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I. INTRODUCTION

India's strategy for quite some time was to focus on economic
growth without specifically considering the manner in which the bene-
fit's of growth are to be distributed. The assumption has been that the
increased growth would automatically lead to reduction in poverty. This
did not happen. Inspite of the the economic growth achieved at thg
national level during the first three five year plans, the conditions
of the poor did not improve much. Despite the green revolution, the
rural poor remained poor and their number grew. It was realized that
the direct attack on poverty needs to be launched and special
programmes for target groups and érea development were introduced.
During the Fourth and Fifth Five Year Plans, various programmes like
‘SAall Farme;s Development Agency' (SFDA), “Marginal Farmers and Agri-
cultural labourers Development Agency' (MFAL) were introduced.
Similarly other special programmes were introdgced for the development
of backward and disadvantaged area like brought Prone Areas, Desert
Areas, Hill'Argas, Tribal Areas,'etc;, with a view to removing dispari-
ties. 1In order to'supplement thé benefit of these special .progarmmes
and to increage the employment opportunities for the weaker section,
“Food for work' programme was started.

Subsequently need for comprehensive'programme for rural poverty
alleviation was indicated and the 1Integrated Rural Development
Programme was introduced. Simultaneously the National Rural Employment
Programme (NRFP), Rural Labour Employment Guarantee Programme (RLEGP)
were als& introduced.

A large scale nnemplofment among educated youth in the country

also became a matter of concern and a programme called Scheme for



Providing Self Employment to Fducated Unemployed Youth (SEEUY) was
started during the year 1983-84. Subsequently, since earlier poverty
alleviation . programmes were majnly introduced for rural poor, a need
for direct éttack on urban poverty was felt. This led to the intrgﬁuc-

tion of the programme called Self Employment Programme for Urban Poor

(SEPUP) during the year 1986-87.

Objectives Of The Study

The Bank of Maharashtra is concerned with the performance of the_
above schemes and alsc about low recovery in the SEEUY and SEPUP pro-
grammes and therefore wanted to conduct an evaluation study of these
two programmes. The present .study was undertaken at the request of the
Bank of maharashtra.

For Fha evalnation of these two programme, the fﬁllowing objec-

tives were set :-

{1) To assess the general performance of the scheme.

(2) To assess the recovery perfomance of the beneficiaries of the
schéme.

(3) To identify the problems, .if any, and to suggest remedial meas-

ures.

I1. METHODOLOGY

The study was planned to include the following three components :-
(i) A queatiénnaire to be filled in for each of the sample
beneficiary.
{ii) Two proformae to he filled in by the sample branch of the bank
giving information regarding the sample beneficiary's

account. inclnding the demand and repayment data.

1)



(iii) Discussions with the bank officers and the -officers of the
concerned government departments.

In order to achieve this the first step was to prepare a sampliné
plan. It was learnt that as far as the Rank of Maharashtra is< con-
cerned, almost B0 percent beneficiaries in both the schemes are in
Maharashtra. The share of the other states is meagre. Among the resf of
the states, the Madhya Pradesh has the highest number of benefici;ries
of the order of 8 to 10 percent. Taking this into consideration, it was

decided to restrict the study to Maharashtra and Madhya Pradesh only.

Selection Of Districts

For proper geographical representation, it was decided to cover
two districts in each of the four regions of Maharashtra namely, West-
ern Maharashtra, Konkan, Marathwada and Vidarbha. From Madhya Pradesh,
it was decided to cover two districts. Initial_plan was to take up one
branch from each of the sample district for the study but subsequently
it was decided to take two branches from each district. However, actu-
ally more than two hranches were no?erpd in certain districts in order
to get adegnate sample.

wWhile selecting the districts it was considered that developed
énd backward region; should he covered; at the same time szince SEPUP
covefage in and around cities like Pune, Nagpur and Aurangabad is
sizeable, these districtS were included in the sample. The following
eight districts were thus selected from Maharashtra: Pune, Kholapur,
Thane, Ratnagiri, Auwrangabad, Parbhani, . Nagpur and Yavatmal, Indore

and Chhindawada ware selected from Madhya Pradesh.



Selection Of Branches

The Regional Mangers were requested to select two branches for
this study from each of the district in such a way that,
(i} One of the branches should be in the vicinity of the districg.town

or in district town and another should be in semi-urban area.
(ii) There should be sufficient number of beneficiaries under these

schemes.

1ii) There should be a wide coverage of activities. Where more
than  two branches were suggested by Rejional Manager, we
have covered all of them. Tn addition in certain districts we
had taken more than twa hranch es in order to get adeguate

sample.

Selection Of Beneficiaries

Tak?ng into consideration the fact that the number of cases san-
ctioned was almost double under SEPUP than under SEEUY, it was decided-
to cover 80 cases of SEPUP and 40 cases of SEEUY in each of the sample
branches.

