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SHAPTER T

INTROTTCTION, OBJLCTIVES & METHCTCLOCY

secent Strstegy of Kural Teveloopment:

. "ntil recently, most of the third world countries,
for whatever ressons, almost blindly fultated the develored
conntries in pursuing policies for economic dcrvelopment with
heavy accent on incdustrialisstion. Jush & policy benefrited
lergely the urben people beceuse industries sare usuaily set
up in the sress with reletively greater infrestrueturel
Acvelopment., This industry - oriented gzrowth poliey of the
third worid ccuntries, has not significantly helped in the
improvement of rurel economic conditions.’

The emergence of socislism In some of the Asien ond
Last inropern Jountries during the first haif of the 20th
century, mede the rvlers of non-socialist third world
countries undertake some kind of mmral development
progremmes so thst the teeming milllions of Ffepriveéd mnd
frustrated rural populace de not begcome restive snd press
for revelntionary change in the covernments, Ilowever, the
apprcash to rurel development so far mede by these
sonntries, was founé to be of plece-meal nature wherein
herdly any considerztion was given for co-ordinated end
simmlitaneouns development of infrastructures, profuction
activities sané service scectors.

kLxperience shovs that this nnco-ordinated epproscgh



resulted in the feilure of most of the efforts toverds

rarel development."1 'Besides, the benefits from the
progremies implemented by the Governments were rouns teo have
been g rabbed by relatively advantaged fermers snd other
elites of the rursl aooietiea.zi Thus, prst stretegies
relating to raral Aevelopment progrem'es have plroed greater
emphasis on income and irowth - not con the msnner in vhich
benefits of the pro:.ranmes were distributed,

Hence, notwithetanding the sbsence of unsnimity sbont
the progreamme thet is oapable of improving the lot of the
rural people, there is now an increasing realisstion thet
the stretegy of rural development so long pursued hss not
brought sbout eny significent positive chenges for large
segments of rural population. Appreoiating the conse nenses
of the feulty programmes and approach to rursl development,
world BSamnk (1975) 1dent!ried3 the need for comprehensive
epproagch to rurel deveclopment end advised the member
developing countries to sdopt the seme. This spproach is
multi-sectorsl embracing wide renge and mix of eetivities

like egriouiture,poultry, deirying, fisheries, rarsasl

1. dee, worlé Benk, Rnrsl Tevelopment - Gector Foliaoy
Psper, ‘eshington, 1675, pp. 16.

2, liao, CeH.H., Technologissl Chenge end Tistribution
of Goninsin Incisn Agrioulture, Tnstitute of [ conomie
Growth, Telhi, 1975, pp. 195.

3. woriAd denk, oo.cit., pp.17.



inAustries, trade ete. It slso encompesses improvement of
health, eduecstion, communicstion, housing snd recreetionsl
fecilities,) Tt 1= to be noted here thet Governments of
both India and Bengledesh through their ilen ‘eclley
dcenments have ecoeptedF this aspproesh - Tntegreted ~ursl
Tevelopment Frograme (IRKTPs,.

Najor objectives of the IRTP approesch ere: redsuction
of poverty; e uiteble distribution of benefits of nublic
programnes; provision of baslc needs; 1inorease in the
employment cpportunities; universel litersey; rednetion
in the growth reate of population; {mprovement in heslth
and hygliene oonditions; sanitsticn and other recresticnsl
fecilities nlong with fostering a sense of self-relisnce
emong the rurel people which will ultimately improve the
Physicel unality of Life Index (PQLI) of the rural sreas,

The verious components of IRTP mectivities are gronuped
under three main heads: (2; economic sotivities, such as
erop raising, dairying, poultries, fisheries, rursal
industries, trade and transport; (b} infrasstruectursl
eotivities, that is, development of roeds, ccnels, dens,
electrificetion ete. end i(c) scciel over-heed activities

like eduoetion, health, rsmily planning and housing.

L, (i} GOI, The Frameworx of the
' 9%0"; SI

(i11) GOB, The Second Five Yesr Plen, 1G:0-85.




Orgenised efforts sre simulteneously to be directed
towards development of sll these sctivities; since eny
sporedic, plece-meel snd 1solrted efforts, =8 observed by
the «orlé Benk, may ultimately prove to be & frustreting
experience,
| .- Finangisl Tnvolvement

Rurel development, es Aelineated esriier, 18 lercely
e function of, emong other variebles, the rate of
investment - both public and privste, Airproval of any
rural development progreamne should be preceded oy
srrangement of sdecuate resources reguired to implement the
ssme, FElse, the rursl development progremmes shall merely
remain on peper.

Governments through bdbufgetery provisions mey finesnce
raral investments required for infrestructures as well as
sceclal overheeds, ©&ueh funds cesn be mobilised by the
Governments elther out of dcmestie ssvings end/or from
imported oapital, In non-sooislist countries like Tndla
and Bsngladesh, Governments do not normally provide funds
for privetely managed egonounic activities, such ss,
sgrionlture, industries, trade ete. through depsrtmentel
alloonstions, Therefore, funds for produoction and
investments for pursuing these sctivities are required to
be mobilised by the rursl households engeged In such
anctivities,

Fer s rural economie unit, there remsins, three



sources of ralsing required funds for investments: from
the past savings; by disposal of existing asset(s) and
contracting borrowings, HRaising funds by sale of existing
assets transforms one asset into another., It does not add
to the inflow of resources inta the rural areas., It is,
therefore, necessary either to generate more savings or
make greater inflow of credit, in order to broaden the base
of resources for rural developaent by encoursging higher
level of economic activitiea,

1.2.1 HNeeds for Borrowed Funds

The need for larger amount of boiTowed funds for
the rural ropulace, to be utirised for productior as well
as investment purposes arises from a number of iactors,
guch as, low incomes anfi hence low savings of a lurge
segment of rural populaticn; wurgency for popularising
various types of non=farm activities, at least, for small/
merginal farmers and agricultural labourers in order to
step up thelr incomes; adeptisn of modern methcds of
cultivation besides rising prices of various inputs
resulting froo inflation.

Traditionally, rural India and Bangladesii are
capitalestarved. Only a meazre proportion of the rural
people have surplus funds to be ploughed back,. It was
observed that agricultural asscts in india (1976, comprise
955 of the rural assets; 1land alone accounting for 81% of
the former.? It is, therefore, uaderstandable that land

5. National Council of Applied Economic Research (NCAXR),
Capital Farmation in Agriculture, Dec. 1379, p. 2.



is the most 1mportant source of rural income. A paruseal
of the rnral lanf ownership pettern in both Indis ana
Benglsdesh shows thet 3/4th of the rursl households, who
are mostly small/marginel fermers snd sgrienltursl
labourers, own only srouns one-quarter of the rural
cultiveble 1and.6 That spart, in czse of Indis N3A5n7
estimeted theat (3. of the rurel households hed no savings
st all,

A study of savings snd investment pattern shows
that both 1n Tndias and Zanglasdesh, Afuring the period 1973
to 1479, investment 23 @ croportion of GTP wes higher then

-

saving es proportions of l:}‘.“I"."5 Tt implies thst capitel

6. (1; GOI, All Tndia_ igricultnrsl Cenmsus, 1$77.

(11, GO&, Ctatisticel. Year soox of 3angisdesh, 1G40.

7. NCALK, All-Tnsie iiursi iousehcld durvey: “evt nes,
vel, TT, New Melhi, 14065,

Income sné Investment
ppo 36—100.

5., Turing the gericd 1673 to 1979, liousehcld investment
es preportion of GNP in Tndis wes 9. while
unsecregated investment as proportion ef GTi in
Bengladesh was 10.., Cn the other hend, seving ss
proporticn of G'F durian. the seme period wss Z; and
2.. respectively for Tndis end Bangledesh.

Source: (i) RBI, Capitsel iormstion And Zeving Tn
Indis 1950-51 to 1974-50, heport of the
GCI Yorking Group on Sevings, 1972,
PP- 1(.; w 33'

(i1} GOB, The :ieoond Five Yeer Clsn (Traft),
Flanning Commission, Thexs, 19:0,
pp- , "9.




formation was more than the availeble surplus which
signifies dependence on borrowed funds., Another dimension
to the problem of liquid resources is seen from an
exanination of the forms of savings of the rural people.
If savings are formed in physical assets rather than in
financial assets, the supply of savings for investment
purpases cannot be significant. This tendency of having
savings in physical ascets, Mooreg termed 28 "Primitive
Financial Technology." Alamgir while examining the
structure of private savings in the developing countries,
found that financial assets constitute around 50% of
household savings in India and below 30% in case of
Bangladesh, 1°

Low savings potential and consequent low
possibilities of investments Irom surplus bty a large
scgment of the rural population in both India and Bangladesh
is further evidenced by the faster rate of growth of rural
labour force compared to that of rural labour households
indicating larger famnily size calling for higher family
expenses; faster growih of non=agricultural labour force

9. fioore, B.:J., An gggg%gﬁgt;en to TEQ Theory gf F;gancg.
American Publishing pauy o Ltd,, New i, 1968,
pp. 103.

10. Alemgir M. Structure of Private Savings in
Participating Developing Countries, ESCAP ktconomic

%;;gt% For AsiE and ‘1‘% Pac;,f‘l_c Vol., XXVI, lc. 3,
une, 1975, bangkok, » DPe to 32.



oompared to thet of agricultursl lebour force suggesting
limited lsbour ebsorptive copscity of esgriculture with
uncertsain income possibilities; 1{inoreasing number of
merginel farmers 2and lendless coupled with lerger number
of c=2ses of sale of rural lsnds indicsting detericrating
finencial condition of the rural people.11 Thus from the
above snalysis of the confition of rurel Bengledesh sand
Tndie, 1t 18 clear that the expectstion of messive
investment ouvt of savings es is oelled for by IRTP spproech
is neither reelistic nor echievoble. Like meny ofr the
developing countries, a vast mejority of the rursl people
of Tndis and Sengladesh are in the vicious circle es
described by Nurksa12: Smell cepecity to save resulting
from low level of inocome what itself is the reflection of
poor productivity vhich in turn is the result of smsll

sevings,

11, (1) GOI, report of the Rural Labour Enguiry
Committee, 1974L-75.

(11) GOI, Report of the Namtionsl Commission on
fgrigulture weleting to bmployment, 1979.

(111 GOs, tatistigel Yesr Book of Bsengledesh, Ibia.

{iv}) 1IBRT", Bangledesh Tevelopuent in a dursl Ieonomy,
Report lio, 455b-3T, 1974, pp. 42.

12, Nurkse, Hd., Iroblems of Cepitsl Formstion in
lnderdevel oped Countries, Cxford: iasfl G8leex .ell,
'955’ ppu 5.




1.3 The Need For And imeprgence Of Institutional Supply

Besnuse of the peucity of rural fund surpluvs es seiléd
carlier, m large prorortion of rurel popnlasticn in
territories comprising both Indies esnd Sengledesh, from time
imiemcriel, hsve been hsbltually resorting to borrowings.
‘Tnorgenised suppliers like profecssionsl money lenders,
lend lerds/big fermers, friends/reletives/neighoours, trade
merchrnts ete, were the only sourses of supply tiil the
first yuerter of the 1Gth century, ©But the terms and
conditions on which funds sre availsble from the unorgsnised
sonrces have been rslweys unfsasvoureble to the borrowers,
fnd the consej uenses of such explioitetive terms »nd
conditions, time and agein, heve been founé to be unbeereble
end ineguitable to the rursl borrovers., Some of the major

problems13

conneot«d with contrseting loens from money
lenders and land lords ineclude erorbitsnt rates of interest;
manipulation of loen records, personal humiletion;
acyuisition of borrowers sssets, perticulerly lend, on the

plea of defeult eto.

13. For further deteils see - GOI, Centrsl Benking Encuiry
Committee, 1931; RBI, All Indls imresl Credit curvey,
1651; £srkel, G. Unorgsnised ‘‘oney 'erket Tm Indisa,
Lalven! Fublishing llouse, Bombey, 19067.

GOI, heport of the Rursl Sanking Rngui Committees,
1950; GOI, Rerort of the Agrigyltural Finsnce Sub-
Comnittee, 1G45; Singh, V.B.(ed,, Zconomig History
of Indis (1357-1956), Bombay, 1G05;

Thaka "niversity Hursl Credit & Unemployment in

Apgt Pekisten, 1956,
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The then Government wes asgcguainted with the problems
the rurel people fece while desling with the unorgenised
suppliers of rural oredit., Apprecisting this, with » view
to reducing end eventueily replaeing the unorgenised
supply, co-cperetives were developed in 1G04 in the
3ritish Infia, now foruing Sengladesh snd Tndia, Besides
developing co-operatives, e number of legislative messures
were underteken by the then Government to minimise
exploitetion dy the unorgenised suppliers, such as, 2ots
aimed st regulsting money lendlng; restrieting the
transfer of property; liculdating pest debts eto.

ifter partitioa of Indie (1947), Governments of the
respective countries initieted steps in promoting
additionel direct/indirect sgeneies to snpplement efforts
of the co-operstives in the field of ruwral finsnce. For
example, Bengledesh ‘rishi Benk (Former Agricultural
Finence Corporstion/Agricultursl Tevelopment Senk, was set
up In Bangladesh; and,in Tndia, Agricultural kefinenge
Tevelopment Corporation (ARTC) and Agriculture Finsnce
Corporation (AFC) were developed to sugment the supply of
rursl credit. Cf lete, beosuse of higher rurasl credit
reyunirements arising out of the mcceptence of the strategy
of IRTF end the rural people's preference to use i1mproved
technology, Governments both in Indis end Bengladesh
dirested the nationelised commercisl benks to extenéd end

acoelerate thelr operastions in the rursl nareas to supplement
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the efforts of other extent agenecies.

1.k Statement of The I’roblem

As steted esrlier, Government of both Bengledesh
and India promoted e numbrr of sgencies to extend credit
to the rural people not only to ssve them from the elutches
of the money lenders but slso tc reise the level of
productivity and inoome of the rurel people, 5ut these
expeatations of the Governments ere yet to materislise,
| This 18 evident by the feot that till today (1979)
unors;enised sources comprise the mejor suppliers of rursal
eredit f.e. 05. in Tndia and 35% in Bangladesh1b in spite
of various agencies, particularly co-operatives, opereting
in the territories for more then seven decedes.

Reportedly, this poor performence of the involved
agencies wes psrtly owing to leck of glear gut policies in
regerd to their operstions, psrtly for feulty implementeation
procednre of the respective sgencies and psrtly srising out
of the menifold operational Adiffieunlties being faceé by the
ngencies., Reports also indicste thet the slow growth of
raral credit supply is s oconsetnence of unimpressive
mobilisation of loecel deposits; irreguler and insufficient

refinance fecilities end lack of sdequate trained staff

14, (1)} RBI, sepert of The =orki Croup on ¥ulti-‘genay,
1979, p. 3.

(11) G03, The Two, Year Plen, 1G73-30, Plenning
Commission, 1930, pp. 141,
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regnuired for smooth Aischerge of thelir operetions, Tt is
also rlleged that loanebility of these agencles 1s8 constrained
by rising volume of overdunes, Apert from these, the
unen-ordinated operetions of similer agenoles lesad to
duplicetion, evoideble competitlion end emberassments both '

to the employees of the ngencies snd siso to the rursl

people seeking finenclisl =ceommodstien,

There sre elegc allegations thet the egencies
fnovolved in rursl credit cperaticas sre rether acting as
agents for trsnsfering rural funés to the non-rursl srces,

l'oreover, it is alsc reperted that rural credit
opersticns ere highly concentrated emong the edventaged
rurel people due to security-oriented losning opersticns,
Further, grsssroot level lesyers of Aifferent involved
azenolies are reportedly fselng verious problems vwhich nrot
es hurdles in the smcoth dischrarge of their operations,

On the other hand, it is slsc alleged that raral borrowers
ere feelng verious kinds of problems while Ffesling with the
sgencies invelved in extending rurel finence,

1.5 Objegtives

The objeatives of the present study are meni-folad,
These sre stated rnA pursucd at appropriate pisces in the
respective chepters, Hovever, the broad sné overall
objective of the study 1s to eriticslly examine the
performsnce for & decnde (190G-70 to 1$73-7G) of the verious

ageneies involved partly or wholly $in the field of rurel
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finance in both Tndie snd Bengledesh.

A comparative performance appraisel of these
sgenoies is ettempted especially relating to their
contributions in bringing under their coverage more and
more rural srecss, mobilisstion of larger volume of rural
deposits in order to improve the extent of their self-
relisnce and in the light of gigantio requirements, to
extend increesing wvolume of rurel credit with e view to
improving the profuctivity condition snd the level of
income of the rural people.

An attempt is elso made to sssess the magnitude of
trsnsfer of rural funds, if any, to the non-rural =ress
through the operetions of these agencies besldes
fdentificetion of the ms jor problems faced by both the
involved agencies snd their cl ientele while making
trensasctions with each other in the rurel arees,

1.6 Utility of The Study

The present study relsting to "Institutional Finence
for hkurel "evelopment - A Comparative Study of Indie snA
Bangledesh”, to our knowledge, is the first of its kind.
Bengledesh and Indie ere two neighbonring countries having
@ comnon rurel heritege, Iurel people of both the
countries sre fesoing similar problems conmected with
cuitivation, rursl finence snd other related metters, As
such, & comperative study of the sgencies involved in rurel

finence reveesling the strong ss well as week points of
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these sgenoles will be beneficisl to beth the countries,
There 18 no point in pursuing policies in e country proved
ineffective or feulty in the other. Sinilsrly, there is
ne justificetion in not trying the policies sucoessfully
implemented in the neighbouring country, of sourse, vwith
suitsble modificstions and sdaptations, It will be sheer
weste of ti-e and resources in repesting the ssme
experiments the results of which are slready known,
Therefore, the main objective of this compsrative study is
to highlight the sucoessecs snd fasilures so that the two
countries mey prcfit from each other's experiences, It
1s, in this brckground that the present study is undertsken,

1.7 Methodology
(a) Collection of Tate

Tata are collected from both primsry ané secondary
sourees for the purpose of examinstion. Informetion
relating to population, nstionsl income eto. for both Tndie
end Sengladesh 1s collegted from official documents of the
respeotive GCovernments like stetistiecsl year books, census
reports snd five yesr plen dccuments, Bulletins sand ennuel
reports of ~3] snd Bangladesh sank are aiso heavi ly used.
Verious issues of Currency end Finance in oe=se of Indie
and Sangledesh Economie Survey ere slso of great use,

Co-operative stetistics relating to Indis are drawn
from the vsricus issues of “tstistiesl Stetements Helnting

to Co-coperative LMovement in Indie snd elso {rom the nevievw
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of Co-oprretive Yovement in Tndie vwhile the same type of
deta in case of Bengladesh rre collected from verious
jssnes of /Annusl Tepertmentel ikeports published by the
Hegistrer of Co-operatives in thet country. Tsts relating
to IRTP Co-operatives in Bengledesh sre collected from
TI4ATP offices 28 well &s from their publicsations,

Informstion releting to rursl operstious of
commeroiel banks in Indis ere pieked uwp from the verious
issues of the Easie "tatisticel heturns sné _tetistiesl
Tables Releting to 3enke in Indla while such émta in csese
of Bengladesh ere drawn from Bangledesh Bank Sulletins of
verious yeers snd from the unpublished records of the
Bengledesh Senk's “tetistical Tepartment,

Tate relating to the operationel performence of
varions speaialised sgencies like 8KB, AKTC esnd AFC ere
mostly gethered from thelr ‘mnuel lLeports of verious years.

