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“When you hold the world in your palm and inspect it only from a bird’s eye 
view, you tend to become arrogant—you don’t realize that things get blurred 

when seen from an enormous distance. I opted instead for the worm’s eye view. I 
hoped that if I studied poverty at close range, I would understand it more 

keenly.”i  
-- Muhammad Yunnus  
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INTRODUCTION 

 

India is a vastly diverse country, spanning many socio-economic classes, 

languages, and religions. Peasants and their agricultural, rural economies comprise the 

backbone of India, especially following independence. Three quarters of the work force 

was invested in agriculture amounting to 60 percent of GDP
ii
. Even today, agriculture 

serves as the principle livelihood for 60 percent of India’s people.
iii

 This research is being 

conducted in hopes of first, emphasizing the importance of the agricultural industry in 

India; second, demonstrating through economic concepts the difficulties of rural market 

systems; and third, enlightening opportunity niches that exist in connecting the rural 

markets with the industrial growth happening in India.  The following sections of 

literature review were determined because they are the major categories associated with 

the case study on the National Bank for Agriculture and Rural Development (NABARD), 

a social entrepreneurial organization in India.   

The literature surveyed and available for this particular research is multifaceted in 

that it is descriptive, factual, academic, and is depicted through case study simulations 

and empirical results. The literature is categorized by a historical understanding, an 

economic overview, and social entrepreneurial organizations efforts addressing the rural 

poor. An additional culture component will be discussed briefly outlining the way in 

which culture manifests itself in this research. The existing literature is descriptive and 

factual in providing information pertaining to historic and current economic platforms 

and reform in India. Academic literature is provided through various working drafts, 

economic journals, and books. Economic literature is widely covered, but for this 

research the concentration is on issues of development microeconomics and economic 

concepts pertaining to various rural regions even outside of India. The case study 

simulations help describe the work of social entrepreneurial organizations and their 

abilities, and sometimes inabilities, to promote equality and efficiency in India’s rural 

sectors.  

Despite the abundant and continuously expanding information and data on India 

and economic development, there are, arguably, a few gaps relevant to this research. 

Criticisms of particular social entrepreneurial organizations in this field are especially 

hard to find. Unless the organization has an evaluative measure accessible to the public, 

the setbacks or explicit flaws are not readily obtainable. The literature is missing more 

exploration and collective assessment of development concepts as they pertain to the 

whole of India.  

The main gap absent in this literature is the relationships between development 

models, theories, and organizations over time and how they adapt to new circumstances. 

Real world poverty and hardship has provided fuel for many NGOs, microfinance 

organizations, and social entrepreneurship ventures to take on missions of social justice. 

Together, with highly motivated individuals social entrepreneurial study and practice has 

helped fill opportunity and need niches across the globe. However, the last fifty years has 

brought much diversity and discontinuity to development and development agencies. 

Practices and theories that may have been applicable fifty years ago likely need tweaking 

in the twenty-first century. What is missing in current research is the new development 

model or models that can help address twenty-first century realities. However, it is likely 

this area of research is in such a premature state that voluminous works have not been yet 
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released. Leaving the connecting wire up to organizations like NABARD to work and 

close these holes and continue to serve the social missions of this century.  

 

FACTUAL AND DESCRIPTIVE LITERATURE: History, Economic Development, 

and Agriculture in India 

 

Prior to independence in 1947, the Indian rural sector was lassiez-faire controlled by the 

British, who frequently exploited the rural masses and demanded much of their 

production. For example, one time Gandhi led a salt protest because the British 

monopolized the salt industry and consumed the majority of India’s salt production while 

neither adequately compensating nor providing alternative means of purchasing salt. 