The sample size at the branch level was allotted in proportion to
the total number of cases in the branches selected in a district. In
certain diétricts, the sample size was only approximately proportion~
ately allotted since the requisite information was not available in
advance from the selected branches ana the field work was to be carried
out. as fast as possible.

At the branch level the sampling of borrowers was done by using
aystematic sampling method. Alj the beneficiaries to whom the loan was
dishu}sed under each scheme since its inception were listed and the

sample was drawn from these lists separately for SEEUY and SEFUP. The



lists wera made right from the inception of the schemes %o that all

types of borrowerﬁ, such as having working buginess, having changed the

activity, having closed the activity and also those who have not start-

ed the activity could appear in the sample. Those who have repaidt the

loan fully and the accounts were cloged could also be studied in this

franework, Thus, procedure laid down was helpful to cover ali types of
¢

cases. The randomness involved in the systematic sampling method was

also useful in covering the variety of activities.



1II. SURVEY RESULTS : SEEUY

For the study of evaluation of SEEUY scheme, ten districts were
selected. Total sample was 405 and our investigators could meet and
interview 318 beneficiaries (79.10%) out of which 284 (89.31%) were
male. About 69.50% heneficiaries were living in urban area. Similarly
61.95% beneficiaries were in the age group of 18 to 25 years, 23.90%
were in the age group of 26 to 310 and the remaining belonged to the age
group of 31-35; and 27% belonged to SC/ST and minority community.
About 18% were technically trained and 84.24% had a family size of 1 to
10 members. ‘

It is noticed that among the contacted beneficiaries, 71 benefi-
ciaries (22:33%) selected activities in industrial sector, 145 (45.60%)
in services and 102 €¢32.07%) in :business enterprises. 1In case of 216
(67.93%)‘ the acti?ity was running, 24 (7.55%) changed their activity,
74 (23.27%) closed their units and 4 (1.25%) beneficiaries did not even
start the unit.

For 102 beneficiaries (32.08%) the information about the scheme
came thréugh relatives and friends and 10.82% beneficiaries reported
that they.knsw through the Government officers only 8.18 percent re-
ported that everyone around was aware of the scheme. Likewise = 293
borrowers (92.14%) directly approached banks for the loans and they
got it without any intermediaries. Further it is noticed that 49
(15.41%) beneficiaries were engaged in the same activity and 71
(22.33%) haﬁ temporary job before availing the loans. The loan was
utilised mainly for purchase of machinery, instruments, vehicles,
furniture and other misclleneous items for their activity. In case of

197 beneficiaries (71.13%) the assets were in good working conditions,



and in 18 cases {6.50%) assets were in good conditions but inopera-
tive. It is seen that 110 beneficiaries (45.64%) worked in their own
premises, 102 (42.32%) in rented premises. Raw material w;a locally
available in 61% cases and finished products of 99% were sold ink'the
local markets. According to the opinions expressed by beneficiaries,
only 53 units (16.35%) were irregular and 103 cases (32.39%) stopped
repayment after some time. The main reasons for irregular repayment
were closure of activity, insufficient income, loss in business, addi-
tional investment in the same business etc. It is observed that
56.59% units had informad the bhanks ahnut their difficulties and re-
maining 43.41% did not inform the bankers regarding their difficulties.
The main difficulties expressed to the bankers were closure of activi-
ty, loss in capital, less income etec. The reasons for not reporting
difficu]gies to the bankers stated tofbe compulsion for repayment by
bankers, no enquiry from bankers, rumorQAof loan waiver ete. It is
interesting to note that 108 (61.71%) beneficiaries promised to repay
shortly, 38 (21.71%) agreed to étart repayment soon. During the inter-
views it is seen that 95 beneficiariea (29.87%) have saving account;,
and 65 (20;44%) had some kind of savings habits. Similarly only 84
beneficiaries (35.00%) with working qnits had made pew investment - in
the business and 156 (65.00%) did not make any new investment.

Tt is interesting that 269 (84.59%) beneficiaries told that they
wnuldl have taken the loan in the absence of govt.subsidy. This shows'
that they really had urge ta work. Of the 74 units which were reported
closed, 38 persons were engaged in service, 23 were participating in
the family business, 3 were doing household work, only 8 were unem-
ployed and the remaining 2 are engaged in some other activity. The main

reasons for closure of activity were business failure, accident, less



capital, division in properties etc.

Average demand for loan was Rs.24174/-, average sanctioned amount
was Rs.18152/- and average investment made was Rs. 22785/-. Average
turnover cof working units was Rs.69777/- with average annual incéme of
Rs.1}073/-. A wide variatinnvwas observed between annual turnover as
well as income of different activities. It is also opéerved that
52.08% of old units has employed more persons as a result of avail-
ability of loan. Average increase in employment was 2.80% persons per
unit. in the new units, the employment generated due to scheme was

2.04 persons per unit.

