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Abstract 

Agricultural credit is very important for improving the farm performance and for agricultural growth 

in India, a country which depends on agriculture for the livelihood of a large population. The present 

study deals with the role of agricultural loans in raising farm productivity, adoption of technology, 

farm income and rural development. Small and marginal farmers are generally financially constrained 

to invest in quality inputs, irrigation facilities and sophisticated farming technologies. 
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1. Introduction 

Agriculture is the backbone of the Indian economy, providing livelihood to a large proportion of the 

population. However, agricultural production requires substantial financial resources for purchasing 

inputs and adopting modern technologies. Most farmers, particularly small and marginal farmers, face 

financial constraints that limit their ability to invest in productive agricultural activities. 

The paper discusses the critical role of agricultural credit in enhancing farm performance, particularly 

in the context of the Indian economy, where agriculture is a primary source of livelihood for many. It 

highlights how access to timely and adequate credit allows farmers, especially small and marginal 

ones, to invest in quality inputs and modern technologies, thereby improving productivity and income. 

The study aims to analyze the impact of agricultural credit on farm productivity, technology adoption, 

and rural development, while also suggesting measures to improve credit delivery systems. The 

findings indicate that institutional sources of credit, such as commercial banks and cooperative banks, 

are preferred by farmers, and that access to credit significantly contributes to increased farm income 

and the adoption of modern agricultural practices. Overall, the paper emphasizes the importance of 

strengthening agricultural credit systems to foster sustainable growth and enhance the socio-economic 

conditions of farmers. 

2. Literature Review 

Agricultural credit is an important factor in improving farm performance because it provides farmers 

with the financial capacity to purchase inputs, adopt technology and manage production risks. Many 

studies have shown that timely and adequate credit helps farmers increase productivity, income and 

overall agricultural efficiency. 
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Kahlon and Singh observed that agricultural finance plays a significant role in modern farming. 

According to them, credit enables farmers to purchase improved seeds, fertilizers, pesticides, irrigation 

equipment and farm machinery. Therefore, agricultural credit is considered an essential input for 

increasing agricultural production. 

NABARD reports highlight that institutional credit has contributed greatly to agricultural 

development in India. The reports state that credit supplied through commercial banks, cooperative 

banks and regional rural banks has helped farmers reduce dependence on moneylenders and improve 

investment in agriculture. 

Mohan and Reddy analyzed the impact of credit on farm income. Their findings showed that credit 

availability increased farmers’ ability to invest in productive activities, resulting in higher income and 

better living standards. 

FAO studies also emphasize the importance of agricultural credit in developing countries. According 

to FAO, rural credit improves farmers’ access to inputs, promotes diversification and strengthens food 

security. 

Narayanamoorthy studied the role of credit in irrigation development. The study found that credit-

supported investment in irrigation facilities helps farmers reduce dependence on rainfall and increase 

cropping intensity. 

Singh and Patel examined farmers’ repayment behavior and found that loan repayment capacity 

improves when credit is used for productive agricultural purposes. Higher productivity and income 

improve farmers’ ability to repay loans. 

RBI and NABARD joint studies show that institutional credit expansion has increased financial 

inclusion in rural areas. However, small and marginal farmers still face problems such as 

documentation, collateral requirements and delays in loan sanction. 

World Bank studies suggest that access to rural finance is strongly linked with poverty reduction and 

agricultural development. Credit helps farmers shift from traditional farming to market-oriented and 

commercial agriculture. 

The reviewed literature clearly shows that agricultural credit plays a crucial role in enhancing farm 

performance. It improves farmers’ capacity to purchase inputs, adopt modern technology, develop 

irrigation facilities, increase productivity and raise income. However, problems such as delay in credit 

delivery, inadequate loan amount, high documentation and limited access for small farmers continue 

to affect the effectiveness of agricultural credit. 

3. Research Gap 

Most studies have examined the general role of agricultural credit in agricultural development. 

However, there is a need for field-based studies focusing on how agricultural credit directly affects 

farm performance indicators such as productivity, income, technology adoption, irrigation 

improvement and repayment capacity among small and marginal farmers. 

 

4. Objectives of the Study 

1. Assessing the Importance of Agricultural Credit: Evaluating how access to credit is crucial 

for farmers, particularly small and marginal ones, to invest in quality inputs and modern technologies. 

2. Analyzing the Impact on Productivity: Investigating how agricultural credit influences farm 

productivity, technology adoption, and overall rural development. 

