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ABSTRACT 

 

 
      This study is aimed at developing a theoretically consistent methodology to measure the impact  
of institutional credit on food grain production in Bangladesh using time series data from various 
government and non-government sources. This paper has made use of a multi equation model 
consisting of a production function and a set of input demand function to determine the impact of 
credit on food gain production. Elasticities of production with respect to institutional credit were 
found to be positive for all food grains excep Boro paddy. This suggests that credit is a catalyst in 
production, the increasing flow of which may result in improving the per acre productivity. The 
increasing flow of credit and proper utilization of the same in buying necessary inputs can bring 
about favourable responses in crop production. 
 

I. INTRODUCTION 
 

      Bangladesh is a food deficit country. To increase food grain production, Green 
Revolution was launched in the country in the mid sixties. Because the new technology is 
capital intensive, which the small farmers could not afford, great importance was placed on 
the provision of institutional credit to farmers as rural financial markets were highly 
imperfect and overwhelmingly dominated by the informal lenders who charge exorbitant 
rates of interest. 
 
      To increase the flow of institutional credit in Bangladesh, several steps have been 
undertaken. First, agricultural credit and cooperative institutions have been established to 
specifically cater to the needs of the farmers. Second, commercial banks have been involved 
in agricultural lending in a large way who usually shy away from the agricultural sector. 
Third, interest rates have been subsidized for making these loans attractive to farmers. 
Finally, administrative allocations are made and refinancing facilities are provided to the 
lending institutions so that agricultural lending is not affected due to shortage of funds. 
 
      Food grain production has also increased in Bangladesh overtime. But question remains 
as to how much of the increased food production is attributed to the increased supply of 
agricultural credit? The information is unfortunately missing, because there has been 
very little research on the area. Hossain (1985) and Rusdhi (1989) estimated the impact of 
institutional credit on food grain 
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production taking credit as one of the arguments in production function, i.e., they assumed that 
credit directly influences production. Elahi (1985) estimated the impact by excluding credit from 
the production function. 
        
      It appears that the methodology of most of the studies cited above are theoretically and 
economically deficient. First, credit is not an input in the production process. Production may 
respond to the changes in the supply of credit only if the demands for input used in the production 
process are influenced by the changes in the supply of credit. Secondly, production does not depend 
on a few factors but also on a number of other factors. It was therefore felt essential to elaborate 
the production function and input demand function to construct a more rational model for 
measuring the impact of institutional credit on food grain production. 
 
     The present study was undertaken with the objective of developing a theoretically more 
consistent methodology for estimating the impact of institutional credit on food grain 
production in Bangladesh. The study is confined to only four major food grains, namely, Aus 
Paddy, Aman Paddy, Boro Paddy and Wheat. 
 

II. SOURCES OF DATA 
 

      Secondary data were collected from different government agencies and research organizations 
covering entire Bangladesh to carry out this research. Data on output, irrigation, human labour, 
animal labour, seed/ seedling and fertilizer were collected for the period of 1974-75 to 1993-94. 
Data on output, and irrigated area were collected from the various issues of Year Book of 
Agricultural Statistics of Bangladesh, Statistical Year Book of Bangladesh, and Agricultural 
Year Book of Bangladesh, BBS. Data on irrigation cost, human labour, animal labour, seed/ 
seedling and fertilizer were collected from Agro-Economic Research (AER) Section of the 
Ministry of Agriculture for the period of 1978-79 to 1993-94. Data collected from AER were 
unpublished data. 
 
       Data on irrigation cost, human labour, seed/ seedling and fertilizer for the period of 1974-75 to 
1977-78 were collected from the various issues of Annual Report, BRRI, provided by the Agro-
Economic Survery (AES) of BRRI. Data on agricultural credit and crop credit were collected from 
the head office of Bangladesh Bank. 
 

III. ANALYTICAL METHODS 
 

      The present study has made use of a 20-year time series data to determine mainly the impact of 
credit on food grain production of the Bangladesh agriculture. The conceptual framework and 
theoretical discussion on constrained optimization of this paper were drawn from Elahi (1990) and 
Henderson and Quandt (1980) respectively. 
 
 
 
 
 
 
 
 
 
 



 





























 


