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THE Indian savingsrate grew impressive-
ly over the three decades between the ear-
ly 1950s and the end of the 1970s. Gross
savings as a proportion of gross domestic
production (GDP) increased from less
than 10 per cent in the early 1950s to
about 22 per cent towards the close of the
1970s.

All sectors of the economy did not,
however, participate equally in con-
tributing to the increased savings rate.
For social accounting purposes, the In-
dian economy is conventionally divided
into three sectors: the public sector, the
private corporate sector, and a resi-
dual—'household' sector. The signi-
ficant 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
aproportion of GDP 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 savingsasa proportionof GDPin-
creased from 2 per cent to about 5 per cent
and private corporate savings barely in-
creased from | to | '/ : per cent.

Savings may be used to acquire either
physical assets or financial assets. Evenin
the late 1970s, physical assets were the
dominant form of household savings.
However, therapid increasein 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 four-
fifthsintheearly 1950s. The sharedeclin-
ed 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 invest-
ment in those sectors. Financial savings
of households were about 1 per cent of
GDP 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 transferr-
ing about 7 per cent of GDP for financing
investment in the public and private cor-
porate 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
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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 will fall from about
three quarters to about two-thirds.
However, given the pcresent weight of the
household sector in total savings,
reaching a savings rate of 25 per cent
would require, even according to the
Plan, a stepping up of the savings ratein
the household sector. Close to half thein-

Tants 1: Rukar SavinGs

Gross Aggregate Savings (Rs crore)

Savings Rate*

Agricul- Non-Agri-  All Rural Agricul- Non-Agri-  All Rural
tural cultural House- tural cultural House-
House- House- holds House- holds
holds holds holds holds
1 2 3 4 5 6

871 125 996 0.13 0.06 0.11

946 146 1092 0.13 0.06 0.12
1010 159 1169 0.12 0.06 0.11
1074 153 1227 0.11 0.05 0.09
1133 178 1311 0.12 0.06 0.10
1173 157 1330 0.10 0.04 0.09
1253 193 1446 0.09 0.04 0.08
1290 221 1511 0.09 0.05 0.08
1365 246 1611 0.09 0.05 0.08
1542 250 1792 0.09 0.05 0.08
1634 265 1899 0.09 0.05 0.08
1782 314 2096 0.09 0.05 0.08
2115 324 2439 0.08 0.04 0.07
1923 320 2243 0.07 0.04 0.06
2259 394 2653 0.09 0.05 0.08
2335 569 2904 0.08 0.06 0.08
2630 544 3174 0.08 0.05 0.08
3078 572 3650 0.10 0.06 0.09
Note:  Thesavings rate has been estimated by dividing the aggregate savings by rele-

vant income. Rural income was assumed to be 1.325 times agricultural in-
come as indicated by CSO, National Accounts Statistics, 1981 Appendix
Table A.1.1.

(1) Appendices 1 and 2; and Appendix Table VIil.

(2) CSO, National Accounts Statistics, various issues.

Sources:
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TasLE 2: RuraL Per CariTA INCOME

TRENDS
Years Index of Agricultural
Per Capita Labourers’
Income Consumer
(current Price Index
prices) (1960-61 =
(1961-62=  100)
100)
1960-61 — 100
1961-62 100 —
1962-63 100
1963-64 114
1964-65 137
1965-66 130 169
1966-67 152
1967-68 185
1968-69 177
1969-70 190
1970-71 201 206
1971-72 204 215
1972-73 220
1973-74 291 313
1974-75 315 413
1975-76 285 345
1976-77 300 324
1977-78 338 340
sources. (1) CSO National Accounts

Satistics, various issues.
(2) CSO gSatistical Abstracts
of India,

crease in household savings, it is hoped,
will take the form of financial assets.
Thus, according to the Plan targets, the
household sector would transfer about 8
per cent of GDP to other sectors by
1984-85.

Household savings, therefore, have
been and, in the foreseeable future, will
continue to be of critical importance to
physical assets formation in the Indian
economy. Not only do the 'househol ds*
undertake almost half the aggregate
physical investment, but through trans-
ferring savingsthey make possiblegreater
investment in the public and private cor-
porate sectors. The behaviour of 'house-
hold' savingswill to a large extent deter-
mine whether the Sixth Plan investment
targets are achieved or not. Thisislikely
to be particularly so if the ambitious
public sector savings targets are not
achieved.

The determinants of both the house-
holds savings rate and the savings pattern
need, therefore, to be carefully under-
stood. In doing so, the first step is to
recognise the heterogeneity of the so-
called household sector. This sector, it
will 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. Assuch, besides
pure households, all unincorporated
business enterprises are included in the
household sector.
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One segment of the household sector
with some degree of homogeneity is the
rural sector. Rural areas are those with a
limited population size and relatively low
population density, and wheremorethan
three-quarters of the workforce are
engaged in agriculture.®

The importance of the rural sector to
the Indian economy is, of course, well
known. About 75 per cent of the Indian
population is located in the rural areas.
Almost two-thirds of national incomeis
generated in the rural areas. Above all,
agricultural production, dominant not
just in terms of income generated and
numbersemployed but critical alsoin set-
ting limits to thegrowth of other sectors,
is almost entirely arural activity.

In this paper, we examine savings
generation and deployment in the rural
sector. We examine the level and deter-
minants of investment within the rural
sector, as well as the flow of resources to
and from the sector in the form of finan-
cial liabilitiesand assets.

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 con-
tribution in the initial stages of in-
dustrialisation. Separate treatment of
agriculture is required because, despite

agriculture's dominance, rural ag-
gregates sometimes give a picture very
different from that relating only to
agricultural households.

The main theme that emerges is that
thereis no clear evidence of an increase in
rural or agricultural savings rates, but
thereis 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.

The paper isorganised as follows:

The all-India aggregate rural savings
and the savings rates over 1961-62 to
1978-79 are presented in section 1. All-
India financial flows in the rural sector
over the same period are described in sec-
tion 2. The regional dimensions are ex-
plored through an inter-State com-
parison of rural savings and financial
flowsin section 3, the complete enumera-
tion of physical and financial flows is at-
tempted only for 1971-72; some impor-
tant components of financial flows are,
however, considered for earlier and |ater
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 invest-
ment and' net financial flows are enu-
merated. On that basis, the Sixth Plan
targets of irrigation, household savings,
andinstitutional credit,toagricultureare
assessed.

Tante 3: Rurat Financiat SavinGs AND PHYSICAL INVESTMENT

Net Financial Savings

Net Financial Savings

(Rs crore) Gross Physical Investment
A NAR R A NAR R
Sector Sector Sector Sector Sector Sector
1961-62 -21.73 45.34 23.61 -0.02 0.57 0.02
62-63 - 1.73 61.84 60.11 -0.00 0.74 0.06
63-64 3.86 68.90 72.76 0.00 0.77 0.07
64-65 5.90 56.85 62.75 0.00 0.59 0.05
65-66 - 0.64 75.27 74.63 -0.00 0.74 0.06
66-67 -30.82 48.74 17.92 -0.03 0.45 0.01
67-68 —25.45 77.15 51.70 -0.02 0.67 0.04
68-69 -67.00 98.16 31.16 -0.05 0.80 0.02
69-70 —-74.75 113.78 39.03 -0.05 0.86 0.02
70-71 13.07 109.58 122.65 0.01 0.78 0.07
71-72 10.05 116.16 126.21 0.01 0.80 0.07
72-73 57.55 156.39 213.94 0.03 0.99 0.11
73-74 284.48 155.39 439.87 0.16 0.92 0.22
74-75 -19.75 140.13 120.38 -0.01 0.78 0.06
75-76 197.32 201.61 398.93 0.10 1.05 0.18
76-77 145.16 364.53 509.69 0.07 1.79 0.21
77-78 304.92 327.45 632.37 0.13 1.51 0.25
78-79 609.99 340.01 950.00 0.25 1.47 0.35
Note: (1) A Negativesign indicates net inflow of financial resources into the sector.

(2) A: agricultural, NAR: non-agricultural rural,

R: rural.
Source: Appendices 1 and 2.
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TasLE 4: ComPosITION OF FORMAL FINANCIAL SAVINGS

(Per Cent)
Small Co-op Com-
Life Savings Shares mercial
Cur- Insur- PF and and Bank
Years rency ance etc Others De- De- Total
posits posits
RurAL
1961-62 25 16 31 0 18 -6 100
1962-63 33 15 30 0 14 6 100
1963-64 35 13 26 1 16 7 100
1971-72 24 11 22 6 12 21 100
1972-73 28 10 19 8 14 19 100
1973-74 33 11 21 11 9 13 100
1976-77 27 9 18 5 12 27 100
1977-78 15 9 18 5 11 39 100
1978-79 22 7 15 5 12 34 100
AGRICUL TURAL
1961-62 23 16 24 1 30 6 100
1962-63 32 16 23 -1 23 6 100
1963-64 33 13 20 1 26 7 100
1971-72 27 10 15 7 18 23 100
1972-73 30 9 13 8 20 21 100
1973-74 2 9 13 10 12 23 100
1976-77 29 8 12 5 17 30 100
1977-78 15 8 12 6 16 40 100
1978-79 23 7 10 b 17 35 100

Source: Appendix 2.

|
Aggregate Savings: All-IndiaTime
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 agri-
cultural (A) sector, the non-agricultural
rural (NAR) sector and the entire rural
(R) sector are shown in Table 1. All sav-
ings 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 in-
dependently estimated. The estimation
detailsaregivenin Appendices 1 and?2. In
our discussion in the main text, we shall
refer only to those aspects of the estima-
tion procedure which are of relevance for
interpreting the estimates. The physical
investment figures for 1961-62 and
1971-72 were obtained from RBI's Debt
and Investment Surveys. Physical invest-
ment expenditure is here taken to be the
gross capital expenditure reported in the
Surveys minus expenditure on purchase
of land and land rights. Itincludes expen-
diture on purchase of livestock and

durable household assets, but does not in-

clude accumulation of inventories. The
physical investment estimates for years,
other than 1961-62 and 1971-72, were ob-
tained 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 in-
come generated in that sector. The in-
come generated in agriculture was obtain-
ed from CSO's National Accounts
Satistics. Rural income was assumed to
be 1-325 times agricultural incomeas in-
dicated by the CSO in an estimate made
for 1970-71 (see National Accounts
Statistics, 1981, Appendix Table A. 1.1).
The NAR income was derived from the
difference between the rural and
agricultural incomes.

FromTable 1, thefollowing 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, therural rate has been significantly
lower thantheall-India rate.

(2) Difference
households:

between A and NAR

Annual Number May 1983

Our estimates show that the savings
rate of A households has been around 10
per cent and the savings rate of NAR
households has been around 6 per cent.
The difference between the two rates is
overstated here on account of the estima-
tion procedure.2 Itis, however, likely that
the A rate will be seen as higher than the
N AR rateeven when theestimation biasis
adjusted for.

(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 NAR households has re-
mained 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 all-
Indiarate.®

Thefall in savingsrate in the mid-1960s
was probably due to the extremely low
level of agricultural production during
1965-66 and 1966-67. Thefall wasspecial-
ly sharp in the case of
financial savings, and there was, in fact, a
significant net inflow of financial
resources into agricultural housholds via
institutional credit agencies during the se-
cond 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 slug-
gishness of physical investment. Of
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 in-
dicate any acceleration of investment in
the 1970s. Aswe shall discuss in section 4,
there seem reasons to believe that fixed in-
vestment in agriculture has indeed grown
slowly.