3. Suggesting Improvements for Credit Delivery: Proposing measures to enhance the 

efficiency and accessibility of agricultural credit systems to better serve farmers' needs. 
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4. Identifying Challenges: Recognizing the barriers faced by farmers in accessing credit, such 

as inadequate availability, complex procedures, and reliance on non-institutional sources. 

 

5. Methodology 

a. Data Collection: Primary data was gathered through surveys of 80 farmers regarding their 

sources of credit, amounts availed, purposes, technology adoption, and income changes post-credit. 

b. Analysis of Credit Sources: Institutional sources (commercial banks, cooperative banks, etc.) 

were identified as preferred options, with a focus on their impact on farm performance. 

c. Evaluation of Credit Utilization: The study categorized credit usage into short-term, 

medium-term, and long-term, assessing how these categories support various agricultural needs. 

d. Impact Assessment: The study analyzed the correlation between credit access and 

improvements in productivity, technology adoption, and income levels. 

6. Sources of Agricultural Credit 

6.1. Institutional Sources 

 Commercial Banks  

 Cooperative Banks  

 Regional Rural Banks (RRBs)  

 NABARD  

 Microfinance Institutions  

 Self-Help Groups (SHGs)  

6.2. Non-Institutional Sources 

 Moneylenders  

 Traders and Commission Agents  

 Relatives and Friends  

 Landlords  

 

7. Role of Agricultural Credit in Enhancing Farm Performance 

Table 1 

Distribution of Farmers by Source of Agricultural Credit 

Source of Credit Number of Farmers Percentage 

Commercial Banks 32 40.00 

Cooperative Banks 20 25.00 

Regional Rural Banks 12 15.00 

Moneylenders 10 12.50 

Relatives/Friends 6 7.50 

Total 80 100.00 

Source: Primary Data 

Commercial banks were the most popular source of agricultural credit among farmers surveyed, with 

40% of respondents utilizing this option. Cooperative banks and regional rural banks were also 

common sources, with 25% and 15% of farmers using them, respectively. Moneylenders were the least 

preferred option, with only 12.50% of farmers availing credit from them. 
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Table 2 

Distribution of Farmers by Amount of Agricultural Credit Availed 

Loan Amount (₹) Number of Farmers Percentage 

Below 50,000 12 15.00 

50,001 – 1,00,000 26 32.50 

1,00,001 – 2,00,000 24 30.00 

2,00,001 – 3,00,000 10 12.50 

Above 3,00,000 8 10.00 

Total 80 100.00 

Source: Primary Data 

The majority of farmers availed agricultural credit in the range of ₹50,001 to ₹2,00,000, which 

accounts for 62.5% of the total farmers surveyed. Only a small percentage of farmers (10%) availed 

credit above ₹3,00,000.  

 
Table 3: 

Purpose of Agricultural Credit 

Purpose Number of Farmers Percentage 

Purchase of Seeds 15 18.75 

Fertilizers & Pesticides 20 25.00 

Irrigation Facilities 12 15.00 

Farm Machinery 18 22.50 

Livestock & Allied Activities 15 18.75 

Total 80 100.00 

Source: Primary Data 
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The purpose of agricultural credit varied among the farmers surveyed, with the majority utilizing it for 

purchasing fertilizers and pesticides (25%) and farm machinery (22.50%). Other common purposes 

included livestock and allied activities (18.75%), irrigation facilities (15%), and seeds (18.75%). 

Overall, the data shows a diverse range of needs that farmers are seeking to fulfill through agricultural 

credit. 

 
 

Table 4 

Adoption of Modern Agricultural Technology After Receiving Credit 

Technology Adoption Level Number of Farmers Percentage 

High 30 37.50 

Moderate 28 35.00 

Low 16 20.00 

Very Low 6 7.50 

Total 80 100.00 

Source: Primary Data  

The data also indicates that a significant portion of farmers are able to adopt modern agricultural 

technology after receiving credit, with 37.50% categorized as having a high level of adoption. This 

suggests that access to agricultural credit plays a crucial role in enabling farmers to enhance their 

farming practices through technology. 
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Table 5 

Increase in Farm Income After Availing Credit 

Increase in Annual Income (₹) Number of Farmers Percentage 

Below 25,000 10 12.50 

25,001 – 50,000 30 37.50 

50,001 – 75,000 24 30.00 

Above 75,000 16 20.00 

Total 80 100.00 

Source: Primary Data  

The data further reveals that a majority of farmers experience a significant increase in their annual 

income after availing credit, with 37.50% reporting an increase in the range of ₹25,001 to ₹50,000. 

