in the second
half of the 1960s (Table 9).
I t , therefore, appears that production
acceleration (or deceleration) has a
significant influence on the savings rate.
(c) Limits to saving rate?: There are
three States for which the level of the saving rate is explained neither by the level of
p r o d u c t i o n n o r b y the change i n
the rate of production g r o w t h . These
states are Punjab, Haryana and West
Bengal. Agricultural households in these
States had very high per capita incomes
(Punjab households had the highest;
Haryana, the second highest; and West
Bengal, the fourth highest). But the savings rates in these States were not appreciably higher than in the other States.
It is possible, of course, that the savings
rates here are understated. That, however, is unlikely to be the whole story.
797
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It seems likely that there are limits to
savings in forms considered here by us.
The bulk of agricultural savings takes the
form of physical investment in farm production. This investment is governed by
the state of agricultural technology (as we
elaborate in the next section). That there
are limits to the extent of investment in
farm activities is reflected partly in the
fact that non-farm investment grew during the 1960s at a much faster rate than
farm investment in almost all States (see
Table 10).
Also, till the early 1970s, investment in
formal financial institutions was limited
by their poor spread in rural areas and, of
course, by the limited degree of agricultural commercialisation.
(2) Financial flows:
We consider first the financial flows in
some detail for 1971-72 and then consider
certain component flows for which infor-

Note:

mation over time is available to get an
idea of the trends,
(a)/vW financial flows, 1971-72: Table
11 shows the net financial flows during
1971-72 in most major States in India. 8
The picture is one of considerable interregional variation. At one extreme, there
was a net saving, and hence net outflow
of resources from the rural sector, of
Rs 60 crore in West Bengal. At the other
extreme, there was a net resource inflow
of Rs 75 crore in Maharashtra,
The variations, however, are not w i t h out a pattern. Some features of interest
may be noted. First, though the A sector
in several States was a net recepient of
resources, the N A R sector uniformly had
positive net financial savings.
Secondly, the large net outflows from
agriculture, both in absolute terms as well
as in relation to physical investment, were
from West Bengal, Bihar and Kerala. Of
these, Kerala has had a long history of
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commercialisation and development of
financial institutions. This very probably
explains the very high level of per capita
gross investment in financial assets in
Kerala (see Table 12).
West Bengal, Bihar and possibly other
north-eastern States (though we do not
have complete data for these States) fall
in another category, West Bengal house-,
holds did have a high per capita gross i n vestment in financial assets commensurate w i t h their per capita income.
However, in West Bengal and Bihar (and
other north-eastern States), the net
outflow of financial resources was due
not so much to the high level of gross
financial investment as to the poor i n f l o w
of credit from institutional agencies.
Table 12 shows that the per capita credit
to rural households was the least in West
Bengal and Bihar. (The per hectare credit
was also relatively very low in these
States.) In the early 1970s, co-operatives
were still by far the main conduit of credit
into rural areas. The small inflow of credit into the north-eastern States was due
not to the limited physical spread of cooperatives in these States. In some
measure, it was probably due to the high
level of overdue to the co-operatives
which set limits to the injections of fresh
credit. At the end of June 1971, overdues
as a proportion of outstandings were 60
per cent in Bihar, 70 per cent in West
Bengal and 80 per cent or more in some of
the other north-eastern States. The proportions were not only much higher than
the all-India average of 40 per cent, but
were indeed the highest among all States. 9
However, it could be argued that the high
level of overdues was due to the low credit
per capita and per hectare, which made
the credit sub-optional and hence wastef u l . In this case, the attitude of the

Figures in first bracket are ranks of per capita assets or liabilities and in the second adjacent bracket are ranks of per capita
income, both series being in the descending order.
Sources: (1) Appendix 2.
(2) India Bulletin of Food Statistics.
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level of overdues. Government policy, influenced by other criteria, appears to
have had a significant influence in directing credit through institutional agencies,
(b) Rural 'informal' savings: ' I n f o r m a l ' financial savings or financial assets
w i t h counterpart financial liabilities
within the rural sector have been estimated as in the all-India case (see also A p pendix 2). Purchase of land has also been
treated as ' i n f o r m a l ' savings and this
again, for most part, is balanced by disinvestment within the sector. Total informal savings have been expressed as a proportion of gross 'formal' financial savings. The relevant details are presented in
Table 13.

Note:

* The ranks are in the descending order.
** Though the variables in this table all relate to the " r u r a l " sector, per capita
income relates to the " a g r i c u l t u r a l " sector, since per capita rural income
could not be estimated.
Sum of columns (3) and (4).
Sources: (1) R B I All India Debt and Investment Survey, 1971-72.
(2) Appendix 2.
(3) RBI Bulletin, A p r i l 1978.
(4) RBI Staff occasional papers, June 1972,

government towards these States determined the extent of credit inflow, since
the institutional credit agencies acted
according to government policy.
T h i r d l y , the only State other than
Kerala where there was a net outflow of
financial resources, despite an adequate
i n f l o w of credit was P u n j a b . This
reflected the relatively high level of gross
financial investment accompanying the
high per capita income.
Finally, the States where there was a
large net inflow of financial resources i n to a g r i c u l t u r e d u r i n g 1971-72 were
Maharashtra, T a m i l Nadu, Karnataka
and Gujarat. These States have had
among the highest shares in institutional
credit inflow (mainly the co-operatives in
the early 1970s), Together, in the early
1970s, they accounted for about 60 per
cent of credit inflow into all States, with
j u s t M a h a r a s h t r a accounting for a
quarter in some years. The institutional
credit per hectare has been much above
the all-India average in these States.
Though the ovcrdues were relatively
low in these States which received large
institutional credit, they were by no
means negligible. In Maharashtra, T a m i l
Nadu and Karnataka, the overdues were
about 40 per cent of outstandings and

only in Gujarat were they 20 per cent.
The high level of credit flows in Gujarat and Karnataka were probably required to finance the rapid growth in the
1960s. But this was not the case for T a m i l
Nadu and Maharashtra which experienced relatively slow growth in the 1960s.
Thus, the net financial flows have been
determined partly by the internal
dynamics of agriculture and partly by
government policy. In Kerala (where the
level of commercialisation has been high)
and in Punjab (where per capita incomes
had reached a high level), the net financial
flow was out of agriculture. Some highgrowth States like Gujarat, Karnataka,
and also Haryana, drew in financial
resources of a net basis. The northeastern States received very little credit,
partly because of the high level of overdues, which have often been due to w i l f u l
default by cultivators (see R B I , 1974).
H o w e v e r , certain i m p o r t a n t interregional variations cannot be explained
along the above lines of reasoning. For
example, the large disparity in per capita
and per hectare outstanding credit as between the north-eastern States, on the one
hand, and Maharashtra and T a m i l Nadu,
on the other, does not seem related to per
capita income levels or growth or even the