Also, our physical investment esti-
mates do not include working capital in-
vestment. Though physical fixed invest-
ment has grown slowly, investment in
working capital hasincreased very rapid-
ly, thegrowth has been particularly sharp
intheaddition tocurrent material inputs,
from about Rs 100-150 croreannually, in
the second half of 1960s, to about
Rs200-300croreannually in 1970s. How-
ever, despite the rapid growth, the in-
crease in current material inputs con-
tinuesto form asmall part of total invest-
ment and less than 1 per cent of income.
Itsinclusion in our savings estimates will
not, therefore, affect the observation that
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Or 3 simple steps to make a cup of good coffes.
1. ROASTING:

Under-roasting of the cotfee beans gives the brew 3
‘raw taste’ Qver-roasting causes bitterness!

Care should therefore be taken 1o roast the beans
evenly to a gol.en brown colow

2. GRINDING:

Make sure the coffee powder 1S not ground too
line or too coarse. Finely ground powder tends to
clog hiter holes. H the pow Jer is 100 coarse the
brew will be weak and inconsistent

3. BREWING:

For Best Results Use a Coffee Board Filter: Place
tilter inside the jug. Put the coffee powder (one

spoon per cup) tn the tilter and spread evenly

Now place the plunger inside the filier, pressing

down the powdes hghtly. Pour freshly-boiled

water and close the lid. Alter 5 minutes, the

decoction it ready for use, Add milk and sugar to taste.
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TasLE 5: NeT Financiat FLow 1o INsTiTuTiONAL CREDIT AGENCIES

(Rs crore)
Commercial Banks
Yecars Rural Agricultural Co-operatives  Government
1961-62 3.82 2.87 - 32.51 — 45
1962-63 4.73 31.76 - 32.51 - 48
1963-64 6.82 4.89 - 38.04 - 57
1964-65 6.16 6.28 - 19.27 - 55
1965-66 8.76 8.36 - 64.11 - 61
1966-67 10.91 10.66 - 59.27 — 68
1967-68 12.89 13.73 - 70.01 - 74
1968-69 15.50 17.59 —148.69 - 80
1969-70 18.84 14.46 -171.22 - 87
1970-71 21.85 36.54 - 127.59 - 93
1971-72 25.52 36.06 - 153.68 - 99
1972-73 29.39 42.40 ~131.18 177
1973-74 6.24 53.46 71.65 91
1974-75 —16.94 —24.58 - 89.27 - 78
1975-76 17.94 12.66 - 51.27 - 82
1976-77 35.57 85.60 - 266.48 - 86
1977-78 104.23 9.86 —126.08 - 98
1978-79 - 4.52 26.78 65.24 - 119
Source: Appendix 2.
Tanie6: Rurat ano *Houskriorn” FINANCIAL SAVINGS
Gross R Gross A Gross A N¢t R Net A Net A
Year Gross HH Gross HH  Gross R Net HH Net HH Net R
(1) (2) 3) (4) (5) (6}
1961-62 0.20 0.13 0.63 0.05 0.04 0.92
62-63 0.23 0.14 0.62 0.12 -0.03 - 0.03
63-64 0.20 0.13 0.64 0.10 0.01] 0.05
64-65 0.21 0.14 0.66 0.09 0.01 0.09
65-66 0.23 0.16 0.67 0.09 0.00 -0.01
66-67 0.19 0.13 0.71 0.02 -0.04 1.72
67-68 0.24 0.17 0.68 0.06 —-0.03 0.49
68-69 0.27 0.18 0.67 0.04 0.08 —2.15
69-70 0.26 0.18 0.67 0.05 -0.09 -1.92
70-71 0.24 0.17 0.69 0.09 0.01 0.11
71-72 0.23 0.16 0.71 0.08 0.01 0.08
72-73 0.25 0.10 0.73 0.09 0.02 0.27
73-74 (.21 0.17 0.71 0.13 0.10 0.65
74-78 0.18 0.13 0.71 0.05 —-0.01 —~0.16
75-76 0.20 0.15 0.73 0.11 0.08 0.49
76-77 0.20 0.15 0.73 0.10 0.03 0.28
77-78 (.22 0.16 0.76 0.12 0.06 0.48
78-79 0.23 0.17 0.75 0.14 0.09 0.64

Sources: (1) Appendix 2.

(2) RBI Report on Currency and Finance, various issucs, scc also Appendix

Table VII.

the savings rate has not grown. (For the
details of working capital computation,
sc Appendix 3.) If contrary to our
assumption of equal growth, NAR in-
comes have grown at a slower rate than A
incomes, the N A R savings rate increasein
understated here. However the difference
isnot likely to be significant. For details
on urban-rural income shares over time,
se Mohan 1982, Appendix 1.

The savings rate is influenced by
several factors. Hereit may be noted that
the lack of growth in savings rate is con-
sistent witharural per capitareal income
that has remained stationary (see Table
2). Othervariables that influence the sav-
ingsrate are considered in section 3 and 4.

[l
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 assetsand liabilities; (3) therela-
tionship between rural net financial sav-
ingsand rural physical investment; (4) the
share of rural financial savings in total
'household' savings and (5) the relation-
ship between ‘formal' and ‘informal’
financial assets in the rural sector.

(1) Net financial savings:

As indicated above, there have been

important changes in rural Financial sav-

Annual Number May 1983

ings, and these have significant implica-
tionsforrural resourcemobilisation. 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 transac-
tionswith institutional agencies. They are
distinguished frominformal (orinternal)
borrowing and lending, which cancel out
within the sector and hence do not count
in the estimation of the sector's net sav-
ings. The financial assets thus considered
were: currency, life insurance premia,
provident fund contributions, small sav-
ings, 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 sav-
ings in any year were estimated as the dif-
ference between the assets acquired and
theliabilitiesincurred. Positivenet finan-
cial 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 in-
flow of resources into agricultural (A)
households in the 1960s, particularly in
the second half of that decade.* 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, NAR households have
been net financial savers right through.
The magnitude of NAR net financial sav-
ing 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.

NAR 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 ook at
the components of these Hows.

(2) Financial flows—a disaggregated
picture:

We examine here the instruments and
agencies through which the rural finan-
cial 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 com-
mercial bank deposits in rural financial
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TasLe 7: Rurat INFORMAL SAVINGS

Informal Expenditure
Financial on Purchase
Savings as of Land as
a Ratio of a Ratio of
Formal Gross
Gross Formal
Financial Financial
Savings Savings
1961-62 0.64 0.95
1971-72 0.26 0.40

Sources: (1) Appendix 2.
(2) RBIl All India Debt and In-
vestment Survey, 1971-72.

TasLe 8: Acricul TURAL SAVINGS RATE
—Srarewsse 1971-72

Savings Per Capita

States Rate (%) Income (Rs)
Andhra

Pradesh 4(2) 521(7)
Gujarat 11(8) S81(11)
Haryana 10(6) 867(12)
Karnataka 12(9) 529(8)
Kerala 15(12) S31(9)
Madhya

Pradesh 10(6) 405(4)
Maharashtra  2(1) 372(1)
Orissa 5(3) 377(2)
Punjab 12(9) 1061(13)
Rajasthan 15(12) 431(5)
Tamil Nadu 5(3) 470(6)
Uttar

Pradesh 12(9) 380(3)
West Bengal 8(5) 535(10)
Notes: (1) Savings rate is aggregate

savings as a percentage of
income in agriculture and
alliedactivities.

Rural population was
multiplied by the propor-
tion of workers engaged in
agriculture to obtain the
agricultural population.

(2)

(3) Figures in brackets are
ranks in the ascending
order.

Sources. (1) Appendix Table VI; and
Appendix Table I X.

(2) RBI Bulletin, April 1978.
(3) India Bulletin  of Food
Satistics.

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 with falling shares
show significantly rising absolute
magnitudes.

A point of difference between A and
N AR households may be noted. Though
both groups show the same basic trendsin
the composition of assets as outlined
above, the share of provident fund con-
tributions in A household savings has
always been lower, and the share of co-

operative shares and deposits has always
been higher, than the corresponding
sharesfor NA 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 co-
operatives. 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 hasgrown rapidly, theequally
rapid increase in commercial bank
deposits has meant that commercial
banks have throughout been a net reci-
pient of resources from the agricultural
and rural sectors. The net flow to com-
mercial banks has probably increased in
the 1970s. There has also been no signifi-
cant increase in government credit to
agriculture.

Thus, while the main institutional
credit agencies have not been increasing-
the annual net financial inflow into
agriculture to any significant extent, sav-
ings in the form of currency, life in-
surance premia, and provident fund con-
tributions, have been growing, leading to
an increasing net outflow of financial
resource from the rural sector.

To gain some perspective on these rural
'formal' financial flows, we examine
them below in relation to rural physical
investment, aggregate 'household' sector
financial savings, and 'informal’ finan-
cial savings.

(3) Net financial savings and physical
investment
(@ Agricultural households:

Referring again to Table 3, it will be
noted that till theearly 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 agriculturetouched 5 per cent
of physical investment in agriculture and
was, therefore, of some significance in
financing private agricultural invest-
ment. From the point of view of the non-
agricultural sector, however, the savings
transfer was negligible right through to
the early 1970s; and even in years of high
savingsinflow intoagriculture, thenetin-
flow was 1 per cent or less of physical in-
vestment in the non-agricultural sector.’.

Since the early 1970s, however, the net
financial outflow from agriculture has
grownsignificantly, andin 1978-79form-
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, NAR
households have always had a greater
preference for financial savings. This
preference (as in A households) has in-
creased over time. In the early 1960s,
N AR households' financial savingsform-
ed between half and three-quarters of
their physical investment. But by the late
1970s, financial investment was oneand a
half times physical investment (and
roughly 4 per cent of NAR income).

The net financial savings of NAR
households have not been negligible even
in relation to non-rural investment. Since
an exact measure of non-rural investment
is not available/* we use non-agricultural
investment as a proxy. In the 1970s, net
financial savings of NAR households
have been between 15 and 2 per cent of
non-agricultural investment.

Rural and '
savings

Given the large increase in rural finan-
cial savings, it is of interest to enquire
how rural financial savings trends com-
pare 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 'formal’
financial savings. It will be noted that
grossrural financial savings (i e, the total
acquisition of financial assets) as a pro-
portion of gross 'household" financial
savings has changed very little over time.
The proportion has moved within the
narrow range of one-fifth and one-
fourth. However, the lack of change in
the aggregate conceals disparate trends in
the components. Rural currency acquisi-
tion, of course, has been assumed to be a
constant one-third of household currency
acquisition. The share of rural
households in life insurance premia
declined in the 1970s according to in-
dicators reported in the LIC 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 will 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 remain-
ed 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 ascredit inflow into agriculturein-

household"  financial

(4)
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TaBLE 9: ANNUAL GROWTH RATES OF AGRICULTURAL PRODUCTION

1953-54/ 1963-64/ 1960-61/ 1970-71/
States 1963-64 1977-78 1970-71 1977-78
Andhra Pradesh 3.16 1.54 1.95 2.32
Assam 0.94 1.92 1.77 1.59
Bihar 2.59 1.66 1.38 2.11
Gujarat 5.02 2.83 4.29 2.37
Karnataka 3.94 2.77 3.53 2.14
Kerala 2.42 2.22 3.33 0.22
Madhya Pradesh 2.49 0.94 1.8 0.22
Maharashtra 2.68 2.23 0.99 6.42
Orissa 3.45 1.37 3.26 1.53
Punjab & Haryana 3.97 6.21 5.75 5.01
Rajasthan 3.23 .72 3.05 2.82
Tamil Nadu 4.04 2.29 2.31 1.93
Uttar Pradesh 1.45 1.53 2.70 2.85
West Bengal 1.49 2.58 312 1.89

Note: * Derived from triennial averages of terminal year index numbers.

Source: Jose 1982 Table 5, p 14.

