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Dear Friends,  

Hello Everybody!   

ahatma Gandhi once said that “India 
lives in her Village”. This stands true 
today as well. Rural India is two-

thirds of a country of billion plus people, living 
in 6,40,867 villages in India according to 2011 
census. Rural population is considered as a 
huge contributor in Indian economic growth 
The most important thing about the rural 
economy is that it is very large, almost co-
terminus with the Indian Economy. Rural 
economy is composed of many and large 
variety of economic activities. Growth of rural 
economy depends on various industries 
established in rural areas. Rural segment is 
growing at a healthy pace of 8-10% per annum 
and is expected to add US $ 100 bn in 
consumption demand by the end of this year.  
 
The rural economy in India is wholly agriculture 
based and it is of tremendous importance 
because it has vital supply and demand links 
with the other Indian industries. Agriculture is 
the main stay of the Indian economy, as it 
constitutes the backbone of rural India which 
inhabits more than 70% of total Indian 
population. Today, the rural economy in India 
and its subsequent productivity growth is 
predicated to a large extent upon the 
development of its approx 800-million strong 
rural population. The Ministry of Agriculture, 
the Ministry of Rural Infrastructure, and the 
Planning Commission of India are the main 
governing bodies that formulate and 
implement the policy related to rural economy 
in India and its subsequent development for 
the overall growth of the Indian economy.  
 
 
 

India has come a long way in modernizing its 
economy, reducing poverty and improving 
living standards for a large segment of its 
population. In developing rural economy many 
sectors as well as many initiatives taken by the 
government are in the areas of employment 
generation, easy access to finance, exemption 
in agricultural incomes, infusion of  funds to 
help underserved sectors like MFIs, cleantech, 
renewable sources, online payment etc.  
 
In recent times, many MNC companies, PE/VC 
funds, AIFs have started investing in rural 
sector and contributed for the growth of rural 
economy. Telecommunication players have also 
played a critical role in terms of connecting 
rural with urban areas especially with their 
internet services. Still it is a long way to go for 
reaching out to the last mile. Online portals are 
being viewed as key channels for companies 
trying to enter and establish themselves in the 
rural market. Market research firm Nielsen 
expects India’s rural FMCG market to reach a 
size of US$ 100 billion by 2025. Another report 
by McKinsey Global Institute forecasts the 
annual real income per household in rural India 
to rise to 3.6 per cent 2025, from 2.8 per cent 
in the last 20 years.  
 

In this month’s newsletter, we have covered 
the various aspects of the rural economy and 
its current and potential contribution in the 
growth of the Indian Economy. If India has to 
achieve big growth rate than a substantial push 
in the rural economy is a must. We hope this 
newsletter gives you good insight into growth 
aspects of rural economy.   
 
-Team Nrups 
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Indian economy is growing leaps and bounds since last decade owing to growth of many industries.  Rural 
consumers are particularly aspiring or striving to purchase branded, high quality products. Consequently, 
businesses in India are optimistic about growth of the country's rural consumer markets, which is 
expected to be faster than urban consumer markets. Importantly, the wider reach of media and 
telecommunication services has provided information to India’s rural consumers and is influencing their 
purchase decisions. In line with general trend, rural consumers are evolving towards a broader notion of 
value provided by products and services which involves aspects of price combined with utility, aesthetics 
and features, and not just low prices. 
 
The hinterlands in India consist of about 650,000 villages. These villages are inhabited by about 850 
million consumers making up for about 70 per cent of population and contributing around half of the 
country's Gross Domestic Product (GDP). Consumption patterns in these rural areas are gradually 
changing to increasingly resemble the consumption patterns of urban areas. Some of India's largest 
consumer companies serve one-third of their consumers from rural India. Owing to a favourable changing 
consumption trend as well as the potential size of the market, rural India provides a large and attractive 
investment opportunity for private companies. 
 
Rural economy of India is so dominant fact of the country that almost all the activities of the Indian 
people bear its stamp. The most important thing about the rural economy is that it is very large, almost 
co-terminus with the Indian Economy. This is so because it is massive in magnitude in many respects, and 
it represents various facets of Indian economy. 
 