IV. SURVEY-RESULTS : SEPUP

For the stndy of evalunation of SHPUP'AschPme, ten - districts were
selectéd. Total sample was 819 and our investigators conld meet and
}nterviewed 628 benefiriaries (76.68%) ont of which 491 (78.18%) were
male. About 97.61% beneficiaries were living in urban area. Similarly
77.38% béneficiaries were in the 3age group of 18 to 40 years, and 50%
belonged to SC/ST and minority community. About 78.18% were below the
SSC/HSC level and 94.76% had a family size of 1 to 10 members and they

were staying.at the place of activity for more than ten years.

It is noticed that 63 beneficiaries (10.03%) selected activities
in industrial sector, %46 (39.17%) in services and 319 (50.80%) in
businesa enterprises. In case of 376 (59.37%) the activity was run-
ning, 45 (7.17%) changed their activity, 199 (31.69%) closed their
units and 8 (1.27%) heneficiaries did not even start the unit.

For 190 hpnefic%aries (30.26%) the information about the scheme

rame Ehrough relatives and friends and 31.68% beneficiaries reported



that everyone around was aware of the scheme. Likewise 566 borrowers
(90.13%) directly approached banks for the loans and they got it
without aﬁy intermediaries. Further it is noticed that 295 (46.98%)
beneficiaries were engaged in the same activity and 155 (24.68%)% had
temporary job before availing the Inéns. The loan was utilised mainly
for purchase of machinery, implements, utensils . furnitvre and cup-
boards and stocks of goods in the shop; In case of 272 beneficiaries
(43.31%) the assets Qere in good working conditions, and in 33 cases
(5.2é%) assets were in good conditions but inoperative. It is seen
that 111 beneficiaries (26.37%) worked in their own premises, 172
(40.86%) in rented premises. Raw material was locally available in
case of 33é cases (80.29%) and finished products of 401 units (95.25%)
were sold in the local markets. Even then only 184 units (29.30%) were
regular in repayment of loan, 97 (15.45%) were irregular and 241 cases
(38.38%) stopped repayment after some time. The main reasons for
irregular repayment were closure of activity, insufficient income, loss
in business, additional investment in the same business etc. It is
observed that 44.14% units had informed the banks about their diffi-
colties and remaining 55.86% did not inform the bankers regarding their
difficulties. The main difficulties, expressed ta the bankers were
closure of activity, loss in capital, less income etc. The reasons for
not reporting difficulties to tbe bankers were stated to be compulsion
for repayment. by bankers, AOn-cooperation from bankers, rumors of loan
waiver ete. It is intereating to note that 241 (54.28%) beneficiaries
promised to repay sléwly, 109 (25.55%) agreed to start repayment soon
etc. During the interviews it is seen that 553 beneficiaries (88.05%)

were not making any savings at all, and 75 (11.95%) had some Xkind of



saving? habits. Similarly only 131 beneficiaries (20.86%) had made new
investment in the business and 497 (79.14%) did not make any new
investment.

It 1is interesting to note that 513 (81.69%) beneficiaries c-told
that they; would have taken the loan in the absence of govt.subsidy.
This shows that they really had urge-to work..of the 199 units' which
were reported closed,. 59 persons were engaged in service, 59 were
participating in the family business, 32 were doing household work. The
main reasons for closure of activity were business failure, accident,
less capital, division in proéerties etc. About 84.42% wunits were
closéd within first three years.

Average demand for loan was Rs.5)19/-, average sanctioned amount
was Rs.3671/-, average turnover was Rs.7795/-. A wide variation was
observed hetween annual turnover as well as income of different activi-
ties. It is also observed that 28.92% of old units has employed more
persons as a result of availabili&y of loan. ™ Average increase in
employment was 1.59 persons per unit. In the new units, the employment
generated dve to scheme was 1.4 pefsons per unit.

V. REPAYMENT PERFORMANCE IN SEEUY AND SEPUP

Borrowers opinions about repayment

Some gunestions regarding the repayment performance, reasons for
non-payment or irregular repayment, etc., were asked to the henefici-
aries. These are naturally their own opinions about their own perform-

ance,

SEEUY

In all 175 (55 percent) beneficiaries admitted that they are not
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regular in repayment. 1t is important to note that about 32 percent
beneficiaries were regular initially in repayment but they stopped
paying subsequently. This aspect is getting reflected in our prelimi;
nary .graphic analysis which is presented in the following %ages.
Nineteen (5.97%) beneficiaries admitted that they have repaid nothing.

