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1.0 Learning Objectives
After going through this module, you, as a student of Economics will be able to
 Understand the nature and importance of agriculture in the Indian economy.
 Appreciate the problems associated with traditional Indian agriculture and what
paved way for modernization of agriculture.
 Keep abreast of the changing trends in Indian agriculture.

1.1 Introduction– Agriculture at the Time of Independence
The pre-Independence period was a period of near stagnation for the Indian Economy.
At the time of Independence, Indian economy was caught up in a vicious circle of
poverty characterised by one of the lowest per capita consumption and income levels
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among the countries of the world. The most important sector of the economy suffered
under the British rule too. Indian economy at the time of independence was
overwhelmingly rural and agricultural in character with nearly 85% of the population
living in villages and deriving their livelihood from agricultural and related pursuits
using traditional, low productivity techniques. In the late 1940s, around 72% of the
employable workforce was engaged in agriculture and allied activities and contributed
about 49% of the Gross Domestic Product. Despite being a heavily agrarian economy
at the time of independence, India was not self-sufficient in food.

The recurrent

famines reflected in deficient average availability of food both in terms of quantity and
quality.
It can be said that colonialism became a fetter on India‘s agricultural and industrial
development aspirations. During the year 1911-14, agriculture stagnated and the food
grain output declined at the rate of 1.14% per year. The British rule also transformed
the agriculture and make it structurally a very regressive system where the landlords
were only interested in rent appropriation, and failed to invest in the farm lands. Thus,
overdependence

on

agriculture,

poor

technology,

stagnation

of

agricultural

productivity, distorted structure of the agricultural economy, besides others were the
problems that the Indian agriculture was facing at the time of independence.

1.2 The Agricultural Sector: Post Independence
Be it the pre-independence or the post-independence periods, agriculture remains the an
important sector of the economy of India. Agriculture was and still continues to remain
the mainstay of Indian economy because of its high share in employment and livelihood
creation, notwithstanding its reduced contribution to the nation‘s GDP. It is the most
important sector of the Indian economy from the perspective of poverty alleviation and
employment generation.

The share of agriculture in National Income has been

declining from 56.5% in 1950-51 to 39.6% in 1980-81 and 26.3% in 2001-02. The
present contribution of agriculture to the total GDP is about 17% and agriculture
provides employment to around 58% of the population. Although more than half of
Odisha State Open University, Sambalpur
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India‘s labour force works on the farm, agriculture accounts for less than a fifth of our
GDP. This can be compared to the United Kingdom where 3% of workforce is engaged
in the primary sector and 4% in the United States of America, contributing 2% to their
GDP.
Agriculture‘s share in the Gross Domestic Product has been declining continuously
over the period of seven decades, so also the share of workforce. However, it is
important to understand that the decline in the share of agricultural workers in total
workers has been slower than the decline in the share of agriculture in the GDP.
Compared to the other countries, India faces a greater challenge as it has only 2.3%
share in the world‘s total land area but has to ensure food security for a population that
accounts for roughly 17% of the world population, leading to an excessive pressure on
land. Increasing agricultural production with limited natural resources in a sustainable
manner for ensuring food and nutritional security and providing income security to
farmers are some of the major challenges before the government.

1.3 Features of Indian Agriculture
It is important to look into certain key characteristics or features of Indian agriculture:


Source of livelihood for the large population: Agriculture is the main
occupation of Indians providing employment to nearly 58% persons of total
population. On the other hand, it contributes 17% to the national income.



Dependence on monsoons: Even today Agriculture in India is monsoon
dependent. While a good monsoon results in, more production and crops fail
due to poor monsoon. This monsoon dependent agriculture is due to inadequate
irrigation facilities. In addition, due to poor flood control mechanism - floods
play havoc by damaging our crops.



Subdivision and Fragmentation of the land and high degree of labour
intensive cultivation: Due to high and increasing population-the pressure on
land holding increases. Land holdings get fragmented, subdivided and become
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uneconomical. Machinery and equipment cannot be used on such farms and
agriculture remains necessarily labour intensive.


Underemployment: The production in agriculture is less due to inadequate
irrigation facilities & uncertain rainfall. Further, farmers find work a few
months in the year. Their capacity of work is also under-utilised. Due to both
under employment and disguised unemployment, labour does not add to the
total output to its fullest potential to the agricultural sector.



Small size of land holdings: Due to large scale sub-division and fragmentation
of holdings, the average size of land holdings has shown a steady declining
trend over the last three decades. As per Agriculture Census 2015-16, the
average size of operational holding has declined to 1.08 hectare in 2015-16 as
compared to 1.15 hectare in 2010-11. The small and marginal holdings (<2 ha)
now constitute 86%, while the large holdings (>10 ha) are merely 0.57% of the
total land holdings.



Traditional methods of production: India is still using traditional methods
and techniques (traditional equipments) to produce agricultural output, which is
the cause of low production. Poverty and illiteracy of people could be the main
cause behind this.



Low Agricultural production: Agricultural production is low in India. India
produces 27 Quintals. Wheat per hectare. France produces 71.2 Quintals per
hectare and Britain 80 Quintals per hectare. Average annual productivity of an
agricultural labourer is 162 dollars in India, 973 dollars in Norway and 2408
dollars in USA.



Dominance of food crops: 75% of the cultivated area is under food crops like
Wheat, Rice and Bajra, while 25% of cultivated area is under commercial crops.
This pattern is cause of backward agriculture.

1.4 Importance of Agriculture in Indian Economy
1. Contribution to National Income:
Agriculture sector has been a major contributor to the national income of India though,
its share has been declining gradually. In 1950-51, agriculture and allied activities
Odisha State Open University, Sambalpur
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contributed about 59 % of the total national income. Even in 2020s the share of
agriculture in India is very high as compared to that of the developed countries of the
world.
2. Major Source of Livelihood:
In India over 56% of our working population are engaged directly on agriculture and
also similarly depend for their livelihood. This contrasts with that of 2 to 3 per cent in
U.K. and U.S.A., 6 per cent in France and 7 per cent in Australia. Thus the employment
pattern of our country is very much comparable to other under-developed countries of
the world.
3. Source of Food Supply:
Agriculture is the only major source of food supply as it is providing regular supply of
food to such a huge size of population of our country. It has been estimated that about
60 per cent of household consumption is met by agricultural products.
4. Role of Agriculture for Industrial Development:
Agriculture is the supplier of food, fodder and raw materials for a wide variety of
industries.

Cotton and jute textiles, sugar, vanaspati, edible oil plantation industries

(viz. tea, coffee, rubber) and agro-based cottage industries are also regularly collecting
their raw materials directly from agriculture. About 50 per cent of income generated in
the manufacturing sector comes from all these agro-based industries in India.
Moreover, agriculture can provide a market for industrial products as increase in the
level of agricultural income may lead to expansion of market for industrial products.
5. Commercial Importance:
India is an important contributor in the world trade of agriculture products. India is
among the 15 leading exporters of agricultural products in the world. Indian agriculture
is playing a very important role both in the internal and external trade of the country.
Agricultural products like tea, coffee, sugar, tobacco, spices, cashew-nuts etc. are the
main items of our exports and constitute a good percentage of our total exports. Besides
manufactured jute, cotton textiles and sugar also contribute another significant per cent
Odisha State Open University, Sambalpur
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of the total exports of the country. The country has emerged as a significant exporter
in certain agriculture items like rice, meat, spices, raw cotton and sugar. India has
developed export competitiveness in certain specialized agriculture products like
basmati rice, guar gum and castor oil. Therefore, Indian agriculture is helping the
country in earning precious foreign exchange to meet the required import bill of the
country.
6. Importance of Agriculture in the National Economy:
The importance of agriculture in the national economy is indicated by many facts. For
example, agriculture is the main support for India‘s transport system, since railways
and roadways secure the bulk of their business from the movement of agricultural
roads. Internal trade is mostly in agricultural products. Agricultural growth has a
direct impact in poverty alleviation, in curtailing inflation, raising agricultural wages
and employment generation.
7. Role of Agriculture in Economic Planning:
A good crop brings a good amount of finance to the Government for meeting its
planned expenditure. Similarly, a bad crop leads to a total depression in business of the
country. This ultimately leads to a failure of economic planning.
8. Linkages between Agriculture and Other Sectors:
The linkages between agriculture and industrial sectors are widely recognized in
literature.

Agriculture acts as a supplier of raw materials to both the agro-based

industries and the industrial sector; generator of agricultural income that enables rural
demand for industrial products to take place, etc. Empirical tests show that a unit
increase in agricultural output would have a positive effect on both industrial
production and national income. Policy makers working on alleviating poverty need to
bear in mind that GDP growth originating in agriculture has a more direct impact on
poverty reduction than any other sector.
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9. Agriculture and Poverty Alleviation:
With more than half of the workforce still dependent on agriculture for their livelihood,
agriculture in India has a far-reaching impact on poverty reduction as well as on rural
development.

Agriculture forms the resource base for a number of agro-based

industries. Thus, it would be more meaningful to view agriculture not onlyas mere
farming alone, but as a holistic value chain which includes farming, wholesaling,
warehousing (including logistics), processing and retailing, etc. Also, the fact that an
average Indian spends upwards of 40% of his monthly expenditure on food establishes
the centrality of agriculture in the context of food security concerns.
Therefore, it can be said that the agricultural sector is playing a very important role in a
country like India and the prosperity of the Indian economy still largely depends on the
agricultural sector. Thus, an increasing marketable surplus of agricultural output is very
much essential in India for:


Increasing supply of food and raw materials while also containing price rise.



Widening the domestic market for industrial products through enhanced
purchasing power of the rural sector;



Facilitating inter-sectoral transfers of capital needed for industrial development
along-with infra-structural development;



Increasing foreign exchange earnings through increasing volume and value of
agricultural exports.

1.5 Agriculture in India and Challenges
While the Indian agricultural sector is considered the backbone of the country, it faces
huge challenges. These need to be understood not only as a student of Economics, but
as a common Indian citizen too. They are the following:
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Variability in Yield: Agriculture in India is largely depends on monsoons.
Therefore,, production of food-grains fluctuates. Thus, a year of abundant
output of cereals is often followed by a year registering acute shortage.
Cropping Pattern: The crops that are grown in India are divided into two
broad categories. They are:
(a)food crops (comprising of food-grains, sugarcane and other beverages)
(b) non-food crops (includes different kinds of fibres and oilseeds).
Land Ownership: In India still, there is some degree of concentration of land
holding largely due frequent changes in land ownership. It is believed that a
vast majority of farmers in India own very little amount of land, or no land at
all.
Sub-Division and Fragmentation of Holding: Growth of population and
breakdown of the joint family system, has contributed to continuous subdivision of agricultural land. Small farmers are subjected to distress selling of
their land to repay their debt or to attend to their medical or other social needs.
This creates further sub-division of land.
Land Tenure: Though, various steps have been taken after Independence to
provide security of tenancy, the land tenure system of India is yet far from
perfect and need improvement.
Conditions of Agricultural Labourers: India also has the problem of surplus
labour or disguised unemployment which is pushing the wage rates below the
subsistence levels.
Manures, Fertilizers and Biocides: Indian soils have been used for growing
crops over thousands of years without caring much for replenishing. This has
led to depletion and exhaustion of soils resulting in their low productivity. The
average yields of almost all the crops are among the lowest in the world. This is
a serious problem which can be solved by using more manures and fertilizers.
Irrigation: India is the second largest irrigated country of the world (China
being the largest). Yet, only one-third of the cropped area in India is under
irrigation. In a tropical monsoon country like India (where rainfall is uncertain,
unreliable and erratic) to achieve sustained progress in agriculture assured
irrigation assumes special significance.
Lack of mechanisation: In India, most of the agricultural operations in larger
parts are carried on by human hand using simple and conventional tools and
implements like wooden plough, sickle, etc. Little or no use of machines is
made in ploughing, sowing, irrigating, thinning and pruning, weeding,
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harvesting threshing and transporting the crops, causing low level of agricultural
output.
Agricultural Marketing: In the absence of sound agricultural marketing
facilities, the farmers have to depend upon local traders and middlemen for the
disposal of their agricultural output which is often sold at throw-away price
(even below the minimum support price fixed by the govt.)
Inadequate transport: Lack of cheap and efficient means of transportation.
Adversely affects the marketing of agricultural products due to the difficulties in
transporting them to the appropriate market centres.
Debt and Suicide of Farmers: The farmers of India are in perpetual debt.
They take loans from local money lenders and are unable to pay off the debts.
Sometimes, they are also forced to dispose their farm produce at rock-bottom
prices. It is these pressures that lead farmers to suicide.