Lpart from the ebove 3ources of mecro-dets, primery
date for the cese studies relating to rural brasnches of
commereisl benk as well =s that of rural borrower in
Bengledesh sre colleoted by fileld investigetion,

(1) Seleoction of Rurel Sranches of Commeroisl Sanks

Cne of the six netioneiised commerciel venks is
selected pnrposively for orench level cese stufy. There
were L45 rurel branches of “greni Benk operating in the
country as on Tegember 1679, Le selegted 15, or at least

e minimum of three brenches using rsnéom sampling
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proeedure from easch of the 20 districts. In all, &9
branches sre selected for the purpose of the csse study.
The resuired gusntitative ss well =28 qualitative
informstion =sre collected from the sample brasnches,

{11) Selegtion of hurel Borrovers of Comnereisl Sanks

One rural brench from eagh of the <0 AdAlstricts {s
seleoted purposively rnt first but beosuse of unavoidable
diffioculties oniy 10 branches couid ve nsed for in-depth
study of the borrowers. A list of oorrowvers who obteined
loan frcm these breanches during the lmst three yesars
(1977 to 197G, 1s preprred in the elphabetical order of the
borrovers names, from the list, five borrowers =are
selescted from emch breanch using r=ndom sampling proocedure.
A totel of 80 rural borrowers of com-ercimsl banks sre thus
selected for the purpose of interview,

1.7.2 !'se_of Technique

Ag stoted eariier, growth perfeorisnce of vericus
aspects of Aifferent involved s.enciles is ascertained.
Growth rotes galouleted from two-points suffer from
incldental or =scoidentel performsnce of the verisbles nt
these two-points ef timec =nd thus likely to render e
Aistorted piecture, To overenme this, we have mostly
considered the entire series of the veriebles while
memssuring <rowth rrtes, The following exponentisal function
is used to meesure yrowth retes from the serics of

A1 fferent verimbles:
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4 = abt
where Y = veriables under oconsideration
e = gonstant
b = Hegression co-efficients signifying
the rate of chenge
t = refers to time.

Growth rstes thus measured from the series whersver
stated in the report sre symbolised ss g1, 4nd in e few
csses where series could not be prooessed for reckoning
zrowth retes, two-point exponential function is spplied
using the log to the bsse e, Allen15 econsiders growth
measured even from two-points by exponentisl funetion as
'approxinete representetion of the actusl stste of effairs'.
Suoh grovth rrtes, wherever referred to in the report ere
termed g2.

Composite index of zrowth of coverege, deposit
mobilisetion, credit extension ete., or 2 combinaticn of
these to denote ovrrell _rowth pettcrn of an sgeney or all
the aenocles together 18 esstimated on the lines ststed in
Appendix A, Chapter IIT, GBesides, the level of development
of an egenoy or thet of all sgencles together 1s sssessed
using ten-point sosle of development =os desoribed 1In

tppendix 3, Chapter TTT,

15, Allen, K.G.%., lYathemstigml £Lneiysis ¥Vor Lepnoumists,
The ¥knglish Languege S00k Soclety, 1608, pp. 732,
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Attitudes of the ruvrel brench msnagers ere
epproximately measured using Likert's seeling technique of
attitude messuretent with a little modification ss stated
in Chepter VII,

¥nltiple regression 18 nsed to determine the
factors influnenocins the supply of eo-operstive aredit.

The ssme 1s also trie” for loseting the determining feotors
of mounting oco-operstives' overdues.

Besides the sbove, achi-squsre (Iz) tests ere also
applied to find the fsotors sssocisted with diversion of
bank loen; repsyment perforwenoe of the borrovwers and
formetion of sttitudes of the rursl branch manegers,

1.8 Limitetions of the Study

' One of the limitstions of the study is with regerd
to 1ts temporel coverage, To arrive st eny mesningful
gonclusion regerding the trend snd pettern of rural
finenee, dete for e felriy long-time series sare necesssry,
Thet spart, growth retes of verious performsnce indlastors
are likely to be depressed if bese 1s goocd and likely to be
infleted i1f the figure in the bese yesr 1s smell/low. This
limitetion is to be kept in mind while interpreting growth
rates of the individuel vsrisbles,

Information eollescted from rural borrovers sre not
from firm records., It is becsuse rurel people rerely
meintein records of thelr inocome, expendlture and other

trensections, As such, most of the informetion supplied
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to us by the rurel borrowers esre merely spproximations
mrde from thelr memories, Opinieted informetion from both
rural brench mansgers and rursl borrowers ere likely to
suffer from similer inadecuacies like any other opinion
survey.

Voreover, e few sample rursl branches of »
commeroial banks do not represent operstional performence

of all the rurel brenches, not to speak of ell the grass-

root level leyers, of the involved egencles, Likewise, »
few ruresl borrowers of s commercisl benk ocannot be
regerded representstive of sll the rursl borrowers. we,
hovever, are awere of these limitetions end tried to be
objeetive while msking sppraisal in every step end to
interpret the results with due caution.

Notwi thstending the limitations stated esrlier, we
believe thst the findings of the study, will surely provide
useful informstion to the policy-me<ers and others
interested in rural finance.

1.9  [Cresentestion of the Report

The presentation of the study exoepting the
introduatory and summary chepters, is made in two perts:
Part T devoted to a cozmparstive performence analysis of
the egencies in five ochapters, viz.,, Chepter TT to Chepter
VI and Part IT eomprises Chapters VII and VIIT contsining
two osse studies relating to Benglsdesh.

The present Chepter, highlights the objecotives e=na
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importence of the study. Tn Chepter II, we present e
historiosl review of the problems of inadeguste
instituticnal supply of rural credit along with en sccount,
in retrospect, of the orgsnised efforts made to step wp
rarsl credit, Chepters TIT and IV respectively ocontein en
anslysis of the comparstive perforusnce in regrrd to the
rursl operstions of co-operatives snd comrvereinsl baenks in
TnAia end Bsngledesh, In Chspter V, we exsmine the
performance of verions specislised agencies Airectly/
indirectly engeged in the field of rurel finence in the
two countries, 4n integrated piecture of all the Aircot
lenfing agenoles wholly/pertly engmged in rurel lendings
et the grassroot level is outlined in Chapter VI. In
Chepter VII, we present results of our csse study relating
to a semple of rurel branches of one of the commercial
brnks in Bengledesh while the results of » onse stndy of

e semple of rural borrovers of one of the commercisl benke
in 3sngladesh ere inoluded in Chepter VIII. In the last
Chepter (Chapter IX;}, we present s brief summsry of the

me jor findings of the study =long with their poliey

implicstions.
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CHAPTER IY

INADEQTATE TNSTITUTICNAL STPPLY OF RURAL CRETIT
AND
AN _OVRRVIEW OF GRGANISET EFFORTS

Ag the title of the Chapter suyxzecsts, ve intend to
derl with the 1ssues in two seoctions. TIn the first
seotion, problems 2rising out of inadecuate institutionel
supply of rurel credit and reisted matters are Aiscusseqd
while en overview of the orgsnised efiforts made to meet
the situation is presented in the second section, ctefore
emberking on the overview of the orgsnised efforts, it is
negessery to exsmine the situetion which led the relevent
smthorities teske the steps they h=d taken.

11.2 SECTICK X

PROSLENS ARISING OUT OF INADEQUATE INSTITTTIONAL
SUPPLY_OF RURAL CREDIT

4 dlscussion of the situstion resulting out of
inedenate institutional supply shonld logleslly inelude,
smong others, (a) the extent of inedeguecy, (©v) eonsequences
flowing from such inadequacy, snd (o) the factors that
forced the rural people to seek asssistense from non-
instituticnel sources for want of =dequate institutional

support.

\9 The txtent of Tnade.nctec Tnstitutionsl
Supply of rurasl Credit

The pressing neceds of vast majority of rursl peorle

to borrow for productive and/or non-productive consumption
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purposes, force them to manege the same from eny avaeilable
sourgce, Very few people oould aveil of the institutional
scurges begsnse of feotors like ebsence/inedequete coverage
of institations, security orientetion and other formelities
to be complied with, whieh most of the rurel peonle s=re
unfamilisr with owlng to messive illiterscy smong them,

On the other handé, a lasrge proportion of the rurel
borrowers have to take recourse to borrowings from
unorgenised sources, even on exploitstive terms and
conditions, mostly becesuse of hrving no or limited =ccess
to institutional supply of rursl credit., However, relisnce
on unorgsnised sources is on the decline as » result of
concerted efforts continuously being made to inerense the
institutional supply of rural ceredit. This een be seen

from the following information,

Share of ilon-Instituticnal Sourges in the
Supply of HZural Credit

Yeer  Inats * “Bengiadesh *=
Percentrze Shere Year Percentsge Share

1951-52 94 1956 g5

1961-62 85 1665 g6

1971-72 75 1974 91

1978-79 65

e

¥ RBY, Report of the Working Group on Mult! /zeney
‘ppresch in Asrienlturei rinanee, 1G78.
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#*¥ (@) Taocce Tniversity Soolo-economiec Survey Zdosrd,

Roral Credit snd 'memployment in tsst Pekisten,
1G56.

(b) Tirectorste of Co-operstives, A yltural

Credit in liast I'akisten, 1966,

(o) Bangledesh Tastitute of Tevelopment Studies,
Femine Survey, 197L.

Information provided in the table, shows thet in
c=se of Tndia, dependence on non-institutionel supply of
rural credit greduelly declined but in cmse of Langlesdesh
the situation which showed some improvement st the end of
the second period deterior=ted at the end of the thira
periocd. Heorgenisstion of cnoperstives and introduction
of multi-sgeney system might heve improved the position in
esse o India, ILxistence of a large proporticn of non-
viasble ac-operstives, politicsl instability and femine
conditions (1974) sre some of the possible explenations
for mixed behsviour of institutionsl supply ef rural credit
in Bangladesh.

(b} Consegquenges of Tnedequate Supply of kurel Credit

Although institutionsl supply of rursl oredit is
limited, rursl people who need to borrow must borrow, i.e.,
those who could not obtein eny institutionsl rurel oredit
or covld obtain insurficient smount from the institutions,
seek funds from unorgenised sources., f the verious
suppliers in the unorgenised supply, money-lenders, rieh
fermers, rursl tresdesmen heave been the prominent ones,

The terms and conditicns on which these unorgenised
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suppliers lend to the rursl people heve been unfavoursble
to tho borrowers, Lxorbitsnt compound rates of interest
have perpetusted indebtedness and poverty among the rursl
borrowers in both Tnfia sand Bangladesh. There is emple
evidence to show thet in Indie snd Bangledesh, rurasl messes
borrow elmost hebituslly, passing on the burden of Aebt
from generstion to generstion. ' That {s why the saying
that in the Infian sub-continent, 2 fermer is born in debt,
lives in debt and dies in debt.,? Thus, it is evident that
the effeot of inedequete supply of institutionel rurel
eredit is to throw the rursl people into chroniec
indebtedness, A man vho is in chronic debt csn hardly get
out of this trap., It requires a little deteliling cf the
types of prcblems that an indebted person encounters,

Problems Relating to ESorrowings from norzanised Sources:

| The ohronic state of indebtedness to the unorganised

sources, sffeots the borrowers both physically and morally.
Yany of the ills, the rurel people suffer from sere
conseguences of such indebtedness, It mskes them stay
poor end lead substendard way of life. While exemining the
conditions of the rurel people, the Central Banking Enquiry
Committee (1930) observes, "Cf most of the csuses
responsible for the low stendard of living of the

ggriculturists and the continuous impoverishment of this

1, GOI, Roysl Commission on Agrieulture, 1623, p. 365.
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class, even in sress which are blessed with good seeson
end normal crops, indebtedness must be given e high place.
This low socele of income 2nd poverty tends to lover the
physiocel and mentel vitality of the cultivators, snd causes
the decsy and weakening of the normel fibre of the society.
A1l these leed to sgriocultural inefficienoy =nd indebtedness,
coming in the wake of these evils, aggravates them."2 )

Beosuse of exorbitent rates of interest end its
compounding elong with menipulation of the sgcounts of
debts, the amount of debt goes on mounting. When the rursl
poor find the sceumuleted debt beyond their capecity for
repayment, the lenders teke advaentage of the sltustion =nd
acquire land or other preperties, of course, st a price
lower than that prevasiling in the market, towards full or
pertisl settiement of loans, Jometires, lenders foree the
marginel farmers and agricultursl lebourers who feiled to
repay the debt, to work as bonded labour,

This apert, debts also prevent the farmers from
getting reasonable price for their produce. Tn e system
of rursl economy in which money lender is both & asreditor
and a village trader, the borrower 1s very often, compelled
to sell his produce at a pre-arrenged price, Ilowever, an
indebted farmer cennct weilt for = favourasble merket price

because immedistely after the harvest money lender

2. @noted in lsmoris, C.5., Azricunitursl "roblems cf
Indie=, 1979 Editicn, pp. 1,26,
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compells the fermer to sell his produce to merke repayments,
at leest of the interest on the loan if not the prineipsl
itself.

The social stetus of the indebtes per=onc 1is
dovngreded by continnous humiletion and loss of property
nnd thereby income, Ali these disturb the psychologiosl
balence of the men in decbt ené@ he sterte behaving as sn
all time worried ismily hesd snd an ineffieient fasrmer,

IT.2,1 ¥egnitude of the iurel Indebtedness

fural indebtedness in both Tndle end <anzledesh hes
been a historicsl phenomenon, Various sttempts were made
from tire to time to estimete the megnitude of
indebtedness, e propose to present these estimates in
two perifods: (2) cstimetes of Kurel Tndebtedness prior to
pertition of Tndie, (b) istimntes of rursel indebtedness
efter the pertition of Indis,

{(®) . Estimetes of hural Tndebtedness
' prior to pertition of Tndias

No systemstic stnudy of the problem of rursl

indebtedness was stteupted till the 708 of the 1Gth century.
The first ettempt to look into the problem wes mede
followini the marderous uprisings of debtors =sgeinst
ereditors in The ™ecesn Fletean popularly known ss the
Teccan i#lots of 1175, To encuire into the situstion, the
government set up the Tecesan Hiots Commission In 1275,

whioh for the first time, after & survey, came out with the

estimete thet one-third of the occupants were in Aebt »nd
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the average debt per "occupant” waes ‘5.371.3 This
eatimate of the Jomnlssfon wes bssed on & survey of 12
villeges in Bombay., =ubseynently, éuring the 19th gentnury,
two nmore attempts were made to eatimate the megnitnde of
rurel indebtedness, one in 1350 by the Famine Commission
end the other in 18G5 by 3ir Fredrick iiehoison., rurther,
dring the -0th century, upto the partition of Inéis, ss
many as nine estimrtes were stte<pted es to the megnitnde
of rural indebtedness in the undivifed Tndie. These
egt! ates with reference years are furnished in Table 1,
The esti nstes, though not strictly comparsble with
cne snother, olesrly show thest the msgnitude of rursl
indebtedness continued to fneremse over the period., This
was partly becsuse of prise effects unt ostly beceuse of
unfevourable terms end conditlions fmposed by the
unorgenised suppliers of rursl credit.

{b) ! Estimetes of rursl Tndebtedness
after the partition of Indias

Soon after the pertition of Indie n 1647, GOI

desided® to review the economic conditicn of the rursl
people, particulerly relneting to indebtedness,once in s
deccde, The first of its kind wes the famous All Tndie
Aurel Credit Curvey in 1961-52, Sinilar sttempts were
mede st the en” of first decade (1961-62) snd elso at the

end of seaond Aecade 1.e., 1971-72, It is gathered thet

3. Rey, S.C. Agricultural Tndebtedness in Tndie 1915 ,
p. 3.
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Estimetes of Rursl Indebtedness durin
~ the pre-pertition Aeys

- e e s e ==

Genersl remsrks

Based on 12 villeges
in Sombay

Cne=-third of lend-
holding oclsss in deep
debt, enother one-
third in debt but with
ceapecity to redecem debt

Cf liedrss only

Cne-fourth lost their
land for debt in
Sombey end oanly less
then 1/5th were free
from debt,

baged on lMadras Study
(1395)

Based on the Punjnb
figure of fs, 900
million

Besed on Provineisl
Senking Enguiry
Committee KHeports

Reference Auvthor//gency Amount of
Year Tebt
1875 The Deccen kyots s, 371/- per
Commission family
1330 The Famine -
Comnission
1495 Sir Fredrick 18,450/ -
Nioholson million
1901 The Fsmine -
Comnission
1911 Sir <dward is. 3000
YXaglagen millicn for
the whole of
Sritish Indis
1625 M¥,L. Tarling Rs. §000
miilion
1930 The Central Rs. 9,000
Banking Xnquiry million
Committee
1935 P.J. Thomes s. 12,000
million
1937 reserve Benk of s, 18,000
Indin milliecn
19338 ¥.E.V. 3. ¥enon is, 18,000
million
1939 nr, R.€£. Snkherjee s, 22,000
million
1945 nr., S.N. Naidu s, 13, 000

million
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similar survey wes condveted ot the end@ of third degede
(1931-82) but the results of this survey sre not yet
eveileble in published form.

In the other pert of Tndis (viz,, Pekistan of which
sengledesh ves e pert), there was nc comprehensive survey
mede for estimating rvrsl indebtedness. However, some
estimrtes of rurel indebtednsss perteining to the territory
which 18 now known as Bsngladesh are esveileble from three
stndles oconducted in 1456, 1665 and 1974, The first one
wes done by the Theks "'miversity Socio-esonomic Survey
Besrd, the second cne wss condiucted by the then test
Pekxisten Dirsctorate of Cooperatives snd the third study
wes done sfter the emergence of Bangiesdesh by the
Bengladesh Institute of Tevelopment Stndiles,

These studies collegcted such informstion relating
to indebtedness of the rural people as proportion of rursl
families in debt, aversge amount of éebt per family,
sources of borrowings - institutional or non-institutionsl,
utilisetion pattern of contrected debt - for productive or
non-productive consumption purposes ete., Comparative
information relating to these for Indie end 3anglesdesh sre
provided in Table2,

It is true thet there sre & number of Aiffionlties
for meking 2 mesningful comparison of the survey information
of the two countries obteined at dissimller points of time

snd derived through sdoption of éAifferent methodologles,



Teblez2: rural TNebt Position of Tndia end_ Bangleadesh

Tndis '
1951-52 1961=-62 1G971=72 !
(a) (b) (0, !
............................... L
o Peroentrge of Lurel femilies
indebted 63.00 63.00 L, 00
IT. Averege smount of dAebt per _
family s, 447 R, OL7 Rs, 552
ITI. Sources of debt (FPer Cent)
A) Institutionel 7,60 18.40 31,70
1) Government Taccsvi 3. 90 0,70 7.10
11) Co=-operstives &« others 3,70 11,70 24, 60
B) Non-institutionel 92,40 31,00 €8, 30
1) Rioh fermers &
money-lenders 75. 20 62, 30 4k. 20
11) Friends & relsatives 11.40 5, 20 13,10
111) Cthers 5.R0 13.60 11,00
TOTAL 100. 00 100. GO 100, 00

Ll R R R P e Y

- eem e e S @ o MR ee s e e R SR R AP G e B W Y S e e R e me ws am e W8 =

1656 1974*
(2) (b) (a)
0%, 00 53,70 45,89
s, 131 s, 275 Taka 711
L, 26 13,86 9,32
N« As 0. 71 N, A,
N. A, 13.09 N, &,
G5, 14 86, 14 9Q, 68
29,99 52,00 53:73
51.90 25,59 32.37
13- 2‘; go‘lg h. 5‘*
100.00  100.00 100,00

- - e . - D WP we = - - -

(o]



Toable 2 (oontd, )

- e W w R e e W S e @ W Em W S e W ms e Em s Tm SR W W WR S G M W W MR e WE R em  eE A em G s @ e an e W

Indle ' Bangladesh
1951-52 1061-62 1971-72 ' 1956 _86_19 5 1974,%
(o) (b) (e) : (&) (o) (o)

IV, Use of Nebt (Fer Cent)

4) Prodnction/Investment

purposes 37.30 40,10 54, 00 28,10 51.97 23.99

1) Ferm 34.40 36.60 L9.70 20. 30 42,76 N. A,

11} Non=-ferm 2.90 3. 50 L,30 7.80 9. 21 N, A,

B) Consumption purposes 43,20 4,9, 20 37.30 68,30 43,03 72.63
C) Repayment of old debt 4.00 5.00 1.50 2,50 N. A, 0.35
T) Others 15.50 5. 70 ©.70 0.60 N. A, 3.03
ToTAL 100.00  100.00  100.00  100.00 100.00 100,00

- S D D S A G D D s S D e D D D A D AL D W S5 R W A N D e

e Ay ¢ ot Avalleble,

Sources: Indie: (e) RBI, All Indie Kurel Credit Survey ieport (1954).

