Manonmaniam Sundaranar University

Directorate of Distance and
Continuing Education

Tirunelveli - 627012, TamilNadu.

B.A.ECONOMICS
(Second Year)

RURAL ECONOMICS
(JNEC41)

Compiled by
Dr.R.Iyappan

Assistant Professor of Economics
Manonmaniam Sundaranar University
Tirunelveli - 627 012.




RURAL ECONOMICS

UNIT Details

Introduction

I Concept of Rural Economy — Indicators of rural Economy — Scope and
Importance - Characteristics of rural economy -Problems in Rural
Economy.

Rural Unemployment

I Types of unemployment —Agricultural Labour- Marginal Productivity-
Agricultural Wages — Minimum Wages Act-Rural Employment
programmes : MGNREGA.

i Rural Poverty
Nature—Trends-Causes and Consequences of poverty-Poverty Alleviation
Programmes of Government: NRLM- Antyodaya Anna Yojana (AAY)

Rural Credit

v Need for credit — Causes of rural indebtedness — Sources of rural credit;
Unorganized: Money lenders, Indigenous Bankers, Organized: Co-
Operatives, Commercial Banks, Regional Rural Banks - NABARD.

Rural Development

\ Importance of rural development in India — Role of Panchayat Raj
Institution in rural development - Rural Marketing — Co-operative
Marketing - Role of Self-Help Groups.

LekhiR.K. and Joginder Singh,(2015), Agricultural Economics: An Indian
Perspective, Kalyani Publishers, Ludhiana.

Janardhana Rao.N,(2005),Indian Agriculture: Issues and Perspectives,
Reference ICFAI University Press, Hyderabad.

Books Gray,L.C.(2013).Introduction to Agricultural Economics. Read Books Ltd.
Ashima Goyal (Ed.),The Oxford Handbook of the Indian Economy
inthe21® Century :Understanding the Inherent Dynamism, Oxford
University Press
K.R.Gupta ,J.R.Gupta,” Indian Economy”,Altanic,2008




UNIT - |
Introduction

The concept of a rural economy encompasses the economic activities and financial
systems within rural areas, including agriculture, non-agricultural industries, and resource
management, all of which impact the economic development and livelihoods of people in

those areas.

Definition:
A rural economy refers to the economic activities, financial systems, and livelihoods
that exist in rural areas, encompassing both agricultural and non-agricultural sectors.

Key Sectors:

> Agriculture: The primary sector, involving the production of crops,

livestock, and other agricultural products.

> Non-Agricultural Industries: Includes activities like manufacturing,
construction, tourism, services, and trade, which are increasingly important in many rural
economies.

Interconnectedness:

The various sectors within a rural economy are interconnected, and the success of

one sector can impact others.
Rural Development:

Rural development aims to improve the quality of life and economic well-being of
people living in rural areas, often through strategies that promote sustainable economic

growth and resource management.
Challenges and Opportunities:

< Poverty and Inequality: Rural areas often face challenges like poverty,

limited access to resources, and income inequality.

< Decent Work: There's a need to create decent and productive jobs in rural

areas to improve livelihoods and reduce poverty.

< [Food Security: Ensuring food security and sustainable agricultural practices

is crucial in rural economies.



< Economic Diversification: Shifting from a reliance on agriculture to a more
diversified economy can lead to greater resilience and economic growth.
Importance of Rural Economics:
Understanding rural economies is important for developing effective policies and
strategies to promote sustainable development and improve the lives of people in rural

areas.

Indicators of rural economy

Indicators of a healthy rural economy include factors like agricultural productivity,
employment rates, income levels, access to infrastructure, and social indicators like education

and healthcare.

Economic Indicators:

1. Income Levels: Average household income, wage rates, and the proportion

of the population living below the poverty line.

2. Employment Rates: Unemployment rates, the proportion of the population
employed in agriculture, and the availability of non-agricultural employment

opportunities.

3. Agricultural Productivity: Crop yields, livestock production, and the use of

modern agricultural technologies.
4. Infrastructure: Access to roads, electricity, water, and telecommunications.

5. Business Activity: The number of businesses, particularly small and
medium-sized enterprises (SMEs), and the level of investment in the rural

economy.

6. Rural Wages: The average wages earned by rural workers, which can

indicate the overall economic health of the region.

7. Consumer Price Index (CPI) Inflation: Monitoring inflation rates in rural

areas can help understand the impact of rising prices on the rural population.

8. Share of Food in Monthly Consumption Expenditure: Analyzing the
proportion of household income spent on food can provide insights into the

economic well-being of rural households.



Social Indicators:

1.

Education: Literacy rates, school enrollment rates, and access to quality

education.

Healthcare: Access to healthcare facilities, the prevalence of diseases, and

the availability of healthcare services.

Poverty: The proportion of the population living below the poverty line and

the depth of poverty.

Social Protection: The availability of social safety nets, such as

unemployment benefits, and access to social services.

Gender: Gender equality in access to resources, education, and

employment.

Population: The size and distribution of the rural population, as well as

migration patterns.

Human Migration: The movement of people from rural to urban areas, and

its impact on the rural economy.

Climate Change: The impact of climate change on agriculture, livelihoods,

and the environment.

Environmental Indicators:

1. Environmental Quality: Air and water quality, deforestation rates, and the

conservation of natural resources.

2. Land Use: The proportion of land used for agriculture, forestry, and other purposes.

3. Natural Resource Management: Sustainable land management practices and the

conservation of biodiversity.

Scope and importance of rural economy

The rural economy encompasses diverse livelihoods, from agriculture to non-farm

activities, and iscrucial for national development, providing food, raw materials,

employment, and a market for goods, while also facing challenges like poverty and

infrastructure gaps.



Scope of Rural Economy:

1. Agricultural/Farm Sector:
This includes the production of primary goods like crops, livestock, and fisheries.

2. Non-Agricultural/Non-Farm Sector:
This encompasses a wide range of activities, including:

A. Mining: Extraction of minerals and other resources.

B. Manufacturing: Production of goods using raw materials.

C. Utilities: Provision of essential services like electricity and water.

D. Construction: Building and infrastructure development.

E. Commerce: Trade and retail activities.

F. Tourism: Activities related to travel and hospitality.

G. Transport: Movement of people and goods.

H. Financial Services: Banking, insurance, and other financial activities.

I. Personal and Government Services: Services like healthcare, education,

and public administration.

Importance of Rural Economy:

1. Employment and Livelihoods: A significant portion of the population, especially in

developing countries, relies on the rural economy for employment and income.

2. Food Security: The agricultural sector is crucial for producing food and ensuring

food security for the population.

3. Raw Materials and Market for Industrial Goods: Rural areas provide raw

materials for industries and serve as a market for industrial goods.

4. Economic Growth: A vibrant rural economy can contribute to overall economic

growth and development.

5. Social Development: Investing in rural areas can improve the quality of life for

rural people, leading to better health, education, and infrastructure.



6. Poverty Reduction: Rural development initiatives can help reduce poverty and

inequality.

7. Sustainable Development: Promoting sustainable agricultural practices and

resource management is essential for long-term rural development.

8. Strengthening Community Infrastructure: Improving infrastructure like roads,

water, electricity, and sanitation is vital for rural development.

Characteristics of a rural economy

Rural economies are characterized by a strong dependence on agriculture, lower

population density, a simpler lifestyle, and often higher rates of poverty and unemployment,

with limited access to infrastructure and services compared to urban areas.

1.

Dependence on Agriculture: Rural economies are heavily reliant on natural

resources and agricultural activities for their livelihood.

Low Population Density: Rural areas typically have a smaller population

size and lower population density compared to urban areas.

Simple Lifestyle: Rural life is often characterized by a simpler, more

traditional way of living.

Limited Infrastructure and Services: Access to infrastructure, such as
roads, communication networks, and healthcare, is often limited in rural

areas compared to urban areas.

Higher Poverty Rates: Rural areas often experience higher rates of poverty,

with a significant portion of the population struggling to meet basic needs.

Unemployment and Underemployment: Rural areas often face challenges
with unemployment and underemployment, as job opportunities may be

scarce.

Indebtedness: Due to poverty and limited income opportunities, rural

populations are often highly indebted.

Inequality: There can be significant disparities in income, wealth, and access

to resources within rural communities.



9. Migration: Rural residents may migrate to urban areas in search of better

economic opportunities.

10. Close-Knit Communities: Rural areas often have a strong sense of

community, with close relationships between residents.

11. Natural Resources: Rural areas are rich in natural resources, including land,
forests, and water, which are often used for agriculture and other economic

activities.

12. Aging Population: Rural areas may experience an aging population, as

younger people migrate to urban areas in search of better opportunities.

Problems of rural economy.

Rural economies face numerous challenges, including inadequate infrastructure,
agricultural struggles, limited access to education and financial services, unemployment, and

poverty, leading to migration to urban areas.

1. Inadequate Infrastructure:

A. Poor Transportation: Limited access to roads, railways, and other
transportation networks isolates rural communities from markets and

essential services.

B. Insufficient Utilities: Lack of reliable electricity, clean water, and sanitation

facilities hinders economic development and impacts public health.

C. Lack of Communication Infrastructure: Poor internet access and mobile

connectivity limit access to information and opportunities.

D. Inadequate Health Facilities: Limited access to healthcare services and

qualified medical professionals leads to poorer health outcomes.

2. Agricultural Challenges:

A. Small Landholdings: The prevalence of small, fragmented landholdings

reduces the potential for efficient and profitable farming.



