SUPPORT FROM THE BANKING SYSTEM

A CASE STUDY OF KISAN CREDIT CARD
Executive Summary

1. Introduction

Consequent upon the announcement in the budget speech for the year 1998-99, NABARD, in consultation with major banks, formulated a model scheme for issue of Kisan Credit Card (KCC). The scheme aimed at adequate and timely financial support in a flexible and cost effective manner from the banking system to the farmers for their cultivation needs including purchase of inputs. The scheme was circulated to banks by RBI/NABARD. As at the end of December 2000 about 1 crore KCCs have been issued surpassing the target of 75 lakh fixed in the budget for the year 2000-01.

The present study was conducted by Bankers Institute of Rural Development (BIRD), Lucknow at the instance of Planning Commission of India with the objectives of:

(a) Review the progress of the scheme particularly from the angle of its geographical spread, bank wise progress, coverage of different categories of farmers.

(b) Assess the overall impact on flow of ground level credit. The Study also aimed at examining the difficulties and operational problems in the smooth implementation of the scheme. 

The detailed TOR of the study have been given at para 2.3 of the main report.

2. Methodology

The methodology of the study included selection of sample states (7), districts (10), banks (20), study/survey of library references, NABARD circulars, collation and compilation of the primary and secondary data and information obtained from various banks through structured questionnaires, open ended interview of senior and middle level officers, branch managers and farmers.

3. Review of progress of the scheme

The banks had issued more than 50 lakh KCCs during the year 1999-2000 (almost two and half times of the target fixed at 20 lakhs). During the year 2000-01, banks have issued more than 47 lakh cards and (upto December2000) which accounts for 55% of the target fixed for that year. Co-operative banks have issued the maximum number of KCCs (66%), followed by Commercial Banks (CB) (28%) and RRBs (6%).

Up to December 2000, the RRBs had achieved 81.2% of the target set for them while the co-operative banks achieved 56% of the target. The CBs had achieved 46.1% of the target set for them. State wise analysis of the achievement reveals that in states like Bihar, Haryana, Karnataka, Maharashtra, and Uttar Pradesh, the banks had achieved more than 80% of their targets while in the states of Gujarat and AP it was 50% - 80% and in the states of Himachal Pradesh, J&K, Kerala, Madhya Pradesh, N.E. States, Punjab, Rajasthan, Tamil Nadu & West Bengal, it was less than 50%. 

A classification of the Public Sector Commercial Banks (CB) by number of cards issued revealed that 2 (out of 27 CBs) banks had issued more than 5 lakh KCCs. One bank had issued between 3-5 lakh KCCs, 5 banks had issued between 1-3 lakh KCCs and about 19 banks had issued below 1 lakh KCCs. 

In the states of AP, Maharashtra, Rajasthan and UP more than 10 lakh KCCs (in each state) have been issued. 5-10 lakh KCCs have been issued in the states of Karnataka, Orissa and Tamil Nadu. However in the states of Bihar, Assam, Gujarat, Haryana, Himachal Pradesh, J&K, Kerala, Madhya Pradesh, Punjab and West Bengal the number of cards issued was less than one lakh. 

As regards coverage of farmers under KCC, it was observed that only AP had issued KCCs to more than 50% of the farmers. Moderate performance (covering 25-50% of farmers) was observed in the states of Gujarat, Haryana, Maharashtra, Orissa, Punjab and Rajasthan. Poor performance in this regard (covering less than 25% of the farmers) was observed in the states of Bihar, Delhi, Goa, Himachal Pradesh, J&K, Karnataka, Kerala, Madhya Pradesh, N.E. States, Tamil Nadu, UP and West Bengal. 

A zone wise review indicated that the progress in South zone and the West zone had been good with 30.7% and 26.7% of the farmers covered under KCC respectively. Progress of North Zone is poor as cooperative banks' performance has not been up to mark. While in Eastern Zone, the performance has been poor with coverage of 9.6% of the farmers under KCC, the progress in North- Eastern zone has been very poor with a coverage of 0.3%. 

It is note worthy that the progress of Kisan Credit Cards had been good in those states where state governments took interest in the scheme and followed up its progress with the banks. 