After independence, the new Indian government made it clear that agrarian reform was 

necessary. S.S. Dharmi explains, that “the new Constitution established a welfare state in 

India…requiring not only increased production and basic change in social philosophy and 

psychology of both the administration and the people.”
iv

  

 

Around 1951, the government embarked on their economic agenda for agriculture: a 

series of 5 year plans.
v
 Like the founding fathers of the U.S. Constitution, the visionaries 

of India’s agricultural reform were set in unprecedented territory as the five year plans 

were the first ever organized national endeavor in agriculture.
vi

 The focus of the first five 

year plan in agriculture hoped to accomplish three objectives: abolition of land revenue, 

expansion of irrigation, and reform of land tenure system to ensure greater land 

equality.
vii

 Given the time period, India had two models they could follow for 

development. One was the Soviet Union planned community style, and the other was 

Japan’s protectionist market strategy for development. Ultimately, India ended up with a 

combination of the two models allowing a small private sector and a large role for state 

involvement. According to Dhami, one of the fundamental goals of the agrarian reform 

was to “imbue the members of rural communities with the desire and will to live a fuller 

life.”
viii

 Dhami states that the initial challenges in the rural India occur because of 

underemployment and underproduction. Underemployment, different from 

unemployment, refers to a situation when individuals are employed but no to their 

maximum capacity.
ix

 For example, if a highly qualified graduate student was working as 

a taxi driver, one might infer that the individual is not working to their full potential. 

Nothing should be assumed and everything is circumstantial, however, through this 

example one can infer the challenges and dissatisfaction of underemployment.  Seasonal 

conditions can make full time employment difficult in rural areas, as farmers can only 

farm in particular conditions, thus increasing unemployment and underemployment.
x
  

These conditions are still prevalent today. 
 
 

 

The National Planning Committee under the leadership of Jawaharlal Nehru, the first 

Prime Minister of India, and heavily influenced by the ideas of Prasanta Chandra 

Mahalanobis, planned the early agrarian reforms in India. The Nehru-Mahalanobis 

model, primarily designed for the second five year plan, emphasized heavy 

industrialization, state control, and a subsidiary role for the private sector. Additionally, 

more stress was given to increasing spending on scientific research and advancement. As 

Nehru said, “science is the spirit of the age and the dominating factor of the modern 
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world.” xi
 Despite the ambitious plan it received many criticisms. Economists such as 

Friedrich Hayek, Milton Friedman, and B.R. Shenoy assessed the model and found it to 

have too much government involvement, underestimating the amount of savings in India, 

and lack of emphasis on importance of human capital. Other criticisms included 

neglecting the importance of education and inadequate funding for education. Also, 

Gandhian thinkers wished to see more ecological concerns in the model.
xii

 

 

During this time, India also received development assistance from the United States who 

contributed roughly 410 million Rupees to the Indo-American Technical Cooperation 

Fund, devoted to projects for increasing agricultural efficiency and food production.
xiii

 

Additional support came from the Ford Foundation committed to providing financial 

support for development projects as well as training personnel.
xiv

  

 

Today India experiences a Gross Domestic Product (GDP) growth rate of about 9 

percent
xv

, and as Goldman Sachs predicts by 2040 India will be the 3
rd

 largest 

economy.
xvi

   India has been reducing poverty by about 10 percentage points since 1997, 

accompanied with increasing life expectancy, literacy, and food security.
xvii

 The five year 

plans continue into modern economic reform in India with a change in emphasis. 

Specifically, in agriculture and rural communities the most recent plan, the eleventh plan, 

focuses on  increasing agricultural output by 4 percent, increasing technological advances 

and availability for rural communities, among other vast improvements in resource 

management, food security, and diversification.
xviii

 Empirical literature, statistics, and 

observable data on the eleventh five year plan are available and released by the National 

Planning Committee.  

 

India has tremendously progressed since independence, though there are still numerous 

communities and villages not able to access or enjoy this development. India’s historical 

development is important to understand because it has established the infrastructure and 

groundwork in place for organizations and government programs targeting poverty 

problems today. Realizing India’s development issues and their root causes will enable 

social entrepreneurial organizations, like NABARD, to grapple with the difficulties and 

work to provide solutions.  

 

ACADEMIC LITERATURE: Economic Concepts in Developing Rural 

Communities 

 

Agriculture plays a substantial role in production and employment in India where roughly 

“60 to 70 percent of households still depend on farming activities for their livelihood 
security.”

xix
 Economic theories have been created and modified to fit precisely the 

scenarios occurring in agriculture markets, mainly due to their unique situations. In 

addition, economic theory helps put social entrepreneurial ideas into action. Difficulties 

in rural areas are quite different from hardships faced in urban poor; thus, economists 

have tweaked their models in a way to address these problems more specifically. 