B. Dependence on Monoculture: Reliance on a single crop can make rural

communities vulnerable to price fluctuations and climate change.

C. Lack of Access to Technology and Resources: Limited access to modern
farming techniques, fertilizers, seeds, and irrigation systems hinders

agricultural productivity.

D. Uneconomic Prices for Agricultural Products: Low prices for agricultural
products, coupled with high input costs, can lead to low incomes and

poverty.

E. Climate Change and Natural Disasters: Climate change, droughts, floods,
and other natural disasters can severely impact agricultural production and

livelihoods.

3. Limited Access to Education and Financial Services:

A. Low Levels of Education: Poor access to quality education, particularly for

women, limits opportunities for economic advancement.

B. Lack of Financial Literacy: Limited understanding of financial products and

services can hinder access to credit and investment opportunities.

C. Limited Access to Financial Services: Rural areas often have fewer banks
and financial institutions, making it difficult for people to access loans,

savings accounts, and other financial services.

4. Unemployment and Poverty:

A. High Unemployment Rates: Rural areas often have higher unemployment

rates than urban areas, particularly among young people and women.

B. Lack of Non-Farm Employment Opportunities: The lack of non-
agricultural jobs forces people to rely on farming, which can be unstable and

low-paying.

C. Poverty: Low incomes, lack of access to resources, and inadequate

infrastructure contribute to high levels of poverty in rural areas.

5. Migration to Urban Areas:



A. Push Factors: Poor economic opportunities, lack of infrastructure, and

social problems in rural areas push people to migrate to urban areas.

B. Pull Factors: The promise of better jobs, education, and living conditions in

urban areas attracts people to migrate.

C. Brain Drain: The migration of skilled and educated people from rural areas

can hinder economic development.



UNIT -1

Rural unemployment

Rural unemployment, the lack of work opportunities for people residing in rural areas,

is a complex issue with various causes, including decreasing land size, lack of infrastructure,

and limited job opportunities.

Causes of Rural Unemployment:

1.

Decreasing Land Holding Size: The average size of operational land
holdings has decreased, making it harder for rural families to sustain

themselves through agriculture.

Lack of Infrastructure: Insufficient irrigation infrastructure and other

essential facilities hinder agricultural productivity and job creation.

Limited Job Opportunities: The lack of alternative employment options in
rural areas forces people to rely heavily on agriculture, which can be

seasonal and unreliable.

Depletion of Forest Resources: Continuous deforestation and resource
depletion further exacerbate the situation, impacting livelihoods and

employment.

Structural Unemployment: This occurs when a worker's skills don't match
the jobs available or when employees are unable to travel to the geographical

location of jobs.

Disguised Unemployment: This happens when there are more workers than

needed for a particular job, leading to underemployment.

Seasonal Unemployment:Unemployment that occurs during specific

seasons, particularly in agricultural sectors.

Specific Areas of Concern:
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< Central Indian Belt: This region, characterized by undulating terrain, lack of
perennial streams, and dependence on forests, is particularly vulnerable to rural

unemployment.

< Adivasi Communities: These communities are often disproportionately affected by
rural unemployment due to factors like limited access to resources and

opportunities.

Addressing Rural Unemployment:

1. Promote Diversification: Encourage the development of non-agricultural

sectors in rural areas to create more employment opportunities.

2. Invest in Infrastructure: Improve irrigation, transportation, and other

infrastructure to enhance agricultural productivity and attract investment.

3. Skill Development: Provide training and education programs to equip rural

workers with the skills needed for emerging industries.

4. Address Structural Issues: Implement policies that address the mismatch

between available skills and job requirements.

5. Promote entrepreneurship: Encourage the development of small and

medium enterprises in rural areas to create jobs

Types of Unemployment

Unemployment can be categorized into several types, including structural, frictional,

cyclical, seasonal, disguised, and technological.

1. Structural Unemployment:

Definition: Occurs when there's a mismatch between the skills of the workforce and
the skills required for available jobs, or when there are fundamental changes in the

economy that lead to job losses.

Examples: Automation leading to job displacement, or a shift in industry demand

(e.g., decline in coal mining).

2. Frictional Unemployment:
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Definition: Refers to unemployment that occurs when people are temporarily

between jobs, searching for a new position, or transitioning to a different career.

Examples: A recent graduate searching for their first job, or someone quitting a job

to find a better opportunity.

3. Cyclical Unemployment:

Definition: Results from fluctuations in the business cycle, particularly during
economic downturns or recessions, when demand for goods and services decreases,

leading to layoffs.

Examples: Businesses cutting jobs during a recession, or a decrease in construction

projects due to a downturn in the economy.

4. Seasonal Unemployment:

Definition: Occurs when unemployment is tied to specific seasons or times of the

year, often in industries dependent on weather or holidays.

Examples: Tourism workers being unemployed during the off-season, or

agricultural workers during harvest periods.

5. Disguised Unemployment:

Definition: Exists when individuals appear to be employed, but their skills are

underutilized or they are not contributing fully to the production process.

Examples: Having more workers than needed on a farm, or people working part-

time when they are capable of working full-time.

6. Technological Unemployment:

Definition: Occurs when technological advancements or automation lead to job

losses, as machines or software replace human workers.

Examples: Robots replacing factory workers, or Al-powered software automating

customer service roles.

7. Other Types of Unemployment:
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< Voluntary Unemployment: Individuals choose not to work at the current wage rate

or prefer to search for a different job.
< Chronic Unemployment: Persistent long-term unemployment.

< Underemployment: People are working in jobs that are below their skill level or are

involuntarily working part-time when they desire full-time employment.

< Geographical Unemployment: Occurs when unemployment is concentrated in

specific regions or areas due to economic factors or lack of opportunities.

< Classical Unemployment: Occurs when real wages are too high, leading to a surplus

of labor.

< Natural Unemployment: The minimum level of unemployment that an economy can

achieve, often consisting of frictional and structural unemployment.

Aagricultural labour

Agricultural labor refers to workers engaged in farming, including tasks like
cultivating land, raising crops, managing livestock, and harvesting produce, typically for

wages.

Definition and Scope:

1. Agricultural labor: encompasses individuals who derive their primary

income from working on farms or in agricultural operations, often as hired laborers.
2. The work of agricultural laborers includes tasks like:
< Cultivating and tilling the soil.
< Growing or harvesting agricultural crops and horticultural commodities.

< Managing livestock, bees, poultry, etc.
3. The First Agricultural Labour Enquiry Committee (1950-51) defined
agricultural labor as those engaged as hired laborers in agricultural operations for 50% or

more of the total number of days worked by them during the previous year.

4, Sharecroppers, who work the land and share the produce, are also considered

agricultural laborers.
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Characteristics of Agricultural Labor:

1.

Landless or Small Landholders: Many agricultural laborers are landless or
own only small plots of land, making them dependent on wage labor for their

livelihood.

Unskilled Labor: Agricultural laborers often lack formal skills or training,

making them vulnerable to low wages and irregular employment.

Seasonal Employment: Agricultural work is often seasonal, leading to

periods of unemployment or underemployment for laborers.

Low Wages and Hard Working Conditions: Agricultural laborers often
face low wages, difficult working conditions, and limited opportunities for

advancement.

Social and Economic Challenges: Agricultural laborers are often part of the

most marginalized and impoverished sections of society.

Challenges Faced by Agricultural Labor:

1.

Marginalization: Agricultural laborers are often marginalized and lack

political representation and influence.

Indebtedness: Low wages and high interest rates can lead to indebtedness,

trapping laborers in a cycle of poverty.

Lack of Social Security: Agricultural laborers often lack access to social

security benefits like unemployment insurance or healthcare.

Limited Access to Education and Healthcare: Agricultural laborers and
their families often face limited access to education and healthcare, further

perpetuating cycles of poverty.

Unemployment and Underemployment: Seasonal nature of agriculture can
lead to periods of unemployment or underemployment for agricultural

laborers.

14



Marginal Productivity in Agriculture

Marginal productivity in agriculture refers to the extra output gained by adding one

more unit of labor (or any other input) while keeping other inputs constant, and it's crucial for

understanding agricultural labor decisions and overall economic efficiency.

Key Concepts:

X/
°

X/
L X4

Marginal Product of Labor (MPL): The additional output produced by
employing one more unit of labor, while holding other inputs (like land,

capital, etc.) constant.

Law of Diminishing Marginal Returns: As more and more labor is added to
a fixed amount of land, the marginal product of labor will eventually decline,

meaning that each additional worker adds less and less to total output.

Marginal Productivity Theory of Wages: This theory suggests that the
wage rate for labor is determined by the value of the marginal product of
labor (VMPL), meaning workers should be paid what they contribute to the

company's output.

Disguised Unemployment:In agriculture, especially in developing countries,
there can be situations where labor appears fully employed but is actually

underutilized, with the marginal productivity of labor approaching zero.

Factors Influencing Marginal Productivity in Agriculture:

1.

Land Quality and Availability: The fertility and size of land significantly

impact how much output can be produced per unit of labor.

Technological Advancements: New technologies, like improved machinery

or fertilizers, can increase the marginal product of labor.

Capital Inputs: Access to tools, equipment, and infrastructure can enhance

labor productivity.

Labor Skill and Training: A skilled and well-trained workforce can

contribute to higher output.
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5. Access to Markets and Infrastructure: Good transportation and storage
facilities can help farmers get their products to market efficiently, increasing

the value of their output.