 
Market Size of Rural Economy in India 
 
India’s per capita GDP in rural regions has grown at a Compound Annual Growth Rate (CAGR) of 6.2 per 
cent since 2000. The rural segment is growing at a healthy pace of 8-10 per cent per annum and is 
expected to add US$ 100 billion in consumption demand by the end of 2017. 
 
The Fast Moving Consumer Goods (FMCG) sector in rural and semi-urban India is expected to cross US$ 
20 billion mark by 2018 and reach US$ 100 billion by 2025.  
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Features of Rural Economy 
 
Some of the distinguishing features of the present day rural economy are as follows: 
 
1) Commercialization of Agriculture: 
 
Agriculture contributes in a huge way to rural economy. Commercialization in agriculture opened up 
many ways to expand its size and contribution to the economy. The major factors contributed to the 
commercialization of agriculture are as follows: 
 

a.) High Production and productivity gains have turned out agriculture to be a profitable proposition 
b.) Increase in production was possible due to the use of advanced technology in agriculture 

operations 
c.) Massive expansion of road transport has reduced the distance between rural and urban areas 
d.) Development of regulated markets and cooperative marketing structure have helped the famers 

to break away from village system of money lenders and middlemen 
  
2) Rural Society under the impact Urbanism: 
 
The past five decades has witnessed the rural society of India in getting exposed to the waves of 
urbanism.  Most of the features of urban areas have been modified and diluted into the rural society. This 
led to a new way of urbanism called rural-urbanism. 
 
Urbanism has induced the disintegration of traditional joint family, disappearance of neighborhood, 
sophistication, emergence of individualism etc. Urbanism also created new social institutions, which were 
absent in the traditional rural set up. Urbanism has also brought about modernization. 
 
 
3) Institutional Participation: 
 
After independence, the state had taken the responsibility of rural reconstruction and development. It 
had brought about important changes in the production activities. Abolition of intermediaries, security of 
tenancy, ceiling on holdings etc. were some of the important legislation made, which improved the 
activities of production. A number of rural development programmes were taken up. These programmes 
also contributed in bringing about modernization in villages. 
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Rural economy comprises of variety of economic activities. Agriculture and its allied activities is the 
largest component in contribution to the rural economy. Another nature based activity apart from 
agriculture and its allied activity is forest. Agriculture also consists of fishing, constituted of both inland 
fish and marine fish. These are mostly traditional industries and are artisan based. There are many other 
sectors contributed in Rural Economy of India. Following sectors contributed in some or the other way to 
the growth of rural economy in India.   
 
Agriculture:- 
 
The rural economy of India is predominantly based on agriculture and other activities related to 
agricultural sector. The key to India’s development lies in the development of its rural areas.  
 

 GDP of agriculture & allied sectors in India was recorded at US $ 244.74 bn in FY 16 

 According to the advanced estimates of MOSPI,  agriculture and allied sector recorded a CAGR rise of 
6.64% during FY 07 to FY 16 

 Agriculture is the primary source of livelihood for about 58% of India’s population. 

 According to the Ministry of Agriculture, total food grain production in the country in February 2017, 
stood at around 271.98 mn tonnes. 

 India imported 2.7 mn tonnes of wheat in FY 17 & an additional 1.2 mn tonnes are to be imported by 
Feb 2017 

 In March 2017, of 64.5 mn hectares of agriculture land, the government insured 19 mn hectares 
during the rabi season, to benefit 16.4 mn farmers, under the Pradhan Mantri Fasal Bima Yojna 
(PMFBY) programme. The Total amount for insurance for rabi crops is US $ 10.16 bn. 
 
Government Initiatives 
 

 As per Union Budget 2016-17, the major focus would be on doubling farmers income by 2022. Other 
than that, the government would increase expenditure in farm & rural sector, infrastructure sector, 
social sector & also work on employment generation 

 To establish a long term irrigation fund, under NABARD an initial collection of nearly US $ 3.06 bn has 
been planned in Union Budget 2016-17. A multilateral funding of around US $ 0.92 bn to execute 
various programmes related to sustainable management of ground water resources 

 As per Union Budget 2017-18, allocation of US $ 148.74 bn was made for agriculture sector & welfare 
of farmers. Also the provision of US $ 0.84 bn made for PMFBY under the same budget. 