Tanti: 10: Annuat Growrd Rates oF
Gross Caritar Exeenoirugry UNDERTAKEN
By Cut 11ivaTors: 1961-62 10 1971-72

(per cent)
Non-
Farm Farm
Busi-  Busi-
States Total ness  ness
Andhra
Pradesh -24 =34 20.5
Assam 6.0 0.1 23.0
Bihar 5.1 2.6 24.5
Gujarat 9.4 8.8 12.6
Jammu and
Kashmir 5.8 6.0 14.9
Karnataka 6.0 4.9 25.0
Kerala 4.5 4.0 7.0
Madhya
Pradesh 9.1 8.4 26.3
Maharashtra 6.0 6.6 6.0
Orissa 3.3 1.6 21.0
Punjab and
Haryana 1.5 12.4 23.7
Rajasthan 5.6 38 3.2
Tamil Nadu 1.8 1.3 34
Uttar Pradesh 5.7 4.4 0.1
West Bengal 10,3 10.5 12.5

Note:  Compound growth rate implicit
in the two end point observa-
tion.

Source: RBI All India Debt and Invest-
ment  Survey.

creased; the sharereturned to theold level
in the early 1970s and even slightly ex-
ceeded 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 house-
holds which increased their sharein rural
aswell asall 'households' net savings.

(5) Formal
savings
Considerable investment activity takes

and informal  financial

place within the rural sector which docs
not show up as investment of the sector as
awhole because it is balanced by an inter-
nal disinvestment. Thus, moneylending
within the rural sector creates simul-
taneously an equal financial asset and
liability, creating no net asset for the sec-
tor. Similarly, land purchases within the
sector involve investment by one party
and an equal disinvestment by another.

Wecompare herethetrendsin' 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 non-institutional agencies are
located within the rural sector and hence
corresponding to the debt thereare finan-
cial assats held in the rural sector. This
procedure had to be adopted because,
typically, informal lending is under-
stated. For the details of estimation, see
Appendix 2.

InTable7, informal financial savingis
shown as a proportion of gross formal
financial saving. It may be seen that the
proportion has declined during the last
two decades.

It also appears from Table 7 that gross
formal financial saving has risen faster
than expenditure on purchase of land.

[
Aggregate Savings and Financial
Flows—Statewise

(1) Aggregate-savings.

The statewise aggregate savings rates
of agricultural householdsin 1971-72 are
shown in Table 8. Only agricultural
households have been considered because
statewise data on rural incomes were not
readily available.” The savings rates vary
between a low of 2 per cent (in

Annual Number May 1983

Maharashtra) and ahigh of 15 per cent (in
Kerala and Rajasthan).

(@) Per capita income: In order to
understand the variation in the savings
rates, we compared them with per capita
incomes of agricultural 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 with a
relatively high per capita income has a
high savings rate and Madhya Pradesh is
in the middl e of the spectrum with regard
to both the variables.

(b) Production  acceleration: But
clearly, per capita income docs not ex-
plain 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 accelera-
tion in production. During an ac-
celerating phase, the savings rate is likely
to be high for two reasons: () consump-
tion standards change at a much slower
rate than income; and (2) if the produc-
tion acceleration reflects attractive in-
vestment opportunities, then there is an
obvious incentive to save. In a de-
celerating situation, these factors would
work in reverse.

Six States show a lower savings rate
than warranted by their per capitaincome
(i e, the rank of the savings rate is con-
siderably lower than the rank of the per
capita income). Of these, Andhra
Pradesh, Tamil Nadu and Gujarat ex-
perienced a large deceleration in
agricultural productionin thesecond hal f
of the 1960s (see Table 9). Thus, in these
States, decelerating production from the
mid 1960sdid, apparently, result in alow
savings rate in 1971-72.

Conversely, Kerala, Rajasthan and Ut-
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).

It, 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 sav-
ing rateis explained neither by the level of
production nor by the change in
the rate of production growth. 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 sav-
ings rates in these States were not ap-
preciably higher than in the other States.
It is possible, of course, that the savings
rates here are understated. That, how-
ever, isunlikely to be thewholestory.
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TasLe 11: Net FINANCIAL SAVINGS—STATEWISE, 1971-72

Net Financial Savings

Net Financial Savings +

States (Rs crore) Gross Physical Investment
A NAR R A NAR A

Andhra Pragdesh - 0.35 2.00 - 165 -0.01 0.28 0.02
Bihar 32.63 4.92 37.55 0.26 0.85 0.29
Gujarat -18.91 10.45 - 846 -~0.16 0.75 -0.06
Haryana - 7.07 1.52 - 555 -0.11 0.18 -0.08
Karnataka -19.79 0.21 -19.58 -0.14 0.03 -0.14
Kerala 35.25 2.98 38.23 0.65 1.24 0.68
Madhya Pradesh —-12.42 5.96 - 646 -0.09 0.99 -0.05
Maharashtra -9294 18.37 -74.57 -0.81 1.67 -0.59
Orissa - 3.01 0.78 - 2.23 -0.08 0.22 -0.06
Punjab 2.57 13.98 16.55 0.03 0.72 0.14
Rajasthan 1.85 3.87 5.72 0.02 1.02 0.05
Tamil Nadu -24.26 6.41 -17.85 -0.32 0.38 -0.19
Uttar Pradesh - 4.81 19.58 14.77 -0.02 0.72 0.04
West Bengal 33.44 26.40 59.84 0.42 1.68 0.62

Sources: (1) RBI All India Debt and Investment Survey, 1971-72,

(2) Appendix 2.

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 pro-
duction. 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 dur-
ing 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 areasand, of
course, by the limited degree of agri-
cultural commercialisation.

(2) Financial flows:

We consider first the financial flowsin
some detail for 1971-72 and then consider
certain component flows for which infor-

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.®
The picture is one of considerable inter-
regional 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 with-
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, bothin absolutetermsaswell
asinrelation 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. Thisvery 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 capitagrossin-
vestment in financial assets commen-
surate with 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 asto the poorinflow
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
werestill by far the main conduit of credit
into rural areas. The small inflow of cre-
dit into the north-eastern States was due
not to the limited physical spread of co-
operatives 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 pro-
portions were not only much higher than
the all-India average of 40 per cent, but
were indeed the highest among all States.’
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 waste-
ful. In this case, the attitude of the

Tabee 12: Per Caprita Formai FiNanciat AsseTs anp Liasiuimies N Rurat (R) ano Acricut Tural (A) Housernoros (Rs)
States Gross Assets Gross Liabilities Net Assets
R A R A R : A

Andhra Pradesh 7.56 8.16(8) () 7.09 8.29(8) 0.50 - 0.12
Bihar 10.74 10.89(5) NA 333 3.66(13) 7.40 7.22
Gujarat 23.26 19.29(3) (3) 27.67 31.02(2) - 4.41 . =117
Haryana 8.19 7.24(11) (2) 14.88 18.07(7) - 6.69 -10.82
Karnataka 11.59 10.85(6) (6) 20.44 21.48(4) - 8.82 -10.62
Kerala 35.49 53.65(1) (5) 14.13 21.34(5) 21.35 32.30
Madhya Pradesh 4.79 3.29%13) (10) 6.64 7.29 (10) - 1.85 - 4.00
Mabharashtra 12.24 7.75(9) (13) 33.73 39.63(1) -21.49 —-31.88
Orissa 2.9 2.83(14) (12) 4.07 4.57(12) 1.11 - 1.74
Punjab 39.71 31.03(2) (1) . 23.64 27.93(3) 16.08 3.10
Rajasthan 8.35 7.11(12) (9) 5.66 6.11(11) 2.70 1.00
Tamil Nadu 10.22 9.28(7) (8) 16.44 19.96(6) 6.22 -10.68
Uttar Pradesh 9.35 7.51(10) (11) 7.40 8.24(9) 1.94 - 072
West Bengal 20.90 15.38(4) (4) 2.74 3.15(14) 17.92 12.22
Note: Figuresin 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 Satistics.
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TasLe 13: RURAL ‘INFORMAL’ SAVINGS—STATEWISE, 1971-72

State Rank* ‘Infor-  Expen- Total
Per Per mal, Fin- ditureon ‘Infor-  Gini Co-
Capita  Capita  ancial Purchase mal’ efficient
States In- Gross Savings of Land Savings for Assct
come**  Formal asa asa asa Holdings
Financial Ratio of Propor-. Propor-
Assets Gross tion of  tion of
Invest-  Formal  Gross Gross
ment Financial Formal Formal
Savings Financial Financial
Savings  Savings
(1) (2) 3 4 (5) 6)
Andhra Pradesh (7) (12) 0.95 0.48 1.43 0.703
Bihar (NA) (7) 0.06 0.10 0.16 0.672
Gujarat 3) 3) 0.38 0.17 0.55 0.632
Haryana (2) (1) 0.24 0.56 0.80 0.629
Karnataka (6) (6) 0.38 0.39 0.77 0.655
Kerala (5) 2 0.03 0.12 0.15 0.661
Madhya Pradesh (10) (13) 0.50 1.72 2.12 0.589
Maharashtra (13) 5) 0.22 0.48 0.70 0.649
Orissa (12) (14) 0.67 0.45 1.12 0.598
Punjab a1 ()] 0.06 0.55 0.61 0.683
Rajasthan 9) (10) 0.74 0.20 0.94 0.559
Tamil Nadu 8) ®) 0.62 0.73 1.35 0.711
Uttar Pradesh (11) (C)] 0.36 0.59 0.95 0.592
West Bengal 4) 4) 0.07 0.21 0.28 0.660

income relates to the "agricultural" sector, since per capita rural income

Note: * The ranks are in the descending order.
** Though thevariablesin thistableall relateto the "rural" sector, per capita
could not be estimated.
Sum of columns (3) and (4).
Sources. (1) RBI All India Debt and Investment Survey,

(2) Appendix 2.
(3) RBI Bulletin, April
(4) RBI

1978.

government towards these States deter-
mined the extent of credit inflow, since
the institutional credit agencies acted
according to government policy.

Thirdly, the only State other than
Kerala where there was a net outflow of
financial resources, despite an adequate
inflow of credit was Punjab. 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 in-
to agriculture during 1971-72 were
Maharashtra, Tamil Nadu, Karnataka
and Gujarat. These States have had
among the highest shares in institutional
creditinflow (mainly the co-operativesin
the early 1970s), Together, in the early
1970s, they accounted for about 60 per
cent of credit inflow into all States, with
just Maharashtra 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, Tamil
Nadu and Karnataka, the overdues were
about 40 per cent of outstandings and

1971-72.

Saff occasional papers, June 1972,

only in Gujarat were they 20 per cent.
The high level of credit flows in Gu-
jarat and Karnataka were probably re-
quired to finance the rapid growth in the
1960s. But thiswas not the case for Tamil
Nadu and Maharashtra which experienc-
ed 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 ahigh level), the net financial
flow was out of agriculture. Some high-
growth States like Gujarat, Karnataka,
and also Haryana, drew in financial
resources of a net basis. The north-
eastern States received very little credit,
partly because of the high level of over-
dues, which have often been due to wilful
default by cultivators (see RBI, 1974).
However, certain important inter-
regional variations cannot be explained
along the above lines of reasoning. For
example, the large disparity in per capita
and per hectare outstanding credit as bet-
ween the north-eastern States, on the one
hand, and Maharashtraand Tamil Nadu,
on the other, does not seem related to per
capitaincome levels or growth or even the
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level of overdues. Government policy, in-
fluenced by other criteria, appears to
have had a significant influence in direct-
ing credit through institutional agencies,

(b) Rural ‘informal' savings. 'Infor-
mal' financial savings or financial assets
with counterpart financial liabilities
within the rural sector have been esti-
mated asintheall-Indiacase (seeaso Ap-
pendix 2). Purchase of land has also been
treated as 'informal' savings and this
again, for most part, is balanced by dis-
investment within the sector. Total infor-
mal savings have been expressed as a pro-
portion of gross 'formal’ financial sav-
ings. The relevant details are presented in
Table 13.

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 alow
ratio of informal to formal financial sav-
ings. 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 for-
mal savings ratio: Rajasthan: 0.94; Mad-
hya Pradesh: 2.12; Uttar Pradesh: 0.95
and Orissa: 1.12.