1.6 Recent Trends In Indian Agriculture
India‘s comparative advantage lies in its favourable climate, large agriculture sector
and livestock base, long coastline and inland water resources. India also has an edge in
cost of production compared to its competitors in Asia and the developed world.

1. Global standing achieved by Indian agriculture: India is the largest producer
of spices, pulses, milk, tea, cashew and jute, and the second-largest producer of
wheat, rice, fruits and vegetables, sugarcane, cotton and oilseeds. India is
currently the world‘s fourth-largest producer of agro chemicals. India had the
largest livestock population of around 535.8 million, which translated to around
31% of the world‘s livestock population in 2019.
2. Favourable conditions: India has the second-largest arable land resources in
the world. With 20agri-climatic regions, all 15 major climates in the world exist
in India. The country also possesses 46 of the 60soil types in the world.
Strategic geographic location and proximity to food importing nations favour
India in terms of exporting processed foods.
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3. Increasing farm mechanisations: India is among the largest manufacturers of
farm equipment like tractors, harvesters and tillers. India accounts for nearly
one-third of the overall tractor production globally. To boost farmer incomes
and growth of the agricultural economy, the Indian government released funds
for farm mechanisation such as establishment of custom hiring centres, farm
machinery bank and high-tech hubs in different states.
4. Record production of food grains: In the 2020-21 crop year, food grain
production reached a record of 305.4million tonnes. For FY 2021-22, the
government has set a target to increase production by 3.9%.

As per first

advance estimates released by the Ministry of Agriculture and Farmers Welfare,
record food grain production of 150.50 million tonnes is likely in the 2021-22
kharif season.
5. Rising consumption expenditure: Consumer spending in India will return to
growth in 2022 post the pandemic-led contraction, expanding by as much as
7%.Private consumption expenditure was estimated at Rs.80.8 trillion (US$
1.08 trillion) in FY22against Rs. 75.6 trillion (US$ 1.01trillion) in FY20.
6. Rising urban incomes: Large population and rising urban and rural income
have added to growth in demand for agriculture products. Demand for
processed food is rising with increase in disposable income, urbanisation, young
population and nuclear families. Changing lifestyle and increasing expenditure
on health and nutritional foods have also added to growth.
7. Robust demand: Increase in demand for agricultural inputs such as hybrid
seeds and fertilizers. India can be among the top five exporters of agrocommodities by shifting its focus on cultivation and effectively handholding
farmers:
8. Investment opportunities to arise in agriculture, food infrastructure and
contract farming: Attractive opportunities await India in the above-mentioned
areas in agriculture. India benefits from a large agriculture sector, abundant
livestock and cost competitiveness. Lured by the size and returns of the Indian
market, foreign firms have strengthened their presence in India.
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9. Competitive advantage: The govt. announced a PLI scheme for the food
processing sector with an incentive outlay of Rs 10,900crore (US$ 1,484
million) over a period of six years from FY22.The Krishi UDAN 2.0 scheme
proposes assistance and incentive for movement of agri-produce by air
transportation.
Agriculture also offers many opportunities to unleash the creativity of India‘s citizens.
No grassroots or economic progress can be made without addressing this sector,
especially because of the huge bulk of the country‘s population it employs. One case in
point is the food processing industry in India, which has tremendous potential of further
putting Indian agriculture onto the global map.

Food and grocery market in India is the sixth-largest in the world. Food processing
industry contributes32 % to this food market and is also one of the largest industries in
the country, contributing13 % to total export and 6% of industrial investment. The
Indian food processing industry is expected to reach US $ 535 billion by 2025 -26 on
the back of government initiatives such as planned infrastructure worth US $ 1 trillion
and Pradhan Mantri Kisan SampadaYojna. Out of the total 39 mega food parks that
were sanctioned, 22 mega food parks are operational, as of November2021.

In

November 2020, the government inaugurated in a mega food park in Punjab
worthRs.107.83 corers (US$ 14 .6 million) that will be spread across over55 acres of
land.

The food processing industry employs about 1.77 million people.

According to

National Accounts Division, Ministry of Statistics and Programme Implementation,
food processing units in India is growing at 7.68 % annually. Sales of processed food
in the domestic market have been increasing at a faster pace. India‘s food and beverage
packaging industry is expected to reach US $ 122 .78 billion by 2025.Thefood
processing sector allows100 % FDI under the automatic route. The sector has also
recorded a sharp increase in investments with cumulative FDI in flow of US $ 10 .94
billion between April 2000 and December 2021.
Odisha State Open University, Sambalpur
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In summary, it can be said that the demand side drivers of Indian agriculture are
population and income growth; increasing exports and favourable demographics. The
supply-side drivers are hybrid and genetically modified seeds; favourable climate for
agriculture and wide variety of crops; Mechanisation; irrigational facilities and green
revolution in Eastern India.

Institutional support in terms of policy are growing

institutional credit; Increasing MSP; introduction of new schemes like Paramparagat
Krishi Vikas Yojana, Pradhanmantri Gram Sinchai Yojana and Sansad Adarsh Gram
Yojana, opening exports of wheat and rice and approval of National Mission on Food
Processing.

1.7 Let Us Sum Up
Though the share of agriculture in the Indian GDP is dwindling day by day, more than
50% of India‘s population continues to be dependent on agriculture and allied activities.
This is a major structural problem, which is assuming alarming proportions because
reforms have not addressed the problems of Indian agriculture effectively. Capital
investment in agriculture, irrigation, productivity increase; introduction of new
technologies, farmers‘ education and extension services, etc, are issues which remain
neglected. Marketing facilities, elimination of middlemen and quality production will
improve his income which continues to lag; provision of alternative avenues of
employment in the rural areas will go a long way in reducing the burden of people on
agriculture alone.

The onus is on the multiple stakeholders who have to come together to find sustainable
solutions for the seven hundred to eight hundred million Indians who still live off the
land and the one hundred to two hundred million marginalized urban poor. Given the
current state of Indian agricultural productivity, the land alone can no longer support all
those who depend on it. The time has come for a new burst of investment and
innovation in Indian agriculture aimed at dramatic productivity gains. We must address
complex issues such as land degradation and excess water consumption, and strengthen
Odisha State Open University, Sambalpur
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the links between farms and markets. India‘s tangled regulatory web in agriculture and
forestry has ensnared the disadvantaged; we must strip away these restrictions to
unleash the entrepreneurialism of the nation‘s poor farmers.

The purpose of this chapter is to make the students understand the basics of agriculture
and the place agriculture occupies in the Indian economy. Of course, there is more to
Indian agriculture than what is outlined here. Nevertheless, this unit is a good starting
point for students of Economics.

1.8 Model Questions
1. Describe the Agricultural Scenario at the Period of Independence in India.
2. Discuss the significant features of Indian Agricultural System.
3. Describe the importance of Agriculture in Indian Economy.
4. Describe briefly the Problems arise in Indian Agricultural System.

1.9 Key Words
Agriculture:

It is the art and science of doing cultivation in soil, growing
crops and raising livestock to maintain stability in food
supply to markets.

Economic Planning:

It

is a

resource

computational

allocation

procedure

for

mechanism
solving

based
a

on

a

constrained

maximization problem with an iterative process for obtaining
its solution. Planning is a mechanism for the allocation of
resources between and within organizations contrasted with
the market mechanism.
Agricultural Market:

It is indicating to the services involved in moving an
agricultural product from a farm or industry to the
consumers. Such service involves planning, organizing, and
handling of agricultural products to satisfy farmers,
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intermediaries and consumers in a market structure.
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UNIT-2: DETERMINANTS OF AGRICULTURAL
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Let Us Sum Up
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Model Questions

2.5

Key Words
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2.0 Learning Objectives
After going through this module, you, as a student of Economics will be able to
 Understand the determinants of agricultural production in India.
 Understand the role of the British in the present agrarian structure of India
 Appreciate the need for structural changes in the agrarian sector such as the land
reforms
 The objectives and impact of land reforms in the Indian subcontinent.
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2.1 Determinants of Agricultural Production
Various geo-climatic, socioeconomic, and cultural-political factors determines the
agricultural practices, cropping patterns and their productivity and have both individual
and collective impact on the cropping patterns , the level of agricultural development
and yield of crops in a region. Following major factors influence agriculture:
Physical

factors: Physical

factors

influencing

agriculture

includes,

Terrain,

topography, climate, and soil.
Infrastructural factors: Irrigation, electricity, roads, credit and marketing, storage,
facilities, crop insurance, and research are the key infrastructure for agriculture. The
presence of these facilities is highly inadequate in the country and there is large interstate disparity in their use which has led to dismal agriculture performance in India.
Therefore, there is a need to improve them in leaps and bounds so that agriculture can
get the much-needed facelift in our country.
Institutional Factors
The term ‗institutional factors‘ refers to a particular system under which land is owned
and managed. The ownership and management have a direct bearing on agricultural
productivity and efficiency. The government has given emphasis on institutional
advancement through land reforms, besides technological advancement.
Land Holdings
The average size of landholding has been continuously decreasing on account of an
increasing number of landholders. From an average of 2.28 hectares in 1970-71, it
went down to 1.15 hectares in 2010-11 to 1.08 hectare in 2015-16. In addition to this,
fragmentation of landholdings, lack of off-farm occupations, and inheritance laws of an
equal division of property among heirs, leading to the division of land into small
blocks. However, these small and marginal farmers have a poor economic base.
Consequently, it has an adverse effect on the growth of the agriculture sector. Thus, this
high fragmentation of land restricted and hindered the dissemination of modern
technology in agriculture.
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Agricultural Credit
Credit facilitates farmers to meet the investment as well as working capital
requirements. Therefore, the availability of credit for the agriculture sector must be
easy, adequate, and timely. Despite a large network of Rural Financial Institutions
(RFIs), a large portion of the rural population is continuously neglected by the formal
banking sector in India. And there is always an insufficient credit flow to the
agriculture sector.