 
To the extent that agriculture gets commercialized (sale of agricultural produce and purchase of input for 
agriculture) trade and other service activities will pick up in the rural areas. Further, educational and 
health activities may also be expected to go up. The pattern of rural non-farm diversification that took 
place is worth noting. The growing demand for milk, meat and eggs has resulted in the increased 
importance of livestock in the rural economy. Another employment and income generator in the rural 
areas is the wood industry, which employs more than five million people and is, in fact, the third largest 
generator of employment in the manufacturing sector, next only to textiles and food processing.  
 
 

Contribution of various Sectors to Rural Economy 
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For an overall understanding of an important segment of the economy and of the millions in the rural 
areas, the catch-all reference to the Rural Non Farm Sector (RNFS) is defensible, but the main 
characteristic of this sector is its heterogeneity. Rural Non Farm Sector (RNFS) holds the key to faster 
economic development of the country. It has potential and promise for generating employment and 
increased income in the rural areas.  
 
Next to agriculture, the Village & Small Industry (VSI) sector provides the greatest employment 
opportunities, a considerable portion of which is in rural and semi-rural areas. It contributes about fifty 
percent of the value added in manufacturing. 
 
Increased income in farm sector impacts the entire economy; however it has an almost immediate impact 
on some sectors like consumer durables and non-durables, tractors and motorcycles 
 
FMCG:- 

 

 The Fast Moving Consumer Goods (FMCG) sector in rural and semi- urban India is estimated to cross 
US$ 100 billion by 2025 

 The rural FMCG market is anticipated to expand at a CAGR of 17.41 per cent to US$ 100 billion during 
2009–25 

 Rural FMCG market accounts for 40 per cent of the overall FMCG market in India, in revenue terms 

 Amongst the leading retailers, Dabur generates over 40-45 per cent of its domestic revenue from 
rural sales. HUL rural revenue accounts for 45 per cent of its overall sales while other companies earn 
30- 35 per cent of their revenues from rural areas 

 According to Mr. D. Shiva Kumar, Business Head (Hair), Personal Products Division, Hindustan Lever 
Limited, the money available to spend on FMCG (Fast Moving Consumer Goods) products by urban 
India is Rs. 49,500 crores as against is Rs. 63,500 crores in rural India. 

 The population equivalent to 12.2% of the world population living in the villages of India, the Indian 
rural market is a market that no one can afford to overlook. 

 Companies are now jumping to open retail chains in rural India in order to tap the market that still 
lies untapped. 

 
Micro Finance and Financial Inclusion 
 
Since formal credit institutions rarely lend to the poor, special institutional arrangements become 
necessary to extend credit to those who have no collateral to offer. Microfinance, by providing small 
loans and savings facilities to those who have been excluded from commercial financial services, has been 
promoted as a key strategy for reducing poverty in all its forms by agencies all over the world. 
 
An innovative scheme in rural delivery system launched by NABARD is the linking of Self Help Group (SHG) 
of the poor with banks and bulk lending through NGOs. NABARD considers SHGs a pre-microenterprise 
stage for a majority of the rural population.  
 
Of late Micro finance institution became the most contributed sector in rural by way of small credit to 
small vendors which leads to growth in rural economy.  
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 As of March 2017, NBFC-MFI has provided microcredit to around 2.75 Cr clients, an increase of 30% 
over FY 15-16 

 Loan amount disbursed in FY 16-17 increased by 13% compared to FY 15-16 reaching to Rs. 50,266 Cr 

 Total number of loans disbursed by NBFC-MFIs increased by 13% in FY 16-17 compared with FY 15-16 
reaching to 2.83 Cr. 

 
The above numbers indicate how MFI is being a huge contributor to the rural economy.  
 
Financial Inclusion 
 
Government has started various schemes to push financial inclusion for the country via various bodies 
and institutions such as Self Help Groups (SHGs), Microfinance Institutions (MFIs), ASSOCHAM, NABARD, 
RRBs etc. 
 
Apex industry body ASSOCHAM has come out in support of the proposed setting up of India Post as a 
rural banking structure to push financial inclusion in the country’s  hinterland, claiming several benefits to 
the economy in this move, including raising domestic savings and investment levels. 
 