The exceptions to these generalisations
may be noted. The per capitaincome for
Bihar was not available, but was probably
low. The low informal to formal savings
ratioin Bihar wasthus probably not com-
mensurate with 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
Maharashtrareceived avery 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 Tamil
Nadu and Andhra Pradesh. These States
had relatively high per capitaincomes 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 ine-
quality also probably is accompanied by
more frequent land sdes by poorer
cultivators to richer cultivators. The ex-
perience of Tamil Nadu and Andhra
Pradesh suggests that a high degree of in-
equality can stem the movement towards
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TabLE 14: NeT Co-0PERATIVE BANK FLOWS:
AGRICULTURAL HoUSEHOLDS

(Rs crore)

States 1961-62 71-72  77-78
Andhra

Pradesh -6.69 - 8.36 -34.79
Bihar -0.18 -~ 8.70 -12.28
Gujarat -4.34 -14.23 +25.00
Haryana — - 6.07 -16.12
Karnataka -3.02 -13.30 -10.95
Kerala - 0.68 + 3.66 - 0.37
Madhya

Pradesh -2.94 -11.80 -10.00
Maha-

rashtra -6.26 -81.71 - 241
Orissa -0.56 - 436 -11.59
Punjab -0.63 - 4.02 + 3.99
Rajasthan —-0.28 - 3.51 -11.92
Tamil

Nadu -731 -22.06 —26.62
Uttar

Pradesh -4.75 -21.71 -19.67
West

Bengal -0.85 +0.58 -21.80
Note:  The figures are all three year

averages around the year shown.
The negative entries show a net
inflow into agricultural
househol ds.
Source: Appendix 2.
TABLE 15 NET COMMERCIAL BANK FLOWS.
RURAL HOUSEHOLDS

(Rs crore)
States 1974-75  1977-18
Andhra Pradesh - 8.43 —28.84
Assam 2.27 - 3.56
Bihar 221 - 2.08
Gujarat 15.69 15.11
Haryana - 034 - 871
Karnataka —-11.62 4.00
Kerala - 2.57 8.78
Madhya Pradesh - 2.73 - 2.71
Maharashtra - 629 - 217
Orissa 0.43 - 7.38
Punjab 20.10 30.86
Rajasthan - 1.76 ~ 8.70
Tamil Nadu - 346 - 7.4
Uttar Pradesh 11.48 11.44
West Bengal 790 - 2.40

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 isof interest here to note that not on-
ly do farmers in Andhra Pradesh and
Tamil 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 within three
months of the harvest. Gujarat farmers
market about half the grain within three
months. But farmersin Tamil Nadu and
Andhra market only about a quarter of
the grain within three months of the
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harvest.'

(c) Trends in Satewise rural net finan-
cial flows: Complete information of the
type examined above for 1971-72 is dif-
ficult to place together for other years.
We, therefore, look at some component
flows. Data are available on co-
operatives and commercial bank net
flow. Since these constitute important
components of rural financial flows,
their trends should be pointers to the ag-
gregate trends.

The data presented below are all based
on three-year averages around the year
indicated. The method of computationis
discussed in Appendix 2. As above, the
important features of the computation
method are indicated where necessary for
interpretation.

(i) Co-operatives

Table 14 shows the net flows to the co-
operatives in the various states for three
times points. A negative sign indicates net
inflow of resources from co-operatives
into agricultural households. Almost all
signsin 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.

Two 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 therewasanet inflow through the
co-operatives. The fact that even on the
co-operative account the flow turned out-
ward by the late 1970s suggests that the
outflow through other instruments too
must have increased.

Inthecaseof Gujarat, theaggregatein-
flow into A householdsin 1971-72 was of
the order of Rs 19 crore (see Table 11).
Almost all of thisinflow was accounted
for by the co-operatives (Table 14). The
large net outflow (Rs 25 crore) on co-
operative account in 1977-78 once again
suggests that the net financial flows were
out of Gujarat's agricultural™ house-
holds in the late 1970s and that the out-
flows were fairly substantial .

That Punjab and Gujarat should show
large and increasing financial outflowsis
significant. These are States that have
had high per capita incomes for a long
period of time. They have also experienc-
ed periods of high growth. However, it
will be noted that Gujarat experienced
growth rates well over 4 per cent in the
1950s and 1960s, and that the growth rate
fell to aimost half (214 per cent) in the

1970s (set Table 9). Gujarat agriculture
thus drew resources as long as it wason a
highgrowth path and withtheslackening
of production turned into a net supplier
of resources. The Punjab story issimilar.
With the slackening of growth, the net
resource outflow has, as suggested above,
increased.

Another State where a similar process
has probably occurred is Karnataka. This
isalso a State which has had a relatively
high per capita income, and which ex-
perienced 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 inflow.

Two 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 Tamil
Nadu and Andhra Pradesh. These in-
creases cannot be explained by changesin
growth conditions. The growth rate in
Andhra 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 war-
rant thelargeincreasein net credit inflow.
In Tamil Nadu, the large increases in
credit inflow have been accompanied by a
secular deceleration in growth. It will be
recalled that these are the States with the
highest levels of inequality and that they
showed in 1971-72 arelatively high level
of Informal' lending activity and expen-
ditureon purchase of land. It seems possi-
ble that the agriculturists in these States
have used institutional credit for 'infor-
mal" activities (as defined by us) rather
than for production purposes.

The annual credit flows into Maha-
rashtra declined over time as the ovcrdues
there mounted. The annual flow into the
West Bengal and Biharimproved, though
overdue levels declined only in West
Bengal. However, differences persist in
per hectare outstanding credit between
Maharashtraand the north-eastern States
as in the early 1970s.

(ii) Commercial banks

The broad observations made from the
data on co-operatives are completely cor-
roborated by the commercial bank
figures (sec Table 15). Thelarge outflow
of financial resources has been from high-
income growth-decelerating areas, Gu-
jarat and Punjab. Karnataka'stransition
from a net recepient of resources to a
surplus state isalso seen. Tamil Nadu and
Andhra Pradesh are once again the major
net resource recepients. The flow im-
balances between the north-eastern
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Tasie 16: Caritar EXPENDITURE OF CULTIVATORS

Proportion of
Households Reporting

Average Per Households (Rs) Expenditure (%)
1961-62 1971-72 1961-62 1971-72

Farm business 139.5 (69.0) 205.6 (63.6) 66.7 48.6
Non-Farm business 6.5(3.2) 16.8 (5.2) 5.5 6.0
Residential plots

and buildings 48.1 (23.8) 77.1(23.8) 49.8 34.0
Durable household

assets 8.1(4.0) 23.8(7.4) 11.6 18.7
Total 202.2 323.3
Note: Figures in brackets give percentages to totals.

Source:

States and Maharashtra also appear to be
undergoing correction.

A%
Nature and Determinants of Farm
I nvestment

Asindicated 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 slug-
gishness of the dominant farm invest-
ment. On the other hand, cultivators’ in-
vestment in financial instruments grew
rapidly during the 1970s. We suggested,
above, the financial investment growth'
reflected continued limits to farm invest-
ment 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

RBI All India Debt and Investment Survey. 1971-72

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

(I) Composition of cultivators physical
fixed  investment:

Table 16 shows the changes in the ex-
tent and composition of physical invest-
ment undertaken by cultivators. Severa
features shown up by the table arc of im-
portance,

(i) Farm In vestment

Between 1961-62 and 1971-72 the pro-
portion of cultivation reporting capital
expenditure in farm business fell from
two-thirdsto half,'! At the same time, the
share of farm investment in total invest-
ment also fell. An examination showed
that decline in the proportion of culti-
vators 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 proportion of large
cultivators reporting possession of assets

Annual Number May 1983

(i e physical stock) does not show a
decline. However, in the case of small
cultivators, the proportion reporting
both stocks and flows shows a fall.

The evidence, therefore, suggests that
disinvestment has been taking place
among smaller cultivators. On the other
hand, larger cultivators are buying higher
valued equipment which requires less fre-
quent 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 work-
ed by bullocks, etc) and livestock, which
smaller cultivators principally invest in,
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, trac-
tors, pumpsets, sugarcane crushers work-
ed 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 in-
tervals between replacement reduce the
annual capital expenditure. The higher
value of modern machinery and equip-
ment tends to raise the annual capital ex-
penditure. The evidence, as it exists, sug-
gests that the former two effects have had
a significant impact on reducing the
growthin 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, thegrowth in physical invest-
ment is determined by the dynamics of

TapiLE 17: VaLur oF Fixep Assers PER Housrnor s iIN NON AGRICUI TURAL ENTERPRISES

Sizc of Agricultural Income (Rs)

Income
No Below 400 & Not All
Income 600 600-999 1000-1999  2000-3999 above Recorded Sizes
Andhra Pradesh 514.59 542.19 650.95 1030.65 1994.88 3424 .40 610.00 679.37
Assam 923.65 819.81 870.41 1305.06 1323.86 2737.24 1154.00 1161.56
Gujarat 1869.62 923.37 916.27 1527.40 3812.69 15299.44 — 2414.25
Haryana 1306.04 1447.80 2196.46 221791 3078.94 2555.07 2700.00 1515.31
Karnataka 942.65 959.21 1317.78 1436.80 2302.06 5388.02 — 1292.66
Kerala 1044.24 456.20 750.34 1212.21 1490.81 7526.58 — 945.45
Madhya Pradesh 620.62 439,51 662.68 614.59 834.38 3113.91 700.00 736.97
Maharashtra 992.59 768.98 920.66 1529.22 2445.23 4469.64 1038.50 1313.01
Punjab - 1372.55 2470.91 2267.02 3781.19 2986.45 6124.20 — 1864.24
Tamil Nadu 648.03 599.47 929.55 1677.45 1787.57 6062.97 189.50 852.90
Uttar Pradesh 1126.47 613.99  713.40 1236.82 2272.30 3581.62 427.21 1142.29
West Bengal 554.23 405.24 745.62 646.19 1461.76 2682.79 549.00 737.63
Bihar 411.69 446.45 518.27 718.83 1034.29 3501.00 547.38 714.43.
Himachal Pradesh 1890.03 1567.87 2022.84 1616.33 2273.16 4552.24 — 2077.10
Jammu & Kashmir 1666.69 1395.12 1482.83 1447.00 1511.59 3069.55 363.16 1733.50
Orissa 337.37 369.78 376.10 499.14 643.18 1625.43 — 426.79
Rajasthan 1438.27 834.01 1229.77 1564.74 1883.91 4473.23 524.00 1414.39

Source: Sarvekshana, April and July 1978.
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TasLe 18: DETERMINANTS OF FARM INVESTMENT

(1) All States a) (FF/A) =1.01
Standard error
T-Value

R2=

b) (FF/A) =0.86
Standard error
T-Value

K2 =

a) (FF/A)' =1.65
Standard error
T-Value

(2) Without
Punjab and
Haryana

R2=

b) (FF/AY =1.49

Standard error
T-Value

R 2=

a) (FN/A)' =1.32

Standard error
T-Value

(3) All States

R2=
b) (FN/A)=1.3]
Standard ecrror

T-Value
R2=
(4) Without a) (FN/A) =1.54
Punjab and Standard crror
Haryana T-Value

b) (FN/A) =1.41
Standard error
T-Value

R? =
Note: FF

+ 0.067 IRP + 0212 W
(0.118) (0.041)
(0.569) (5.184)*

0.865 R-2= 0.854

+ 0.535 IRP
(0.131)

(4.090)*

0.562

+0.1846 IRP -0959 W
(0.058) (0.051)
(3.169)* (1.893)

0.478 R = 0.434

+ 0.123 IRP
(0.053)

(2.309)*

0.308

+ 0.148 IRP + 0028 W
(0.072) (0.025)
(2.053) (1.137)

0.647 R 2= 0.620

+ 0.210 IRP
(0.047)

(4.503)*

0.609

+ 0.187 IRP 0.075 W
(0.069) (0.060)
2.717)* (1.247)

0.405 R 2= 0.356

+ 0.139 IRP
(0.058)

(2.383)*

0.321

. fixed capital formation

FN : FF-—ecxpenditure on irrigation
A . total cropped area
IRP : changein proportion of area irrigated

w

: change in porportion of arca irrigated

by wells.
(FF/AY =(FF/A)1971-72 = (FF/A) 1961-62

Note: * Significant at 1 or S per cent level.

technological and institutional changein
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.