(b) RBI, ‘All Tndis hkurel TMebt snd Investment ‘urvey , 1961-62,

(e, RBI, ‘All Indims RKural Tebt snd Investment_ .urvey , 1671-72,

Bangledesh: (o) Necoa University Soelo-econcmio Survey vosrd, Hural Credit
and "nemployment in Lest Iakisten , 1956,

L€



Table 2 (ocontd,

(b) Pireotorate of Cr-operatives, Agrigultursi Credit
in kest Pskistan , 1666,

(e¢) Bangladesh Institute of Tevelopment Studies,

Feamine Survey, 1974,

* Sinoe this was a femine yeer, informstion eannot be taken es
indioative of a normal yeer. 5Sut this 1s the cnly comprehensive

study done after Bsngladesh till 1981,

49
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Even in casse of the ssme country such = comperison is
diffiocult because of differences in ooncepts, fromework,
coverage ete, =mong the various surveys. However, though
not strictly comparsble, the survey informstion provides
broad guidelines of the relevant issuwes relating to both
the countries,

A perusal of informetion furnished in Table 2 shows
thet the proportion of househoclds indebted came down,
wile, 2t the ssme tiwe, the amount of debt per indebted
family inoressed over the period in both the countries,
The rate of increese of per family debt wes more in cese
of Benglsdesh compared to thet of Tndia., Tt was partly
because of reletively higher snnual rete of inflsticn in
cese of Bangledesh (sfter liberstion) compsred to thsat in
India during the study period. Another explenstiocn for
the accelersted rise in the per femily vorrowing in cmse
of Bengledesh is that the reference year of the survey wes
a famine year (1974).

{ Among the sources cf the contracted debts, it is
found thet Tndie is consistently shifting more towerds
institutional supply. The shere of institutions in the
toteal supply of rural credit in case of Indie inoreesed 4
times st the end of the thire pnriodﬁwhlle the inerecse
wes only 2 times in ccse of Enrngledesh, This !mprovement
in the position in osse of Tnédis can pesrtly be sttributed

to Government efforts tn strengthen co-operatives by tsking
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verious measures ineluding reorgenicsticon esnd early
inAunction of commerciel banking for rurel operationsb

An exsminetion of the use pettern of debts revesls
thet the proporticn of Aebts controoted by the Indien
debtors for productive purposes inoressed over the perioad
while it 414 not consistently inoreese in csse of Benglsdeshi
mral debtors, 1t is hesrtening to note that st the enqd
of third stndy period, Tndisn rurel debtors utilised more
then helf of their contrpoted debts for productive
rurpoges while 1t wes cven less then one-fouvrth in cese of
Benglsdeshi Aebtors, As such,a partial explsnetion of
decline in this proporticn at the endA of the third peciod
mey be the famine condltions existing in Bsngledesh during
the yesr of the survey.

Tt i1s slso ocbserveéd that the proportion of debts
used for non-farm productive purposes showed & gradual
rise over time 1n'both the conntries. This o=n be
attributed pertly to prefercnce of the people for edopting
more non-farm ectivities ovwing to decreesing land-men ratio
resulting from fregmentation of holdings snd also psrtly
to the possibilities of a reletively better return from
sneh eotivities.

II 2.2 Fsctors Hesponsible for ixcessive Tependenge
on Wnorgang sed souraes

(1) Coverty
A very large sectinn of the rurel people in both

InAla end Hangladesh hes low income en” hence find it
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diffienlt to satisfy their coansnmption end prodfuct!on needs.
They remain under-fed, under-oled snd nlweys under-nourished,
The physioesl deficiency resulting from poverty meskes them
prone to ill-heslth eroding their vitelity end stamine,
foroing them to borrow mostly for non-produoctive purposes,
Further, o8 they have nc sdeguete property or resources to
improve their finenciel conditions or to comply with
security recguirements of the institutions invoived in rural
finsnce, they are compelled to borrow from the unorgenised

sources,

(1%) Burden of /nsestrel Tebts

The rurel people in both the countries from time
{mmemorial sre seen to have regerded discharge of sncestral
debt slmost as s religious obligetion, Besides & feeling
of morel obligetion, law of inheritance also sots as en
{mportant force behind scceptance of the encestral debts,
That meens, 1f s heir wants to enjoy encestral property,
he 18 required to honour ancestral debts es well, DBut
the great irony is that most of the people sre, often,
found to be iinorant of the resl impliostion of the lew
that the debt of the fecessed pass on to the heir only
to the extent of the property inherited by the heirs and
if no proverty is inherited there is no obligetion to
honour the seame,

These esnoestral debts are mostly secured from

unorgenised sources beoeuse, in oléd days, institutionel



36

supply of Tural oredit wes either sbsent or very

insignifiocent,

(111) Ignorence and Illiterscy of the
Tisedvanteged Groups

Iilliterasecy 2nd ignorence of the rurel people form
the principal obstseles to thelr progress snd even
existenoe; they cssily fall into the eslutehes of the
shrewd snd intelligent money lenders, Tt has been seid
that money lenders tempt the villsgers to borrow, the
lawyers, who ecre also friends and reletives of thc money
lenders, tempgt them to ¢uarrel snd the treders who usually
sre the money lenders themselves tempt them to waste.h
Terling (1950)5 dooumented how the villegers in Punjab spent
thousends of rupees for property worth e few hundred of

rupees, at most,

{iv) High kntes of Interest

The rate of interest in the unorgenised seotors is
exorbitsntly high. The Centr=l Benking Enguiry Committee
found (1930) thot the retes of interest in the unorgenised
gseotor veried from 12% to 365 Besides, the compounding
of interest further enhances the burden. The situaticn hes

not improved over decedes, In a study mesde by the Thaka

L. Quoted in Ysmorie C.B., op.oit., pp. 422,

5. Terling, #.L., funjeab Pessentry in iIrosperity end
Debt, (1950}, pp. 202.
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Taiversity (165€) 1t wes observed: "the rates of interest
in some of the rural areces in Bengledesh sre ss high todey
os they were sbout half e gentury berore."6

Besides the high rates of interest, the burden of
retes and taxes such as land@ revenune and irrigetinn charges
slso sometimes sggravate the situation perticulerly when
Tahsilders make a felse demand, Thus, in weelth of Tnéis,
+2dia end Joshi noted, "the heavy lLend assessment vith its
rigiada procedure of collection is lesrgely responsible fer
the eggravation of the lndebtedness."7

3esides the fsotors stated sbove, ireduasl increese
in the number of holdings of nneconomic size; 1lsck of
sedequate merketing feollities; wnremunerstive prices for
the produce, religzio-soscial-culturasl obligsaticns, netural
celami ties snd famine conditions slso force the rural
people to borrow from eny source asnd primarily' from
nnorgenised sources., However, organised efforts were made
from ti € to time in order to amelicrate the oconditions of
the indebted rural people, which sre ocutlined in the next

section,

6. Thaka Tniversity Soclo-Loonomie Survey boerd,
"Rorel Credit & nemployment in sst rekisten,”
(1956), pp. 70.

7. “edle, F,A. & Joshi, P.C., ".ealth of Tndle, 16707,
pp. 280,
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SECITOS XX

I1.3 OVERVIEW OF THE OKGANISED EFWORTS

As steted esrlier, en overview of the orgesniseca
efforts 1s made in this section for three periods: (2) =
orief swmmery of the efforts msde by the soloniel rulers
upto the pertition of Tndls (1947), (b) a review of the
efforts' mede from rertition of Indie to £ﬁe period before
nztioneliseticn of commercial benks and (o) an eppraisal
of efforts from the period since natinnaliéétion of the
comerciesl besnks to the terminsl yesr of the study (1979).

(2} 4 3rief Summsry of the i.fforts made by the
- Rulers upto the Psrtition of Indie (1947)

The problems that were faced by the rural people in

regerd to thelr borrowings from unorgenised sounrces were
of three types. Firstly, high rstes of interest and

menipulation of acoounts by the money lenders led to e

greet incrense in the burden of indebtedness, Zeocondly,

for nen-payment of debts, the debtors would iose the land
to the lender either through outrignt sale »t nominal price
or in execution of decrees or through the execution of
mortgeges, Thirgly, when most of the Indebted people conuld

not pay-up the sgeumulsted debt, it was necesssary to give

# Le disouss (s) without meking reference to sny
ecountry beceuse the territories now comprising Tndia
and Bangledesh were nnder the ssme colonial ruler
during that period,
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them some relief by licuidating a pert of it, if not the
full,/
'In order to grepple with these problems, the then

rulers sdopted & three-pronged epproach:
(2) By pessing snitable legiclistion, such es,
legislation for (1) reguleting moneylending, (1i) imposing
restrictions on transfer of property, pertieularly lend,
eand (111) liguidating past debts;
{b) Meking on the spot surveys for sssessing the
magnitude of the problem, and
(e) By making eiternstive srrengement for orgsnised
supply of rural credit.
(m)(1) Legislation for rezmleting moneylending

' L& number of Aots/Crdinanoes were passed in order to
control usary, regulstion of soccounts, regulation of ebuses
in monsylending and regulsticn orlling for registretion of
moneylenders, Some of these are: BRules for the 44justment
of Debts, 1772; The Mecoan Agriculturists' Relief Aot,
1479; Tsurious .oans %et, 1918; Provineisl oneylenders
Aot (Verious Yenrs); negulation of Ascounts “ct, 1630, eto.

(6;{11) Restricticns on the Trsnsfer of froperty

Teo prevent trensfer of lend to the lender on the

pretext of non-psyment of debt, a number of Aots were pssrced,
such as, The Court of uerds /Act, 1879; Trensfer of Property

‘et, 1882, eote.



LO

{e)(111) Liguideation of iast Tebts

A number of 4ots were pessed in order to persusde
the ereditor snd the debtor to come to @ reasonesble
settlement in the matter of scaling down of debts, The
first move in this regerd wes mede under the kules for
Adjustment of Pebts in 1772 Auring the time of werren
Hastings, Followling the suggestion of the Centrel Banking
Enguiry Com:ittee (1930), & number of Frovineisl Tebt
Conoiliation Acts were pessed (1931-194L0). Some of the
Provincial Tebt tettlement Legislations even provided for
compulsory reduection when voluntery reconcilliatory

methods felled,

(b) Agsessment of the Condition of
p Hural Indebtedness

The then Government of sritish Tndles took stook of
the economic condfition of the rurel Indie from ti-e to
time mostly under politicel pressure or to colleet
information on the bssis of whiech tex/revenne retes could
be incresgsed, Usvuelly, such sscegsment of tﬁe condition
of the rursl people wes done by Comzittees/Commissions or
settlement survey cperstions and inocluAed nature and

megni tude of rurasl indebtedness.

i1 CQmmitteas[commiss{ons

) Asgounts of indebtedness of the rural people to the
unorzenised sources, either as en importent part of the
report or as the full text of the report, were given by:

Femine Commissicon, 1320 =2nd 1901; Fredrick Wicholson's
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Report on The Tevelopment of Agrioultursl Bank, 1895;
Committee on Villege Co-operatives, 1900; Hoyal Commission
on Trrigetion, 1903; Weclegan Committee on Co-operation,
1914; Royel Commission on Agriculture, 1928; Central/
Provineisl Banking Znouiry Committees, 1929-31; LenA

Revenue Commission, 1933; Agricultural Finsnce Cub-Committee,
1945; The Co-operative Plenning Comnrittee, 1946; eand

Famine Gnquiry Committee, 1946,

(11) Settlement Survey Operetions

Turing the first gusrter of the 20th eentury, meny
district colleotors or settlement officers conducted
villege surveys mostliy for revenue enhancement purposes
but these studies incidentally carried e lot of information
about rurel indebtedness to unorgenised sources, TIn one
such survey, ¥r, J.C, Jaoxson (1616}, eocnducted enauiry of
3,42,108 families in & distriot of Becgal and uneerthed
substentisel inform=tion sbout verious sspects of rural
indebtedness,

. {e) Arrsnzements for Organised Supply

Government stepped into the fleld of rurasl credit
with the promulgetion of Teecavi fots of 1371, 1376 end
1879, However, as Tecoevi _oens failed to fulfil the
objectives, two other Aots were passed, (i) Le=né Improvement
Act, 1883 snd (i1) fgriculturist Loen ‘ot of 1384, The
former provided for grenting long-term credit while the

letter was meant to enable the Government to extenA short-
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term produstion lcans,

. To improve the situstion, the then government
following the recommendestion of Sir Fredrick icholson,
passed the Co-operstive Societies Act, 1904. Subseyuently,
Yaolegen Jommittee (1914) exemined the prozress of the
go-operntive movement end 1dentified its Aefects snd
weaknesses., On the recommendation of this Comittee,
Provineisl Co-operative Benxs were esteblished,) Cn the
pessing of the Goverament of Tndle Act of 1919, co-operstion
became & provineisl subject =nd the provinelsl governments
pessed thelr own co-operative fAete, Tn this regrrd Bombsy
Presidenoy gave the lead (13525).

The Co-operetive "lenning Cozmittee (1946}, i1dentifieca
e number of ressgons for the slow growth of co-cperstives
and recommended conversion of primary societics into
mnlti -pnrpose societies, The Committee also recommended
thet the RBI should extend zreater finsnciel assistaence to
the co-operatives, The progress of co-cperatives wes elso
studied by the ‘“gricultursl Finance Snb-Committee (1946)
headed by Frof. D.R. Gsdgll. The Committee observed that
though the growth of co-cperatives was slow, the best and
the most lesting solution of the problem of egrisulturel
eredit is possible only through eco-operstives, Cecnsicdering
the 1imited resources of co-operatives and lerge
reounirements of rural credit, thls Committee 2lso, like

Co-operetive Planning Committee, sdvocated s greater
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perticipation of stete in strengthening the services of
the co-operatives,

' Thus, the story of orgenised supply of rurel oredit
ti1l the pertition of Indie is nothing but the story of
introduction of co-operstives, |

REVIEW OF CHGANISET EFFOKTS o COUNTRY=WISE
As stated eeriier, a review of the orgenised efforts

towards sugmenting institutional supply of rurel oredit
both in India es well as in Bengleadesh is made for two

di fferent periods: (E)_From the pertition of Indis to the
period before natiocnalisetion, and (b) From nationalisation
of commeroisl Danks to the terminali;ear of the study.
INDIA

(a) First Period - 1947-1968

The review made in the earlier sestion shows thet

many of the messures teken by the colonial rulers were
legislative in charzoter, After psrtition, GOI edopted all
these sots with suiteble smendments, Soon after the
pertition, GOI, in order to teke stook of the situstion,
instituted the Rursl Basnking Enyuiry Committee (1949) which
suggested the formetion of strong rural co-operetive benks,
district centrel co-operative banks elong with the
development of & strong provineiel benk es apex body st the
state 1evel.j Apart from this Committee, the GOI set up es
meny as 20 more Committees/Study Groups ete, to intensively

examine the problem of rurel finance and make suiteble
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recommen<eticns, | The list of the Committces sné study
groups set np from 1947-1968 is provifed in Appendix A,
we will not go into detalls of these reports, &nrther,
some references to the recommendetions of the importent
committees will be made in the following paragraephs:

The originel RBI ¢t providea for the orestion of
a cell, known =8 Agriculturzl Credit Tepartment, to look
efter the metiters relating tec rurel finence. 3nut the
resource position of the Tepsrtment wes insdequste to meet
various demands of rursl credit, IHenece, after partitien,
following the resccmmendetion of All Inféia Kursl Zredit
Survey Cemmittee (ATRCSZ) (1954,, two specisl funds were
establisheAd by emendin: the W3] fZot: (1) Naticnel Agrionltural
SreAlt (lonc-ierm Operetions) rund snd (11) Hetionsl
Agrioultural Jredit (Stabilisation)} Fund. The former fund
is meant to enable the RBI to glve long-term losns to
Stete Governments - participating in the share cepitel of
Co-operative Bonks,Land NMortgage Banks while the latter
fund i1s to be utilised for the purpese of facilitating
conversion of short-term losns into medium term losns by
the Stste Co-operstive Bsnks when, beosuse of natural
celamities, repesyment of short-tern ioens becomes Aiffiocult.
Besfdes the two funds mentioned s2bove, enother fund known
28 National Agrionlturel Crefit (ielief and Guersantee) ¥und
was slso estsblished in the :ilnistry of tFocd snd ‘griculture,

The esteblishment of this Fund wes too resommended by
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ATRCSC for glving grants to co-operstives through the Stete

Governments for the purpose of vriting off irrecovereble
erresrs especially sfter chronic end widespresd femines

end natursel celamities, (AIHGSG also examined the
effectiveness of the verious legislative messures (es
discussed in the earlier secticn 2nd observed thet beceuse
of the inedecuacy of supervising machinery, sbsence of
elternstive source of credit and the eompelling nsture of
the borrowers' requirements, the moneylenders were asble
without much difficulty to evade slmost 2ll1 the importsnt
provisicns of the ensctments reletinc to the business of
money 1enéing;j Reglising this, the “ommittee emphesised,
time end sgain, provisicn eof effective organised supply of
rural credit es the cnly sclution to the problems emensting
from too much dependence on the unorgenised =curces of
rurel credit,’ The committee suggested an integrated system
of co-operetive credit strongly supported by Stete
perticipation., It slso provided the blue print of a crop
loen scheme under which sredit would be linked, on one
elde, to profuction end on the other, to mrrketing. It
slso prescribed that oredit-worthiness of the purpose
rather than of the person should be the criterion for
senetion of loans, The Committee further recommended that
part of the credit shoulé be given 1in kind, that oredit
should be timely =and =deyuste; thet it should be closely

supervised; that repeyment of credit should be ensured by
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iinking it with marketing; all these are still considered
as ecoepted prinsiples of rurel credit at home end ebroad.
Thus, the recommendations of the AIRCSC hnave been of
lasting importance in the sphere of rursl areéit,

The HBI 1dentified the need for finaneing village,
cottege and smell scsle industries; for this purpose,
the RBI Aot wss srmended in 1956, The wKBI, for 1ts
refinence entitlement, i1dentified 22 broed groups of cottrge
end smell sesle industries to be finenced by co-operetives/
Finance Corporestions,

|The GOI realised the need for the development of
co-operstives right in the First Five Year Plen (1950-51;.
In the Seeond five Yeer Flen, Government i{dentified optimum
size of co-operantives - neither too small to be non-visble
nor too lsrge to be handled. The plan slso preferred
formetion of malti-purpose societies and reorgsnisetion of
co-operative bsnks; it identified the need for esteblishment
of Relief end Guerentee ™Mmnd at the Stste level, The
lintional Co-operstive Tevelopment end Sarehousing Bosrd wes
esteblished 1n 1956 folloving the recommendetion of AIKCSC )
to promote Aevelopment of co-operstive amctivities in genersi
and to essist the progress of warehousing, processing and
merketing in partieuler. In 1957, 2 Committee on
Co-operative Lew was set up which sfter review of the
existing co-operative lesws snggested model bye lews for

various types of ao-cperstives,
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Meanwhilie, the GOI felt the neced for evaluating the
performance of co-operatives by en independent expert snd
Sir Keleolm Terling, sometime Keglistrar of Cn-operstives
of Punjeb, wes invited (1557) for the purpose. Teriing
recommended strengthening of the eo-operetives, perticulerly
below the district level, fie also emphasised the nced for
proper treining for the go-operstive personnel, ﬂThe
Nationel Tevelopment Couneil (1958) reviewed the progress
of co-operstives and sug.ested thet every family shonuléd
be represented in the village co-operctives, sand Tscoevi
loans should be routed only through co-operstives, 1In
1G5£, the GCI set up 8 working Group on Industriasl
Co-operstives to examine the problems =nd suggest messures
to develop village/smell scele industries., In 195G a
ivorking Group on Co-operstive Policy was set up, which mede
A numbsr of sugyresticns Ineciluding the need for cleer
demarcetion of the functions of villsge co-opsretives angd
penchayets 2nd sbolition of the practice of noninating
cheirmen of the co-operative banks by the Government,

[ In order to examine progress snd probiems of credit
co-operatives, a8 Cormittre on CJo-operzative Credlt wes set
up in 1660. The mein recommendeticns of the Committee were
(1, reorgeniesstion of primery co-operstives with e ceiling
of 3000 rursl members; (11) the distance of the office of
the co-operstives shoul? be no more then 4 miles from the

place of the member; (111) provide credit to all
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cultivetors irrespeotive of whether they were ovners,
tenants or leese-holders; (iv) individual member shoula
centribute to the shere cepital in certain proportion of
borrowings from the cooperatives; (v) RBI shouléd ineresse
borrowal limits of co-operastive benks; (vi) Teceavi inens
be routed through co-operetives; (vii) inoressed
pertieipstion of the ttate Governments in the e'nity and
loan cepital of go-operatives; =ané (viil, reamovsl of
restrictions con locel bodies, educational instutinns eto,
Adepositing their funds with so-operative banks,

A study team on Co-operative Treinin: Arrsngements
(1661 ) suzgested thet not only the members but slso their
neighbours shonld be given treining in prineiples of
co-operation, ' The tesm also recommended inolusion of
co-operation as a subject in the ocurriculsm right from
school to Tniversity level, Another suisestion was for
replecement of the Centrsl Comulttee for Co-operstive
Treining by the National 3osrd of Co-operetive Training,
In the ssme yesr, snother ‘orking Group on Fanohsyats =nd
Co-operstives made proposals for demsrceting the functions
between co-operstives snd Fenohay=ts and suggestcd messures
for effective co-ordination between them.

