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Abstract

This paper studies the impact of debt relief legislation on the market for credit in rural Madras. The 

wave of credit defaults following the Depression prompted a series of state initiated measures 

aimed at protecting cultivator borrowers. In the short term, this generated a judicial dilemma of 

either adhering to the enforcement of legally binding contracts or guaranteeing the protection of 

agriculturists from debt exploitation. The enforcing of the latter disincentivised the use of legal 

instruments to underwrite moneylender transactions post 1939. This paper then explores 

alternative credit structures used in response to the high risk of lending. Informal contracts, in the 

form of crop security and sharecropping arrangements, were common features of credit 

transactions in the 1940s and 1950s.

1. Location, Climate and Risk

The Madras region can be divided into wet valleys corresponding to rivers in the east and dry 

regions in the north and west. Cultivation in this province relied on rain fed irrigation. The 

timing and success of the harvest in Madras was largely dependent on the biannual monsoon 

seasons. The importance of the monsoon created an environment where rural credit markets 

were entirely dependent on seasonal cycles with loans provided on a short term basis of four 

to six months. Failed monsoons were a significant determinant of credit defaults.

The provision of rural credit in most of India was restricted to private moneylenders. The 

literature on rural credit refers to this class of lender as the ‘professional moneylender’. They 

are further categorised by community and, in much of the historical literature, also by caste 

and sub-caste. The more unique characteristic of credit markets in rural Madras was that 

lending was predominantly sourced from cultivators themselves. it is estimated that 93% of 

credit to finance cultivation in Madras was sourced by agriculturist moneylenders in 1935.

How did the agriculturist moneylender compensate for the risk of lending in rural Madras?

2. Contract Enforcement: Courts and Promissory Notes

3. Depression, Debt Relief and Sanctity of Contract

4. Mitigating Risk: The Role of Informal Contract
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“A promissory note is an instrument in 

writing (not being a bank-note or a currency-

note) containing an unconditional 

undertaking signed by the maker, to pay a 

certain sum of money only to, or to the order 

of, a certain person, or to the bearer of the 

instrument.” (Negotiable Instruments Act 1881)

Despite the scarce use of tradable financial 

instruments, Promissory Notes were 

increasingly common with agricultural loans 

in Madras as forms of formal contract. Pro-

notes defined the terms of the loan provided 

including amount, rate of interest and time 

period. The lender generally demanded the 

signature of a co-applicant on the loan in 

order to further compensate for the risk of 

repayment. In cases of default, the pro-note 

would be presented in court. Legal charges 

were up to three times lower when disputes 

were accompanied by signed promissory 

notes.

Commodity 1928-29 1929-30 1930-31 1931-32 1932-33 1933-34 1934-35

Rice 100 90 72 60 56 48 56

Groundnut 100 85 55 63 59 39 57

Cotton 100 85 62 56 37 58 63

The crash in prices of commodities 

had damaging effects on the 

repayment of agricultural debts. To 

finance defaulted debt, cultivators 

undertook secondary loans. Prices 

remained unstable until the mid-

1930s which in turn cast borrowers 

into a cycle of debt obligations. 

The 1930s witnessed a great deal of 

anti-moneylender legislation in 

Madras. This was initiated as a 

response to the need of debt relief 

for burdened agriculturists. 

Purpose Per cent

Payment of prior debts 25.1

Marriage and other ceremonies 10.5

Payment of land revenue 3.3

Relief of Distress 6.1

Agricultural expenses 10

Improvements to land 4.4

Education of children 1.4

Trade 12.9

Purchase of land 13.8

Construction of houses 5.6

Other expenses 6.9

Total 100

The1938 Madras Agriculturists Relief 

Act, placed a ceiling on interest rates 

for loans to cultivators. The ceiling of 

6.25% was far lower than rates 

charged prior to the act. 

On the 7th of February 1938, the Madras High Court heard 

the landmark case of Mada Nagaratnam v. Puvvada 

Seshayya. The primary concern of the case was whether 

debt relief legislation neglected the legitimacy of legally 

binding contract.

In the conflict between borrower protection and the 

sanctity of contract, Chief Justice Alfred Lionel Leach 

(pictured left) chose the former. 

The value of the promissory note diminished.

By 1930, local courts for rural credit 

disputes included Panchayat and Village 

Munsiff Courts, Small Cause Courts, 

Subdivisional Tribunals, Local and Chief 

District Courts, with final appeal at the 

Provincial High Court. 

Source: Naidu and Vaidyanathan (1939), Madras Agriculturists Relief Act: A Study, p. 18

Source: Madras (1935), Report on Agricultural Indebtedness, p. 42

Table 1: Price of key commodities during the Depression

Table 2: The Cultivator’s purpose of borrowing in 1935

District

Immovable 

Property  (% 

of total)

Guarantee 

by Third 

Party (% of 

total)

Coimbatore 26.8 0

Cuddapah 0 0

Kurnool 0 0

West 

Godavari 1.4 0

Chingleput 23.7 0

Ramanathap

uram 50.6 0

Table 3: Security on loans 1954

Source: Source: Bombay (1957), Rural Credit Survey p. 553

Commodity 1938-39 1939-40 1940-41 1941-42 1942-43 1943-44

Rice 69.6 69.7 75.9 87.8 136.3 152.9

Cotton 283.8 414.3 356 337.5 797.9 655.8

Groundnut 39.3 48.9 53.9 70 125.2 185.9

The absence of loans guaranteed by third party 

suggests that the use of promissory notes 

declined. During the same period, the number of 

mortgage backed loans were limited – zero in 

some districts. The question of risk then remains 

unanswered.

Crop security, as a forward contract, refers to the 

informal practice of collateralising agricultural 

produce as security for the provision of a loan. 

The price differential of the commodity before 

and after harvest is the compensation provided 

to the lender for the risk of the loan. Lending 

against informal contracts increased as credit for 

trade and cultivation merged into a single 

transaction in response to the change in 

commodity prices beginning in the early 1940s.

Table 4: Prices of commodities 1938-1944

Source: Madras (1946), Report of the Economist, p. 46