(if) Other investment

Table 16 shows that the proportion of
cultivators reporting investment in non-
farm business and durable household
assets increased between 1961-62 and
1971-72. The share of these components
of capital expenditure in total expen-
diture also rose. The rise was particularly
sharp in the case of durable household
goods.

The movement towards non-farm in-
vestment and investment in durable
household goods represents a shift in the
aset preference of larger cultivators,
who undertake the bulk of these invest-
ments. It appears to signify limits to
returns from farm investment. These
limits apparently are encouraging invest-
ment 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 house-
hold in non-agricultural business. The
distribution of non-farm activity is more
evenly spread only in Punjab 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 house-
holds reporting investment in residential
buildings and plots once again signifies a
disinvestment process among small culti-
vators, as in the case of farm investment.®

(2) The determmants of farm in vest ment:

Kuznets (1957, p xi) and Tostlebe
(1957, pl3, 14) have pointed out that
American farm investment hasin the past
been determined primarily by techno-
logical changes and institutional condi-
tions 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 ag-
gregate production to a shift in terms of

Annual Number May 1983

trade in favour of agriculture indicate
even in the Indian case investment cannot
be stepped up only by manipulate
prices (see Thamrajakshi, 1977, p
381-384).

In the context of Indian agriculture
production technology is determine
principally by theavailability and 'qual
ty' of water. The supply of increase
quantities of water through irrigatio
makes possible a shift in cropping pa
tern, usually to higher valued crops. Tl
'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 Rg 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 havejust 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, irrigation itse
would, if privately provided, demand it
vestment expenditure from agriculture
households. In addition, cropping pa
tern changes and technological changesi
crop production are likely to demand in
vestment in land preparation, agr
cultural implements and machinery.

Moreover, areas of rapid technologic
changes, i e areas with increasing irrigi
tion, also experience rapid growth inir
come (see Raj, 1970, p 121). Thuswema
expect relatively rapid growth of invest
ment in areas with expanding irrigation
facilities, as both the demand and suppl
conditions are favourable to growth ¢
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." Fixed capital formation pe
gross cropped area (FF/A) was compute'
for 1961-62 and 1971-72. An effort wa
then madeto explain thegrowthin FF/A
(FF/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
(FFIA)!).

In the regression analysis, three in
dependent variables were tried. One, a
discussed above, was the change in th
proportion of area irrigated (.MRP)
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
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Undeniably! BEL’s role in
developing radio communication
and telecasting enabled India to
achieve technological self-reliance.
Its transmitters, tape recorders,
cameras and other related studio
equipment send out India’s message
through the length and breadth of
the country. Building for India, a
contemporary communication
network with an effective reach.

And the story doesn’t end there.
BEL is also tuned in to other diverse
manufacturing activities like fire
control systems, radars, defence
communication systems, weather
monitoring radars, vacuum tubes,

BEL :building India’s future through electronics
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semiconductors, 1Cs and crystals
among others.

Today, BEL's turnover is Rs.128
crores. Further investment around
Rs.90 crores is planned. Its record—
profits since 1960, a steady 12%
dividend since 1970, order books full
for four years—owes much to its
17,000 dedicated, goal-oriented
people. People who have made it a
company equipped more than
adequately, to confront the
challenges of the future.

SAA/BEL/ 140

Bharat

Electronics
Limited

(A Covt. of India Enterprise)
Bangalore,Ghaziabad.Pune
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TasLe 19: [rRr10ATION GROWTH AND NET FiNanciaL FLows

Net Inflow to Co-operatives

Gross Co-operative Credit

States Net irrigated Area (000 ha) from Farm Households Flow to Farm Households
(Rs crore) (Rs crore)
1961-62 1965-66 1971-72  1976-77 1961-62 1971-72 1977-78 1961-62 1971-72 1977-78

Punjab 2263 2954 3194 - 402 + 3.99 13.18 7.00
Gujarat 74] 1041 1407 1233 -434 -1423 +25.00 7.63 31.53  Negligible
Karnataka 909 975 1598 1215 -302 -1330 -10.95 4.42 17.91 18.32
Haryana 1167 1565 1798 - 6,07 =16.12 8.02 22.81
Uttar Pradesh 4303 5874 6989 8260 -4.75 -21.71  -19.67 6.41 32.54 48.70
Note:  Co-operative flows are 3-year averages around the year shown.

Sources: (1) India, Statistical Abstracts of India.

(2) Appendix 2.

proportion of area irrigated by wells
( W) wasconsidered: well irrigation in-
volves, in general, greater private invest-
ment than canal and tank irrigationand is
associated, moreover, with a more inten-
sive use of inputs. Third, 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 in-
equality should promote greater invest-
ment. 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 invest-
ment 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 givenin Table 18. Our hypothe-
sisis borne out quitestrikingly. The R ?
is very high which implies that the in-
dependent variable, i e, (FF/A)'. The
coefficients of theindividual variables arc
also highly significant.

About a quarter of the fixed capital
formation expenditure goes directly into
providing irrigation. It is unlikely,
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, expenditureon ir-
rigation was removed from total expen-
diture, and the resultant variable
(FN/A)' was regressed once more on

IRP and , W.Y This regression
(shown in Table 18) also gave very good
results.

Change in technology, as represented
by the extent and composition of irriga-
tion, therefore, do havean important im-
pact on the growth of both aggregate and
non-irrigationinvestment,

It may be noted here that irrigation ap-
pears 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 irriga-
tion growth has had a strong influence on
physical investment growth even in other
States.

If irrigation determines the technology
of agricultural production, the further
question that arisesis: what determinesir-
rigation? Irrigation development may be
undertaken by the government or it may
be undertaken privately. In either case,
growth inirrigated areawill be constrain-
ed by environmental factors, i e, climatic
and gco-structural factors. Private in-
vestment will be further constrained by
the level of infrastructure, rural €elec-
trification for example. In addition,
private investment in irrigation will bein-
fluenced by the state of knowledge in
crop production, which, in turn, deter-
mines the expected returns from invest-
ment . Thusthe availability of high yield-
ing varieties, not associated with usually
high risks, may induce investment in ir-
rigation.

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
productiongrowthinagriculture. Theen-
vironmental factors are, in particular, a
major constraining factor, 'In a country
like Indiathat 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 coun-
tries, but islikely to be much morecostly’
(Raj, 1970, p 122).

Before closing this section, one possi-
ble link (suggested above) between
physical and financial investment may be
noted. The slowing down of irrigation
growth during the 1970s in Punjab, Gu-
jarat and Karnataka has been accom-
panied by increased investment in finan-

cial assets by the agricultural households
of these States (see Table 19). On the
other hand, continued irrigation devel op-
ment 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 in-
vestment behaviour. Here we first sum-
marise our findings. In doing so, we try
particularly to link the findings at the dif-
ferent 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 dur-
ing the last two decades. The rate has re-
mained about 8-9 per cent. Within the
rural households, agricultural house-
holds have had a slightly higher savings
rate than non-agricultural households.
Neither category of households shows a
rising savings rate (see section 1).”° 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 aso 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 com-
position, 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 accom-

807



Annual Number May 1983

808

N of the Jungle 2| kR
PPEE  mosque. The . ) . :
grr e threg storeyed 5;" Fo.c:sr: n 4
W " minarets of the district is the :
masjid respond to vibrations. only natural  SRtYEr VA

Whathar you are Find the footprints of the

seeking peare and Great Soul’
relaxation or looking - On the banks
for fun and adventure. of the placid

J river Sabarmati,
| where Mahatma
Gandhi had

walked in contemplation

is the Gandhi Ashram.

Porbander, the birthplace of
ahatma Gandhi is a

picturesque seaside resort.

Meet the King,

Gujarat state

offers a variety of

places to please

the tourist in you.

Make the Minarets shake

4,32'0ne of the most

opular movements
®? in Ahmedabad is

i . the Sidi Bashir's

habitant of Asiatic Lions.
Nearly 180 lions and cubs

Designed and built by master
craftsman of a bygene era.

EXPLORE @

GUJARAT

for an(§.c;

experience,
yow’ll £
cherish,

For details on how to make your holiday memorable,
Write to:

Tourist Information Bureau.

H.K. House, Ground Floor, Behind Jivabhai Chambers, Off Ashram Road, AHM

&

ECONOMIC AND POLITICAL WEEKLY

live here in natural
surroundings.

Besides, tus forue: is the

abode of a variety ot wild fife

Discover the
beginaings of
civillzation
Lothal in
Ahmedabad
district is where the
remains of a full fledged
Harappan settlement

were discovered.

The archeological treasures
bear testimony to the
pre-historic civilization

in india.
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Listen to the
s divine sound of
2. the tute

Uvvdrha. one of the
most sacred places
of pilgrimage
for Hindus, is where
Lord Krishna established
his Kingdom. Flanked by the
open sea, there are many
temples of worship in and
around Dwarka.

Seek peace in
these places

Somnath, the Shrine /X
Etérnal that has s
putlived human . ‘
attempts of 4
destruction,
through
history... |
Palitana, = 5%
the temple city atop
Shetrunjaya Hill, a place of
pilgrimage for Jains ..

the Sun Temple at Modhera
one of the most magnificent
spccimens of Indian art and
architecture.

Excellent
facilities for
tourists

Guijarat offers
excellent
facilities for tourists.
Accommodation to suit
every kind of budget
Conducted Tours by Deluxe
Coaches, Economical
Holiday Homes and a
convenient Central
Reservation Service.

All designed to make your
holiday an experience in
comfort.
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GUJARAT
GREAT
PLACES
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Special solutions for special
problems:

Now you can benefit from
IPCL’'s services in solving
your rubber processing and
compounding problems.

Highly qualified and
specialised rubber
technologists are working to
develop an efficient field
technical service to help you
specifically in the
development of your
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Specialists in your industry

The Centre offers a host of

services:

* Guiding customers on the
usage of Cisamer.

* Helping customers 1o

Helping you develop new
rubber products
Entrepreneurs, keen on
developing a new product
idea, can avail of IPCL’s
assistance. |PCL welcomes
them to share the wealth of

The 1PCL Product ~ develop rubber ¢ nd ; i oS
products and their P i oMmpou technical expertise. After all, =
APD';‘"”"’:""""" m“:’b") applications. formulations, select perfection is the essence of b
Ehe roduct ppg:an:: The brain cell: Research and  POY™e'S- industry. And we can heip ﬁ
entre 1§ equupp;;‘bem Development * Helping customers to Yyou reach the top in product =
sf’z‘;lc:‘;?";’lw:ng The best brains and talent in  increase their pioduction  quality. and over ali product o
gQmpmem. All the modern the country ere constantly and reduce costs. 2o - [
inputs for the new . engaged in improvements in  * Visiting customer @ POLYBUTADIE NE RUBBER <
technology are on tap. Your Production, processes and industries, conducting r <
factory conditions, techniques. on-the-spot trials. ;
processing and compounding * Advising rubber processors ADIDS EXTRA LIFE -
problems can be duphcated on import substtution. 10 YOUR RUBBER PRODUCTS
at the laboratory. .

processors.