NABARD is an organization that uses economic concepts to help initiate its vision of 

rural prosperity. 
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The challenges many economists and standard economic theory (that is, the prevailing 

economic thought taught in developed nations), face with rural economies, is that the 

normal assumptions about functioning markets or access to credit do not hold. This adds 

heightened difficulty in determining appropriate policy and solutions to the troubled 

regions. Compounded with low literacy and education rates, access to credit is a core 

difficulty farming communities have in attempt to better their livelihood. In developed 

nations, individuals wishing to take out a loan for, perhaps the start up costs of a new 

business, go to the bank and ask for a loan. Then the banker does some sort of credit 

history check and might require collateral. The interaction between individuals, banks, 

credit history, and collateral, encompass elements found in the formal sector and 

institutionalized banking
xx

. On the other hand, the informal sector that exists in 

developing nations lacks banks to provide loans, capabilities to acquire documented 

credit history, and collateral, if any, is usually unattractive or worthless. Credit 

distributors in the informal sector include money lenders, local credit unions, land lords, 

and family and friends. The informal sector has its own way of compensating for 

differences in credit lending that the formal sector does not need.
xxi

  

 

Asymmetric information, where one party either the lender or borrower has imperfect 

information on the other, is a challenge that lending agencies or microfinance institutions 

must overcome when establishing credit with rural communities and individuals. The 

types of people who wish to take out a loan may be more risk-taking individuals, and it is 

hard for the lender to determine the ‘good’ from ‘bad’ borrowers.
xxii

 This is a problem 

known as adverse selection. When a loan is distributed there is an expectation that the 

loan will be repaid. However, when one cannot determine actually the reason for default, 

the problem of ‘hidden action’ or more commonly referred to as moral hazard occurs. A 

farmer for example, may have actually had a bad harvest, but they also may have been 

lazy knowing that there is little consequence for default. This leads to yet another 

problem in the informal sector style of lending, and that is enforcement.
xxiii

 It is hard to 

enforce loan repayment since there is no formal credit system anyway, there would be no 

consequence on non-existent credit history, nor collateral, and if the harvest failed then 

there would be no principal interest deducted from the profit (because there would be no 

profit).  

 

Asymmetric information difficulties exist both in the formal and informal sectors. Each 

sector has its own unique way of handling these situations. Local information
xxiv

 is a 

common way of bypassing moral hazard and adverse selection difficulties in rural 

communities. Individuals talk, and in a small village, with a little research one could 

figure out whether that particular farmer deliberately defaulted or if there was an actual 

crisis. In the formal sector, credit history, higher interest rates, and obtaining collateral 

help avoid issues of asymmetric information.
xxv

  

 

Microfinance institutions have found original solutions to problems of asymmetric 

information and provide a bridge between formal banking institutions and informal 

market activity. The Grameen Bank, established by Muhammad Yunnus, originated the 

concept of group lending.
xxvi

 Group lending includes small, self selected group of 

roughly five people, given small loans at appropriate interest, and holds the collective 
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responsible for repayment. Group lending is great because it targets both moral hazard 

and adverse selection. The logic of group lending is that through peer monitoring 

individuals will watch each other and determine if an actual crisis occurred helping to 

avert moral hazard. Group lending requires collective responsibility of loans, meaning 

when one individual defaults the whole group defaults. This provides an incentive for 

groups to be chosen wisely. Thus, peer selection of groups avoids adverse selection 

because when choosing a group it is unlikely that individuals would make irrational 

decisions and select individuals who they do not trust to repay loans.  

 

Another way in which microfinance organizations are able to ensure loan repayment is 

through sequential lending. This includes a gradual increase in the amount total a person 

can borrow at one time. Therefore, every time an individual repays the loan, they build 

credit history and next time they want to borrow a loan, they can take out a larger loan 

than previously and sometimes at a lower interest rate.
xxvii

  

 

Jonathan Murdoch states succinctly the scenario of rural economies in developing 

nations: “many markets do not exist, and of those that do, many work imperfectly.”xxviii
 

When markets are imperfect, Murdoch and other development economists, emphasize the 

importance of credit and insurance in smoothing income and consumption. Murdoch 

explains that individuals smooth income by making “conservative production or 
employment choices and diversifying economic activities.”xxix Like diversifying 

investment portfolios, households can vary their crops, and vary their means of income 

through non-farming as well as farming activities. Murdoch describes ways in which 

consumption can be smoothed:  

 
Households can smooth consumption by borrowing and saving, depleting and 
accumulating nonfinancial assets, adjusting labor supply, and employing formal 
and informal insurance arrangements.

xxx
  

 

Individuals that practice risk coping and risk preventative measures are also forgoing 

some percentage of income. For example, crop diversification is a risk managing 

alternative but not always the most profitable. If one crop is harvesting well and is highly 

profitable why not invest 100 percent in that crop? The answer is to hedge against risk 

and not chance a failure in that crop resulting in total loss for the farmer.  .  

