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Abstract: Household indebtedness is an important socioeconomic issue influencing rural livelihoods, agricultural
investment, consumption and financial stability. In Tamil Nadu, households depend on formal and informal credit
to finance agricultural activities, small businesses, education, healthcare, housing and family-related expenditure.
Although access to credit supports economic development, excessive borrowing and inadequate repayment
capacity may increase household financial vulnerability. This article examines household indebtedness in Tamil
Nadu using secondary data, with particular reference to the socioeconomic determinants of borrowing, access to
institutional credit and the differences between rural and urban households. The latest official All India Debt and
Investment Survey (AIDIS), conducted by the National Statistical Office during 2019, reported an incidence of
indebtedness of 44.2% among rural households and 26.1% among urban households in Tamil Nadu. The
corresponding average debt amounts per household were 285,000 and 240,000, respectively, as of 30 June 2018.
These statistics highlight the importance of examining household liabilities alongside income, assets and access
to affordable credit. The study proposes a secondary-data-based analytical framework incorporating descriptive
statistics, comparative analysis and logistic and Tobit regression models. It identifies household income, land
ownership, education, occupational status, interest rates, credit sources and exposure to economic risks as
important variables for investigation. The article also discusses policy measures to strengthen financial inclusion,
responsible lending and household financial resilience in Tamil Nadu.

Keywords: Household indebtedness, Tamil Nadu, rural households, agricultural credit, institutional finance,
socioeconomic determinants.

Introduction

Household indebtedness is a significant subject in development economics because borrowing influences
consumption, investment, savings and economic security. Credit enables households to meet immediate financial
requirements, invest in productive activities and respond to unexpected expenditure. However, when borrowing
exceeds repayment capacity, debt may contribute to financial stress, asset depletion and long-term economic
vulnerability. In Tamil Nadu, household borrowing must be understood in the context of the state's diverse
economic structure, which includes agriculture, manufacturing, trade, services and micro, small and medium
enterprises. Rural households may require credit for cultivation, irrigation, agricultural inputs, livestock and non-
farm employment, whereas urban households may borrow for housing, education, healthcare, business investment
and consumption. The incidence of indebtedness alone does not necessarily indicate financial distress. Borrowing
for productive investment can improve future income, while high-cost debt combined with irregular earnings may
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weaken repayment capacity. Therefore, a comprehensive analysis should consider both the proportion of indebted
households and the magnitude, source and purpose of outstanding debt. The official AIDIS conducted during
January—December 2019 provides an important statistical foundation for examining this issue. The survey
collected information on household assets and liabilities, with the principal debt indicators referring to the position
as of 30 June 2018. Its results show that rural indebtedness in Tamil Nadu was substantially higher than urban
indebtedness. The present article adapts the regional-comparative approach of the uploaded model paper to the
Tamil Nadu context. It seeks to understand how household resources, occupational characteristics, credit
accessibility and economic uncertainty may be associated with the incidence and extent of indebtedness.

II. Review of Literature

The literature on household indebtedness identifies several interconnected demographic, economic, institutional
and environmental determinants. Darling (1925), in The Punjab Peasants in Prosperity and Debt, examined the
relationship between agricultural prosperity, rural borrowing and the socioeconomic conditions of farming
households. The work remains a historical reference for understanding rural credit dependence. Barry and
Robinson (2001) discussed agricultural finance, credit constraints and their consequences. Their work highlights
the importance of credit availability in supporting agricultural investment while recognising the financial
limitations faced by borrowers. The model article by Singh and Kaur (2024), Indebtedness in India — A Region
Wise Analysis Leveraging Machine Learning, examined rural household indebtedness using household-level data
from the 59™ National Sample Survey round and logistic and Tobit regression models. Its findings emphasised the
importance of household assets, human resources, interest rates and regional differences. The study also
demonstrated that the determinants of the incidence of indebtedness need not be identical to the determinants of
the amount owed. The National Statistical Office's All India Debt and Investment Survey — 2019 provides a more
recent official statistical benchmark. It reports state-level variation in indebtedness, household assets and
outstanding debt, making it a valuable source for examining Tamil Nadu in comparison with other states.