6. Land Fragmentation: Small, scattered plots of land can reduce efficiency

and lower marginal productivity.

The Minimum_ Wages Act, 1948, empowers both the Central and State

governments to fix, review, and revise minimum wages for workers in scheduled
employments, including those in agriculture, and also allows for the addition of new

employments to the schedule.

Key Provisions of the Minimum Wages Act, 1948:

» Purpose: The Act aims to ensure that workers in certain employments receive a

minimum wage, preventing exploitation and ensuring a basic standard of living.

» Scope: The Act covers both agricultural and non-agricultural employments, with the
"appropriate government™ (Central or State) responsible for fixing minimum wages

in their respective jurisdictions.

» Scheduled Employments: The Act contains a list of employments for which
minimum wages are to be fixed, with Part I covering non-agricultural employments

and Part 1l covering employment in agriculture.

» Fixing and Revision: The appropriate government can fix, review, and revise
minimum wages in scheduled employments, with revisions required at intervals not

exceeding five years.

> National Floor Level Minimum Wage (NFLMW): The government fixes a
National Floor Level Minimum Wage and recommends that State Governments

ensure that minimum wages in their jurisdictions are not less than the NFLMW.

» Variable Dearness Allowance (VDA): The Minimum Wage is revised from time to
time based on the increase in the Consumer Price Index for Industrial workers, using

a system of Variable Dearness Allowance (V.D.A)).

16



> Penalties: Contravention of the Act or any rule or order made under it can result in

a fine, which may extend to five hundred rupees.

> Rules: The appropriate government can make rules for carrying out the purposes of
the Act.

» Additions to the Schedule: The appropriate government can add to either Part of
the Schedule any employment for which it believes minimum rates of wages should
be fixed.

» Contracts: Any contract or agreement that reduces an employee's right to a
minimum wage or any privilege or concession accruing to them under the Act is

null and void.

» Offences: Where an employer is charged with an offence, they can bring any other

person they charge as the actual offender before the court.

Rural Employment Generation Programs (REGP) aim to create self-

employment opportunities in rural areas, often through schemes like the Prime Minister's
Employment Generation Programme (PMEGP), which merges initiatives like Prime
Minister's Rojgar Yojana (PMRY) and REGP.

Key Objectives and Features:

s Self-Employment: The primary goal is to empower individuals, particularly
rural youth and artisans, by enabling them to start their own micro-

enterprises.

®,

« Job Creation: REGP aims to generate employment opportunities in rural
areas, contributing to economic growth and reducing migration to urban

areas.

% Financial Support: Programs like PMEGP provide financial assistance,
including credit and subsidies, to support the establishment and operation of

micro-enterprises.

+» Sector Focus: REGP often focuses on the Khadi and Village Industries

(KV1) sector, promoting traditional skills and local industries.
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s Implementation: These programs are typically implemented by
organizations like the Khadi & Village Industries Commission (KVIC) and

state-level Khadi and Village Industries Boards.

Examples of Programs:

A. Prime Minister's Employment Generation Programme (PMEGP): This
program, formed by merging PMRY and REGP, aims to create employment

through setting up new self-employment ventures/projects/micro enterprises.

B. J&K Rural Employment Generation Programme (JKREGP): This
program, implemented by the J&K Khadi and Village Industries Board, aims
to harness the energy of the youth for establishing productive enterprises in

the micro-industrial sector.

Benefits of Rural Employment Generation Programs:

A. Increased Income: Self-employment can lead to a stable income for rural

households, improving their living standards.

B. Economic Growth: The growth of micro-enterprises can contribute to the

overall economic development of rural areas.

C. Reduced Migration: By creating employment opportunities in rural areas,

these programs can help reduce the migration of rural youth to urban areas.

D. Skill Development: These programs can provide opportunities for skill
development and entrepreneurship, empowering individuals to become self-

reliant.

The MGNREGA (Mahatma Gandhi National Rural Employment Guarantee Act),
launched in 2005, guarantees 100 days of wage employment in a financial year to adult
members of rural households who are willing to do unskilled manual work, aiming to

enhance livelihood security in rural areas.

Key Features and Objectives:

1. Guaranteed Employment: The core principle of MGNREGA is to provide a
legal guarantee of wage employment for a minimum of 100 days in a
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financial year to every rural household whose adult members volunteer for

unskilled manual work.

2. Targeted Livelihood Security: The scheme aims to enhance the livelihood
security of rural populations by providing a source of income through wage

employment.

3. Infrastructure Development: The work undertaken under MGNREGA
focuses on infrastructure development in rural areas, such as construction of

roads, irrigation channels, and other community assets.

4. Decentralized Implementation: The scheme is implemented at the Gram

Panchayat level, promoting local participation and decision-making.

5. Minimum Wages: Workers are entitled to minimum wages as determined by

the respective state governments.

6. Job Cards: Rural households desiring to participate in MGNREGA need to

register and obtain a job card from the Gram Panchayat.

7. Gender Equity: MGNREGA has a strong focus on gender equity, with a

significant portion of work opportunities reserved for women.

8. Transparency and Accountability: The scheme includes provisions for

transparency and accountability, including grievance redressal mechanisms.

How it Works:

1. Registration: Rural households register with the Gram Panchayat to obtain a
job card.

2. Demand for Work: Registered households can demand work from the Gram
Panchayat.

3. Work Allocation: The Gram Panchayat allocates work based on the demand

and available resources.

4. Wage Payment: Workers are paid minimum wages for the work they
perform.
5. Infrastructure Development: The work undertaken under MGNREGA

contributes to the development of rural infrastructure.
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UNIT I

Rural poverty Its refers to the state of lacking financial resources and essentials for

living in non-urban regions, often characterized by dependence on agriculture and limited

access to resources and opportunities.

Definition: Rural poverty encompasses the situation of individuals and communities
in non-urban areas who lack sufficient income, resources, and opportunities to meet

their basic needs.
Dependence on Agriculture:

Many rural populations rely on agriculture, fishing, forestry, and related industries
for their livelihoods, making them vulnerable to economic shocks and environmental

changes.
Limited Access to Resources:

Rural areas often face challenges in accessing essential services like education,

healthcare, infrastructure, and financial services, which can exacerbate poverty.
Low Productivity:

Low productivity in agriculture, due to factors like fragmented land holdings, lack

of capital, and traditional farming methods, contributes to low incomes and poverty.
Unemployment and Underemployment:

Unemployment and underemployment in rural areas further limit income

opportunities and contribute to poverty.

Social and Political Factors:
Social inequalities, lack of political representation, and discriminatory practices can

also contribute to rural poverty.

Causes of Rural Poverty:

1. Economic Factors: Low agricultural productivity, limited access to credit
and markets, and dependence on volatile agricultural prices can lead to

poverty.
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2.

Social Factors: Lack of education, healthcare, and social safety nets can trap

people in cycles of poverty.

Environmental Factors: Climate change, deforestation, and soil degradation
can negatively impact agricultural productivity and livelihoods, leading to

poverty.

Political Factors: Lack of political representation and voice in decision-
making processes can lead to neglect of rural areas and their needs.

Addressing Rural Poverty:

1.

Investing in Agriculture: Improving agricultural productivity through
technology, irrigation, and access to markets can help increase incomes and

reduce poverty.

Promoting Rural Livelihoods: Diversifying rural livelihoods through non-

farm activities and entrepreneurship can create new income opportunities.

Improving Infrastructure: Investing in roads, electricity, and
telecommunications can improve access to markets, services, and

opportunities.

Providing Social Protection: Social safety nets, such as cash transfer
programs and unemployment benefits, can help protect vulnerable

populations from poverty.

Empowering Women: Empowering women through education, economic
opportunities, and political participation can help reduce poverty and

improve social outcomes.

Addressing Climate Change: Implementing sustainable agricultural
practices and addressing climate change can help protect rural livelihoods

and reduce poverty.
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Nature of rural poverty

Rural poverty is characterized by low income, limited access to resources and

services, and vulnerability to shocks, often stemming from dependence on agriculture, poor

infrastructure, and social inequalities.
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L X4

X/
L X4

L)

X/
L X4

X/
°

Low Income and Limited Resources: Rural poor often have low incomes,
making it difficult to afford basic necessities like food, shelter, and

healthcare.

Dependence on Agriculture: Many rural communities rely heavily on
agriculture for their livelihoods, making them vulnerable to weather-related
disasters, market fluctuations, and lack of access to modern farming

techniques.

Poor Infrastructure: Rural areas often lack adequate infrastructure, such as
roads, electricity, clean water, and sanitation, which hinders economic

development and access to services.

Limited Access to Education and Healthcare: Rural populations may have
limited access to quality education and healthcare, which can perpetuate

cycles of poverty.

Social Inequalities: Rural areas may experience social inequalities based on
gender, caste, ethnicity, or religion, which can further marginalize certain

groups.

Vulnerability to Shocks: Rural communities are often more vulnerable to
external shocks, such as natural disasters, economic crises, and conflicts,

which can exacerbate poverty.

Lack of Social Protection: Rural populations may have limited access to
social protection programs, such as unemployment benefits, healthcare, and

food assistance, which can further increase their vulnerability.

Informal Economy: A large portion of the rural workforce may be engaged
in the informal economy, which offers limited job security and social

protection.
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Specific Vulnerabilities:

» Landless Workers: Rural landless workers are particularly vulnerable to

fluctuations in labor demand and wage rates.