Those who responded to above question saying they were not regu-
lar, were asked about the reasons behind their behavior. Majof reasons
quoted we;e insufficient income, loss in business; closure of activity,
additional investment in the‘activity, etc.

We inquired with these beneficiaries as to whether they reported
their difficulties to the bank officials. Of these -175'only 99 (56.57
percent) -heneficiaries had told their difficulties to the bank and
other have not reported anything rPgarding their problems to the bank.

These beneficiaries were asked as to why they did ;nt explain
or report their difficulties to the bank, 83 of them gave no reason.
The reasons given by the remaining 16 were like no bank officer met or
inquired, because of the feér of compulsion of repayment, sickness,
etc.

on asking about the plans for payment of overdues, 108 out of
175, that is, 61.71 percent stated that they would repay shortly. 38
(21.71 percent) told that they would start repaying soon, only 4 wanted

the loan to be waived, and 12 were not ready to do anything whatsoever.

SEPUP

Abhout 70 percent (444 cases) of the beneficiaries reported
themselves that they were not. regular in repayment. As a matter of

fact 17 percent reported that they have not done any repayment.
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During the interview, each borrower was guestioned as to the
reason for non-repayment. The main reasons given by them were activity
closed, insufficient income, loss in the business, additional invest-

ment made, etc. =~

During the interview these heneficiaries were also asked whether
they had informed the banker about their difficulties. of repayment.
It is noticed that 44% beneficiaries had informed their difficulties to

the banker and remaining did not inform the bankers any difficulty.

OBSERVATIONS BASED ON BANK DATA

B

In -order to study the.repayment performance the, data regarding
demand and repayment is required; We had prepared two proformae,
namely A and B and the sample branch offices were requested to fill
in this data and submit to us. The proforma A covered the general
‘information about the sample beneficiary's account such ;s the purpose
of Joan, amount of locan, repayment programme, position of the account,
rating of the account, amount outstanding as on 31.3.1992, etec. The
columns - in the proforma were such that all of them can he filled in
from the ledger. The proforma B was for all the data on demand and

repayment of the sample borrowers.

The problems in bank data

At the time of the field work the proformae were explained to the
branch managers and request was made to fill them in and hand over to

our field staff or send to us by post on an urgent basis. However, we

have even now not received the proformae from many branches. As an
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initial exercise we have computed repaymént/demand percentages at the
branch level and the same are presented in graphical and tabular
form. Before we discuss these.graphs, it is necessary to understand
the nature and quality of data. As explained in the methoéglogy
section we have covered in sampling procedure the beneficiaries from
the beginning of each of the scheme. Therefore, for the demand/repay-
ment data we had provided for the years from 1983-84 to 1991-92 in the
case of SEEUY and from 1986-87 to 1991-92 in the case of SFPUP and
regquested the branch offices to record the cumnlative demand for each
of the beneficiary in onr sample and give the figures of repayment in
each year. To our surprise the data on demand furnished to us is quite
unsatisfactory. After we completed our graphical exercise, we took up
the exercises in order to examine whether repayment performance has
some relaéionship with certain socio-economic characteristics of the
borrowers. » At this stage we.though of scrutinising some of the data
for which we have got some doubts on the basis of graphs. On scrutiny
we have found that the data on demand in most of the cases was full of
discrepancies. In order to confirm our observations we visited some
branches and explained the discrepancies and we were right. Since this
came to our notice very late we were handicapped to carry o;t further
analysis of the data. However, we present the graphs in this section.
Since graphs are drawn on: the aggregate basis at the branch level, they
still may be somewhat nseful. Now, we are looking for the way to
procure the correct data. Visiting the branches and recollecting the
data may not advisable since it will require considerable time. We are
working on an exercise of generating the demand data assuming that the
repayment figures generally are correct. On this we will have to have

discussion.
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Graphs

We)have taken all tﬁe dafa recejved by ﬁs for graphical exefrise.
In all we have presented 26 graph sheets in the report. We present here
only four graphs at the end. These are drown on the basis of combined
data all sample districts. Below each graph the data is presented in
tabular form. A wide variation in repayment percentage is observed in
the daﬁa. when we observe the Graph 1 for SEEUY, it is élear that
there is.a sharp decline in the percentage from 1985 to 1986. There is
rise in the year 1988-89 and again fall. This phenomenon is also
observed —in many branch level and district level graphs presented in
the report. It appears thit around 1987- 88 there were special efforts
to improve the recovery. Perhaps this has paid the dividends. The
graph no. 2 for SFPUP shows that thera is rise in.percentage recovery
for 1987 to 1988 and then there is sharp fall. From 1990 to 1991 there
is a sort of stability.

