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T5e Inuian  s ~ v i n g s  - z t e  e t . t r  i rcpr~ssively over the three decades 

jetween the ea r l y  3950s a d  t he  end of the 1970s. Gross savings a~ i  a 

moportion of gross domes t i c  production (c;~P) increased from less than 

10 per cent in the eaxly 7950s t o  ab~ut  22 per cent towards the close 

sf the 1970s. 

All sector3 of the econony did not, however, par t ic ipate  equally 

in cont r ibut ing  to the increased savings rate. For social accounting 

kposea,  the  Indian  economy is coventionally divided i n t o  three sectors: 

the p u b l i c  sector,  the private rorporate sec tor  and a residual, 'thouse- 
UP 

hold" sector. The significant steppWAof the Indian savings rate w a s  

mde possible p r i n c i p a l l y  by the rema3lkable aavin&s performance of the 

busel-:old sector. This sector's eavings as a proportion of GDP inci-ea- 

sed from less  than 7 per 'ent in thc  early 1950s to mre than 18 per 

cent in t h e  la te  1970s, In oontrast, over the sane period public sector 

s a v k - s  as a proportion of GPD increased from 2 per cent t o  about 

5 per cent and private corporate savings inoreased barely f r o m  1 to 

14 per cent. 

Savbgsr nay be used t o  acquire ei ther  physical assets o r  
i 

financial assets, Even in the la te  19709, physiod assets  were the 

io,.linant f o r m  of household savings. However, the rapid increase in 

household ~avings over the pas t  three decades took place mainly, in 

financial savings. The share of physical assets formation in household 

savings waa more tkan f o m f  i f ths  in the earcly 1950s, The share 

declined t o  about three-fifths by the end of the 1970s. 

When nlmuaeholds" save in fjnancid. assets, they in effec t  



lend resources t o  the  o t h r  , z t . . tors  ??d hence f i rmce  investment in 

those sectors. Financial savings of h o u s ~ F d d s  were about 1 p E r  cent 

of GDP in the early 7$50s, between 3 and 4 per cent h t h e  7960s and 

rose sharply in the 1970s reaching about 7 per cent towards the end of 

t h a t  decade. Thus, in the l a t e  1970s, households were t r ans fe r r ing  

about 7 per cent of GDP for f inancw investment in the public and 

private corporate sectors. 

The Sixth Five Year Plan (oovkrinS the period 193h-1985) visue- 

I&es an increase Sn a r e g a t e  savimgs ra te  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 ,  p&icUarly in the 

former. If the projections are realised, the share of public sector 

savings in aggregate savings w i l l  increase from 17 per cent In 1979- 

80 to 25 per cent in 1984-85, the s h a e  of the ~ r i v a t e  corporate 

sector w i l l  increase from 7 t r  8 per cent, whereas the $haze of the 

household sector w i l l  fall from about three quarters to about two-  

-thirds. However, given the present weight qf the household sector 

in t o t a l  savings, reaching a savings rate of 25 per cent would require, 

even according to the Plan, a stepping up n f  the s~vLl-lgs rate in the 

household sector. Cloae t o  half the increase in household savings, 

it is hop&,will take the fomn of financial assets. Thus, according 

to the a a n ' t a r g e t s ,  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 foresee- 

able future, will contfnue to be of critical bpor-kan* to physical 



assets ; ' o m t i o n  in .he i r l d ; ! ~  C , , ~ G U ~ .  iq0.t ~ n l y  do the ~ ~ h o u s e l ~ o l d s ~  

wdcrttke a,lmos t h d f  the aggregate ~~hysical,  investment, but though 

transferring savings they make gossible greater h~vestment in the 

wblic md pxivate corporate sectors. The behaviour of nhouschold'" 

savings w i l l  to a large extent determine whether the Shdh Plan invest- 

wr,t t z r g e t s  w e  achieved or not .  This is l i k s l y  to,.be p a t i c d a r l y  

so i f  Zhe ambitims public sector  savings t a g e t s  ase not achieved* 

The deter-ts o f  both the households savings rate ,ad the 

m i ~ g s  pattern need, theref ore, to be carefully &derstood. In 

doing so, the f h s t  step is to rccognise t h e  heterogenily of the 

~o-cdled household sector,  T h i s  sector,  i t  w i l l .  be recalled, is 

essect ' a l ly  a residual sector, The sector compr!.scs of d l  econonic 

ageats and organisations other  than those accounted for by the publ5c 

!sectfor and .ti,;: #Lv~t i -  corpcretc sector. As such, besides pure house- 

Wds, a l l  uninc~r~mrated bns: ess enterprf  sea a;:e included h the 

kousehold sector, 

h e  s e p e n t  of the household sector with some degree of horn- 

'p i ty  is the rurd sector. R u r a l .  areas are those with a limited 

$opulation size and relatively l o w  population density, and where more 
* 

khan three-quarters of t h e  woxkforce ic ergwed in wriculture, 

In actual practice, the  rural sector is defined in a negative 
manner, Urban areas are those w i t h  municipalities, civil lines, 
cantonments etc. and those with: (a) population size exceeding 5 006, 
(b) population density exceeding 400 person per square i(m and ( c j  
less than  t h e e  quarters of the workforce engged in apicul-. 



5'he importance of the m a 1  sector  to the Indian economy ia, 

ofcourse, w e l l  lolahn. About 75 per cent of the In3ian populat ion 

is located in t h e  rural sew, Almost two-thirds CT na t iona l  incone 

is generated in the  rural ueas.  Above a l l ,  agricultur~l psoducticn,  

dominant not  just in terrris of incoz,;le generated m d  xiumbers employed 

but c r i t i c a l  d s o  in se t t i ng  liixits t o  the  zrowth of other sec tors ,  

is almost  en t i re ly  a riual act ivi ty .  

In th is  paper, we examine sayings generation and dep lopen t  h 

the rural sector. We examine the l e v e l  and determinants of invest~ent 

w i t h i n  the rural sec tor  as w e l l  as the f l o w  of resources t o  and from 

the sector in the forn of financizl, l i a b i l i t i e s  and assets. 

A s  far  as poss ib le ,  mal aggregates have been broken up t o  

provide estimates f o r  a g i c d t u r a l  and non-aeicdtura l  households. 

Sepaate  study o f  savings behavia* of agricultural households is 

inportant both f o r  understanding the  dWics of Ind ian  agricultvse 

and f o r  situating the  Indian experience in the deb2te on ap i cu l t u r e ' b  

re source contribution k t h e  i n i t i a l  stwe s of indus t r i ,disat ion.  

Separate treatment of ae icu l tu re  is required because . desp i t e  z=i- 

c u l t u r e  s dominsnce , rural aggsegat es some1;irnes give a picuture very 

different  from t h a t  r e l a t i n g  only to a s i c d t ~ a l  households. 

The m a i n  theme that emerges is tha t  there is no clear evidence 

o f  an inc r~ase  in rural o r  agricultural savhgs r z t e s ,  but there is 

considerable evidence of a change in the p a t t e r n  of sa~ings,  i. e . irm 
asse t  preference. There hzve been skifts in preference between 

financial and phys icd  assets, mcl also between the cornpone~ts of 



both p u p s  of assets, 

The paper 1s organised as fol lows:  

All-India aggregate mil savings and savings &es over 

ljC1-62 to 7978-79 m e  presented in s e ~ t i o n  1. All-India  f i n a c i d  

f!olJrs in t he  m a 1  sector over the same period are described in section 

2. The regional dimensions are explored through an inter state cornmi- 

sw of rural sa.vings and financial flaws in section 3 ,  the complete 

maeratian of ghysical md financial flows is a.ttempted only  for 

!??I-72; same h p o r t a n t  components of financial flows are, however, 

mnsidered for eazlier and la . ter  years. In section 4, the determinants 

of !t.hystcal investment in agrirl?lturc are sketched. In the ccncluding 

section, the determhaits of agricultural savings and the relationship 

betvreei phys lcd  L~qycstnr . r~ t  2nd net  financial flows are enumerated, 

hth+ basis, the S m h  Plan ',.rgets of irrigati n, household savings 

and i n s t i b t i o n a l  c r ed i t  t o  agriculture are assessed. 

Section j r  Amegcate savings: all India. time series 

We have estimated aggreeate savings in the rurkl sector 

and d s o  the ~-- . .a . l  savings rates for the period 1961-62 to 1978-79. 

In this section we present these eskim+es and highlight some featurea 

If hte res t .  

The a g ~ e g a t e  savings of the agricul tesl  (A) sector, t he  

r~n-ag~icultmd. ru ra l  ( ~ m )  sector and the entire rural (a) sector  are 

3hm inTabZe 1. All savings reported here are p s s  savings, i.e., 

rs attempt has been made to account f o r  depreciation, The physical and 



financial components of r u r a l  savings were independently estimated. 

The e s t h t i o n  deta i l s  ,are given in ILppendices 1 and 2. In our 2is-- 

cussion in the main text ,  we shall r e f e r  cnly to those aspects of t,k.~ 

estimation pro cedurs which m e  o f  relevance far interpreting the  E sr;is- 

mates. The physical investment figures for 1961-62 and 1971-72 were 

obtained from RBIRs Debt and Imeatment S u m e . ~ .  Physical hvestm~rt 

expenditure is here taken t o  be the gross capi tal  expenditure re3ort~d 

in the  b e y o  m i n u s  expendztwe on purchase of land and l a d  r i fh t s ,  

It includes expenditwe on purchase of livestock and durable hou~e!:cld 

assets, but does not include accumulation of inventories. The physici 

investment estimates f o r  y e a s  other than 1961 -62 and 1 971-72- were 

obtained by ass-ming a constant grow* rate. (FOX the compambility e l  

the 1961-62 and 1971-72 estimates, see llppendix I). 

The corresponding savings rates m e  a lso  shown in Table 7 .  

These rates measure the proportion of s a v w  to incone gene=+& ir, 

that  sector,  The income generated in a p i c u l t m  was .obtaine&+bn 

CSO's National rlccounts Statistics. H w 3 f  income w a s  assumed -t;o be 

1.325 times the income in ap icu l tu re ,  as imdioated hx the CSO in .s. 

estimate made f o r  1973-71 (see CSO National Accounts S t a t i s t i c ,  Wl, 

Appendix Table A. I .  1 ) , The TJfR incozm was derived as the Ufe fmce  

between the mal and agricultural incorns. 

From Table 1, thc fol lowing features of the r u r a l  savings r ~ t s  

emerge : 

7) dmre~ste s a s r b s  rete 

The I Z ~ P ~  savings rate has on an avexage been around 8 per cent, 

At this level, t he  rural rate has been signSicmtly lower than tk 

all-India rate. 
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Phr; ~ ~ ~ r i n g s  r a t e  hn.3 bean e s t h a t e d  by dividing the aggregate savings 
by 2cievant,.i'_ncme. i3.a-d intome was nesumed t o  be 1,325 times .a@- 

, 

dtur- income as i ~ d i c n t e d  by GSC, Nationd h c a m t s  S t a t i ~  t ics,  1981 
Appr!dix Table A. 1 . 7  . 

h r c ~ s  : ,I,) A p n d i c e s  1 md 2;. and -1ppndix Table 'VIII 
23 CSO, s & i a n d  ~ c c m n t s  statist ics,  various issues, 



Our estimates show tha t  t he  savings rate c,f L !20usoholds hams 

been around 10 per cent and t he  savj-ngs ra te  af NJR  household:^ has 

been a-und 6 p e r  cent. The difference between the two rates is 
* 

overstated here on account of the estimation procedure. It is, 

however, l i k e l y  t h a t  ths :, rzte w i l l  be seen as higher than the iii3 

rate even when the est i r ;~. t ion bias is a d j u s t e d  for. 

3 )  Trends over time 

15 appears tha t  the savings rate of I; households f e l l  sightly 

in the mid-196Qs md has remained steady since then. The savings r~te  

of NIiR hou~eholds has remained almost unchanged. Thus, not only has 

the rural savings ra te  been l a t q ~ r  than the d l - b d i a  r a t e ,  it has also 

shown no tendency to iwlcreese during e period which saw 5rqxessive 
i# 

growth ?n t he  all-India mte. 

* 
In deriving the savings rate, the aggrega7;e savings of 1~ households, 
which a l s o  engage in non-fun activity, was divided only by zgricAt- 
ura l  income. Thus the savings rate of A households is overstated, 
On the other  hand, the  estimated N B  income, which is derived as a 
residual, is am overestir!'12.te, and the  Xi"* savings ra te  is, t m r e f o ~ ,  
an underest hate.  

* 
The rura l -a l l -hdi~  co~n~ar i sons  rrmst be cautiously interpreted. Re 
difference between t h e  m a 1  ,and All-India rates (at a. point of ti3 
and in the t r ends )  is probzbly exzggerated. The all-India estimtes 
are prepared by the CSO. 3'he available evidence sul;&ests t h r t  the 
CSO ' s  ~st imz. tes  of physical investment in the  sector m 
considerably overstated. These e s t  imtes a r e  in general based on 
-the FBI's gebt -.. . and Irlvestment Survey of 1961 -62 and w e  moved forwd 
each yeax by some composite index of income, population, asex sown ek, 
The extent of increase in investment shown by th i s  method is not horn? 
o u t  by the 1971-72 Survey (see Rar, and Rao, 1982). There is no ~ a ~ l r  
to consider one &I= superior to the otiner, Ls di~lcussed in Apyenilck 
1, the R3I considers the  two Sume.ys completely comparable, Thus m 
estimates of physical  investsent in w i c u l t u r e  zrre not s t s i c t ly  
comparable to the CSOVs household investment estimates and hence t o  
CSO h z g ~ e g a t e  s2vings end investment estima-kes . 



The f :,I 1 jn anv!.:~~:- :-a-l: . in ttl? mid-1 960s w a s  due probably to 

the exi;remely low l e ve l  of agricultural prcJuction during 1965-66 and 

1966-67, The f d 1  was spec ia l ly  sharp in the case of f i n a n c i d  savings, 

and there was ,  infect,  a significant net i n f l o w  of f inancia1 :resources 

in to  agricultural ho~~seho ld s  via i n s t i t u t i ona l  cxedit agencies during 

the semnrl half o f  t h e  1960s (we discuse -his  b~low in greater d e t d l ) .  

The fa i lure  of the savings ra te  t o  revive k the 1970s despite 

the sapid growth of financial savings (as discussed below) was due 

mainly tu  the cont imed sluggishness, of physical Of course, 

our investment figures a r e  based on the assmpt io t i  of a c o n s t a t  pow.L;h 

ra%e that prevailed during the 1960s. It could, therefore, be objected 

that t h e  aluggiahnees in the 1970s is built Fnto  ,ou r  estimates. How- 

ever, -Eke l i m i t e d  available evidence from the Livestock Censuses of 1977 

and e e l i e r  g e ~ ~ s  nlso does not  indicate m y  acceleration of invest- 

m e n t  5.1 the 1970a. Ls we ska71. discuss irz Sectinn 4 ,  there seem reasons 

t o  believe fiat f ixed h e s t n e n t  ir, agriculture has M e e d  grown ~10wIy. 

filsa, o u r  physical investment es t ima tes  do not fnclude working 

capital  investment, Though physical fixed investment has grown slowly, 

irlveslment h w o ~ k i n g  c a p i h l  hag increased very rapidly, the growth 

h a s  been particularly s w p  in the adclitTon t o  current material i n p t s ,  

fron! about Rs, 100-1 50 crores annually in the second half of 1960s t o  

a b u t  Rs.200-300 crores m u a l l y  in the -1970s. However, despite the  

rayid growth,  the increase in current material inpute continues t o  f o r n  

a small part of t o t a l  h w e s  tment; md l e s s  than t per  cent of income, 

It inclusion i n  o u r  savings estimates w i l l .  not, therefore, affect the 

abaervatioc that the  savings rate has nat Gown.  or the details o f  

working capital com~.utation, see Appendrlx 3. ) 



me savings rate is influenced by severzl factors, Here it I.EI 

be noted t h a t  the l a c k  of growth in'savings ra te  is consistant with  :: 

mal per capita r e a l  income thzt has remained stationary (see Tzbla 2). 