Consegnent on the reslisation that e lesrge share of
gn-operative essistence wes grebbed by forwerd class, the
GCT set up s speciasl vorking Grovp on Co-operation for

bsgkward clesses (1902)., The VWorking Group exsmined the
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extent of depriveticn of backwerd clssses from the benefits
of the co-cperatives Auring the first tvo Five Yesr “lens
ané snggested & number of messures to augment co-operative
services to these classes, The (roup recommended
development of speclel co-operetives for disadvantsged
cless of people, viz,, “orest-cum-iLsbonr Contreet Soscieties,
Industriel Co-operatives for Tribels, Salt Co-operstives
ete. For examining how the operation of Taceavli Loans wes
affeoting the operation of oredlt co-operatives, s Comnittee
on Taccevi Loans 2nd Co-operative Credit wss 1nstituted in
1962 whioch suzgested 8 number of meesures including that
the operetion of Teccevi Losns be avolded unless otherwise,
essential,

Lagk of professionselisation of so-operative
menegement st vsrious layers of co-operstives was reported
to be responsible for slow growth of co-operaiive movement.
Noting thia,(GOI set np 2 Committee on Co-operstive
fi@dministretion in 1963, / The Cormittee, in order to improve
co-cperative edministretion, suggested a number of meesures
which inelude: elevating the status of the Reglsirar of
Co-cperestives to that of heads of other mejor State
Tepsrtments; performing regulsr audit work as e statntory
function of the Registrsr snd directing "istrict Central
Co-operative Banks to regulariy supervise primary
co-operatives, The locrl leadership is to be c=ncoureged

to assume field level res:onsibilities whieh, =ocording to
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the Committee, oen elone meke gco-operative movement live
end healthy. FPaucity of investment loans wes identified
28 & me jor fector responsible for low produstivity sna low
incomes of the rursl people, | To augment funds for
investments, GOI in 1663, esteblished & refinsnace
corporation which was initislly xnown ss Azrisultural
wefinenee Corporetica (AnCj, with the introfueticn of 4iC,
mlti-ngenocy shnarseter ceme into the sphere of rural finence,

In 1964, en informel iroup constituted by the R3T
examined the existing instituticnel srrangements for
egricultural eredit, The Group sugzested co-ordinstion
between short and long-term structure of co-operatives, |
It wss hinted by the Group thet -rimery Co-operetive Credit
Socictles ecean help iLend TNevelopment cenks in the dilschsrge
of their sotivities, Two yesrs later, a Gommittea“gg
Co-operati on headed by R.Ni_M1rdha, recommended gertain
restrictions in the matter of admiasion tc the membership
of co-operative societies 1.e. in ocsse of Credit Co-operstives,
moneylenders should not be inciuded ete., The Committee
categorically emphasised thet instead of the xegistrar of
Jo-operstives, sudit essignments should be entrustcd to en
independent ezency.

Notwlithsteanding, varicus efforts, many of the
primery societies remeined financislly week,  As suoh, in
a gonference of the State Ministers for Co-opersticn (1964),

the need for reorgenisetion of these weak primsry societies
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through amalgemntion of non-viable units and liculdstion

of defunct ones wes emphssised. With a view to improving
the finencial Aiseipline of the co-cperative baniks, certain
provisions of the udenking lieguletion Ast and the KBI int
were cxtended to co-cperative banks in the ye:-r 1906,
Adcoordingly, the RBI got the power to inspeet any
co-operative benk, instruct them to maintein re.nired sesh
reserve snd liquidity ratios, ask for submission of regulsr/
special returns and to cbtain licences for opening of e new
Co-operative Zank/branch.

4 heeted Aebete started in the mid-sixties sbout the
rocle of occmmersisl benxs towsrds a grest majority of the
people, It can be noted here that followlng the
recommendation of ATRCSC, the then Imperial 3ank of Tndlae
was converted into Stete Bank of Indie (1955), essigning to
1t a specific role in the provision of rural oredit. oat
the performence of other major benks was an indication of
totel indifference to the needs of the rural people.
Therefore, Socisl Control on Commercial Banks wes imposed
in 1967 to rezulete operations of the major ccmmercial banks
in conformity with netionsl priorities, As s pert of
commerciel banks' move to direct thelr oper=tions in the
rural areas, Indiaen Benks'issoclation promoted an
orgenisetion known ss the Zgricultural Finanse Corporation
(1968) with a view to fsoiliteting the commerciasl banks in

identifying esnd promcoting projects related to agriculture
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and sllied eotivities, Besides ARC end AFZ, snother
orgenisetion known es Agricultural Credit Corporation (ACC)
waes set up in 1968, following recommendation of the Informal
Group on the Tnstitutional /rrangements for Agriouitural
Credit (1964). ACC was meent to help promote agricul turei
credit operations in those Stetes which could echieve only
limited success in the field of rurel credit - "testes like
Rejssthen, Orisss, Sihar, Assam, West sengel snd other
Eastern territories,

The sbove review of the organised efforts, shovs
thet verious measures were tsken from time to time to
strengthen the co-operstive movement for rural development,
Formetion of the SBI and its subseQuent teske over of eight
formerly Stete Asscclated Benks msde & small beginning in
the sphere of rurel oredit by commercial benks, Theresafter,
the oreation of AFC and sociasl control order on banks
indicate the concern of the relevant authorities to involve
commerciaml banking system in & big vay in providing rursl
eredit.

(h) Segond Period - 196G-79

The first period (1947-63) thet we have discussed
earlier was an ere of co-operatives, It is evident from
the faot thet out of 21 Committees/Study Groups in thst
periof none wes devoted to commerciel benks. The situation
ochanged in the second period (1569-79); during this period,

around three dozens (33) of Comnittees/Study Groups were set
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up of which helf were devoted to finding ways snd means of
invelving commercisl banks in a greater way in the field

of rural finence, An exhaustive list of such Committees/
“orking Groups is provided in Appendix B. In the following
few parsgrephs, we intend to make reference to the orucial
recomnendations of importent Committees/Study Groups.

#We may, however, mention at the outset that the most
important event of this period was the nstionslisation of
14 major commerciasl benks in 1969 giving oleer-out directives
to these banks to extend and accelerste their operstions in
the rursl sreas, Stepping up commercisl banks' rural
operstions converted co-cperative-oriented rural finence
into a multi-agenoy field cf operstion,

The report of the Rural Credit LKeview Committee
(RCRC) was published in 1669, The Committee after examining
the progress and problems of the co-operatives along with
rural branches of the S8I group, recommended reorgenisation
of rural credit depsrtment in the RBI by establishing en
Agricul tural Credit Bosrd; reinforcement of the activities
of the AFC and oreation of Hural Electrification Corporestion
(REC)., The Committee noted with concern weakneo;f;s in many
of the primery co-operstives and sugzgested their immediate
revitalisstion., Noting the inadequacy of the institutional
supply of rurasl credit, the Committee suggested greater
involvement of ocommerciasl banks in the field of rurasl credit:

"Co=-operatives should be strengthened, but they would be all
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the better - and the farmer better served - if other
institutions co-existed with them in a healthy competition."
(pp. 411).

 The most important observation of the Committee,
however, was that the weaker sections of the rurel community
continued tc receive very limited help from the credit
co-operetives, The Committee opined thet if the fruits of
development continue to be Aenied to lerge sestions of rursl
ecommuni ty while prosperity acorues to some, the resulting
tensions - soclal and economic - meay not only upset but
even frustrete national efforts to step up agricultural
production, Therefore, the Committee recommended
development of suiteble institutions like Small [ermer
Tevelopment Agenoy (SFTA) and WVerginal Farmer end
Agriculturel Lebourer Agenecy (MFALA)., It 18 hesrtening to
| note that the GOI set up these agencies during the Fourth
‘Plan.

Puring the seme yesr (196G), the Study Gronup on
Crgenisational Fremework for the Implementstion of Soelal
Objectives headed by Frof. N.R., Gedgll recommended adoption
of "eree approasch" for the development of credit end benking
on the basis of local econditions, The Committee also
proposed integration of Tistrict Credit Plans with other
development ectivities of the district; besides direct
financing, banks mey elso provide finsnoe through credit

co-oporatives; supply of adeGuate oredit at ressonable
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terms to disadventeged class; provision of better training
facilities for the staff involved in rural finance;
errangement for linking oredit with merketing, setec.

' In a oonference of the State ¥inisters on
Co-operation (1969), it was recommended that rural loan
policy should be production-oriented; revitelisation of
primary co-operatives should be expedited snd suitsble
amendments to co-operstive Aects/Rules/Byelaws be made ss
eerly es possible, As commercial banks were reported to be
faocing problems in the smooth discharge of their operations
because of various Stete regulstions, an Expert Group to
Study the Stete Enaotments having a bearing on sommercial
benks' lendings to sgriculture was set up in 1969, The
Group identifief specific legal bottle-necks and suggested
suitesble amendments by the relevaent Stete Governments.

Almost all the committees emphasised the need for
suiteble treining of the staff of the agenclies involved in
rurel finence, This is why with 2 view to improving the
feoilities of treining errengcements, particulerly, for
commercisl benk employees serving in eonnection with rural
cperctions, & specialised treining coilege - College of
Agricultursl Benking - wes established by the KBI in the
year 1609,

To bring sbout greater co-orédinetion smong the
financiel egencies operating in the rursl sress, the AFC

initiated steps for the formetion of a national level



56

Consultative Committee and with the suggestion of the
Netionel Consultative Committee, Stete/Tistrict Level
Consultative Committees were formed in 1669, TIn somewhet
similer pattern, Benking Commission (1972, recomnended
formation of e Co-ordinstion Committee at the Aistrict
level with representetives of verious lending egencies,
with the seniormost officer of the Steste Government
in-charge of development of the distrioct es the Chairmean,

Following the recommendetion of the Gadgil Committes,
the RBI introducsed Leed Benk Scheme in Tecember 1969.  The
bank, which is assigned the lesd role, 18 expected to sot
8s the consortium leader snd plan for opening new branches
in unbanked areas and sllocate responsibility smong benks
end other financing instituticns in meeting credit needs
of the distriot.

Reportedly, tribal arcas sre relatively under-
developed - both economicelly snd culturslly. Baws Study
Group (1971, examined the issue end recommended sreetion
of _Large Size Multi-purpose Co-operative Soolesties to provide
the tribel people with, emong cthers, all types of oredits
inecluding those for socisl obligetion end consumer
requisites; technical guidence; arrsngement for merketing
etoa., In the ssme yeser (1971;! Farmers Service Societies
(FSS) were elso developed on the interim suggestion of the
Netional Commission on Agrioulture in order to enable

farmers obtain ell inputs inecluding marketing st e single
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conteot point. The Commission subsequently msde further
recommendations whieh inelude, among others, integreted
supply of both production end investment credit; socsling
down of past debts of Alisedvanteged olass; arrsngement to
ensure minimum price of agricultural produces and
introduction of orop insursnce,

The Working Group on Co-operation (1973, transleted
the visbility oriterion of co-operative banks into conorete
terms - a minimum oredit business of fs, 2 lakhs,

The operetion of Lend TNevelopment Sanks wae studied
by a Committee (1974) which recommended, among others,
integretion of both short snd long-term structure of
sco-operatives only in the smaller stetes like Assam, Tripurs,
Jammu-Kashmir, Himschel Pradesh ete. Lounting oo-operative
overdues becsme a matter of oonecern to both the egencies
end the RBI, 1In order to examine the problem snd suggest
suiteble measures, RBI constituted the Study Team on
Cverdues of Co-operstive Institutions (1974). The team
identified verious factors osusing overdues of the
co-cperatives and suggested measures inoluding certificestion
of annewari by the Tistrict Collector; esutomatio
disqgualification of the members of the lianeging Committee
if the smount of Aefsult/number of defeulters exceed 70% of
the total demend/total members for e continuous period of
two years; introfuction of penal rate of interest;

programme for rehabilitation of genuine defaulters providing
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conversion feoility eto.

The gquestion whether simultaneous cperation of oredit
go-operstives and Lsnd Tevelopment Banks oreated problems
for both of them, was examined by various Committees/Groups
as a pert of thelir terms of reference, e.g., the Informel
Group (19¢€4), RCRC (1909 snd MNetionsl Commission on
Agriculture (1976). The first two suggested some kind of
sgenoy business to be performed by primary co-operstives
on behalf of Land Tevelopment GSenks while the third hinted
unified nction of the two structure of co-operatives through
FSS. Laock of unanimity over the issue ied to the
consti tution of the Committee on Integrastion of Co-operative
Credit Institutions (1975) whioch sdvosceted integretion of
both the struotures beginning with primary level end then
intermediste and apex level in a phased menner. But, over
this issue, State Governments had divergent views while
Nationel Co-operstive Land Tevelopment Benks Federation es
well as State Land Devel opment Banks opposed the decision
on integrstion., The Agrioultursl Credit Board of the RBI
considered this issue (on 18th July, 1977) but failed to
errive at e conclusive decision. DBut the Board oame to e
econsensus sbont the =genoy work by primery credit socleties
for certain sotivities on behelf of the Lané Nevelopment
Banks,

Inspite of significant progress mede by the

co-operatives snd rursl brenches of commercisl besnks, the
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benefits have not been pergolated evenly to sll the sections
of the rural popnlation, pertioculsrly, to the disadvanteged
cless.,  With a view to finding weys endé meens to channelise
increased amount of rursl eredit to the Alsedvanteged cless
of the rural community, GOI sppointed the liorking Group to
Review the Flow of Institntionsl Credit, especislly, to the
w#esker Cections of the Community (1975). The Group stressed
the need for promoting & new institution which combines the
lcoel feel snd femilisrity as the co-operatives have and
the modern business orgenisation, commercisl Aiseipline,
abllity to mobilise resources snd access to the centrasl
money merkets which the commercial banks have, With this
rationale, the Committee recommended establishment of
ikeglonel kKural B3anks (RRBj., Following this recommensetion,
GCI oreated RR3s promulgating en ordinence on 26th
September 1G75,

fgencies, supplying rural oredit, while exemining
credit-worthiness do not teke into considerstion reguirement
of borrowed fundés for consumption purposes., Consequences
of not taking into consideration consumption needs of the
borrovers sre édiversicn of loen resulting in poor repesyment
performsnce of the borrowers., /‘pprecieting these, the
Committee on Consumption Credit (1970) populerly known es
Siveremen Co mittee, recommended introcducticn of consumption
oredit for Adfisadvantsged cless of the community.

RERBs stsarted cperstion in 1976, As these benks were
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reportedly faoing problems while operating in the rural
areas a Review Committee on Reglonal Rural Benks hesded by
Prof. M.L. Tentwele was set up in 1977 which made 2 number
of suggestions including the following: Expension of RRBs
preferably in the sreas where Tistriet Centrasl Co-operstive
Benks are weak; Instead of GOI, RBI should be a shareholder
of RRBs; Loorl partieiprtion should be proviced for in the
shere capitel as well es in mensgement; commercisl bsnks!
rursl bnsiness (through rursl brenches) should be hended
over to hRBs in e pheased msnner; ell rursl 4isadvantsged
femiiles either with or without land should be esonsidered
for finaneisl acoom~odation; creaticn of rurel credit
training centres by each of the sponsor benks to meet
increesing treining needs cf KIiEs under their sponsorship.
With the introduction of the Kids (1976), multi-sgenoy
pattern of rnrel finence got strengthened, Fech constituent
1 segment had of course, developed its own ohsracteristio
features and mede its ccntribution to the oversll system of
rural finsnce, IHHowever, ss the multi-egenoy spprcaoh gave
rise to a aumber of problems, such as, over-finesneing, under-
finenoing end multiple finsneing leeding to finsencial
indieipline and éiversion of secarce resources for |
unprodus tive purposes besides creating unheelthy competition
emong the involved sgencies, a Working Group on kulti-sgenoy
Approach in Agricq}tural Finance was set up, the report of

which wes submitted in 1978, The Group underlining the need
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for effective co-ordinetion of involved sgencies et the
grassroot level, suggested » number of messures which
inocluded funoctional demercation of esoh of the agencies;
development of consortium arrengements; preference to RRBs
for opening new branches; sadoption of uniform pettern of
interest rates by ell the szencles; popularisstion of
Agrioultursl Pess Book by the borrowers, ete.

The issue whether the disadventaged cless of the
community oould not receive their Adue shere in rursl credit
owing to high retes of interest of institutionsl credit wes
examined by & Study Croup (1978) which suggested Nifferential
rete of interest (TRI) for certein activities to be tsken up
by the disadvantaged group, Tn terms of Tevelopment Credit
Agreement with IT4 (1978), it was decided to exemine the
rossibility of extending term loans slso at & Pifferential
Rete of Interest to the benefit of the disadventaged cless
of the rursl community. The matter was agein taken up in
the twenty point programne of the Prime Minister of Tndis
end 8 Committee on TRI, ee eslso a Comnittee to exemine
agricultursl credit under 20 polnt progremme, were set up
in 1978,

Commercisl banks, as stated cerlier, vere opersting
in the rursl srees mostly on the besis of "Ares Approech"/
"Project-Criented Approach”., These approaches oreated a
number of problems as identifiedé by an Expert Groupr on

Agricultural Credit Schemes of Commereiel Senks (1978). The
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Group epprehended thet sdoption of # few villeges by some
commerciel benks may lead to the negleoct of other villages,
As the applicntion forms used by the commeroial banks vere
sambiguous end lending procesures lengthy, the Group made
sugiestions relating to the form of loen arpliostion,
Aocumentation end other prooeéwrea.\

Reoovery of term-loans of rural brenches was poor.
Therefore, s Ctanding Committee on igricultural Loans
through Commercial Senks wae set up by ARTC (1979, to
exanine this problem an® sugzest remedial mensures, A
number of suigrestions to imrrove the’rennvery performence
of term lendinzs of commeroial benks whioh were sdvansed by
the Committee included, emong others: Iizprovement in the
staff position of the rurel branches; toning up supervision
over the end-use of oredit; usiog oemp =pproach
essooiating officials of the Hevenue Tepsrtment, Sloox
Nevelopment Office and Agrisultursl Tepartment; =2nA pursuit
of & peliey of withdrewal of credit fsecilities to =
defaul ting borrewer of any of the compcnent unlts of multi-
agency.

Finelly, at the instence of GOT, ABT appointed, on
ereh 30, 1979, a Committee under the Theirmanship of -hri
3. Siveramsn, to teview the Arrsnzements For Institutionsl
redit for fAgrioulture and Hural Tevelopment (CHAFICART),
After garefully exsmining the perfornance of various

institutions involved ir rural finence ineluding RBT, ARTS
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and AFC, the lommittee, in order to sohieve the objeotive
of integrated rural development in s co-ordinsted and
integreted approech by all the agencles, recommended ‘
oreation of e Nationel Benk for Agrionlture end nurel
Tevelopment (NASART, merging Agrioculture Credit Tepartment
of the HEI end AR™C., C“ome of the other recommencstions of
the Committee were:‘ greater development-orientation of
the involved agzencies; Iintroduncticn of diseri~inntory
terms and conAitions in favour of A4isedvantsgcd eclass;
traasfer of the Nestional ‘zrieulturel Zredfit (LTC, and
National Agrisultural Credit (Stabilisstion) to NAsART;
flexibilities ir rursl benking hours to sult the sessonsal
needs of the rursl people; eabolition of the recuirement of
collateral sesnrity from the dlsadvanteged olase of the
society; =né improverent of co-ordinction smong varirus
egencies engaged in rural finenoe.