Testing rubber products for INDIAN PETROCI EMICALS

RPORATION LIMITED

(A Govt. of India Undertaking).
For more ilermation, contact Product Application Cearre. (Rubber}, Markenng O Indian Potrochomicols Corparation Limited (A G of Indra Und

P 0. Peirochemacats. Disi. VADODARA 391 346. Guparat & Regrenal:Sales Offices: Barods Sales Office. Sector I, P.O. Pawrochemicals Townshup, D2 VADODARA 391 345 »
An-Indis Beekeng. 18th floor, Nariman Point, BOMBAY 400 021 = Ratla Ram Buildeng, 70. Mission Rodd. BANGALDRE 560 027 @ Chatterjee Internations! Conire. Jd Howr,
33-A] Chowninghee Read. CALCUTTA 700 071 & Himalaya House. 23. Kasiurba Gandhi Marg. NEW OELH 110 001 @ Red Crass Bhavan, 151 lleer, The Mall, LUDHIANA 141 005 »
Madias Sales Centre, 33, D Silva Road, Mylapore. MADRAS. 600 004
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APpPENDIX TABLE 2: AGRICULTURAL FINANCIAL ASSETS AND LiABILITIES FLOows

(Rs crore)

Years Cur- Life Provi- Small Co-op Com- Gross Com- Co-op- Gov- Total Net

rency Insur- dent Savings Shares mercial Formal mercial erative ern-  Credit Finan-
ance Fund and and Bank Finan- Bank Bank Credit cial
etc Others  De- De- cial Credit ; Savings
posits  posits Savings
1 2 3 4 5 6 7 9 10 11 12
(Dro(6)

1961-62 18.70  13.38  20.03 0.80 24.35 5.09 82.35 22 56.86 45 104.08 -21.73
62-63 33.87 1674 2505 -0.64 24,99 6.80 106.81 .04 57.50 48 108.54 - 1.73
63-64 43.62 17.18 25.71 1.50 33.26 9.06 130.33 A7 71.30 51 126.47 3.86
64-65 28.10 17.88  26.73 1.18  39.81 12.08 125.78 .80  59.08 55 119.88 5.90
65-66 61.65 16.47 24.64 13.35 37.35 16.07 169.53 .71 101.46 61 170.17 - 0.64
66-67 27.83  26.00 30.90 1.06 35.35 21.37 142.51 10.71  94.62 68 173.33 -—-30.82
67-68 36.61 27.52 41.18 -0.48 6299 28.39 192.21 14.66 133.00 74 221.66 -—25.45
68-69 63.56 33.71 5044 -3.61 57.32 37.69 238.11 10.10 206.0! 80  306.11 —67.00
69.70 80.92 3582 53.60 -1.33 46.59 49.98 265.58 35.52 217.81 87 340.33 -74.75
70-71 85.18  40.37 - 60.41 12.16 58.26  66.25 321.63 29.71 185.85 93 308.56 13.07
71-72 102.66 38.43 57.51 .27.47 67.08 87.73 380.88 51.67 220.16 99  370.83 10.05
72-73 161.91 4694 70.24 44,24 108.72 113.18 545.23 70.78 239.90 177  487.68 57.55
73-74 195.47 5439 81.39 62.42 70.69 140.15 604.51 86.69 142.34 91 320.03 284.48
74-75 4,68 52.19 78.09 37.14 108.18 148.77 429.05 173.35 197.45 78  448.80 -19.75
75-76 79.63 64.60 96.66 77.64 150.71 228.04 697.28 215.38 202.58 82 44996 197.32
76-77 289.62  80.18 119.98 51.97 166.93 297.42 1006.10 211.82 433.41 86  731.23 145.16
77-78 178.70  90.53 135.46 67.20 181.75 465.57 1165.86 455.71 307.23 98  860.94 304.92
78-79 363.49 104.50 156.37 79.57 267.24 567.49 1600.99 540.71 332.48 119  991.00 609.99
79-80 118.25 176.95 107.57 472.05

APPENDIX TABLE E 3: SHARES OF STATES IN SELECT FINANCIAL STOCKS HELD BY RURAL

HOUSEHOLDS, 1971
(per cent)

Com- Life Provi- Post- Com- Govern-
States mercial  Insur- dent Office mercial  ment

Bank ance Fund Deposits Bank Credit

Deposits  Fund Credit
Andhra Pradesh 7 6 2 0.7 10.19 3.52
Assam 1 3 8 3 - 3.04
Bihar 14 7 10 7 1.23 5.66
Gujarat 6 8 5 4 13.24 6.93
Haryana 1 1 0.5 2 2.57 1.51
Himachal

Pradesh 0.2 0.5 1 o2 0.36 —
Jammu &

Kashmir 0.4 0.4 0.9 1 0.01 0.95
Karnataka 3 17 2 0.9 17.17 9.52
Kerala 17 9 9 2 15.90 1.78
Madhya Pradesh | 3 6 2 3.31 3.60
Mabharashtra 6 5 8 6 5.97 15.75
Orissa 0.2 0.7 2 4 0.53 1.90
Punjab 10 2 2 9 7.51 3.29
Rajasthan 4 7 i 0.6 1.84 3.86
Tamil Nadu 4 7 T 3 8.93 9.82
Uttar Pradesh 12 11 11 28 8.05 14.79
West Bengal 10 12 22 24 1.65 6.34

panied by rising savings rates (section 3).
At the all-India level, there has been no
acceleration in production during thelast
two decades. Indeed, there probably has
been some deceleration in the 1970s. The
relatively stable savings rate is once again
consistent with 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 selec-
tive access of large farmers to modern
production technology and associated
supportive services), and that should give
a boost to the savings rate. There pro-
bably is one basis to this argument. It is
possible that our estimates do not ade-
quately capture the new forms of invest-
ment being undertaken by rural house-
holds. There are, however, two points to
be observed here. One isthat the worsen-

ing distribution has also meant disinvest-
ment by small farmers (section 4),
Second, as suggested by our cross-
section analysis (section 3) there appear
to have been limits to investment in for-
mal financial assets (i e, assats of
regulated financial institutions) and also
to investment in physical assets on the
farm. Of course, the differences between
limitsto savingscapacity and limitstoin-
vestment opportunity is probably aclose
one. In the second half of the 1960s, after
the calamitous mid-1960s, investment ac-
companying 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 bet-
ween physical investment and financial
flows, we looked into the matter a little
more closely.
(2) Physical farm  investment:
Physical investment isclosely related to
changes in technology. In the Indian
situation, weargued, irrigationgrowthis
agood proxy for technical change. Statis-
tical cross-section analysis did indeed
show that fixed investment growth was
related to growth inirrigation and to the
changes in the nature of irrigation (in-
creases in proportion of areairrigated by
wells) (section 4). After significant in-
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AGRICULTURAL FINANCE CORPORATION LIMITED
(Regd. Office: Dhanraj Mahal, CSM Marg, Bombay 400 039)

An institution extending project consultancy services to individuals, institutions,
commercial banks, state governments, World Bank, Asian Development Bank,
Food and Agriculture Organisation cte.

FOR
Techno-cconomic surveys & project formulation for

agricultural and rural development.

Regional Offices — Eastern Region @ Calcutta
Northern Region : Lucknow
Southern Region : Madras

Branch Offices — Patna, Kota, Shillong, Surat, Trivandrum, Chandigarh

V M BHIDE GHULAM GHOUSE
CHAIRMAN MANAGING DIRECTOR

Fit as a Fiddle

We make sure
you stay
that way

#" Keeping people

well tuned is a mission
we cherish. This is reflected
in our constant endeavour
for extending the healing
“touch and our continuous
i pursuit to bring about an
amalgam between quality
medicines and affordability.

Seeing people hale and hearty is

more than a visual feast for us.

It's also music to our ears!

East India Pharmaceutical Works —
A trusted name for over four decades

EAST INDIA PHARMACEUTICAL
WORKS LIMITED
6 Little Russell Street, Calcutta 700 071

EIP/CAS-2/82
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AprpPENDIX TABLE 5: SHARE oF CuLTivaToR HouseHoLDS IN RUrAL FINANCIAL
Assets aND Liasitimies, 1971

(per cent)

Com- Life In-  Provi- Post Com-  Govern-
States mercial  surance dent Office  mercial ment

Bank Fund Fund  Deposits  Bank Credit

Deposits Credit

Andhra Pradesh 0.99 62.07 25.76 57.14 0.98 0.93
Assam — 83.33 68.83 82.76 — 0.94
Bihar 0.98 81.13 72.24 84.85 0.98 0.95
Gujarat 0.52 75.86 29.77 36.36 0.99 0.97
Haryana 0.72 70.00 38.46 6.25 1.00 0.83
Himachal

Pradesh — 85.71 74.07 85.00 —_ 0.95
Jammu &

Kashmir — 66.67 80.00 76.92 1.00 0.93
Karnataka 0.92 59.07 50.00 37.50 0.83 0.99
Kerala 0.96 87.50 77.27 86.36 0.99 0.96
Madhya Pradesh 0.77 45.00 37.65 52.17 1.00 0.95
Maharashtra 0.34 49.28 19.58 59.02 1.00 0.90
Orissa 1.00 90.00 63.64 89.47 1.00 0.96
Punjab 0.56 37.14 21.82 47.73 1.00 0.86
Rajasthan 0.85 45.54 37.50 16.67 0.93 0.90
Tamil Nadu 0.98 57.94 29.78 60.00 0.95 0.96
Uttar Pradesh 0.68 52.10 51.85 77.61 1.00 0.94
West Bengal 0.71 43.50 42.88 90.43 1.00 0.95

crease in irrigated, particularly wells ir-
rigated area, during the 1960s, there has
been a slowdown in the 1970s' Even in
the 1960s, theinvestment growth (accord-
ing to our data) was sluggish. The slow-
downinirrigationgrowth in the 1970s has
contributed to continued sluggishness in
farm investment growth. The slowdown
has been particularly sharp in Punjab,
Gujarat, and Karnataka—States that had
experienced rapid irrigation expansionin
1960s (section 4). As has been noted in
section 4, however, the slowly growing
capital formation has embodied signifi-
cant technological changes particularly
modern machinery and equipment).
With constraints operating on fixed
farm investment, there has been an in-
creasing tendency to shift to investment
in farm working capital, non-farm busi-
ness, 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 rece-
pients, 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 propor-
tion of physical asset formation by agri-

814

cultural households as well as a propor-
tion of net -financial savings of the
household section as a whole (section 2),

In an earlier exercise (Mody 1981), we
had estimated that during the 1960s the
agricultural sector was a net recepient of
resources not only through financial in-
stitutions but also on government ac-
count and via the favourable movement
of terms of trade. In the 1970s, in addi-
tion to net outflow through financial in-
stitutions, available evidence suggests an
unfavourable terms of trade movement;
however, the direction of the overall net
flow can be determined only after con-
sidering 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 theform of medium-termand
long-term loans, rather than short-term
loans, and clearly supported the renewal
of agricultural growth, based on expan-
sionof irrigation, particularlyin 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 sav-
ings increase as irrigation expansion and
growth slow down (section 4).

In the 1970s, the co-operatives con-
tinued to be net contributors of financial
resources to the agricultural sector. But
the extent of annual net inflow did not in-
crease and probably was even declining in

trend (section 2). Our analysiswould sug-
gest that this was related to the slowdown
inirrigationinvestment inthe 1970s. (The
slowdown of net inflow into Maharash-
tra, amajor drawer of resources, was pro-
bably related to mounting overdues in
that State.) Of course, gross credit from
commercial banksincreased rapidly dur-
ing the 1970s. But depositsin commercial
banks increased equally rapidly such that
commercial banks continued to be, asin
the 1960s, net recepients of resources
from agricultural households.” At the
same time, financial savingsin currency,
life insurance premia, and provident
fund, continued to increase, contributing
to the increasing net outflow from
agriculture (section 2).

The difference between the 1960s and
1970s outlined above may, therefore, be
summarised as follows: Private physical
investment has grown slowly right
through; however, given the limited sav-
ings capacity in the late 1960s, even the
limited growth required external re-
sources; in the 1970s, with the growth of
incomes of large cultivators, and the pro-
bable 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 sav-
ings has been the physical spread of the
formal financial institutions. This may
now be considered.