» Women: Rural women often face greater challenges than men, including

limited access to education, healthcare, and economic opportunities.

» Children: Children in rural areas may face malnutrition, poor health, and

limited access to education.

» Elderly: The elderly in rural areas may face challenges in accessing
healthcare, social support, and economic opportunities.

Addressing Rural Poverty:

e Investing in Infrastructure: Improving infrastructure, such as roads,
electricity, and water systems, can help to connect rural areas to markets and

services.

e Promoting  Agricultural  Development:  Supporting  agricultural
development, such as providing access to modern farming techniques, credit,

and markets, can help to increase productivity and incomes.

e Investing in Education and Healthcare: Improving access to quality
education and healthcare can help to break cycles of poverty and empower

rural communities.

e Promoting Social Inclusion: Addressing social inequalities and promoting
social inclusion can help to ensure that all members of rural communities

have equal opportunities.

e Strengthening Social Protection: Expanding social protection programs,
such as unemployment benefits, healthcare, and food assistance, can help to

protect vulnerable populations from shocks.

e Supporting Rural Businesses: Promoting the development of rural

businesses can help to create jobs and generate income

Trends:
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In recent years, India has seen a significant decline in rural poverty, with the rural
poverty ratio dropping to 4.86% in FY24, down from 25.7% in 2011-12.

e Dramatic Decline: SBI Research reports a dramatic decline in India's rural
poverty ratio to 4.86% in FY 24, a significant drop from 25.7% in 2011-12.

e Urban Poverty Also Declining: Urban poverty has also seen a reduction,
falling to 4.09% in FY24, down from 4.6% in FY23 and 13.7% in FY12.

e Government Support: This decline in poverty is attributed to government

support and policies promoting economic opportunities for the rural poor.

e Focus on Rural Development: There's a growing focus on social
innovations and addressing issues like reviving villages and reducing

depopulation in rural areas.

e Poverty and Inequality: While poverty has declined, it's important to note
that the same economic forces that reduce poverty can also increase

inequalities.

e Impact of COVID-19: The COVID-19 pandemic and subsequent measures
have had a substantial impact on rural residents, disrupting livelihoods and

leading to a return of migrants to rural areas.

Causes of rural poverty

Rural poverty is a complex issue stemming from a combination of economic, social,
and environmental factors, including limited access to resources, infrastructure, education,

and employment opportunities, as well as the impacts of climate change and conflict.

Economic Factors:

> Lack of Access to Resources: Rural communities often lack access to
essential resources like land, water, and capital, which are crucial for

agricultural productivity and economic development.

» Limited Infrastructure: Poor infrastructure, including roads, electricity, and
communication networks, hinders economic activity and makes it difficult

for rural areas to connect with markets and opportunities.
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Unemployment and Underemployment: Rural areas often have limited
employment  opportunities, leading to high unemployment and

underemployment, especially in agricultural sectors.

Low Productivity: Low levels of education and skills, coupled with limited
access to technology and resources, contribute to low productivity in
agriculture and other sectors, hindering economic growth and income

generation.

Agricultural Distress: Rural communities are heavily reliant on agriculture,
and factors like climate change, pests, diseases, and low prices can lead to

agricultural distress and income losses.

Lack of Financial Inclusion: Limited access to credit and financial services
prevents rural households from investing in their businesses and improving

their livelihoods.

Economic Inequality: Unequal distribution of land, wealth, and
opportunities exacerbates poverty in rural areas, as some individuals and

communities have access to resources while others are marginalized.

Social Factors:

X/

L X4

X/
°
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Low Levels of Education: Limited access to quality education and skills
training restricts opportunities for rural populations to improve their

livelihoods and escape poverty.

Social Exclusion: Marginalization based on gender, ethnicity, caste, or other
social factors can limit access to resources and opportunities, perpetuating

poverty.

Conflict and Instability: Conflict and instability can disrupt economic
activity, displace populations, and destroy infrastructure, leading to increased

poverty and vulnerability.

Lack of Government Support: Inadequate social safety nets and anti-
poverty programs can leave rural communities vulnerable to poverty and

hardship.
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< Migration and Urbanization: While migration to urban areas can offer
some opportunities, it can also lead to increased poverty in urban areas and
leave rural areas with a shortage of skilled labor.

Environmental Factors:

e Climate Change: Climate change poses significant threats to rural
communities, including increased frequency and intensity of extreme
weather events, changing precipitation patterns, and declining agricultural

productivity.

e Natural Disasters: Natural disasters, such as floods, droughts, and
earthquakes, can devastate rural areas, destroying crops, infrastructure, and

livelihoods.

e Resource Depletion: Overexploitation of natural resources, such as water,
forests, and soil, can lead to environmental degradation and reduced

productivity, further exacerbating poverty.

Consequences of rural poverty

Rural poverty leads to a multitude of consequences, including food insecurity, poor
health outcomes, limited education, environmental degradation, and social inequality,

hindering overall development and perpetuating a cycle of poverty.

Economic Consequences:

% Food Insecurity: Poverty often leads to a lack of access to sufficient and
nutritious food, resulting in malnutrition and hunger, particularly in areas

heavily reliant on agriculture.

% Low Agricultural Productivity: Poverty can hinder investment in improved
agricultural practices, leading to lower yields and making rural communities

more vulnerable to food shortages and income instability.

s Limited Access to Resources: Rural poor often lack access to essential
resources like credit, technology, and infrastructure, which are crucial for

economic growth and development.
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< Income Inequality: Poverty exacerbates income inequality, both within rural
areas and between rural and urban areas, creating social divisions and

hindering overall development.

« Inflationary Pressure: Rural areas may be more vulnerable to inflationary
pressures, especially due to the impact of food price increases, which

represent a higher share of poorer households' consumption baskets.

Social Consequences:

e Poor Health Outcomes: Poverty negatively impacts health, leading to higher
rates of infant mortality, malnutrition, and susceptibility to diseases due to

lack of access to healthcare and sanitation.

e Limited Education: Poverty can prevent children from accessing quality
education, leading to a cycle of poverty and limiting future opportunities.

e Child Labor: Poverty forces families to send children to work, depriving

them of education and exposing them to hazardous conditions.

e Child Marriage: Poverty can contribute to child marriage, as families may

see it as a way to alleviate financial burdens or gain social status.

e Social Inequality: Poverty can lead to social exclusion and discrimination,

further marginalizing vulnerable groups.

e Migration and Urbanization: Rural poverty can lead to migration to urban
areas in search of better opportunities, which can strain urban infrastructure

and create new challenges.

e Criminal Activity: Poverty and lack of opportunities can lead to increased

crime rates, as people resort to illegal activities to meet their basic needs.

Environmental Consequences:

» Environmental Degradation: Poverty can lead to unsustainable resource
extraction and environmental degradation as people struggle to survive,

potentially creating a vicious cycle of poverty and environmental damage.
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» Deforestation: Poverty can lead to deforestation as people rely on forests for

fuel, timber, and land for cultivation.

» Soil Erosion: Poverty can lead to soil erosion as people engage in

unsustainable farming practices.

» Water Scarcity: Poverty can exacerbate water scarcity as people lack access

to clean water and sanitation.

Addressing Rural Poverty:

Addressing the consequences of rural poverty requires a multi-faceted approach,

including:

Investing in rural infrastructure: Improving roads, electricity, and

telecommunications can connect rural areas to markets and opportunities.

Promoting sustainable agriculture: Supporting farmers with access to
credit, technology, and training can improve agricultural productivity and

incomes.

Investing in education and healthcare: Ensuring access to quality education
and healthcare can empower rural communities and improve health

outcomes.

Promoting social inclusion: Addressing social inequalities and empowering

marginalized groups can create a more equitable society.

Protecting the environment: Promoting sustainable resource management
and combating environmental degradation can ensure long-term

sustainability.

Poverty Alleviation Programmes in India

As per the 2011-2012 estimation by the Planning Commission of India, 25.7 % of the

rural population was under the below-poverty line and for the urban areas, it was 13.7 %. The

rate of poverty in the rural areas is comparatively higher than that in the urban areas due to

the lack of proper infrastructure, insufficient food supply, and poor employment system.
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The major Poverty Alleviation Programmes that were developed with an initiative to

eradicate poverty are mentioned in the table below:

List of Poverty Alleviation Programmes in India

Name of the Year of Government Objectives
Scheme/Programme Formation Ministry

Integrated Rural 1978 Ministry of | To raise the families of identified

Development Rural target groups living below the

Programme (IRDP) Development poverty  line  through  the
development of sustainable
opportunities for self-employment
in the rural sector.

Pradhan Mantri Gramin | 1985 Ministry of | o To create housing units for

Awaas Yojana Rural everyone along with providing 13

Development lakh housing units to the rural

areas.
. To provide loans at
subsidized rates to the people.
. To augment wage
employment opportunities to the
households by providing
employment  on-demand  and
through specific guaranteed wage
employment every year.

Indira Gandhi National 15th Ministry of . To provide pensions to the

Old Age Pension | August Rural senior citizens of India of 65 years

Scheme (NOAPS) 1995 Development or higher and living below the

poverty line.

. It provides a monthly

pension of Rs.200 for those aged
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between 60-79 years and Rs.500

for people aged above 80 years.