Other vaziables that influence the savjnga ra te  are considered in 

Section 3 and 4. 

Section 2: Financia  savin~s: A11 India* time series 

In this section, we discuss: (1) the magnitude of rural net 

fbancial  szvings; (2) the  changes in composition of mrd f i n a n c i d  

assets and l iabil it ies;  (3 )  the relationship between rural net firm- 

cial savjngs and rural physical. investment; (4) the share of rurel 

f fnancid savings in t o t a l  '%householdm savings ancl (5) the r e l z t i ~ n -  

shim between "'fomd" and lvinformaLM f inaflcial assets in the rural 

aector, 

I )  Net f inancia s a v h e  

As indicated zbove, there have been important chaflgea in rwtd 

f h a n c i d  savings, and these have signuicant implications for ru ra l  

r e s w c e  mobilisation. The e s t b t e s  of rural net financial savings 

are presented in Table 3. 

In est  bat ing  the net financial savings, the .znnual acquisition 

of financial a ~ s e t s  and l iabi l i t ies  was separately computed, Only 

f o m a l  (or external) financial zssets and l i a b i l i t i e n  were considered. 
I 

These are assets and l i ab i l i t i e s  that involve transactions with insti- 

tutioml wencies. They xre distinguished from in formal  (or' intcxzld) 

borrowing aad len&ing, which cancel out w i t h i n  the sector and hence do 



Table 2 :  Rural  per ca~ita income trends 

3r-dex o f  per capi tal  f L g i  cultural labour- 
Years inc m e  ers c onm.~:ce r price  

(current prices) index 
(1961-62 = I ~ O )  (1960-67 = 130 

Sources: 1 , CSO N a t i o n ~ l l  Accounts Stat is t ics ,  v d c u s  issues. 

2. CSD Ststistical Abstracts of India. 



not count in t h e  ~;etLr~zti : jn  ni' '1'-  tor's n o t  savings. The financial  

assets thus cons ictercd were : currency, l i f  k insurance premia, provided 

fund contr ibut ions ,  s n l d l  savings, comerc i a l  b d  deposits m a  co- 

operative sh,wes and depos i t s .  The sources of f inanc ia l  l i z b i l i t i e s  

considered were ~ommerci,?~l banks, co-operatives m d  %he government, 

N e t  f inancial  s~vir igs in rmy yeas were ect imted as the di f  fesence 

between the ass c t s acquired and the l i a b i l i t i e s  incurre&, Po ~ l i t i v e  

net  f inancia1 savings indicate a ne t  lending of xesouraes by the sector 

and negative net f inancial  savbgs indicate a net inflow of resources 

into the sector. 

Table 3 shows that there w a s  a net  inflow o f  resources into 

agricultural (A) households in the 19603, particularly in the second 

* 
half of that dec~de .  ~owevcr, the direction of resource flow changed 

quite drmaticLl  ly ir: t l ~  11?707. The resource outf low from A house- 

holds  :n the 197ms fluctuated '-:om yea r  t o  year F u t  showed an overall 

increasing trend. 

In contrast, NiiK households have been net financial savers 

right through. The magnitude of EAR net financial saving in the 1960s 

* The ne t  in f low computed here is less  than tha t  computed in an 
e k l i e s  exercise (1hdy, 7 901 ) . The difference arises because 
lending t o  agricultural households by professional money lenders 
and t r a d e r s ,  which wzs ear l ier  considered an i n f l o w  in to  agriculture, 
is here not included as a net  inflow. 



Tab7.e +- 3 : &rqj; , fj canrial. s_a_enps and nknrs ical investment 

- C. 

Fkt fi;~a1ci3,i 5-3 ?Jet financial s a h m  
(RS. cmres) G r o s s  physical h e s h n t  

A NRR. R A Ern R 
Sect or Sect or Sect or Sector Sector Sector 

"961-62 - 21.73 45-31 23.41 -0.02 0.57 0.02 

&& - 1) A negative sigt indicates net i n f l o w  v l  financial resources 
i n t o  the sector 

Ihrce: Appendices ? and 2. 



was'.'@eater thm the deriait -of lL h;luseholds, so tthzt there w a s  2 net 

savings outflow from the  m a 1  sector  even w h ~ n  t h e r e  was a savings 

M o w .  in to  ths amicultvzd sector, 

NJiR f ~ ~ c i d  savags have grown steadily right f;'ku'ou&. b 

the  r'970~. however, it i a  %he SL households (which were d e f i c i t  in tli~ 

I 960s) thaZ increased the& financial s a v w  at the mo,re rapid r ~ t e  

Before seeing the f b c i d  .flows in relat , ion to other rele.v:~3: 

rmgn-ftudes,, iti would. bk weful t o  *t&e a clober' l ook  at':''fi& kom?onen+k 

of 3hese f l o w s .  

2) Financial flows - a disa~wrepaied eicture 

We exam* here the instrmm~nts 3nd agenciee t h o u g h  which t h e  

m a 1  finaxtcial f lows have been mediated. On t h e  assets side, the 

most significant chmge has t&en place in commercial b& dc2oe i ta  

(see Table 4). The share of comerc id  b . d .  deposits in ~d f irmcki 

zssets w a s  6 per cent in the ~ ; c l y  1960s and msc to over 30 per c:r;t 

in t he  l&e 1970s. The   hares of a l l  o ther  assets have f d l e n .  KCW- 

ever. it mt be noted t h a t  even the instmnients with f a l l ing  share3 

ahow simificantly rising absolute m ~ n i t u d c s .  

k point of diff erenoe between A and Xi& households m y  be nct,ci, 

Though buth groups show the same basic trends in the composition '3f" 

assets as autl ined above, the share of irovident fund contribut runs 

in k househoid savings has a l w ~ s  been lower and the snme of co-cjli:ram 

tive $ h a s  ad deposits has a l w ~ y s  been higher than the comespoil?j.:g 

shareo f o r  NilR households. 



1 4: Com~osition of fonr.al  f i n a n c i d  savings (wer cent) 

L_ 

Life s r n ~  ' Co-op. C m .  
[ e m  Currency insu- P.F. savings shares bank T o t a l  

ranee c t c .  and anri ?er .. 
"others" dep. 

R U R A L  

A G R I C U L T U R A L  

j : Appendix 2. 



On the credi t  s i+.c ,  it j l l  5> st-cn f ron  '22ble 5 that  the 

large net inflow i n t o  the agricultural sec ' - ~ r  in the second half of 

the  1950s cane cainly f r o m  the co-operat i ves  . In the 1970s, the net 

i n f l o w  frorq the co-operatives has x o t  grcwn cad. has, iwsact, probzbly 

fzllen. k t  the saie t h e ,  thouyJ~ comsrcial b d k  c r e d i t  .to agrictdtuse 

has grown rapidly,  the  eq~ally rapid incre2se in comercia1 b& 

dcpcsits  has meant t h ~ t  co~i :e rc ia l  banks h w c  tPiiou~&mt been a. net  

recepisnt of resources f r o m  the  agricultural. and surd sectors.  The 

net  f l o w  to  corr~lercial b,mks has prob3,bly increased in the  1970s. 

There has also teen no significant increme in govern~ent credi t  t o  

agricul b r c  . 
Thus while the rain institution credi t  wencie:: hsve not been 

increzsing the annual net  financial i n f l o w  i n t o  agriculture to my 

significant extcct ,  s a ~ i c g s  in the form of currency, life insurance 

preci,? md provident fund contribu+.ions have been growing, lead ing  t o  

an increasing net o u t f l o w  of f in,mcial re sonree from t h e  m a 1  sector. 

To gain some perspective on these rurjl " f o r ~ a l ~ ~  financial 

f lows,  we exmine then below i n  re la t icn  t o  rural physical inves t~en t ,  

aggregate "household" sector f inmcial  s a v k g s  and u i r fo r r r , d "  f inancid 

savings. 

3 $ Net f h a n c i a l  s a v i n ~ s  and physical investment 

a) Agricuul turd households 

Referring back to Table 3, it w i l l  noted that till the early 

1970s net f inmc is1 savings of agri.culturn1 househf ds w e r e  lass than 



h@Ae-5: Je t  f i n a n c i d  flow to ins t i t :u t ional  cmdit  agencies 
( 2s. cr,rres) 

Years Ccmercial S d s  C * c p m t i v e s  G m  rnment 
%:~L S g r i  a iL tu rd  

i--_---_ --- L --- -- ------- 4-- -I---- ---- ---------------- 

Source: Appendix 2 -- 



5 per cent of investment in physicd  a s se t s  foranation, In the ealg 

1960a and early 1970s, in p a r t i c u l z ,  net  financial sEvings were 

negligible.  In the second half of the 1960s, the net saving h f 2 o ~ i  
of 

i n to  a p i c u l h r e  touched 5 per cenyphysi-l investment in agricultw? 

and was, therefore, of some signif iculce in financing private ~ g r i -  

c u l t w d  investmeat. F r o m  the  p o h t  of view of the non-agricultural 

sector, however, the  savings transfer was  negligible sight thrcugh 

t o  the e a l y  l Y ? O s ,  and even in yea rs  of high savings inflow i n t o  

agriculture, the net inflow w a s  1 per cent or less of physical invest- 

* 
men* in the non-apicultural sector. 

Since the early 1 9 7 0 ~ ~  however, the ne t  financia3 outflow froa 

agriculture has grown si@ifir;antly, a d  rin 1978-79 famed 25 per eel3 

of physical  investaent in that sec tor  (and roughly 2 per cent of the 

sectoraa incone). In 1978-79+ in fact,  agriculture's net f-cid 

~ 1 r t ~ i n g ~  had grown appreciaue even in relat ion t o  nun-agriculturd 
Jt 

investment, constituting about 3 per cent of such irkestnent, 

Relative to A households, LB househaZds have a 1 w a . y ~  had z. 

greater pref esence f o r  f i n m c M  szvingg. M e  p e f  erence (as in 

A householde) has increased over time. In the e a l y  196C1~, NLE house- 

holds' f h c i d  saving8 f o m d  between Ldf and three q-rs of 

the i r  physical invesinent . But by the latc 19708, f inamid .  i n v e s t -  

ment was one and a half  times physical investnient ( m d  roughly 4 per- 

* Using the CSO inve~tnent estirmtes, 



net 1.i ngr i r i3 , l  S Z . V ~ : I E P  qf BJR k w a ~ h o l d s  have not be- 

negligible even in relation to n o n - m d  limrestment. Since an exact 
* 

measure of non-rural kvestnent is not 'available, we use non--1- 

c u l t u r a l  investment as a proxy, In the 7 9 7 0 ~ ~  ne+ f inancid ~lavhgs 

of NAR households have been between 19 and 2 per cent of non-agricul- 

4: Rural nnd "household" financial eavings 

Given the large increzse i n  m a 1  fimncial savings, it is of 

i n t e r e s t  to enquire how r u r a l  f i nanc id  savings trends compme with 

trends in financial aavirigs of the  entire household sector. We look 

into this qucstian here. 

Table 6 presents tne relevant figures. We a m  here st i l l  

discussing onlv v ' f o ~ J ' V i n a n c i d  savings, ft w i l l  noted that p a s s  

rural L'inancial savjr.gs ( i . e  . , -the t o t a l  acquisition of financial 

assebsj t ~ 8  a F Y J ~ ~ O L - ~ ~ O ~  of gross  '%ousehold" financial savings has 

c m e d  very Ii-:;tIe over time. The proportion has moved w i t l h  the  

n n r o w  range of. one-f ifth zmd one - fodh ,  However, the la& of change 

b~ the ag~reg s6e cor?ce:ds dfssarate trends in the components. R u r a l  

cwrency acquisi.lion, of cowse,  has been assumed to be a const& 

one-thin3 of 110ushold currency acquisition. The share of rurd house- 

holGs in life I n s w m c e  premia declined b~ t h e  1970s a c c o d n g  to 

indicators reortec!  5x1 the LIC Annual Reports (see Appendix 2). The 

share in provident  fund contr ibut ions '  has also fa l ien  over t h e ,  
---.-- --- ,- 

* Our estimates & CSO estimates me not comparable, 



Tgble 6 : '&a1 and 'household", fmid savings 

,!k??a,B &QSS A!, k o s d  A *pet '32 Bet' A ?let A 
Year . G r o s s  HH G r o e s d  Gross R' Net RH E\let 1113 Net R 

' 1  . ,  1 

1 ' * 2  3 4 5 6 

Sources : 1 ) Appendix 2 

2) RBI: Re~ort on currency and Finance, various issues, 
see a l so  A p p e n d i x  Table VII 

' 



Balancing these, the  s h e  of rura l  households in commercid b d r  

depos i t s  has increased si&f icantly. 
' 

the 
It will b* noted from Table 6 column ( 3 )  that&hare of m i -  

c u 1 k a . l  households in r m r d  f inamcia1 s m i n g s  has increased over time, 

and hence though the  rural share i n  a l l  household savings has remined 

steady, the apicultural  share haa clightly Increased. 

The shzre o f  rural households in net  household savings ( p o s a  

savirigs net of c rcd i t  taken) fell in t he  seond hdlf of the 1960s 3s 

credi t  inf low i n to  a g r i c i i t m  incrc2sed; th rs  sh,we returxecl t o  tLe' 

old level  h the e a l y  -f97Os and even slightly exceeded that level 

by the end of the 1970s. Thusp i n  the l n t e  ?97Os, about 15 per cent 

of n e t  household szvings cane f r o m  rural households ( see  'la51e 6, 

c a l m  (4)). The increesed s'rl,mt: of rmal households in the 1370s 

reflected pr incipal ly  the inor~a3c.d f inanc ia l  savinea of a g r i c u l t u r a ~  

households which increased their sIm.re in rural as well as a l l  "house- 

holds" net savings. 

Considerable investment a c t i v i t y  takes  place wi th in  t h e  rural 

sector which doeo not sbcw up ae inves t i~en t  of t l ! e  sactar 2s a trhole 

because i t  is balmoed TJJ- :-a i n t t z n n l  disinvestri:i:cnt. Thutl, rmnejr 

l e n d h e  w i t h i n  t he  m a 1  . sec cor creates s ~ l t a n c c u s l y  XI q u a 1  

f inanc ia l  asset zn,: l i ; ;bililty, creating no r ,~ t  at-,n:+ for. the sl-ctcr. 

S i r ; r i l ax ly ,  l ? ~ l d  ;urchJses wi-thin the stlr-tua. ir lrrnlva j n s r ~ a t i r w n t ,  by 
* 

one p z t y  alrd ;ul et;ll,bl dis. inve-b.b~r~t by ano-tl?+=r. 



We conpare here the  t r ends  in F Y o r r ~ ~ l t p  f inancial  saving u l d  

informal investment ac t iv i ty .  We es t imzte  informal financial szving 

by aggregating the debt  owed by rurd households tc non-kst i tut io-i i  

agencies as repor ted in RBI's Debt r-md Investment Surveys, 1% i s  

assumed thzt these non-inst i t u t iona i  agencies : u e  located. within t3e 

rural s ~ c t o r  ?ad hence curresy;ordhg to t l l ~  dc3t t h e r e  WE financial 

asaeta held h the  m a 1  ~ e c t o r .  This  procedure h ~ d  to be adopted 

be cause, tjrpically, Informal lending is understated. For 'the details 

of e s t h t i o n ,  see Appendix 2. 