` 

Instead of profit maximizing, the farmer hedges against risk because he or she has no 

access to credit or insurance; a consequence of nonfunctioning markets. Consumption of 

food and production of crops are interrelated and not separable because farmers consume 

some of what they produce. Therefore, the farmer must allocate some portion of their 

farm to household consumption in order to survive and cannot profit maximize by 

expanding the cash crop. Thus, organizations that work on improving farmer’s access to 

credit are so vital to farmer’s livelihood and opportunity.  
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FILLING THE OPPORTUNITY NICHE: Development Banks and Social 

Entrepreneurial Organizations 

 

The development and persistence of informal institutions, non-governmental 

organizations, and microfinance groups is needed and continues to exist largely because 

of the imperfect market conditions discussed earlier that dominate rural agricultural 

communities. This literature review centers on the principles and missions of the social 

entrepreneurial organization, the National Bank for Agriculture and Rural Development 

(NABARD). Thus, the emphasis is on agriculture, rural economies, and development. 

NABARD is a development bank that facilitates credit flow for “promotion of 
agriculture, small-scale industries, cottage and village industries, handicrafts, and other 
rural crafts.”xxxi NABARD works to address the economic challenges posed and help 

alleviate cyclical poverty in rural India.  

 

NABARD is not the only organization with this type of concentrations. Fortunately other 

organizations share similar passions at credit lending as a mechanism for poverty 

alleviation. The Inter American Development Bank (IDB) is regionally different from 

NABARD but with similar methods of poverty reduction. The IDB “provides solutions 
to development challenges in 26 countries of Latin American and the Caribbean…The 
IDB lends money, provides grants, offers research, advice, and technical assistance to 
improve key areas like education, poverty reduction, and agriculture.”xxxii The IDB 

differs from NABARD in that its target audience includes central governments, city 

authorities, and small businesses, and IDB covers a larger spectrum. NABARD targets 

within India only, and to much needy localities. The Asian Development Bank (ADB) is 

an “international development finance institution whose mission is to help its developing 
member countries reduce poverty and improve the quality of their people.”xxxiii

 The Asian 

Development Bank, while located in the same region as NABARD, has a much larger 

scope and aids member countries, lending mostly to the public sector and governments.  

 

The Self Employed Women’s Association (SEWA) is a registered trade organization in 

India of poor, self-employed women. These women comprise the invisible working 

sector in India, working in unprotected labor markets, lacking salary and benefits.
xxxiv

 

SEWA’s main goal is to organize women for “full employment” meaning holding an 

occupation that provides a salary, income security, food security, and social security 

(mostly health care and child services).
xxxv

 SEWA works to increase the bargaining 

power of women making the more economically self reliant and independent through 

movements and organization.  Though SEWA has a smaller global presence and a more 

concentrated social mission and regional impact, there is a fair amount of literature on 

this organization. Labor, employment, and labor rights are large topics of global concern, 

hence SEWA is more recognizable in its immediate connection to those interests. SEWA 

differs from NABARD and the other organizations discussed above because it is not a 

development bank, though shares a vision of social entrepreneurship and social justice. 

 

Numerous social entrepreneurial, development, and microfinance type organizations exist 

within India. NGOs are growing, and having a heightened interest for social development 

missions. Vanita Viswanath, author of numerous articles and books on women’s 
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development issues and roles of NGOs and microfinance groups in India, says, “NGOs 
have gained considerable attention as vehicles of change. Development scholars have 
discussed their comparative advantage in among other things, their outreach to remote 
areas and capacity for innovation.”xxxvi

 According to Ajai Nair’s working paper, “the 
major form of microfinance in India is based on women’s self-help groups (SHGs)…”xxxvii

 

Nair goes on to explain that,  

 