BANGLANESH

s stated earlier, progress cof orzsnised efforts in
Beanglsdesh is sketehed for two perfods:

(s) ¥rst ‘eriod - 1947-72

Crgenised efforts in the initial pericA centred
eround the stn?y of rvrel {ndebtedness snd its impeot on
egriculturesl eonsfitions. Co-nperative movement sterted
spreading Auring the coloniel period, Immedieteiy after
the partition, Bengladesh (former Zsst Pakisten) sterted

without sn epex Co-operetive renk es the Sengel “rovineial
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Sank .td., whioh served undivided Bengel, had 1ts
headquarters in Celecutta, To fill this £8p, & new
Provinoisl Co-ocperstive tenk, viz,, the iest Fexlstan
rrovineiel Co-operstive HJenx .td, wss cstablished in 1943,

Though the {tate Eank of “existen (S:P, wss
established 1n 1943, 1t Led no separate department to deal
with the problem of rural credit untlli 1953, The amendment
of the State seak of Fekistan ‘et (1956 uade 1t obligstory
for the Pank tc meinteln e sepsrete fAgriculture Credit
Tepartment, The creeaticn of e fund known es Hurel Credlt
Funé was elso provided for by the ‘et tc eamble the Sank
make medium-term loerns to tle lnvclved pgenclier and alsoe
to offer conversion fecllity to the Jo-operative Eenks when
the latter were unable to repsy cu geaulne grounds like
neturel celamities eto,

The :exisgten :igricultural “nquiry Comn»ittee (1G51)
suigested the nead [or strengthening co-operstives and
promoting suitsebie institution to provide credit to
egricnlturists, 4s the go=-cperetives were then wmostly
enguged in short-torm produsticn credit,the Government in
1951, feit the neocssity of developing sn institution to
provicde meédinm snd lopg-term investment loans, Thus, tle
Agricultureli Tevelopment Fimsnee Corporstion (ATFZ2; eeme
fnte being in 1952,

SuP felt the need for neving 2 field level survey in

order to procure first hend informetion ebout the problem



65

of rural credit., As such, at the inst-nce of 5P, Thake
niversity “ooclo-.conomic -esearch Sorrd conunted o

survey (1950) <nown &8¢ Rursl Credit end nemployment in

Esst Pekisten, Wwhile the survey provided useful information
relsting to verious espeats of rursl credit, it refrained
from meking sny poliey reszommenetions,

Yeanwhile, the Ccvernmeat observed that the
perfermance of credlt cc-operatives fu reger? to swpply of
short-term oredit in the rurel areess wes unsatisfrotory.
Thus, tc supplement the efforts of the co-cperetives, e
separste specislised inustitution mcwn as Agrieultnurel Bank
of Faexisten (ALP) wes eutsblished in 1G57., Hewever,
reelising thet there is ecusidersble ovcrisp ir tre functions
of ATFC and ABP end fellowing the resomnens=tion of Jredit
Luquiry Commissiou (1959, these twe institrtions were merged
in 1961 to form a uew institution known e8 ‘grienltursl
Tevel opment lenx of Pakistan (ATZY,

dealdes suggesting merger of ATY¥Z anéd 43P, Credit
snouiry Jommission, efter fue sarutiny of the vroblem of
rural cradit, amade a agumoer of su:gestions whieh inelude:
tecoavi loans, uniess c&mpolleﬁ, ne evoided; oo-operetives
be glven major reolie in rurel aredit; formation of single
purpose credit co-operstive societies; 2redit co-operatives
be restreiuned from commereisl lendinge; merger of the
Central Co-cperstive ssniks with the pex Zepnx; To-onerative

Janks be brought under direct control ¢f C5P; areation of
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Feoples Finsnce Corporation (PFC) to extend oredit to non-
ferm small borrowers; development of training srrengements
by promoting trsining institutes separetely for each of the
egencies involved in rural finenoing; 1ntroduotion of crop
and livestook insursnce and formation of iurel Credit
Advisory Committee to promote so-ordinetion among the
agencies involved in rursl credit,

In order to step up produotion of food grains, the
Food and Agrioculturel Commission (19c0), emphssised the
need for adequate and ti~ely supply of rursl credit both
for production and investment, Provision of asredit without
ensuring supply of inputs may not help the fermers derive
full benefits of the credit. To improve supply coniitions
of inputs, Government of Eest Pekisten promoted the
Agriculturel Tevelopment Corporetion (1901) following the
recomzendation of the Food end Agricultursl Commission.

The three-tier co-operstive system was found to have
been slow in delivering gooéds to the pecple, In the search
of an slternative, en experiment known es "Comlila liodel"
started in 1663 anéd, following encourasging results, the
model hes been edopted through the country,

A decede after Thake niversity Study (1650), Eest
Pakistan Co-operative Mreotorete conducted a field level
study to enquire into the changed condition, if eny, in the
field of rursl finenoce, The study - Agricultursl Credit in
Eest Faki{sten (1966) collected huge informstion relating to
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verious aspeots of rural oredit. However, the Study Group
412 not meske any speeific recomnenimstions. The findings

of the Study on Agricultural Credit in Lsst :azisten wes
exemined by the Comnittee on Agricultursl Credit in Fsst
Fekisten (1969). Tt emphesised the need for supply of
edeqnate rmral credit slong with the need for developing
finenoielly visble co-operatives. 7ven before any messures
were teken on the basis of this recommenistion, the
liberstion movement of canglesdesh started,

(bj Seoond feriecd - 1972-79

Zfter the liberation of 3esngladesh, sll mejor
ecommercial banks were nationelised (i'areh, 1972). After
reorgenicsetion, these netionalised benks were advised to
exten” and accelerste their operstions in the rural aress
to supplement the efforts of the other extant egencies.
This spart, ctast Pakistan Agriculturel Tevelopment 53snk wes
renemed ss Bangladesh Krishi Benk in 1973,

To Teview the rursl oredit situetion in the ocountry,
Bengladesh Besnk (Centrel Basnk of Bengledesh) set up (in
1972) two Study Groupa,/ggeﬁgrioultural Tevelopment Zenk
and the other on Jetiyms Samebaye 3ank (State Co-operative
Benk).

These Study Croups exemined the strengths and
wesknesses of the two major institutions involved in rural
credit and indiceated guidelines for their operstion after

the emergence of 3angledesh,



Soon after the liberation, "Comille Model™ of two-
tier co-operatives was incorporasted in the first Filve Yesr
Plen (1973-78) to be replicated throughout the sountry as
8 programme known as Integrated Rurel Tevelopment Progremme
(IRDP). The I«DP aims et formation of farmers sooleties
and meking evaileble oredit, inputs and other support
services at one contaet point,

In 1673, GO3 requested GOI to send an expert from
the REI to study rurasl eredit problems of Bangladesh anéd
suggeet appropriaste sotions. As such, Dr, Kurtawale from
ABI visited Bangladesh end studied the rurel oredit
situation., He suggested development of visble co-cperatives
and en incressed role of commerciel banks. After the
induoction of Commersisl Bsnks, rursl credit system essumed
a multi-sgency espproach which created problem of overlapping
and the need for cc-ordination smong the egencles. To
overcome this, Bangladesh Bank estsblished standing Lursl
Credit Advisory Committee in 1974.

A rapid expansion of BKB snd inoreased emphasis on
co-operatives, coreeted a problem in regerd to availability
of adeynate trained steff, To examine the training needs
and sugzest suitable measures in order to improve treining
oonditions, a Committee was set up (1977, known es Committee
on Treining Feoilities for personnel of Credit Zo-operatives
and BKB, The Committee, among other resommendations,

suzgested crestion of sepsrate training institutes, Central
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and Zomsl, to improve the reguired training fescilities.

The Bangladesh Bank sonducted Agricultural Credit
Study Projesct (1577) to review the progress of egencies
involved in rurel finence and to suggest suiteble measures
for improvement., The Committee submitted its report in
two velumes which were not published ti1l1l1 1981,

As stated earlier after netionelisation, sommercial
banks sterted operating in the rural sreas, but their
progress was rather terdy. Therefore, G0B under a Special
Agrioultural Credit Programme (SACP) ssked esgencies like
B8 end nationalised commeroisl banks in 1977 to operate
under e terget-oriented approach, In the seme year, the
lerd benk scheme was introduced for a eo-ordinested operetion
of these sgenoies., An experiment known es Gremeen Bank
Prekaelpa wes started in 1979 in the light of the experience
of RRBs in India, However, it has not yet received wide
acceptance,

CONCLUST ON

The preceding sppreisal of the orgesnised efforts
shows thet the GOI was rather more active and concerned
than its counterpert in Sengladesh in oreating suitsble
conditions for providing asdeGuate institutional finance
for rursl development. The number of Committees snd Study
Groups were meny more in oese of Indla then those in
dengladesh during the period under review. Almost all such

Committees in India after due examinstion came up with e
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1ist of recommendations while the two major field level
studies confucted in Bangladesh only presented faots
without meking any regommendations., Another importent
observation is that most of the reports in both the
countries were more like periocdicsl reviews and running
commentaries. Though number of Committees/Study Groups
were quite large in Indie, most of them suffered from
repetitions. In case of Bangladesh, there was not s
single Comm'ttee/Study Group which looked into spesific
problem sress like the ones done in India i,s, Study of
Overdues, Study of Eneotments, study of integration of

different structures of eo-operatives eto.
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APPENDIX "A"

India: Worki Group/C tee (1 -08)

Year  mae 77

1949-50 Report of the Xurel Benking Enguiry
Committee,

1954 Rural Credit Survey Committee,

1957 Comzittee on Co-operative lew,

1957 Evaluation of Co-operetive Yovement by
Sir ¥eleolm Tarling, 1957.

1957-60 kural Credit Follow-up Surveys, 1657-60.

19458 Working Group on Industrieli Co-operstives,

1959 Heport of the Working Group on Co-operative
Folioy.

1960 Comiittee on Co-operetive Credit.

1901 Study Tean on Co-operative Treining
Arrangements,

1961 Report of the Vorking Group on Fencheyats
and Co-operatives,

1961 Comm!ttee on Consumer's Co-operatives.

1961 Committee on Co-operstive Yrocessing.

1961-62 All Indie Rural Debt end Investment Survey.

1962 Report of the Special %orking Group on
Co-operation for Baekward Clesses.

1662 Report of the Committee on Tacoevi Losns

and Co-nperatives,
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20.

21,

1962

1963

1664,

1968

1968
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Title
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Panoheyat liaj end Co-opcratives,
Committee on Co-operative Administration.
The Informel Group on Institutional
Arrangemente for igrioultursl Credit.
Committee on Co-operstion,

Working Group on Industrial Finenoing
Through Co-operative Banks,

Report of the Jorkxing Group on Co-operatives
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APPENDIX “B®

Indie: liorking Gro Commi ttees (196G-8Q)

“r,No, Ycar Title
: 1969 Rurel Credit Leview Committee,
2, 1969 Study Group on Orgenisationel Fremework

for the Implementrtion of Sociel Cbjectives,

;A 1569 Comlittee on Stete inmotments heving a
bearing on Commerciel BZanks' Lendings to
Agrioculture,

'A. 1670-71 Committee on Commerciel Benks' Lendings

| to igriculture,

5. 1971-72 £11 Tndie Tebt and Investment curvey.

6. 1970-76 Natiocnel Commission on igriculture.

2, 1671 Committee on iLerge Sized Adivesi Nulti-
purpese Co-coperstive Socoleties,

8. 1971 Report of the Study Group on Term Loans

Perticipetion Arrengements.

G. 1672 The Benking Commission.
10. 1973 working Group on Co-operatives.
11, 1573 Eveluaticn Committee for Secretaries

Cederizaticn Coheme,
12, 1974 ~orzittee on Lend Tevelopment osanks,
13. 1974 S5tudy Team on ZJo-cperetive Overdues.

14, 1975 Study Comnittee cun DNebenture lorus,
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Sr, No,
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15.

16,

17.
18,

’9-

20.

21,

22,

2.
25,

26,

Yesr

1975

1975

1976
1976

1977

1977

1977

1978

1978

1978
1573

1978

wWoerking Group to Review the Flow of
Institutionsl Credis especielly to the
Wleaker Scotlonus of the kural Comruuni ty,
Comuittee on Integration of Jo~ocperative
Credit Instituticns,

Conmittee on Comsumption Credis,

Committee ca the 'mlti-gency Approacgh

in Agrioulturel Finpange,

The iieview Committeer on the Regional Rurel
Banks,

Committee on the wWorking of the Lesd Bank

Seheuws,

Study Group to :txsmine In "etsil Present
Interest Retes Sohene of Co-operatives,
“orking Group on Simplificeticn of
Applicetion Forms end Lending :rccedures
in the Banks for ioens to Agricnlture snd
Allied Activities.

Committee to Study Funotioning of Publio
Seetor 3mnks,

Study Team on Intereat hates,

Expert Group on Agrioultural Credit Soheme
of Commereisl Sanks,

Working Group to ‘tudy the Interest Hate

Spreads in Agricultural Lending Seotor.
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27.

28,

29.

30.

31.

32,

33.

1978

1978

1979

1979

1979-80

1980

1980

“orking Group on Tifferential itates of
Interest.

Working Group on Agricultural Credit under
20 Folnts Progranme,

ARTC Stending Conmrittee on Agrisultursl
Loans Through Commercisl 3anks (ALCOB).
Working Group on Apex Finencial Tnstitutions
For Smell end Tecentralised Seator of
Tadustry.

Cozmittee to Leview Arrspngements For
Institutionel Credit for ‘griculture end
Rurel Tevelopment (CKRAFICAKRT),

Study Tesm on the Viability cf Kegiocnal
Aural Benks,

%working Group on the Modelities of
Tmplementation of Priority Cector

Lendings,
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CHAPTER TIT
PERFCEMANCE OF CO-OPERATIVES

(Co-operation meens working together. ) The principle
of co-operation is as old es humen scoiety. The history
of the emergence of family as an institution geve us a good
beginning of e co-operative style of living., Xost of the
religions recognise the need for co-operation not only for
religlous activities but also for scoio-economic essignments.
The joint family system in India from time immemoriel is one
of the best examples of co-operation. The holy seripture of
the oldest religion in the Indisn sub-continent, "Vefs",
states:

“Jsy you all have a common purpose

¥ay your hearts be in unison

¥ay you sll be the seme mingd

So that yon can do work efficiently well”,

Thus, the Hindu mythclogy 1s full of factual stories
of joint sction, shere in weelth es well as beattles
organised in groups for schieving common objectives., The
famous monumentael work "Artheshastra" of Keutilys states:

“Whoever stays sway from any kind of co-operative
undertaking shall send his servants to carry on the work,

1
shall heve a share in the expenditure but none in the profits,

1. Quoted by Lough, E.M. 'The Co-cperative “ovement in
India , 1966, pp. 43.
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This implies utmost priority for co-operative activities.K

Eoonomists heve also found oco-operation superior
to competition. Thus, ¥ill in his Principles of the
Foliticel Xoonomy (1876) wrote: "Co-operation is the
noblest idcal, It trensforms humen life from s confliot of
classes struggling for opposite interest to e friendly
rivelry in the pursuit of ocommon goael of all."” Industrisl
kevolution in Engled gave rise to cspitalism and therefore
exploitetion. Edwin Nourse stated, "The movement
(oo-operation) grew out of circumstences of the Industrial
Revolution and wes e resction agsinst early ebuses, or et
least, rigours of the Capitalistiec Industriel System.2
Thus, co-operstion wes sonceived ss the snswer to the
injustices of cepitalism and it was developed 28 en entidote
to capitelistio exploitation. Foorer men sew in it e price
adventage, egonomists & new incentive to efficienoy 2nd
The Ttopien Sceialists s method of developing e completely
new soclety.
3.1.2 CO-CPERATICN IN INTTIAN RTRAL FINANCE

In the =sbsence of organised sources of rursl credit,
moneylenders were operating in the Indian sub-gontinent end
the exploitetion of the rursl people by these moneylenders

negessiteted innovetion of & suniteble finenoisl institution

2. Edwin Nourse, "The Economic Frinciples of Cc-operation”
san artiocle in ricultural Co-operation, edited by
Mertin Abrsham Sen & Claué Seroggs, pp. 101,
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to replace them. The long sesrch for suitable institution
for rurel finenoce ultimately geve birth to co-operstive
socleties in Tndie,

The Government of ‘edres (1882) dlireoted Sir Fredriok
Nicholson to probe into the possibility of introduecing en
Agrioultural Benk, After thorough exsmination of the problem
of rurel finence “ir Nicholsen summed up his report in two
words, "Find@ Reiffeisen”., That meens, the introéuetion of
co-operative system is the answer to the problem of rurel
finenee. Since then, the importance of co-operstives was
recognised and, subsequently in 1904, the Co-operative
Socleties ‘ot was passed, The British Government, in order
to bring improvement in the working of the co-operatives,
appointed & number of Comnittees li<e Hoyal Commission on
Agriculture, Centrsl sndé Provincial Sanking Enquiry
Committees eto., whioch studied, es a part of their
egsignment, various aspects of co-operatives and made useful
recommendetions, In 1944, the GOI, appointed a committee
under the Chairmenship of Prof, T.RK. Gedgil to loox into
the problem of sgrisulturesl finsnoe. The Committee observed,
"we are in genersl egreement with the view that the spresd
of co-operstion would provide the best and the most lesting
solution to the problem of agriculturel oredit in partigulsr

and those of rursl esonomy in genera1.3

3. GOTI, "Report of the Agrioulturel Finenoe Sub-Committee"”,
(1945}, pp. &7.
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After partition, e number of Committees/.orking
Groups (detells provided in Chepter IT) such es, All Tndia
Hurel Credlt Survey (1951); All Indie hural Credit Review
Committee (1909); ‘Working Group cn Co-operative Polioy
(1960); end All Tndia ™ebt and Investment Surveys (1961
and 1671, exsmined verious aspects and maede suitabdble
reocmmendations towards efficient working of the
co-operetives,

3.1.3 STRTCTRE OF CO-CPERATIVES

Indie as well a= Bengledesh inherited almecst similar
cc-operative strusture becsuse the territories now forming
the two countries were under the seme iritish rule. There
were oredit es well es non-credit co-operstive societies.
Sinoe non-oredit societies are beyon® the purview of this
study, we indiocaste the strusture of oredit co-operetives
alone. Fundementally, there are two structures of credit
co-operatives in the two countries,They ere: (i, The short-
term oco-operetive structure known as 'rimary Agricultursl
Credit Societies (PACS); and (11) long-term sgrioulturel
oredit co-cperative structure eelled Lend Tevelopment Banks
in India and Lend ¥ortzege Banks in Bangladesh,

The short-terz co-operastive structure has three
tiers, {.e., (a) PACS at the gressroot level; (b} Zentrsl
Co-operstive 3enks et the intermedlate level and (o, Stete
Co-cperetive Hanks st the apex level, TIn osse of Jasngledesh,

Jetiya Samebasye Bank =t the national level asts es the epex
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body.

Long-term egriculturel oredit co-operetives in Tndis
consist of Primary Land iortgege/Tevelopment Banks at the
base level while Central Co-operative Land rortgage/
Tevelopment Senks (ZCLT'38) at the epex level., sut where
’rimary Co-operative Land TNevelopment sanks are non-existent,
the brenches of CLT'Bs work as gressroot level orgenisation,
In Sengledesh, Lend tortgage 3anks operate at the base level
having A1react contact with the Jatiya Samebaya Senk; there
is no intermediate layer like CLT'Bs as in Inéia,

Servioces to the ultinmate beneficleries are rendered
only through the grassroot level tier of the co-operatives,
The upper lnyers»; both intermecdiste and apex - are reeslly
meant to fecilitate the working of the gressroot level
co-operatives. The operational efficiency of the other
layers of co-operatives is ultimetely reflested in the
performsnce of gressroot level co-operatives., In other
words,a study of the performsnce of grass root level
oo-operetives 1s representstive of the health of the
co-operative strusture. This is why, we have decided to
examine the performence of co-operstives at the grassroot
level only, with pertiounler reference te the following
aspeots:

A. (1) Performance of the co-operatives es to the
coverage of rursl sress &s well as rural

populece;
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(11) Performenoe of the co-operetives in regerd to
mobilisstion of thrifts ineluding deposits;

(111) Ferformanoe of the co-operetives as to the
extension of credit scoommodstion along with
Tecovery performence towards meintsining
revolving ocharacter of loaneble resouraes,

%hile the above three aspeots form the meain focel
peints of our appraissl of the go-operatives, an attempt is
elso made to cxamine two relstively less important aspects,
whioch, we belisve, are useful indlestors of any
organisational health, Thesas are:

(1v) Performanoce of the co-cperatives in oontrolling
the opersticnal ccsts at a reasonable level, snd

(v) Performence of the co-operstives in earniag

profits,

B. i oomposite index 1= sonstructed teking all the five
aspects stated in (A) above, in corder to see thes growth of
effiocliency ovsr time,
C. Changes in the level of development of co-operstives
are also measured using 10-point scale of Aevelopment of
the verious indicators pertaining to the five aspeots
stated in (A) ebdove,
Ty Finelly, an sttempt is alsoc made to identify the
fsotors influencing the supply of eo-operative credit in
the rurel economy using multiple regression,

The exswination 18 mede in three seotions:



82

(I) Performence of short-term co-operative struoture,
(11) Performence of long-term co-operative structure, end
(ITI) Performence of co-operatives as a whole,

The pattern of analysis is similer for sll the three
struoturee, excepting the (III) where iu addition of A to
C, 1dentification of fectors influencing the suppiy of
co-operative credit es embodied in () above is also
attempted.