In Table 7, hfomal f in,qmcial  s avbg  is shown as a pmpcrtiok 

of gross formal f inancial  saving. It may be seen that  the proportier: 

ha8 declined during the l a a t  'cwo decades, 

Table 7 : R u x a l  Ninforma.l" savings 

- . I  F -  -- -- 
I n f o d  2 i n a l c i a l  EKpenditure on 
savings as a xatio purchase of land. 
o f  f o r d  gross a~ a r a t i o  of p s s  
f inmcial aavjllgs formal financial 

savings. 

Sources : 1) Appendix 2 

2) R3I 1J.l India Debt m d  Investment Sumev, 1977-72. 

It also appears from T ~ b l e  7 tkt; gross formal financial 

saving has risen fas ter  than expenditure on pmchase of land. 



Section 3 : A;r.~xe~ztr+ ::n*inr:. ~ . n d  ,:'ii~mciel flows - Stake wise 

The s ta te  wise aggregate sztrhgs rates of agricultural 

kuseholda in 1971-72 a r e  ahown in Table 8. anly agricultuxd house- 

'blds have been considered bcmse &St@ wise data on m a 1  incorns 
* ' 

'was nat  readily available. The savings rates vaxy between a low 

'of 2 per cent (in & ) ~ ~ F + . P ~ ~ T F L )  and 'a high of 15 per cent (in b r d a  

I~ Rajasthan) . 
"a Per capita income 

1i order to understand the variation h the savings rates, 

compvred t hem with p?r c;rpila incomes of wicultural households. 

/hen the r a n k  of the two variables axe co~ua red ,  we find that Maha- 

bashtra and Orissa with low per capita incomes have low s a v i w s  rates, 

bnataka  w i t h  a.rela+.ively hip.; 3 r . r  capita inconre has a high savings 

bzte and Madhya Pradesh is in the middle of the spectrum w i t h  regard 

'b bnth the variables, 

h) Product ion a c ~ e l e r a t i o n  

dearly, per ezpita income does not explain the varia- 

tion in the other njne states,  The ranks of the two variables in 

One cmld  blow-up agricultural income by the sural/agricultural 
worker ratio.  But this would give lilisleading results since the 
v d u e  added per worker is higher in non-a@ctdtud activities, 
Foreover, t he  value added per worker probably varies si@ifl.cantly 
between states . 



Table 8 :  A&cul-t;ural s&# rate - state-wise 1971-72 

S a m  s r&d Per captta 
States ($1 .. incame t~s. 1 

And- Pmdesh 

& j arat 

Hamma 

Karnata 

Ofissa 

Pun f ab 

Ra jaathan 

Tamil Nadu 

Uttar Pradesh 

West Berrga 

Note: 1) Savinp m t e  is aggmpte swings  as a percentas 
of incme in agriculture and aUi&,acti+.ties. . 

2) Rural popilation ban multiplied by the propohiofi 
of workers e n g a ~ d  in. -tnl.e to abtein the 
a@cul twal  p@atim. 

3)  Figures in brackets are Y n  khe ascending oder 

Sources: 1) A p p d i x  Table 6;-and. Appendix Table 
2) FIF31 Bulletin, April 1978. 

3) I n d i a  Bulletin of Foal Statistice,< 
7 



these states differ  by three or Inope. We, therefore, considered t h e  

mle of acceleration in ~roduction.  During an accelerating phase, 

the savings rate is l i k ~ l y  to -be high for two reasons: (I) oonsump- 

tion stand~;rdts change st a nmch r l m r r 5 t e  than hcome; and (2) if 

the production acceleration ref lec ts  attractive investment opporkuni- 

ties, then there is .a obvious bcentive t o  save, In a decelerating 

situation, these fzctoxs trould work in reveyse, 

Six s tz tes  show a lower savings rate than waranted by t h e i r  

per o a p i t a  income ( i. e ,  the rank of the savhgs rake is considerably 

lower than the rank of the per o a p i t a  i n c o m e ) .  Of these, Andhra Pra- 

desh, Tam= Nadu 2nd h j a a t  expex5enced.a laxge deceleration 3 n  

widturd production in tht- second h a  of the 7960s (see Table 9 ) .  

Ihus in these c t a t ~ s  decn3 e r n t h g  prod~l.cti.nn f ram the d d  I 960s did, 

apparently, result in L low =dl r i r :~s  rate in 1?71-72. 

Conversely, Kerala, Raje.st1- and Uttu: Pradesh, states w i t h  

savings rates 1971-72 higher than warranted by t h e b  per capita 

incomes, experienced a shnxp rrise i.n pmd~zctj.on p w #  a the second 

h d f  of tb~: 1360s  able 9 )  

It, therefore, aypears that pmductj-on ar,cdemtion ( or dece- 

3 wca h i  rm 1 hns a sign3 T i  r,mt i nf l.~ence on the s2vings rate. 

Them are three state$ for~which the level  of t h e  saving rate 

is explained neither by the level of production nor by the change in 

the rate 02 pxoductioc groh%h. Faese states are PuJyab, &yam wK"- 

West Beneil, Apiculturd househdds In these states had very  high 



Tabla 9 :  Annual m&h rat?3 of adcultural nroductim 
(d s ri?:ed i~371 t -Pic7rnid s:t.eram s of te n r inz l  

v e w  index numbers) 

Statoa  7 953-54' 1 963-6rJ 1 960-67 / 1 ~ 0 - 7 1 /  
1963-64 1 W - 7 8  3970-71 1y7-78 

Gujarat 

Karnataka 

XeraLa 

Madhya Pradesh 

M aharasht ra 

Orissa 

hnjab &c Haryma 

Ra j asthm 

Tamil Nadu 

U t t a r  fradesh 

West B m g d  

Source: Jose 1982 Table 5, p.14. 



per capita incomes (punjab hvuxeholds had the higkeet;  Haryma, tl!o 

second highestgand West Ben&, the fourth highest;). Rut t k  sa~il-.:.r: 

rates in these s t a t e s  were n o t  ~ p p r e c i a b l y  higher than in t h e  o t h e r  

states. It is poss ib le ,  of course, that savings rates here z r r  

understated. That, however, is unlikely to be the whole story. 

It seems likely that there axe lirrits t o  savings jn forme 

considered here by us. The bulk of agriculkural savi~gs takes  the 1' ; :T 

of physicail investment in farm production. This investment is g:vers+n 

by the s t a t e  of  agrivultural technology ( as we elaborate in the nc.xT 

section). That there a m  limits t o  the extent of investment in P-2-- 
1 

a c t i v i t i e s  h ref lected p d l y  in the fact  that n o n - f m  investsezt 

grew during the 1960s at a mch f a s t e r  rate than farm investment i n  

almost dl s t a t e s  (see Table 10). 

Also, till the early 1 9 7 0 ~  investment in f o r m d  finmcial 

institutions was li~ited by t h e k  poox spread in m a 1  areas and, .. 

of course, by the l imited degree of agcioultural commercialisation. 

2) Financial flows 

We consider  first the fj+nancial f l o w s  b some detajl f o r  1972- 

72 and then consider certain corn2onent f l c w s  far which i n f o r m ~ t i o n  

over  tin? is z~ai l~ : j ,b le  to g e t  an idea of the trends. 

a) N e t  f inanc ia l  flows. 1971~72. 

Table 11 showa the n e t  fimncial flows during t971-72 in ~ Q F +  



Tahl e 1Q: Cirowth Rates of &oss C & t a l  emenditurn 
unrjehxken bv cul t iva tors  : 

1961-62 tc 191-72' 
( per cent ) 

States- 

- - 

Farm Eon- Fa w 
Dusincss Business 

Assam 

Bihar 

CU j arat 

Jarrmru & Kashmir 

Karnat &a 

Kerala 

Madhye, Fradesh 

f! aharasht re. 

Cxissa 

h j a b  k Heryana 

j astliam 

T a m i l  Nadu 

Ut t zr Frade sh 

West Ben@ 

' ~ompund  growth rate implicit in the two end paint observatiar~. 

Source : FBI A l l  India Debt and Investment Sumey . 



8 
njor s t a t e s  i~ I ~ L ~ L , .  r i 'h i ' lctt tr~ is G L ~  0.;. considerable inter- ' 

hegiond va ia t ion .  fit one e,xtre:ne, t h~ re  was a ne t  savings, & 

[ b e  net ou-kflow of resources f rom the rural s~ctor, of il%& crcres 

$n West Bengal. A t  the  o t h ~ r  extreme, the re  was a net  resource i n f l o w  

IOf Rs.75 croree in GI&arashtra. 

The variations, however, ax~ not without a gattern. Some 

beatures of interest m y  be noted, F i r s t l y ,  thou,& the k sector in 

/#Vera1 states was a net reccpient of resources, the 1\YB sector uni- 

kormly had posit ive n e t  f inmsiil savings. 

Secondly, the Imge net outflows fmrn agriculture, both in 

bbsbscluh terns as w e l l  as in relation to physical investment, w e r e  

bm Weat Bengal, B i h n  ?ad Serala. Of these, Yexala has had a long 

Ihlstory of commercialisat ion m d  developnlerrt of f i n a n c i d  i n s ~ i t u t i o n s .  

h i s  very probzbly ~ x p l a i n s  tile very high level of per capita p s s  

Ihestfient in f mnclal assets & dsrala (see l a b l o  1 2 ) .  

Weat Bengal, Riha r  zlnd poss ibly  other North-Eaetem states 

bcu@ wel,do not have complete data f o r  these s ta tos )  fa l l  Fn 

bother category. West Bengal households d i d  I.1,we a high per cap i ta  

b s s  kvestwnt in financizl. assets comiensurate with their per 

bpita income, However in West Bengal md E i h a  (and cther k r t h  

fistem states), the net outflow of f i n m c i d  resources was due not 

h much t o  the h i d l  l e v e l  of gross  financial investment as to tl?~ 

hor M l o w  of credit f rcn  i n s t i t u t i o n a l  zgencies. Table 12 shows 

kt the per capita credit to nard Rcuseholds w a s  the least in 

7- - L - -  - -_I 

The computation d e t a i l a  .=c iE Appendix 2. 



Table 71: Net F i n a n c i d  savin.  - State-vise. 19':"I-72 

States Ket f h m c i d  savings P y e t  ?inancia1 s a ~ ~  
(~q. crores) Gross physical hvestmd 

M h r a  Pradesh 

Bihar 

Cu j arat 

Ha~yana 

Karmataka 

Xerala 

Madhya Pradesh 

M aharasht ra 

Orissa 

Pulljab 

Ra jasthan 

T a m i l  Nad11. 

Uttar Pradesh 

West Bengal 

Source : 7 1 F(BL A l l  Irdia Debt g ~ d  Investment Sumv,  1911 -72 

2 )  A p ~ n d i x  2. 



gross assets gross liabfii+,j.es 

Pun jab 

Ra j a s t b  

Tmfl N d  10,22 9,%(7) 18) 16.44- 19.96 26) 6.22 - 10.68 
Uttar Pradesh 9.35 7.51(10) (113 7.40 8.24 (9) 1.94 . - 0.72 
West Ben@. 20.90 15.38 1~3 (L) 2.74 3.15 (14) 17.92 12.22 

- 
Note : Figures in first bracket are r a - d  of per capita assets cr Lizbil i t ies  and in the nacond 

adjacent brackst are ranks of per capita income, both series being in the decending oriler 

Sources: 1) Appendix 2 
2) India Fwlletin of h o d  Statlst iz.  



West Eengal m d  bihpx.  (The per hectare credi t  wes also r e l a t ive ly  

very low in tnese stztes) . In the ern* 19709, co-operatives were 

sti l l  by fzr the ?ah conduiit of credit h t o  rural axeas, The d l  

inflow of c redi t  into t he  North-Eastern states was due not t o  the 

l inited physical spread of co-operatives in t l~sse  states. h some 

measme, it w a s  due probably to the high level of overdue t o  the 

co-operatives which set limits to the injections o f  fresh credit ,  

At the enu of June '1977, overdues as a proportion of outstandings 

were 60 per cent in Bihar, 70 per cent in West Ben@ m-d 80 per cent: 

ox mre in some of the other North Eastern states. The proportions 

were not only much higher than the all-India average of .40 per cent, 
* 

but were indeed the highest m:lg d l  states. Iluwever, i t  could well 

be a~rgued that the high l eve l  of" ovesdues were khemselves due t o  the 

.low c red i t  per capita 2nd per  hect,va, which made the c r ed i t  sub- 

optional and. hence wasteful. 2 1  which c a e ,  the ~ t t i t u d e  of the govern 

ment towards these s t a t e s  deter l rhed tile extent of credit  inflow, 

aince the institutional credit ngencie s acted according to governm~~t 

Thirdly, the only s t a t e  c-l,her than Kerala where there w a s  a 

net outflow of f i n a c i d  resources despite an zdeqwte i n f l o w  of credit 

was Punjab. This ref lected the  relatively high l e v e l  of gross f ixn- 

ciztl investment accompanying the  high per capita income. 

JF 

Orissa and J m  and K a s h m j r  were also at the 60 per cent I p v ~ l ,  
In these  states, too, the credit i n f l o w  in the e w l y  1970s w a s  
poor. 



T i r , d l ; r ,  .tl-:r. .~t-*";--.z .?L. r: + ? . rr? IGES :L lzrgc net inflow of 

f inanc ia  resources into agriml ture durinf; 1 971 -72 were JWmashtra, 

Tamil Nadu, Y c a n a t h  md &$mat. These stztes hz-w had mong the 

highest s b z r ? s  in jxlstitutional credit i n f l o w  (mirdy the co-opera- 

tives in the early 1970s), Torether, in the early 79709, they accom- 

ted'for about 60 per cent ~f credit inflow intc ,dl states,  with just 

h a s h t r a  accounting for a quarter in some years. The Institu- 

tional credit per hectze  has been mch above the all-India average 

in these states, 

Though the ovexdues were relatively l o w  in these states which 

received lazge institutional credit, they were by no mans negligible. 

In Mahaxashka, TavKL N d u  and Kmataka ,  the overdues were about 

40 per cent of outs tand jqs  and only in bu,inrat were they 20 per cent. 