(4) 'Format' and ‘informal 'savings:

We have defined 'informal’ 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 borrow-
ing and internal sde and purchase of
land. Grossinformal savings as apropor-
tion 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 all-
Indialevel wefind, however, adeclinein
informal savings despite no perceptible
increase in real per capita income. It ap-
pears, 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, would, 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 in-
creases in the physical presence of formal
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APPENDIX TABLE 7: SAVINGS oF HousEHOLD SECTOR IN FOrRM OF FINANCIAL ASSETS

PF Funds

Year Saving of  Currency Bank LIC Fund Corporate  Financial Saving of
the House- Deposits & Co-oper-  Liabilities  Household
hold Sector ative of House-  Sector in
in Finance Securities  hold Sector  Financial

Assets Assets (Net)
(Gross)
1 2 3 4 5 6 7 8
1961-62 650.4 99.4 207.4 72.9 113.5 69.2 129.0 521.4
62-63 737.9 174.3 176.7 91.2 128.8 23.7 226.4 511.5
63-64 1025.4 216.7 293.2 93.6 155.4 112.8 274.6 750.8
64-65 911.0 135.2 336.4 97.3 181.5 12.0 250.3 660.7
65-66 1091.0 287.4 363.7 89.7 198.2 19.0 253.2 837.8
66-67 1086.2 125.9 437.8 141.6 206.9 9.0 337.3 748.9
67-68 1178.0 160.8 408.1 149.9 261.8 32.6 358.1 819.9
68-69 1321.0 271.3 411.4 183.6 267.0 7.5 501.9 819.1
69-70 1514.2 335.9 586.8 195.1 350.8 - 5.6 646.9 867.3
70-71 1948.1 344.2 775.9 219.9 416.2 17.0 618.8 1328.3
71-72 2347.6 404.0 1023.9 251.2 474.3 17.8 724.3 1623.3
72-73 3004.2 637.2 1214.4 306.8 523.4 21.9 635.9 2368.3
73-74 3631.5 769.3 1510.9 355.5 603.0 - 53 803.7 2800.8
74-75 3402.1 18.4 1653.9 343.9 786.6 58.5 801.4 2600.7
75-76 4753.7 313.4 2787.4 422.2 1070.3 21.6 1075.4 3678.3
76-77 6905.1 1139.8 3920.0 524.1 1171.6 -13.2 1710.3 5194.8
77-78 7112.6 703.3 3535.2 591.7 1315.8 199.7 1669.5 5443.1
78-79 9240.1 1430.5 4309.4 683.0 1605.3 201. 2495.1 6745.0
79-80 10092.5 1309.1 4510.4 772.9 1764.8 267.9 3217.2 6875.3
80-81 11703.2 1665.7 5679.7 875.3 2069.1 226.8 3116.1 8587.1
Arpenpix Tasi e 8: Rurai Gross Domestie Propuct AT Facror Cost quire significant financial resource in-
(Rs crore)  flow intoagriculture. Irrigation develop-
- - ment in the 1960s had required a net
Table Agricuiture Non-Agriculture, Rural resource inflow into agriculture, and it is
Rural only with the slowdown in irrigation
1961-62 6966 2264 9230 growth, particularly in some important
62-63 7111 2311 9422 States, that the net financial savings of
63-64 8235 2676 10911 agricultural households have become
64-65 10091 3280 13371 positive and significant. The only State
65-66 9798 3184 12982 that has been able to maintain high invest-
66-67 11713 3897 15520 ment and growth without a net draft of
67-68 14542 4726 19268 external resources has been Pun-
68-69 14146 4597 18743 jab—though, even in Punjab, net finan-
69-70 15539 5050 20589 e gh, even )&, net Tin:
70-71 16727 5436 22163 cial outflow has increased as irrigation
7172 17320 5629 22949 growth has slowed down.
72-73 19009 6178 25187 The large planned increase of net
73-74 25583 8314 33897 'household' financial savings during
74-75 28122 9140 37262 1980-85 will probably not be achieved if a
75-76 25963 8438 34401 serious attempt is made at achieving ir-
;g;g %mg 13(3)3§ ig?gg rigation targets. According to the Plan,
) p 2.5 million hectares of net irrigation
78-719 31618 10276 41894

Nove: Figures at current prices.

financial institutions in rural areas, but
also on the nature of growth. Our cross-
section analysis shows that high levels of
inequality, asin Tamil Nadu and Andhra
Pradesh, are associated with continued
high levelsof informal savings (section 3).

(5) Sxth Plan and thefuture:

The sixth plan targets of relevance to us
are those related to irrigation, household
financial savings, and agricultural credit.
Our analysis above suggests some impor-
tant 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 our-
selves 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 agri-
culture through large increases in ir-
rigated area (and through investment in
drainageand flood control) islikely tore-

potential and utilisation are to be created
each year. Thisisatarget 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-'
siderablecredit will haveto be pumpedin-
to agriculture and the agricultural sector,
will in al probability, turn from a net
lender of resources to the rest of the
economy to a net borrower. Thus there
clearly isan incompatibility between the
irrigation targets and the 'household' net
financial savings targets.

Of course, this incompatibility will be
reduced to the extent that theincreased ir-
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AprpPeENDIX TaBLE 9; RURAL SAVINGS, INCOME, AND PopuLation, 1971-72

Total Savings (Rs crore) Agricul- Population

States A NAR R tural {million)
(Rs crore) A R

1 2 3 4 5 6
Andhra Pradesh 62.25 9.2 71.45 1,463.28  28.08 35.10
Assam
Bihar 156.83 10.72 167.55 50.14 50.72
Gujarat 99.99 24.35 124.34 937.59  16.13 19.20
Haryana 57.53 8.96 66.49 566.32 6.53 8.26
Himachal Pradesh
Jammu &

Kashmir
Karnataka 117.81 7.51 125.32 984.95 18.63 22.18
Kerala 89.25 5.38 94.63 579.03 10.91 17.88
Madhya Pradesh 121.48 11.96 133.44 1,256.20 31.03 34.87
Maharashtra 22.16 29.37 51.53 1,081.89 29.15 34.70
Orissa 33.19 4.38 37.57 653.06 17.29 20.10
Punjab 103.87 32.40 136.27 877.10 8.27 10.34
Rajasthan 122.75 7.67 130.42 795.11 18.46 21.22
Tamil Nadu 51.74 23.21 7495 1,066.96 22.70 28.73
Uttar Pradesh 308.49 46.88 355.37 2,511.68  66.08 75.95
West Bengal 113.94 42.10 156.04 1,464.50 27.35 33.35
Appenpix Tasre 10: Materiar INeuts In - tributed to wasteful use and wilful

AGRICULTURF
(Rs crore)

Increase Increase in
in Working Capital

Annual on Assumption
Value of
of 4 6
Material Month Month
Inputs Turn- Turn-
over over
1961-62 90 30 45
62-63 122 40 61
63-64 114 38 57
64-65 285 94 143
65-66 105 35 53
66-67 465 153 233
67-68 416 137 208
68-69 37 12 19
69-70 439 145 220
70-71 318 104 167
71-72 279 92 140
72-73 279 182 256
73-74 1247 412 623
74-75 1644 542 822
75-76 —ve —ve —ve
76-77 633 219 331
77-78 674 222 337
78-79 465 153 232
Note:  Increase of inputs in 1965-66 is
the value of inputs in 1965-66
minus the value of inputs in
1964-65.
Source:  CSO National Accounts
Statistics, disaggregated state-
ments.

rigation generates larger incomes. This
will depend very much ontherelationship
between investment, income and popul a-
tion.

The incompatibility will also be reduc-
ed if the credit structure is rationalised.
The high level of overdues have been at-

default. Our own analysis suggests that
theregional distribution of creditin some
instances, has not been related to credit
requirements (section 3). Our analysis
also indicates that credit taken by large
farmersin high inequality areas probably
finances dissaving of poorer houeholds
rather than production increases.'® Some
analysts have, in addition, argued that
credit only displaces private savings
(Adams 1978, Bhalla 1979).

To what extent the above parameters
can bechanged, itisdifficulttojudge. 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 theone hand, and credit on the
other. Credit, of course, mainly faci-
litates. The ultimate constraintsliein en-
vironmental, infrastructural and techno-
logical factors. Thetargetsthat probably
will not be met arc the irrigation targets.
To that extent, a continued outflow of
financial resources from agriculture may
be expected.

Appendix 1: Rural Physical
Investment

The Central Statistical Organisation
(CSO) prepares estimates of private
capital formulationinagriculture. Essen-
tially these estimates are based on RBI's
Debt and Investment Survey of 1961-62.
The estimates prepared for 1961-62 on
the basis of the Survey results are 'carried
forward' using a combination of in-
dicators (population, gross sown area,
ete).

Since 1961-62, the survey results of
1971-72 too have become available. The

Annual Number May 1983

CSO does not appear to have incor
porated the 1971-72 findings in its
estimates of private capital formation of,
agriculture.

Twochoices, therefore, exist. TheCSC
series could be used. On the other hand
the RBI 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 thisrate could beused 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, there-
fore, is the second one outlined above
Theonly justification for this procedure
is that it uses more of the direct available
evidence on rural and agricultural capita
formation.

Of course, thisisnot to deny therisk it
estimating a trend from just two time
pointsof availableinformation. Thus, to
ensure some degree of firmness, the com
parability of the two estimates must be
established. AccordingtotheRBI, "sine
both the surveyswere planned with an ey
of comparability", the concepts and
definitions of capital expenditurein th
two surveys are the same (sec RBI, 1978
p 122). Theonly possible sourcevitiatin
comparability could be the sampl
designs of the two surveys.

In essence, the 1961-62 survey covert
a smaller number of villages than th
1971-72 survey. But, within each village
the 1961-62 survey canvassed a large
number of households. In the 1961-6'
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
villagesin 1971-72 was mainly to provid
estimates for agro-climaticregionswithin
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, par
ticularly with a view to understands'
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
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Asoutlined above, the 1971-72 sam-
size was smaller, but this deficiency
as sought to be made up by stratifying
households. It appears unlikely that
1971-72 estimate could be an under-
timate, sincestratification ensured ade-
Jate representation of the richer
householdsthat undertakethebulk of the
vestment.
A further objection to comparing just
to years could be that the conditions
prevailing in the two years were very dif-
rent. The best measure for the prevail-
ing conditions seems to be the magnitude
'agricultural production. Asindicated
the accompanying table, 1961-62 and
71-72 were very similar in this regard.
both were years of high production after
Significant risein theearlier years. Both
werefollowed by significant declinesin
production.

Index Numbers of Agricultural
Production

Jrop Year Ending Triennium Ending

1950 = 100 1961-62 = 100
159-60 130 1969-70 123
160-61 142 1970-71 131
61-62 145 1971-72 130
162-63 138 1972-73 119

aurce: India, Economic Survey,
various issues.

Finally, the coverage of our estimate of
oss physical investment should be
ted. The Debt and Investment Surveys
port an estimate of gross capital expen-
ture. From this estimate, the expen-
tureon purchase of land and land rights
as deducted, on the assumption that the
alk of the land transactions were bet-
ien rural households. (Expenditure on
irchase of land does not represent in-
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 in-
jdes expenditure on purchase of live-
xk. Clearly, this would lead to an
eerestimation of physical investment
Ice some part of the purchase of live-
tick represents only a transfer of assets.
Wever, at least a part of this over-
timation would tend to balance the
iderestimation due to non-inclusion of
Vestment in inventories and the omis-
on of purchase of land from the urban
ftor.
The gross expenditure includes expen-
diture onrepairsand maintenance. l[twas
It clear how much of this represented
Placement of depreciated capital stock
d how much was basically current ex-
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penditure for upkeep and maintenance,
if such adistinction can at all be made.