This highlights the positive impact of agricultural credit on improving the financial well-being of 

farmers. 

 
 

7.1 Purchase of Quality Inputs 

Agricultural credit enables farmers to purchase high-quality seeds, fertilizers, pesticides, and other 

inputs that improve crop yield and productivity. 

7.2 Adoption of Modern Technology 

Credit facilitates the adoption of modern farming technologies such as mechanization, precision 

farming, drip irrigation, and improved crop varieties. 

7.3 Expansion of Cultivated Area 

Availability of credit helps farmers lease additional land and undertake land improvement measures, 

thereby increasing cultivated area and production. 

7.4 Improvement in Irrigation Facilities 

Credit supports investment in irrigation infrastructure such as borewells, pumpsets, and drip irrigation 

systems, reducing dependence on rainfall. 

7.5 Increase in Agricultural Productivity 

Timely credit ensures that farmers can carry out agricultural operations at the appropriate time, 

resulting in higher productivity and better yields. 

7.6 Enhancement of Farm Income 

Increased production and improved productivity lead to higher farm income and better living standards 

for farming households. 

7.7 Risk Management 

Agricultural credit helps farmers cope with crop failures, natural calamities, and market fluctuations 

by providing financial support during difficult periods. 
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7.8 Promotion of Agricultural Diversification 

Credit enables farmers to diversify into horticulture, dairy farming, poultry, fisheries, and other allied 

activities, thereby increasing income sources. 

7.9 Rural Employment Generation 

Investment in agriculture through credit creates employment opportunities in farming and related 

sectors, contributing to rural development. 

7.10 Reduction of Rural Indebtedness 

Institutional credit reduces farmers' dependence on moneylenders who often charge exorbitant interest 

rates. 

8. Challenges in Agricultural Credit 

1. Inadequate credit availability for small farmers.  

2. Delay in loan disbursement.  

3. High transaction costs.  

4. Lack of awareness among farmers.  

5. Dependence on non-institutional credit sources.  

6. Crop failures leading to loan repayment difficulties.  

7. Complex loan procedures and documentation requirements.  

 

9. Findings of the Study 

1. Importance of Agricultural Credit: Access to timely and adequate agricultural credit is 

crucial for small and marginal farmers, enabling them to invest in quality inputs and modern 

technologies, which significantly enhances farm productivity and income. 

2. Preferred Credit Sources: Farmers predominantly prefer institutional sources of credit, 

particularly commercial banks, which account for 40% of the credit availed. This preference is linked 

to better financial outcomes compared to reliance on non-institutional sources like moneylenders. 

3. Impact on Productivity and Income: The study shows a strong correlation between access 

to agricultural credit and improvements in farm productivity, technology adoption, and overall income 

levels. A significant portion of farmers reported increases in annual income after receiving credit. 

4. Challenges in Credit Access: Despite the benefits, farmers face challenges such as inadequate 

credit availability, complex loan procedures, and delays in disbursement. These barriers hinder small 

farmers from fully utilizing credit for agricultural development. 

5. Recommendations for Improvement: The paper suggests simplifying loan processes, 

increasing institutional credit coverage for small farmers, promoting digital banking, and enhancing 

financial literacy to improve access to agricultural credit and support sustainable rural development. 

10. Suggestions 

1. Simplify agricultural loan procedures.  

2. Increase institutional credit coverage for small and marginal farmers.  

3. Promote digital banking and financial inclusion.  

4. Strengthen the role of NABARD and cooperative institutions.  

5. Expand crop insurance coverage.  

6. Improve financial literacy among farmers.  

7. Encourage credit-linked agricultural development programs.  
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11. Conclusion 

In conclusion, the paper emphasizes the crucial role of agricultural credit in enhancing farm 

performance within the Indian economy, particularly for small and marginal farmers facing financial 

constraints. Access to timely and adequate credit allows for investments in quality inputs and modern 

technologies, leading to improved productivity and increased farm income. The study highlights the 

preference for institutional credit sources, such as commercial banks, and identifies challenges like 

inadequate availability and complex procedures. Recommendations include simplifying loan 

processes and expanding coverage for small farmers. Ultimately, strengthening agricultural credit 

systems is essential for sustainable agricultural growth and the socio-economic upliftment of farmers. 
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