The high level of credit flows in Guj~xat and b a t a k a  were 

probab~y required to firi3nce t,.. n n i d  growth in  he 1960s. But  this 

was not the case f o r  ' P a i l  Nadu and Mahwashtra which experienced 

relatively slow growth in the 19608, 

Thus, the net f bancia1 f lowa have been detembed p a r t l y  

by the internal dynamics of agriculture and partly by government 

policy. In Rerda (where the l w e l  of commercialisation has been 

high) and in h j a b  (vrhtre per eapfta incomes had reached a high 

level), the net f h c i d .  flow was  out of apicul ture ,  Some h i g h  

growth states l i k e  Gujarat, Kmatakal cad also Haryana, drew in 

financial resourcee on a net baain. The ~orth eastern states  received 

very little credit, partly because of the hi& level of overdues, 



which have of ten been due .to d i I r ' u l  aefaclt  by cultivators (+?e 

RBI, ,7974). However, cer t s in  irportmt inter repiona,l  variaticrs 

cannot be explained by t he  above lines of  reasoning. For emplz, 

the  1 ~ g e  d i s p w i t y  In per  czpita and per h e c t a e  o u t s t m c l n ~  crda 

as between t h e  TJorth eastelm s t a t e s  on the one hand an6 M d n z s h t r i  

and T a m i l  Badu on the other  does not seen related t o  pcr ezpFta 

income levels o r  p o w t h  ox even the level of overdues, Governnerj 

policy, influenced by other cr i te r ia ,  zppears t o  have ha8 2 si@ 

f icant influence in d i r ec t i ng  c red i t  through institutional agenci~s, 

Rural .  "informalv' savings 

" I n f o d t ~ k a n c i a l  savings os  f inancial  assets w i t h  cow-6 

part f inancia1 l i ~ b i l i t i e s  within the m a 2  s e c t o r  hme been esti- 

mated aa in the all-India case (see a l so  Appendix 2). Pur2hase cf 

land has also been t reated ap "informalf '  s a v h g s  ,and t h i s  ,zp&, 

f o r  met p u t ,  is balanced by di~ inves tment  w i t h  the s e c t ~ r .  Totd 

Fnfarmal savings have been expressed as a p r o ~ o r f i o g  of grcss 

"formaln financial szvings. The relevant de ta i l s  are prestntet 

in Table 13. 

There seems a f a b l y  close relationship between per c ~ p i t e  

income and per  capita grasa f o r m d  f ina3lcia.l savings ( colmm (1) zni 

(21, Table '1 3 ) .  In addition, s t a t e s  with a high per c a p i t a  lncon 

have a low r a t i o  of M o d  t o  formal financial savings. Tiif: 

r a t i o  Fn the high income sta tes  is: Punjabs 0,61; Ekyana:  0.80; 

&jar.&: t.55; West Bengal: 0.28; Kerala: 0.45 and IG,rnat&2: 0.77" 
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Table 13: hral 'Tr~Coord~'  Savings - State-wise, 1971-72 

State 

Per, per captta 
gXOSS f 0 ~  

2 income nal finan- 
c i d  assets 
inve stment 

infornld" 
financial 
s ~ v i n g s  as 
a r a t i o  of 
gross for -  
mal finan- 

c i a l  

b p e n d i t u ~  
on j-urchase 
of land as 
a proport ion 
of gross 
fomal fina- 
n c i d  savi -  

Tota l  
"'nf 0rmalqt 
saiiings as 
a propor- 
tion of 
g r ~ s s  for- 
mal finan- 

savings cgs say- ings 

Cdni co- 
e f f i c i en t  
for asset 
holdings 

1. The ranks a r e  in the descending crder 

2. Thou& the -~ariables in tohis table a l l  relate to the "rural" 
sector, per capita income relates to the "agricultuxal 'bsetor,  
since per capita rural income c d d  not be estimated. 

3. sum of calmma (3) and (4 )  

%v: 7 )  RBI A31 India D&t a , d  Investment &rvev. 1971-72, 

21 + d i x  2 .  
31 RBI h l l e t i n ,  Agril 19'7.8. 

4 )  R B I  1 



savings r a t i o :  R~jasthm: 0.94; iVLadInya Pradesht 2.12; U t t a  Pdesihr 

0.95 and Orissa: 1.12. 

The Cxceptions to these ge~erali32tions may be noted, The 

per capita income f c r  B i h a r  was not ~ v a i l z b l e ,  but was probably 

low. The lcw informal t o  f oMnal savings r c t i o  in Bihar w a s  thus prpl 

bably n a t  commensurate with  i t s  per c ~ g i t a .  income. This  was j l ~ o  

so in Mahazashtra, In .the case ef M e ,  we ham at least 

a p a r t i a l  eqlanation. We noted above t h ~ t  Mdxwz?shtr~: received 

a very 1-are volume of co-operative c r e d i t .  To bo e l i g ib l e  for mch 

credit, cultivators have to subscrib to s h e s  of agricultural milit 

societies and m a k e  some deposits also. Often c r e d i t  is provided to 

help cultivators fulf i l  t h ~ s e  cbligations. Hence the hi& level of 

formal financial savings i a P ! ~ ~ a s h t r a  probably emggerztes the 

genuime savihgs 'of cult i ~ a t o r s .  

Importan% exceptions d s o  a c  Tan51 Xdu a d  bdhra FradeG, 

These s t a t e s  had r e l a t ive ly  high p e r  capi-La incomes bu t  also hed rzthe:~ 

high i n f o d  t o  formal fimnsi,d s a v h g s  ka t io .  The e ~ 1 m a t i o n  

l i e s  in the hi& dceree of b e q u a l i t y  in these statcs (see  c o l m  ( 6 ) ,  

Table 13 $. It would appear that high hequa l i ty  creates internal 

demand f o r  credi t  which richer cultivztors av able t o  satisfy. Fieh 

inequality a l s o  probably i s  accompanied by more frequell-t land s d ~ s  

by poorer cultivators to ricner cultivators. The experience of 



T m i L  1Jdu and hdhra Pradc.oh ,?u.r;;est~ t h s t  n hi& degree of inequality 

can  stem the movement towards f o d  f i n a ~ c i d .  assets. 

It is of intereat here t o  note tha t  not only do farmer~l in 

h d m a  Pradesh and Tmfl Nadu cn;:a.ge t o  a @eater extent in internal 

lgnding ard land purchases, they m e  d s o  hare prone t o  stocking of 

food grains. The d a t a  on  narks st a r r i v d s  shows that Punjab znd 

Haryana farmers market ~ o s t  of t h e i r  g r a a  within W e e  months of the 

harvest. Gujarzt f a3?ners market about  h a ,  the grain with& three 

months, B u t  farmers in Tamil Nadu ,ad l d h r a  market only about a 

* 
quart,ex of the grein within t h e e  months of t h e  harvest. 

c) b e n d s  h~ statewise r u r a l  net financial flows 

Complete i n f o m C i a n  of the type examined above f o r  197 1-72 

is difficult to place together f ~ r  other years, We therefore look 

at SOT=\ component,: flows. Data a r e  availzble on co-operatives and 

commercial bank net flow, Since these constitute important components 

of  m d ' f i n a n c i a l  f lows ,  t h e i r  trends should be pointere t o  the 

aggregate t rends.  

$e d ~ t a  p r ~ s e n t e d  belcw i s a l l  based on three year averages 

around the  *seas: indicated. The ;r-.ethd of computation is discussed 

in Append4 2. As above, the important f e a t m a o f  the computation 

method are ' h d i c a t e d  where neces s a y  for interpretation. 

~ & l e  74 shows the ne t  f l o w s  t o  the co-operatives in the 



v z r i o v ,  states f o r  t h x c  +?:-YE -P:" t :. , !-, rle,~3 tive sign indicates 

r.et W l o w  of  reaoErcas fram co-operatives i n t o  agricultural house- 

holds, Alrrsost dl s ip s  in Table 14 are negative, indic~ting that 

GO-operatives have been a net  scurce of f i n m c i a l  t o  resourbea t o  

agricultural households practically thxoughout the period in 

states. 

Two s t a t e s  show a net contr ibut ion of resowces t o  co-aperativef 

in 1977-78. These EE k j z b  and Gujarat. It w i l l  be noted that in 

1971-72 both these sta.tes were nee recepients of resources from the 

co-operatives . As was discussed above, however, when dl f i n a c i d  ;!' 

flows m e  considered, there was a net outflow of resources from 

Punjab in 1771-72 even though there was a net inflow through t h ~  

co-operatives. 'The fact that even on the co-operative accotht the 

f l a w  turnad outwad by the late 1976s suggests t ha t  the outflow throub 

o ther  instrurnent~ a l s o  mug% hnvc increased, 

In the case oi: Gujmat, the =megate i d l o w  in to  A.househrrlds 

in 997'3-72 wzs of the order of R ~ l 9  crores (seemTable 11). Almost 

a l l  of this inflow was acccmted for by the co-operatives 

 able 14). The large net outflow (1is.25 cmres) on co-operahive 



Table 14: Net C~-owrative Bank Flows: 
9 ;cri(;uI Jc;Urzi : l uds~ i lo ld~  

States I961 -62 71 -72 77-78 

Andha Pradesh 

Bihsr 

Karnataka 

Kerala 

Madhya Pradesh 

Orissa 

Pun jab 

Ra j asthan 

TamU K,,Ju 

U t t a r  Pradesh 

N e s t  Ben& 

Hate : The figares a m  all th ree  year avemges z~wznd the 
year shown. The nega%ivc entries show a net Tnnm 
i n t o  agrLcultural households . 



account in 1977-78 once a ~ a h  sugees'ts th.1.t the net f i n a n c i d  flows 

ware out of Gujarat's apicultwal*s houa~holds in tbe lzte 1970s 

a d  that the outflows we= f &ly substarlt i d .  

That  Pun jab md & jmat  ~hou ld  show large and hcreasjny 

financial outflows is significant. The& arre states t h ~ t  have had 

hi& per capita incomes for a long period of time. T h ~ y  hzve a l so  

experienced periods of high growth, Hawever, it will be noted that 

Gujarat experienced growth rates well over 4 per cent ir, the  f 950s 

and 1960s and that  the  growth rate f e l l  to a lmos t  half (2'jj per cent) 

in the 1970s (see Tzblc 9) .  Gujaxat agriculture thus drew resources 

an 10% aa it was on a high growth  path and wi th  the slackening of 

production h e d  into a net supplier of resourcee . The Punjzb 

ertorr is simil-ar. With the slackeninc of gowth, the net resourcc 

outflow has, as w e s t &  above, incrensed, 

l ao the r  s t a k  where a similar process hcs probably occurrcd is 

Karmataka. T h i s  is also a s ta te  which has had c: relatively high per 

capita, incomr! and which exp~ricnced hi@ @owbh in the 1950s and 

1960s followed by deceleration in the 1970s (see Table 9 ) .  The 

. *rind m a s  credit inflow frocl  the co-peratives in 1377-78 rsc;,zi2d 

at Rk18 mores l e v e l  of 1971-72. On the  other hand deposits i~ co-- 

operative societ ies  increased, thereby reducing t he  net ..muc?1 ill_t:i: 

Two startes which showed the largest; net b ~ l o w  from tnr: 

co-operatives in 1977-78 and which have also shown secular kc,  Y E  9.r~ 

in net inflow z r c  T , m i l  Nadu nnd hdhra Fradesh. These incrcascs 



cannot be explained by changes in q m t b  conditions. The g o w t h  

rate in'ht;idhra Pradesh has fluckated m d  did increase marginally 

from 2 per cent in the 1960s to 2.3 per cent 5n t he  1970e. This 

order of incre+se does not seem to w a r r a n t  the large increme in 

net credit inflow. In Tamil Nadu, the large increases in credi t  

inflow haoe been accompanied by a secular deceleration in g~owth. 

It w i l l  be recalled that these axe the atates with the highest levels 

of inequality and showed in 1971-72 a relatively high level of 

" i r S o r d ' '  lending activity and e-xpendi- on purchase of laad. 

It seem possible that tHe agriculfurists in,these stztes have used 

institutional c red i t  f o r  w i m f o d t '  ack3vities (aa defined by us) 

rather than f o r  production purposes. 

me mual crsdlt flam i n t o  Warash t r a  declined overthe as 

the ovedues there mounted, The annual f low into the West Bengal 

mc! Bihm &proved, thou& overdue levels declined on ly  in West BengaJ., 

However, differences In pcr  krect- outstanding credit  between Maha- 

szshtra znd the north-eastern states.persist as in the emly '1970s. 

(iii) ComerciaJ. b d  

The brcsd obaervatiom mzde f r o m  the d2.h on co-oper;.,tives 

~m mzpletely comaborated by the comerc id  bank fipures, (see 

Tnble 15). The 'lazge outflow of f -cia1 resources have peen frox 

high income, ~ o w t h  decelerating areas, G u j a a t  and Punja5. ICarna- 

t h t a  t rans i t ion  from a. net recepient of rescurces to a surplus 

s ta te  is also seen, TamZ1. Nadu and kndhrs eadesh  axe once ~ a i n  

the majar net resource xecepients, The flow imbalmms between the  



1 2;>, 
Table 15: het Lommercid a&'h$m~. 

- . . .  - .  
States 1 974-7 5 1 %'7-7e 

'Pun j a~ 

Rajasthan 
I I ,  . 

T a r n i l  .adu 

Uttar Pradesh 

Note : The figures are a l l  t h r ee  averages around 
the year shm. The negative entries show a 
net i n f l o w  i n t o  rural hatseholds~,  



Xorth-+Astern stztes and 2k . i za in~ra  d s o  appear to ,b undergo- 

correction. 

- .  
. Section 4 : k t w e  and d a t e r n i n a t s  of f m  'investment 

As indicated in Sections 1 and 3, rural p h y e i c d  SJnvesbent 

p e w  only slowly in the 1960s. ( ~ h c  current 'price estimates for 

1961-62 and 1971-72 imply an mud compound g m h b  rate of about 

6 per cent), The s l o w ' v o h  of rural physical bvds-kmmt reflected 

essentially the s l ~ i s h n e s s  of - the  doahant  fm h c ? s t m e n % .  Dn 

the .other. .hq~d,- cult ivzt o r s  ' investment in f imncial i n s ~ t e  . -  -.-. .. 
,pw rapidly awing the 19?Os, We suggested, above,. the .9jffancN 

investment ,growth reflested continued limits to f . a m  investment in 

the. 1970s. must, of course, remain a hypothesis till f h  esti- 

nates on f rn investment are available, However, evidence on .the 

wtuxe and determinants of fm in&stment, pesented below, , seems 

to ccrroborate our interiretation. 

f ) Composition af cultivators 'physical >Led investment 

Table 16 shows the  changes in the extent and' composition 

of physical investment undertaken by eultivatbrs, Several featurea 
I ,  . 

shown up by the table, are of import~nce. 

(i) F m  investment 

Between 196142 'And 1971-72 the p r o p r t i o n  of cultivation 

reporting capital expenditure Sn' farm 'business fell fxom two-thirds 



-- 
I ._- -- -- 

fi0p0lYk; ?;TI of ~ U S E -  

laverage per house- ho lds  r ?rrting ememf 
holds ( ~ s . )  h e  C. 

--..I 

2) Non-F- business 6.5 ( 5 . 2 )  16.8 (5.2) 5.5 6.0 

3)  Residential p lo t s  
and buildings 48.4 (23.8) 77.7 (23-8) 49.0 

4) Durable household 
assets 8.l (4=0), 23-8 (7.4) 

T o t a l  202.2 323 3 

Note : Figures in brackets give percenta,ges t o  ! t o t d ~ .  

So- RBI. A l l  India Debt and Investment S m e y i  1971-72 

* 
t o  half. A t  the s,me hime '& s h e  of f ~rn investment in t o t d  &eat- 

m n t  also fell, . h exzmination &owed tkzt decline in the proportion of 

cultivators undertaking faxm investment has occurred amongst a l l  classes 

of d t i v a t o r s .  But the decline-3:epsesents the operation of very different: 

forces on small and large'eultivators, The proport ion of large &ti- 

va to rs  repor t ing possession of - se t s  (3 .e .  phvsical s tock)  does mt shbw 

e decline. However, i~ the case of snail. aultivators, the proport ion 

r e ~ o r t i n g  both stocks a i~d  f l a w s  &OWS a fdl. 

The evidence, 'theref o r e ,  mggests that  disinvestment has been- taking 
I 

* 
Tlie ccKparabil.ity of the 1961-62 and 1971-72 surveya is discussed in 
Appendjx 7 . 