4. Coverage of small and marginal farmers under KCC
Based on the data compiled by some banks at the request of BIRD and information obtained during the field visit, the coverage of SFs and MFs under KCC was as under

	Agency
	% of coverage of SFs/MFs under KCC

	RRBs(barring states like Bihar and Rajasthan)
	60-100

	Co-operative Banks
	31-80

	CBs
	30-70


It is observed that the coverage of small and marginal farmers in respect of RRBs is very good followed by cooperative banks. 

It was surprising to know that average amount of loan under KCC issued by cooperatives in the year 1998-99 was the highest (Rs. 53716) followed by commercial bank (Rs. 27986) and thereafter RRBs (Rs. 16633). However in 1999-2000 and 2000-01 the average size of loans in respect of cooperative banks came down substantially. The average amount during 2000-01 per KCC was Rs. 23,690, Rs. 25,744, Rs. 23488 in respect of cooperative banks, CBs, and RRBs respectively. 

5. Impact of KCC on ground level credit flow

Due to non-availability of sufficient data and due to the fact that the flow of ground level credit (particularly crop loan) is dependent on the vagaries of monsoon, it was difficult to establish any relationship between the issue of KCC and volumes of production credit at ground level. However at this stage it may not be concluded that KCC may not lead to increased flow of production credit. Nonetheless it is clear that KCC would certainly facilitate stabilization of flow of production credit. The comparative analysis of KCC issued and ground level disbursement of production credit by cooperative banks indicate that in 1998-99, 6.6% of total production credit disbursed was covered under KCC which went up to 65.7% in 2000-01. In respect of RRBs the percentage went up from 0.6% in 1998-99 to 56.8% in 2000-01 and for commercial banks it went up from 13% to 71% during the same period. The study findings have thus shown that at present no definite conclusions can be drawn about co-relation between number of KCC issued and ground level flow of production credit. 

6. Review of major features of KCC scheme launched by various banks
6.1 Commercial Banks

Launching of Kisan Credit Card Scheme

All the 27 Public Sector Commercial Banks had launched the Kisan Credit Card Scheme based on the model scheme circulated by Reserve Bank of India in August 1998. (para 6.1.1)

Eligibility of farmer for issue of Kisan Credit Card

Most of the CBs had issued KCCs only to those farmers who had good track records for the last 2/3 years. Some of the banks stipulated the minimum eligibility for issue KCC at one acre of irrigated land. In order to speed up the progress in issue of Kisan Credit Cards, some banks had advised their branches that all tractor borrowers may be issued Kisan Credit Cards. The branches of Commercial Banks have been issuing Cards mostly to existing borrowers only. (para 6.1.2)

Minimum credit limit

Most of the banks have stipulated minimum limit of Rs. 3000. (para 6.1.3)

Basis for fixation of credit limit
The banks have followed the RBI guidelines given in the model scheme and fixed the limit on the basis of land holding, cropping pattern and scale of finance. However, some banks have followed different procedures and fixed the limit at 50% of the total income from all sources. Allahabad Bank and Punjab National Bank follow limits/slabs based on land ownership. (para 6.1.4)

Restriction on maximum amount
Except one or two banks, the Commercial Banks have not prescribed any maximum limit under Kisan Credit Card. (para 6.1.5)

Fixation of seasonal limit
Banks had been advised to fix appropriate sub-limits within the overall limit sanctioned, taking into account the seasonality in the credit requirement.  Some banks have not issued specific guidelines to their branches in this regard. (para 6.1.6)

Type of card
Majority of the banks have issued a single type of card. Banks like Punjab National Bank, Allahabad Bank have brought out four different varieties of cards under the scheme. (para 6.1.7)

Credit limit for working capital requirement for agricultural and allied activities and NFS
· Some of the banks have restricted such additional credit @10%-30% of the crop limit sanctioned.

· Few banks have instructed their branches to sanction a fixed amount per activity to meet the working capital requirement. Others have issued instructions indicating that these requirements should be reckoned as a part of the overall limit sanctioned for crop and no separate limit need be worked out for this purpose.