Agricultural credit can be classified into short term (loans taken for a period of less than
15 months to purchase seeds, fertilizers and wages etc); medium term credit (for 15
months to 5 years to purchase machinery, etc); long term credit for more than 5 years
for change in cropping pattern; huge farm improvements, etc). Access to credit can be
largely classified into institutional credit and private credit.

Loans availed from

cooprative banks regional rural banks and commercial banks fall under institutional
credit. Loans taken from money lenders, landlords, traders/commission agents come
under the private credit category.
.

2.2

Land Reforms in India

Land reforms was a deliberate attempt to reorganize and transform the prevalent
agrarian systems with the intention of improving the distribution of agricultural
incomes and thus fostering rural development. Land reforms also mean ―equitable
redistribution of land with the aim of increasing productivity and decreasing poverty‖.
It refers to the ―redistribution of land from the few who have to the many who are
landless or own far too little‖. Land reform involves the changing of laws, regulations
or customs regarding land ownership. Land reform may consist of a governmentinitiated or government-backed property redistribution, generally of agricultural land.
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2.2.1 The Pre-British Scenario

In India a proper land revenue system was initiated by Todar Mal during the reign of
Akbar. where land was measured, classified, and the rent was fixed accordingly.
However, under British rule, a drastic change was noticed in the pattern of ownership
of land in India.
2.2.2 Land Ownership Patterns Under The British Rule
Permanent Settlement of Bengal/Zamindari System:
Lord Cornwallis introduced the Permanent Settlement in 1793. Under this system, a
class of landlords called Zamindars was created whose responsibility was to pay a fixed
rent to the government for the lands they owned. They gave out parcels of land to
farmers who became their tenants. Their title to the land was hereditary. What was
intended as a system beneficial for all parties concerned soon turned out to be
exploitative. The State was only concerned with maximising revenue with minimum
effort. The Zamindar too wanted maximum rent from his tenants irrespective of the
land‘s true potential. He could increase his own wealth by extracting most out of his
farmer tenants since his due to the State was fixed. In addition, several layers of
intermediaries were created between the Zamindar and the tenants adding to the burden.
The landless farmers and labourers suffered greatly in poverty. Also, this led to the
creation of a group of rich Indians whose loyalty lay largely with the British. As you
can see the Permanent Settlement gave rise to the Zamindari system of tenancy in
Bengal and soon was adopted in other regions.Another system was called the Jagirdari
system which was similar to the Zamindari system.
The Ryotwari System:
Ryot means the cultivator. In the ryotwari system, the ownership of land was with the
persons or families who actually cultivated the land. Under this system, the proprietor
of land gave the rent and taxes directly to the government in the absence of any
Odisha State Open University, Sambalpur
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middlemen. This started in Madras and was later adopted in Bombay as well. Under
this system, the cultivator was recognized as the properitor with the right to sublet,
mortgage and transfer the land by gift or sale and who could not be evicted from the
land so long as he paid the fixed assessment to the Government.
The Mahalwari System:
This system was introduced by William Bentinck‘s government in Agra and Awadh
and subsequently extended to Punjab. In this system, the village as a whole as a unit of
land ownership. The land revenue was collected by the village headman on behalf of
the whole village. In other words, settlement was made with the entire village or
mahal. The peasants contributed to the total revenue on the basis of their respective
holdings in the area.

The Mahalwari system operated in UP, the North Western

Province, Punjab and parts of Central India.
2.2.3 Consequences of Land Ownership Systems Under the Colonial Rule and the
Subsequent Need for Land Reforms:

The key Consequences of Land Ownership Systems Under the Colonial Rule are:


Extreme peasant indebtedness due to sky-high tax rates.



Creation of a class of a super-rich few who mostly exploited the poor peasants.



Peasants lived in constant fear of eviction.



Poverty was entrenched into the farmer class.

These systems created, at the time of independence, a class of landlords who owned
large swathes of land and innumerable peasants who owned nothing and lived in dire
poverty and misery. Therefore, after independence, the Indian rural society was
symbolised by a rich landowning minority (zamindars/landlords) and an impoverished
landless majority (peasants). Hence the time had come where reforms had to be
initiated and there had to be a system where ownership, operation, leasing, sales, and
inheritance of land had to be regulated. This set of reforms is broadly known as the
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Land Reforms.

Land reforms is generally considered an important step towards

economic and social equality.
2.2.4 Objectives of Land Reforms
The main objecies are:


Redistribution of land to ensure that land is not concentrated in the hands of a
few.



Land ceiling (to disburse surplus land to the small & marginal farmers).



Removal of rural poverty.



Abolition of intermediaries.



Tenancy reforms.



Increasing agricultural productivity.



Consolidation of land holdings and prevention of land fragmentation.



Developing cooperative farming.



To ensure social equality through economic parity.



Tribal protection by ensuring their traditional land is not taken over by
outsiders.

2.2.5 Structure of Land Reform In India
Land Reforms in India has a three-pronged structure:
I. Abolition of Intermediaries
II. Tenancy Reforms
a. Regulation of Rent
b. Security of tenure
c. Owndership Rights for Tenants
III. Reorganization of Agriculture
a. Redistribution of Land
b. Consolidated of fragmented holdings
c. Cooperative Farming
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In India, the abolition of intermediaries has been a largely successful reform. The other
objectives have yielded mixed results and vary across states and overtime periods. Land
reforms come under the State List and so, the success of land reforms varies from state
to state. The most comprehensive and successful reforms took place in the communist
strongholds of Kerala and West Bengal. Andhra Pradesh, Madhya Pradesh and Bihar
saw inter-community clashes as a result of land reforms. We will now go over these
pillars of land reforms in detail.
Abolition of Intermediaries
In India, as we have already seen, there existed a large army of middlemen like
zamindars, mahalwars and ryotwars who collected rent from the actual cultivators and
deposited part of it to the government as land revenue and kept the rest for themselves.
They treated cultivators as slaves. After independence, the abolition of intermediaries
was given great importance. As a result of intermediary abolition, common land such
as forests, waste land, etc., which belonged to the intermediaries was passed on to State
Governments. Nearly 20 million tenants have been brought into direct relationship
with the State and around 173 million acres of land has been taken away from the
intermediaries and given away to landless cultivators.

The Zamindars were paid

compensation for the land taken away from them by the Government.
Zamindari Abolition Acts:
Initially, this acts were passed in various states, were challenged in the courts
considering the violation of right to property enshrined in the Constitution of India.
Accordingly suitable amendments were passed in the Parliament to legalise the
abolition of landlordism. Zamindari abolition acts were passed in many states by 1956.
As a result of this, about 30 lakh tenants and share-croppers acquired ownership rights
over a total of 62 lakh acres of land all over the country.
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Land Ceilings Act:
Land ceiling refers to fixing a cap on the size of landholding a family or individual can
own. Any surplus land is distributed among landless people like tenants, farmers, or
agricultural labourers.
Tenancy Reforms
Tenancy Reforms were concerned with the following three aspects:

Regulation of Rent:
After independence all states enacted law for fixing the rent payable by the tenant
cultivators. Each state has a different rent structure which varies between 25 and 40%
of the produce.

Security of tenure:
Most of the States have passed legislation to provide security to tenant cultivation. The
tenant cannot be evicted from the land for self or personal cultivation, the tenent has to
be given a prescribed minimum area for cultivation.
Owndership Rights for Tenants:
Legislations have been passed to confer ownership rights on tenant-cultivators. In
some states, tenants have been made the owners and asked to pay compensation to
previous owners, ie., landlords in suitable instalments. In some other states, states have
become the owners of land. The tenants have been given the option either to continue
as tenants or become the owners of land by paying the prescribed minimum price to the
state. As a result, approximately 11 million tenants have acquired ownership rights on
15 million acres of land.
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Re-organization of Agriculture
This refers to the changes in the holding of land anyone can hold. This includes any
three of the following policies
Redistribution of Land
In this programme, ceilings are imposed on landholdings. It refers to maximum and
minimum limits to the size of a holding which anyone is permitted to hold. By fixing a
ceiling or an upper limit on the holding, the surplus land can be acquired by the
government and redistributed among landless labourers and small farmers.

An

uneconomic holding is a national loss. The minimum limit will prevent holdings from
falling below a basic minimum. In 1997, the government distributed 72 million acres
among landless farmers.
Consolidation of Land Holdings
It is a measure to fight fragmentation. Small scattered bits of land can be grouped
together into a single compact block and these can be exchanged for land at one place
In this way different plots of the land of one holder may be formed into one plot. This
work started in Punjab in 1921.

At that time voluntary cooperative societies for

consolidation was formed. Later on, legislattion was passed by different states for
compulsory consolidation of holdings. But despite efforts made for over nearly half a
century, only about 30% of the cultivated area could be consolidated in India mostly in
the states of Punjab, Haryana and Uttar Pradesh.
Progress in consolidation of holdings was not successful due to the following reasons.
 The farmers are extemely attached to their ancestral land and do not want
to part with it in exchange for some other land.
 There is a fear among farmers hat they may not get equally better quality
land in exchange.
 The official consolidation machinery is very slow and often very corrupt.
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 Thee is a lack of cooperation from the poorer sections of peasantry who
fear that under the influence of mightly landlords, the government
officials will discriminate against them by taking away more fertile land
and giving them inferior land in exchange.

Cooperative Farming
It is a combination of features of two systems, viz., collective farming on one hand and
peasant proprietorship on the other. Under this scheme, all the land owners in the
village form cooperatiev society for cultivation of land in the village. Small holdings
could be pooled and cultivated jointly to increase the size of the operational unit and to
benefit from economies of scale. The land is aggregated for cultivation purposes but
each cultivator retains the right of property. The produce is distribted among the
members in proportion to the land and the labour contributed by each. It an be adopted
to enlarge the unit of cultivation. This scheme has not been successful in India.
2.2.6 Land Policy Formulation Through the Planning Period (Five Year Plans)
The key results of land reforms, issues and Policy Thrust have been compiled and
summarised in the table below using information from various planning commission
reports.
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Plan Period

Issue

Policy Thrust

Increase area under cultivation.
Community Development networks to
take care of village commons.

Increase land under cultivation. Rights to tenants to cultivate
land. Abolition of intermediaries.

Agriculture mostly dependent on rains
alone. Low land productivity.

Soil conservation. First phase of land reform implementation.
Irrigation development.

Third Plan
1961 – 66

Food security concern. Cultivable
wasteland to be cultivated. Including
all regions into growth.

Intensive area development programme adopted for selected
districts. Soil surveys.

Fourth Plan
1969 – 74

Food security concern. Minimum
dietary requirements to be met.
Incentives for cultivating food crops.
Technical efficiency.

Irrigation and soil conservation in dry-land regions.
Technological changes. Second phase of land reforms with land
ceiling acts and consolidation of holding.

Fifth Plan
1974 – 79

Problems of degradation. Droughtprone areas.

Drought-prone area development. Desert area development
programmes. Soil conservation. Dry farming.

Sixth Plan
1980 – 85

Underutilization of land resources.
Drought-prone areas.

Land and water management programme under drought-prone
area programme in select areas.

Plan

Soil erosion. Land degradation.
Deforestation. Degradation of forest
lands.

Soil and water conservation. Prevention of land degradation.
Wastelands Development programmes.