Pace mong smllcr =ultivatars. On t h e  &ti.-r hand, larger dt i -  

Rxors ax buying Gigher v i k z ~ d  equipmnt w h i c h  requires lesa fie- 

t.nt replacenent , 

The quinquelmial Livestock Censuses sup~ort the above inter- 

pret' n based on RBIf s Debt and Investment Surveys, The & o h h  

in the lber of t radit ional  implements and machinery (wooden plou@h, 

OBPtsp 91\= cane crushers worked by bullocks, etc.) and livestock, 

d t i v a t o r a  principally invest in,. hns been extmmely l c w :  

in 'Om@ *e 1977 census &ova an absolute frdl over 1972. 

On the oTher h~ ~ C B  modem impleroe.rts ( ~ m n  ploughs, w o r n ,  

pumpsetsf s W ~ c a n 6 P ~ w a ~ k e d  by pdwer, e t c . )  have been G Q W ~ ~ E  

r a ~ i d ~ -  m@se m e  p-sch-ed mainly by.'S=ger cult ivators  and th.W, 

r ~ q u b  le se freqi~e~~t replacement tlmn tredit ional  mleciGnt s ; 

me r l i p i l ~ ~ r r t m p r l t  xd -the iqtem.dlls b e k e n  replaci--- 

~ l l ~ t ~ t  ~ - r a l a - u - -  She qt.rrwih 0 - ~ < + - . 7  r,-rnrn~ ; L. , -~ Vhm I,+l &*T! ~ 3 7 3 ~ :  of 

mdern w f i e r y  m d  equipment tends to mise the i t n n d  czpital 

expenditure. The evidence, as it exists, suggests that the former 

ltwo effects have had a signif'icant impact on reducing the grc?rth in 

*he flow of c a p i t a  emendihme, 

bf course, thus fa we have explored only the proximate 

ahanges in the. n a b  <and locaticn of capital emenditure. Ul t imat i . l : r ,  

the p01.dh In physical investment is detemined by the dynanics cf 

freChnC)lr.ej cR1 rcld ~ ~ - + ' l ' h r + . +  mw-7 mk-mpp i q  ?.=v--il-->.+.*- - - ~ c - - ' L  

L,. ..,, p9, . tny~ later in the section. B u t  before dcing that it is 

~ s e f u l  to lonk at +h other  coqmaents of cultivator=' c z ~ i t d  expendi- 

turn. 



Other inve strlr.r,t 

Table "1 ~hoilrs that t h ~  pronor t ion  o f  cul t iv~to . rs  report* 

investment in non-f a r m  bus h e s s  md durable household assets increadi 

between 1961-62 and 1971-72. The ahzxe of these corqonents of cspiM 

expenditure in t o t a l  expendikure a g o  rose. The r i s e  wan pat icularb  

sharp in the case of durable hcusehdd goods. 

The movement t o w a d s  non-fzmn Lnvestrient and investnent in 

durable houcehald goods represents a sh i f t  in the asset .preference of 

l a r g e r  cultivators, who Kndertake the bulk of these h v e s h ~ a t s .  It 

appears t o  si@y limits t o  r e t u m f r o m  fm~ investment. These 

IMts apparently a r e  encouraging investment in non-agricultural 

ac t iv i t  les, mat - t h i s  s h i f t  ir taking place par t icu lar ly  among large 

farmers map IE seen from Table 17. In most sta tes ,  it is the l a g e e f  

agricultural income size p,~oup ellat has s'fgnificant f i x e d  bves'craenf 

per ho~sehold b non-zur i cu.3 -tux. ,I 513 -:ice qs . The ais t ribu+ion of no&- 

fa~z? activity is mcre ~ v e d y  s p r e d  only in --jab and Haryana. This 

is signfliomt, in as much as the sh i f t  t o  n n n - f m  investment seems 

most pronounced in states that have been most dynamic agriculturallyl 

The decline in proportion of nouseholds reporting invest- 

ment in r e s iden th l  b u i l d b q s  and plots once again nigrdfiea a dia- 

hvestrnent pmcess anon& small cultivators, as in the case of f a ~ l ~  



?Came 37: Vdue of f i x ~ d  a g e t s  rser households in non-amkiltural entekrises 
A - 

Size of egricultural income (I:, ) 
-__--_-C-______L_I__IC-----------------------------------------------------------------~- 

Pie inc m e  below 600 600-99 1 CQ0- 19C9 2000-3W 4.00 & inc m e  
ab ove not 631 size 

+- 

1 2 3 - 4 5 6 7 8 9 

Andhra Pradesh 514--59 54.2.13 650.95 1 030~65  799L.B 3424.40 6lO.Oa 679.37 

M&a Pradesh 620.62 439.51 662.68 614,59 834.38 3113.91 



Table 17 €x of it.) 

West Ber? gal 

BihLw 41 1.69 446.45 578.27 718.83 1034.29 3501.00 5L7,38 714.13 

f:imachd Predesh 18%. 03 1567.87 2022.84 161 6.33 2273.16 4552.~4 2077.10 

J ~ ~ w m r  & Kashmir 1666.69 1395.12 1@2.83 1 ~ 7 . 0 ~  1511 -59 3069.55 363.16 1733.50 

Crissa 337.37 369.7& 376.40 A Y . .  14 643.18 1625.L3 U6.79 

>a j asthan 11138.8 834.011 129.77 15CL.74 7883.91 4473.23 5a.00 1414.39 

--. - + .. 

Source t Snrvekshana, April  and July lq78. 



3t 
investment. 

2) The deterhir~dnts of farm inve~trnent 

Kuzcets (7957, p xi) and Sostlebe (1957, p13* 14) hzve 

pointed out that imierican f w n  investnlent has in the paat been deter-  

mined p r i m a i l y  by t e c l m o l o ~ i c a l  ch i tng~s  and ins t i tu t ioc ,d  oondi- 

t ions  rather t h m  ne~ely by a favourable movement of relative price. 

Though such an e x m h t i a n  has not  been uqdectaken f o r  Indie, the. 

Lack of response o f  ag~regate  productiofi t o  a sh i f t  in terns of. 

trade in favour of aqiculture indfcates even in the Lndiw case 

investment c.annot be stepped up o n l y  by &pulZtbg prices (see 

In the c o n k e d  of Irdim agricul-We, production t e d m o l o ~  

i a  determined nrinci?,.,! ly by the  av?Qil&il i ty ~ n d  " q d i t y "  of 
I 

w a t  ex. The supply of lncreas ' quant itiea of WE "ex through h i -  

gation d e s  possible a sh i f t  in cropping >.zttezn, usually t o  hi&!er 

valued crops. The trquaLiGyv of water, or the Z c j r e c  of control  that 

czn be exercised over water use, determines the  e f f i c i en t  adoption 

of modern high yielding seed vzxie t ies  as w e l l  2s the efficient 

use of chemical fer t i l izers .  As R a j  has pointed out: "The percent- 
. - 

age azes of the 1md t h a t  can be provided w i t h  assured supplies of 

Y 
Our w.alysis above shows that the  study-of- bhangea in ineuuality 
s-d not be confined -only to studying ckmgzs in gin1 coef f ici- ,.. . . --- 
d $f consumption expenditure and asset  holdings, Investment 
&d dishvestment my no* make zn impression on consumption d 
asset s M  h .z&~ort space of t.Sm, but represent underlying 
formes which will determine future income streams, For further  
1 bit  at ions of conventional inequc-it y sle asure s , see Kurien . 



water therefore inposes z. li- t o  the rates of g r ~ ~ h e h  that c m  3~ 

real ised by technologicaL d h a n g e t q k i ,  1979, pa 1223. 

Urnst by definition,  investment is l i k e l y  to Increase most 

in areas of rzpid t e c h n o l o g i c d  change. In the Jnd&an case, we have 

j u s t  a p e d  that imiection deternineb the' technolo@y, As the 

proportion of asea i r r igzted increases, p ~ i v a t e  invest~ent is likely 

to increase for several recsons* Of course, irrigation itself would, 

if privately provided, demand investment expenditure f rom agricult- 

ural Elousehalds. In addition, cmpphg pattern charqzes and techno- 

l o g i c a l  changes in crog production w e  likely t o  demmd investment 

in l q d  preparation, agricultural in-+lenlent s ,and mchinery. 

Mareaver, arceas of rapid t echno log ica l  chaiges, i.e. azeas 

w i t h  increasing irrigation, a l s o  exwrience rapid pcwth in income 

(see b j , 1970, p. 121). n u s  we m y  awe& relatively rapid growth 

of investment in ,mas with exyandin~ i r r iga t ion  facilities, as both 

t he  de~ancl a d  supply conditions a m  fzvowable to growth of invest- 

ment. 

We t e s t e d  the above propositions with the Debt and Investment 

S m e y  data. The S m e - v s  provide data on fixed c a p i t a l  f o m ~ t i o n  
* 

IFF) by cultivators i n f m  bushess,  Fixed c a p i t d  fo rmt ion  per 

* 
Fixed capital formation used here is t o  be distin@shed from 
gross capital ' expenditizre used above for es t k a t i n g  s~v ings ,  
Fixed capital formation dces nct include expenditure on rep&s 
and mahtahance  a d  on Livestock mi! imri p r c i w e s .  



p o s s  cropped area rrzs cc:~lpt~t~l i  fox  1961-62 an6 1971-72. 

An effort w a s  then mzde tc explain the powth in m/i~, (mikc prxt.h 

.was m e m e d  as the r a t i o  cf t h ~  value of the v s i a b l e  in 1971-72 

t o  its value in 1961-62 and denoted by (IT/A) ! ) . 
In the repression analysis, three independent varizbleo trere 

tried, One, as djscussed above, w a s  the change in the prowr t i an  

of area  irrigated ( &, I~CP) : t h i s  represented a y o x y  fo r  the t e c h ? -  

l o g i c a l  change k & i n g  place. Second, t o  capture the effects af tysc 

of' ifrrigation bein/: ictraduced, the chzul~e in the  proport ion of 

axea i r r igated by wells  W) was considered: w e l l  I r r i ga t i on  h v n l v ~ s ,  

hi ieneral, greater p i v a t e  ixvestnent than c-l -ad tank irri:?stiGn 

and is associated, moreover, with a m ~ x e  i r tens ive  use of' Inputs. 

Third, an attempt w::s : r ~ ~ d e  to capture thc  e f fec t  of institutional 

.factors on private investment. The v ~ i a 3 l e  used was a measuse of 

i n e q a i t y  in asset distribution, Tk.r! eqectz t icn her? w a s  t h z t  

cet  erf s p:xibus hi&ex inequnlity nh~ulr! pronote qreater investment,. 

The regression resul ts ,  horrevez, showed $hi?- oppos i te ,  thcugh the  

variable wzs not statis-hically significant. The result reflected 

the fac* that states w i t h  relatively low ineq~zlity, such as Punjab, 

Harrjrana and Gnjzsat increased investment relatively r a p i a y ,  whero~s 

in high inequality atates,  such as T m ~ i l  Nadu and irzldhra Pradesh, 

.investment y r ~ ~ ; t l i  was gluggf gh, 

In tbrt! rrmlt finally presenked, we liave considered o n l y  5 131r 

and A H .  The r z s u l t s  a r e  given in Table 18. O u r  kypothesis is borne 



ou t  quite strikingly. The g2 is very hieh, which implies that the 

baependent variables explaim the bulk of the v a r i ~ t i o n s  in the inde- 

pendent var iable ,  i , e . ( ~ ' ~ / i i )  ' . The c o e f f i c i e n t  e o f  the individual 

variables are a lso hi&ly significznt. 

About a quwter of ehe f ixed  capilzl forrrrztion expenditure 

goes directly into providm i r r ipa . t ion .  It is unlikely therefore 

that this expenditure would dclc:iriate t o t a l  expenditure t o  a degee  

t h a t  would,mke the s b v e  regrensi~cw tend towards tautology. Even 

so, t o  take c a e  QI the possibility, expenditure on i r r i g a t i o n  waa 

removed f rom t o t a l  ex!?onditure, ,md the resultant variable (~h/i&) ' 
w a s  regressed once more on IRP m d  W.* This repjession (&om 

in Table 18) a l s o  gave very  good r e su l t s .  

Ciange .in techr.ology, as represented by the ~ x t e n t  and conpo- 

sition ~f i r r iga t ion ,  d c ,  thert l'orc, have r a  important impact on the 

growth of both agpegate 2nd non-irrigation irfv&stnente 

It m a y  be noted here t h ~ t  b i g a t i o n  appears t o  be a specially 
I 

good pmw for technoloo in Punjab and Hmyanz, When these states are 

dropped fron the ,malysis, the explma,tory power o f  the  node?. fa l l s  

* 
The expenditure deleted w a s  direct expenditure an nwellav and 
"other i r r i ~ a t i o n  workstt. This probably does not include expendi- 
ture on pwnpsets, which perhaps gets covered under "agricultural 
implements 2nd machinery". 1Jo breakdown f o r  the lat ter  was, 
howeyer, readily available. 



I) AII states a) (FF/u~' = 1.91 + 0.067 a IW 4- 0.212 A w 
Standard error ( ~ ~ 1 3 8 )  (0.541 ))p 
T- V r ~ t u e  (0.5691 (5 .I $4) 

b f  (FF/A)' = c.86 + 0 . 5 3 5 ~ 1 ~ ~ ~  
S~E~LCI:IZTZ ' F I ~ T C F  (0.131 
T- Value ILOSCS 

Punjab and 
Ha~yam 

Standard error 
T- T J a l ~ e  

b) (PF/A)' = 1 . 9  + 0.123 A fw 
St arldasd error (0.053), 
T- lifiue I2.309). 

1) U S t a t e s  a) m / ~ ? ~  = 1-72 + 0.148 d + 0-02$ 4 
Standard error (0,072) (0.025) 
T- Value (2.053) (1.137) 

2 ,  R = rj.(7L7 f 2  = 0.620 

b 1' (WA) - - 1.31 + C.210 A iw 
~ t d a r d  e r r o r  (0.04?],, 
T- Vdue (A. 503 

= c.609 

11 Without a) (WA) = .1.5/! +Cl.l8? A I W  - o . 0 7 5 A W  
b j a b  d Standard error (0 .049)~~  
H = Y m  T- Value (2.717 (1 .a7 

R~ = 0.40'; 

(O 

R-' '= 0.356 
b) I ~ / A ' I  = ?.&I It 0.139 A IFP 

~tmdard e ~ m r  (0. OS~), 
T- Value (2.383 

= 0.321 

Note: F!F : fixed c ~ p i t a l  fomntion 
Ft5 : FF - expnditiilm ex i r r i g a t i o n  
A : t o t a l  cr.cppe,d m a  

A IFF : change in proportion of area irrigated 
b bJ : change in proportion of area 

f 
ir*.gnt,e? by wells, 

(w/A) = (lT/~)1471-72 I (WA) 1961-62 

Simificmt at 1 c r  5 par cent l eve l .  



(see Table 18). However, the  est-ted equaticns .FnUcate 

that i r r i g a t i o n  p o w t h  h s  had a. stranc influence .on physical h v e s t -  

rnent powth  el-en in other states. 

If i r r i g a t i o n  determines the technology of a g r i c u l h a l  

production, the further question that wises is: what detemines 

imigation? h i g a t i o n  development may be undertaken by the eovern- 

ment or it rnay be undertaken privately. In ei ther  case growth i n  

irrigated m a  w i l l  be constrained by environmental factors, f,e. 

clZwtic and geo-s tmchrcal factors. Private investment will be 

further constraked by the level of hfrastructwe, m a 1  electri- 

fication f o r  example. In ,addition, private investment in i r r iga t ion  

w i l l  be influenced by t he  s ta te  o f  knowledge in crop pxoduction, 

which, in turn, determimes the expected returns from investnen-t, 

Thus the availability of high yield% vnrfeties, not associated w i t h  

unusually h im ri~ks, m y  induce i n v ~ s t z e r ~ t  in i r+r igz t ion .  