National Family Benefit | August Ministry of | o To provide a sum of
Scheme (NFBS) 1995 Rural Rs.20,000 to the beneficiary who
Development will be the next head of the family
after the death of its primary
breadwinner.
Jawahar Gram Samridhi | 1st  April | Implemented by . Developing the
Yojana (JGSY) 1999 the Village | infrastructure of the rural areas
Panchayats. which included connecting roads,
schools, and hospitals.

. To provide sustained
wage employment to families
belonging to the below poverty
line.

Annapurna 1999-2000 Ministry of . To provide 10 kg of
Rural free food grains to eligible senior
Development citizens who are not registered
under the National Old Age
Pension Scheme.
Food for Work | 2000s Ministry of . It aims at enhancing
Programme Rural food security through wage
Development employment. Food grains are
supplied to states free of cost,
however, the supply of food grains
from the Food Corporation of India
(FCI) godowns has been slow
Sampoorna Gramin - - . The main objective of
Rozgar Yojana (SGRY) the scheme continues to be the

generation of wage employment,

the creation of durable economic
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infrastructure in rural areas and the
provision of food and nutrition

security for the poor.

Mahatma
National

Employment

Gandhi

Rural

Guarantee

Act (MGNREGA)

200

Ministry of

Rural

Development

. The Act provides 100
days of assured employment every
year to every rural household. One-
third of the proposed jobs would be
reserved for women. The central
government will also establish
National Employment Guarantee

Funds.

. Similarly, state
governments will establish State
Employment Guarantee Funds for
implementation of the scheme.
Under the

applicant  is  not

programme, if an
provided
employment within 15 days s/he
entitled to

will  be a daily

unemployment allowance.

National Food Security

Mission

2007

Ministry of

Agriculture

° To

production of rice, wheat, pulses

increase

and coarse cereals through area
expansion and productivity
enhancement in a sustainable
manner in the identified districts of

the country

National

Rural

Livelihood Mission

2011

Ministry

of Rural

Development

. It evolves out of the
need to diversify the needs of the
rural poor and provide them with
jobs with regular income on a

monthly basis. Self Help groups are
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formed at the village level to help

the needy
National Urban | 2013 Ministry . It focuses on
Livelihood Mission of Housing and | organizing urban poor in Self Help
Urban Affairs Groups, creating opportunities for
skill ~ development leading to
market-based employment and
helping them to set up self-
employment ventures by ensuring
easy access to credit
Pradhan Mantri Jan 2014 Ministry of . It aimed at direct
Dhan Yojana Finance benefit transfer of subsidy, pension,
insurance etc. and attained the target of
opening 1.5 crore bank accounts. The
scheme  particularly targets the
unbanked poor
Pradhan Mantri 2015 Ministry of . It will focus on fresh
Kaushal Vikas Yojana Skill Developmententrants to the labour market,
and especially labour market and class X
Entrepreneurship  |and XII dropouts
Saansad Aadarsh 2014 Ministry of . To develop the
Gram Yojana (SAGY) Rural Development |institutional and physical infrastructure
in three villages by 2019. The scheme
aims to develop five ‘Adarsh Villages’
or ‘Model Villages’ by 2024.
Pradhan Mantri 2015 Ministry of . The scheme provides
Jeevan Jyoti Bima Yojana Finance life coverage to the poor and low-
income sections of society. The
scheme offers a maximum assured
amount of Rs.2 lakhs
Pradhan Mantri 2015 Ministry of . The scheme is an
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Suraksha Bima Yojana Finance insurance policy to the people
belonging to the underprivileged
sections of the society

National Maternity 2016 Ministry of . To provide a sum of

Benefit Scheme Health & Family Rs.6000 to a pregnant mother who is

Welfare (MoHFW) |aged above 19 years.

. The sum is provided
normally 12-8 weeks before the birth
in three instalments and can also be
availed even after the death of the
child.

Pradhan Mantri 2016 Ministry of . It envisages the

Ujjwala Yojana (PMUY) Petroleum and distribution of 50 million LPG

Natural Gas connections to women below the
poverty line
Pradhan Mantri 2016 Ministry of . the scheme provides an

Garib  Kalyan  Yojana Finance opportunity to declare unaccounted

(PMGKY) wealth and black money in a
confidential manner and avoid
prosecution after paying a fine of 50%
on the wundisclosed income. An
additional 25% of the undisclosed
income is invested in the scheme
which can be refunded after four years,
without any interest.

Solar Charkha 2018 Ministry of . It aims at Employment

Mission Micro, Small and generation for nearly one lakh people

Medium through solar charkha clusters in rural
Enterprises areas
(MSME)

National  Nutrition 2018 Ministry of . to reduce the level of
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Mission (NNM), Poshan
Abhiyan

\Women and Child

Development

undernutrition and also enhance the
nutritional status of children in the
country. Also, to improve the
nutritional outcomes of adolescents,
children, pregnant women and

lactating mothers

Pradhan Mantri 2019 Ministry of . It is a central
Shram Yogi Maan-Dhan Labour and government scheme that is introduced
(PM-SYM) Employment for old age protection and social

security of Unorganised Workers
(Uw)

Prime Minister 2020 Ministry of . It aims to provide

Street Vendor’s Housing and Urban micro-credit facilities to street vendors

AtmaNirbhar Nidhi — PM

Affairs (MoHUA)

affected by COVID-19 pandemic

SVanidhi

NRLM

The National Rural Livelihood Mission (NRLM) is a poverty alleviation project
implemented by the Ministry of Rural Development, a branch of the Government of India.
This plan is focused on promoting self-employment and the organization of rural poor. The
idea behind this program is to organize the poor into Self Help Groups (SHGs) and make
them capable of self-employment. In 1999, after restructuring the Integrated Rural
Development Programme (IRDP), the Ministry of Rural Development (MoRD) launched
Swarnajayanti Grameen Swarojgar Yojana (SGSY) to focus on promoting self-employment
among the rural poor. SGSY is now remodelled to form NRLM, thereby plugging the
shortfalls of the SGSY programme. This program was launched in 2011 with a budget of $5.1
billion and is one of the flagship programs of the Ministry of Rural Development. This is one
of the world's most prominent initiatives to improve the livelihood of the poor. This program
is supported by the World Bank with a credit of $1 Billion. The program was succeeded
by Deen Dayal Antyodaya Yojana on 25 September 2015
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In order to build, support and sustain livelihood of the poor, NRLM will harness their
capability and complement them with capacities (information, knowledge, skill, tools, finance
and collectivization), so that the poor can deal with the external world. NRLM works on three
pillars — enhancing and expanding existing livelihoods options of the poor; building skills for

the job market outside; and nurturing self-employed and entrepreneurs.

Dedicated support structures build and strengthen the institutional platforms of the
poor. These platforms, with the support of their built-up human and social capital, offer a
variety of livelihoods services to their members across the value-chains of key products and
services of the poor. These services include financial and capital services, production and
productivity enhancement services that include technology, knowledge, skills and inputs,
market linkages etc. The interested rural BPL youth would be offered skill development after
counseling and matching the aptitude with the job requirements, and placed in jobs that are
remunerative. Self-employed and entrepreneurial oriented poor would be provided skills and
financial linkages and nurtured to establish and grow with micro-enterprises for products and
services in demand. These platforms also offer space for convergence and partnerships with a
variety of stakeholders, by building an enabling environment for poor to access their rights
and entitlements, public services and innovations. The aggregation of the poor, through their
institutions, reduces transaction costs to the individual members, makes their livelihoods

more viable and accelerates their journey out of poverty.
NRLM will be implemented in a mission mode. This enables:

(@) shift from the present allocation based strategy to a demand driven strategy,

enabling the states to formulate their own livelihoods-based poverty reduction action plans.
(b) focus on targets, outcomes and time bound delivery.

(c) continuous capacity building, imparting requisite skills and creating linkages with

livelihoods opportunities for the poor, including those emerging in the organized sector.
(d) monitoring against targets of poverty outcomes.

As NRLM follows a demand driven strategy, the States have the flexibility to develop
their own livelihoods-based perspective plans and annual action plans for poverty reduction.

The overall plans would be within the allocation for the state based on inter-se poverty ratios.
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The second dimension of demand driven strategy implies that the ultimate objective is
that the poor will drive the agenda, through participatory planning at grassroots level,
implementation of their own plans, reviewing and generating further plans based on their

experiences. The plans will not only be demand driven, they will also be dynamic.[!

A. Criticism

NRLM is one of the major programs run by Ministry of Rural Development (MoRD).
It's believed by some to have serious shortcomings.P!

1. Prof. Malcolm Harper notes three aspects with regard to using SHG groups:'1)
Groups take time, lots of it, and we have always said that poor women are very busy. 2)
Groups tend to exclude individualist (sometimes they are called as entrepreneurs) who dare to
be different, to do mad things like starting new types of businesses, which may even create
jobs for others. 3) Men are generally bad at working in groups, and they take bigger risk and
are less reliable than women, but when they do succeed they tend to create more jobs than
women do, for the vast majority who prefer to employed than to be self-employed.

2. In Andhra Pradesh (Indira Kranti Pathaam) and Kerala (Kudumbashree) the
experiment with mass SHG program has shown positive results, the same need not happen in
other states. In these two states the programs were led and supported by brilliant and
committed officers and they had long tenure in that organization/position. The same cannot
be expected in all states.

Antyodaya Anna Yojana,

AAY stands for Antyodaya Anna Yojana, a government-sponsored program in India
that provides highly subsidized food grains to the poorest families, launched in December
2000.