We have prepared another set of graphs in which we look into the
behavior of beneficiaries after one year of borrowing, after two years
of borrowing etc. These graphs we have drawn only at district level
and ‘presented in the report. Here we present graphs 3 and 4 which are
based on all districts combined. From Graph 3 for SEEUY it can be seen
that the repayment performance is good, more than 45 percent, during
the first year, declined to 35 percent in the second year, the decline
continues in the third year but there is slight improvement in the
fourth year followed by forther decline. The graph no. 4 for SFPUP

shows that there is decline in repayment performance of the bhorrowers
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from 40 percent in the first year to 20 percent in the third year but
it improved in the fourth year reaching 27 percént and declined heavily
afterwards to 8 percent during the fifth year.
We do not take up more detailed discussion on these graphs at
-

this stage since we have many doubts about the data.

VI. GENERAL PROBLEM IN IMPLEMENTATION

We have had discussions at various levels on the problems faced
by the bankers in implementation of SEFUY and SEPUP schemes. Three
major problems expressed were the targate oriented approach, the local.
pressure in sanctioning undeserving cases and the borrowers' genéral
attitude'éowards'the repayment.

It was mentioned that completing of target in the schematie
finanqe leads some times to lending for non-viable activities, non-
deserving borrowers, etc. The same thing happgns due to pressure from
local influential persons: According to the banker, since the SFPUP
was handled by the Bankers' Committee that was better operated “than
SEFRUY wher? the cases are recommended by the DIC.” There ;as A _gener-
al feeling that the new provision of SEPUP namely it beeing ecperated
through municipalities may worsen the sitwation. There was a general
observation that with the loan waivers the borrowers think that they
need not repay such'loans as they will.eventua]ly be waived and this
affects the repayment performaﬁces.

- In our opinion the sponséring agepcies (b1ic, 'Muncipalies etc.)
and the bankers should try to follow the provisions of the scheme as
fully as possible. A feeling that bankers reject the deserving cases

and that the sponsoring agencies sponor non-deserving cases in preva-
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lent all over. To overcome that, at both ends the scrutiny provided in
the schemes should be carried out more carefully.

As far as the targate fulfilment is concerned, vnless targets are
fixed the lending in this section may not be done by the bankers. No
doubt, there are some bankers who do a very good job in the pri:;ity
sector and there are some who have done lot of successful lending even
when taréets are not fixed. Even then we feel removal of targets may
worsen the situation. We suggest that tHe targets should ' be covered
well in advance before the year end.

The local influenace is pa}t of life of the banker and he has to
handle situation tactfully so that his sanctions are in the form,
within the. frame of the schemes.

As far the borrowers' attitvude, we agree that a sort of general
feeling exists among borrowrs that th; non-repayment will be condoned
some time. But when we met the borrowrs we observed that this feeling
is strengthened because the bankers did not undertaken proper fo]low'
up. The responses to the questions regarding repayment given by the
beneficiaries (regorted later) indicate that the follow up work can
improve the situation. Regarding the follow up the guestion of work

load was raised by the bankers. We have presented our view on this at

the end undér "suggestion”.

Income criterion and definition of family (SEFUY)

on income criterion for SRRUY, there appears ta exist a wide

spread confusion.

In this conclusion it is necessary to understand that the basic
purpose of SFFUY was to reduce the unemployment among the educated

youth. This is not poverty alleviation programme like IRDP or SEPUP.
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We have eaxamined the defination of the family for eomputagion of
family income. ‘the compendium of Important Circular (1985) brought
out by the Directorate of Tndustries, Government of Maharashtra on
pages B0-81 gives some questions-answers on SFRUY. We shall quot& cne
questijon and jits answer from that -

Question 3: If husband is employed, can wife be considered eligible
‘ for loan? .
Answer : Yes. For the purpose of the scheme each applicant is to be

considered as an individaul and there is no need to take
into account the family unit.

Subsequently it appears that there was a change in this definition, the
latest definition given in the SEEUY Manual (Bank of Maharashtra) is as
follows:-" ‘ l

“For this purpose of determining income, family would mean hus-

band/wife,children, dependent parents and other memhars of the

hnousehold who are fully dependent on the beneficary.”

Another gquestion and its answer from the above compendium is

quoted below to get clear idea of the spirit and purpose of the

scheme;

Question 5 : Can a son of businessman or very well-off family be
considered eligible under the scheme.