To the farmer, the re fos r ,  technolow is exogenously given Sy 

the environment, the infrastructure and the stete of Imowledp:i!. T?-2.2 

then repre sent the basic factors de terminhe inve stnent and product ion 

growth in agricultufie. The environmental factors ass, h p a t i c u l z  

a major constraining factor. "In a country like India that k.s h2A 

a lone; t r ad i t i on  of i r r i g a t i q  , and where pa& investments have 3 , l ~ c ~ T : :  

exploited a ~ E F !  part of the more easily a ~ a i l a S i o  w a t c ? r  resourc~s, 

not only is the scope f o r  f h h e r  extension more limiter! than in so:se 

other countries, brut. is l ikely to be much more c o s t l y N  (liaj, tS70, 

p.722). 



B e f o ~  closing this section, one possible lFnk (suggested 

abovd between physical and f i n m o i d  &vestment may be noted. 

The slowing down of i r r i ga t ion  powth during the 1970s in Fllqjab, 

Gujarat.and ICmat& has been accornpvlied by increaeed investment 

in f jnmcid sssets by the amicul&al households of these s t a t e s  

(see Table 19). On t h e  other hand, continued irrieation develop- 

ment Ln bryana and U t t m  Wadesh has been acconpded  5y a net 

drzwing in of financial resources i n t o  these s t a t e s  (see Tab?e 19). 

Sumaxy and inplications 

In th i s  paper we tr ied  t o  explore sone dimensions of rural 

savings and Fnveatment behaviow, Rere we first  summa~rise our 

findings. In doing so, we try paiculmly to link the fhdings at 

+he different stages of the aa lys i s ,  On the basis of the under- 

atanding thus acquired, we exambe the consistency of the relevant 

6Mh Plan t q g e t  S. 

The ~ j o r  p o ~ t s  emerging from the paper we: 

The rural savings rate has shown Lo perceptible secular 

tendency to. r i s e  during the last  hro  decades. The rate h a  remaheed 

b t h ~  region of about 9-9 per cent. W i t h i n  the rwd hou~eboXds, 

agriculturd households have had n slightly higher savings rate than 

non-apicul turd households. IJeither category of households shows a 



Table 19: I r d ~ a t i o n  nowth and not financial flows 

-- 
?:st inflow t o  Co-operatives Gross Cc-operative Credit 

?!st i r r i ga t ed  a r m  (000 hq. ) f rmr  l;cuscholds 
S t z t e  s 

f l o w  to farm househalds 
(88. crores) 

- 
(PC. crores) 

__1_1__11_-1-_--__---ll---lt-----------------------------------------------------h-h------- 

1961-62 1965-66 191-72 1976-77 1961-62 1911-72 1577-78 1561-62 ~VI-72 7977-78 

~-,.imat aka 9rJ3 Y-75 1 598 T 215 -3.02 -13.30 -19.35 4.42 17.91 78.32 

Hc -yma I 167 1 565 17% - 6.07 -16.12 8.02 22.81 

Ut - ar Fradesh 4803 5&74 6989 q26c -4.75 -21.71 -19.67 6-41 32.54 48.70 

Wocc: Co-operative flcws a e  3 year avera@s around the: year shown. 

Smrces: 1 India, 1 

2) Appendix 2. 



-# 
r i s ing  savings x t e  (scc ;-eci-!-~r I ) A Thr-. cepacity of rurd 

households to save has c l e ~ x l y  been lbdf 3. The economy wide 

savings rate hZ3 been s i p S i c a n t 3 y  hi&es thm the rural rate 

and haa a l s o  been pox ing .  

There are probably g o d  reascns for a non-growing rural smvFngs. 

But t h e  s ign i f i ca t  feature emerging from our d y s i s ,  on which 

@eater reliance can be placed, is the ckmgbg composition of 

rural savings. Hclwever, before examining the composition, it is 

useful to lhak at the factors  influencing aggregate savings. 

The relatively steady rural savings rate is consistent with 

an almost etationary rural per capita real imcome (~ection I). Our 

cross-section analysis show~s_' that acceleration Ln production is 

accom&nied by rising savings rates (section 3). At the a l l - India  

level, there nas k e n  no s c t l e r a t i c n  in production dm* the last 

two  ,made$. Indeed, t h w z  .rc;b?"ily h ~ . s  been L > m e  deceleration in 

the 1970s. Ths r e l a t i v e l y  s tab le  savings rzte f s once again ooneis- 

tent w i t h  the lack of accelerakion in ~ ~ i c ~ t w t t l  production, 

It my, of course, be argued that thouph per capita income 

has n o t  risen, dia t r ibut ign,  as between f a n e r a  has very probably 

* 
Ihe savings rates discussed here r s z  ''gross" rates, i , e .  no attempt 
~ E B  been mde t o  e c c o u t  fcr  depreciation. As such, they are 
probably not very different f s ~ n  t he  "nettf rztes obthined by 
K r i h  a d  Rayachaudhuri (1982). Eowsver, the n~thcda  used for 
e s t - t w ,  savings here ?;re quite different. For limitations of 
the  eishna and Rayachaudhuri exercise see Mody e t  al 1982. 



worsened (on account of select ive access of large farmers t o  modern 

production technology and associated supportfve services), and ths t  

shonld give a boost to the savings rate, There probably is om@ 

bas is  t o  this argument. It is possible t h ~ t  o u r  estimates do not 

adequately c a p h e  the new forms of investment being under then  by 

mal households. There a e ,  however, two points t o  be observed here. 

One is thzt the  worsening distribution has aleo meant disinvestment 

by-small farmers (section 4). 

Second, aa suggested by our  cross-section analysis (section 5 )  

there appear to have been limits t o  investment in f orrnal f h a n c i d  

asset's (i.e. a.ssets of se@ated financial inst 'itulions) and a l s o  t o  

n$. in -Fh;y8j -ca l -wts  on t h e  fan, Of course, the difference 

bebeen limits to savinqa c a p c i t y  m d  limits to investment oppor- 

tunity is grobzbly a close one. In the second half of the 196@e, 

&tar  the d a m i t o u s  mid-'1960sp investment accompanying i r r iga t ion  

growth could not be financed by the internal resources of agricdk31:d 

hrmseholds. In the f97Os, constraints on i n v e s t ~ e n t  in f i n a n c i a  

as se t s  have reduced, but constrzint s on physical hveakrnent  ( p d i -  

cuLmly in some regions t h d  were- specially dynan;ic b the 1960s) 

have. hcresaed.  To understand the constraints on growth of physical 

f . a m  bvestmerit, and the interplay between physical. investment m d  

f i r a c i a l  flows, we looked in%o the rnatter a l i t t l e  more closely. 

2) Phvsical. f a r m  investment 

Physicd investment is closely re la ted  t o  chmges in t e c h n o l ~ ~ y .  



In the  Indian eitxmtion, we - n t h  growth is a ?clod 

p x y  for  ta&nicd.  & w e .  StaaticES, =n-os*iop, a ~ h 6 $ a  

d a  indeed &ow that fixed irweahnf mow* was re la ted  to  s o w t h  

in irrigation ~ m d  to the chznges in the n a h e  of i r rQpt ion  (inme- 

ases in proportiun of a e a  h i g a t e d  by wells) ( ~ e d i o n  4). Mter 

significant increase in irri&ated, d u l y  w o l l  frri~ated arc;,, 

dwjng the 1960s, there 'has been a slowdown In the 1970s.* &en h 

the 1960s, the  investment growth (according to o w  data) was slwgi&. 

The slowdown, in hr igak ion  growth Ln the 3 5 Q s  has contxibukd t o  

continued aluggidmeus in f a m  investment growth. The slowdown i3a~ 

3-n ---M h l b .  @;cW** 

sta tes  t&+ had emmi- -Q&h m a n  jp f960s 

(section 4). (AS, however, h a  been noted h section 4, the s1ck-b 

mowing: e a p i t d  formtion baa embdied siQpirimnt tedhnologicd 

chemge , par t  i cda r ly  modem m&Amry and equipnent . 
With constraints operating on fixed fm hventment ,  them 

has been an increasing tendency to ~ l h i f t  to investment in f m  tfcxk- 

in& capital; non-fsrm business, durzble household =sets =d f o m l  

financia assets ( ~ e c t i o n  2 and 4). 

* 
The r2 te  of growth An net Irrigated area  in the 1960s w a s  ab~~;.:; 
2& per  cent per w m .  Thls rate has fallen t o  about 2 per c ~ t .  
The fa l l  in the rzte of growth in t f w e l l w  irrigakion has been f r c z  
6 per cent t o  4 per cent, 



3 )  Fomzl (external) iii~ancc:.,l I l ,:is 

1- I 
-Ihe rural sec tor '  w a ~ a  net recepient of f inancinl' re sources fmm 

other sec to r s  in t h e  1960s pWticulaxly in the second half of that 

decade. The resource i n f l o w  waa mainly into a g r i c ~ l t w a l  households, 

ae n ~ n - ~ g r i c u l t u r d  rccrd households were, and have continued-to be, 

net  lenders of financial resourcss. In the 1970s, there has been a 

shary change in the case of agricultural househ3lds. From net rccepi- 

ent;, these households hzve turned into n e t  lenders,  m d  the extent 

of net lending has grown aver the  1978s. K e t  f i n a n c i d  ssavings (i.e. 

net lending) of agricultural households have increased as a proportion 

of p ~ s i c a l  assets  formation by a ~ j i c u l t w d  hauseholda and ss a 

propor t ion  of ne t  f i nanc id  saw ~ g s  of the tqhousei.oldtf se'ction an a 

whole (section 2) .  

The 1 a g e  i n f l o w  of reschmces dmirig the second half of tile 

1960s was minly thrcug5 t l u  r -. -- ~~t .tj:rc s . CG-cpexat ive credit 

increase during that period took p r i n c i p a l l j  the form of medium and 

long term l o a n s  rather t h v l  short term loans ,  and clearly supported 

the renewal of agricultural growth, based on expansion of irrigation, 

particularly in Punjab, H c v y ~ ,  U t t a l :  Pradesh and Kmataka. 

An i n t e r  stete analysis alsc shows that the  net drawing in 

of financial resources frcm outside the sector  increases during 

phaaes of w i g a t  ion investnent based g ~ o w t h  m d  , conmr sely , ne t  

financial swings increase as j r r iga t ion  expansion and growth s low 

down (section 4)  . 



'In the 1 9 7 0 ~ ~  t he  co-op~rat ives  continued t o  be net contri- 

butors of f inzLncia3. resaurces t o  the ~ r i c u l W d  sector.  k t  the 

extent of a n n u a l  net %low did not  increase and probably even was 

on a declining trend (section 2). Our mdysis would suggest thz t  

this w a s  related t o  the  slow dc~m in i r r i g a t i o n  investment in the 

1970s.  h he slowdown of net inflcw i n t o  Maharazhtra, a m j o x  

drawer of re sources, was probably related t o  mounting overdues in 

that state). Of oourse, gross credi t  f rom commercial banks increased 

rapidly d w i n g  the 1970s. B u t  dep0sit.s in cornmercid banks increased 

e q u a l l y  rapidly such that commercial b d s  continued t o  be, as in 
* 

the 1960s, net rece~ien-bs of Yesources fron agricultural households. 

At the :stme tine, financial: scvings in aurrency, life insurance 
0 ,  

premia and provident fund continued t o  incrnase, contributing to 

the increasing n ~ t  cutflcw fron agriculture ( ~ e c t i a n  2). 

File difference bc-f-ijazr- t k .  1363s aid +i97'0s outlined above may, 

therefore, be s m a r i s e d  as f o l l ~ w s :  Priva-~e phyaical investment has 

gown slowly right through; however, given the l imited savings capa- 

c i t y  in the l a t e  1960s, wen the lirrdted growth requjred external 

resources; in the 1$70s, w i t h  the growth of incones of large cult i-  

vators ,  and the probable de celasation in physical inve stnent , net 

Tbe more recently constituted Regional R u r a l  Banks have been ne t  
lendera t o  sgr icul tura l  households in the l a te  7970s. However 
the amounea involved a r e  y e t  reZatively small. 



f inancia1 resources have been flowing out' of ~ r i c u l t u r e .  

This is one p a t  of the story. !he other najor  iafluence on 

formal fbancizL savings has been the physical spread of fad 

f inancia l  instituCiom, T h i s  m y  now be considered, 

We have defined winformal" azivings as those relaking to 

transactions within the rural sector and which, therefore, do not 

 how up as net savings of the sector, We considered inted Ledhz  

and bornawing and i n t e d  s,de anci p u r c h m s  of lad. ~ k s s  I n f : ~ z :  

savings as a proportion of gross f o r d  fjnancfd savings have 

decelhed over time (saction 2). 

The cross section a n d ~ s i s  (Section 3) suggested that r i s l ~ ~ :  

per capita. income is eonerally a c c o m p m l d  by a relative decline ir 

i n fo rma l  savings. A t  the all-India. level we find, however, a d6,clhc 

in infomud savings despi'ce no perceptible increase in red per 

capita income. It appearat therefore, that the increasing presence 

crf f o d  f inancia1 institutions in rural a e a s  h ~ s  resulted Sn tk= 

drawing away of savings from informal channels t o  the f o m l  insti- 

tutions, (One wonders whether this has meant disfnveatment in physic;! 

assets by small farmersJ 

k strategy f o r  reoource mbilisation from agriculture, ~ a i l d ,  

however, have to be cautions in extrapolating from past trends it! t?dis 

reg&, The further sh i f t  away from in for r rd  szxings c h m e l s  -2~?uiS 
I 

depend not just on contiaued hcreases in the physicd prasencc f' 



f c r ~ , , l  f inanc ia l  institution: in ~ U Y ~ - ~ L ~ ~ K , - ~ ,  b ~ i  a l s o  on the 

nature of growth* Cur C X O ~ S  suction mil; sis shows that hip4 

levels  of inequality, as in T m i l  Nadu a d  h d h r a  Prdesh ,  m e  

associated with continued hi& levels of b f o r m a l  savings (section 

3 1 

5) Sixth +la 'and the futurs 

The Sixth Plan t a r g e t s  c f  relevace t o  us a r e  those relzfed 

t o  irrieation, household f imanciel s a v i n ~  mci agricultural credi t .  

O u r  analysis above sugges t~ l  some importam links between these 

variables. The P1m document i t s e l f  does nc t  discuss these links 

and, bfi, f a c t ,  dcea not even go i n t o  the qxestion of rural hease- 

holds '  f h c i d  savings. In . ~ u r  discussion below on the  consis- 

tency of the  Plrm t a rge t s ,  we do not t h e r ~  f o:e ~, t tempt  m y  precise 

quantitative assessment and canfine aurselve s t o  qualitative judge- 

ment a. 

The savings capacity of agxicultur: households is yet 

limited. Our malysis  suggests ths t  any e f f o r t  at a significmt 

technological upgradation of I n d i m  ag r i cu lme  Shreughm large  

inc reas~s  in irriented -we2 (and through investment in drainage &d 

f h o d  oont ro l )  is likely t o  r e q u i r c  s i g n i f  ic,mt f i n a c i d  resource 

inflow i n t o  agriculture, I r r i g a t i o n  development jn the 1960s had 

reguimd a net resouxce inflow into zgriculturc,  and it is o n l y  

with the slowdown in i r r i g a t i o n  growth, gmticular ly  in some 

i m p o r t a t  s ta tes ,  that  t h e  net f i n m c i d  savings of agricultmbal 

households have becom~ p o s i t i v e  and s i s i f  icznt . The only s t a t e  



that  has been able to maintain hlgn investment 'znd growth without 

a net  draft of external resources has been Rmjzb. Thou& even in 

Punjab, net f inanc ia l  outflow has increased ea i r r i g ~ i t i o n  growth 

has slowed down. 