3,2 SECTICH I

PERFORMANCE NF SHORT-TERM CC-OPERATIVES

Short-term cc-operative structure in both Indie end
Bangledesh 18 cherscterised by primsry socletles which sre
associatiocns of borrowers and non-borrovers residing in
one locelity, known to each other snd teke ilnterest in
cne another's effeirs., These primary scoieties may be
single-purposes ocr multi-purpose societies,

In Bangledesh, two streems of primary co-operstives ere

running simulteneously, (i) Primary Societies on traditionel
pettern, and (11, societies maneged under integrated rural
development progremmme which is known ss "Comilla lLodel™
IRDP co-operatives. The two streems are taken together for
the purpose of our anelysis., All these socoieties fcrm the
primery credit structure which hereinsfter shall be referred

to es Frimery Agricultural Credit Societies (PACS).
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3.2.2 Mansgement

All the shareholders irrespesctive of their
participetion in the share cepitel are entitled to a say
in the menegement with one member one vote as the prinoiple.
A oconni ttee of mansgement {noluding president snd secretery
are elested every year to look after the day to Aay affeirs
of the PACs, This management pattern is more or less the
seme in both Tnédle and Bsngledesh,
3.2.3 Hesources

The PACS in both the gountries raise the reyniread
resources from shesre-capital, membership fees and Aeposits
of the members ss8 mlso of the non-member sympathisers,
3esides loosl resources, PACS slso obtein borrowed funds
from higher financing nzencies like Central Co-operstive
Banks ete, 35ut the maximum borrowing power of PACS {s
fixed et @ speoific frection of the value of net asmsets of
the sosicties. There is no significent Aifference in the
funding pettern of FACS of the two countries, except in
respect of the besis for borrowings,

3.2.4 (A) FIVE POINT STYLE OF ANALYSIS

As stated esrlier, the performence of five sspects
i.e., coverage, resource mobilisation, credit extension,
cost-cocntrol end profits-earning sre examined in & seguentiel
order, In addition to TnAla and Banglsdesh, VWest SDengel is
also inocluded in the ocomperstive anaiysis, Thies is done

becanse by heritsge and structure of the rurel economy,
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West Bengal 18 very much similar to Bangledesh then eny
other state in India,
(I) Coverage of the PAC”

Tate provided in Table 3.1 show thet the number of
PACS declined signlrioantlg over the period in ocaese of
all India as well es west Hengel while the sesme grew (gil)
significeantly in case of the PACS of Bsngladesh. On the
other hand, both number of memnbers end borrowing members
grew (gl) significently in all the three reglions under
comparison. It cen be noted from the table thet gzrowth of
mempbers and bdorrowers in eese of Bengladesh PACS wes not in
conformity to the growth (g1) of the number of sooieties.
The decline in the number of societies in Indla end ¥est
Bengal cau be attributed to the deliberate polioy of
reorganisation of the PACS into viable ones while it was
not the case for PACS in Bangladesh, That Bangladesh
preferred mushroom growth of PACS neglecting viabiiity
oonsideration is evident from the decline (g2, of both per
society membership as well as number of borrowers per
soclety. Doth these indicators in case of India and West
Bengal registered substential rise (g2). EBut, in case of
Bangledesh, per society menbership éropped from 74 to 50 end
per society borrowing members dropped frem 1§ to 11 over the

period.

4, Significant wherever mentioned in the report mecens
atatisticelly significent.
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The borrowing members es a proportion of total members
showed & marginel decline over the period in case of both
India &8 well mas Bangladesh while the seme recorded
significent growth (from LO% to 50%) in cese of the State
of West Bengal, The trend witnessed in csse of Tndla es
well es Bangladesh indicates greater concern cf the PACS
to make more rural people members of the scaleties then for
meking loens tec & lerger number of the members, Foor
perfermance of Indie 1n this regerd, cen slso be attributed
to very low losning esctivity of PACS in some cof the Stetes
like Ascem =nd Jemmu and Keshmir, Though the position of
west Sengel as menticned eeriier eppeers to be good, 1t has
still scope to luprove when compared tc the performence of
say, & ~“tate like Temil Nedv,

Growth in berrowing membership is considered by us
as en indicetor of effective coverege of P2CS, The growth
(£2) of borrowing members per hectare of Gross Cropped Area
(GCA) recorded en npwerd trendé over the period in case of
both Irndie snd Bangladesh, though i1t wes higher in oese of
the laster, West 3engsl's performence in torms of this
indicator wes guite close to that of Bengledesh, HRelatively
hizher zrowth of borrowing members by heectare of GCA in ocase
of Sangledesh can partly be attributed to low performance in
the beee yesr end partly tc merginel decline of GTA to 12,6

milliorn. heoteres in 1978-7¢ from 13.3 rillion hectares in

1969-70.
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Rural people are the ultimete benefiolaries of the
services of PACS. Tt oan be gleaned from the tsble that
growth of borrowing members as a proportion of rural
populetion showed upward trend both in Tndis as well as in
Sengledesh, The performence of 'est 3engal PACS was
reletively better than Bangladesh, Though the trend was
positive in ell the three regions, in none of the regions
the coverage of raral populetion es borrowers could exceed
even one-twentieth of the rursl populetion,

: 1 98 ¥anegement of Resources

s stated eerlier, PACS in both Indis end Banglaedesh
draw their resources mainly from (@) owned funés like share
cepital, reserves end retained eernings, (b) Teposits from
members and non-members, and (¢, Borrowings from Central
Co-operative Benks, These are the main sources of working
oapital.5

Informetion relsting to growth of resources of PACS
are furnished in Table 3,2. It can be perused that working
capital, es also its verious ocomponents, of the PACS of sll
the three regions under comparison registered signifiocsnt
upwerd trend (g1) during the decsde under review, The growth
rate of working cepitel was & little higher (14%) in ocase of

Sengledesh FPACS compered to thet of India (13%). BSut, working

5., RBI defrfines working cepitel as total of ell items
appearing on the liebility side of the balence sheet,
excluding the contra-items and mcoumulsted losses.
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cspital of West Bengel PACS registered s still higher growth
rete (18%). Growth of borrowings in case of iest Bengsl
PACS was higher than for other regions. This mesns relisnce
on borrowed funds was more in oese of Viest Bengesl PACS
compared to others, However, the significent inoresse in
working ecapitsel and its verious oomponents cen partly be
attributed to inoresse in the number of members and partly
to inoresse in comm!tment of the Government towerds rural
development by way of augmenting refinsnces tc the
co-operatives,

An enelysis of the relative position of 4ifferent
components of working capitasl shows that the shere of owned
funds and Adeposits showed upward trend (g2) only in oamse of
PACS in Bangladesh while the same declined in cese of PACS
of India as well as lViest Bengel, 3etter performence noticed
in regerd to deposits in case of Bangladesh FACS was perhaps
due to compulsory weekly saving system of IRTP co-operatives,

It oan be seen from the same table thet, though in
ebsolute amount borrowlngs grew (gl) significantly in onse
of PACS of ell the regions, as a reletive proportion to
working cepital, it showed s merginelly declining trend in
ell the three regions.

A part of co-operatives' resources in approved
investments is mandetory by leaw, The modes of investment
provided by the rules sre: purchese of Government seourities,

sheres and debentures of eny other, preferasbly higher,

!
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finsncing sgencies, Aeposits with CCBS or in other scheduled
commercial banks with prior permission of the registrer of
co-operetive sooleties, It is seen from the teble that
investment a8 e proportion of working cepital declined in
oase of co-operatives of Indie and West Bengel, (n the other
hand, in case of PACS in Ssngladesh, it inoressed from 114
to 17% during the periof under review. It seems thest PACJS
in India had invested minimum emounts required 1in order to
incresse their loesnable resources while Bangiadesh FPACS
appeared to have preferred geins out of investments with
least risks and hazerds.
(ITI) Losn Cperations

A psrusal of the dste relating to loen opersticns
(Teble 3.3) show that loen 1ssues reglstered almost the same
ennual sompound growth rate (g1, during the period under
review in case of India as well as Bengledesh, the growth
rete for «est Sengel PACS was more than donble sompared to
that of Bengladesh. All these growth retes were found
statistically significent, The rste of growth (g2) of loan
issue per society snd thet per borrower was small for PAC
in Indie while in csse of Bangladesh PACS, loan issue per
society feclined and that per borrower recorded only a
merginsl rise during the period, Further, the performence
of both these indiocstors in respeot of liest Bengal PACE wes
much better than for Benglsdesh, The unsstisfrotory

performance of Jengledesh PACS is meinly a conseguence of
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the pelicy of encouraging mushroom growth of PACS,
Aisregerding the need for reorganising them into vieble ones
es was fone in Indies, Another factor which explains the

(per scolety end per borrower; poor performence of Bangladesh
FACS 1s the erretic beheviour of incrementsl emount of loan
issue &8s ocompsred to significent growth (gl1) recorded by P4CS
in India end West 3engsl.

The growth in the supply of losn issue during the
period when considered as proportion of G™ from sgriculture
88 8180 the rate of growth in per ospits (rurel, ioan issue
were relatively muoh better in osse of PACS in Indle compered
to those for PAQCS in Sengledesh. Tn feot, lcean issue by
Bangladesh PACS es & proportion of G'FP from agrioculture
declined over the period from 0.31% to 0.45%. The growth
record of liest 3engsl PACS in this regerd wes muoh better
meinly becasuse implementation of land reforms whioch enabled
share croppers to PACS loen services which were denied to
them esarlier, Compared to 1t, the relatively lower growth
retes recorded by PACS in Indie may pertly be sttributed to
the alreasdy high performence in the bese yeer (3.42») and
pertly to low =otivity in respect of loan operstions in

some states.

Regovery Performance
Like loen issue, recovery in sbsolnte smounts elso
rezistered highly significent snnual compound growth (gl)

in oase of PACS of all the three regions, lowever, during
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the period, there was e decline in per sooclety recovery in
oese of sSengledesh PACS., This implies thet recovery in
ebsolute amount reglstered growth, not beorise of per
society recovery performense but beosuse of ineresse in the
number of societies, Fer borrower recovery performence
recorded sstisfsatory growth (g2) in all the reglons, This
growth in per borrower recovery of senglsdesh PACS, despite
decline in the per society recovery,cen be attributed to a
decline in the number of borrowers per society.
Cverdues

Cverdues of PACS in ebsolute smounts grew (z1) in
ell the three regions bnt the growth rste was not
stetisticslly significent in cese of “est Sengni, When
recovery is considered in relation to demand for colleotion,
it shows thet recovery rate of all India PACS deoclined from
63. 1n 1966-70 to 56% in 1978-7G while for “est Sengel it
incrersed to 51. in 1978-79 fro= LO. to 1969-70.6 Sueh
informstion is not avellsble for Bsngledesh. #s suoch, e
crude estimete is mnde of the proportion of recovery to
previous yesr's outstending loens, This estivate indicates
that overdues got more thsn doubled during the period
(Table 3.3).

Per borrower overdues es well as per society overdues

grew (g2) in 8ll the regions, of course, at varying rates,

6. RBI, Statistigal Statements Helat! to Cooperstive
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Per society overdues grew at a lower rate in ¢ease of P2025
of Sesngledesh mainly becsuse of inoresse in the number of
socleties,
(IV) Menegement of Cost of Operation

It 18 evident from the eveileble informstion (Table
3.4) that per soolety operational costs increesed et a higher
rate (g2, in case of PACS in Indis (20),) compered to those in
sangladesh (5:). The festest rate (31%), however, was
recorded by West Bengel PACS., It should be borne in minAa
that compared to the price rlse,7 growth of operstional
costs was rather lower in oase of Banglsdesh PACS end it wes
relatively higher for Indian PACS, The Indien situsticn is
partly e consequence of the reorgasnisation of PACS requiring
esppointment of pald secretsries leading to e rise in the
operetional costs,

liowever, when operaticnal sosts were considereéd ams
proportion of working cepitel and es per unit of loan issue,
it oen be seen that growth (g2, of these ratios wes rather
higzher in case of Bangladesh FACS goapared to thet of
Indian PACS., The ratio of operstionsl costs to worsing
capital in cese of West Sengal PACS wss higher compered to

thet of Bengladesh while ocoosts per unit of loen issue in case

7. “verage annual growth of CPI in c¢cese of Tndis was around
10> while thet for Lenglsdesi wes above 30, during the
period 19069-70 to 1978-79.

Souroe: IWF, Internationei Finencisl Stetistics, 1631,
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of West Sengel PACS grew st a lower rate than for Banglsdesh.
Low per unit costs of loan issue in case of “est Sengsal,

in spite of higher growth of ner sosiety costs of operstion,
cen be attribnted to inorensed loaning setivities in the
“tete Aduring the period under review,

Tt is observeA thet payroll sosts in 811 the three
regicns wnder comparison grew =t 2 mmeh lower rate (less
than 1% $n osse nf Indias anA hest Sengml "4CS and a little
more than 1% in sase of Hengladesh FACS) than the zrowth of
total operetional ecsts, Higher growth of eosts per unit of
loen 1ssue in csse of Sanglsdesh can be »tiributed to lower
loening =ctivities in thet conntry. The main somponent of
6osts - other then payroll ocosts - the costs of funds whioeh,
fue to lack of Aissggregated information, conld not be
further examined,

(V) Profit Ferformange

The ability to earn profit is en importsnt indicator
of eny commerciaml orgenisetion. Though P2CS are not
gcmrercisl crgenisstions, they sre expeoted to operate in
sunoch 2 way a&s to earn reasoneble amount of profit.

Profit performenrce of Bengladesh PACS wes better
compared to that of 211-Tndia PACE, Turing the deoade under
review, Bangledesh PACS incurred loss for one yesr only
while TnAdien PACS incurred loss for two yesrs, West Bengal
PACS, however, incurred no loss in eny yeer of the deoade;

of course, in the year 1G71-72 the smount of profit earned
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was very meagre, Profit performsnce judged® by per sooiety
profit, ocupled with profit as proportion of wor«<ing ocspitel,
shows thet there was a substentisl deocline in both of these
in case of PACS of Tndie 2s well as of sangladesh (Table
3.5). The feoline was rather substentiel for the later
years for India, TIn case of West Bengsl PACZ, while the per
society profit performsace improved by sroun: four times
over the period, profit as e proportion of working capitel
declined in almost the same proportion as in osss of
Sangledesh P.0S, The relatively poor profit performence of
Indian PACS oen pertly bdbe attributed to the aiready high
performanse in the base yesr end pertly to the popolist
deasislons writing coff overdues relating tc FASS in some
Stetes. The decline in profit as a proportion of working
cepitel ia spite cf inoresse in the per soclety profit in
cese of Jest Bengal PACS can be explained by the handling

of a lerger volume of working ospital per PACS,

#hen profit as proportion of wor«ing ceplital is
congsidered gs en effective test of profit performasnce, it is
found thet PACS of sll ths three regions perforaed very
pocorly. ‘s the retic was less then 1 per cent, PACS in all
the three reglons earned much less than the opportunity
gosts of funds employed in them. (The curreat rate of
intcrest of riskless fixed Ffeposits is zore them 10 per
cent per eannumn while the esrning rate ie much higher in

risky commercisl ventures).
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3.2,5 (B) CC:POSITE INNEX OF GROWTH

Seculer growth of verious indiscstors, however
relevent, gives only @ partiel view of the growth
performenoe. Therefore, sn sttempt is made here to
construct a composite index of growth, tsking into acoount
loen end non-loen aspects of PACS operations, Six
indicetors are considered in measuring corposite growth of
loan operaticns while seven indicstors sre tasken for
scomputing composite growth of non-ican efficienocy indiostors.
The loan end non-ican efficiency indioators sre given equel
welghtage., Tetsils of the method adopted in constraecting
conposite index of growth are provided in Appendix A, A
comparative ploture of the composite growth index of "ACS
of the three regions i.e, India, Bangladesh end West Lengel
is depicted in Chart 1, The composite growth cof performence
of ell the three regions showed improvement over the period.
Relatively, composite growth of Bengladesh PACS 1s observed
to have been more erratie then the other two regions, Such
growth index, in case of Indian PACS, wes by far the most
consistent while that of “est Bengal PACS showed the highest
rise, ‘There wes, however, s deoline in the index, oommon
to ell regions, in the yesr 1971-72, It was probsbly due
to the inmpact of the liberation war of Bsngledesh. The
sharp upward trené of composite index since 1977 1a osse of
Vest Bengel PAJS can be attributed to lasrger volume of

loaning activities éuring the period. The volume of loen
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operations of West Bengsl PACS substantially incressed sinoce
1977 meinly because the share oroppers, for the rfirst tirme,
were grented PACS loan fecilities. n the other hend, the
erratic behaviour of composite growth index in cese of
Bangladesh PACS esn primerily be sttributed to low loening
sctivities in some years owing to non-aveilebility of
adeyuate funds frox the refinenoing sgeuocies. The not so
encouraging growth trend of composite index witnessed in
case of All-Tndie PACS can be explained by the poor
performanse cf PACS in some of the Ctates like Jmmmn ana
Kaghmir, Asssm, other Festern States end some of the "mion
Territories.

Composite growth performance, separately, of losn
snd non-losn effiscienoy indicators wss shown in Chert TI,
It can be seen from the disgrsm that loan indiocators
recorded better performence them non-loan effioiency
indicators. The gap Letween the growth of these two groups
of indicators wes wide in case of Tndiamn PACS compered to
that of Bangladesh PACS., Tt wes by far the widest in csse
of West Bengal PA(CS,

Of the non-loan efficiency indicators, it is found
that resource mobilisation and nrofit performansce were not
encouraging in case of PACS of all the thres regions., 1In
most of the years, in all the three regions, resource
mobilisetion end profit performance of ’ACS were lower then

those in the base year. Other two non-efficiency indicetors,
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viz, coverage end control of operationel costs, also
registered lower growth performance Auring the perioc,

From the sbove enelysis, it is spparent that
reletively more emphesis was given for loan performance
oompared to non-loan efficiency indioators like effeotive
coverage, mobilisetion of resources, ocontrol of cost of
operations and earning profits.

3.2.6 (C) CHANGE IN THE LEVEL OF TEVELCPMENT

The composite index, no doubt, has provided us with
useful insight into growth pattern of PACS, but it feiled
to indloate the level of ¢evelopment in eash of the reglions
under comparison, All the five espeots under two broad
groups, i.e., loean and non-loan performance indiocators es
was oconsidered while oconstructing composite index, sre elso
considered to essess the level of development in eeoh region.
A 10-point scaele is used to denote Fifferent steges of PACS
development, Tetalls of the method used in asseasing the
level of development are disoussed in Appendix B,

The socore velues denoting the level of fevelopment
of PACS over the period ere shown in & disgrem (Chart TIII),
whioh deplots thet the level of develcpment of PACS wes the
highest in case of Indis except in the lsst two yesrs when
West Jengsl by pessed i1t. Bengledesh witnessed the lowest
level of Ffevelopment of PACS during the period. The gap in
the level of Aevelorment remeined wide throughout the period

between Bangledesh PACS snd Tndlan FACS es slso between
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Bangledesh end West Bengsl PACS,

An in-depth study of the level of Aevelopment reveals
thet in all the three regions under comparison, performsnce
of non-losn indicators was far below thet of loen indicators.
The level of Adevelopment of °ACS in cmase of .est 3engal and
Indie could have been even better if the level of development
of non-loan indicators were higher, It was found that vest
Bengal PACS emphasised on messive rise in the loan operstions
to the neglect of other aspects of development,

A decline in the level of Adevelopment in ell the
three regions during the first two years 1s understandeble
in view of the involvement in the wer of liberation of
Benglrdesh, The decline in the level of development in
the years 1973-74 and 1977-78 in oase of All-Tndie PACS wes
partly due to low sctivities of PACS in some states, Low
level of development of Bangladesh PACS during most of the
yeers was due to a number of fectors, such as irregular and
inaedequete refinences, large number of non-vieble socleties,
poor internel menagement snd leck of oontinuous support from
the state owing to frequent government ohenges,

3.2,7 CONCLUSION

The number of PACS which incremsed significently in
Bengladesh declined in Indie as also in West Dengel., TMespite
this decresse in the number of socleties, both number of
members and borrowing members per soclety increased

substantielly in case of Tndian PACS, while there was o
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decline in both in cese of Bangledesh PACS, It implies,
effeotive coverage of PACS was relstively better in Inaie
than in Bangladesh,

Though the aggregeste working capitel es well es its
components of PACS inoremssed signifiosntly, the relative
proportion of owned funds end Adeposits declined in onse of
PACS of all Indis and .est Bengel. The smount of investments
as e proportion of working ospitel desclined over the period
in case of Indien PACS while 1t was the reverse in osse of
Bangledesh PACS, Investment of more funds by PACS than the
minimum required, reduces loeneble funés defeeting the main
purpose of their funetioning.