Eighth Plan 1992
– 97

Dryland and rain-fed areas needing
attention. Degradation of land is
irrigated command areas.

Watershed approach. Soil conservation combined with
watershed programmes. Agro-climatic regional planning
approach incorporated.

Ninth Plan 1997
– 2002

Land
degradation.
Integrating
Watershed Development Programme
across various components. Gap
between potentials and actual crop
yields need to be bridged. Need for a
long-term policy document.

Bringing underutilized land under cultivation. Management of
wastelands. Maintenance of village commons. Decentralized
land management system. Panchayati Raj institutions to manage
the village lands. Rethinking on land legislation.

First Plan
1951 – 56

Second
1956 – 61

Seventh
1985 – 90

Plan
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2.2.7 Limitations of Land Reforms


There are still many small and marginal farmers in India who pray to the
clutches of moneylenders and continue to remain indebted.



Rural poverty still exists.



Land ceiling varies from state to state.



Many plantations were exempt from land ceiling act.



Many people own huge tracts of land under ‗benami‘ names.

2.3 Let Us Sum Up
To summarize the entire discussion on structural changes and land reforms, the thrust
of policies in the first decade of planning was on institutional and agrarian reforms. In
an agrarian economy like India with great scarcity and unequal distribution of land,
coupled with a large mass of below poverty line (BPL) rural population, there are
compelling economic and political arguments for land reform. Not surprisingly, it
received top priority on the policy agenda at the time of independence. This module
throws light on determinants of agricultural production and land reforms.
Understanding of land reforms and agricultural productivity are highly interlinked and
this is important for the students of agricultural economics.

2.4 Model Questions
1. Write down the determinants of Agricultural Production.
2. What is Land Reform System? Describe it‘s Structure and Objectives.
Q3. Briefly describe the consequences of Land Reform System under colonial rule.

2.5 Key Words

Land Reforms:

Land reforms includes reforms such as ceiling on land holding,
regulation of rent, conferment of ownership to tenants and
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similar other reforms intended to ensure equitable redistribution
of land with the aim of increasing productivity and decreasing
poverty. It refers to the redistribution of land from the few who
have excess land to the many who are landless or own far too
little.Land reform involves the changing of laws, regulations or
customs

regarding

land

government-initiated

or

ownership.

Thus,

it

government-backed

involves
property

redistribution, generally of agricultural land.
Land Ceiling:

Specify the maximum limit of land holding by a person

Cooperative

An act of forming an autonomous association small farmers

framings:

where their small land holdings are pooled and cultivated jointly
to increase the size of the operational unit and to benefit from
economies of scale. Thus, it combines features of two systems,
viz., collective farming on one hand and peasant proprietorship
on the other.

Agricultural

Provision to provide credit to the agricultural farmers to meet

Credits:

their short-term,

medium

term

and long-term

financial

requirements for the purpose of agriculture.
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UNIT-3:

NEW

AGRICULTURE

STRATEGIES

AND

GREEN REVOLUTION
Structure:
3.0 Learning Objectives
3.1 Introduction- New Agricultural Strategies and Green Revolution
3.2 Food Problem, Food Security and Food Policy in India before Independence.
3.3 Food Problem, Food Security and Food Policy in India after Independence
3.4 Factors Responsible For the Food Problem in India
3.5 Policy Measures Adopted by the Government to solve the Food Problem
3.6 Green Revolution and High Productivity
3.7 Features of Green Revolution
3.8 The Three Phases of Green Revolution
3.9 Impact of Green Revolution
3.10 Limitations of Green Revolution
3.11 Let Us Sum Up
3.12 Model Questions
3.13 Key Words
3.14 References
3.15 Text Books
3.16 Reference Books

3.0 Learning Objectives
After going through this module, you, as a student of Economics will be able to
 Understand the food-related problems in India and the context of Green
Revolution in India.
 Understand the components of Green Revolution and see how the Green
Revolution as a strategy, has helped India in becoming self-sufficient in food.
 Understand the impact and limitations of Green Revolution.
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3.1 Introduction- New Agricultural Strategies and Green Revolution
The production of food within India was insufficient in the years from 1947 to 1960
because of growing population and famine. Food availability was only 417 g per day
per person. Many farmers were in debt, and they had become landless labourers. There
was a severe shortage of food crops as well as commercial crops.

Around this period, Norman Borlaug, an agronomist, contributed to the green
revolution significantly, and this had set out its effects throughout the world. He
provided new seeds for cultivation, which were stocky, disease-resistant, fast-growing,
and highly responsive to fertilizers.

In India, the green revolution was launched under the guidance of geneticist Dr. M. S.
Swaminathan. It started around 1960s and helped in increasing food production in the
country.

The green revolution's primary aim was to introduce high-yielding varieties (HYVs) of
cereals to alleviate poverty and malnutrition. However it cannot be denied that the
green revolution was capable of mitigating hunger and malnutrition in the short term.

The New Agricultural Strategy was adopted in India during the Third Plan i.e., during
1960. As suggested by the team of experts of the Ford Foundations in its reports
―India‘s crisis of food and steps to meet it‖ in 1959, the government decided to shift the
strategy followed in agricultural sector of the country. Green revolution was based as
new technology and new application of inputs like HYV seeds, fertilizers, irrigation
water, and pesticides among others. Since all these brought sudden reformation in
agricultural practices and spread quickly to attain dramatic results thus, it is termed as
revolution in green agriculture. Thus, the traditional practices are gradually being
replaced by modern technology and agricultural practices.
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Accordingly, in 1960, from 7 states - 7 districts were selected and the government
introduced a pilot project known as Intensive Area Development Programme (IADP)
into those 7 districts for introducing intensive effort for raising agricultural production
and productivity though the introduction of modern inputs like fertilisers, credit,
marketing facilities, etc. later on this project was extended to remaining states and 1
district from each state was selected for intensive development. In 1965, 144 districts
were selected for intensive cultivation and the programme was renamed as Intensive
Agricultural Areas Programme (IAAP).In the Kharif season, in 1966, India adopted
High Yielding Varieties Programme (HYVP) for the first time.

This programme was adopted as a package programme as the very success of the
programme depends upon adequate irrigation facilities, application of fertilisers, high
yielding varieties of seeds, pesticides, insecticides, etc. this new strategy is also known
as modern agricultural technology or green revolution. In the initial stage, HYVP along
with IAAP was implemented in 18.9 million hectares of area which was gradually
enlarged to 75.0 million hectares in 1995-96 which accounted to early 43%of the total
net sown area of the country. As the new HYV seeds require shorter duration to grow
thus it paved the way for the introduction of multiple cropping i.e. to have two or even
three crops throughout the year.

3.2 Food Problem, Food Security and Food Policy in India Before
Independence
India has been facing food crisis since long period. During Second World War India
experienced a severe food crisis leading to a phenomenal increase in the prices of food
grains. One of the darkest periods of British rule over India was 1943 when the Bengal
Famine Struck – an estimated 20 to 30 lakh men, women and children died of
starvation and disease. This was a result of a colonial power whose only motivation was
to exploit India economically. There were virtually no investments made in agriculture
by the British - be it universities for human resources, research institutions for
developing better varieties of food grain and vegetables or large-scale agricultural
infrastructure like irrigation projects from dams to canals. As a result hunger, poverty
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and abounded in India. By the time the British left in 1947, India‘s agrarian economy
was on the brink of a collapse - India was a net importer of food grain. In order to meet
the situations, the rationing system was introduced and about 45 million people were
covered by this rationing system. But due to corrupt and inefficient administrative
structure, the entire system failed leading to a widespread hoarding and speculation of
food grains causing huge suffering of millions of people of the country.

3.3 Food Problem, Food Security and Food Policy in India After
Independence
The partition of India in 1947 again aggravated the food crisis as after partition the
country received about 82 percent of the population but had to manage with nearly 45
percent of the total cultivated area under cereals and with 69 percent of the irrigated
area. The country had to forego the surplus area of West Punjab and Sind. Thus, while
the separation of Burma aggravated the situation and forced the country to import rice,
the partition of the country again forced the country to import wheat from foreign
countries.

When India became independent in 1947, 90% of its population lived in 600,000
villages depending mainly on agriculture for their subsistence. For a few centuries,
Indian agriculture remained unchanged without any technological changes in
agricultural practices. The technologies employed in agriculture were the seeds
cultivated by the farmers having a genetic makeup that went back thousands of years
and the involvement of wooden ploughs, waterwheels, and bullock carts, along with the
agricultural practices driven by the energy provided by animals and humans. Therefore,
failure of the agriculture sector to meet the demands of India after 1947 until 1965
reflected negatively in the growth of the industrial sector. The lack of proper
technological change and land reforms combined with droughts brought India to the
verge of massive famine in the mid-1960s. However, this situation was averted by
massive shipments of subsidized food grains mainly wheat by the USA. This measure,
in turn, depleted the reserves of the nation. So, in order to save the reserves and to
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increase the productivity of cereals, all the stakeholders and donor agencies decided to
induce changes in agricultural technology and practices.

3.4 Factors Responsible For the Food Problem in India
The following are some of the important factors which are responsible for this
persisting food problem in the country
1. High rate of population growth.
2. High marginal propensity to consume.
3. Inadequate increase in the production of food grains.
4. Hoarding of food grains.
5. Increase in farm consumption.
6. Corrupt administrative practices.

3.5 Policy Measures Adopted by the Government to Solve the Food
Problem
The policy measures adopted by the Government during the planning period can be
broadly classified into four headings:
(1) Measures to increase output.
(2) Measures to improve the distribution system.
(3) Import of food grains, and
(4) Price incentive to agricultural producers.

Of these, the measures to increase agricultural output can be classified into two types:

(a)Technological measures: Since 1966, the Government adopted New Agricultural
Strategy through the application of HYV seeds, fertilizers, pesticides etc. and adopted
farm mechanization technique through the use of tractors, oil engines, tube wells etc.

(b) Land Reforms: Various land reforms measures were introduced and also
legislation was adopted to bring ceiling on land holding, regulation of rent, conferment
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of ownership to tenants etc.

3.6

Green Revolution and High Productivity

The green revolution led to high productivity of crops through adapted measures, such
as
(1) Increased area under farming,
(2) Double-cropping, which includes planting two crops rather than one,
annually,
(3) Adoption of HYV of seeds,
(4) Highly increased use of inorganic fertilizers and pesticides,
(5) Improved irrigation facilities, and
(6) Improved farm implements and crop protection measures and modifications
in farm equipment.

3.7

Features of Green Revolution

Revolutionary in Nature

The Green Revolution is considered to be revolutionary in character as it based on new
technology, new ideas, new application of inputs like HYV seeds, fertilisers, irrigation
water, pesticides, etc. As all these were brought suddenly and spread quickly to attain
dramatic results thus it is termed as revolution in green revolution.

Use of HYV Seeds

The most important strategy followed in green revolution is the application of high
yielding (HYV) seeds. These HYV seeds are of shorter stature and mature in a shorter
period of time and are useful where sufficient and assured water supply is available,
and requires 4 to 10 times more of fertilisers than that of traditional variety. The
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distinguishing characteristic of new technology lies in the substitution of traditional
robust but low-yielding varieties of seed with the new seeds. These new seeds had the
physiological attribute of being able to turn large amounts of soil nutrients into grain
rather than leaf growth. This enables the plant to produce higher yields especially so if
the supply of nutrients in the soil can be increased. This in turn creates the demand for
chemical fertilizers to supplement the natural fertility of the soil.