The large p l m e d  Fncre8,se of net  "househnld" f i n m c i d  

savings clurhg 1980-85 w i l l  probzbly not  be echieved if a serious 

attempt at achievin~ i r r i g a t i o n  t a rge t s  is made. According to t h e  

Plan, 2$ million hectares of net irrigation potential and ut i l i -  

zat ion are to be created ewh year, This is a t a r g e t  more thm 4 

times t he  real ised mnml increases durirg the l as t  two decades, 

If irrigation of this order is cxea.f;~d, the resources required for 

private inve~ltrnent in ag i cu l t~ t ce  w i l l  almost c e r ~ a i n l y  be extremely 

lmge. Conaiderabl; credit w i l l  have to be pumped i n to  agxiculhm 

and the a g r i c u l t w d  ~ e c t o r  w i l l m  in ,dl probnbility, turn from a 

net l e rde r  of ree9urct.s t, 511.: XI:;.: .,f tllc economy to a ne t  b o r m -  

er ,  Thus there clearly is an incompatibili%y. between the irrig.&ion 

t m g e t s  dnd the "kouseho1df~ net f i m c i a l  savings t x rpe ts .  

Of course, this incompatihiliky w i l l  be seduced to t he  extent 

that the increased i r r i g a t i o n  generates l a g e r  incomes, T \ i s  w i l l  

depend very much on the r e l d i o n s h j p  between W s s t ~ ~ n t ,  income and 

populat ion.  

The incompatibility will a l s o  be reduced if the credit  

structure is r a t i o n d i s e d .  The high level of overdues have been 

attribuked t o  wasteful use and w i l f u l  default. Our own andysis 

suggests that the regional distribution of credit bas, in some 



in some instances, n o t  wen re la ted  t o  credi t  requirements (section ' 

3). Our analysis a l s o  indicates that credit taken hy h z g e  f m r a  

in h i ~ h  inequality rzeas probably finances dissaving o f  poorer 
than * 

households ra thenbroduct ion increases. Sone analysh have, fn 

addi t ion ,  argued that  c r e d i t  only displaces .private szvkgs 

To what extent the abcrve parameters can be changed, it is 

difficult t o  judge. A s  of now, we can c a y  assess the prospects 

an the basis o f  past p e r f o x ~ a c e ,  which does show a link between 

investment and growth on the one hand, and credit  on the other, 

Credit, of course, maLdy faciutates.  The ultimate constraints 

lie smiron.xantal, in f ras t r~  c t u a l  and technological factors. 

The t a r g e t s  that w i l l  probably n o t  be  m e t  -re the i r r igat ion targets. 

Tc tha t  e ~ k e i ~ l ; ,  ; ~ ~ 1 i i t i r ~ ~ C  ~ u t f  low cf f Lnancial resources f rom 

agrfc~3ture may be e ~ e c t e d ,  

* 
Though whether one views this as sociallg illegeimate use of 
cred i t  is debatable. 



Appendix 1 i R w a l  phvsicnl investment 

Tne Central Statist  icnl O~ganisat ion ( cso prepares e st h a t e s  

of private capital formation in agriculture. Essentially these esti- 

mates a e  b q e d  on RBI's Debt and Inveetment Sunrey of 7967-62. The 

estimates prepared for 1961-62 on t he  basis  of the S u r v e y  results 

are ~ ~ c m x i e d  forwardtt us i n k  a combination of indicat,ors (population, 

gxoss a o m  area etc. ). 

Since 1961-62, the survey r e d t s  o f  1971-72 have also became 

available.  The CSO does not appear to have incorporated the 1971-72 

findings in ita estimates of private c a p i t a l  formation im agriculture. 

Two choices, theref ore,  exist, The CSO series c o k d  be used. 

On the o t h e r  hand, the. RSI has stressed that the 1961-62 and 1971-72 

e s t h i a t e a  a r e  completely compa3.able (an t h i s  we have more t o  s a y  below), 

hrs such, an implicit, growth rate between 1961-62 and 1971-72 could be 

worked cut and this rate could be used to dexlive estimates f o r  the other 

yearrs. 

ii series  based on a. cinglc p o i n t  estimate znd moved f o r w a d  

by indicators (as the CSO aeries) has limitea analytical. use, The 

relationanips of interest  a r e  already b u i l t  into the seriea (see ftudra, 

1963, ~p.1273-4). 

The procedure we have t ie re fore  adopted is the second one 

outlined above. The only jus t i f ica t ion  for th is  procedure ie that 

it uses more of the d i rec t  available evidence on rural and a g r i c u l h d  

capital  f armat i ~ n .  

Ofcourse, this is not t o  deny the  risk in estimaking a trend 

from just tFio Lime points orf available M o d i o n .  Thus, to ensure 

eome degree of f immdsn, the compazability of the %we estimates must be 



established. ~rcco rd in~  tu the nzrl,  "since both the surv~ys wem 

planned w i t h  an eye on comparabil ify, '~the concepts and &fin i t i ons  

of c a p i t d  expenditure in the two a m e y e  are the aaiie ( sue  BI, 

1970, p. -I 22)- The only possible source vitiatting comparability 

could be the s sq l e  designn of tne two surreys. 

In essence, the 1961 -62 survey covered a smaller number 

of .villages than the 1973 -72 survey. But within each v i l l ~ e  the 

1967-62 survey canvassed a larger number of households. In the 

1961-62 survey the households were not stxztXied before smpling, 

but in the 1971-72 survey, since the sample households were fewer 

In number, the householde were stratified to reduce estimation bias, 

icularly the under e s t h t i o n  through under representation of 

the richer households. 

Tke covcrwe of 7. 1:~; qer rider zf villages In 1971-72 

was lrrajllly to provide estir;~tes f o r  agro-cl.i.~atic regions within a 

s ta te  and not because the m b e r  of villages ccvered in the 1961- 

62 survey were conaidered hadeqm%e for asrivw at s ta te  estimates. 

The bpl ica t ions  of the household sampling need t o  be 

examined particularly with a view to undcrstandina, whether the 1971- 

72 design could lead to an undekestinlation of capital  expenditure. 

This is because the 1971-72 estimate implies a low gcwth rate of 

capital formation d = k g  the 196@s, leading M a c t  t o  a d e c l h b g  

' investment rate, &Is outlined above, the 19711-72 sample aize  was 

smaller but th is  deficiency was scught to be made up by stratifying 

the hauseholds. It appears unlikely tllat the 1971-72 e s t b a t e  could 



be an under estimate, siace stratjfica%ion ensured adequate 

representation n f xhe richer households t h a t  ~mdcrtake the bulk 

of the investment, 

A f u r t h e r  abjectior. to c o r n ~ ~ ~ i n g  just two years coule be 

t h a t  the ~ronditians prevciling in t he  h o  years  were very different, 

The .best  measure for the prevailing bonditions seems to be the 

magnitude of agricultural production. lis indicated in the accompany- 

i n g  table,  196142 a d  1971-72 were very sMlar ly  in this regard. 

Both were years of hi& producfion after a s i p i f f i c i n t  r i s e  in 

t h e  ear l i e r  y e q s .  Both were followed by significant declines in 

l n d e x  nur2bers of a~ri cultural pi >duct ion 

Crop y e a  ending Triennium ending 

4950 = + I L ~  146'1-62 = 100 

Source : India, Econoinic Survey, f uzious is sue a 

Finally,  t he  coverage of our  estimzte of m a s  physical 

investment should be noted, The Debt and Investment Sumre.ys 

report  an estimate cf  gross cap i t a l  expenditme. F r o m  t h i s  esti- 

mb, the expenditure on purchase of land and land rights wasr 

deducted on the  assunption *kt the buLk of the land transactions 

w e s e  between rural households. (~xpendittme on purchase of land 



doea not represent i nvesden t  f o r  the sector at3 a whole as long 

aa the  transaction is between mdl households). The estimate 

thus derived was used as the measure of  moss physical invesknent. 

It should be noted that our estimate include& expdnditme 

on pmchase of  livestock, Clearly, this would l e d  to an over 

estimation of physical investment since, some .part oT the purchase 

of livestock represents only a transfer pf assets.~.Howeves, 
I 

at least a 9m-b of th i s  overestima.tiolz would tend ' to bal,znce tke 
I 

*. 

under estimation dce to non-iaolush d .4n  inveatorias 

and the o~dss ion  of purchase of land fmrn the u r b h  sechr. 

The gross expenditure includes expenditure an repairs 

~ z r d  mintainance . It has  not clear how. much of . #b .repreeonted 

replacement of depreciated c n ~ i t a l  stock and how much was basi- 

cally current exprrdTture fox upkeep and at-, if such 

a distinction can at all  be made. 





savinr:s in the form of cu.rrer,:,y r :; xrcount of m extreme reluct an^% 

t o  disclose currency holdinis. ~dwever, 2,zcording to one RC- 

repo-Lut, rural savings in the form of currency form one-third of 

such savings for the entire household sector (see NClR, 1965, p . ~ h  

We have used this ratio for the e n t i r e  period. Cwrency aavhgs 

for the entire household sector have been tdcen from RBI's Renorts 

on Currency and Finance. 

LUe insurance premium 

The mmal reports of the  Life Insurance Corporation give 

a break-up of the mal and urban new business, The new business 

refers t o  the suro of new assurances. The share of mal business 

in the t o t a l  was wound 3@6 in the 1960s and 2596 h th+ 19708. 

These propor t  ions have been appl ied  t-o aggre~a4e household savMgs 

in life insurance premia, as reported in the BBIm s Repor t s  on 

Currency and P i m c e .  

3)  Provident Fund contributions, Units etc .  

Savings in the- f om of provident fund contributions, units, 

anriuity deposits and deposits in non bankiag companies were @ski-  

mated as follows: the r a t i o  of financial asseta in these foms 

t o  f Fnancial, assets in the fomn of life inr~urznce w a s  obtejnsd from 

the A D I S ,  1971-72. The ratio worked out t o  1 .YO. The r a t i o  

was applied to l i f e  insurance premia, derived as indicated above, 

to obtain a series for provident fund etc. It may be noted that 

the series of prccident fund, units atc, comprises aJ.most entirely 



of provident frnd contribution, savings i:, the other forms be- 

extremely small, 

RBI's Currenng and Finace reports give the outs.kmdhg 

posta l  deposits (sb.v&,gs, recurring and time). The rural ~ o s t d  

deposits  f o r  1962 and 197j were obtained from the D I S i  The r a t i o  

of mal postal deposits  t o  aggregate worked out; to lit& less 

than 10 per ce'nt' for both years. A r a t i o  of 10 per cent ,was applied 

to the series of tatal p a n t a l  deposits t o  obtain the m& postal 

deposits. 

To th i s  derived series a further component was add4d. The 

ratio of the sum of a l l  other small savings besides postal depoaits 

and ' 'otheiqfinvlcial, sa~ings to pos ta l  deposits  was obtained from 

the  Aa)IS,b The r z t i o  wur.k,L cu-l LLJ a ~ & t  2-5 in 7962 and 0.75 in 

1971. The ratios for between 1962 and 1971 were obtained by inter- 
, , 

pola-king and 0.75 was used f o r  the period thereafter. 

These manipulfLtbne gave the stock est imat(s.  The flows 

f o r  each y e a  were derived by subtracting the stock of y e a  t - 1 

from the stock of year t. 

5 )  hr&e~cia l '  bank deposits 

Rural. bark deposits outstanding in June 1973 and after we= 

obtahed f r o m  RBI's Basic Statist ical  Relxmna, (BSR). For the 

ear l ier  years, the average growth rate of outatanding deposits 



between 7973 and 1980 (20 per cent per !.tnam) w a s  assumed md a 

series of outstanding rural deposits  between 3961 and 1973 was  

generated, From these outstandings, the flows were derived a# 

indicated above. 

1% should be noted that the ISRs define lural. meas aa c e n t ~ P  

with population of 10,000 or less. The conventional cellgus classi- 

fication, and one followed by the Debt and Investment Sme.vs d a o ,  

i~ based on d t i p l e  criteria of size, density and occupationd 

distribution, as discugsed iq the mafn tex t .  This c lass i f i ca t ion  

difference cawes problems of comparability to which there is no 

ready solution. 

me hves tnen t  of mr,Q ho13~ehnlds in the shares and depoaiw 

of co-operati~e credit societiss pad p r b y  marketing societies 

was  e s t h t e d .  F i e  credit societies included m e :  P r k y  Awi- 

culturd. SocietYes (PGS), Central Co-oper~t ive  Banks (CCM) , 
Primary and Central Ltlnd Development Banks. The outstandhg paid- 

xp ca?ital and deposits held by indivi5uals or tlgrowersn w e r e  

obtained from mI' s S t ~ t i s t i c a l  ablesRelatiw to t h e  Cp-gperati~ 

m o ~ e m e n t - i n - h d 3 . ~ ~  These were t a n  t o  be financial assets held by 

ru3.d households, The flows were derived f rom the outstandings. 

7 )  Inform1 !or f-nteraal) f hmcial  activity 

%e f imacial. assets oonsidered abbve relate to formal 

f inaTlcjal ipstiixk$ons. All other f hmcial. asseta/l@bfiities 

creation is here debcribed as informal. financial activity. It is 



asmamed that  such financial d i v i t y  mpmsents. k d k g  wfihin4he 

rura;l s e c b ,  i,e y&e~aa,aeqlllsijibn--of - the3 o d J n d m m e n t S  

described above leads to a resource outflow from the rural sector, 

b fomd  lending leads to no net flow. 

Acquisition of info& f itlancid assets is normally grossly 

under reported in sample surveys, Rowever, the debt t o  i n f o d  

credit agencies is probably reported more accuzntely. Correspond- 

ing to %his debt there must be financial assets. The procedure 

we have therefore followed is t o  take the debt reported by rura l  

households to inf o d  credit agencies (in t he  RBI's Debt and 

Investment surveys) as a measure of i n f o r d  sector f inancid 

assets. The credit agencles considered were: landlords, a@- 

'mltural and professional moneylenders, traders, relatives and 

friends and "atheran. The debt of households cutstuzding to 

these aqencies in 1961 and 1971 was obtained from the Debt and 

Investment S u m e y s ,  bssuxing a constant compound growth rate, a 

aeriea of loans au~stanaings w a s  generated, Frorn th i s  seriea, thc 

flowe were obtained. 

The asset f lows de-Bed above are given ia colunms (2) to 

(11) of Appendix !Fable I, 

8.2 P i n a c i d  L i a b i l i t i e s  

1) Commercial bank credit 

RBI's BSRs give d e t d s  on mal c r d t  outstadi_l.lg from 1375- 

Rural credi t  is here defined as credit  issued by rurd branches and 



not a i  credit t o  rural hoasei;o~us, . Vhi8 distinction-is .however 

important. 1n.1779 and 1980 almost 60 per ceMt of  agricul+& 

direct f h m c e  to cultivators we s f rom nan-rural branches. S h c e  

such finance accruee ultimately to ruxd  households, a measure of 
- .  

financial flows h the r u r d  sector nlust t&e cognizance of it. 
I 

Hence, to the outstandhgs of m d  credit as reported by the 

BSR, we added 55% of direct agricultural finance ( a l s o  reported 

by the BSRS) to obtain estimates of t o t a l .  ~ a l  outstanding credit 

for the y e a s  1973 t o  7980.* 

me estimates of outstandings so cbtained were projected . . 

backwards usjng the growth sate between 1973 and 1980 (33 pex cent 

per arrnum), The flows were, dcrived f rom the outstandings eo esti- 

mated. 