PACS' losn disbursements in all the three regions
increased substentisliy but the inoremental flow of
disbursements was highly erratic in case of Sengledesh PACS,
The inoresse in the overdues as proportion of cemand for the
regovery was disturbing for both All-Indie end Sengladesh
PACS,

Per soclety cost of operatiocn has seculsrly increased
in all the regions. Cost incresse wes largely dne to increese
in the non-payroil costs, the msjor component of which is
the cost of funds both for refinances end deposits. Compered
to the average rise of PACS, the cost escalation was not very
much unfevourable in csse of Sengledesh PACS,

Profit performsnce of PACS both Indian and Sangladesh

deteriorated over the period.
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The estimated composite index of growth was not
smooth over the period in oese of FPACS of Indie es well as
Beangledesh, However, there wes an underlying upward trend
in cese of PACS of all the regions.

The level of development of PACS was highest in Tndte
excepting for the last two yesrs when West Bengel by passed
it. The level of fevelopment of Bangladesh PACS throughout
the period wes lower ocompered to that of either Inéia or
Wwest Sengel. Tt was found that in both the countries PACS
put grester emphasis on loaning operations neglecting
effective coverege, mobilisation of looal resources, sontrol
of operationsl costs snd eernings of reasonsble rate of

profit,

33 SECTION TI
PERFCHMANCE OF LONG-TERY CO-CPERATIVES (LTCS*j

In Tndie, long term co-operative structure comprises
Prizary Lend Tevelopment 3ank (PLD3; at the base level ang
Centrel Land Nevelopment Bank (CLPB} et the epex level,
Where PLMBs do not exist, CLT3s set through their branches,
LTCs in Bangladesh oonsist of Land Xortgege Senks (LMBs) et
the bese level heving direct connection with netional
co-operative benk - Jetye Samabaya BSank,

3.3.1 iesnegement
The Wenegement of the CL™Bs 1s vested in boerd of

directors consisting of 7-9 members., In some states, 2-3

¥ LTCs henceforth shall refer to grassroot level operstion
by PLT™3s or by brenches of CLTIs or by LM3s,
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directors =re nominsted by the State Government., In gese
of PLM™Bs, CLT™3s nominmte one Airector to the board, The

tenure of the borrd of directors is normally three years,
The day-to-day operstions of the PLTBs/L¥Zs in both India
and 3anglsdesh ere looked after by e mansger essisted by

gupporting starf,

3.3.2 Hesourges

LTCs 1n both Tndie end 3Bangledesh reise resources by
issue of shere capitsl, sAmission snd other fees, Aecposits
and borrowings, The oniy exception ss regerds L1Cs in India
is thet, in eddition tc borrowing from higher finencing
agencles, they elso secure funds by issuing debentures,
FLTE8s by themselves 7o not issue debentures bnt their
respective reglonel CLT2s issue debentures snd distribute
the funfs thus relsed smcng the member-PLTIs under their
Jurisdiction.

Issue of debentures requires mortgege bLscking, Nesny
of the CLTEBe laok necessery financial resources to offer
mortgege in order to float febentures, Tn such sircumstences,
the respestive state governmente provide temporary finsnciel
essistence referred to es interim scoomnofetion to the CL"Ss
enabling them to offer necessary nortgeges,

3.3.3 (A) FIVE PCINT ANALYSIS

An snalysis of the performence of the LTCs at the
gressroot level 1s sttempted here taking into acecount:

coverage, resources, loen operations, cost eccntrol end profit
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earning.
(1) Coverage of the LTCs

A perusel of the informstion releting to coverage
by LTCs et the grassroot level (Table 3.6) shows that the
number of beanks during the period under review inoreessed
signifiocantly (21) in India and only merginslly in
Bengledesh. The growth in number was slso musch higher in
orse of West HJengal compared to Banglasdesh. The growth (gil)
of number of regular members wes lower in Sengladesh
eonpared to that in Indie and West Bengel., ¢(n the other
heand, zrowth of the number of borrowing members was higher
1n crse of Sengladesh compareé to thet of both Tndia and
West Bengel., This growth in cmse of Besnglesdesh, wes due
to & very small number of borrowers (around 1000) in the
brse yesr, For the same reason, Bangledesh also registered
e relatively higher growth gompared to both Indie snd West
Bengal in regard to the proportion of borrowing members to (i)
rural populetion, (11) borrowing members ss proportion of
total reguler members, snd (111) borrowing members per
hectare of gross oropped srea, Another resson for higher
growth rete of borrowing members per hectsre cf GCA in cese
of Bangledesh is that the later declined marginelly in tke

terminal year compared to thet in the base yesr.
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(IT) Manegement of Resources
From the furnished informetion (Table 3.7), 1t cen

be seen that working capital of grassroot level LTCs
registered significent average annual growth (g1) in ell
the three regions. Further, own fund and borrowings of
PLTBs/LMBs elso recorfed signifiocent rise (gl) in case of
Tndis and Bangledesh. However, growth (g1) of deposits was
not found to be significant in Tndia as well es Bangladesh.
An aenelysis of the relntive growth of verious
components of working ocepitel shows thst owned funds
nerginally increased in case of India. On the other heund,
there was the substantial decline in owned funds in oese of
Bangledesh whioh was probebly e result of large soasle
withdrawal of share cepital eonsequent on unsatisfsotery
perfornence of LMBs, The relative share of deposits in the
working capitel declined in onse of LTCs of both the
countries, Borrowings of PLDBs &8s proportion of their
working cepitel merginelly Aeclined while it rexistered a
rise in Bangledesh which can partly be esttributed to the
low proportion of borrowings in the base yeer. Tt is
evident from the fect that the proportion of borrowings of
Bengladesh 1MBs even in the terminal yesr was lower then
that of Tndim or %est GDengal In the base year, One probeble
reeson for this iz the ineadeguete amount of refinances mede
evaelileble to the LMBs by the governmernt in the earlier

period. Contrary to Bangladesh csse, the reletive share of
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owned funds end deposits in the total incressed moderately
in gese of PiLTis in West Bengal,

FLTBs' investments ss proportion of their working
capitel, declined in Indila and “est Bengal while it recorded
substential size (aversge annuel growth of 20.) in ca2se of
Bangledesh., It seems, °LTBs in India rightly preferred
maintaining legelly required minimum emount es investment
in order to sugment their loansble resources, ©n the cther
hand, substantlsl rise in the shere of investments 4n
working oaplitel in Bangledesh implies thet Li'ds in that
country deliberately pursued e poliey of investment mbove
the reuuired minimum level, Tisoussions with the chief
exegutive orfiza revealed that the LMBs do 80 to keep a
minimum reasonable level of resources in view of thae
irregularity of refinances and unsatisfactory recovery
trends. iowever, this bvehaviour is not only ageinst
co-operative ovjectives but elso unesonomio as investment
income is invarisbly lower compared to interest income on
loans,

(ITT) Loan Operations
Detes preseated in Table 3.8 relating tc loan

operations of LICs show thet the supply of loans to ultimate
borrouerss registered e substantially high compound growth

8. In case of Indla, in order tc obtain totsl long-term
loan issued to the ultimeate borrowers, the smount of
losn issued by the brenches of CLMBs to the 1ndividuels
were salso teken into account along with the loen issues
of the PLDEHs.
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per ennum (g!) in Tndia, Bengledesh es well s in West
Bengel. But the growth (g1) of inoremental loan issue,
among the three regions under comparison, wes significent
only in cese of Vest Bengsl LTCs.

Growth (g2) of per Bank9 loan issue was higher in
oase of Bangladesh compsred to that of Indie end West Bengel,
Higher growth of per bank loan issue in cese of Bangledesh
L¥Bs wes due to low per bank loan activity in the base year
and also begause of preotiocally nnohanged number of brenches
over the periocd. That per benk Ll¥Bs loen aotivities in
Bangladesh were very low is evident frou the feet that even
in the terminel year (1978-79), per bank loan size of LMB in
Bangladesh was much lower (Tk, 0.66 m., than that in the
bese year of PLDBs in Indie (Gs. 1.4 m.).

An asnalysis of the loesn issue by rurel populaticn
snd elso by per heotare GCA show that Bungisdesh LiBs had
higher growth (g2, in this regsrd compered to that of PLTBs
of Indie and West Sengel, which wes partly becsuse of low
loan performsnce at the base yesr. 7Thet the performence of
Bangladesh Lliss in respeot of operstions wes poor is elso
evident from the growth of per borrower loen whioch in spite
of steep rise in the price of inputs remeined elmost the
same (Tk 800) even in 1978-7G as it was & decade before.

On the other hand, per borrower loen size more then doubled

9. Here benk means PLTB/LMB,
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in cese of Indien as well as West Sengal PL™Bs, This rise
in per borrower loan in Indies oannot slso be regarded es
setisfactory when ocompsred with the rise of prices of inputs.
Regovery Performesnce

Like loan issue, losn recovery in asbsolute amounts
also registered a highly significent growth (g1) by grass-
root level LTCs of Indis, Banglsdesh and iWest Bengel, :Sut
when recovery is considered in relation to demand for
colleotion, it is found that recovery rste of Indian PLTBs
deslined to S4» in 1978-7G from 77% in 1969-70; 1in ocsse of
West Bengel PLTBs; however, the recovery rate inoressed by
Q% during the period. Hesovery rate in cese of Besngladesh
LiiBs could not be celoulated for lecxk of reguired
information. It is slso found thet though per bank resovery
increased substentially in ell the three regions, per
borrower resovery grew (g2) significsntly only in case of
Indian LTCs,
Overdues

The amount of overdues registered & significent zrowth
in cese of LTCs in India ss well in Besnglsdesh during the
period; growth of overdues, however, was not significsent in
cese of “est Uengal LTCs, .in snelysis of overdues in
reletion to demané for collection shows that the proportion
inoreased to 45% in 1978-79 from 33% in 1669-70 in csse of
Indien PLTBs while the same ratio declined from 51: in
1969-70 to 42% in 1978-79 in cese of West Sengal PLT8s. The
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relevant information i{s not sveilable for Bengladesh LiBs,
However, an attempt is mede to estimate growth of overdues
basing on the preceding year's loan outstending, which shows
that the proportion of overdues remasined almost unchanged
(eround 50%).

Per bank overdues recorded substantial growth in osse
of LTCs in India. This is neturel in view of the substential
inorease in the per benk loasn issue rs well &8s per bank loan
outstanding and elso es e result of low resovery performance
in some of the States, Further, per borrower overdues grew
(g2) et a high rate in case of TnAian LTCs while the seme
declined for Bsngledesh =nd West Bengal LTCs.

1
(1IV, Mane gement_of Cperaticnal Costs ¢

Tate provided in Teble 3.9 shows that per benk cost
of operstions grew (g2) substentislly in esse of LTCs of
Bangledesh (18%), Indis (13%) es also of the state of West
Bengel, ¥hen operstional gcost es e proportion of working
capital i considered it 1s obscrved that the retio inoreesed
for LTCs of Indis and Bengladesh; 1t, however, declined in
case of West 3Bengel LTCs. Cperstion costs as a proportion
of working cepitsl was higher in Bengladesh then in India
or Vest Bengel, The position of Bengleadesh in this regerd,
osn partly de explained by the relatively low volume of

working cepitasl compered to other regions (see Table 3.7).

10. In case of both all India and West Bengel costs of
operetion of PLTBs sre only oonsidered here.
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Tt cen be gleened from the table that payroll scost es &
proportion of totel sost, declined for Tndisn, Sangledesh
and “est 3Jengal LTCs,
(V) P t Fe ange

It is observed that while LTCs in Indis earned
profits only for four yeers, in 3angledesh the same earned
profits for all the yeers, though of those insignificant
amount. Information provicded in Table 3,10 indiocates that
per benk profit, in the terminal year (1973-79) ms compsred
to the initial yeer, declined in ocesse of India while it
inoressed in Bangledesh snd ‘est Bengal., Profits of LTCs
as proportion of their working cepital, declined between
the base and terminel yeers in Indla end Bengladesh, while
the proportion inecressed by 2.5 times for West Bengel LTCs
pertly beceuse of improved recovery performsnce in the Stete,

Though profit is not the sole eriterion of efficiency
of LTCs, profits earned by LTCs of none of the regions, i.e.,
Inéia, Banglsdesh snd Nest Bengal, osn be regarded es
reasoneble in the light of the opportunity costs of the
funds employed in the LTCs.
3.3.4 (B) COMPOSITE INTEX OF GROWTH

Having appraised the performance of LTCs in terms of
coversge, resources, loan operations, cost contrcl and
profit-earning in the preceeding few peges, we examine LTCs'
growth by oonstructing o composite infex using the five

aspects and the relevent indicators perteining to esch of
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them, 3Secular growth of vsrious indicators, however
relevant, give only e partisl view of the growth performence.
lHenoe, the need for the composite index. In all, thirteen
indicetors are erresnged into two brosd groups, i.e,
indiostors perteining to (1) loan performsnce snd (ii) non-
loan performence, Coverege, resource msnsgement, cost
control and profit eerning ere regarded es non-loan
perfermence indloestors, The relevent detslls ere presented
in Appendix A,

The score velues obtsined for composite index are
presented in a 4iagram (Chart IV), depleting ths oversll
growth trends of the gressroot level LTCs in Indis end
Bengladesh, It is seen that the zrowth of Indian LTCs wss
relatively more smooth while that of Sengledesh LTCs was
subjeect to frequent year to year fluotuetions, The growth
of West 3engel LTCs was steady and smooth indicating elmost
indisturbe® upwerd trend all through the period,

The performance of loan and non-loan indicators is
shown in Alagram V, 7Tt osn be seen from the ohart that the
undicators of Indien and ¥West Bengal LTCs loen performence
was much better then thst of non-loan performensce indicstors.
Contrary to this, the veheviour of LTCs' loen efficiencoy
inéicators in Bengladesh was more unsteble than that of the
nen-loen performsnce indicators. This osn pertly be
ssoribed to unsettled psrtiel conditions Auring those years,

The performesnce of LTCs index for Indis could heve been much
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better but for their poor working in some of the Stetes,
The reletively better performance of composite index
witnessed in case of LTCs in Vest Bengel was primarily
becsuse of messive loan operstions after 1G77.

3.3.5 CHANGE IN THE LEVEL OF TEVELOPYENT

The ebove composite index of growth, no Aoubt, has
provided us useful insight into the working of the LTCs but
it does not indicste the level of Aevelopment of LTCs in
esch of the regions, Hencé, the need to sssess the level
of development of LTCs, All the five sspects of performance
effiociency disoussed in (A) eerlier and used in constructing
the composite infex, sre also taken into essoount in order
to assess the level of development of LTCs. 4 ten=-point
socale denoting the Aifferent steges of development is used
for the purpcse, The detsils of the method used for
sssessing the level of development are furniskted in
Appendix B,

The scele values sre represented in dlegram VI whieh
shows that the level of development of Indian LTCs wes by
far the highest compared to that of Bangledesh =and VWest
Bengel, "™ntil 1974-75, the level of developrent of West
Bengal LTCs wes below thet of Benglsdesh L7Cs but efterwards,
West Zengel LTCs reocorded a sherp rise end orossed the
development level of Banglaedesh LTCs snd even finally in
1978-79 beat the level of Indien LTCs also. A compsarative

sssessment of the level of loan end ncn-loan performeance
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indiocetors suggests that growth in the leter was mugch lower
than the srowth of the former.
3.3.6 CONGLUSION

The struoture of LTCs in Indie 1is not uniform; some
ere unitary while some are federel in charegster, 5ut in
Benglasdesh the structure of LTCs is uniform throughont the
ocountry heving a federal set up. DMenagement pattern of
LTCs in the two countries is almost similar. As rezerds
sources of fund, they asre the same except for debentures
eas an important source for Indian LTCs,

Effeotive coverage of LTCs in terms of rmrel
population and GCA ere not very satisfeotory in Indis es
well as in Bangladesh, Growth of deposit mobilisation was
not even significeant in cese of LICs of Indie &s slso of
Bangladesh, The supply of refinences to Bangledesh LTCs wes
not steady over the period, They preferred non-loan
investment, reportedly beceuse of irregular flow of refineances
and unsatisfectory recovery performense; the smount of
investment as proportion of ezgregete working cespitel was
almost the minimum required by law in cese of Indian LTCs,

Loan issue substantielly inoreased in oase of LTCs
of both Indie and Bangladesh; the growth wes at a much
faster rate in case of West Bengal LTCs, But the incremsntsl
flow of loan issue wes not steady in omse of Banglsdesh LTCs.
Recovery position of Indien and sengladesh LTCs deteriorated

over the period.
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The inoresse in the per bank operstionel costs was
not suwbstentiel compared to the rise in the price level,
However, non-payroll costs pleyed s greater rﬂle in the rise
of cperationel costs,

Preofit performsuce was not satisfectory for both
Bengledesh end Iﬁﬁian LTCs, HRete of return on funds
erployed (working capitel) is found to the ridioulously low
for LTCs of Indie as well es Sengledesh,

The position of Bengledesh LTCs =f regards growth
of composite index as also that of the level dr development
is foun? to be inferior compared ta Indie as elso to the
State of +Jest Dengal, The anslysis further reveals thet
LTCe in both Indias and Bangladesh laid grester emphssis
on losn operstions and neglected non-loan aspects, viz,,
effective coversge, mobilisation of loecsl resocurces,
eontrolling costs of operastion at a reasoneble level end
earning minimum emount of profits in the light of opportunity
cost of the funds.

SECTION IIT
3.4 00-OPERATIVES AS A WHOLE

In the preceeding two sectioas grassroot level
short-term and long-term co-operative structures have been
dealth with separately. In this section we appresise the

performsnce of co-operstives as a whole,
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3.4.2 (A) FIVE POINT ANALYSIS

As wes done esrlier, performance of go-cperatives ss
e whole 18 exemined here in respect of five aspeots i,e,
goverage, resource mobilisetion, credit-extension, cost
ocontrol end profit earning.
(I) Coversge

Coverage of the co-operat!ves may be oconsidered in
terms of number of Socletles/Banks end also in terms of
membersbip. Howaver, effective coversge is teken to mean
coversge in terms of borrowing members, TIn anslysing
coversge of the co-operative sector ss & whole, the number
of Sccleties/Eenke hes not been taken into scoount es 1t
would not be proper to add societies with benks becsuse of
their heterogenous sharscter.

Informstion furnished in Table 3.11 shows that growth
{g1, of co-operative membership and borrowing membership wes
significant in Indie &s well s in Bengladesh; the growth
of both these indicators of coverage was reletively higher
in case of Bangladesh compared to that of India, Further,
growth of coverage in terms of both these indicators was
highest in oase of West Bengsl Co-operatives, When oov.rage
18 juéged by borrowing members s s proportion of totel
members, we find that the seme declined marginally in case
of Indisn =nd Benglsdesh co-operatives while the growth (gil)
was sherp in cese of l‘est Bengal, The Indien position in
this regard can partly be escribed to s relatively higher
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proportion et the base yeer end partly because of low
co-operative asctivities in some of the States. Tt may be
noted thet the Banglasdesh Co-operstives witnessed the
lowest coverage /1(:.12 3221-.. of the proportion of borrowing to
total members even in the terminal year (1675-79).

When we analyse the ooverage of co-operatives by
computing the ratio of borrowing members to (1) per hectare
of GCA end (ii) rural population, we find that there
wes substantisl growth (g2, in both the countries, The
growth performance of borrowing members per heotare of GCA
was by far the highest in case of lest Bengal Co-operstives.
Cn the other hend, ccverege of rurel populsticn wes
unsatisfectory even st the terminel year. This is evident
from the frot that in 1978-79 Infian Co-operetives covered
(as borrowing members) 3.84 persons out of one thousand
rursl population while it was 1,47 persons in sese of
Bengledesh Co-operstives and 3 perscne in West Sengal.,
(II) Mansgement of lLesources

Table 3.12 reveals that the emount of working capitel
along with 1ts components, i.e, owned funds, deposits and
borrowings of ITndian and Bangledesh co-operatives registered
e highly significent gzrowth (g1) - higher in csse of the
latter.