Because these

nutrients in concentrated form, they have to be applied with adequate supplies of water
to enable the plant to absorb them without damaging itself. A lack of adequate water
supply not only reduces the yield, but may do so substantially.

Thus, the basic characteristic of new technology is the application of a number of inputs
which are complementary to each other. The application of these joint inputs yields
much larger volumes of output of food grains as a result, largely by increasing yield per
acre. However, in order to assess the impact of the technology on Indian agriculture,
we have to also take into account some of the economic characteristics of that
technology. In an economy where labour is relatively plentiful, it has low opportunity
cost.

Economic Aspects of the New Technology

The new practices therefore are much more expensive to the farmer in comparison with
the traditional inputs used in agriculture. This has three implications. Firstly, the
extent to which the various inputs are applied in practice depends not on some
technologically efficient dosage but on an economically optimum one.

This depends

in turn on the relative prices of inputs and outputs facing the producer.

As

technologically some of the inputs are complementary, the extent to which the
application of a particular input can be profitably pushed depends also on the
availability of, and the ability to purchase, other inputs.
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Confined to Wheat revolution

Green Revolution is mostly confined to wheat crop at the neglect of the other crops.
Presently 90% of lands engaged in wheat cultivation are benefitted from this new
agricultural strategy. Most of the HYV seeds are related to wheat crop and major
portion of chemical fertilisers are also used in wheat cultivation. Therefore green
revolution can be considered as wheat revolution.

Narrow Spread

The area covered through green revolution was initially very narrow as it was very
much confined to Punjab, Haryana and western Uttar Pradesh. It is only in the recent
years that coverage is gradually being extended to other states like West Bengal,
Assam, Kerala and other southern states.

3.8 The Three Phases of Green Revolution
Gulati and Fan identify three phases of Green Revolution:
The First Phase: 1966-72:
In 1965, India allowed the introduction of new high-yielding seed varieties of wheat
(imported from Mexico). In 1966, India imported 18,000 tonnes of HYV of wheatseeds and distributed the same in highly irrigated areas of Punjab, Haryana, and
Western UP, where the past investments in irrigation had paid rich dividends. As a
result the increase in yield was found to be more than double the existing levels. Thus
it established the potential to dramatically increase wheat production and food grain
supply. Under the new agricultural policy, the spread of HYVs was supported by
public investments in fertilizers, power, irrigation and credit.

The total amount of food grains harvested increased from 74 million tonnes (mt) in
1966-67 to 105 mt in 1971-72, and that year India became self-sufficient, with grain
imports declining to nearly zero.
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These outcomes were possible because of
 The favourable pricing policy and adequate incentives provided to the farmers.
 The dynamism of the national research system that proceeded to indigenize the
new seeds and successfully tackle their shortcomings.

Improved agricultural production resulting from modern input and technologies led to a
rise in farmer income (the trickled down benefiting the poor). Further, the resultant
output growth and increased grain supplies caused a decline in real food grain prices,
benefitting the poor. Thus, rural poverty declined significantly in this phase, from 64%
in 1967 to 56% in 1973.

The Second Phase: 1973-1980:

In agriculture, private wholesale traders who indulged in hoarding came under attack
because due to their speculative motives. They were considered responsible for
fluctuations in food grain supplies and its prices. Thus, in 1973-74, the government
took over the wholesale trade in wheat, which proved a disaster and therefore it was
soon abandoned. Wheat procurement was hindered by limited supply results from
droughts in several states in 1972-73. Following two consecutive droughts in 1972-73,
food grain production decreased by 7.7 % and India slid back into the trap of food grain
imports of an average of about 4 mt a year from the USA between 1973 and 1976.
Also, between 1973 and 1980, the subsidy bill of agriculture grew steadily.

Also during this period, groundwater irrigation gained importance (with an increase in
its share rising from 0.55% to 19.5%) between 1960 and 1975 . During this period
private investment in tube wells by farmers who reinvested the income from the earlier
burst in food grain production were also observed. As a result, power subsidies for
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water pumping grew dramatically, reaching 44% of the total input subsidy at the start of
the 1980s.

The extension of HYV technology from wheat to rice, coupled with the growth of the
tube wells, spread the green revolution to new areas. This was indeed a new phase in
the expansion of domestic production. From 1972-73 to 1979-80, production as well as
yields of food grains showed remarkable growth, at 3.1% and 2.5%, respectively, and
rural poverty declined from roughly 56% to 50%.

The Third Phase: 1981-90:
In the 1980s, India consolidated its status as a self-sufficient country as a result of the
following:
 Rice production registered a growth of 39 % which soared up to 63.8 mt in
1986, from 37.0 mt in 1964.
 Wheat output grew, too, from 12 to 47 mt in 1986, a year in which India had her
first 25.4 mt of grain buffer stocks.

That is why, when in 1987, the worst drought of the century attacked the country; food
needs could be easily met without any loss of lives.

During this phase, the HYV technology spread eastward to states like West Bengal and
Bihar. Both these states experienced surpluses in rice, with output over the 1980s
growing at 5.0% and 3.7% respectively. However, in the rest of the country, the Green
Revolution ran out of steam by 1985, once the new seed varieties had been widely
adopted in the main producing regions. Yields for rice and wheat that had grown
respectively, by 3.5% and 4.5% per annum between 1967-68 and 1984-85 slowed down
to 2.3 and 2.4% per year between 1985-86 and 1999-2000. With the HYV technology
exhausting its impact in the mid-1980s, input subsidies were steadily increased to
continue sustaining food grain production growth. By 1991, input subsidies had grown
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to 7.2% of agricultural GDP as compared to 4.4% in 1980 and 2.0% of the total GDP
from 1.5% in 1980.

3.9

Impact of Green Revolution

Due to the introduction of New Agricultural Strategy, the volume of agricultural
production and productivity has observed the following:
 Increase in agricultural production
 Increasing employment opportunities
 Strengthening the forward and backward linkages

3.10 Limitations of Green Revolution
The limitations of Green Revolution are discussed as below:













Increase in regional disparity
No response from small and marginal farmers
Market Oriented
Unwanted Social Consequences
Growth of Capitalist Farming
Widened Disparity
Debt burden of farmers
Heavy Water Consumption
Extinction of Indigenous Varieties of Crops
Food Consumption Pattern
Health-Related Impacts on the General Population
Adverse impact of pesticides on Farmers and common public

3.11 Let Us Sum Up
Considering limitations of the first green revolution in India, the government is now
planning to introduce Second Green Revolution in the country with the objective of
attaining food and nutritional security of people which at the same time augmenting
farm incomes and employment through this new approach. The government is of the
view that with more advances in science and technology in areas such as biotechnology
coming from private sector, it was important to ensure availability of these products to
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the poor farmers. The success of the second green revolution would depend largely on
the strategies which would make it sustainable and make the green revolution really
green.

3.12 Model Questions
1. Discuss the food policy in India after Independence.
2. How did Green Revolution bring about higher productivity in Indian agriculture?
3. Briefly describe the limitations of Green Revolution.

3.13 Key Words
Green Revolution

The Green Revolution is on new technology, new ideas,
new application of inputs like HYV seeds, fertilisers,
irrigation water, pesticides, etc to augment the Agricultural
production.

High

Yielding Seeds producing crops (rice and wheat in particular) in

Varieties of Seeds.

large quantities.

Farm Productivity

The agricultural output as a ratio of agricultural inputs.
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UNIT-4: RURAL CREDIT
Structure:
4.0

Learning Objectives

4.1

Introduction-Rural Credit: The Importance of Capital Accumulation and the
Agriculture Sector

4.2

Types of Rural Credit

4.3

Sources of Rural Credit

4.3.1 Institutional Rural Credit
4.3.2 Non- Institutional Rural Credit
4.4

Rural Population, agricultural activities and the nature of rural financial markets

4.5

The Three Problems associated with Rural Credit

4.6

Need and Importance of Institutional Agricultural Credit

4.7

Problems associated with Institutional Credit in India

4.8

Policy Changes in Rural Credit Since 1960s

4.9

Impact of Institutional Credit On Various Facts of Agriculture

4.10 Present Loan Schemes Available for Agricultural Credit
4.11 Let Us Sum Up
4.12 Model Questions
4.13 Key Words
4.14 References
4.15 Text Book
4.16 Reference Books

4.0 Learning Objectives
After going through this module, you, as a student of Economics will be able to
 Understand the nature importance of rural credit in the Indian economy.
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 Understand in-depth the nature of the rural financial markets and how they
operate.
 Appreciate the problems associate with traditional farmers with regard to credit
and the policy changes with regard to credit.
 Keep abreast of the changing trends in the agricultural credit ecosystem.

4.1 Introduction- Rural Credit: The Importance of Capital
Accumulation and the Agriculture Sector
There is thus a need to increase the credit flow to agriculture, raise productive capacity
of land and enhance the potential of water resources as well its use efficiency for
agricultural development. In this context, the financial institutions play a dominant role
in mobilising savings and then channelizing those savings for investments into
productive economic activities. The focus of this unit – ―Rural Credit‖ is on the
institutions that make agricultural credit possible, or in other words, these are the
institutions that put money in the farmers‘ hands when they need it most.

4.2 Types of Rural Credit
Considering the period and purpose of the credit requirement of the farmers of the
country, agricultural credit in India can be classified into three major types. They are:
a. Short term credit: The Indian farmers require credit to meet their short term
needs viz., purchasing seeds, fertilizers, paying wages to hired workers etc. for a
period of less than 15 months. Such loans are generally repaid after harvest.
b. Medium-term credit: This type of credit includes credit requirement of farmers
for a medium period ranging between 15 months and 5 years and it is required
for purchasing cattle, pumping sets, other agricultural implements etc. Mediumterm credits are normally larger in size than short term credit.
c. Long term credit: Farmers also require finance for a long period of more than 5
years just for the purpose of buying additional land or for making any
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permanent improvement on land like the sinking of wells, reclamation of land,
horticulture etc. Thus, the long term credit requires sufficient time for the
repayment of such loan.

4.3 Sources of Rural Credit
One of the important characteristics of rural credit markets in India is the co-existence
of two distinct sectors: the formal sector comprising commercial banks, credit
cooperatives and regional rural hanks; and the informal sector having wide variety of
lenders viz. agricultural money lenders, professional money lenders, landlords, trader
sand commission agents, shopkeepers, relatives and friends. The various sources of
rural credit are as below:

4.3.1 Institutional Rural Credit

The main motive of institutional or formal credit is to assist the farmers in raising their
agricultural productivity and maximising their income. Rural Credit can be broadly
divided into institutional and non-institutional credit sources.

Institutional credit

sources can be any of the following:
(i) Co-operative Credit Societies:
The cheapest and the best source of rural credit in India is definitely the co-operative
finance. In India the active primary agricultural credit societies (PACS) cover nearly 86
per cent of the Indian villages and account for nearly 36 per cent of the total rural
population of the country.