700,000 SHGs have obtained approximately Rs.20 billion (US$425 million) in 
loans from banks under a program of the National Bank of Agriculture and Rural 
Development (NABARD). Since the average membership of SHGs is around 15, in 
cumulative terms over 10 million people may have thus benefited from such 
loans.xxxviii  

 
The individualized attention SHGs and other NGOs are able to devote to particular 

groups of people has substantial impact. Government programs, like social 

entrepreneurial organizations are essential and certainly have capabilities of bettering 

societies. Economic plans such as the five year plans have relatively fine intentions, but, 

often times they are inefficient and attach too many conditions. Government programs 

can have a limited impact, as Viswanath indicates government programs (in India) are 

deficient in helping women.
xxxix

 Viswanath further explains benefits NGOs possess over 

state programs such as management flexibility, a greater response to local needs and 

committed leadership.
xl

  
 

Microfinance organizations and their credit lending mechanisms are better able to relate 

on a case-by-case basis, and can be better suited than state wide programs. The 

fundamental concern is the social entrepreneurial organizations’ ability to connect 

individuals to the marvels of economic advancement. As Mariam, quoted in Edward 

Luce’s book says, “it is about being part of a new India that is opening up opportunities 
for people who never had them before.”xli In India, and elsewhere in the world, 

opportunities for advancement are growing and now, especially, organizations can work 

to connect individuals to these realities.  

 

Information and description of these organizations can be found on their websites. 

However, the organization’s practical application as well as actual impact is illustrated on 

a case-by-case basis and in specific case studies. Research case studies like “Nutritional 

Deprivation in Orissa” or “Caste and Landlessness” exist and relate specific examples to 

areas of development in India. Studies conducted by universities or development agencies 

include numerous examples of specific rural development projects in India. Additional 

information on an organization’s impact can be found in a local newspaper, such as The 

Hindu, or through grants and government recognition.  

 

CULTURE 

 

Researching “culture” and “NABARD” does not bring culture concepts such as gender, 

language, or societal norms. Instead, displayed are articles about cultures of crops or 
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cultures of particular foods. Fukuyama speaks directly to the point of development and its 

creation of a new culture. He writes: 

 

Economic development presupposes not just the existence of formal institutions 
like property rights and a rule of law under which buyers and sellers can 
exchange goods in markets, but also certain norms or social values that promote 
exchange, savings, and investment. Thus, there is a cultural dimension to 
economic behavior.xlii

 

 

He argues that sociologists and economists have entirely different views on the role 

culture plays in development. He says sociologists see culture pervading economic life, 

where as economists make simplifying decisions that humans are ration utility-

maximizing individuals.
xliii

 Fukuyama does indicate that development economists do tend 

to see that behaviors vary across countries, and norms taken for granted in the U.S. do not 

hold in other countries.
xliv

 Prior to the 1970s-1980s development policy makers had less 

regard for culture as well by enacting a gender neutral approach when creating programs. 

However, recent consideration has made gender a key aspect in developmental policy. 

For example, the realization that a policy, such as distributing money, when targeted to 

females versus males will bring out different results was a key finding in development 

policy.
xlv

  

 

The literature available on culture and development is descriptive, somewhat analytical, 

and does provide examples of cultural destruction. The World Bank and IMF 

development projects have fallen under criticism that their development projects are too 

culturally insensitive to indigenous inhabitants. Arundhati Roy, in The Cost of Living, 
writes about the destruction of culture and natural resources as a result of India’s Dam 

projects supposedly in the name of national development.
xlvi

 The social entrepreneurial 

organizations, should consider culture in their social missions, some more explicitly than 

others. The IDB actually has a cultural center which provides “small grants 
organizations for micro projects that promote cultural development in the region.” 

xlvii
 

NABARD is less explicit about their cultural preservation. Though, information can be 

inferred through the successes of their development projects, if cultural considerations 

were made. An argument against economic modernization and globalization is that it 

does not preserve the natural heritage or cultural surroundings. This leaves a great 

opportunity for social entrepreneurial organizations, such as NABARD, to ensure against 

cultural damage in their development projects.  

 

GAPS IN LITERATURE 

  

The literature on agriculture, rural economies, and development is quite extensive. 