India Post was already handling a number of financial schemes in villages like National Small Savings, 
Recurring Deposits, Public Provident Fund, Postal Insurance, etc 
 
In recent years as many as 4 crores of Mahatma Gandhi National Rural Employment Guaranteed accounts 
(MGNREGA) were also handled through post offices for payment of wages, forming over 40 per cent of 
the MGNREGA funds for job entitlement scheme. 
 
The ASSOCHAM underlined the fact that in the financial aspect of India Post it was handling a currently 
outstanding balance of Rs 6 trillion (lakh crores), an enormous potential for savings and investment at the 
grass root level. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

http://www.indiainfoline.com/financial-risk-analysis
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Rural funding is a challenge to businesses which emerge and established its footprint into rural areas in 
various sectors since other rural economic activities have unique characteristics of dependence on natural 
resources, long production cycles and vulnerability to multiple risks.  Poorer groups, farmers and farmer’s 
organization require larger amount of credit to finance production, inputs processing and marketing 
besides risk mitigation products. The new rural finance paradigm needs to be based on the premise that 
‘rural people are bankable’ and rural clientele is not limited only to the farmers & uneducated people but 
also includes a generation which can use & adopt technology. It, in turn, advocates a demand-driven 
design and efficient provision of multiple financial products and services through an inclusive financial 
sector comprising sustainable institutions serving a diverse rural clientele. 
 

Thus, developing an inclusive yet sustainable rural financial system is extremely challenging and involves 
comprehensive understanding of host of complementary issues, which we would like to subsume under a 
broad 7Ps’ Framework: 
 

 Product Strategy:-   
 

For catering to the varied needs of small ticket size transactions, whether a bouquet of diversified 
products and services can be developed without compromising on the flexibility, continuous availability 
and convenience of the products.  Financial products should be designed in such a way which has the 
greatest impact on reducing poverty and lifting growth rates in deprived districts and regions. 
 

 Processes:- 
 

There is a huge requirement to drastically change the processes which can help the banks to reach 
underserved segments and provide hassle-free near doorstep service to the customers without 
jeopardizing financial viability. It can be design an efficient  hub & spoke model to overcome the hurdles 
in the agent led branchless banking. 

 

 Partnerships:- 
 
Study should be conducted to evaluate the constraints faced by the underserved and/or excluded 
segments in accessing financial services from different types of service providers. Are existing bank-non 
bank partnerships, such as, Business Correspondents, SHGs, MFIs, etc. working efficiently in easing the 
accessibility and availability of financial services? 
 

 Protection:- 
 
To find out measures and mechanism are needed to protect both the providers and the receivers of rural 
finance from abuse and misuse of such services.  Design a proper risk mitigation strategy for the borrower 
given the higher vulnerability in the sector. Also need to ascertain uncertainty in the credit culture. 
 
 
 

 

Challenges of Funding in Rural Economy 
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 Profitability:- 
 
To build appropriate strategies and delivery models to provide affordable and acceptable services to the 
rural clientele while ensuring that rural finance service providers function profitably on sustained 
basis.  How do we tap into the customer willingness to pay through an appropriate pricing model? 

 
 Productivity:- 
 
How do we increase the productivity of financial services provided in the rural areas? What are the 
strategies needed to synergize other resources with finance (say, under a “credit plus” approach) to 
ensure more productive and optimal use of financial services? 
 

 People:- 
 
Is the frontline staff of the financial service providers well-equipped to meet the needs of driving the 
process of financial inclusion in terms of knowledge, skill and attitude? Do these people have the 
capacity, comprehension and commitment to identify potential customers and offer them timely advice 
and comprehensive services? 
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Following are some of the major investments and developments in the Indian rural sector. 

 The Ministry of Rural Development is credited to have completed approximately 48,812 kilometers of 
rural roads by March’17 under the Pradhan Mantri Gram Sadak Yojana (PMGSY). 

 The National Bank for Agriculture and Rural Development (NABARD) plans to provide around 200,000 
point-of-sale (PoS) machines in 100,000 villages and distribute RuPay cards to over 34 million farmers 

across India, to enable farmers to undertake cashless transactions. 
 Magma Fincorp, a Kolkata-based non-banking finance company (NBFC) plans to expand its operations 

in South India, with specific focus on rural and semi-urban markets to help the company grow rapidly. 
 The Ministry of Textiles has signed memorandum of understanding (MoU) with 20 e-commerce 

companies, aimed at providing a platform to artisans and weavers in different handloom and 
handicraft clusters across the country to help them sell their products directly to the consumer. 