(ii) Government :
Another important source of agricultural credit is the Governmentof our country. These
loans are known as taccavi loans and are lend by the Government during emergency or
distress like famine, flood etc. The rate of interest charged against such loan is as low
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as 6 per cent. During 1990-91, the state Governments had advanced nearly Rs 350 crore
as a short-term loan to agriculture. But the taccavi loan failed to become very much
popular due to official red-tapismand corruption.
(iii)

Land Development Banks:

Land development banks are advancing long term co-operative credit for 15-20 years to
the farmers against the mortgage of their lands for its permanent improvement,
purchasing agricultural implements and for repaying old debts.
(iv)

Commercial Banks:

In the initial period, the commercial banks of our country have played a marginal role
in advancing rural credit. In 1950-51, only 1 percent of the agricultural credit was
advanced by the commercial banks. But after the nationalisation of commercial banks
in 1969, the commercial banks started to extend financial support both directly and
indirectly and also for both short and medium periods. With the help of ―village
adoption scheme‖ and service area approach the commercial banks started to meet the
credit and other requirements of the farmers. They also sponsored various regional rural
banks for extending credit to small and marginal farmers and rural artisans just to save
them from the clutches of village moneylenders.
(v) Co-operative Credit Societies:
One of the most economical sources of funding for farmers, co-operative credit
facilitates credit to small- and medium-scale farmers. These short-term credits are
extended by Primary Agricultural Credit societies or PACs. Nonetheless, these societies
have not been able to minimize the influence of moneylenders on the Rural Credit
market.
4.3.2 Non-Institutional Rural Credit

i) Money Lenders:
These moneylenders were supplying a major portion of agricultural credit and indulged
into malpractice like manipulation of accounts and charged exorbitant rate of interest.
Due to all these factors the share of moneylenders in total farm credit has declined
sharply.
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ii) Traders and Commission agents:
Traders and commission agents are also advancing loan to the agriculturist for
productive purposes before the maturity of crops and then force the farmers to sell their
crops at very low prices and charge heavy commission. This type of loans is mostly
advanced for cash crops. Their importance has been declining in recent years.
iii) Relatives
Cultivators are also normally borrowing fund from their own relatives in times of their
crisis both in terms of cash or kind. These loans are a kind of informal loans and carry
no interest and are normally returned after harvest. The importance of this source of
farm credit is also declining as its share of agricultural credit is also declining very
sharply.
iv) Landlords:
In India, small as well as marginal farmers and tenants are also taking loan from the
landlords for meeting their financial requirements. This source has been following all
the ill-practices followed by money-lenders, traders etc. Sometimes landless workers
are even forced to work as a bonded labour. Thus, the non-institutional sources of farm
credit have been facing serious loopholes like exorbitant rate of interest, loan for
unproductive purposes, non-repayment of loan etc.

4.4 Rural Population, Agricultural Activities and the Nature of Rural
Financial Markets
Rural populations in developing countries are inherently more difficult to provide with
financial services than urban populations are. They are spatially dispersed and
transportation costs are high relative to incomes, leading to problems of access. Loan
sizes tend to be small on average, leading to higher unit costs of processing loans.
Literacy rates are lower than in urban areas, sometimes generating suspicion of
paperwork and creating problems of eligibility in signing contracts. Documented credit
histories are essentially non-existent.
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Agricultural activities, which are pursued by a large share of rural populations, are
subject to climatic risk and risk of price fluctuations to a much greater extent than urban
economic activities are. Accordingly, income levels are more subject to fluctuations, as
well as being lower, than those in urban areas. Rural borrowers are less likely to have
tangible, documented collateral than urban borrowers.

Stiglitz summarizes some features of rural financial markets in the following points:
 Rural credit markets do not seem to work like classical competitive markets are
supposed to work. Interest rates charged by moneylenders may exceed 75
percent per year, and in some periods credit is unavailable at any price. . ..
neither the traditional monopoly [by moneylenders] nor the perfect markets
view can explain other features of rural credit markets which are at least as
important and equally puzzling as high interest rates:
 The formal and informal sectors coexist, despite the fact that formal interest
rates are substantially below those charged in the informal sector.
 Interest rates may not equilibrate credit supply and demand: there may be credit
rationing, and in periods of bad harvests, lending may be unavailable at any
price.
 Credit markets are segmented. Interest rates of lenders in different areas vary by
more than plausibly can be accounted for by differences in the likelihood of
default.
 There is a limited number of commercial lenders in the informal sector, despite
the high rates charged.
 In the informal sector interlink ages between credit transactions and transactions
in other markets are common.
 Formal lenders tend to specialize in areas where farmers have land titles.

4.5 The Three Problems Associated with Rural Credit
The new views of rural credit markets are based on the following three observations:-
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 The Screening Problem: Borrowers differ in the likelihood that they will default,
and it is costly to determine the extent of that risk for each borrower.
 The Incentives Problem: It is costly to ensure that borrowers take those actions
which make repayment most likely.
 The Enforcement Problem: It is difficult to compel repayment.

4.6 Need and Importance of Institutional Agricultural Credit
Due to all the above-mentioned issues of nature of rural credit, availability and access
to adequate, timely and low-cost credit from institutional sources is of great importance
especially to small and marginal farmers. Along with other inputs, credit is essential for
establishing sustainable and profitable farming systems. Most of the farmers are small
producers engaged in agricultural activities in areas of widely varying potential.
Experience has shown that easy access to financial services at affordable cost positively
affects the productivity, asset formation, and income and food security of the rural
poor. The major concern of the Government is therefore; to bring all the farmer
households within the banking fold and promote complete financial inclusion.

4.7 Problems Associated with Institutional Credit In India
It has been noted that though the institutional agricultural credit has increased on an
overall basis but its growth is not equally spread in all the regions of the country. The
developed regions had greater access to credit as compared to less developed regions.
Similarly, the dependence of small and marginal farmers is still very high on noninstitutional sources. The transaction costs of borrowing from formal institutions to the
borrowers are high due to complicated lending procedures, required documentation and
tangible loan collaterals while such costs are less in non institutional sources due to
flexibility in lending, no requirement for documentation and loan security. Even from
the lenders‘ point of view, the transactions cost of agricultural lending is considered to
be high due to heavy overheads and large number of small loans.
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Further, the rural financial institutions are reeling under the problem of poor recovery
due to variability in agricultural incomes, low incomes of small holders and expectation
of waiver of loans causing wilful default, multiplicity of lending agencies, etc. In recent
years, many parts of the country are facing the problem of suicides of farmers
associated with increasing indebtedness in the rural sector due to deceleration in
agricultural production, productivity and incomes.

In this context, it becomes important to understand the growth and distributional
aspects of institutional agricultural credit over time, its role in promoting use of modern
production inputs and private capital formation and analysing its shortcomings and
weaknesses in not meeting the objectives of agricultural credit policy of equity,
adequacy, cost effectiveness, low prices and playing pro-active role in increasing
agriculture production. The problem of indebtedness and suicides in the rural are also
important issues in rural credit that is closely connected with rural credit.

Therefore, persistent issues in rural credit are the following:
 Regional disparities, for instance, share of credit in Eastern and North Eastern
regions is lower than other regions and not commensurate with their share of
population;
 Inter-personal inequity, that is, formal credit is not equally accessible and
affordable across gender, caste, class, etc.;
 Poor loan recovery, especially in crises; and
 Poor health of rural financial institutions, making them ineligible for refinance
from
 NABARD.
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4.8 Policy Changes in Rural Credit Since 1960s
Many policy changes have taken place since 1960, when the agricultural credit scenario
was largely dominated by private informal sources of credit, to increase the flow of
institutional credit to the agriculture sector. The major ones are:
 The co-operative credit structure was strengthened by reorganising and merging
weak credit societies with strong societies.
 The number of village level co-operative societies also increased.
 The participation of scheduled commercial banks (SCBs) prticularly after the
nationalisation of commercial banks (CBs) in 1969, they were mandated to
increase their geographical and functional presence in the rural areas.
 Regional Rural Banks, was set up in 1975.
 To meet the challenges of institutional agricultural credit, both short-term and
long-term, the apex institution namely National Bank for Agriculture and Rural
Development (NABARD) was created in July 1982.
 To increase the flow of agricultural credit, new approaches were also initiated
like Service Area Approach, micro finance and Kisan Credit Cards.
 The new technology was widely adopted and capital investments on developing
irrigation structures, development of land and farm machinery were made to
realise the full potential of new high-yielding technology.

According to the survey, in 2018, institutional credit amounted to about 66 per cent of
the total outstanding credit in rural areas, the highest since Independence.

In sharp

contrast, nearly five decades ago in 1971, institutional credit was available to hardly 29
per cent of the households in India‘s rural areas. The survey, however, notes that the
change has not occurred uniformly everywhere. In certain states, non-institutional
creditors still dominate the lending business, but the trend is shifting downwards there
too. According to the survey, in 2018, institutional credit amounted to about 66 per cent
of the total outstanding credit in rural areas, the highest since Independence.
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As on 30 June 2018, non-institutional financiers, mostly professional money lenders
and relatives, accounted for about 34 per cent of the total credit in rural India. But in
states such as Andhra Pradesh, Telangana and Bihar, they still accounted for more than
50 per cent of the total outstanding loans. Even in Jharkhand (40.6 per cent), Odisha
(40.8 per cent), Rajasthan (46.6 per cent), Uttar Pradesh (37.2 per cent) and Madhya
Pradesh (34.4 per cent), non-institutional lending was a bit higher than the national
average of 34 per cent in rural areas. In sharp contrast, nearly five decades ago in 1971,
institutional credit was available to hardly 29 per cent of the households in India‘s rural
areas. However the change has not occurred uniformly everywhere. In certain states,
non-institutional creditors still dominate the lending business, but the trend is shifting
downwards there too.

4.9 Impact of Institutional Credit on Various Facets Of Agriculture
The provisioning of institutional credit has impacted the agriculture sector in following
ways
1. In Fostering Modern Technology and Capital Formation
2. Transaction Costs of Agricultural Credit
3. Loan Over dues
4. Positive association with productivity of food grains and irrigated area
5. Economic Viability of Rural Credit Institutions
6. Access to Institutional Credit of Small Farmers
7. Indebtedness of farmers
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4.10 Present Loan Schemes Available for Agricultural Credit
Credit Facility to Farmers

S.NO

Credit

Quantum of Assistance

Facility
1

Interest

Crop loan upto Rs.3 lakhs at 7% rate of interest. This interest

Assistance

rate becomes 4% due to 3% interest subvention incentives

Collateral

/

security-free

provided to those farmers who repay crop loan on time.
No need of collateral security for farm loan up to Rs 1.6 lakh

loan
2

Kisan Credit

Farmers can avail crop loan through Kisan Credit Card. Loan

Card

/credit limit is fixed on the basis of crop sown and area under
cultivation. Kisan Credit Cards are valid for 3-5 years. Farmers
are also provided risk coverage in the event of accidental
death/ disability. Crop coverage loans are covered under
the Crop Insurance Scheme.

3

Investment

Loan facility to the farmers is available for investment

Loan

purposes

in

the

areas

viz.