Objectives of the Study

1. To examine the incidence and magnitude of household indebtedness in Tamil Nadu using the latest
available official household debt survey.

2. To compare indebtedness among rural and urban households in Tamil Nadu.

3. To identify the demographic, socioeconomic and economic variables associated with household
indebtedness.

4. To examine the role of institutional and non-institutional credit in household borrowing.

5. To suggest policy measures for improving access to affordable credit and reducing excessive household
debt.

Data and Methodology
Nature and sources of data

The study adopts a descriptive and analytical research design based on secondary data. The principal source is the
National Statistical Office's All India Debt and Investment Survey — 2019, Report No. 588, which provides
household-level debt and asset indicators for states and union territories. The survey collected data during 2019,
while its main household indebtedness indicators refer to 30 June 2018. Supplementary information may be
obtained from the following official sources:
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e  Ministry of Statistics and Programme Implementation (MoSPI) — household assets, liabilities and

indebtedness.

e  Government of Tamil Nadu — Statistical Handbooks and Economic Survey publications.

e Reserve Bank of India — banking, interest rates and credit indicators.

e NABARD — agricultural credit and rural finance.

e Tamil Nadu Department of Agriculture and Farmers Welfare — agricultural production, irrigation and

farm support.

e  Department of Cooperation, Food and Consumer Protection, Tamil Nadu — cooperative credit

institutions and lending programmes.

Latest verified statistical position

The following table presents the verified state-level figures from AIDIS 2019. These are the latest official

household debt survey estimates identified for this article, rather than estimates for 2026.

Table 1. Household indebtedness in Tamil Nadu

Indicator Rural households | Urban households
Households reporting assets (%) 98.9 100.0
Average value of assets per household %9,02,000 %9,17,000
Average amount of debt per household 385,000 340,000
Incidence of indebtedness (%) 44.2 26.1
Debt-to-asset ratio (%) 9.4 4.3

Source: MoSPI, All India Debt and Investment Survey — 2019, Report No. 588. Debt and asset amounts are
rounded from the published table, which reports amounts in thousands of rupees. The figures indicate that rural
households had a higher incidence of indebtedness than urban households. The difference was 18.1 percentage
points. The reported average debt per rural household was also more than twice the corresponding urban figure.

Rural-urban comparison

Table 2 - Percentage of households reporting indebtedness

Rural

44.2%

Urban

26.1%
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Analytical framework

The following statistical methods are appropriate for examining the research objectives.

Method Purpose

Percentage analysis To examine the distribution of indebted households.

Descriptive statistics To assess average debt, assets and household characteristics.

Rural—urban comparison To compare the incidence and magnitude of indebtedness.

Chi-square test To test associations between categorical characteristics and
indebtedness.

Logistic regression To estimate factors associated with the probability of a household
being indebted.

Tobit regression or an appropriate To examine debt amounts while accounting for the treatment of

two-part model households with zero debt.

The selection between Tobit and a two-part model should depend on the structure of the data and the research
question. Logistic regression is appropriate when the dependent variable distinguishes indebted from non-
indebted households.

A possible logistic regression specification is:

1

Pi=1)=17"=5

where (Yi=1 indicates that household i is indebted, X; represents the explanatory variables and [ represents the
estimated coefficients. The explanatory variables may include household size, age, education, occupation, income,
land ownership, assets, credit source, borrowing cost and exposure to economic shocks. The actual variables must
be selected according to their availability in the source dataset.

Results and Discussion
Rural-urban differences

The official data establish a clear difference between rural and urban household indebtedness in Tamil Nadu. The
incidence was 44.2% in rural areas compared with 26.1% in urban areas. This indicates that borrowing was more
widespread among rural households at the survey reference date. However, this difference should not
automatically be interpreted as evidence that rural households experienced greater financial distress. The purpose
of borrowing, household income, repayment schedules, interest rates and outstanding liabilities relative to assets
must also be considered.
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Magnitude of household debt

The average amount of debt was ¥85,000 per rural household and 340,000 per urban household. These are
averages across the respective household populations, not the average debt among indebted households alone. The
distinction is important because the average across all households and the average among borrowers measure
different aspects of indebtedness. A complete analysis should examine both indicators, along with the distribution
of debt across income and asset groups.