Answer : Each case will have to be decided on its own individual

merits. If an applicant fulfils all the criteria, viz.
age, yeducational qualification and no other source
of fiance, then he can be considered. Normally, it is
felt by the bankers that a person. from an affluent
family will have other sources of finance and there-
fore, it will be better if applies under the regular
'FPP scheme. However, the circumstances of each case may
have to be considered to ascertain wherever the appli-
cant is unable to tap any other source of finance. The
case shonld not be rejected without detailed scrutiny.

buring the discussions with the branch staff it apperared to us



that SEEUY 1is considered similar as IRDP or SEPUP in the matter of
income criteria and they always explained to us how better off people
get benefits of SEEUY due to the rush of target completion and also
. due to local influences. If the =spirit of the scheme as explained :Povc
is vnderstond such confusion will go. This would also help proper
scrutiny of the applications. We feel that this aspect should be

brought to the notice of bank managers.

VIi. SOME SUGGESTIONS FOR IMPROVEMENT OF RECOVERY

Adminigtration of subsidy:

The -schemes of SEEUY and SEPUP have 25% subsidy component which
is kept in fixed debosit in the name of the borrower and it is to be
credited ‘to- his account Sfter;he has repaid 75 percent of the loan
amount so that the account is closed. 1t is observed that the deposit
is kept in the name of the borrower for a stipulated period of repay-
ment and at the end of this period the amount a]nng'with the interest
there on is credited to the acecount of the borrower irrespective of the
fact whether he has repaid 75 percent of the loan amount or not. The
scheme nf‘fixpd deposit was introduced in these schemes as a3 check for .
misutilization of loan in the sense that a number of beneficiaries of
such skhemes are taking the loan only to grab the subsidy. In scheme
such as IRDP the subsidy 'is credited to the beneficiary's account
immediately after it is received from the government. Since wunder
SEFUY and $RPUP crediting the subsidy is not linked with the perform-
ance of account in practice, the system of fixed deposit has not made
any difference. The beneficiary is not concerned whether the subsidy

is credited to his account today or after three years, if his account
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is Fo grab the subsidy. As the borrower of IRDP can grab subsiay by
selling his asset immediately and paying to the bank the foan amount
net of subsidy and take the advantage of subsidy. His account can be
closed since the subsidy is alreadyvcredited to his account. The Jene-~
ficiary wunder SEEUY and SEPUP can just do the same thing but his ac-
count will get closed after three (or.what ever period stipulated)
years. How does it matter for him? The interest js being earned on
the subsidy component which is in the fixed deposit and that can take
care of interest on his balance loan which is again egnal to subsidy
amount. And this js so even when the condition of crediting subsidy
Snly after the repayment'of 75 percent. loan amount is observed strict-
1y. Thus unless the subsidy payment is linked with the performance of
the beneficiary in terme of Qohd repayment and also to. condition that
he continues the activity, the phennmenon';f obtaining the loan only to
grab the subsidy can nrnt be checked. Secondly, even those who continue
their activify but do not repay the loan installment, the advantage of
subsidy is being given at present as a result in default cases the
liability of the borrower is only 75 percent even when suit is filed.
If better utilization is to be achieved the delivery of subsidy to ;he
beneficiary'has to be linked with éroper utilization as well as regular
repayment. The borrower should be told at the time of sanction in
clear terms the conditions under which he can have the benefit of’
subsidy. The purpose of spbsidy is that the borrowers in the lower
strata of the society for varied economic and efficiency reasonas can
not make their units viahle.hy investing the capital at the market rate
and if the capital investment is subsided to the extent of 25%, the

units have' a good chance of becoming viable proviéed the beneficiary
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is serious about doing his bnsiness. This purpose the borrower also
should understand.

The guestion there arises as to how these conditions should be
imposed and_how the beneficiaries should.be trained and motivatig for
regularity in repayment and prcper attendance to the business. This
brings -in the question of follow up and the question of training. We
shall take them vp separately. Here, we shéll present some modifica-
tion in the present system of management of subsidy.

During our discussions with the branch managers, we had touched
upon these points. Some of the managers showed concern .that some
sincere beneficiaries with good intention may not be able to regularly
pay the _instalhents may also be punished under the strict linkage
between the repayment regularity and crediting of subsidy. We feel
that it is always possible to deal with these types nf.sitnatinns even

nnder the strict approach in order to aveid under harrasment of genvine

borrower.

Suggestion }

Our first suggestion is to scrap the present system of individuval
fixed deposit in the name of the beneficiaries and creation of subsidy
fund in a separate account for each scheme. The borrower should be
allowed the withdrawal of subsidy to the extent of 25% of the regular
payment .he makes each time. The 'regular payment' makes should be
operationally defined. He should be allowed to withdraw the subsidy
after .a week of his regular instalment payment. This wounld also
increase the interactinn.betwepn the borrower and thé bank. Some

beneficiaries who are even now are better in repayment many A times are



not regular as per the time schedule. These beneficiaries would im-
prove their performance immediately. The more irregular ones would
find that they are losers unless they become regular and more diffi-
cult one may not change but at least ﬁhey will have to face a suit for
full amount rather ;han the 75 percent. amount. =