There seems a fairly close relationship
between per capita income and per capita
gross formal financial savings (columns
(1) and (2), Table 13). In addition, States
with a high per capita income have a low
ratio of informal to formal financial savings. The ratio in the high-income States
is: Punjab: 0.61; Haryana: 0.80; Gujarat:
0.55; West Bengal: 0.28; Kerala: 0.15 and
Karnataka: 0.77. The low-income States,
in contrast, have a high informal to formal savings ratio: Rajasthan: 0.94; M a d hya Pradesh: 2.12; Uttar Pradesh: 0.95
and Orissa: 1.12.
The exceptions to these generalisations
may be noted. The per capita income for
Bihar was not available, but was probably
low. The low informal to formal savings
ratio in Bihar was thus probably not commensurate w i t h its per ccapita income.
This was also so in Maharashtra. In the
case of Maharashtra, we have at least a
partial explanation. We noted above that
Maharashtra received a very large volume
of co-operative credit. To be eligible for
such credit, cultivators have to subscribe
to shares of agricultural credit socieites
and make some deposits also. Often
credit is provided to help cultivators
fulfil these obligations. Hence the high
level of formal financial savings in
Maharashtra probably exaggerates the
genuine savings of cultivators.
Important exceptions also are T a m i l
Nadu and Andhra Pradesh. These States
had relatively high per capita incomes but
also had rather high informal to formal
financial savings ratio. The explanation
lies in the high degree of inequality in
these States (see column (6), Table 13). It
would appear that high inequality creates
internal demand for credit which richer
cultivators are able to satisfy. High inequality also probably is accompanied by
more frequent land sales by poorer
cultivators to richer cultivators. The experience of T a m i l Nadu and Andhra
Pradesh suggests that a high degree of i n equality can stem the movement towards
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(c) Trends in Statewise rural net financial flows: Complete information of the
type examined above for 1971-72 is difficult to place together for other years.
We, therefore, look at some component
f l o w s . D a t a are a v a i l a b l e o n c o operatives and commercial bank net
f l o w . Since these constitute important
components of rural financial flows,
their trends should be pointers to the aggregate trends.
The data presented below are all based
on three-year averages around the year
indicated. The method of computation is
discussed in Appendix 2. As above, the
important features of the computation
method are indicated where necessary for
interpretation.

Note:

The figures are all three year
averages around the year shown.
The negative entries show a net
inflow into agricultural
households.
Source: Appendix 2.
TABLE 15: N E T COMMERCIAL B A N K FLOWS.
RURAL HOUSEHOLDS

(Rs crore)

Note:

The figures are all three year
averages around the year shown.
The negative entries show a net
inflow into rural households.
Source: Appendix 2.
formal financial assets.
It is of interest here to note that not only do farmers in A n d h r a Pradesh and
T a m i l Nadu engage to a greater extent in
internal lending and land purchases, they
are also more prone to stocking of
foodgrains. The data on market arrivals
show that Punjab and Haryana farmers
market most of their grain w i t h i n three
months of the harvest. Gujarat farmers
market about half the grain w i t h i n three
months. But farmers in T a m i l Nadu and
A n d h r a market only about a quarter of
the grain w i t h i n three months of the
802

(i) Co-operatives
Table 14 shows the net flows to the cooperatives in the various states for three
times points. A negative sign indicates net
inflow of resources from co-operatives
into agricultural households. Almost all
signs in Table 14 are negative, indicating
that co-operatives have been a net source
of financial to resources to agricultural
households practically throughout the
period in all States.
T w o States show a net contribution of
resources to co-operatives in 1977-78.
These are Punjab and Gujarat, It will be
noted that in 1971-72 both these States
were net recepients of resources from the
co-operatives. As was discussed above,
however, when all financial flows are
considered, there was a net outflow of
resources from Punjab in 1971-72—even
though there was a net inflow through the
co-operatives. The fact that even on the
co-operative account the flow turned outward by the late 1970s suggests that the
outflow through other instruments too
must have increased.
In the case of Gujarat, the aggregate i n flow into A households in 1971-72 was of
the order of Rs 19 crore (see Table 11).
Almost all of this i n f l o w was accounted
for by the co-operatives (Table 14). The
large net outflow (Rs 25 crore) on cooperative account in 1977-78 once again
suggests that the net financial flows were
out of Gujarat's agricultural^ households in the late 1970s and that the outflows were fairly substantial.
That Punjab and Gujarat should show
large and increasing financial outflows is
significant. These are States that have
had high per capita incomes for a long
period of time. They have also experienced periods of high g r o w t h . However, it
w i l l be noted that Gujarat experienced
growth rates well over 4 per cent in the
1950s and 1960s, and that the growth rate
fell to almost half (214 per cent) in the

1970s (set Table 9). Gujarat agriculture
thus drew resources as long as it was on a
high growth path and w i t h the slackening
of production turned into a net supplier
of resources. The Punjab story is similar.
W i t h the slackening of growth, the net
resource o u t f l o w has, as suggested above,
increased.
Another State where a similar process
has probably occurred is Karnataka. This
is also a State which has had a relatively
high per capita income, and which experienced high growth in the 1950s and
1960s followed by deceleration in the
1970s (see Table 9). The annual gross
credit inflow from the co-operatives in
1977-78 remained at Rs 18 crore level of
1971-72. On the other hand deposits in
co-operative societies increased, thereby
reducing the net annual i n f l o w .
T w o states which showed the largest
net inflow from the co-operatives in
1977-78 and which have also shown a
secular increase in net inflow are T a m i l
Nadu and Andhra Pradesh. These increases cannot be explained by changes in
growth conditions. The growth rate in
A n d h r a Pradesh has fluctuated and did
increase marginally from 2 per cent in the
1960s to 2.3 per cent in the 1970s. This
order of increase does not seem to warrant the large increase in net credit inflow.
In T a m i l Nadu, the large increases in
credit inflow have been accompanied by a
secular deceleration in growth. It w i l l be
recalled that these are the States w i t h the
highest levels of inequality and that they
showed in 1971-72 a relatively high level
of I n f o r m a l ' lending activity and expenditure on purchase of land. It seems possible that the agriculturists in these States
have used institutional credit for 'informal' activities (as defined by us) rather
than for production purposes.
The annual credit flows into Maharashtra declined over time as the ovcrdues
there mounted. The annual flow into the
West Bengal and Bihar improved, though
overdue levels declined only in West
Bengal. However, differences persist in
per hectare outstanding credit between
Maharashtra and the north-eastern States
as in the early 1970s.
(ii) Commercial banks
The broad observations made from the
data on co-operatives are completely corroborated by the commercial bank
figures (sec Table 15). The large outflow
of financial resources has been from highincome growth-decelerating areas, Gujarat and Punjab. Karnataka's transition
from a net recepient of resources to a
surplus state is also seen. T a m i l Nadu and
A n d h r a Pradesh are once again the major
net resource recepients. The flow i m balances between the north-eastern
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Note:
Source:

Figures in brackets give percentages to totals.
R B I All India Debt and Investment Survey. 1971-72

States and Maharashtra also appear to be
undergoing correction.

of farm investment, presented below,
seems to corroborate our interpretation.

