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How commodity financing is
becoming the backbone of
India’s rural credit boom?
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It aligns economic necessity with market intelligence, enabling
farmers to not just grow more, but earn more
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In the evolving landscape of Indian agriculture, one financial tool is silently transforming the

way rural India accesses credit: commodity financing. Traditionally, farmers have depended
heavily on informal sources of credit— moneylenders, middlemen, and advance sales. These
practices often lead to distress selling, where farmers are forced to sell their produce
immediately after harvest at suboptimal prices. However, commodity financing is now
emerging as a game-changer, aligning financial access with market efficiency and providing

farmers with the power to hold their produce until prices are favourable.

What is commodity financing?

Commodity financing is a short-term, secured loan facility where the farmer’s or trader’s
stored commodities serve as collateral. Institutions, including banks and NBFCs, offer funding
against warehouse receipts, thereby ensuring that the loan is backed by tangible assets
stored in certified warehouses. These receipts act as proof of ownership and quantity of

goods, usually stored in accredited warehouses under proper conditions.
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Rural credit boom: A snapshot

India is currently witnessing a rural credit boom, driven by increasing rural incomes, digitisation
and financial inclusion initiatives such as the Pradhan Mantri Jan Dhan Yojana (PMJDY), Kisan
Credit Card (KCC) scheme and expanded access to mobile banking and Direct Benefit
Transfers (DBTs). The KCC scheme, in particular, has played a transformative role by offering
farmers timely and affordable credit for crop cultivation, harvesting, post-harvest needs and

allied activities like dairy and fisheries.

Together, these efforts have broadened the base of formal credit in rural areas, reducing the
reliance on informal moneylenders and opening doors for more structured financial
instruments—like commodity financing—to take root and flourish. According to RBI data, credit
to agriculture and allied activities grew by 15 per cent year-on-year in October 2024,
compared to 17 per cent seen in the same month of last year. The government’s focus on
doubling farmers’ income and providing timely access to formal credit has further stimulated

this surge.

However, the quality and utility of this credit determine how transformational it really is.
Commodity financing steps in here, offering more than just liquidity—it gives farmers

bargaining power and control over their post-harvest decisions.

The link between commodity financing and better price
realisation

One of the most significant challenges Indian farmers face is distress sales. Once a crop is
harvested, small and marginal farmers, who constitute more than 85 per cent of India’s
farming community, often lack the financial cushion to wait for better prices. They sell
immediately at whatever rate the local mandis or traders offer. This reactive sale model not
only undermines their income but also disrupts the market equilibrium by flooding the supply

during harvest periods.
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Commodity financing enables strategic selling. By accessing credit against stored produce,
farmers can meet their immediate cash needs (for household expenses, loan repayments,
input purchases for the next sowing cycle) without having to sell their crops prematurely. This
waiting period often translates into 20-30 per cent higher price realisation, especially in

markets where price fluctuations are seasonal or demand-driven.

Empowering farmers through infrastructure and
institutions

The success of commodity financing hinges on robust agri-warehousing infrastructure and
regulated market practices. The rise of private players and government-backed initiatives like
the Electronic National Agriculture Market (e-NAM), Negotiable Warehouse Receipt (NWR)
system, and integrated cold storage solutions are paving the way for more transparent and

accessible commodity financing.

NBFCs such as Kissandhan and agri-fintech startups are also innovating to reach last-mile
farmers with digital tools, simplified documentation, faster disbursement, attractive interest
rates and real-time loan approvals. This fusion of technology with finance makes it easier for
smallholders to access capital on favourable terms, reducing dependency on exploitative

sources.

Creating a resilient rural economy

The implications of commodity financing go beyond individual profits. It fosters price stability,
lowers market volatility and enhances agricultural supply chain efficiency. With better control
over their produce, farmers can also explore contract farming, bulk sales and group marketing
through Farmer Producer Organisations (FPOs). All these elements create a more resilient,

self-sustaining rural economy.
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Additionally, as farmers start seeing their crops as not just produce but financial assets, they
are likely to adopt better storage, grading and quality control practices, further boosting the

marketability of Indian agricultural commodities.

Thanks to various campaigns executed by government, NBFCs, FPOs on improving financial
literacy and commodity awareness at the grass root level. Our farmers are now aware of
benefits of scientific storage, price movements, accessing warehouse receipt finance and so
on. This cultural shift towards value-maximisation and self-reliance is fueling demand for

structured commodity loans.

The road ahead

While commodity financing has tremendous potential, challenges remain. These include
awareness among farmers, lack of warehouse penetration in remote areas, and complex
paperwork. To truly democratise this tool, stakeholders—governments, financial institutions,
agri-tech platforms and rural development bodies—must collaborate to improve last-mile

connectivity, ease of access and farmer education.

Commodity financing is more than a credit product—it is a catalyst for rural empowerment. It
aligns economic necessity with market intelligence, enabling farmers to not just grow more,
but earn more. As India strides towards a $5 trillion economy, building a strong rural credit
backbone through tools like commodity financing will be key to achieving inclusive and

sustainable growth.
The author is CEO, Kissandhan

Published on June 15, 2025

5|Page