' On this suggestion there was one common reaction that- this would
result (assuming no change in the behavior of the beneficiaries) in
lower repayment percentages as far as the bank is concerned. On this we
feel that this is a mere question of 'figure work'. Recovery is in real
terms where it is. Another guestion asked to us was 'Do we then return
the subsidy to the Government?' Our answer is "no". The subsidy now
is iﬁ the special account, it remains there. In case the recovery is
effected through the suit filed the subsidy amount account may be
shared between the government and the bank. A new arrangement between
‘the government and the bank could be worked out after going into this
question deeper. The non-crediting of subsidy to bad performer's
account would also mean that the ©.g.c. claim has.to be of full amount
and not of 75 percent amount. A new thinking on this may also be re-
quiraed. Tn any case we feel that the benefiriary who is default to the
extent of "the suit has to ba.filed should under no circumstances be
given benefit of spbasidy.

A regular borrower will feel delighted to tske away the cash
equal to 25% of this instalment after a week. He will be eligible for
25% of only the regular instalments on other investment he looses .the
subsidy. This helps the borrower since this amount is available to him
for his consumption purposes. He has to arrange for.say, Rs.100, pay
to the bank and after a week he had Rs.25 for consumption. We strongly

propose that this type of subsidy management should be tried on pilot
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Suggestion 2

Folloﬁ everything in suggestion 1 except that the subsidy should
be paid only at the end instead of after every regular repayment. z.But
this also to be done only if the account has been ‘'regular' and 75
percent repayment is already done. 'Regular accounts' in this context

will have to be defined.

Government help for recovery

Many of the officers expressed displeasure that D.I.C. has no
responsibility of recovery though recommended the SFFUY cases. They
proposed that the D.I1.C. should also be involved in the recovery proc-
ess. Some others proposed that the revenue deartment‘shnuld help in
the recovery.

In this connection we were told in Kclhapur District that taking
the help of the revenue department was tried by certain branches, but
they did not get encouraging results. When the revenue officers are
able to obtain certain amount from the borrower the recovery due to
government demand will have the first priority before the bank recov-
ery. We'were not able to assess the ‘import of this type of effort
through data base but on the basis of di%cussions we concluded that
this has not given significant results.

Another pniﬁt emerged wasArhat the cnmm#rnial banks have no legal
support as it is there for Cooperative or Land Development Banks.
These banks have legal powers of attarhment but commercial banks have
to go to the courts. On this we could not collect reference material

for want of time. However, during our discussions with one official
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from NABARD we came to know that such powars were granted in certain
state .but there has not been much impact even after that. We could
not lay our hands on any 6f the reports on these experiments. The
nature of certain lendings which are done periodically such as 'hcrop
loan where repayment is followed immediately by new advance is such
that the recovery appears quite good though many a times it is paper
entry. In cooperative sector banks élso in other lendings the recovery
performance is really very good. 1In short, whether the type of legal
power svggested would help in improving the recovery position can not
be judged unless the issue is further examined.

" Coming back to the help of the government machinery in. recovery,
we discusséd the matter in Madhya Pradesh where Madhya Pradesh Lokdhan
(Shodhya Rashiyonki Vasuli) Adhiniyam 1987 is in vogue. We had covered
two districts, namely, Chhindwada and indore in our sample. We had
discusgions. with officeras on the experience of the provision of the
act. In their opinion there has not been much improvement due to these
provisions. Our field data also does not give any evidence of higher
recovery due to this. However, since we were not aware of the act
earlier we have not collected any direct information on as to how much
recovery was done through the government machinery. These figures
could be obtained and analysed any time.

1t appears that this has helped the banks in procedural matters.
.
They can send C.G.C. claim after sending the case to the M.P.Government

without being required to file suit before the claim is sent.

Better follow vp and recovery arrangements

tr has baen ohsarved that in general the follow up is not satis-



factory. Most of the branch manageré were of the opinion that since
each branch is having 1000 to 1500 loan accounts, it is not possible
to carry out the follow up work effectively. Most of them said we also
felt during the survey that where ever follow up was good the pewform-
ance of the arconnts was also good.

‘ The question of impro;ing follow ip sepems to be of utmost impor-
tance. Efforts will have to be made for increasing the follow up. At
present'there are no checks and balances in the system for this follow
vp work. Some accounts remain totally unattended to after the dis-
bursement. The question we want to ask is whether some internal ve-
forms could be introduced so that the follow up work at the branch
level could improve.

There is no machinery for recovery at present. Recovery is
important and involves substantial work. Systematic assignment of the
recovery work to the branch level staff could be done. At present the
non-officer level staff is not formﬁl]y involved in the recovery wérk.
A change in this practice may be thought of.