IV
Nature and Determinants of Farm
Investment

( I ) Composition of cultivators' physical
fixed
investment:
Table 16 shows the changes in the extent and composition of physical investment undertaken by cultivators. Several
features shown up by the table arc of i m portance,
(i) Farm In vestment
Between 1961-62 and 1971-72 the proportion of cultivation reporting capital
expenditure in farm business fell from
two-thirds to half, 11 At the same time, the
share of farm investment in total investment also fell. An examination showed
that decline in the proportion of cultivators undertaking farm investment has
occurred among all classes of cultivators.
But the decline represents the operation
of very different forces on small and large
cultivators. The p r o p o r t i o n of large
cultivators reporting possession of assets

As indicated in sections 1 and 3, rural
physical investment grew only slowly in
the 1960s. (The current price estimates
for 1961-62 and 1971-72 imply an annual
compound growth rate of about 6 per
cent.) The slow growth of rural physical
investment reflected essentially the sluggishness of the dominant farm investment. On the other hand, cultivators 7 investment in financial instruments grew
rapidly during the 1970s. We suggested,
above, the financial investment growth'
reflected continued limits to farm investment in the 1970s. This must, of course,
remain a hypothesis till firm estimates on
farm investment are available. However,
evidence on the nature and determinants
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(i e, physical stock) does not show a
decline. However, in the case of small
cultivators, the p r o p o r t i o n reporting
both stocks and flows shows a fall.
The evidence, therefore, suggests that
disinvestment has been t a k i n g place
among smaller cultivators. On the other
hand, larger cultivators are buying higher
valued equipment which requires less frequent replacement.
The quinquennial Livestock Censuses
support the above interpretation based
on RBI's Debt and Investment Surveys.
The growth in the number of traditional
implements and machinery (wooden
plough, carts, sugarcane crushers w o r k ed by bullocks, etc) and livestock, which
smaller cultivators principally invest i n ,
has been extremely low: In some cases,
the 1977 census shows an absolute fall
over 1972. On the other hand, more
modern implements (iron ploughs, tractors, pumpsets, sugarcane crushers worked by power, etc) have been growing
rapidly. These are purchased mainly by
larger cutlivators and these, moreover,
require less frequent replacement than
traditional implements.
The disinvestment and the greater i n tervals between replacement reduce the
annual capital expenditure. The higher
value of modern machinery and equipment tends to raise the annual capital expenditure. The evidence, as it exists, suggests that the former two effects have had
a significant impact on reducing the
growth in the flow of capital expenditure.
Of course, thus far, we have explored
only the proximate changes in the nature
and location of capital expenditure.
Ultimately, the growth in physical investment is determined by the dynamics of

Source: Sarvekshana, A p r i l and July 1978.
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technological and institutional change in
agriculture. We look into these factors
later in the section. But, before doing
that, it is useful to look at the other
components of cultivators' capital
expenditure.
(ii) Other investment
Table 16 shows that the proportion of
cultivators reporting investment in nonfarm business and durable household
assets increased between 1961-62 and
1971-72. The share of these components
of capital expenditure in total expenditure also rose. The rise was particularly
sharp in the case of durable household
goods.
The movement towards non-farm i n vestment and investment in durable
household goods represents a shift in the
asset preference of larger cultivators,
who undertake the bulk of these investments. It appears to signify limits to
returns from farm investment. These
limits apparently are encouraging investment in non-agricultural activities. That
this shift is taking place, particularly
among large farmers, may be seen from

Table 17, In most Stales, it is (he largest
agricultural income size group that has
significant fixed investment per household in non-agricultural business. The
distribution of non-farm activity is more
evenly spread o n l y in P u n j a b and
Haryana. This is significant, in as much
as the shift to non-farm investment seems
most pronounced in States that have been
most dynamic agriculturally.
The decline in proportion of households reporting investment in residential
buildings and plots once again signifies a
disinvestment process among small cultivators, as in the case of farm investment. 1:
(2) The determ man ts of farm in vest men t:
Kuznets (1957, p xi) and Tostlebe
(1957, p l 3 , 14) have pointed out that
American farm investment has in the past
been determined primarily by technological changes and institutional conditions rather than merely by a favourable
movement of relative price. Though such
an examination has not been undertaken
for India, the lack of response of aggregate production to a shift in terms of
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trade in favour of agriculture indicate
even in the Indian case investment cannot
be stepped up only by m a n i p u l a t e
prices (see T h a m r a j a k s h i , 1977, p
381-384).
In the context of Indian agriculture
production technology is determine
principally by the availability and 'qual
t y ' of water. The supply of increase
quantities of water through irrigatio
makes possible a shift in cropping pa
tern, usually to higher valued crops. TI
'quality' of water, or degree of contn
that can be exercised over water us
determines the efficient adoption (
modern high yielding seed varieties :
well as the efficient use of chemical fe
tilisers. As Raj has pointed out: "The
percentage area of land that can be pro
vided with assured supplies of wate
therefore, imposes a limit to the rates
growth that can be realised by techno
logical change" (Raj, 1970, p 122).
Almost by definition, investment
likely to increase most in areas of rapi
technological change. In the Indian cast
we have just argued that irrigation dete
mines the technology. As the proportio
of area irrigated increases, private inves
ment is likely to increase for sever
reasons. Of course, i r r i g a t i o n itse
would, if privately provided, demand it
vestment expenditure from agriculture
households. In addition, cropping pa
tern changes and technological changes i
crop production are likely to demand in
vestment in land p r e p a r a t i o n , agr
cultural implements and machinery.
Moreover, areas of rapid technologic
changes, i e, areas with increasing irrigi
tion, also experience rapid growth in ir
come (see Raj, 1970, p 121). Thus we ma
expect relatively rapid growth of invest
ment in areas with expanding irrigation
facilities, as both the demand and suppl
conditions are favourable to growth c
investment.
We tested the above propositions wit
the Debt and Investment Survey date
The Surveys provide data on fixed capitc
formation (FF) by cultivators in fan
business. n Fixed capital formation pe
gross cropped area ( F F / A ) was compute'
for 1961-62 and 1971-72. An effort wa
then made to explain the growth in F F / A
( F F / A growth was measured as the rati*
of the value of the variable in 1971-72 to
its value in 1961-62 and denoted b
(FF/A)!).
In the regression analysis, three in
dependent variables were tried. One, a
discussed above, was the change in th
proportion of area irrigated ( . M R P )
This represented a proxy for the techno
logical change taking place. Second, to
capture the effects of the type of irrigation
tion being introduced, the change in the
805
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proportion of area irrigated by wells
( W) was considered: well irrigation involves, in general, greater private investment than canal and tank irrigation and is
associated, moreover, with a more intensive use of inputs. T h i r d , an attempt was
made to capture the effect of institutional
factors on private investment. The
variable used was a measure of inequality
in asset distribution, The expectation
here was that ceteris paribus higher inequality should promote greater investment. The regression results, however,
showed the opposite, though the variable
was not statistically significant. The
result reflected the fact that States with
relatively low inequality, such as Punjab,
Haryana and Gujarat, increased investment relatively rapidly, whereas in high
inequality States, such as Tamil Nadu
and Andhra Pradesh, investment growth
was sluggish.
In the result finally presented, we have
considered only , IRP and
W. The
resultsarc given in Table 18. Our hypothesis is borne out quite strikingly. The R 2
is very high which implies that the independent variable, i e, ( F F / A ) ' . The
coefficients of the individual variables arc
also highly significant.
About a quarter of the fixed capital
formation expenditure goes directly into
p r o v i d i n g i r r i g a t i o n . It is u n l i k e l y ,
therefore, that this expenditure would
dominate total expenditure to a degree
that would make the above regressions
tend towards tautology. Even so, to take
care of the possibility, expenditure on irrigation was removed from total expend i t u r e , and the resultant v a r i a b l e
( F N / A ) ' was regressed once more on
I R P and , W. 1 4 T h i s regression
(shown in Table 18) also gave very good
results.
Change in technology, as represented
by the extent and composition of irrigat i o n , therefore, do have an important impact on the growth of both aggregate and
non-irrigation investment,
It may be noted here that irrigation appears to be a specially good proxy for