· A few other banks have advised their branches to calculate the actual requirement subject to some ceiling.

· Some other banks have clubbed allied activities and non-farm sector for arriving at the limits together while a few have advised their branches to work their requirement separately.

·  Requirement for consumption purposes, have been included as a part of either allied and/or NFS requirement. 

·  One of the banks has linked consumption credit to compulsory saving by stipulating a minimum saving of 10% of the limit sanctioned for crop subject to maximum of Rs. 50,000/-, thereby implying that if certain borrowers do not want consumption credit, they were exempted from compulsory saving.


     (para 6.1.8)

Margin and security norms

All the banks follow margin and security norms as stipulated by RBI. (para 6.1.9)

Facility of using the card at other branches
· Most of the banks had allowed this facility to only literate farmers.

· Some have restricted this facility to the select branches within the district only. 

· Cardholders who are illiterate have to operate on the limit from the issuing branch only.

· The banks which have allowed this facility to card holders had advised their branches to charge a specific amount as service charges ranging from 2% to 3% if the cardholder withdraws cash at a branch(es) other than the issuing branch. (para 6.1.10)

Repayment instructions
Although the limit sanctioned under the card is in the nature of revolving cash credit and each drawal is repayable within 12 months, all the banks have advised their branches to fix specific repayment periods while sanctioning limit under Kisan Credit Cards. (para 6.1.11)

Insurance of the card holder

Some of the banks namely Andhra Bank, Allahabad Bank and Vijaya Bank have introduced the provision of the insurance of the cardholder in the scheme implemented by them. (para 6.1.12)

Issue of cheque books

· Some of the banks have issued cheque books to literate borrowers. 

· In the remaining banks, the drawal of cash are allowed only through the debit slip and only at the card-issuing branch. (para 6.1.13)

Service charges
· Banks like Canara Bank, UCO Bank have exempted small borrowers from such charges.

· For replacement of lost card or damaged card, a few of the banks have been charging fee as high as Rs. 200/-. (para 6.1.14)

Opening of savings bank account
Except Syndicate bank, none of the other Commercial banks have made it compulsory for borrower to open a Savings Bank account with the bank branch in order to avail the facility of Kisan Credit Card. (para 6.1.15)

Payment of interest on credit balance in the savings bank account

· Most of the banks have not given specific guidelines to their branches about payment of interest on credit balance in the Kisan Credit Card account.  

· A few banks who have issued instructions for paying interest @ 4% on minimum balance, either have prescribed a minimum credit balance for a specific period or the minimum balance from the 10th to the last day of the month.     (para 6.1.16)

Crop insurance

· Only 6 banks have provided guidelines to their branches on coverage of crop insurance under Rashtriya Krishi Bima Yojna. 

· Banks have also advised the branches to debit the crop insurance premium to the borrowers' account wherever insurance scheme is in operation.

   (para 6.1.17)

6.2 Regional Rural Banks
Launching of Kisan Credit Card Scheme
The RRBs had launched the Kisan Credit Card Scheme with effect from the year 1998-99. 

Eligibility of farmer for issue of Kisan Credit Card

Initially Kisan Credit Cards were issued to only those farmers who had a good track record for the last 2-3 years. However, later on, the banks have modified these instructions to allow the issue of cards to even new borrowers who were considered creditworthy. (para 6.2.2)

Minimum credit limit

Most of the banks have brought down the initial ceiling from Rs. 5,000/- to Rs. 3,000/-.  Some of the banks did not stipulate any lower monetary ceiling. (para 6.2.3)

Basis for fixation of credit limit
Banks have followed the guidelines issued by RBI and NABARD in this regard. However a few banks had fixed the limit on the basis of the total income of the farmer and his family from all sources. (para 6.2.4)

Restriction on maximum amount

RRBs had not generally stipulated any maximum ceiling on the limit under KCC. (para 6.2.5)

Fixation of seasonal limit 

Branches have been advised to fix appropriate sub-limits(crop wise) within the overall sanction, taking into account the seasonality in the credit requirement.  Some of the banks left it to the discretion of the branch managers to fix seasonal limits. (para 6.2.6)