« Purpose: The AAY aims to ensure food security and reduce hunger among
the poorest segments of the population, particularly those living below the

poverty line (BPL).

+« Implementation: The scheme was launched on December 25, 2000, by the

NDA government and was first implemented in the state of Rajasthan.

+ Benefits:
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o Eligible families receive 35 kg of food grains (rice or wheat) per

month at highly subsidized rates.

o They can also purchase 1 kg of sugar at a subsidized price.
% Targeted Population: The scheme primarily targets households that are
living below the poverty line (BPL) and do not have a regular source of

income.

+ Ration Card: AAY families are issued a special ration card, which is a
different color in different states.

X/

¢ Subsidy The central government gives subsidy of Rs. 18.50 per kg per
month of sugar to AAY families of participating State
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UNIT - IV

Rural credit
Rural credit refers to financial support provided to individuals, farmers, and
businesses in rural areas, crucial for agricultural development, promoting rural

entrepreneurship, and improving the overall economic well-being of rural communities.

Definition:

Rural credit is essentially a loan or credit facility extended to rural residents,
primarily farmers and small businesses, for various purposes, including agricultural

activities and other rural enterprises.
Importance:

< Agricultural Development: It enables farmers to invest in inputs like seeds,
fertilizers, and equipment, leading to increased productivity and agricultural

output.

< Rural Entrepreneurship: It supports the growth of small and medium-sized
businesses in rural areas, creating employment opportunities and boosting

the local economy.

< Improved Living Standards: Access to credit helps rural households
improve their economic conditions, leading to better living standards and
access to essential services.

Sources of Rural Credit:

A. Institutional Sources:

1. Commercial Banks: Traditional banks that offer loans to rural
borrowers.
2. Regional Rural Banks (RRBs): Banks specifically established to serve

rural areas and provide credit to farmers and other rural businesses.
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3. Cooperative Credit Societies: Cooperative organizations that provide
credit to their members, often in rural areas.

4. Land Development Banks: Institutions that provide long-term credit
for land development and agricultural investments.

5. NABARD  (National Bank for Agriculture and Rural
Development): The apex institution for agricultural credit and rural

development, providing refinance support to other rural credit institutions.

Non-Institutional Sources:

1. Money Lenders: Informal lenders who provide loans, often at high
interest rates.

2. Self-Help Groups (SHGSs): Informal groups of individuals who pool

their resources and provide loans to each other.

Types of Rural Credit:

1.

Short-term credit: Used for meeting immediate needs, such as purchasing

inputs for the current season's crop or paying wages.

Medium-term credit: Used for investments in productive assets, such as

agricultural implements or livestock.

Long-term credit: Used for investments in land development, irrigation, or
other long-term projects.

Need for rural credit

Rural credit is essential because it provides farmers and rural residents with access to

standards.

financial resources, enabling them to invest in agricultural inputs, small businesses, and

essential services, ultimately boosting productivity, economic growth, and improving living

1. Addressing Financial Constraints: Many rural areas face low income and

limited savings, making it difficult for farmers and small businesses to access

capital for essential needs.
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Supporting Agricultural Production: Rural credit helps farmers purchase
seeds, fertilizers, tools, and other inputs necessary for crop production,

leading to increased yields and incomes.

Facilitating Business Development: Small businesses in rural areas often
struggle to secure funding for operations and expansion, and rural credit can

help them access the necessary resources to grow and create jobs.

Meeting Basic Needs: Rural credit can also help households cover expenses
for education, healthcare, and other essential services, improving the overall

quality of life.

Reducing Dependence on Informal Lenders: Informal lenders often charge
high interest rates, creating a burden for borrowers. Rural credit institutions
can provide access to affordable credit, reducing dependence on these

informal sources.

Enhancing Productivity and Income: By providing access to credit, rural
credit helps farmers and small businesses invest in improved technologies,
infrastructure, and practices, leading to increased productivity and higher

incomes.

Promoting Economic Growth: A thriving rural economy is crucial for
overall economic development. Rural credit plays a vital role in supporting
this growth by enabling businesses to expand and create employment

opportunities.

Mitigating Risks: Agriculture is often vulnerable to weather-related shocks
and other risks. Rural credit can help farmers manage these risks by
providing access to funds for crop insurance, disaster recovery, and other

necessary measures.

. Types of Rural Credit: Rural credit can take various forms, including short-
term loans for crop production, medium-term loans for investments in
livestock or equipment, and long-term loans for land development or

infrastructure projects.
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10. Sources of Rural Credit: Rural credit is provided through various

institutions, including commercial banks, cooperative banks, regional rural

banks, and government-sponsored schemes.

Causes of rural indebtedness

Rural indebtedness, a significant problem in many regions, stems from a complex

interplay of factors, including poverty, reliance on agriculture, lack of access to formal credit,

and social pressures, often leading to a cycle of debt.

Economic Factors:

1.

Poverty and Low Incomes: Rural areas often have low per capita incomes,
making it difficult for farmers to meet basic needs and invest in their farms,

leading to reliance on loans.

Dependence on Agriculture: Many rural livelihoods are tied to agriculture,
which is subject to risks like crop failures, price fluctuations, and natural

disasters, leading to financial instability and debt.

Lack of Access to Formal Credit: Rural communities often lack access to
formal financial institutions like banks, forcing them to rely on informal

lenders who charge high interest rates, exacerbating debt.

Small Landholdings: Small landholdings and fragmented land ownership
can lead to low productivity and incomes, making it difficult for farmers to
repay debts.

Uncertainty of Monsoon: The erratic nature of the monsoon season in many
regions can lead to crop failures and reduced incomes, making it difficult for

farmers to repay debts.

Exploitation by Moneylenders: Informal lenders often exploit vulnerable
rural populations by charging high interest rates and using coercive tactics to

collect debts.

41



7.

High Cost of Inputs: The cost of inputs like seeds, fertilizers, and pesticides
can be high, forcing farmers to borrow to cover these expenses, potentially

leading to debt.

Low Prices for Crops: Low prices for agricultural produce can further
reduce farmers' incomes and ability to repay debts.

Social and Cultural Factors:

1.

Ancestral Debts: In some cultures, there's a tradition of inheriting debts

from ancestors, which can lead to a cycle of debt.

Social and Religious Obligations: Rural communities often face social and
religious obligations, such as weddings and funerals, which can be expensive

and lead to borrowing.

Lack of Financial Literacy: Many rural households lack financial literacy,

making it difficult for them to manage their finances and avoid debt.

Lack of Collateral: Rural poor often lack assets to serve as collateral,

making it difficult to obtain loans from formal financial institutions.

Unemployment and Underemployment: Lack of employment opportunities

in rural areas can lead to lower incomes and increased vulnerability to debt.

Expensive Legal Disputes: Land disputes and other legal issues can be

expensive and can lead to increased indebtedness.

Desire for Land Acquisition: Some farmers borrow to acquire more land,
which can lead to debt if the land is not productive or if the loan cannot be

repaid.

Spending on Luxuries: In some cases, rural households may borrow to

spend on luxuries or non-essential items, which can lead to debt.

Sources of rural credit
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Rural credit sources can be broadly categorized into formal (institutional) and

informal (non-institutional) sources, encompassing banks, cooperative societies, government

schemes, and moneylenders, traders, and relatives.

Formal (Institutional) Sources:

1.

Commercial Banks: These banks provide loans to farmers and rural
individuals for agricultural and other purposes, enabling them to purchase
seeds, tools, and machinery, thus enhancing agricultural and business

activities in villages.

Regional Rural Banks (RRBs): RRBs, established under the
recommendations of the Narasimhan Committee in 1975, aim to provide

credit to rural areas at cheaper rates.

Cooperative Credit Societies: These societies are an important source of
rural credit, facilitating access to finance for farmers and other rural

residents.

Land Development Banks: These banks offer long-term loans to farmers,
secured by their land, for purposes like land development, irrigation, and

purchase of additional land.

National Bank for Agriculture and Rural Development (NABARD):
NABARD plays a crucial role in providing refinance support, building rural

infrastructure, and guiding the banking industry in achieving credit targets.

Informal (Non-Institutional) Sources:

a)

b)

Moneylenders: Moneylenders have been a traditional source of credit in
rural areas, but they often charge high interest rates and engage in

exploitative practices.

Traders and Merchants: Traders and commission agents provide loans to
agriculturists before crop maturity, often compelling farmers to sell their

harvests at low prices.

Landlords: Rich landlords may also provide loans to small and marginal

cultivators and tenants, often with exploitative terms.
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d) Self-Help Groups (SHGs): SHGs are informal groups of individuals who

f)

pool their resources to provide loans and other financial services to their

members.

Friends and Relatives: In times of crisis, cultivators frequently borrow

funds from their relatives, either in cash or in kind.

Rotating Savings and Credit Associations (ROSCAs): ROSCAs are
informal groups where members contribute regularly to a pool of money,

which is then rotated among members for various purposes.

Unorganized money lenders

Unorganized money lenders, also known as indigenous bankers, are individuals or

private firms that operate outside the formal banking system, providing loans and accepting

deposits, often to farmers and small businessmen.

What are Indigenous Bankers?

®,
L %4

They are individuals or private firms who act as banks by offering financial

services such as loans and accepting deposits.

They are part of the unorganized money market, which is distinct from the

formal banking sector.

They are often confused with moneylenders, but indigenous bankers also

deal in "hundis" (instruments of exchange).

Who are Indigenous Bankers?