technology in Punjab and Haryana.
When these States are dropped from the
analysis, the explanatory power of the
model falls (see Table 18). However, the
estimated equations indicate that irrigation growth has had a strong influence on
physical investment growth even in other
States.
If irrigation determines the technology
of agricultural production, the further
quest ion that arises is: what determines irrigation? Irrigation development may be
undertaken by the government or it may
be undertaken privately. In either case,
growth in irrigated area will be constrained by environmental factors, i e, climatic
and gco-structural factors. Private investment will be further constrained by
the level of infrastructure, rural electrification for example. In addition,
private investment in irrigation will be influenced by the state of knowledge in
crop production, which, in turn, determines the expected returns from investment . Thus the availability of high yielding varieties, not associated with usually
high risks, may induce investment in irrigation.
To the farmer, therefore, technology is
exogenously given by the environment,
the infrastructure, and the state of
knowledge. These then represent the
basic factors determining investment and
production growth in agriculture. The environmental factors are, in particular, a
major constraining factor, ' I n a country
like India that has had a long tradition of
irrigation, and where past investments
have already exploited a large part of the
more easily available water resources, not
only is the scope for further extension
more limited than in some other countries, but is likely to be much more costly'
(Raj, 1970, p 122).
Before closing this section, one possible link (suggested above) between
physical and financial investment may be
noted. The slowing down of irrigation
growth during the 1970s in Punjab, Gujarat and Karnataka has been accompanied by increased investment in finan-
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cial assets by the agricultural households
of these States (see Table 19). On the
other hand, continued irrigation development in Haryana and Uttar Pradesh has
been accompanied by a net drawing in of
financial resources into these States (see
Table 19).

V
Summary and Implications
In this paper, we tried to explore some
dimensions of the rural savings and investment behaviour. Here we first summarise our findings. In doing so, we try
particularly to link the findings at the different stages of the analysis. On the basis
of the understanding thus acquired, we
examine the consistency of the relevant
Sixth Plan targets.
The major points emerging from the
paper are:
(1) Aggregate savings:
The rural savings rate has shown no
perceptible secular tendency to rise during the last two decades. The rate has remained about 8-9 per cent. W i t h i n the
rural households, agricultural households have had a slightly higher savings
rate than non-agricultural households.
Neither category of households shows a
rising savings rate (see section 1).15 The
capacity of rural households to save has
clearly been limited. The economy-wide
savings rate has been significantly higher
than the rural rate and has also been
growing.
There are probably good reasons for a
non-growing rural savings rate. But the
significant feature emerging from our
analysis, on which greater reliance can be
placed, is the changing composition of
rural savings. Before examining the composition, however, it is useful to look at
the factors influencing aggregate savings.
The relatively steady rural savings rate
is consistent with an almost stationary
rural per capita real income (secton 1).
Our cross-section analysis showed that
acceleration in production is accom807
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APPENDIX T A B L E E 3: SHARES OF STATES IN SELECT FINANCIAL STOCKS H E L D BY RURAL
HOUSEHOLDS, 1971

(per cent)

panied by rising savings rates (section 3).
At the all-India level, there has been no
acceleration in production during the last
t w o decades. Indeed, there probably has
been some deceleration in the 1970s. The
relatively stable savings rate is once again
consistent w i t h the lack of acceleration in
agricultural production.
It may be argued, of course, that
though per capita income has not risen,
distribution among farmers has very

probably worsened (on account of selective access of large farmers to modern
production technology and associated
supportive services), and that should give
a boost to the savings rate. There probably is one basis to this argument. It is
possible that our estimates do not adequately capture the new forms of investment being undertaken by rural households. There are, however, t w o points to
be observed here. One is that the worsen-

ing distribution has also meant disinvestment by small farmers (section 4),
Second, as suggested by our crosssection analysis (section 3) there appear
to have been limits to investment in formal financial assets (i e, assets of
regulated financial institutions) and also
to investment in physical assets on the
farm. Of course, the differences between
limits to savings capacity and limits to i n vestment opportunity is probably a close
one. In the second half of the 1960s, after
the calamitous mid-1960s, investment accompanying irrigation growth could not
be financed by the internal resources of
agricultural households. In the 1970s,
constraints on investment in financial
assets have reduced, but constraints on
physical investment (particularly in some
regions that were specially dynamic in the
1960s) have increased. To understand the
constraints on the growth of physical
farm investment, and the interplay between physical investment and financial
flows, we looked into the matter a little
more closely.
(2)

Physical farm

investment:

Physical investment is closely related to
changes in technology. In the Indian
situation, we argued, irrigation growth is
a good proxy for technical change. Statistical cross-section analysis did indeed
show that fixed investment growth was
related to growth in irrigation and to the
changes in the nature of irrigation (increases in proportion of area irrigated by
wells) (section 4). After significant in811
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crease in irrigated, particularly wells irrigated area, during the 1960s, there has
been a slowdown in the 1970s.16 Even in
the 1960s, the investment growth (according to our data) was sluggish. The slowdown in irrigation growth in the 1970s has
contributed to continued sluggishness in
farm investment g r o w t h . The slowdown
has been particularly sharp in Punjab,
Gujarat, and Karnataka—States that had
experienced rapid irrigation expansion in
1960s (section 4). As has been noted in
section 4, however, the slowly growing
capital formation has embodied significant technological changes particularly
modern machinery and equipment).
W i t h constraints operating on fixed
farm investment, there has been an increasing tendency to shift to investment
in farm working capital, non-farm business, durable houehold assets and formal
financial assets (sections 2 and 4).
(3) Formal (external) financial flows:
The rural sector was a net recepient of
financial resources from other sectors in
the 1960s, particularly in the second half
of that decade. The resource inflow was
mainly into agricultural households, as
non-agricultural rural households were,
and have continued to be, net lenders of
financial resources. In the 1970s, there
has been a sharp change in the case of
agricultural households. From net recepients, these households have turned into
net lenders, and the extent of net lending
has grown over the 1970s. Net financial
savings (i e, net lending) of agricultural
households have increased as a proportion of physical asset formation by agri814
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cultural households as well as a proportion of net -financial savings of the
household section as a whole (section 2),
In an earlier exercise ( M o d y 1981), we
had estimated that during the 1960s the
agricultural sector was a net recepient of
resources not only through financial institutions but also on government account and via the favourable movement
of terms of trade. In the 1970s, in addition to net outflow through financial i n stitutions, available evidence suggests an
unfavourable terms of trade movement;
however, the direction of the overall net
flow can be determined only after considering government flows. Our focus in
this paper has been on flows through
financial institutions.
The large inflow of resources during
the second half of the 1960s was mainly
through the co-operatives. Co-operative
credit increase during that period took
principally the form of medium-term and
long-term loans, rather than short-term
loans, and clearly supported the renewal
of agricultural growth, based on expansion of irrigation, particularly in Punjab,
Haryana, Uttar Pradesh and Karnataka.
An inter-State analysis also shows that
the net drawing in of financial resources
from outside the sector increases during
phases of irrigation investment based
growth and, conversely, net financial savings increase as irrigation expansion and
growth slow d o w n (section 4).
In the 1970s, the co-operatives continued to be net contributors of financial
resources to the agricultural sector. But
the extent of annual net inflow did not increase and probably was even declining in

trend (section 2). Our analysis w o u l d suggest that this was related to the slowdown
in irrigation investment in the 1970s. (The
slowdown of net inflow into Maharashtra, a major drawer of resources, was probably related to mounting overdues in
that State.) Of course, gross credit from
commercial banks increased rapidly during the 1970s. But deposits in commercial
banks increased equally rapidly such that
commercial banks continued to be, as in
the 1960s, net recepients of resources
from agricultural households.' 7 At the
same time, financial savings in currency,
life insurance premia, and provident
fund, continued to increase, contributing
to the increasing net o u t f l o w from
agriculture (section 2).
The difference between the 1960s and
1970s outlined above may, therefore, be
summarised as follows: Private physical
investment has g r o w n s l o w l y right
through; however, given the limited savings capacity in the late 1960s, even the
l i m i t e d g r o w t h required external resources; in the 1970s, with the growth of
incomes of large cultivators, and the probable deceleration in physical investment,
net financial resources have been flowing
out of agriculture.
This is one part of the story. The other
major influence on formal financial savings has been the physical spread of the
formal financial institutions. This may
now be considered.
(4) 'Format' and 'informal 'savings:
We have defined ' i n f o r m a l ' savings as
those relating to transactions within the
rural sector and which, therefore, do not
show up as net savings of the sector, we
considered internal lending and borrowing and internal sale and purchase of
land. Gross informal savings as a proportion of gross formal financial savings
have declined over time (section 2).
The cross-section analysis (section 3)
suggested that rising per capita income is
generally accompanied by a relative
decline in informal savings. At the allIndia level we f i n d , however, a decline in
informal savings despite no perceptible
increase in real per capita income. It appears, therefore, that the increasing
presence of formal financial institutions
in rural areas has resulted in the drawing
away of savings from informal channels
to the formal institutions. (One wonders
whether this has meant disinvestment in
physical assets by small farmers.)
A strategy for resource mobilisation
from agriculture, w o u l d , however, have
to be cautious in extrapolating from past
trends in this regard. The further shift
away from informal savings channels
would depend not just on continued i n creases in the physical presence of formal
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financial institutions in rural areas, but
also on the nature of growth. Our crosssection analysis shows that high levels of
inequality, as in Tamil Nadu and A n d h r a
Pradesh, are associated with continued
high levels of in formal savings (sect ion 3).
(5) Sixth Plan and the future:
The sixth plan targets of relevance to us
are those related to irrigation, household
financial savings, and agricultural credit.
Our analysis above suggests some important links between these variables. The
Plan document itself does not discuss

these links and, in fact, does not even go
into the question of rural households'
financial savings. In our discussion below
on the consistency of the Plan targets, we
do not therefore attempt any precise
quantitative assessment and confine ourselves to qualitative judgements.
The savings capacity of agricultural
households is yet limited. Our analysis
suggests that any effort at a significant
technological upgradation of Indian agriculture through large increases in irrigated area (and through investment in
drainage and flood control) is likely to re-

A n n u a l Number May 1983

quire significant financial resource inflow into agriculture. Irrigation development in the 1960s had required a net
resource inflow into agriculture, and it is
only with the slowdown in irrigation
growth, particularly in some important
States, that the net financial savings of
agricultural households have become
positive and significant. The only State
that has been able to maintain high investment and growth without a net draft of
e x t e r n a l resources has been P u n jab—though, even in Punjab, net financial outflow has increased as irrigation
growth has slowed down.
The large planned increase of net
'household' financial savings during
1980-85 will probably not be achieved if a
serious attempt is made at achieving irrigation targets. According to the Plan,
2.5 million hectares of net irrigation
potential and utilisation are to be created
each year. This is a target more than four
times the realised annual increases during
the last two decades. If irrigation of this,
order is created, the resources required,
for private investment in agriculture will
almost certainly be extremely large. Con-'
siderable credit will have to be pumped i n to agriculture and the agricultural sector,
w i l l in all probability, turn from a net
lender of resources to the rest of the
economy to a net borrower. Thus there
clearly is an incompatibility between the
irrigation targets and the 'household' net
financial savings targets.
Of course, this incompatibility w i l l be
reduced to the extent that the increased ir817
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tributed to wasteful use and w i l f u l
default. Our o w n analysis suggests that
the regional distribution of credit in some
instances, has not been related to credit
requirements (section 3). Our analysis
also indicates that credit taken by large
farmers in high inequality areas probably
finances dissaving of poorer houeholds
rather than production increases.18 Some
analysts have, in addition, argued that
credit only displaces private savings
(Adams 1978, Bhalla 1979).
To what extent the above parameters
can be changed, it is difficult to judge. As
of now, we can only assess the prospects
on the basis of past performance, which
does show a link between investment and
growth on the one hand, and credit on the
other. Credit, of course, mainly facilitates. The ultimate constraints lie in environmental, infrastructural and technological factors. The targets that probably
will not be met arc the irrigation targets.
To that extent, a continued outflow of
financial resources from agriculture may
be expected.