Appendix 2: Rural Financial Savings

The financial flows have been
estimated instrument-wise. The grossin-
vestment in financial assets and total
credit taken were first derived. The dif-
ference gives the net financial savings of
the households, and represents the net
outflow of resources on private capital
account.

The lists of financial instruments in
which rural households invest and the
agencies from which they take credit are
principally based on RBVs All India Debt
and Investment Survey 1971-72. An at-
tempt has also been made to estimate
rural savings in the form of currency, an
instrument not covered by the AIDIS.
The estimation details of the various
financial instruments aregiven in thisap-
pendix.

The financial flows have been esti-
mated 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-1ndia,
rural; all-India, agricultural; and State-
wiserural and agricultural. The organisa-

tion of this appendix follows this
sequence.
(A) All-India, rural (Appendix Table I):

(A.1) Financial assets:
(1) Currency;

Household surveys have been unableto
estimate savings in the form of currency
on account of an extreme reluctance to
disclose currency holdings. However, ac-
cordingtoone NCAER report, rural sav-
ings in the form of currency form one-
third of such savings for the entire
household sector (See NCAER, 1965,
p 84). We have used thisratio for the en-
tire period. Currency savings for the en-
tire household sector have been taken
from RBI's Reports on Currency and
Finance.

(2) Life insurance premium:

The annual reports of the Life In-
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 ag-
gregate household savings in life in-
surance premia, as reported in the RBI's
Reports on Currency and Finance.

(3) Provident fund contributions,
units  etc.

Savings in the form of provident fund

contributions, units, annuity deposits
and deposits in non-banking companies
were estimated as follows: the ratio of
financial assetsintheseformstofinancial
assets in the form of life insurance was
obtained from the AIDIS, 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:

RBI's Currency and Finance reports
give the outstanding postal deposits (sav-
ings, recurringandtime). Therural postal
deposits for 1962 and 1971 were obtained
fromtheAIDIS. Theratioof 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 depositsto obtain the
rural postal deposits.

To thisderived series, a further compo-
nent 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
AIDIS, Theratioworked out toabout 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-1 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 Satistical 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 with population of
10,000 or less. The conventional census
classification, and one followed by the
Debt and Investment Surveys also, is bas-
ed on multiplecriteriaof size, density and
occupational distribution, asdiscussed in
the main text. This classification dif-
ference causes problems of comparability
to which thereis no ready solution.

(6) Co-operative shares and deposits:
Theinvestment of rural householdsin

the shares and deposits of co-operative

credit societies and primary marketing
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societies was estimated. The credit
societies included were: Primary Agri-
cultural Societies (PACS), Central Co-
operative Banks (CCBS), and Primary
and Central Land Development Banks.
The outstanding paid-up capital and
deposits held by individuals or 'growers'
were obtained from RBI's Satistical
Tables Relating to the Co-operative
Movement in India, These were taken to
be financial assets held by rural
households. The flowswerederived from
the outstandings.

(7) Informal  (or financial
activity:

The financial assets considered above
relatetoformal financial institutions. AH
other financial assets/liabilities creation
isheredescribed asinformal financial ac-
tivity. Itisassumed that such financial ac-
tivity represents lending within therural
sector, i e whereas acquisition of the for-
mal instruments described above leads to
aresource outflow from the rural sector,
informal lending leads to no net flow.

Acquisition of informal financial
assets is normally grossly underreported
in sample surveys. However, the debt to
informal credit agencies is probably
reported more accurately. Correspon-
ding 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 agen-
cies (in the RBI's Debt and Investment
Surveys) as a measure of informal sector
financial assets. The credit agencies con-
sidered were: landlords, agricultural and
professional moneylenders, traders,
relatives and friends and ‘'others'. The
debt of rural households outstanding to
these agenciesin 1961 and 1971 wasob-
tained from the Debt and Investment
Surveys. Assuming a constant compound
growth rate, a series of loans outstanding
was generated. From thisseries, the flows
were obtained.

The asset flows described above are
givenin columns (2) to (11) of Appendix
Table 1.

internal)

(A.2) Financial liabilities:
(1) Commercial bank credit:

RBPs BSRs give details on rural credit
outstanding from 1973. Rural credit is
here defined as credit issued by rural
branches and not as credit to rural house-
holds. This distinction is, however, im-
portant. In 1979 and 1980, almost 60 per
cent of agricultural direct finance to
cultivators was from non-rural branches.
Since such finance accrues ultimately to
rural households, a measure of financial
flows in the rural sector must take
cognisance of it. Hence, to the outstand-
ings 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.*

The estimates of outstandings so ob-
tained were projected backwards using
the growth rate between 1973 and 1980
(33 per cent per annum). The flows were
derived from the outstandings so esti-
mated.

(2) Co-operative credit:

Asinthecaseof sharesand deposits of
individuals in co-operative institutions,
the credit to individuals from co-
operative 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 outstand-
ings were obtained and the rates and
flowsderived.

(3) Government  credit:

Government credit flowsto agriculture
were obtained from RBI's Currency and
Finance Reports and the report of the All-
India Rural Credit Review Committee,
RBI1, 1969. For some years, the datawere
not available and thefigureswerefilledin
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
Table 2):

Agricultural households are a subset of
rural households and can be either
cultivators or agricultural labourers.
Cultivators are defined by the RBI Deht
and Investment Surveys as those opera-
ting more than 0.005 hectare. Only
cultivators are considered in the follow-
ing estimation since the financial assets
and liabilities of agricultural labourers
are negligible. The procedure used essen-
tially wasto apportion financial asssetsto
agricultural households on the basis of
Debt and Investment Surveys indicators.
The liabilities were independently deriv-
ed. (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

agricultural  (Appendix

* 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.
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applied to savingsin the form 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 interpol ation was used |
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 provi-
dent fund held by all rural household
was 61.2 per cent and 48.2 per cent
respectively. These proportions werea
plied to the provident fund and life in-
surance premia series estimated for
rural households (see section A above at
Appendix Table 1, columns (3) and (4);

(38) 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 sowasapplied uniformall.

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 g
num) was used to project backwari
thoseoutstandings, fromwhich 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 es
mated as in section (A.2.2) goes almc
entirely toagriculturists. A small fractic
of primary agricultural societies' loan
does go for non-agricultural purpose
but even thisprobably goestocultivate!

Government finance to agriculture
from RBI'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 assts
agricultural households.
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(C) Sate-wise rural (Appendix Table 4):

The Statewise financial assets and
liabilitiesflowsin 1971-72 wereestimated
essentially by apportioning the relevant
all-India flow to the States according to
their sharein the financial asset or liabili-
ty on June 30,1971, as given by the Debt
and Investment Survey. For currency, the
State-wise distribution of commercial
bank deposits was used and for small sav-
ings and ‘'others', arid the Statewise
distribution of post-office deposits was
used. The Statewise distributions for the
differentinstrumentsaregivenin Appen-
dix Table 3.

Only the co-operative assets and
liabilities were estimated independently.
The outstandings relating to the samein-
struments and agencies as for the all-
India estimates were obtained from the
Satistical Tables Relating to the Co-
operative Movement in India. Dif-
ferences between the outstandings at
three year intervals were estimated and
these werethen divided by threetogivean
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 Ap-
pendix Table 4.

(D) Sate-wise-agricuttural:
Table 6)

AH agricultural flows, except for co-
operative flows and government credit,
were obtained by applying theratio of the
asset (or liability) held by cultivator
households to that held by all rural
households. These ratios aregiven in Ap-
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, asin the all-1ndiaestimation.

The above flows are presented in Ap-
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

Appendix 3: Working Capital in
Agriculture

The CSO in the disaggregated state-
ments of National Accounts Statistics
gives the value of material inputs for dif-
ferent industrial sectors including
agriculture. No such annual estimates of
wage payments are available. A partial
measure of increase in working capital
may, therefore, be obtained by consider-
ing the material inputs. From the CSO,

the increases in the annual flow of inputs
may be estimated. Clearly, all of thisin-
crease does not represent increase in
working capital, which is a function of
thetimeover which theinputsaretied up.
In Indian agriculture, the actual produc-
tion process may be assumed to take three
months. However, the output is not im-
mediately marketed. In States like Tamil
Nadu and Andhra, 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 consti-
tuting 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.

Notes

1 In actua practice, the rural sector is
defined in a negative manner. Urban
aress are those with municipalities, civil
lines, cantonments, etc, and those with:
(8 population sze exceeding 5,000,
(b) population density exceeding 400 per-
son per square km, and (c) lessthan three-
quarters of the workforce engaged in
agriculture.

2 Inderiving the savings rate, the aggregate
savings of A households, which also en-
gage in non-farm activity, was divided
only by agricultural income. Thus the
savings rate of A households is over-
stated. On the other hand, the estimated
NAR income, which isderived asaresi-
dual, is an overestimate, and the NAR
savings rate is, therefore, as under-
estimate.

3 Therural-all-India comparisons must be
cautiously interpreted. The difference
between therural and all-Indiarates (at a
point of time and in the trends) is pro-
bably exaggerated. The all-India esti-
mates are prepared by the CSO. The
avalable evidence suggess that the
CSO's estimates of physical investment in
the 'household' sector are considerably
overstated. These estimates arein general
based on the RBI's Debt and Investment
Survey of 1961-62and are moved forward
each year by some compositeindex of in-
come, population, areasown etc. Theex-
tern of increase in investment shown by
this method is not borne out by the
1971-72 Survey (See Rao and Rao, 1982).
Thereis no reason to consider one Survey
superior to the other. Asdiscussedin A p-
pendix 1, the RBI considers thetwo Sur-
veyscompletely comparable. Thusour es-
timates of physical investment in agri-
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cultureare not strictly comparableto the
CSO's household investment estimates
and henceto CSO's aggregate savings and
investment estimates.

Thenet inflow computed hereislessthan
that computed in an earlier exercise
(Mody, 1981). The difference arises be-
cause lending to agricultural households
by professional moneylenders and
traders, which was earlier considered an
inflow into agriculture, isherenot includ-
ed as a net inflow.

Using the CSO investment estimates.
Our edtimates and CSO estimates are not
comparable.

One could blow-up agricultural income
by the rural/agricultural worker ratio
But this would give misleading results
sincethe 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 Appen-
dix 2.

Orissaand Jammu and Kashmir were dso
a 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 Appen-
dix 1.

Our analyis above showsthat the study of
changes in inequality should not be con-
fined only to studying changes in gini
coefficients of consumption expenditure
and as=t holdings. Investment and
disinvestment may not make an impres-
sion on consumption and ast stocksina
short guece of time, but represent
underlying forces which will determine.
future income streams. For further
limitations of conventional inequality
measures, ¢ Kurien.

Fixed capital formation used hereisto be
distinguished from gross capital expen-
diture used above for estimating savings.
Fixed capital formation does not include
expenditure on repairs and maintenance
and on livestock and land purchases.
Theexpenditure deleted was direct expen-
diture on 'wells' and 'other irrigation
works'. This probably does not include
expenditure on pumpsets, which perhaps
gets covered under 'agricultural' im-
plements and machinery'. No breakdown
for the latter was, however, readil)
available.

The savings rates discussed here ae
'grogs rates, i e no attempt has been made
to account for depreciation. Assuch, the)
are probably not very different from the
'net’ rates obtained by Krishnaand Raya
chaudhuri (1982). However, the methods
used for estimating savings here are quite
different. For limitations of the Krishna
and Rayachaudhuri exercise s Mody a
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at 1982,

Therate of growth in netirrigated areain
the 1960s was about 2.5 per cent per an-
num. This rate hes fallen to about 2 per
cent. Thefall intherate of growthinwells
irrigation has been from 6 per cent to 4 per
cent,

The more recently constituted Regional
Rural Banks have been net lendersto agri-
cultural households in the late 1970s
However, the amounts involved are yet
relatively small,

Though whether oneviewsthisassocialy
illegitimate use of credit is debatable.
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