Historically, certain castes and communities, like the Vaishyas (including

Jains, Marwaris, and Chettiars), Gujarati Shroffs, Multani or Shikarpuri Shroffs, and

Marwari Kayas, have been prominent in indigenous banking.

Functions of Indigenous Bankers:

>

>

Lending money

Accepting deposits

Dealing in "hundis" (instruments of exchange)
Transmitting money
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Unorganized Money Market

e The unorganized money market is made up of indigenous bankers, money

lenders etc.

e It mostly finances short-term financial needs of farmers and small
businessmen.
Distinction between Indigenous Bankers and Money Lenders
While both provide loans, indigenous bankers also accept deposits and deal

in "hundis,” while moneylenders primarily focus on lending money.

Co-operatives

Co-operatives are businesses owned and democratically controlled by their members,
operating for the mutual benefit of the members rather than maximizing investor returns.
Definition:

A co-operative is a business organization owned and operated by a group of

individuals for their mutual benefit.
Ownership and Control:

Unlike traditional businesses, co-operatives are member-owned and democratically

controlled, meaning each member has a voice in how the business is run.
Purpose:

The primary goal of a co-operative is to serve the needs and aspirations of its

members, rather than focusing on profit for external investors.
Examples:

A. Consumer co-operatives: Businesses owned and managed by people who

consume goods or services provided by the co-operative.

B. Producer co-operatives: Businesses where producers pool their output for

their common benefit, such as agricultural co-operatives.

C. Worker co-operatives: Businesses owned and managed by the people who
work there.

Democratic Structure:
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Co-operatives are typically governed by a board of directors elected by the

members, with each member having one vote.
Types of Co-operatives:

a) Distributing co-operatives: Can distribute profits to members based on

their use of the co-op's services or their shareholding.

b) Non-distributing co-operatives: May or may not have shares, and profits
are reinvested into improved products and services.
Benefits:
1. Easy Formation: Forming a co-operative society is relatively easy

compared to a joint stock company.

2. Open Membership: Anyone with a common interest can become a

member.
3. Democratic Control: Members have a say in how the business is run.

4. Mutual Benefit: The co-operative operates for the benefit of its members.

Commercial banks

Commercial banks are financial institutions that provide banking services to
individuals, businesses, and organizations, accepting deposits, granting loans, and facilitating

payments, while also offering various financial products.

What are Commercial Banks?

Financial Intermediaries:

Commercial banks act as intermediaries, channeling funds from depositors (those

with surplus money) to borrowers (those needing capital).
Key Functions:

1. Accepting Deposits: They accept deposits from the public in various forms,

like savings accounts, current accounts, and fixed deposits.
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2. Granting Loans: They provide loans to individuals and businesses for
various purposes, such as personal loans, mortgages, business loans, and

overdrafts.

3. Facilitating Payments: They facilitate payments through various channels,

including checks, debit cards, credit cards, and online banking.

4. Offering Financial Products: They offer a range of financial products, such
as insurance, investment products, and foreign exchange services.
Profit Motive:

Commercial banks are primarily driven by the profit motive, earning income

through interest on loans, fees for services, and other financial activities.
Types of Commercial Banks:

A. Public Sector Banks (PSBs): Banks owned and controlled by the
government, like State Bank of India (SBI).

B. Private Sector Banks: Banks owned and controlled by private entities, like
HDFC Bank and ICICI Bank.

C. Foreign Banks: Banks that have branches or operations in a country but are

owned and controlled by entities from another country.

D. Regional Rural Banks (RRBs): Banks that focus on rural areas and provide
financial services to the rural population.

Commercial Banking vs. Retail Banking:

While commercial banking caters to businesses, large corporations, and

governments, retail banking (or consumer banking) focuses on individual customers.

Commercial Banking vs. Investment Banking:
Commercial banks focus on providing traditional banking services, while
investment banks specialize in activities like underwriting securities and advising on

mergers and acquisitions.

Regional Rural Banks

47



Regional Rural Banks (RRBs) are Indian public sector banks operating at the regional

level, established to provide credit and banking facilities to rural areas, particularly benefiting

small and marginal farmers, agricultural laborers, and artisans.

a)

b)

c)

Establishment and Purpose:

RRBs were established in 1975 under the Regional Rural Banks Act, 1976, with the
primary goal of developing the rural economy by providing credit and other financial

services.
The first RRB, Prathama Bank, was set up in Moradabad, Uttar Pradesh, in 1975.

The idea of setting up RRBs was to address the financial needs of the rural poor, who

were previously underserved by commercial banks.

Ownership and Structure:

RRBs are jointly owned by the Central Government (50%), State Government (15%),
and Sponsor Banks (35%).

Sponsor Banks are typically large public sector banks that provide managerial and

financial assistance to RRBs.

The Reserve Bank of India (RBI) regulates RRBs, and NABARD supervises them.

Functions and Objectives:

RRBs provide credit and banking facilities to small and marginal farmers, agricultural

laborers, artisans, and small entrepreneurs.

They accept deposits, provide loans and advances, and undertake government and

other banking business.
RRBs are also expected to generate employment opportunities in rural areas.

They are part of the priority sector lending scheme, with a requirement to ensure that
a certain percentage of their advances are allocated to the priority sector, including

weaker sections.

Example:
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1. Andhra Pradesh Grameena Vikas Bank is an example of an RRB sponsored by SBI.

2. The State Bank of India (SBI) sponsors 30 RRBs across 13 states in India, with over
2000 branches.

NABARD
NABARD, or the National Bank for Agriculture and Rural Development, is India's

apex development bank focused on promoting sustainable and equitable agriculture and rural
development through financial and non-financial interventions. It was established on July 12,
1982, with headquarters in Mumbai.

Foundation and Purpose:

NABARD was established to address the credit-related issues linked with rural
development. It aims to promote sustainable and equitable agriculture and rural
development through financial and non-financial interventions, innovations, technology,

and institutional development.

Functions:

a) Financial: Provides refinance support to banks and other financial

institutions for agricultural and rural development projects.

b) Developmental: Involved in building rural infrastructure, preparing district

level credit plans, and implementing government development schemes.

c) Supervisory: Supervises Regional Rural Banks (RRBs) and rural
cooperative banks (RCBs).

Key Initiatives:

1. SHG Bank Linkage Project: Aims to empower rural women by linking
Self-Help Groups (SHGs) with the banking system.

2. Kisan Credit Card: Provides credit facilities to farmers.

3. Watershed Development: Focuses on sustainable water management

through innovative irrigation techniques and rainwater harvesting.
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4. Modernization of PACS: NABARD is at the forefront of driving
comprehensive modernization within the Primary Agricultural Credit

Societies (PACS) across the nation.

Areas of Focus:
1. Agriculture and related sectors.
2. Social sector.
3. Rural connectivity.

4. Climate change adaptation and mitigation.

Partnerships: NABARD has built partnerships with other national entities, financial

institutions, and non-governmental organizations to implement innovative ideas.

Recent Developments:
o NABARD and State Bank of India (SBI) have signed an MoU to boost rural

growth in Assam.

o NABARD has released a study named, 'Achieving Nutritional Security in
India: Vision 2030'".

o NABARD is inviting applications for the Student Internship Scheme (SIS)
2025-26.
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UNIT -V

Rural development

Rural development is a multifaceted process aimed at improving the quality of life
and economic well-being of people living in rural areas, often characterized by low

population density and limited access to resources and opportunities.

Definition:

Rural development encompasses a range of strategies and actions designed to

address the specific needs and challenges of rural communities.
Focus:

It aims to create sustainable improvements in living standards, economic

opportunities, and social conditions in rural areas.
Goals:
The overarching goals of rural development include:

1. Economic Growth: Promoting diversified and sustainable economic

activities, such as agriculture, tourism, and small-scale industries.

2. Social Development: Improving access to education, healthcare, sanitation,

and other essential services.

3. Infrastructure Development: Enhancing physical infrastructure like roads,
bridges, and communication networks, as well as social infrastructure like

schools and hospitals.
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4. Environmental Sustainability: Ensuring the responsible management of
natural resources and promoting environmentally friendly practices.
Strategies:

Rural development strategies often involve:

7
°n

Participatory Approaches: Engaging local communities in the planning

and implementation of development projects.

Capacity Building: Empowering rural people with the skills and knowledge

they need to improve their livelihoods.

Targeted Interventions: Addressing specific needs and challenges faced by
different groups within rural communities, such as women, youth, and

marginalized groups.

Examples of Rural Development Initiatives:

>

Agricultural Modernization: Promoting the use of improved technologies

and practices to increase agricultural productivity.

Diversification of Livelihoods: Supporting the development of non-

agricultural income-generating activities.

Infrastructure Development: Investing in roads, bridges, and other

infrastructure to improve connectivity and access to markets.

Education and Healthcare: Improving access to quality education and

healthcare services.

Community Empowerment: Supporting the formation of local

organizations and promoting community participation in decision-making.

Importance of rural development in India

Rural development is crucial for India's progress as a majority of the population lives

in rural areas, and agriculture, the primary occupation in these areas, is vital for the national

economy, contributing significantly to employment and raw materials for industries.

1. Economic Growth and Poverty Reduction:
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1. Agricultural Productivity: Rural development focuses on improving
agricultural practices, infrastructure (irrigation, storage), and access to
markets, which directly impacts the livelihoods of farmers and reduces

poverty.