Note:

Increase of inputs in 1965-66 is
the value of inputs in 1965-66
minus the value of inputs in
1964-65.
Source: C S O
National
Accounts
Statistics, disaggregated statements.
rigation generates larger incomes. This
w i l l depend very much on the relationship
between investment, income and population.
The incompatibility w i l l also be reduced if the credit structure is rationalised.
The high level of overdues have been at-

A p p e n d i x 1: R u r a l Physical
Investment
The Central Statistical Organisation
(CSO) prepares estimates of private
capital formulation in agriculture. Essentially these estimates are based on R B l ' s
Debt and Investment Survey of 1961-62.
The estimates prepared for 1961-62 on
the basis of the Survey results are 'carried
f o r w a r d ' using a combination of i n dicators (population, gross sown area,
etc).
Since 1961-62, the survey results of
1971-72 too have become available. The

CSO does not appear to have incor
porated the 1971-72 findings in its
estimates of private capital formation of,
agriculture.
T w o choices, therefore, exist. The CSC
series could be used. On the other hand
the R B I has stressed that the 1961-62 an<
1971-72 estimates are completely com
parable (on this we have more to say
below). As such, an implicit growth rati
between 1961-62 and 1971-72 could be
worked out, and this rate could be used to
derive estimates for the other years.
A series based on a single poin
estimate and moved forward by in
dicators (as the CSO series) has limitec
analytical use. The relationships of in
terest are already built into the series (so
Rudra, 1963, pp 1273-4).
The procedure we have adopted, therefore, is the second one outlined above
The only justification for this procedure
is that it uses more of the direct available
evidence on rural and agricultural capita
formation.
Of course, this is not to deny the risk it
estimating a trend from just t w o time
points of available information. Thus, to
ensure some degree of firmness, the com
parability of the two estimates must be
established. According to the R B I , "sine
both the surveys were planned w i t h an ey
of comparability'', the concepts and
definitions of capital expenditure in th
two surveys are the same (sec R B I , 1978
p 122). The only possible source vitiatin
comparability could be the sampl
designs of the two surveys.
In essence, the 1961-62 survey c o v e r t
a smaller number of villages than th
1971-72 survey. But, w i t h i n each village
the 1961-62 survey canvassed a large
number of households. In the 1961-61
survey, the households were not stratifiei
before sampling, but in the 1971-7
survey, since the sample households wer«
fewer in number, the households wer !
stratified to reduce estimation bias par
ticularly the underestimation throug
underrepresentation of the richer house
holds.
The coverage of a larger number of
villages in 1971-72 was mainly to provid
estimates for agro-climatic regions within
a State and not because the number of
villages covered in the 1961-62 survey
were considered inadequate for arriving
at State estimates.
"
The implications of the household
sampling need to be examined, p a r
ticularly with a view to u n d e r s t a n d s '
whether the 1971-72 design could lead to
an underestimation of capital expen'
diture. This is because the 1971-72
estimates implies a low growth rate of
capital formation during the 1960s
leading in fact to a declining investment
811
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As outlined above, the 1971-72 samsize was smaller, but this deficiency
as sought to be made up by stratifying
households. It appears unlikely that
1971-72 estimate could be an undertimate, since stratification ensured adeJate representation of the richer
households that undertake the bulk of the
vestment.
A further objection to comparing just
to years could be that the conditions
prevailing in the t w o years were very difrent. The best measure for the prevailing conditions seems to be the magnitude
'agricultural production. As indicated
the accompanying table, 1961-62 and
71-72 were very similar in this regard.
both were years of high production after
Significant rise in the earlier years. Both
were followed by significant declines in
production.

Finally, the coverage of our estimate of
oss physical investment should be
ted. The Debt and Investment Surveys
port an estimate of gross capital expenture. From this estimate, the expent u r e o n purchase of land and land rights
as deducted, on the assumption that the
alk of the land transactions were betien rural households. (Expenditure on
irchase of land does not represent i n stment for the sector as a whole as long
the transaction is between rural
households.) The estimate thus derived
is used as the measure of gross physical
vestment.
It should be noted that our estimate injdes expenditure on purchase of livex k . Clearly, this w o u l d lead to an
•erestimation of physical investment
Ice some part of the purchase of livetick represents only a transfer of assets.
W e v e r , at least a part of this overtimation would tend to balance the
iderestimation due to non-inclusion of
Vestment in inventories and the omison of purchase of land from the urban
ftor.
The gross expenditure includes expenditure on repairs and maintenance. It was
It clear how much of this represented
Placement of depreciated capital stock
d h o w much was basically current ex-
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penditure for upkeep and maintenance,
if such a distinction can at all be made.
A p p e n d i x 2 : R u r a l F i n a n c i a l Savings
T h e f i n a n c i a l f l o w s have been
estimated instrument-wise. The gross i n vestment in financial assets and total
credit taken were first derived. The difference gives the net financial savings of
the households, and represents the net
o u t f l o w of resources on private capital
account.
The lists of financial instruments in
which rural households invest and the
agencies f r o m which they take credit are
principally based on RBVs All India Debt
and Investment Survey 1971-72. An attempt has also been made to estimate
rural savings in the f o r m of currency, an
instrument not covered by the A I D I S .
The estimation details of the various
financial instruments are given in this appendix.
The financial flows have been estimated separately for the rural and
agricultural sectors, This has been done
at the all-India level and also State-wise.
The sequence of estimation was all-India,
rural; all-India, agricultural; and Statewise rural and agricultural. The organisation of this appendix follows this
sequence.
( A ) All-India, rural (Appendix Table I):
( A . l ) Financial assets:
(1) Currency;
Household surveys have been unable to
estimate savings in the form of currency
on account of an extreme reluctance to
disclose currency holdings. However, according to one N C A E R report, rural savings in the form of currency form onethird of such savings for the entire
household sector (See N C A E R , 1965,
p 84). We have used this ratio for the entire period. Currency savings for the entire household sector have been taken
from R B I ' s Reports on Currency and
Finance.
(2) Life insurance premium:
The annual reports of the Life I n surance Corporation give a break-up of
the rural and urban new business. The
new business refers to the sum of new
assurances. The share of rural business in
the total was around 30 per cent in the
1960s and 25 per cent in the 1970s. These
proportions have been applied to aggregate household savings in life i n surance premia, as reported in the R B I ' s
Reports on Currency and Finance.
(3) Provident
fund
contributions,
units etc.
Savings in the f o r m of provident fund

