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Farm loan waiver: a closer look and critique

A. Vaidyanathan

L oan waiversare at best temporary palliativesto the problemsfacing
rural India. Regrettably, the powersthat be and the powers hat want to
be haverarely been willing to confront the difficult and complex problems.

he decison to waive farm loans

on an unprecedented scale an-

nounced in the latest Budget

has attracted widespread com-
ment. Almogt dl political parties have
welcomed the move In fact, mogst of
them were vociferoudy clamouring for
such ameasureto rdieve the farm sector
from a "crushing" burden of debt. The
Budget speech has announced the deci-
son to wave fam loans and a0 esti-
mated the cost (Rs. 60,000 crore) that
government hasto bear. It does not spell
out the basis of the estimate nor of the
institutions, loan categories, and class of
borrowers that will be covered by the
scheme. Severd aspects need to be
claified:

1. By definition, the scheme can apply
only to those who have outstanding
loans with institutions. Nearly three-
fourths of dl rural households and 60
per cent of farm households report that
they do not have any outstanding debt.
All households with outstanding debt

not have outstanding ingtitutional
debt. Thus the large mgority of even
farmers will not benefit from the waiver.
If only farmer loans are digible, the pro-
portion of beneficiaries will be even
smaller.

2. Both access to institutional credit
and the proportion of outstanding debt
are skewed in favour of larger farms,
Cultivator households with less than 2
hectares account for 85 per cent of dl
farm households; and report alower in-
cidmoeofdebtéélﬁpercem) and of out-
standing debt (30 per cent) than the
overal average.

3. Ingtitutional loans include direct
lending (to meet needs production as
well as consumption) and “indirect end-
ing" for dlied activities (such as input
distribution, trading, transport and pro-
cessing of fam produce). The latter

comprise about half of outstanding loans
of cooperatives, 55 per cent in regional
rurd banks, and a little under hdf in
scheduled commerciad banks. There is
hardly any judtification for waivers on
indirect loans.

4. The magnitude of outstanding debt
of rura households, going by Nationd
Sample Sjrv?/ (NSS) data, is less than
outstanding debt reported by the insti-
tutions in the cooperatives and substan-
tidly so in regiona rural banks. Since
both areintended to lend mostly inrural
aress, this difference suggedts that they
aso carry a Szesble portfolio of non-
household, non-rurd loans.

5. The basis of the estimate that the
waiver will cogt Rs 60, 000 crore is far
from clear. There is good reason to be-
lieve that a generdised waiver of dl
overdues will benefit non-rural borrow-
ers to a condgderable extent; that the
large majhority of rural househalds, in-
cluding those in the bdow 2 hectares
category will not benefit; and that the
magnitude of benefit accruing to them
will be considerably lessthan Rs.60,000
crore. Benefits in rural areaswill accrue
to arather small fraction of households
and the magnitude of rdlief to the bene-
ficiaries is likely to be consderably less
thanthecited figure.

Larger adverse effects

These considerations argue for aclose
second look at the rationale, scope, and
intent of the scheme. But it isalso neces-
sary to warn the public of the larger ad-
verse dfects of wavers on the rura
credit system. Supporters of the scheme
argue that thisonetime relief is aneces-
say measure to address the current
agrarian crisis and that it would enable
farmers to restart on a clean state. But
this has been said every time in the past
when such waiverswere announced. Ex-
ggri ence shows that waivers encouraged

rrowers to presume that they can
sooner or later get away without repay-

in? loans. It reinforces the culture of
wilful default, which has resulted in huge
overdues and defaultsin al segments of
organised financid ingtitutions. The de-
terioration in the cooperative credit sys-
tem is, in large measure, due to the
conscious state policy of interference in
the grant and recovery of loans.

Cooperatives have by far the greatest
reach in terms of accessibility, number
of borrowers, and ddivery of credit to
the rural population. Concerned by their
near collapse, the Centrd government
st up a task force to suggest ways to
arrest the trend and revive them. The
task force suggested radical changes in
thelegd and intitutional framework es-
sentia to enable and induce coopera-
tives to function as autonomous and
sf-reguldting entities. It emphasised
the need to eliminate government in-
terference in grant of loans, recovery
processes, and waiving of dues from bor-
rowers.

Agang spirit of reforms

The Central government accepted the
recommendations. Extensve consulta:
tions with States led to a political con-
sensus to accept and implement the
reform package. The Central govern-
ment has committed to provide around
Rs 18,000 crore to clear accumulated
losses over aperiod of time and linked to
actua fulfilment of specified conditions.
Mog States have since given their for-
ma commitment to this effect and
agreed to abide by the conditions for
availing of Centrd financiad assistance.
Supervised implementation is under
way and has made significant progressin
severd States. This programme thus al-
ready covers asignificant part of whet is
being attempted in the current waiver
scheme.

Itisironica that the decisonto go for
agenera waiver comeseven asthe above
reform programme is under way. It ob-
vioudy goes againgt the central thrust
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and spirit of the reform programme.
Since the proposed generad waiver is
whally underwritten and funded by the
Centre, the need for the kind of restruc-
turing and conditionality attached to
central assistance is likely to be ques-
tioned. Doubts will be raised and pres-
sures will build to dilute or even to
override the programme. It is very im-
portant that the government darifies its
position on the status of the current re-
form programme and how such pres-
sur&seh can beabocomari] ned tha%

rehensions about the prospect o
%pgch—needed ingtitution IOre‘orm in
cooperative credit ingtitutions are to be
dlayed.

Loan walvers are at best temporary
paliatives to the problems facing rural
India. Significant and sustained im-
provement in the wdfare of the rurd
population is not possible without afas-
ter pace of growth in the rural economy
and an improved quality of education
and hedth services. Increased public
spending will not achieve this. It is es-
sentid to address deeper problems root-
ed in the overexploitation and
degradation of land and water; govern-
ment policies that encourage wasteful
use of resources; the ingfficiency of pub-
lic systems responsible for implement-
ing programmes, regulating the use of
common service facilities, and ensuring
quality infrastructure and support ser-
VICes.

Regrettably, the powers that be and
powers that want to be have rarely been
willing to confront and address these
difficult and complex problems. The
chances that their attitudes will change
arefar lessinthe current state of intense
and contentious competitive poalitics.
That does not augur well for the future of
rural India.

(Dr.A.Vaidyanathan,adevel opment
economist, is Honorary Fellow of the
Centre for Development Sudies,
Thiruvananthapuram.)
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