2) &-operative Credit 

As in the case of shares and deposi ts  of individuals fn ed-". 

operative institutions, the credit to individuals frm co-operntive 

credit societies and p x m y  maxketing societies was considered. 

The Ifst af sicieties included and the souxce were the same as those 
Z 

f o r  share. and' deposits (ses above A. 1.6). The ontstendiogs were 

obtained and the flows derived, 

Y 

For the same reagons, rural. deposits are also undemstimatea, 
No djustment has been made f o r  th i s  and hence i t  has to be 
borne in mind when interpreting the estimates. 



G o v s m n t  Cred i t  

bvernnient credit flows t o  eg icd l tu re  were obtained from 

RBI's Currency and Finace Reports and the r e p o r t  of' the  811-India 

Rural Credit Review Ccm;itteeg RBI, 1969. Fox some yems, the 

data w a a  not available and the figures w e m  filled in by t he  l ine= 

interpolation. 

The credit f l o w s  into the m a 1  sec tor  and the net  financial 

saving of the rural sector are show in k p ~ e d i x  Table 1, 03lurmls(12) 

to (151- 

B. 1iLl-Ldia amiculturd (iippendix Table 11). 

iisicultural householcis a r e  a subset o f  rural households 

a d  e m  be ei ther  cultivatom o r  agricul tural  labourers. C u l t l -  

~ a t o r s  ;Ire rief ined by t he  R 3 I  Debt a d  Investment Sme-w as those 

operating mre than 0.005 hectare. Only eultiv~tors are considered 

in the following es-timation since the f &cr,cial asseta and l i a b i l i -  

t i e s  of agricultural labourers  are negl ig ib le .  The procedure used 

essentially was to apportion f inancia1 assets' to agr icu l twd house- 

holds on the basis of Debt and Investment S u r v e . ~  indicators. The 

l i a b i l i t i e s  w&' -.ependerut ly - dkri&d. 

B. I Pirxmciel asaets 

1 ) Currency and Commercial bank deposits 

The RBI Debt and Investment Sme.vs  show that  --: cultivator 

households held 565% of the comercid bank deposits held by all 

households in 1961. The corresponding percentage h 1971 waa 



77. Theae percentages have been applied to savings in the fom of 

currency and cormnercial bank depoaits of rural households during 

7961-62 and 1971-72, estimated ae discussed 5x1 section A ~ b o v e  (see 

kppndix Table I ,  c o l m s  (2) and ( 6 ) ) .  Fbr the years between 1961- 

61 a d  1371-72 l b e w  interpolation w a s  used to generate mul t ip lyk :  

factors  and a f t e r  1971-72 a constant 77 p r  cent was used, 

2) Provident fund contributions a d  life insurvlce ~remia. 

The Debt md Lnvestnent Sumeys included these assets in the 

swhedules only h 1971-72. The s h  of apicultura3. households in 

life insurance and provident funds held by all households w z s  

61 '2 md. 48.2 per cent respectively. These proportions were zpplied 

to the p r c v i d ~ n t  fund and l i f e  insurznce lxernia series esthated for 

a 11 rural housc;mlds ( ~ e e  section d above and Appendix Table 1, 

columns (33 a d  (4) ). 

Since the bulk of small savings and "othersw comprises of 

posl-off ice, d e p o ~ i t  s, the ratio of post-cf f ice deposits held by 

cul-tivators t o  those h e l d  by dl wal. households was used. The 

r z t i o  worked out t o  about 73.7 per cenk in both 1961 and 1971 znd 

so w a s  applied rm..if.armall y. 

The f inancia l  savings of a.griou3.turiets described above GE 
* 

qivon 3n Bppcfidix Table 11, c o I m s  13 ) t o  (73 m 

* 
Pzo at tempt was mdc t o  scpasate3-y estimste i n f c m d  financial 
assets of a p h l t u x a l  households. 



B.2 Financid liabilities 

Comercial"benk outetandings' of direct f fLnance t o  d D i -  

=tors i a  available from the ESRG for the'period after 1973. The 

m w t h  rate o f  these outstandings between 1973 and 1980 (37 per cent 

,per  anmun) was w e d  to project b a w d s  these outstandings, f r o m  

which the flows were derived, 

co-operati.ve credit:  to the agricultural sector wm taken 

to be the same as to'the ma3 sector for w h i c h  the e s t h t i o n  

procedure w a ~  described above Jn section 6.2-2, The co-operative 

credit e s t b t e d  as in section A.2.2 goea almost ent i re ly  t o  agrL- 

culturista. d srnall fraction of primary ~ i d t u r a l  sooieites' 

loans does .go f o r  noxi-agzicdtwal purposes, but even this pmbably 

goes to cultivators. 

Governen t f a c e  to agridtux is from RBI ' a Cursleacv 

p d  F W e  Reports a d  is the same series aa used above fox the 

rurd aectar. 

The credi t  flows to a@i.culture are shown h Appendix 

Table II, Columns (8) t o  (11). 

The statewise f inancialh assets and l i ab i l i t i e s  f Iowa in 

1971-72 were estimated essentially tiy a p p o r t i d g  the relevant 

all-India flow t o  the s ta tes  a c o o r u  %o tkefi. e h a e  fsl the f h m -  

c;fal. asset or l i ab i l i t y  on June 30,, 1971 as.&iven by the Debt and 

hvestment Sunrev. For currency, the state w i s e  distribu-kion of 

commercial hank depoalts was used and f o r  small savings and vothera'*, 



the state w i s e  distri't:Qtion cf >~st-off ice deposit's wae used, The 

atate wise distributions f o r  t h e  different instruments are  given in 

Appendix Table III, 

Only the co-operatfve ~ s s e t s  and liabilities were estimated 

Independently. The ou+standings relaking t o  the same k s t m e n t a  

and agencies ae f o r  the d l - I n d i a  e s t b t e s  were obtahed f rom the 

Statistical Tables eel at in^ t o  the Co-o-~erativs Movement jn India.  

3ifferences between outstandings at three year lntemals were esti- 

mated 3nd these were then dLvided by three to give an average annual 

flow during that period, This was done f o r  three pairs  of gems, 

l960 and 1963, 1970 and 1973, and 1976 and 1979. T U s  save state  

w i s e  average flows amund 1961-62, 1971-72 and 1977-7'8. 

'Phe above f l c w ~ l  a r e  presented in App+ndix Table IV. 

A11 ag~icultural flows, except f o r  co-operative f lowe and 

government credit ,  were obtained by applying the r a t i o  of the asset 

(or l i a b i l i t y )  held by cultivator households to that held by all 

rural households. These ratios a r e  given Itn Appendix Table V. The 

commercial banks deposfts r a t i o  was used for cwrency and the  post 

office deposits data f o r  small savings and others, 

Go-operative. flows and govement credit u$ed were the same 

as fox the rural sector, as in the d l - k d i a  estimation, 

The above flows axe presented In Appendix.Table E, 

Appendix Tables VIE. to IJE provide data used h the preparation 

of Appendix Tables  1 to VI and a lso  tables in the m2dn text,  



Appendix 3 : W o r k j n ~  d a ~ i t d  in a&rr iculke  

The CSO in t he  disaggregated stztements of Saticnnl kccounte 

Statistic& gives the value of material inputs for different industrial 

sectors including agr icd twa.  No such annual estimates of wage 

payments are available, A p a t i d  meaaure of increase in woxkhg 

cdpital. nay, t h e  ref ore, be obtained by considering the material 

inputs, From the CSO, the increases in the annual f l o w  of inputs may 

be estimated, Clearly, all. of t h i s  increase Qoes not represent 

hcreaae in working c ~ p i t a l ,  which is a function of the time over 

which the inputs are t i ed  up. In Indian agriculture, t h e  ac tua l  

production process may be assumed to .take 3 months. However, the 

output is not  innnediately marketed. Jn states l i k e  T a m i l  Nadu and 

Bndhra* 6dy about 25 per cent of the marketed output is released 

in the f i r s t  3 months a f t e r  the basves t .  On the other hand, a lag@ 

park OS the othptlt is not  maxi _ t e d ,  m d  this portion of the output 

cannot be considered as c o n s t i t u t h g  working capital. 

Eence, we may assume that  working capi tal  is tied up f o x  

between 4 and 6 months. The accompaying Appendix Table X shows 

the Itncmiaaes in workhg capital on account of h c r e a ~ e d  use of 

material i ngu ts .  
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Gum- L i f e  Pmvi- Small (Of. Co-op. Commer- Gross Infor- Total. Cmer- b o p  Gmm- T & s l  Net finem- 
ency bsu- dent sz-s xhi~hshares cia1 folrmd mal!in- finon- c i n l  erativn merit credit ci a l  

rmce  fwd and ~ Q S ~ P J  and Bank (EAer- ternel) c $ d  b~mk c r e d i t  c r e d i t  savinps 
etc. others sz.vings)Deposits Depo- n d  fin- f inan- savings 

s i t s  mcial c i d  



Note : F o s t d  Savings  re i p& 3f s m a l l  3:-in-. 
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Appendix Table IS1 : Chhmr  r ~-i!-? S_!,p~ i? ? el-e'cte~l financial 
he16 b!r mrd Zl,msehclds. 1975. 

(per cent) - -= 
Comer- Life .in- Provi- ' Post- ;Comer- 

States c i d  benk surtince dent office .- c i d  b d r  c~ 
depos i t s  ,Fund ' fund  deposit,^ , c r e d i t  

sove3 
-=A L 

Andhra Pradesh 7 6 2 G.7 10.19 3.9 

Gu j arat 

Baryama 

Rimachal P m ~ e s h  3.2 0.5 1 2 0.35 

Jammu 8. Kashmir 0.4 0.4 0.9 1 C.O1 fl .$I 

West Ben& 10 1'2 22 21, I bngt 



+- -- 
L i f e  i-.I- Prmi-  Small Co-op.  r m e r -  Gross Comrcer- Co-op. 2-ovem- Total. BTet Infc* 

Stztes  Currency mrance dent s V -  s-s c i a l  formal c i d  ratiye ment c red i t  finan- mal 
premia f h d  gs mandde- bank fznmcral hank credit c ~ d i t  cia1 financial 

pasits Deposits savings credit savinps sayings 

bdhrz P r ~ d e s h  '2.32 * 4.0 
Gsm 2.0 
Lhar 18.70 4* Cj 

t j arat 5.03 5 0 

kryana % 1.75 1 .C 
r a c h a l  Prade s$ 9.0 
..xi & Kashi r  0.3 

!rrtat aka 3 . 9  11.0 

, ~ d a  22.69 6.0 ' 

dhya Pradcsh 1.35 2.0 

itiarnshtra 8.03 3.3 9.55 2.24. 12.80 6.m 4.2 -49 5.97 94,51 16.58 117.06 -74,n 9.2 

i ssa  3.27 0.4 2.39 1 .A9 7.18 0.23 5.96 0.53 5*54 2.12 P.19 - 2.23 4.0 

njab 13.48 1 .O 2.39 3.35 9-36 11.52 40.90 7.51 13.18 3,66 24.35 16.55 2,3 

. j asthan 5.34 4 .p  7.19 0.22 2,40 4.56 17.71 I .  5.91 4.29 11 -99 5-72 12,6 

t a r  Pradesh 7 6.01 7.0 13-13 10.4 10.83 13.69 71 -10 8.05 32.51, 15.74 56.33 74.77 25.8 

st Ben@ 13.48 8.0 26.25 8.94 1 4 11.52 69. $0 1.65 0.a 6 . a  9&16 59.g4 5.1 

* h f o m a t i o n  for Assam, H i m a c h a l  Pradesh and Jtm-mu end Eaahmir ia nok campleke. 



Au~endix Table V: Shsrc .-+' Y 7 1  .F,i T-- '+  rr )IF; sc1-,012 s in rural financid 
assets a.nd l i a b i l i t i e s .  19'71 

!per cent). 

Comer- L i f e i n -  Fravi- Post C omme r 
States c i d  mrtince dent of f ice  cial bank 

Sank h d  find deposlts credit 
d e ~ o s i t s  

h d h r a  Pradesh 

Asaam 

Bihar 

Gu j mat  

Haryana 

Himachal Pradesh 

Jammu & Xashmrir 

Xarnat aka 

Kerda 

Madhya Pradeah 

Maharasht ra 

Oris sa 

Ra jasthan 

Tami l  Nadu 

U t t a r  Pradesh 

West Bengal. 



- - IRF. Croresl 
L i f e k P j w i - -  ~ro~ross ~miier- ~ o - o r e .  ~overn- T- ~ ~ e t  

States C u r ~ n -  su rqce  dent sari- s hare s cia1 formal cial rative ment c red i t  anc 
CY prernla fund ngs and bank finan- bvlk credit credit s av 

depositg deposits s&&rs credit 
-- 

7 2 3 4 5 6 7 8 9 10 1 3  1; 

imdhra f r a d . ~  
3s 

1:s san 
Bfhar 
G u  j arat 
Hawma 

Ke rals 
Madhys Frade sh 

Punjab 
R a  j ast han 
T a m i l  Nadu 
'Jttar Pradesh 
west Beneal 

- -- 

+ Information f o r  bssam, b a c h a l  Pradesh and Jamm and Kashmir is not  c mplete . 



- 
. . - - .  Saving of thc . - Corporate '& f inanc ia l  Saving of the hmse- 

household Curron- . Brink L.I .C .  P. F. 
Year tor in f i h n c s  

CY d e p ~ s i t :  M fun5s 
h s s c t ~  (Grnss ) 

csoperat ive L iab i l i t i e s  s e c t o r  in f i n  c i d  
securi tic s of the house- Assets ( ~ e t ?  

hold aector 



APPENDIX TIIEZF: TI11 

BIJRAL C3OSS DOMESTIC PRODUCT A7 TACTOR COST (current nrtces) 

( ~ s ,  Crores) 

Year Apiculture 



T & d  s ~ v i n g s  (RS. crores ) A g r 5 c d t - n ~ L  
St ate s income 

A NA R R CRS. C ~ S )  A R 

- 
dndhra Pradesh 62.25 9.2 ?I*h5 1,46?.28 28.OEE 35,.1p 

B ihar 5 6 .  10.72 167.55 50.14, 50.72: 

Gu j nrat 99.99 24.35 124.34 937.59 16.13 1 9 ~ 3 '  

Waryana 57.53 0 6  66.49 566.32 6.53 8,Zb'. 

Himachd Fradesh 

Jammu & Bashmir 

Karnataka 117.81 

Kerda 83.25 

Madwa ?Mesh 7 27 ..!,$ 

FaharasMra 22.16 

Orissa 33.19 

Punjab 103.87 

Ra j asthan t 22.75 

T a m i l  Nadu 51 -74 

Dttar Pradesh 308.49 

West Ben@ 113.94 



Incrsase in Increase in wor2i.n~ capital on 
anrrud vdue assumption-of - 
of mate r i a l  .A mmth 6 month 

7 - -  
hput a turnover turnover 

Note : I n c ~  ase of inputs in 1 365- 66 is the value of i npu t s  
b 1 965-66 minus the value of inputs in 1964-65. 

Smrce : CSO l ! a t iod  Accounts Statistics. disaggreeted 
statements. 
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