contributions, units, annuity deposits
and deposits in non-banking companies
were estimated as follows: the ratio of
financial assets in these forms to financial
assets in the form o f life insurance was
obtained f r o m the A I D I S , 1971-72. The
ratio worked out to 1.90. The ratio was
applied to life insurance premia, derived
as indicated above, to obtain a series for
provident fund etc. It may be noted that
the series of provident fund, units, etc,
comprises almost entirely of provident
fund contribution, savings in the other
forms being extremely small.
(4) Small savings and 'others':
R B I ' s Currency and Finance reports
give the outstanding postal deposits (savings, recurring and time). The rural postal
deposits for 1962 and 1971 were obtained
f r o m the A I D I S . The ratio of rural postal
deposits to aggregate worked out to little
less than 10 per cent for both years. A
ratio of 10 per cent was applied to the
series of total postal deposits to obtain the
rural postal deposits.
To this derived series, a further component was added. The ratio of the sum of
all other small savings besides postal
deposits and 'other' financial savings to
postal deposits was obtained from the
A I D I S , The ratio worked out to about 2.5
in 1962 and 0.75 in 1971. The ratios for
between 1962 and 1971 were obtained by
interpolating, and 0.75 was used for the
period thereafter.
These manipulations give the stock
estimates. The flows for each year were
derived by subtracting the stock of year
t - I from the stock of year t.
(5) Commercial bank deposits:
Rural bank deposits outstanding in
June 1973 and after were obtained from
RBI's Basic Statistical Returns (BSR).
For the earlier years, the average growth
rate of outstanding deposits between
1973 and 1980 (20 per cent per annum)
was assumed and a series of outstanding
rural deposits between 1961 and 1973 was
generated. From these outstandings, the
flows were derived as indicated above.
It should be noted that the BSRs define
rural areas as centres w i t h population of
10,000 or less. The conventional census
classification, and one followed by the
Debt and Investment Surveys also, is based on multiple criteria of size, density and
occupational distribution, as discussed in
the main text. This classification difference causes problems of comparability
to which there is no ready solution.
(6) Co-operative shares and deposits:
The investment o f rural households i n
the shares and deposits of co-operative
credit societies and p r i m a r y marketing
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societies was estimated. The credit
societies included were: Primary A g r i cultural Societies (PACS), Central C o operative Banks (CCBS), and Primary
and Central L a n d Development Banks.
The outstanding paid-up capital and
deposits held by individuals or 'growers'
were obtained from R B I ' s Statistical
Tables Relating to the Co-operative
Movement in India, These were taken to
be financial assets held by r u r a l
households. The flows were derived from
the outstandings.
(7) Informal
(or
internal) financial
activity:
The financial assets considered above
relate to formal financial institutions. AH
other financial assets/liabilities creation
is here described as informal financial act i v i t y . It is assumed that such financial activity represents lending w i t h i n the rural
sector, i e whereas acquisition of the formal instruments described above leads to
a resource outflow from the rural sector,
informal lending leads to no net f l o w .
Acquisition o f i n f o r m a l financial
assets is normally grossly underreported
in sample surveys. However, the debt to
informal credit agencies is probably
reported more accurately. Corresponding to this debt there must be financial
assets. The procedure we have followed,
therefore, is to take the debt reported by
rural households to informal credit agencies (in the RBI's Debt and Investment
Surveys) as a measure of informal sector
financial assets. The credit agencies considered were: landlords, agricultural and
professional moneylenders, traders,
relatives and friends and 'others'. The
debt of rural households outstanding to
these agencies in 1961 and 1971 was o b tained from the Debt and Investment
Surveys. Assuming a constant compound
g r o w t h rate, a series of loans outstanding
was generated. F r o m this series, the flows
were obtained.
The asset flows described above are
given in columns (2) to (11) of Appendix
Table 1.
( A . 2 ) Financial liabilities:
(1) Commercial bank credit:
RBPs BSRs give details on rural credit
outstanding f r o m 1973. Rural credit is
here defined as credit issued by rural
branches and not as credit to rural households. This distinction is, however, i m portant. In 1979 and 1980, almost 60 per
cent of agricultural direct finance to
cultivators was f r o m non-rural branches.
Since such finance accrues ultimately to
rural households, a measure of financial
flows in the rural sector must take
cognisance of i t . Hence, to the outstandings of rural credit as reported by the

BSR, we added 55 per cent of direct
agricultural finance (also reported by the
BSSR) to obtain estimates of total rural
outstanding credit for the years 1973 to
1980.*
T h e estimates of outstandings so obtained were projected backwards using
the growth rate between 1973 and 1980
(33 per cent per annum). The flows were
derived from the outstandings so estimated.
(2) Co-operative credit:
As in the case of shares and deposits of
individuals in co-operative institutions,
the credit to individuals from cooperative credit societies and primary
marketing societies was considered. The
list of societies included and the source
were the same as those for shares and
deposits (see above A. 1.6). The outstandings were obtained and the rates and
flows derived.
(3) Government credit:
Government credit flows to agriculture
were obtained from RBI's Currency and
Finance Reports and the report of the AllIndia Rural Credit Review Committee,
R B I , 1969. For some years, the data were
not available and the figures were filled in
by the linear interpolation.
The credit flows into the rural sector
and the net financial saving of the rural
sector are shown in Appendix Table 1,
columns (12) to (15).
(B)
All-India
agricultural (Appendix
Table 2):
Agricultural households are a subset of
rural households and can be either
cultivators or agricultural labourers.
Cultivators are defined by the R B I Debt
and Investment Surveys as those operating more than 0.005 hectare. Only
cultivators are considered in the following estimation since the financial assets
and liabilities of agricultural labourers
are negligible. The procedure used essentially was to apportion financial asssets to
agricultural households on the basis of
Debt and Investment Surveys indicators.
The liabilities were independently derived. ( B . l ) Financial assets: (1) Currency
and Commercial bank deposits.
The RBI Debt and Investment Surveys
show that the cultivator households held
56 per cent of the commercial bank
deposits held by all rural households in
1961. The corresponding percentage in
1971 was 77. These percentages have been
*

For the same reasons, rural deposits are
also underestimates. No adjustment has
been made for this and hence it has to be
borne in mind when interpreting the
estimates.

applied to savings in the f o r m of current
and commercial bank deposits of rura
households during 1961-62 and 1971-7:(
estimated as discussed in section A about
(see Appendix Table 1, columns (2) an
(8)). For the years botween 1961-71 an
1971-72, linear interpolation was used I
generate multiplying factors and aft)
1971-72 a constant 77 per cent was used
(2) Provident fund contributions and life
insurance premia:
The Debt and Invesment Surveys ii
eluded these assets in the schedules on
in 1971-72. The share of agricultur
households in life insurance and provident fund held by all rural household
was 61.2 per cent and 48.2 per cent
respectively. These proportions were a
plied to the provident fund and life insurance premia series estimated for
rural households (see section A above at
Appendix Table 1, columns (3) and (4);
(3) Small savings and'others':
Since the bulk of small savings ar
'others' comprises post-office deposit
the ratio of post-office deposits held be
cultivators to those held by all rur
households was used. The ratio work
out to about 73.7 per cent in both 19
and 1971 and so was applied u n i f o r m a l l .
The financial savings of agriculturis
described above are given in Append
Table 2, columns (1) to (7)**
(B.2)
Financial liabilities:
Commercial bank outstandings
direct finance to cultivators is availab
from the BSRs for the period after 197
Thegrowth rate of these outstandings be
ween 1973 and 1980 (37 per cent per a;
num) was used to project backwari
those outstandings, f r o m which the flow
were derived.
Co-operative credit to the agricultur
sector was taken to be the same as to tl
rural sector for which the estimation pr
cedure was described above in sector
(A.2.2). The co-operative credit esi
mated as in section (A.2.2) goes almc
entirely to agriculturists. A small fractic
of primary agricultural societies' loan
does go for non-agricultural purpose
but even this probably goes to cultivate!
Government finance to agriculture
from R B I ' s Currency and Finance
Reports and is the same series as use
above for the rural sector.
The credit flows to agriculture a
shown in Appendix Table 2, columns (
to(ll).