 Indian Institute of Technology-Madras (IIT-M) has entered into a three-year partnership with Nokia 
Networks to create technology solutions which will enhance broadband connectivity in rural India. 

 The United Economic Forum (UEF), an organisation that works to improve socio-economic status of 
the minority community in India, has signed a Memorandum of Understanding (MoU) with Indian 

Overseas Bank (IOB) for financing entrepreneurs from backward communities to set up businesses in 
Tamil Nadu. As part of the agreement, entrepreneurs who have been chosen by the UEF, will get 

term loan / working capital requirements from the bank. The UEF will appoint mentors to guide 
entrepreneurs for successful implementation of the project, with both IOB & UEF periodically 

monitoring the progress of the project. 
 Tata Motors, India's biggest automobile company by revenues, plans to aggressively expand its 

network with a focus on rural markets. The company is aiming to more than triple its network to 
1,500 over the next three years from 460 now, making it the biggest such expansion by a passenger 

vehicle maker in the country so far. 
 Few companies have started Payment banks and some are in pipeline to do so. Payments banks are 

meant to fan out into the rural, remote areas of the country, offering limited but critical services such 
as money transfers, loans and deposit collection. While banks have the knowhow, telecom 

companies have the network, making it an ideal match. 

Government Initiatives to develop Rural Economy 
 
The Government of India has planned various initiatives to provide and improve the infrastructure in rural 
areas which can have a multiplier effect in increasing movements of goods, services and thereby improve 
earnings potential of rural areas subsequently improving consumption. 
 
The Government has introduced various reforms in the Union Budget 2017-18 to uplift the rural markets. 
Some of the key highlights of the Budget are: 

 Rs 187,223 crore (US$ 28.08 billion) has been allocated towards rural, agriculture and allied sectors. 

 The Allocation for Pradhan Mantri Aawas Yojana-Gramin has been increased from Rs 15,000 crore 
(US$ 2.25 billion) to Rs 23,000 crore (US$ 3.45 billion) in the year 2017-18 with a target to complete 

10 million houses for the houseless by the year 2019. 
 The pace of roads construction under Pradhan Mantri Gram Sadak Yojana (PMGSY) has been 

accelerated to 133 kms per day as against an average of 73 kms per day during the years 2011-14. 

Recent Developments and Initiatives in Rural Economy 
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 The allocation to the Mahatma Gandhi National Rural Employment Guarantee Act (MGNREGA) has 
been Rs 48,000 crore (US$ 7.2 billion) in the year 2017-18, which is the highest ever allocated 

amount. 
 The Government of India is looking to install Wi-Fi hotspots at more than 1,000 gram panchayats 

across India, under its ambitious project called Digital Village, in order to provide internet 
connectivity for mass use, as well as to enable delivery of services like health and education in far-

flung areas. 
 In the Union Budget 2017-18, the Government of India mentioned that it is on course to achieve 100 

per cent village electrification by May 1, 2018. 
 The Government of India has sought Parliament’s approval for an additional expenditure of Rs 

59,978.29 crore (US$ 8.9 billion), which will be used to support the government’s rural jobs scheme, 
building rural infrastructure, urban development and farm insurance. 

 The Government of India plans to integrate villages with country’s economic mainstream by 
purchasing around 80,000 mini-buses, which will connect over 125,000 villages to markets and 

thereby provide access to better job and education prospects. 
 Prime Minister Mr Narendra Modi has launched the National Rurban Mission with the aim of 

enabling cluster based development and creating smart villages which will complement the smart 
cities initiative. 