Irrigation,

Agricultural

Mechanization, Land Development, Plantation, Horticulture
and Post-Harvest Management

Crop insurance schemes in India:
Four insurance schemes are being implemented namely by the government to support
farmers.
 Pradhan Mantri FasalBima Yojana (PMFBY)
 Weather based Crop Insurance Scheme (WBCIS)
 Coconut Palm insurance scheme (CPIS) and
 Pilot Unified Package insurance scheme UPIS) (45 districts).
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4.11 Let Us Sum Up
The Indian economy is changing, so is the agriculture sector. There are changes in the
livelihood pattern, pattern of holdings and input-output mix. The rural credit institutions
shall have to shed their inhibitions to support the process of agricultural diversification
and development. A progressive integration of financial market with emphasis on self
regulation, accountability and autonomy of the institutions with social responsibility
will be required.

4.12 Model Questions
1. What are the different types of rural credit?
2. State the importance of institutional rural credit.
3. Briefly describe the importance of agricultural credit on Indian agriculture.

4.13 Key Words
Rural Credit

Various formal and informal credit made available in rural
area for the tenants and rural households.

Non-institutional rural Includes credits from money lenders like zamindar, land
credit

lords etc.
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UNIT-05

AGRICULTURAL

MARKETING

AND

WAREHOUSING
Structure:
5.0 Learning Objective
5.1 Introduction – Agricultural Marketing and Warehousing
5.2 Dimensions of a Market
5.3 Definitions of Agricultural Marketing
5.4 Key Aspects of Agricultural Marketing
5.5 Characteristics of Agricultural Products, Production and Marketing
5.6 Importance of Agricultural Marketing
5.7 Marketing Functions with Respect to Agricultural Goods
5.8 Problems in Agricultural Marketing in India
5.9 Warehousing
5.10 The Important Functions of Warehouses
5.11 Warehousing In India: CWC, SWC, FCI
5.12 The Present state of Agricultural Warehousing
5.13 Let Us Sum Up
5.14 Model Questions
5.15 Key Words
5.16 References
5.17 Text Books
5.18 Reference Books

5.0 Learning Objectives
After going through this module, you, as a student of Economics will be able to
 Understand the nature importance of agricultural marketing and warehousing in
the context of Indian agriculture. rural credit in the Indian economy.
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 Understand in-depth the nature of agricultural marketing and warehousing, the
contribution to the economy, importance and areas of improvement of the same.
 Understand how the lack of proper facilities in terms of agricultural marketing
and warehousing has proven to be a huge bottleneck for the development of
Indian agriculture.
 Appreciate the changing needs of the agricultural sector in the context of today‘s
globalized world.

5.1 Introduction – Agricultural Marketing and Warehousing
In recent years, increasing demand for processed or semi-processed food products
requires customised value addition in the raw agricultural produce to cater to the need
of diversified consumer. These require movement of food products from producer to
consumers after proper value-addition. Agricultural marketing brings producers and
consumers together a series of activities and becomes an essential element of the
economy. The scope of agricultural marketing is beyond the final agricultural produce.
It also focuses supply of agricultural inputs (factors) to the farmers. Before moving on
to understanding agricultural marketing and its importance, etc., it is imperative to
understand the various dimensions of any market and understand that in the context of
agricultural marketing.

5.2 Dimensions of a Market
There are various dimensions of any specified market. These dimensions are:
1. Location
2. Area or coverage
3. Time span
4. Volume of transactions
5. Nature of transactions
6. Number of commodities
7. Degree of competition
8. Nature of commodities
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9. Stage of marketing
10. Extent of public intervention
11. Type of population served
12. Accrual of marketing margins

5.3 Definitions of Agricultural Marketing
The term agricultural marketing is composed of two words- agriculture and marketing.
Agriculture, generally means growing and/or rising of crops and livestock while,
marketing encompasses a series of activities involved in moving the goods from the
point of production to point of consumption. Many scholars have defined agricultural
marketing and incorporated essential elements of time, place, form and passion utility.
The definition provided by the National Commission on Agriculture (1976) provides a
comprehensive understanding of agricultural marketing: ―Agricultural marketing is a
process which starts with a decision to produce a saleable farm commodity, involves all
the aspects of market structure or system, both financial and institutional, based on
technical and economic considerations, and includes pre- and post-harvest operations,
assembling, grading, storage, transportation and distribution‖

5.4 Key Aspects of Agricultural Marketing
Agricultural marketing comprising of all activities involved in supply of farm inputs to
the farmers. It also includes movement of agricultural products from the farms to the
consumers. It has two major sub-system
(a) product marketing
(b) input (factor) marketing.

Hile the former includes farmers, village/primary traders, wholesalers, processors,
importers, exporters, marketing cooperatives, regulated marketing committees and
retailers, the latter comprises of input manufacturers, distributors, related associations,
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importers, exporters and others who make available various farm production inputs to
farmers.

The agricultural marketing system establishes the link between the farm and non-farm
sectors. The key ingredient of a dynamic and growing agriculture sector includes
fertilizers, pesticides, farm equipment, machinery, diesel, electricity, packing material
and repair services which are produced and supplied by the industry and non-farm
enterprises.

The expansion in the size of farm output stimulates forward linkages by providing
surpluses of food and natural fibres which require transportation, storage, milling or
processing, packing and retailing to the consumers. These functions are performed by
the non-farm enterprises. Further, if the increase in agricultural production is
accompanied by a rise in real incomes of farm families, the demand of these families
for non-farm consumer goods goes up as the proportion of income spent on non-food
consumables and durables tends to rise with the increase in real per capita income.
Several industries, thus find new markets for their products in the farm sector.

The marketing system should be such as may bring about the overall welfare to all the
segments (producers, consumers, middlemen and traders) society. Government act as a
watch-dog in ensuring the interest of all the groups associated in the marketing.

The subject of agricultural marketing includes marketing functions, agencies, channels,
efficiency and costs, price spread and market integration, producer‘s surplus,
government policy and research, training and statistics on agricultural marketing and
imports/exports of agricultural commodities.

The overall objective of agricultural marketing in a developing country like India is to
help the primary producers viz. the farmers in getting the remunerative prices for their
produce and to provide right type of goods at the right place, in the right quantity and
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quality at a right time and at right prices to the processors and/or ultimate consumers on
the other.

5.5 Characteristics of Agricultural Products, Production And
Marketing
The subject of agricultural marketing has been treated as separate discipline because
agricultural

commodities

possess

special

characteristics

than

manufactured

commodities. The special characteristics of agricultural commodities are given below:

1. Perishability of the product
Most farm products are perishable in nature; but the period of their Perishability varies
from few hours to a few months. Their Perishability makes it almost impossible for
producers to fix the reserve price for their farm grown products. Actually,the more
perishable products require speedy handling and often-special refrigeration, which
raises the cost of marketing.
2. Seasonality of production
In the harvest season, prices of farm products fall. But the supply of manufactured
products can be adjusted or made uniform throughout the year.
3. Bulkiness of products
The characteristics of bulkiness of most farm products make their transportation and
and expensive due to higher costs of transportation, handling and storage.
4. Variation in quality of products
There is a large variation in the quality of agricultural products, which makes their
grading and standardization somewhat difficult.

5. Irregular supply of agricultural products
The varying supply, the demand remaining almost constant, the prices of agricultural
products fluctuate substantially more than that of manufactured products.
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6. Small size of holding and scattered production
Farm products are produced throughout the length and breadth of the country and most
of the producers are of small size. This makes the estimation of supply difficult and
also creates problem in marketing.
7. Product pricing
Due to small share in total supply they cannot influence the market supply and hence
price. Further, owing to the inelastic nature of demand of most of the farm products, the
market price for his product is determined independent of his supply. It is in this
context that an individual farmer is supposed to be operating in a buyer‘s market.
Contrary to this, most of the manufacturing firms, owing to their larger share in the
market, can control, to some extent, the supply and thus influence the price of the
product they sell.
8. Processing
Most of the farm products need some kind of processing before consumption by the
ultimate consumers. The processing function, though adds value, increases the price
spread of agricultural commodities. Processing firms enjoy the advantages of
monopsony, oligopsony or duopsony in the market. This situation sometimes creates
disincentives for the producer.

5.6 Importance of Agricultural Marketing
Agricultural marketing plays an important role not only in stimulating production and
consumption, but in accelerating the pace of economic development. The primary
importance of agricultural marketing is as below:
 Optimization of Resource use and Output Management
 Increase in Farm Income
 Widening of Markets
 Growth of Agro-based Industries:
 Price Signals
 Adoption and Spread of New Technology
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 Employment
 Addition to National Income
 Better Living
 Creation of Utility

Creation of Utility

Marketing adds cost to the product; but, at the same time, it adds utilities to the product.
The following four types of utilities of the product are created by marketing:
(a) Form Utility: The processing function adds form utility to the product by changing
the raw material into a finished form. With this change, the product becomes more
useful than it is in the form in which it is produced by the farmer.
(b) Place Utility: The transportation function adds place utility to products by shifting
them to a place of need from the place of plenty. Products command higher prices at the
place of need than at the place of production because of the increased utility of the
product.
(c) Time Utility: The storage function adds time utility to the products by making them
available at the time when they are needed.
(d) Possession Utility: The marketing function of buying and selling helps in the
transfer of ownership from one person to another. Products are transferred through
marketing to persons having a higher utility from persons having a low utility.

5.7 Marketing Functions With Respect To Agricultural Goods

Any single activity performed in carrying a product from the point of its production to
the ultimate consumer may be termed as a marketing function. A marketing function
may have anyone or combination of three dimensions, viz., time, space and form. The
marketing functions may be classified in various ways. Thomsen has classified the
marketing functions into three broad groups. These are:
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1. Primary Functions :
o Assembling or procurement of the primary products
o Processing into high value-added products
o Dispersion or Distribution
2. Secondary Functions :
 Packing or Packaging
 Transportation
 Grading, Standardization and Quality Control
 Storage and Warehousing
 Price Determination or Discovery
 Risk Taking
 Financing
 Buying and Selling
 Demand Creation
 Dissemination of Market Information
3. Tertiary Functions :
 Banking
 Insurance
 Communications – posts &Telegraphs
 Supply of Energy – Electricity

Huegy and Mitchell have classified marketing functions in a different way. According
to them, the classification is as follows:
1. Physical Movement Functions :


Storage



Packing



Transportation



Grading



Distribution
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2. Ownership Movement Functions :


Determining Need



Creating Demand



Finding Buyers and Sellers



Negotiation of Price



Rendering Advice



Transferring the Title to Goods

3. Market Management Functions:


Formulating Policies



Financing



Providing organization



Supervision



Accounting



Securing Information

5.8 Problems in Agricultural Marketing in India

The exponential growth in the country‘s food grain production from 51 million tonnes
in 1950–51 to about 252 million tonnes in 2014–15 has not translated into higher
incomes and poverty reduction for the farmers. The prime reasons explaining this
situation are the fragmented marketing ecosystem and the dominance of intermediaries
in the supply chain of agricultural produce. Therefore it is not wrong to conclude that
the Indian ecosystem of agricultural marketing suffers from a number of defects. As a
consequence, the Indian farmer is deprived of a fair price for his produce. The main
defects of the agricultural marketing system are:
 Improper Warehouses
 Lack of Grading and Standardization of agricultural products
 Inadequate Transport Facilities
 Presence of a Large Number of Middlemen
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 Large scale Malpractices in Unregulated Markets due to unregulated
markets existence of brokers taking advantage of the ignorance, and
illiteracy of the farmers, use unfair means to cheat them.
 Inadequate Market Information
 Inadequate Credit Facilities

5.9 Warehousing
Agricultural warehousing involves the storage of agricultural products such as food
grains, cereals, oilseeds, sugar, pulses, spices, fruits, and vegetables. Storage capacity
available with the Food Corporation of India (FCI), a part of the warehousing capacity
available with the Central Warehousing Corporation (CWC) and state warehousing
corporations (SWCs) and capacity leased from the private sector is used for the storage
of food grains procured by the central government. Majority of the country‘s organised
warehousing capacity is still being managed by the government through public sector
undertakings such as FCI, CWC, SWCs, state MARKETING federations, and state
civil supplies corporations.