**

No attempt was made to separate
estimate informal financial assets
agricultural households.
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(C) State-wise rural (Appendix Table 4):
T h e Statewise financial assets and
liabilities flows in 1971-72 were estimated
essentially by apportioning the relevant
all-India flow to the States according to
their share in the financial asset or liability on June 30,1971 1 as given by the Debt
and Investment Survey. For currency, the
State-wise distribution of commercial
bank deposits was used and for small savings and 'others', arid the Statewise
distribution of post-office deposits was
used. The Statewise distributions for the
different instruments are given in Appendix Table 3.
O n l y the co-operative assets and
liabilities were estimated independently.
The outstandings relating to the same i n struments and agencies as for the allIndia estimates were obtained from the
Statistical Tables Relating to the Cooperative Movement in India.
Differences between the outstandings at
three year intervals were estimated and
these were then divided by three to give an
average annual flow during that period.
This was done for three pairs of years,
1960 and 1963, 1970 and 1973, and 1976
and 1979. This gave Statewise average
flows around 1961-62, 1971-72 and
1977-78.
The above flows are presented in A p pendix Table 4.
(D) State-wise-agricuttural:
(Appendix
Table 6)
AH agricultural flows, except for cooperative flows and government credit,
were obtained by applying the ratio of the
asset (or liability) held by cultivator
households to that held by all rural
households. These ratios are given in A p pendix Table 5. The commercial bank
deposits ratio was used for currency and
the post office deposits data for small
savings and others.
Co-operative flows and government
credit used were the same as for the rural
sector, as in the all-India estimation.
The above flows are presented in A p pendix Table 6.
Appendix Tables 7 to 9 provide data
used in the preparation of Appendix
Tables 1 to 6 and also tables in the main
text.

Appendix 3: Working Capital in
Agriculture
The C S O in the disaggregated statements of National Accounts Statistics
gives the value of material inputs for different i n d u s t r i a l sectors i n c l u d i n g
agriculture. No such annual estimates of
wage payments are available. A partial
measure of increase in working capital
may, therefore, be obtained by considering the material inputs. From the CSO,
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the increases in the annual flow of inputs
may be estimated. Clearly, all of this increase does not represent increase in
working capital, which is a function of
the time over which the inputs are tied up.
In Indian agriculture, the actual production process may be assumed to take three
months. However, the output is not i m mediately marketed. In States like T a m i l
Nadu and A n d h r a , only about 25 per cent
of the marketed output is released in the
first three months after the harvest. On
the other hand, a large part of the output
is not marketed, and this portion of the
output cannot be considered as constituting working capital.
Hence, we may assume that working
capital is tied up for between 4 and 6
months. The accompanying Appendix
Table 10 shows the increases in working
capital on account of increased use of
material inputs.

4

5
6
7

8

Notes
1 In actual practice, the rural sector is
defined in a negative manner. Urban
areas are those with municipalities, civil
lines, cantonments, etc, and those with:
(a) population size exceeding 5,000,
(b) population density exceeding 400 person per square km, and (c) less than threequarters of the workforce engaged in
agriculture.
2 In deriving the savings rate, the aggregate
savings of A households, which also engage in non-farm activity, was divided
only by agricultural income. Thus the
savings rate of A households is overstated. On the other hand, the estimated
NAR income, which is derived as a residual, is an overestimate, and the NAR
savings rate is, therefore, as underestimate.
3 The rural-all-India comparisons must be
cautiously interpreted. The difference
between the rural and all-India rates (at a
point of time and in the trends) is probably exaggerated. The all-India estimates are prepared by the CSO. The
available evidence suggests that the
CSO's estimates of physical investment in
the 'household' sector are considerably
overstated. These estimates are in general
based on the RBI's Debt and Investment
Survey of 1961-62and are moved forward
each year by some composite index of income, population, area sown etc. The extern of increase in investment shown by
this method is not borne out by the
1971-72 Survey (See Rao and Rao, 1982).
There is no reason to consider one Survey
superior to the other. As discussed in Appendix 1, the RBI considers the two Surveys completely comparable. Thus our estimates of physical investment in agri-

9

10
11

12

13

14

15

culture are not strictly comparable to the
CSO's household investment estimates
and hence to CSO's aggregate savings and
investment estimates.
The net inflow computed here is less than
that computed in an earlier exercise
(Mody, 1981). The difference arises because lending to agricultural households
by professional moneylenders and
traders, which was earlier considered an
inflow into agriculture, is here not included as a net inflow.
Using the CSO investment estimates.
Our estimates and CSO estimates are not
comparable.
One could blow-up agricultural income
by the rural/agricultural worker ratio
But this would give misleading results
since the value added per worker is higher
in non-agricultural activities. Moreover,
the value added per worker probably
varies significantly among States.
The computation details are in Appendix 2.
Orissa and Jammu and Kashmir were also
at the 60 per cent level. In these States,
too, the credit inflow in the early 1970s
was poor.
India Bulletin of Food Statistics.
The comparability of the 1961 -62 and
1971-72 surveys is discussed in Appendix 1.
Our analyis above shows that the study of
changes in inequality should not be confined only to studying changes in gini
coefficients of consumption expenditure
and asset holdings. Investment and
disinvestment may not make an impression on consumption and asset stocks in a
short space of time, but represent
underlying forces which will determine.
future income streams. For further
limitations of conventional inequality
measures, sec Kurien.
Fixed capital formation used here is to be
distinguished from gross capital expenditure used above for estimating savings.
Fixed capital formation does not include
expenditure on repairs and maintenance
and on livestock and land purchases.
The expenditure deleted was direct expenditure on 'wells' and 'other irrigation
works'. This probably does not include
expenditure on pumpsets, which perhaps
gets covered under 'agricultural' implements and machinery'. No breakdown
for the latter was, however, readil)
available.
The savings rates discussed here are
'grogs' rates, i e no attempt has been made
to account for depreciation. As such, the)
are probably not very different from the
'net' rates obtained by Krishna and Rayachaudhuri (1982). However, the methods
used for estimating savings here are quite
different. For limitations of the Krishna
and Rayachaudhuri exercise see Mody a
823
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at 1982.
16 The rate of growth in net irrigated area in
the 1960s was about 2.5 per cent per annum. This rate has fallen to about 2 per
cent. The fall in the rate of growth in wells
irrigation has been from 6 per cent to 4 per
cent,
17 The more recently constituted Regional
Rural Banks have been net lenders to agricultural households in the late 1970s.
However, the amounts involved are yet
relatively small,
18 Though whether one views this as socially
illegitimate use of credit is debatable.
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