2. Non-Farm Employment: Creating non-farm employment opportunities in
rural areas, such as through micro-enterprises, tourism, and skilled labor,

diversifies the economy and reduces dependence on agriculture.

3. Infrastructure Development: Investing in rural infrastructure like roads,
electricity, and communication networks improves connectivity and access to

services, boosting economic activity and attracting investment.

4. Raising Rural Wages: Initiatives like the Union Budget 2025-26 aim to
increase rural wages, as evidenced by the growth in both agricultural and

non-agricultural wages.

2. Social Development:

A. Education and Healthcare: Improving access to quality education and
healthcare services in rural areas is crucial for improving the overall quality

of life and human capital development.

B. Social Inclusion: Rural development programs aim to ensure that
marginalized communities, including women and people with disabilities,

have equal access to opportunities and resources.

C. Livelihood Security: Providing access to employment, income, and social
safety nets is essential for ensuring the economic and social security of rural

populations.

D. Reducing Multidimensional Poverty: Government initiatives have led to a
decline in multidimensional poverty, with a significant number of individuals

escaping poverty between 2015-16 and 2019-21.

3. National Importance:
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b)

d)

Food Security: A strong rural economy is essential for ensuring food

security and self-sufficiency for the nation.

Raw Material Supply: The rural sector provides raw materials for various

industries, contributing to the overall industrial growth of the country.

National Development: The development of rural areas is crucial for the
overall development of the nation, as a significant portion of the population

and economic activity is concentrated in these areas.

Internet Connectivity: Increased internet connectivity in rural areas is a key
indicator of progress, with a significant number of rural internet subscribers
as of March 2024.

Role of Panchayat raj institution in rural development

Panchayati Raj Institutions (PRIs) play a crucial role in rural development by enabling

local self-governance, promoting citizen participation, and implementing development

programs at the grassroots level, ultimately aiming for economic development and social

justice.

X/
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Local Self-Governance: PRIs, including Village Panchayats, Panchayat
Unions (at the block level), and District Panchayats, are the units of local
self-government, empowering local communities to manage their affairs and

implement development programs.

Citizen Participation: PRIs aim to promote the participation of people in
local development, ensuring that the needs and priorities of the community

are addressed.

Implementation of Rural Development Programs: PRIs are responsible for
implementing various schemes for poverty alleviation, employment
generation, sanitation, capacity building, and the provision of basic amenities

and services.

Focus on Economic Development and Social Justice: The PRIs aim to
promote economic development and social justice, including those

enumerated in the Eleventh Schedule of the Constitution.
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Gram Sabha: Every village has a Gram Sabha, which consists of all
registered voters and provides a platform for people to meet, discuss local

development programs, and hold their elected representatives accountable.

Transparency and Accountability: Gram Sabha meetings ensure
transparency and accountability in the functioning of the Gram Panchayat
and other PRIs.

Empowerment of Marginalized Groups: PRIs provide opportunities for the
participation of all sections of the village, including women, Dalits, tribals,
and other marginalized groups, in planning and implementing rural

development programs.

Capacity Building: The Rural Development and Panchayat Raj Department
is also responsible for capacity building, ensuring that PRIs function

effectively.

Rural Marketing

Rural marketing focuses on developing, pricing, promoting, and distributing products

and services tailored to rural consumers, aiming to improve their standard of living and

achieve organizational objectives.

Definition:

Rural

marketing is a marketing strategy that focuses on understanding and

addressing the specific needs and characteristics of rural consumers.

Two-Way Process:

It involves both marketing products and services to rural areas (urban to rural) and

marketing products and services from rural areas (rural to urban).

Key Activities:

It encompasses all stages of the marketing process, including:

1.

Product Development: Creating products and services that meet the needs

of rural consumers.
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Pricing: Determining appropriate prices that are affordable for rural

consumers.

Promotion: Using effective communication strategies to reach rural

audiences.

Distribution: Ensuring that products and services are accessible to rural

consumers.

Objectives:

a. Consumer Satisfaction: Meeting the needs and desires of rural

consumers.

b. Organizational Goals: Achieving profitability and market share in

rural markets.

c. Improved Standard of Living: Contributing to the economic and

social development of rural communities.

Why is Rural Marketing Important?

1. Large Market Potential: A significant portion of the population in many

countries, including India, lives in rural areas, representing a large and often

untapped market.

Economic Growth: Rural marketing can drive economic growth by creating

jobs and stimulating local economies.

Social Development: By providing access to goods and services, rural

marketing can improve the quality of life for rural communities.

Increased Accessibility: Rural marketing can help bridge the gap between
urban and rural areas, making products and services more accessible to those

in rural areas.

Challenges of Rural Marketing

« Geographic Barriers: Rural areas often have poor infrastructure and limited

access to transportation, making it difficult to reach consumers.

% Low Purchasing Power: Rural consumers may have lower incomes and

limited purchasing power, requiring businesses to offer affordable products

and services.
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% Cultural Differences: Rural consumers may have different cultural values
and behaviors compared to urban consumers, requiring businesses to tailor

their marketing strategies accordingly.

« Limited Media Access: Rural consumers may have limited access to
traditional media channels, making it difficult to reach them with marketing

messages.

< Infrastructure Limitations: Poor infrastructure, including roads, electricity,
and telecommunications, can hinder the distribution and marketing of

products and services.

Cooperative marketing

In rural marketing, cooperative marketing involves farmers pooling resources and
efforts to collectively market their produce, aiming to secure better prices and overcome

market challenges, ultimately boosting rural economies and food security.

What it is:

Cooperative marketing is a system where farmers voluntarily join together to market

their agricultural products collectively, rather than individually.
Why it's important:

o Overcoming Market Challenges: Individual farmers often face
difficulties in accessing markets, negotiating fair prices, and
managing post-harvest losses. Cooperative marketing addresses these

challenges by pooling resources and bargaining power.

o Economic Empowerment: By marketing their produce collectively,

farmers can earn higher incomes and improve their livelihoods.

o Rural Development: Cooperative marketing contributes to the
overall economic development of rural areas by creating jobs,

boosting agricultural productivity, and improving access to markets.

o Food Security: A stable and efficient agricultural marketing system,

facilitated by cooperatives, is crucial for ensuring food security.
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How it works:

®,
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Collective Marketing: Farmers form cooperative societies to market their

produce together.

Bargaining Power: The collective strength of the cooperative allows

farmers to negotiate better prices with buyers.

Access to Resources: Cooperatives can provide access to resources like

credit, storage facilities, and information about market trends.

Infrastructure: Cooperatives can invest in infrastructure like market yards,
storage facilities, and transportation, improving the efficiency of the

marketing process.

Examples in India:

>

NAFED (National Agricultural Cooperative Marketing Federation of
India): NAFED is a national-level cooperative organization that promotes

the marketing of agricultural products.

State-Level Marketing Federations: Many states have their own marketing

federations that support cooperative marketing at the state level.

Primary Cooperative Societies: At the grassroots level, there are primary

cooperative societies that directly market the products of their members.

Benefits:

v

Higher Prices: Farmers can get better prices for their produce due to the

collective bargaining power of the cooperative.

Reduced Marketing Costs: By pooling resources, cooperatives can reduce

marketing costs and improve efficiency.

Access to Credit: Cooperatives can provide credit facilities to farmers,

helping them to overcome financial constraints.
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v Improved Infrastructure: Cooperatives can invest in infrastructure that

improves the efficiency of the marketing process.

v Reduced Post-Harvest Losses: Storage facilities provided by cooperatives

can help reduce post-harvest losses.

Challenges:

©)

Role of SHGs:

Lack of Awareness: Many farmers are not aware of the benefits of

cooperative marketing.

Weak Leadership: Weak leadership and management within

cooperatives can hinder their performance.

Political Interference: Political interference can sometimes

undermine the operations of cooperatives.

Lack of Infrastructure: In some areas, there is a lack of adequate
infrastructure to support cooperative marketing.

Self-Help Groups (SHGs) are informal associations of people, often women, who

come together to improve their living conditions through saving, lending, and collective

action, fostering self-reliance and economic empowerment.

1) Economic Empowerment and Poverty Alleviation:

a) SHGs provide access to microfinance, enabling members to start small businesses,

generate income, and improve their livelihoods.

b) They facilitate savings and credit activities, allowing members to access collateral-

free loans at market-driven interest rates.

c) SHGs act as a collective guarantee system, making it easier for members to access

loans from formal financial institutions.

d) They promote financial inclusion by connecting unbanked populations with formal

financial institutions.
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2) Building Social Capital and Community Empowerment:

3)

4)

a)

b)

d)

SHGs foster a sense of community and belonging, empowering marginalized

groups, especially women.

They provide a platform for collective decision-making, problem-solving, and social

action.

Regular meetings facilitate skill development, awareness building, and capacity

building among members.

They can act as a platform for education, healthcare, and even political
participation.

Promoting Social Welfare and Development:

a)

b)

SHGs can be involved in social welfare activities, such as promoting sanitation,

hygiene, and education.
They can play a role in community policing and conflict resolution.

They can help improve the efficiency of government schemes and reduce

corruption.

Examples of SHG Activities:

a)

b)

d)

Savings and Lending: Members contribute regularly to a common fund, which is

then used to provide loans to other members.

Micro-enterprises: SHGs often provide loans to members who want to start or

expand small businesses.

Skill Development: SHGs can organize training programs to enhance the skills of

their members.

Social Awareness: SHGs can raise awareness about issues such as health, hygiene,

and education.
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