Warehouses are scientific storage structures especially constructed for the protection of
quantity and quality of stored products Warehousing may be defined as the assumption
of responsibility for the storage of goods. It may be called the protector of national
health, for the produce stored in warehouses is preserved and protected against rodents,
insects and pests.

5.10 The Important Functions of Warehouses
1. Scientific storage:
Here, a large bulk of agricultural commodities may be stored. The product is protected
against quantitative and qualitative losses by the use of such methods of preservation as
are necessary.
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2. Financing:
Nationalized banks advance credit on the security of Warehouse receipt issued for the
stored products to the extent of 75 % of their value
3. Price stabilization:
Warehouses help in price stabilization of agricultural commodities by checking the
tendency to making post-harvest sales among the farmers. Warehouse helps in
staggering the supplies throughout the year. Thus helps in stabilization of agricultural
prices.
4. Market intelligence:
Warehouses also offer the facility of market information to persons who hold their
produce in them. They inform them about the prices prevailing in the period, and
advice them when to market their products. This facility helps in preventing distress
sales due to emergency and immediate money needs.

5.11 Warehousing In India: CWC, SWC, FCI
The Government of India enacted the Agricultural produce (Development and
Warehousing) corporation act, 1956. The act provided for:
a) The establishment of a National Co-operative Development and Warehousing board
which was set up on 1st September, 1956);
b) The establishment of central Warehousing Corporation (Which was established on
2march, 1957); and c) The establishment of state Warehousing Corporation in all states
in the country (which were established in various states between July 1957 and August
1958).

Central Warehousing Corporation:

Central Warehousing Corporation (CWC) is a premier warehousing agency in India,
established during 1957 providing logistics support to the agricultural sector, and one of
the biggest public warehouse operators in the country offering logistics services to
adverse group of clients.
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Warehousing activities of CWC include
 Food grain warehouses,
 Industrial warehousing,
 Custom bonded warehouses,
 Container freight stations, inland clearance depots and air cargo complexes.
 CWC offers services in the area of clearing & forwarding, handling &
transportation,
 Procurement & distribution, disinfestations services, fumigation services and
other.
 CWC offers consultancy services/ training for the construction of warehousing
 Infrastructure to different agencies.

Functions of CWCs:
 To acquire and build godowns and Warehouses at suitable places in India.
 To run warehouses for storage of agricultural produce, seeds, fertilizers and
notified commodities for individuals, co-operatives and other institutions.
 To act as an agent of the govt. for purchase, sale, storage and distribution of the
above commodities.
 To arrange facilities for the transport of above commodities.
 To subscribe to the share capital of SWC.

State Warehousing Corporation:
The State Warehouse Corporation was established under Sub-Section 1, Section 18 of
the Warehousing Corporation Act, 1958 (Central Amended Act of 1962) enacted by the
Parliament. SWC is a Corporation having 50%Share Capital by Central Warehousing
Corporation and 50% share capital by the state Govt.
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Food Corporation of India:

An efficient management of the food economy with a view to ensuring an equitable
distribution of grains of food grains at reasonable prices to the vulnerable sections of
society is essential in the present socio-economic environment of the country. The
government felt the necessity of an organization which can act as its main agency for
handling food grains., acquire a commanding position in the food grain trade as a
countervailing force to the speculative activities of private trades and, at the same
time,work on commercial lines. Legislation was enacted; and the food corporation India
(FCI) was born on January 1, 1965. Food Corporation of India was setup on 14th
January 1965under Food Corporations Act, 1964.
Functions:
The main functions of the Food Corporation of India are:
a) To produce a sizable portion of the marketable surplus of food grains and other
agricultural commodities at incentive prices from the farmers on behalf the central and
state governments
b) To make timely releases of the stocks to public distribution system (Fair price shops
and controlled item shops) so that consumer prices may not raise unduly and
unnecessarily.
c) To minimise seasonal price fluctuations and inter regional price variation in
agricultural commodities by establishing a purchasing and distribution network and
d) To build up a sizable buffer stock of food grains to meet the situation that may arise
as result of short falls in internal procurement and imports

5.12 The Present State of Agricultural Warehousing
The government is also exploring the idea of setting up modern warehouses with better
infrastructure to reduce storage losses. While modern technology is being introduced in
the warehouses owned/operated by private companies, go downs operated by
government agencies still have a long way to go. Although the government has been
focusing on enhancing agricultural storage infrastructure, various policy issues and
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infrastructural bottlenecks continue to plague the agri-warehousing segment. The sector
is still highly fragmented, with modern and large consolidated warehousing facilities
yet to be set up. Apart from this, issues of lack of uniform regulations in the country,
high cost of setting up warehouses and lack of supporting infrastructure, like power and
specialised transportation, act as a hindrance to efficient agricultural storage.

Opportunities in Agricultural Warehousing:

Among Warehousing segments, agricultural warehousing is expected to witness the
highest growth rate of ~17.87% in terms of revenue, during the 2019-2024 forecast
periods.

The agricultural warehousing market was valued at INR 145.82 billion in 2019 and is
expected to reach INR 365.75 billion by the end of 2024. As of 2019, India has a total
agri warehousing capacity of around 91 million metric tonnes with majority of the
capacity being owned by state agencies. Growing need of proper storage of fruits and
vegetables in the country is fuelling the demand of agri-warehousing in the country.

Currently, India's total warehousing capacity is estimated to be 160 Mn tonnes. Around
30% of this capacity is managed by the private sector, and the rest is divided between
FCI (Food Corporation of India), CWC (Central Warehousing Corporation), SWC
(State Warehousing Corporation), state agencies and the co-operative sector.
Government has taken several steps with adequate budgetary provisions to develop
robust and integrated agri-logistics systems in the country for transportation of agriproduce. As per the latest budget, improving holding and warehousing capacity is a
core focus.
The exponential growth in the country‘s food grain production from51 million tonnes
in 1950–51 to about 252 million tonnes in 2014–15 has not translated into higher
incomes and poverty reduction for the farmers. With Globalisation, the agriculture
scenario in India is moving towards a direction where, promoting production of high
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value crops and value addition in agricultural produce is accelerating growth in Indian
agriculture. Further, the diverse agro-climatic conditions provide agricultural sector the
opportunities to enhance production of commodities like fruits, vegetables, livestock
products, fisheries that has high exchange value. And also has high demand both in the
domestic as well as international market. Processing, value addition, grading,
standardisation, efficient and modern transportation, modern storage, contract farming,
etc. are very essential and very much required to step up the financing requirements of
the agricultural sector so that full benefits from commodity production can be realised.
Further loan products such as pledge financing, marketing credit, loans against
warehouse receipts, export credit, etc. needs to be evolved (also to be made familiar to
the farmers) to meet the challenges .

There is a shortage of market infrastructure for agricultural produce in India. The
Agricultural Produce Market Committee (APMC) markets in India, the primary market
infrastructure, are present only in 23 states and five Union Territories in India. The
norm of the National Commission on Farmers that there should be at least one
regulated market within a radius of 5 kms is also not being fulfilled.

Although, theoretically, the APMCs are run by the state governments, the business in
these markets actually has been hijacked and cartelised by the traders and commission
agents operating in these markets. The APMC Act restricts the farmer from selling his
produce outside the market and mandates that the sale happens only through the
commissioned agents. Open auction platforms exist only in around two-thirds of the
regulated markets and 25 percent of them have common drying yards, 10 percent have
cold storage units, while grading facilities exist only in less than one-third of them, and
electronic weighbridges are available only in a few markets.

To correct the above-mentioned anomalies in the agricultural marketing landscape,
some reforms have been recommended for implementation by the state governments in
their respective APMC markets. One of the primary changes brought about by these
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reforms is the freedom of the farmer to sell to anyone anywhere. Unfortunately, hardly
any states have implemented this reform.

The electronic National Agricultural Market (e-NAM) has been launched to provide a
national unified platform, a single national market also allowing interstate trading of
agricultural produce, which ensures transparent price discovery and elimination of
middlemen so as to enable the farmer to get the right price. However, this initiative has
proven to be a non-starter. There is an urgent need for the governments open up this
domain to the private sector. Of course, this comes with some qualifications. This
measure is intended for the farmers. Hence, the private players cannot overshadow the
farmers‘ interest.

To this extent, government regulations are reasonable. The first step is to give farmers
and consumers the freedom to organise themselves as markets. The natural profit
maximising outcome of this will be the launch of online markets by private players as
such markets will ensure the desired price discovery. The role of the government here is
to act against the resistance towards this move. Also, the government needs to design
an adequate framework governing such markets to help them achieve competition, fair
bidding, transparent price discovery and ethical market practices.

An important input for the farmers is information, be it about inputs or outputs. A lot of
enterprises are currently focused on providing information about inputs. But output
related information need not always come from the online markets. The government
can undertake information dissemination of price of agricultural produce on its own and
encourage the same as a viable business opportunity for the private sector which can
tackle the information asymmetry facing the farmers. There is a need to empower the
farmers to move beyond being a producer to becoming an agri-preneur who
understands agricultural marketing and beyond. An action plan needs to be drawn up to
achieve this objective keeping in mind the poorest farmer. The most vulnerable farmer
must gain access to and understand the dynamics of the export markets as well.
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5.13 Let Us Sum Up
The key discussions in this unit include how Promoting production of high value crops
and value addition in agricultural produce is the key to accelerating growth of Indian
agriculture. Diverse agro-climatic conditions provide agricultural sector the
opportunities to enhance production in high value commodities having high demand in
the domestic as well as in the international market. Further the needs for the modern
marketing infrastructure to enhance and promote the production of these commodies
are also highlighted. Further the need to set up units for processing, value addition,
grading, standardisation, efficient and modern transportation, modern storage, contract
farming, etc. have been discussed. The financing requirements of the agricultural
sector, to derive full benefits from commodity production have also been discussed. In
addition, the focus is also on the need to evolve the New loan products such as pledge
financing, marketing credit, loans against warehouse receipts, export credit, etc., to
meet this challenge.

5.14 Model Questions
1. What are the characteristics of agricultural marketing?
2. State the importance of agricultural marketing.
3. Briefly describe the problems associated with agricultural marketing in India.

5.15 Key Words
Agricultural

―Agricultural marketing is a process which starts with a decision to

Marketing

produce a saleable farm commodity, involves all the aspects of
market structure or system, both financial and institutional, based
on technical and economic considerations, and includes pre- and
post-harvest operations, assembling, grading, storage, transportation
and distribution‖

Warehouse

A building used to store the agricultural output prior to sale.
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Grading

Classification based on quality, rank , size etc..

Standardization

The process of ensuring uniformity in developing and
promoting any product.
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