Household assets and financial vulnerability

The reported average asset values were 39.02 lakh for rural households and %9.17 lakh for urban households. The
corresponding debt-to-asset ratios were 9.4% and 4.3%. These figures suggest that the relationship between assets
and liabilities merits further examination. Asset ownership can improve access to credit and provide financial
security, but some assets may be difficult to liquidate quickly. Moreover, an average debt-to-asset ratio does not
reveal whether particular low-income households face disproportionately high repayment burdens.

Occupational and income characteristics

Agriculture, agricultural labour, non-farm self-employment, wage employment and small business activities
provide different income patterns and borrowing requirements. Households dependent on seasonal agricultural
earnings may face repayment difficulties when harvests are affected by irregular rainfall, crop damage or market-
price fluctuations. Similarly, microenterprise owners may require working capital and investment finance while
facing uncertainty in sales and cash flows. These are plausible explanations to investigate in Tamil Nadu; the state-
level AIDIS figures alone do not establish the statistical effects of these factors.

Institutional credit and borrowing costs

Formal credit from banks and cooperative institutions can provide an important alternative to informal borrowing.
Nevertheless, access to credit does not necessarily eliminate indebtedness, because borrowers may accumulate
liabilities from multiple sources or experience repayment difficulties. The proposed empirical analysis should
therefore distinguish institutional and non-institutional debt and investigate the relationship between borrowing
costs, loan purpose and household repayment capacity.

Major Findings

e  Higher rural indebtedness: The incidence of indebtedness was 44.2% among rural households, compared
with 26.1% among urban households in Tamil Nadu.

e Higher average rural debt: The average amount of debt per rural household was 85,000, compared with
340,000 among urban households.

e Differences in debt-to-asset ratios: The reported ratios were 9.4% for rural households and 4.3% for
urban households.

e Extensive asset ownership: Asset ownership was reported by 98.9% of rural households and 100% of
urban households.

e Need for further investigation: The state-level statistics establish rural-urban differences but do not
identify the independent effects of income, education, occupation, interest rates or credit sources.
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Suggestions and Policy Implications

1. Strengthen affordable institutional credit: Improve access to timely and appropriately structured loans
through banks and cooperative institutions, particularly for eligible small farmers and rural enterprises.

2. Promote financial literacy: Encourage awareness of interest calculations, repayment schedules, credit
costs, household budgeting and responsible borrowing.

3. Improve agricultural risk management: Strengthen access to suitable crop insurance, irrigation support,
extension services and market information to reduce exposure to income shocks.

4. Support rural income diversification: Promote non-farm employment, self-employment, skill
development and microenterprise opportunities to improve household cash flow.

5. Monitor vulnerable borrowers: Develop suitable mechanisms for identifying repayment stress and
providing financial counselling before debt problems become severe.

6. Improve credit-data transparency: Encourage responsible sharing of borrowing information across
formal lending institutions, subject to applicable privacy and regulatory safeguards.

7.  Undertake district-level studies: Examine variations across agricultural, industrial and service-oriented
districts to identify locally relevant financial risks.

8. Promote evidence-based policy: Integrate household debt statistics with current information on incomes,
credit access and repayment performance while clearly distinguishing survey reference dates.

Conclusion

Household indebtedness is an important dimension of financial security and inclusive economic development in
Tamil Nadu. The latest verified official household debt survey used in this article, AIDIS 2019, indicates that
indebtedness was more prevalent among rural households than urban households. Rural households also reported
a higher average debt amount and a higher debt-to-asset ratio. These findings underline the need to examine
borrowing alongside household assets, income stability, occupation and the affordability of credit. However, the
available aggregate statistics do not establish the causal determinants of indebtedness. Further research using
household-level data and appropriate econometric techniques is necessary to identify the factors associated with
both the incidence and magnitude of debt. A policy approach that combines affordable institutional credit, financial
literacy, risk management, income diversification and systematic monitoring of household liabilities can
contribute to improved financial resilience among rural and urban households in Tamil Nadu.
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