From among tha non-officer category staff some membars may bhe
given the recovery assignment as well. How this has tn be done taking
practical problems into consideration will havé to be examined. The
basic point is that at prpspnt'thp‘branch manager alone is shouldering
these responsibilities; the other staff may be helping him in many
ﬁlaces but that is on personal level and not as formal arrangement. We
have to make this suggestion but we can not make detailed suggestions
on this without studying the issuve in depth. When we svuggest the ahove
our idea is that the staff to whom the recovery and follow up work is

assigned should not become as specialised cadre but it should bé possi-
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ble to assign them the counter duties as well. As a matter of fact we
feel that as the branch manager has to undertake both within the branch
and outdoor work, it should be possible to put the other staff also for
both these works. This, we know, would mean changing certain important
service condition but it is going to be useful, in our opinion. -

In addition, a proper check and balance system for the follow up
work done should be developed. 1t may be mentioned here that when ovr
investigators visited thevbenaficiaries, in some cases that itself
worked as a follow wup and specially when we asked to them about what
they are gding to do for the payment of overdues. To some of them we
asked about when last they have gone to the bank they expressed they
will now - go to the bank in a day or two. The point is meeting the
beneficiaries helps in general.

Oon the gquestion of nnmbér of accounts, work-load and opt imum
staff strength, etc., again we can not give any detailed suggestions on
Lthe basis of the present study, but we would 3ay that if - the above
reforms of involving non officer staff in recovery are not thought of,
then in the present set up when the.number of accounts exceed say 700-
800, the staff strength may have to be improved. It may also be noted
that lack of follow up is not a problem for schematic lending only it
is a general problem and serious efforts to improve it need to be

made.

Daily Collection

A number of borrowers have come vp with the suggestion that the
bank shgu]d start the scheme of daily/weekly collection. Many of them

told that on many occasion they are lazy in going to the banks, some
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times they are not able to kéep to the timings of the bank and most
often they wait for collecting the full amount of instalment bhut fail
to do so and the default continues. 1f daily or weekly collection
scheme is introduced it would facilitate repayment by this type  of
beneficiaries. We have to look into all types and plan remedie;: no
single remedy is going to help recover amounts from all types (attitu-
dinal-type) of beneficiaries.

When we discussed this with officials at various level we were
told about the experience of Lok-Mangal scheme. It appears that there
were many cases of misappropriation of collection by the agents ap-
pointed for the'daily collection work., The'dail¥ collection of the
same time, has been successful in many banks including cooperative
banks 1in wurban and rural areas. If proper checks and balances are
introduced the frands rounld he svnid?d. v

We have an entirely different suggestion to make by combining
earlier suggestion of distribnting the respnn!ibility to non-officer
staff. We suggest that the daily/weekly ccllection job should be given
to these bank employees on commission basis. Let these peo;le go and
collect the repayment and earn commission. This will not need any
major change in their service conditions on the contrary they may be
happy to receive the commission on the collection. There is, of course,.
a possibility that whatever recovery is being received at the bank
counter today may also get channeled through them so that they get
commission like it happens with National Saving Certificates etc.,in
post offices. The window collection are also somehow routed through the
Agents in most of be cases. But this should not deter us from
introducing the scheme because we feel this will give goad results.

As regards the rate of commission they will have to bhe fixed by
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considering various factors. In this respect it may be note that the
banks have to pay 3 percent of the amount recovered to the Government

as service charges.

Notices t he beneficiaries

It is observed that sending the notices is not adequately done.
There is perhaps again a question of work load. We have a suggestion
that firstly the system of sending the notices by hand may be
introduced. This has an édvantage of interaction with beneficiary, hié
present whereabouts and activity position can be known and in addition
there is psychological impqct on the borrower when an employee of the
bank meets him with a notice. This, we are sure, wonld improve the
recovery.

The second suggestion on this is that this Qork may be assigned
to the peohs and he may be paid say a rupee or one and half rupees per
notice as remuneration for this work. The postal expenditure of

seventy five paise is incurved at present.

Training of beneficjaries

Schemes should be given pre-sanction as well as post sanction
training which should include the importance and salient features of
the scheme, conditions laid down, methods of repayment, importance of

repayment, purpose of subsidy etc., at the cluster level.

Vili. FURTHER AREAS OF RESEARCH

The question of bad recovery and discontinuation of activity are
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the two serious problems faced by the schematic lending in priority
sector. In the present study we have carried out some analysis of the
repayment data but dne to problems in the data we could not go further.

We will pursue that further.

In addition, i' will be interesting to study as to why the suc
cessful uﬁits ‘are successful. More in depth study of the successful
unit identified in this survey could be taken up with a view to identi-
fying the dominant factors that make an unit successful. We lock tor-
ward for the sopport for such a study which will be of interdeciplipery

nature..
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