Type of card

RRBs have either issued Card-cum-Pass books or a card and a Pass book. (para6.2.7)

Limit for working capital requirement for agricultural and allied activities and NFS
Most of the banks provide 10% to 30% of the crop limit sanctioned for this purpose. (para 6.2.8) 

Margin and security norms
All the banks have issued instructions on margin and security norms as per RBI guidelines (para6.2.9)

Facilities of drawal at other branches

It was observed that all the banks have restricted their operations in KCC to the issuing branch (para 6.2.10)

Repayment instructions
Although the limit sanctioned under the Kisan Credit Card is in the nature of revolving cash credit and each drawal is repayable within 12 months,  the banks have decided to fix specific repayment norms keeping in view the seasonality while sanctioning credit limit under Kisan Credit Cards(para 6.2.11). 

Insurance of the card holder
None of the RRBs had provided for accidental insurance cover to KCC holders. (para 6.2.12)

Issue of cheque book
In order to facilitate the drawal of cash at the issuing branches, some of the banks have issued cheque book to the card holders. (para 6.2.13)

Service charges

Certain charges are levied by most of the banks for issue of KCC.  (para 6.2.14)

6.3 Co-operative Banks

Launching of Kisan Credit Card Scheme

Banks had launched the Kisan Credit Card Scheme based on the model scheme circulated by NABARD in August 1998.

Eligibility of farmer for issue of Kisan Credit Card
The cooperative banks issued KCC to members who were not defaulters. (para 6.3.2)

Minimum credit limit
Banks have reduced the lower limit from Rs.5000 to Rs.3000. Some banks did not fix any lower limit. (para 6.3.3)

Basis for fixation of credit limit
Co-operative Banks stipulated/ fixed the limit based on scale of finance, cropping pattern and land holding (para 6.3.4)

Restrictions on maximum amount
The maximum amount under KCC was subject to the Individual Maximum Borrowing Power (IMBP) set by each bank (para 6.3..5)

Fixation of seasonal limit
The guidelines had given freedom to the banks to fix appropriate sub-limits within the overall limit sanctioned, taking into account the seasonality and other credit requirement. However, Cooperative banks had restricted the limit only to crop production requirement based on seasonality. (para 6.3.6)

Limit for working capital requirement for agricultural and allied activities and NFS

Cooperative Banks did not provide for working capital requirements of ancillary activities related to crop production, allied activities and NFS except in the states of Punjab and Haryana.  (para 6.3.8)

Margin and security norms
The share capital was collected as per the provisions of State Acts and bye-laws. Security norms were in conformity with the provisions of State Acts and RBI/NABARD instructions.    (para 6.3.9)

Facilities of drawal at other branches
In case of co-operative banks, drawals were allowed either at the branch of DCCB or at the society having cash counters. In some states, cash withdrawal was permitted at branch and the society simultaneously whereas in many other states cash withdrawal was allowed at branch only. Societies and branches did not allow operation in KCC issued by other society/branch. (para 6.3.10)

Maintenance of "Shadow register" / "Mirror account"
These were maintained at the issuing branch level as a replica of the loan ledger of the society. (para 6.3.11)

Repayment instructions

Although the limit sanctioned under the Kisan Credit Card is in the nature of revolving cash credit and each drawal is repayable within 12 months, yet all the banks had fixed specific repayment norms while sanctioning credit limit under Kisan Credit Card.

   (para 6.3.12)

Insurance of the card holder
Though the model scheme circulated by RBI/NABARD did not cover insurance of the card holder by the issuing banks, Andhra Pradesh State Co-operative bank had provided for an accident insurance cover for Rs. 1,00,000 (para 6.3.13)

Issue of cheque books
In order to facilitate the drawal of cash at the issuing branches, some of the banks have issued cheque books to the card holders. (para 6.3.14)

Service charges
Cooperative Banks levied a nominal charge to cover the cost of stationery. 