 The Government of Gujarat plans to undertake several steps to promote micro, small and medium 
enterprises (MSMEs) in the state, including setting up a separate department for this segment and 

providing dedicated industrial estates for MSMEs. 
 The Union Government plans to build 2.23 lakh km of roads in the rural areas and has proposed a 

total spending of Rs 27,000 crore (US$ 4.05 billion). 
 E-commerce players like Flipkart, Snapdeal, Infibeam and mobile wallet major Paytm have signed 

Memoranda of Understanding (MoUs) with the government to reach rural areas by connecting with 
the government’s common service centres (CSCs) being setup in villages as part of the ‘Digital India’ 

initiative. 
 With the increasing demand for skilled labour, the Indian government plans to train 500 million 

people by 2022, and is looking out for corporate players and entrepreneurs to help in this venture. 
Corporate, government, and educational organisations are joining in the effort to train, educate and 

produce skilled workers. 
 The Union Cabinet has cleared the Pradhan Mantri Krishi Sinchaee Yojana (PMKSY), with a proposed 

outlay of Rs 50,000 crore (US$ 7.5 billion) spread over a period of five years starting from 2015-16. 
The scheme aims to provide irrigation to every village in India by converging various ongoing 

irrigation schemes into a single focused irrigation programme. The Government of India aims to 
spend Rs 75,600 crore (US$ 11.34 billion) to supply electricity through separate feeders for 

agricultural and domestic consumption in rural areas. This initiative is aimed at improving the 
efficiency of electricity distribution and thereby providing uninterrupted power supply to rural 

regions of India. 
 To promote agriculture-based businesses, the Government of India has started ‘A Scheme for 

Promotion of Innovation, Rural Industry and Entrepreneurship’ (ASPIRE). Under this scheme, a 
network of technology centres and incubation centres would be set up to accelerate 

entrepreneurship and to promote start-ups for innovation and entrepreneurship in agro-industry. 
 The Government of India plans to form a committee to study various innovations and submit their 

reports to the concerned Department or Ministry. The programme called the ‘Nav Kalpana Kosh’ aims 
to improve rural areas at various levels, such as governance, agriculture and hygiene. 
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Conclusion:- 
 
To accelerate the growth of the Indian economy, rural economy needs to grow exponentially compared 
to urban economy. The investments required for the development of villages and creating opportunities 
therein is more critical and equally important as developing smart cities. Development of India’s rural 
economy is vital for growth. Despite having numerous issues such as less access of finance, high cost of 
borrowing for rural people to start business, lack of money without collateral, this is gradually improving 
with the initiatives taken by the government such as financial inclusion, PMJDY scheme, Digital India.  
 
A noteworthy feature is that many large corporate have started realizing the impact of rural economy and 
hence have started looking at rural population as their customers. Many private equity and venture 
capitalists also started investing in the businesses which creates the overall impact to the rural economy 
of India.   
 
Rural economy is the soul of India and unless the fruits of growth and development reach the farthest 
corner of the rural India, India’s growth story will be incomplete and unfinished.  
 
 
 

*** 
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106, Sears tower, Near White house, Gulbai Tekra, Off CG Road, Ahmedabad-380006 
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About NRUPS 

Nrups Consultants LLP was established in 1993 by Mr. Nrupesh Shah, Chartered Accountant. It is 

providing a complete range of Investment Banking and financial services to companies and has executed 

400 plus assignments valuing in excess of Rs. 7000 Cr.  

We are a team of professionals delivering ‘Client Centric’ solutions in Investment Banking domain. 

Corporates being our focused segment, we provide a comprehensive package of services and create a 

unique value proposition for our clients. Our firm possesses the best skill set, experience and expertise to 

cater to the client’s needs in the I-banking and corporate finance. Our bouquet of services includes PE, JV, 

Debt Syndication/Swap, and expertise in M&A, Business Valuation, and Corporate Advisory etc. 

Investment Banking Services: 

 Private Equity Advisory 
 Venture Capital / Seed Funding 
 JV/SPV 
 Merger & Acquisition (M&A) Advisory 

 

Funding Solutions: 

 Debt Funding      

 Working Capital Loan 

 Term Loan 

 Non fund based facilities 

 External Commercial borrowings 

 Debt Restructuring 

 Debt restructuring and debt swapping for better leverage and to optimize cost of funding 

Lending Solutions: 

 Structured Finance 

 Loan Syndication 

 Mezzanine funding 

 NBFC 

Corporate Advisory Services: 

Investment banking & Debt Syndication, Business modeling and structuring, Divestiture Services, Fairness 

Opinion Advisory, Capital Restructuring Advisory, Strategic & Corporate issues, Business valuation, MIS 

budgeting and system review. 


