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The Union Budget has announced Rs 2,516 crore for computerisation of 63,000 Primary Agricultural
Credit Societies (PACS) over the next five years, with the aim of bringing greater transparency and
accountability in their operations and enabling them to diversify their business and undertake more

What are Primary Agricultural Credit Societies?

PACS are village level cooperative credit societies that serve as the last link in a three-tier cooperative
credit structure headed by the State Cooperative Banks (SCB) at the state level. Credit from the SCBs
is transferred to the district central cooperative banks, or DCCBs, that operate at the district level.

The DCCBs work
with PACS, which
deal directly with
farmers. Since these

Structure of Rural Co-operative credit societies
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PACS are in-
volved in short term lending — or what is known as crop loan. At the start of the cropping cycle, farmers
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Primary
Agricultural
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avail credit to finance their requirement of seeds, fertilizers etc. Banks extend this credit at 7 percent
interest, of which 3 per cent is subsidized by the Centre, and 2 per cent by the state government. Effec-
tively, farmers avail the crop loans at 2 percent interest only.
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RBI Report on PACS

A report published by the Reserve
Bank of India on December 27, 2022 put
the number of PACS at 1.02 lakh. At the
end of March 2021, only 47,297 of them
were in profit. The same report said PACS
had reported lending worth Rs 1,43,044
crore and NPAs of Rs 72,550 crore. Maha-
rashtra has 20,897 PACS of which 11,326
are in losses.

Why are PACS attractive?

The attraction of the PACS lies in the
last mile connectivity they offer. For farm-
ers, timely access to capital is necessary
at the start of their agricultural activities.
PACS have the capacity to extend cred-
it with minimal paperwork within a short
time. With other scheduled commercial
banks, farmers have often complained of te-
dious paperwork and red tape. For farmers,

PACS provide strength in numbers, as
most of the paperwork is taken care of by
the office-bearer of the PACS.

In the case of scheduled commercial
banks, farmers have to individually meet
the requirement and often have to take the
help of agents to get their loans sanctioned.
NABARD’s annual report of 2021-22
shows that 59.6 percent of the loans
were extended to the small and marginal
farmers. Since PACS are cooperative bod-
ies, however, political compulsions often
trump financial discipline, and the recov-
ery of loans is hit. Chairpersons of PACS
participate in electing the office-bearers of
DCCBs. Political affiliations are important

here as well.

Co-operative Committee

The word cooperative is derived from the Latin word
Co-operari. In which 'Co' means 'with' and 'operari' means
'to operate'. The word co-operative means working together.
This means that persons who want to work together for the
same economic objective can form a society. This is called
'cooperative society'. It is a voluntary organization of such
persons who work for their economic interests. It works on
the principle of self help and mutual aid.

Primary Agricultural Credit Societies (PACS)

PACS are grassroots level co-operative credit institutions
that provide short term and medium term agricultural loans
to farmers for various agriculture and farming activities.
These committees work at the grassroots level, at the gram
panchayat and at the village level. The first Primary Ag-
ricultural Credit Society (PACS) was formed in the year
1904. Working on the basis of co-operative banking sys-
tem, PACS constitute major retail outlets for short term and
medium term loans to the rural sector.

Benefits of digitization

Computerization will bring transparency and link all credit
societies to a common accounting system. While each PACS
will get around Rs 4 lakh to upgrade its capacity and even

the old accounting records will be digitized and linked to
cloud-based software. Facilities like Direct Benefit Transfer
(DBT), Interest Subventi e (ISS), Pradhan Mantri

Fasal Bima Yojana (PMFBY), and fertilizers and seeds will
be easily accessible to the farmers.

Regulation of Cooperative Credit Structure

° The rural co-operative credit system in India is
primarily mandated to ensure flow of credit to the
agriculture sector. It comprises short-term and long-
term co-operative credit structures. The short-term
co-operative credit structure operates with a three-tier
system- Primary Agricultural Credit Societies (PACS)
at the village level, Central Cooperative Banks (CCBs)
at the district level and State Cooperative Banks (St-
CBs) at the State level.

° PACS are outside the purview of the Banking Regula-
tion Act, 1949 and hence not regulated by the Reserve
Bank of India. StCBs/DCCBs are registered under
the provisions of State Cooperative Societies Act of
the State concerned and are regulated by the Reserve
Bank. Powers have been delegated to National Bank
for Agricultural and Rural Development (NABARD)
under Sec 35 (6) of the Banking Regulation Act (As
Applicable to Cooperative Societies) to conduct
inspection of State and Central Cooperative Banks.
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Where is computerisation needed?

SCBs and DCCBs are connected to the Core Banking Software (CBS), PACS are not. Some PACS
use their own software, but a compatible platform is necessary to bring about uniformity in the system.
Computerisation of PACS has already been taken up by a few states, including Maharashtra. The
Maharashtra State Cooperative Bank has plans to directly lend to PACS in districts where the DCCBs
are either financially weak or have lost their banking license. In such a scenario computerisation of
PACS would help.

~ Expected Question N

Que. Consider the following statements:

1. In terms of short-term credit delivery to the agriculture sector, District Central Cooperative Banks (DCCBs) deliver
more credit in comparison to Scheduled Commercial Banks and Regional Rural Banks.

2. One of the most important functions of DCCBs is to provide funds to the Primary Agricultural Credit Societies.

Which of the statements given above is/are‘correct?
(a) 1 only
(b) 2 only

(¢) Both 1 and 2
(d) Neither 1 nor 2

\_ ( Answer : B ) )

~ Mains Expected Question & Format Y

Que.: What are Primary Agricultural Credit Societies? Explain the role of PACS in provid-

ing credit at the village level.

Answer Format :

< Explain about the Primary Agricultural Co-operative Societies.

% State the role and structure of the PACS in providing resources at the village level.

7

« Give a balanced conclusion.

Note: - The question of the main examination given for practice is designed keeping in mind the upcom-
ing UPSC mains examination. Therefore, to get an answer to this question, you can take the help
of this source as well as other sources related to this topic.
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