(para 6.3.15)

Coverage under RKBY
In some states (about 16 in number) where the RKBY scheme is being implemented, loans issued under  KCC is being covered under the scheme. (para 6.3.16)

7. Efficacy of Kisan Credit Card

Coverage of new farmers

New farmers are being issued KCCs by the banks as they are getting attracted  due to many factors such as effective publicity by the banks, utility of Kisan Credit Card and the continuous monitoring of the progress by RBI and NABARD.  (para 7.2)

Adequacy of credit
While the majority of the farmers believe that the limit is adequate some of the farmers particularly members of the cooperative banks felt that the limit was not adequate. This could be attributed to the following

· Constraint of IMBP

· Lower Scale of finance fixed by DLTC( CBs sanctioned more than the Scale of Finance)

· Non inclusion of contingency /other consumption loan in the KCC limit by co-operatives

(para 7.3)

Facility of drawals from other branches
Almost all cooperative banks and most of the RRBs had not extended this facility to their card holders owing to operational considerations. However ,where  banks are offering this facility under Kisan Credit Card,  there is reportedly low demand for this facility by farmers due to upfront commission at the rate of 2 to 3 per cent  of the amount of cash drawn, charged by the banks. (para 7.4)

Operations on the KCC

Most of the farmers did not operate the KCC as envisaged under the scheme due to the following:

· Farmers' apprehension that once they repay the loan they may not get a repeat loan.

· Complicated procedure of drawal based on seasonal sub-limit s under the total limit.

· The balance in the KCC accounts was not brought to “credit” as there were apprehensions that interest will not be paid on the credit balance.(para 7.5)
End use of credit
Though there were no systematic monitoring of the end use of the credit, the credit under KCC were mostly used for agricultural operation purposes. A portion of the limit were also being utilised for consumption purposes. Branch managers felt that the amount under KCC was not misutilised. (para 7.6)

Purchase of fertilizer and other inputs

The KCC has proved to be very useful to the farmers for purchase of inputs in a cost effective manner.  (para 7.7)

Cost of Kisan Credit Card - service charges 
Many banks are levying such charges under different names. The volume of charge was highest among the CBs followed by RRBs and thereafter co-operative banks. (para 7.8)

Repayment dates
It was satisfying to know that almost all the farmers covered in the sample were aware of the repayment dates. The role of banks in educating the farmer in use of Kisan Credit Card had been quite effective. Banks were giving special treatment to perennial crops wherever necessary. Branch Managers were effectively exercising their discretion to fix the due dates for repayment according to the harvesting/ marketing season. (para 7.9)

Cheque book facility for cash drawals
In tune with the model scheme the banks have allowed withdrawal under KCC either by withdrawal slips or by cheques. While the Co-operative banks have by and large issued cheque books to all the borrowers, the CBs have issued the same only to the literate borrowers. (para 7.10)

Utility of KCC to farmers 
 All the KCC holders were of the unanimous opinion that the Kisan Credit Card was advantageous to them in more than one way. (para 7.11)

Problems of farmers with KCC
The farmers were very happy with the introduction of KCC and  they did not see any problem with the important features  of KCC. (para 7.12)

Over all rating of the KCC
The KCC was rated very highly both by the farmers and the bankers. (para 7.13)

8. KCC Scheme-monitoring arrangement

Monitoring arrangements for CBs and RRBs

The progress under the scheme is being reviewed as under:

· At Block level - Block Level Bankers Committee

· At District level - District Consultative Committee

· At State level - State Level Bankers Committee

· In-house review by individual banks through regular returns, monthly meetings, branch visits by controlling heads, in board meetings(RRBs)

(para 8.2)

Monitoring committee for co-operative banks at state level

The committee to review the progress of implementation of the scheme by the co-operative banks consists of the Registrar of Co-operative Societies, Managing Director of the State Co-operative Bank and the Chief Executive of the District Central Co-operative Banks and officer in charge of NABARD. (para 8.3)

Monitoring arrangement at the national level

At the national level NABARD is monitoring the progress and providing necessary feedback to RBI and GOI. (para 8.4)

Reporting by banks

All the banks have prescribed monthly progress reports for their branches. Besides, coverage of small and marginal farmers and other farmers are also reported by branches to their controlling offices. Regional Rural Banks and Co-operative Banks report the progress to NABARD and Commercial Banks report the progress to Reserve Bank of India. (para 8.5)

9. KCC operational issues - suggestions and recommendations


	Issues

	Suggestions

	· Small and Marginal farmers-Coverage
	· Monitoring of the coverage of small and marginal farmers under the scheme at State Level Bankers' Committee (SLBC) need to be taken more seriously. 