Virtually every angle that can be discussed has been studied by scholars, journalists, 

politicians, economists, community organizers, etc. The issues of economic development 

are not new. Income disparities, rural-urban gaps, the global North and South divide, 

have been areas of discussion for centuries. Perhaps, the recent change is that more 

interest and emphasis is placed on catching up the global South and developing nations. 

The pros and cons to globalization are numerous and will not be discussed here. But, the 
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fact of the matter is that the disparities between the haves and have-nots have increased 

as a result of economic progress. Conceivably then, the recent stress on development 

issues could be people’s way of questioning why some individuals are missing out on 

what appears to be widespread socio-economic improvements.  

 

More commonly, gaps exist in evaluative literature on organizations. Finding the 

negative and potentially controversial elements of that organization is much more 

difficult than locating descriptive information on the organization as well as its new 

projects. The literature on the selected organizations in this research was more descriptive 

than analytical. Government programs are often critiqued, yet there is less obtainable 

criticism on smaller organizations and NGOs. Negative commentary or organizational 
learning can be found in internal or external audits, evaluations, or review of that 

particular organization, but this data proves more challenging to locate. The analytic lens 

is subjective and depends on the criteria used when evaluating social entrepreneurial 

organizations. Thus, it is more difficult to find information on a specific social 

entrepreneurial organization’s and its ability to meet the Schwab Criteria.xlviii The success 

of the organization in meeting its goals could be inferred by drawing from other analyses 

or statistics like production growth, employment, or individual income. However, 

sometimes organizations will not disclose that information in which case the lack of 

transparency impedes the ability to subjectively analyze.  

 

The primary gap, or fundamental challenge to development now, is creating a 

sustainable, environmentally friendly, and self empowering model. The World Bank and 

IMF were byproducts of the Bretton Woods agreements in 1945 set up to help regulate 

the new monetary order. Arguably, these two international organizations were the largest 

development organizations then and now, and the first to raise heavy concern on a global 

scale for poverty alleviation. One of the primary, new challenges to development is to 

adapt and evolve the models birthed at Bretton Woods, and address the development 

issues that have resulted from old policy.  

 

Agriculture plays a dominant role still for many countries developing today. Hence, 

development theorists and scholars still choose to concentrate on empowering these 

regions. Agriculture is a target sector in development needing improved policy and 

approaches to poverty alleviation that will more easily be brought about by the evolution 

from old development thinking to new. The National Bank for Agriculture and Rural 

Development (NABARD), the focal social entrepreneurial organization in this research, 

is helping to bridge the gap between old development and new development. NABARD, 

with commitment to rural prosperity, has been entrusted by the Indian government to 

“facilitating credit flow for promotion and development of agriculture and integrated 

rural development.”
xlix

 

 

A minor gap exists in information on an aggregate development of India which is less 

apparent and analyzed than the individual regions. Although lacking, perhaps it is 

expected given the difficulty of unifying the vast array of social and physical differences 

in the country. NABARD however, addresses this issue since its social targets and scope 

spans all of India.  
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NABARD is crucial to the development world because it is working to improve the 

livelihood of the second most populous nation in the world: India
l
. NABARD is 

essentially a “refinancing agency for financial institutions offering production credit and 
investment credit for promoting agriculture and developmental activities in rural areas.”  

NABARD’s more determined application of known technologies and ideas
li
, namely in 

credit facilitation, maintains its ability to act as an innovative institution for future 

progress. Credit is not a new concept in development, yet acts as a channel for older 

development topics to adapt to today’s concerns. Credit and access to credit has always 

been an important concept in developmental economics, importantly because of its ability 

to self-empower. Self-empowerment and sustainability not only of the organization, but 

also of the people it is impacting, is a key for success in helping to end cyclical rural 

poverty.  

 

The literature on these subjects is by no means completed here. Numerous scholarly 

journals, books, articles, working drafts, and more exist supporting comments stated in 

this review, as well as providing new insight into the fields of agriculture and rural 

development. Considerable amounts of information exist on India and agriculture, rural 

development, economic advancement, women’s advancement, and similar development 

issues. Given the immense amount of literature available, it appears that India is a highly 

important and growing subject for many researchers, development organizations, and 

scholars. NABARD contributes uniquely, as a development organization using cutting 

edge technology and innovative ideas to bridge India’s rural disparities and continue to 

spread the global fascination on India’s rural development. 
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