· State governments can play an active role at the level of SLBC in this regard.

· Banks may have to gear-up their system to cover the targeted number of farmers during the stipulated period.

· The intention in fixing the target should not be construed as imposition of targets on banks, rather to help them in fixing a goal for themselves against which they could evaluate their own performance so that corrective steps can be taken timely. Besides this, it would also help them in planning their business strategy for financing agriculture in rural areas.    (Para 9.2) 

	· Adequacy of credit
	· The Scale of Finance has to be more realistic.

· The DLTC may meet regularly and timely.    (Para 9.3)

	· Stamp duty
	· Levy of stamp duty may be rationalised. 

· GOI may consider taking up the issue with the State Governments  (Para 9.4)

	
	

	· Cost reduction
	The following are suggested in this regard:

· Increased farmers' awareness about better operation of KCC by the farmers

· Borrowers education

· Banks should take a liberal view of levying various charges for issue of KCC and should keep this charges to the minimum                      (Para 9.5)

	· Flexibility in operation
	· The KCC should be allowed to be used as a revolving cash credit as envisaged in the original scheme. Banks may like to issue necessary instructions in this regard. RBI and NABARD may also guide the banks in the matter.

· In case of co-operative banks drawals may be permitted at branches giving flexibility to the farmers. Many states have been allowing it and no major problem were reported in the operations though it involved extra workload for maintaining the mirror accounts.

· It is suggested that the drawal may be allowed on the aggregate credit limit without insisting on the seasonality to allow the farmer to have sufficient flexibility in purchase of inputs at the beginning of the year in advance, wherever possible. This will enable the farmers to avail of lean season input-price advantage. (Para 9.6)


	
	

	· Fixation of due dates
	· The "due date" concept need to be re-examined to make it more user friendly and simple to align with overall spirit of kisan credit card scheme. 

· It is suggested that simple procedure of each drawal repayable within a maximum period of 12 months may be followed.

· Any outstanding beyond 12 months may be treated as overdues.    (Para 9.7)

	· Leased-in and Leased-out land
	· Government of India may examine this issue in consultation with the state governments to work out simple procedures for documentation of leased-in/out land.    (Para 9.8)

	· Crop Insurance
	· Insurance of crops can play a role in stabilising the growth of agricultural sector. Therefore, it would be in the interest of all the states to implement the scheme. If there are certain hurdles in it, State governments in consultation with Government of India may sort them out with GIC.

· In order to encourage small and marginal farmers which are the most vulnerable group the rates of premium should be kept low.

· The premium rate for other farmers may be revised downward suitably.

· The scheme should endeavor to cover all types of crop so that it can be made applicable to the entire credit limit under kisan credit card.

· The "defined area" under the scheme has to be realistic in order to provide real benefit to majority of the farmers affected by any natural calamity.     (Para 9.9)

	· Maintenance of detailed crop-wise data
	· Disbursement under KCC for various crops may be reported in the proportion of the sub-limits fixed for various crops under a particular season.

· Similarly data on OPP, NPDP may also be maintained. 

· Maintenance of such large amount of data also calls for computerization of banks.   (Para 9.10)

	· Lack of awareness and human resource development
	· Efforts are required to be augmented for publicizing the virtues of the kisan credit card and educating the farmers on its operational aspects.

· Mass media support may be used for publicity of the scheme. 

· Bank branches may also organize kisan credit card camps to educate the farmers. For bankers, suitable training may have to be arranged at the training establishments of various banks as also other apex training institutions.

· For the staff of co-operative banks, extensive training arrangements existing at the state as well as national level may be accessed. 

· Bankers Institute of Rural Development may take a lead in designing suitable training modules and also the training of trainers from banks particularly from co-operative banks and RRBs on kisan credit card.           (Para 9.11)
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