But when the growth (g2) of (1) owned funds and

(11) borrowings, as a proportion of working cspitel are

Jjudged, it is seen thet both of these declined marginelly
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in cese of co-operatives of sll the regions under
comparison. On the other hend, deposits as proportion of
working cespital marginelly inoressed in csse of
co-operstives of both all Tndia and Bangladesh while the
seme registered noticeable decline for West Bengel
co-operatives. The inoresse in the deposits of Bangladesh
Co-operatives was largely due to the system of weekly
compulsory deposits followed by IRPP Co-operetives, The
substentiel decline in the reletive position of deposits
witnessed in ocasse of West Bengal Co-operetives implies
their greater dependence on borrowings for required funds,
An enslysis of investment as proportion of working
capitsl and as proportion of loen issue reveals thet both
of these indicators declined over the period in case of
fndian and West sSengel Co-operatives but showed substantiel
inoresse in cesse of Bangladesh Co-operatives, The decline
registered by these indicetors implies thet co-operatives
in Tndies deliberately followed & poliecy of chenneling
minimum funds to non-loesn investments for the purpose of
eugmenting their loenadble resources. On the other hend,
an inorease in the volume of investments as proportion of
working cepitel snd loan issue in osse of Bangladesh
Co-operatives sugzgests thet they, in order to evold hezerds
of loan operation, favoured riskless income from investment
other then loans whioch 18 contrary to the interests of

members as well &8 co-operetives,
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(ITT) Loan Operations

A pernsel of the date relating to leoan operations
(Teble 3.13) shows that growth (g1, of loen issue in
absolute smount was significant in case of the co-operstive
sectors of ITndia snA Bengladesh and “est Bengal. The
growth wes & little fester in case of oo-cperatives of
Bangladesh compered to that of Indie but the fastest rete
was registered by l‘iest UDengal co-cperatives. Inerementel
flow of loan issue grew (g1) in case of co-operatives of
both the countries but wes not stetistieslly signifleant.
liowever, growth of incrementel loen issue was significent
in case of co-operatives of “est Bengal,

On the basis of the growth (g2) of per borrower
amount of loan, per cepita smount of rural loan snd volume
of loan issue as preportion of GTP from agrioculture, it is
possible to conclude that performance of Indian
co-operntives was reletively better than thet of BSangledesh
Co-operatives. Growth (g2) of the volume of loen issue per
hectere of GCA was better in sase of Bangledesh CJo-operatives
compared to that in Indie, This can partly be attributed
to merginal deecline of GCA in Bangladesh, as stated esrlier;
GCA, however, rose in Indie ss well as in VWest Bengal, The
better performence in regrréd to loan issue witnessed by
co-operstives in West Bengsl wes & consequence of lend
reforms allowing shere croppers to obtein co-operative

loens, previously denied to them. This was alsc reportedly
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becsuse of the commitment of the State Government for
rural developmant.*
Regovery Performsnoe

The revolving charscter of co-operastive funds oen
be meinteined only by ensuring timely recovery of loens,
It is seen that recovery in absolute smount registered e
highly significant growth (g1) in ocese of oo-operatives of
ell the three regions - faster in Bangladesh then in India
and fastest for West Bengel. There wes Bome improvemsnt in
the recovery per borrower in cese of Tndian, 3sngledesh end
West sSengel Co-operatives, Taking into oonsideraticn the
enormous inecrease in the per borrower emount of loan
outstanding, the growth of per borrower recovery cannot,
however, be regsrded impressive,
Overdues

Loen overdues of co-operetives has been & metter of
concern not oniy to the co-operstors but also to the
Governments - locel snd nmtional. Overdues in absolute
emount registered a significent growth (g1, in osse of
co-operatives of Indis, Bangledesh end West 3engsl - fester
for Indis than for Bengledesh and slowest for West Sengel.

That the overdues positiocn of the Indien co-operatives

(both of ST end LT) was worse compared to thet of Bengladesh

% JInterview of the author with the formsr Finsnce
Minister of West Bengel \r, Ashok Xitrs at Poona on
10th Tecember 1982,
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co-operstives is evident from substentisl inoreese in the
per borrower overduee and elso from significent inoreese
of overdues as & proportion of previons yesr's outstending,
The rate of overdues in relation to demsnd for solleotion
in Indie incremsed to 454 in 1978-79 from 38% in 1969-70.’1
A similer exercise reveals a redustion in overdues in cese
of West Bengal co-operatives, For lemek of sush informstion,
overdue rete in cese of Bangladesh co-operetives is judged
in reletion to preceding yeasr's outstanding losn. Tt shows
thet overdue rate inoressed to 57% in 1978-79 from a little
more then 224 in 1969-70.

(IV) ¥enegement of Operetional costs#

The informetion provided in Table 3,14, reveels that
opersticnal costs per borrower inoressed relatively st a
higher rate in cese of Indisn oc-operatives compared to
those of 3Sengladesh; festest growth (g2) wes registered
by West Bengel Co-operetives, The retio of operaticnel
costs to working ocspital rose (g2) st & faster rste for
Bangladesh co-operatives than for Tndisn or liest Sengel
ones,

It 18 seen that payroll costs as e proportion of

11, Refers to overdues of ell grassroot level
co-operatives excluding the brenches of CLTBs,

¥ rperetional costs of the orenches of CLPBs in Tndile
end that of TRTP co-operatives in Bangledesh ere
not eveilsble; hence, not teken iuto eceount,
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total costs inoresse” merginelly for Indisn snd deolined
merginally for Bangledesh end West Bengal Co-operstives.
Tnoreese in the totel costs of operetion with Aecline or
merginal inoresse in payroll costs suggests that the sost
incresse was bessuse of the rise in non-payroll costs of
whioch costs of funds ere the mejor component. Further
analysis of non-payroll eosts could not be attempted owing
to non-avellability of Aisaggurezsted informetion in this
regard,

It is elso seen that costs of operastion per hundred
(Tk/Es) of loen issue increased by 200: in cese of Bangladesh
co-operatives; by 504 end 355 for Tndien end Vest Bengsl
co-operatives respectively. However, the incresse in the
operstionel coste in cese of ou-operatlvea/§§£h the
countries when ecompared to the rise in prices, cennot be
regerded as unreasonable,

(Vi Profit Performance

Prorit has been considered ss en importent indicator
of operaticnal efficienscy. Though are not commercial
organisestions meant for earning profit, co-operatives are
expected to earn reasonable emount of profit from their
operstion in view of the opportunity costs of funds,

It is observed from aveilsble Aate (Table 3.15)
that Tnéian co-operatives in two out of ten years snd
Bangladesh co-operatives in one yesr inecurred losses.

West Zengal co-operatives, on the other hand, earned profits
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in ell the yeers, of oourse, with some fluctuetions, Per
member profits in ocese of Bengladesh sco-operstives remeined
very low ell through the yesrs (Tk.1) while in eese of West
Bengal co-operatives 1t wes slightly better i.e, in 1969-70
it wes s, 2 which inoreesed to . 3 in 1978-79,

3.4.3 (B) COMPOSITE INDEX OF GROWTH

Heving outlined the performsnce of co-operatives in
terms of ocoversge, resource mobiliseticn, loaning operations,
cost control and profitebility, we construct here a composite
index of growth in order to eveluate the oversll growth,

/s indicated earlier, we have constructed a somposite
index of growth by taking the five different espects of
co-operatives operation end olessifying them intc two
groups, 1.e., (1) indiocrtors relesting to loan operations
end (2} indicators releting to non-loan performesnce,

Teteils of the methods edopted in constructing composite
index may be seen in Appendix A,

The computed score velues are plotted in e Alagrem
(Chert VIT, which shows thet the growth of Vest Sengal
Co-operatives was higher then that of Bangladesh
co=-operatives which, in turn, was higher than that of Indien
Co-operatives, Inspite of some fluctuetions, the composite
index of oco-operatives of Tndle es well es Bsngledesh showed
an underlying upwer#® trend which was relstively steady in
case of the former.

from Ckart VITT depicting the movements in the two
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indioators, it can be seen that the performenece of non-loen
indiontors wns inferior to thet of loan indicsators in oese
of Indien Co-operatives. Cn the other hend, Bangledesh and
West Bengal co-operatives showed a mixed behsviour, The gap
of the composite growth of loen and non-loen inéicetors in
cese of West 3engel co-operatives wes much wider than that
of either Zsngledesh Cc-operatives or Tudirn so-cperetives.,

3.4.4 (C) CHANGE TH THE LEVEL OF NEVELCTLENT

It 1s nct possidle to onmprehend the level of
developrent of oco-operetives in eachk cof the regions either
from seculsr growth of ‘ndfvidnal indiestors or from
oomposite index of the ipdliecstors, It is, therefore,
decided to assess the level of fevelopment cf the
co-operative seoctor in esch regicn by using a 10 point
scale of Ffevelopment oconstructed cn lines discusseé in
fppendix E,

The level cf Fevelopment of the co-operative sector
of fifferent reglons under comperiscn 1s presented 1in e
diezrsm (Chert IX) which shows thet the Indian anéd West
Bengal positions were much better then thet of Bangledesh,
The gap in the level of development between Indie end
Bsngladesh, whioch wes wide at the beginning widened further
during the pericé, And the gap in the level of development
of co-operatives bstween Bangiadesh =nd Vest Jcngel wes
maerginal Aduring first three years (till 1G72-73) efter whiech

the gep went on widening.
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3.4.5 (D) SOME REGRESSION ESTIMATE

In the following few peges, we analyse the regression
estli etes made using some of feotors influenoing the supply
of co-operative oredit, Some of the importent fectors are:
the smount of deposits mobilised; the emount of borrowings;
GNP from sgriculture as a proxy for the income levels of
the rursl population a2s slsc for Governments resources to
provide refinsnces; recovery of loen dues, besides
organisationel strength of the co-operatives., on the other
hend, demend for co-operestive credit 1s influensze? by factors
such es number of scoieties, number of members desiring for
loans, gross oropped srea under oultivsetion, irrigetcd ares:
as a proportion to gross cropped eream, HYV area &s o
proportion to GCA, use of rfertiliser end emount of rainfell,

However, we could not use all thess vsriesbles
together owing to avallebility of short time series édata,
After experimentation we finally seleoted three variables
for running the regression. The postulsted relatlonship
is 88 followa:

Y = ag + byxy * by X; * by Xy

where

Y = amount of co-operative credit issued in esagh
year (dependent verisble)

Xy = nuaber of borrowing members

X2 = amount of working capitel

i = irrigated sree es proportion of grose cropped aree,
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The a-priori relstionship of essh of the independent
verisble with the dependent one is explaineé as under:
X1 = number of borrowing members,
¥ere inoreese in the number of soecleties snd number
of membere without corresponding lnorease in the number of
borrovwing members will not incresse the Ademsnd for
co=-operstive eredit, Bescsuse of the fund constraints snd
beceuse of some of the rules of the oso-operatives inoluding
barring the defaulting members to borrow, sall the memoers
usually caennct begcome borrowers., As such, it 1s assumed
thet higher the number of borrowers, higher wiil be the
required funds end higher will be the supply of co-cperetive
oredit., Henoe, we expeat the sceffislent of I to be
positive,
X2 = samount of working oepital.
The amount c¢f working cepitsl has been sounsidered
as the most important festor determiaing the supply of
co-operative sredit. Tt cen be ncted here thet vworking
ocespitel itself is s function of owced funds, deposits and
borrowings end ss such these sompoaneats have been exoluded
to evold multi-collinearity. It is assumsd that higher the
working cepitel of co-operatives, larger will be svailability
of losnable funds, Thus we expect the coefficlient of X2 to
be positive,
X3 = Irrigsted aree 28 8 preportion of GCA,

Trrigation hes now been accepted throughout the world
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as an important indisetor of modern ocultiveticn leeding

to higher productivity. This is elso considered by many
et home snd abroed es s proxy for mechanisation. The
cultivetion of BYV cells for irrigation. It is essumed
that the higher the proportion of irrigated srea, the more
will be the need for funds, not only to meet the gost of
irrigstion but also to provide improved seeds, higher doses
of fertilisers end use of appliesnses. e, thercfore,
expesct X3 to haeve a positive coeffiocieut,

The results ere glven below:

1. India 0.997 + 0.5548%% + 0,1297% + L.9340*

2. Bsnglsdesh 0,972 + 0.3288%% + 0.0636 - 0.1345
(0.0585) (0.0787)  (0.1002)

3. West Bengel 0.996 + 0,4001%* + 0.2515%% + 0,055k
(0.0634)  (0.0479)  (0.0579)

Figures in braccets are standard errors of sstimstes,
*% Significant at 1% level.
* Significent st 5 level.

It is evident that the three independeul veriebles
expleined more than $9% of the variaetion in the independent
variable in osse of Indis and vest pengzi end 97+ in cnase

of Bangladesh Co-operatives. The thres Independent variesbles
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have the right signs, excepting X3 in osse of Bengladesh.

It is observed that all the three varisbles
contributed significently in the supply of co-operative
oredit in osse of Indie; however, Xi sppears to be the
most important followed by X2. In cese of Bangladesh
oco-operatives, while Xi snd X seem tc have influence, only
X1 contributed significantly in the flow of credit. All
the three variables positively contributed in the flow of
co-operative credit in West Bengel but the contributicns
of only X1 end X2 were statisticelly significant., Further,
the observed insignificant ocontribution of the working
caspitel to the supply of co-operative oredit in Bangledesh
cen be explained by the esrlier mentioned preference of the
co-operatives to utilise substantiai amount of working
capitel for non-loan investments,

X3 (i.e. irrigeted lend es proportion of GCA, has
reletively less influence in the supply of co-operative
credit of all the three regicns; 1t i1s decided to return

the regression exocluding this varieble. The results are

as under:

R TTHIIIETIIETD
1, Indie 0. 994 *(g;?ggg?* *(g:g;zfi*

2, Banglsdesh 0. 964 *(8:3%?2?* *(g:g;;ﬁ)

3. West Bengel 0.996 + 0.3799%% + 0.2689%%
(0. 0493) (0.0334)



----‘--‘-‘-ﬂ----------------—

Figures in brackets indicste standard error
of the estimaste,

*% Significent at 1% fund.

------u-—-------&-‘-----------

It 18 olear thet Xi snd X2 are the most importent
veriables influencing the supply of co-operestive oredit in
both Bangladesh, Indie and West Bengel. Hovever, the
influence of %2 i.e. working cepital in Bangledesh on the
supply of sco-operstive credit is not significant for the
reason stated esrlier. Of the two veriables, working
oepital has oontributed wore to the supply of credit
compered to the number of borrowing members in Indie end

west Bengsl, ¥

¥ Similarly, a modest ettempt is also made by using
nultiple regression to explain mounting co-operative
overdues, Three independent variable considered for
the purpose are: per borrower loan outstanding, per
borrower refinsnce outstending end GTP from agrisulture
as a proxy for the ingome levels of the borrowers.
But the results esre poor. To avoid stook effects, the
regression was rerun with incremental values of the
veriables excepting GPP from agriculture, The results
di2 not show muoh improvement, Hence, we refreined
from giving detsils of the regression exercise here,
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CONCLUSTON

Co-operative sector in Indie has been undergoing
substantiel reorganisstion prccess while it wes not the
cese with Bangledesh co-operatives as & result of whieh
there exist a large number of non-viable and dormsnt uvnits.
As long-term co-operatives in Indie do not have a uniform
strugture in sll the states, there is s problem in regera
to comparison of their performence with those of Besngladesh,
Effective coverasge of co-operatives in terms of borrowers
es proportion of rurel populetion is found unsatisfactory
in both the countries, However, an improvement of coversge
in terms of GCA is notceable., This, however, indicetes
that co-operatives in the two countries pursued, by end
large, 2 policy of land-centered operations,

The expectaticns in respeot of mobilising inereassing
emounts of loscel resources in terms of peid up capitel and
deposits have remained lergely unfulfilled. This i1s evident
from very insignificant inoreese or even decline of owned
funds end deposits over the pericd by the co-operstive
sectors of both Bangledesh and Indfia., Teposit performence
of Bangledesh co-operatives, however, was better becsuse
of the introduction of compulsory weekly deposits system
by IRDTP co=-operatives,

A portiocn of the funds is required by co-operative
bye-laws to be invested in an approved msnner. It is seen

thet co-operatives seotor in Indie made investments to the
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extent required unfer the rules end - eugmented their
loenable resources, while Benglsdesh co-operetives ere
observed to have dlverted a lsrger proportion of available
funds to non-loan investments which osnnot be justified on
economioc or non-economic grounds.

While the volnme of disbursements of co-operative
loens incressed remarkebly inlboth India and Bengledesh,
the inoremental inflow of oredit was erratic in e=se of
the latter snd disappointing in cese of the co-operative
sector in India., Further, the performence of co-operatives
in both the countries in terms of disbursement of
co-operetive loans as proportion of G™P from sgriculture
es well ss per capite disbursements of loans hes been
unsatisfeotory. However, an inoresse of loen disbursements
per hectare of land ander oultivation is notice=ble, This
means, oco-operatives in both the csountries are pursuing e
land-oriented and not purpose-oriented locan operations,

¥Most of the rise in the operational cost of the
co-operatives in both the countries was meinly ceused by
the increese in the non-payroll costs of which cost of
funds for both refinance snd deposits are the major
component s,

Profit performeance of the co-operstive sector of
both the aountries is found to be far frox sstisfectory,
perticularly, in s view of the concessionsl supply of

refinsnces end opportunity cost of funds,
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Growth of composite index as well as the level of
development were relatively higher in ease of the
co-operstives of India end West Bengal compared to those
of Ssengledesh, Neglect of non-loan sspescts of operstions
like effective coverage, resource mobilisstion, cost
control end profit earning impeired the growth performsnce
of both composite index snd thet of the level of development
of co-operatives not only in bengladesh but elso in Tndie
end “est Sengal.

Working oepital followed by nmumber of borrowing
members sre found to be the two most importent faotors
determining the supply of co-operstive oredit by Indian and
West bengel oco-operatives. But, in Bangladesh, working
capital was not e significant determining factor of
co-operative loan supply probebly beceuse co-operatives in
that country hsve utilised sn increasing proportion of working
cepital for non-loan investments.

|\ The fsctors which seem to be largely responsible
for co-operstive overdues include: attitude of the borrowers
towerds repsyments; politicel leaders' advising borrowers J
not to meke repayments; demonstration effects of defeults
in the neighbour-hood; natural ocaslam!'ties sausing crop

fallure, \
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Appendix: A
Method used in sonstructing Composite Index of Growth

Five different aspeots of efficiency measurement are
considered in construoting e composite index of growth.
These aspeats elong with édifferent indicetors sre grouped
under two bdbrosd heads es under:

(I; Logn Efficiengy Test

(1) Loen issued as % GDP from sgrisulture,

(2) Loan issued per '000' of rursl populetion.

(3, Loan 1ssued per hectare of gross orogpred sres,

(4) Uet inflow per '000' rural population.

(5) Net inflow per hectsre of gross ocropped.ares,

(6) Resovery as % of outstsndings of the preceding

§eoL,
(II) Non-Loan Efficiency Tests
{({e) Test of Coverage
(1} Borrowing members per '000' of rursl
population.
(2) Borrowing members per heotsre of gross
eropped eree,
(b) Test of Resource Kesnegement
(3) Owned funds end deposits &8s % of working

capital,

(4) Loens issued 8s % of working capital.
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(6) Iest of Menagzement of Costs*

(5) Working capitel es tizes of sost of
manegement,
(6) Loans issued as times of cost of management.

(@) Test Profit Perf nge¥

(7) Profit es % of working ocapital,

Time serles data relasting to the indicetors steted
above were obtained end ere indexed teking the figure for
the bese yeer as 100. Then, the index values of the two
brosd sspects, viz., loan and non-loen effiociency, are
summed up end divided by the number of indlscetors in esch
aspect in order to find averege velue of esach aspeot giving
equal weights,

Thus, weightege of eash loen indiocstor csme to 0.08
while that for esch non-loen indicetor came to 0.07.
Finally, the following weightage wes given to the five

different aspests of efficienay.

(1) Test of Efficiency of losn opersation 50, 00%
(2) Test of Coverage 14.29%
(3} Test of resource menagement 14, 29%
(L) Test of Lenagement of cost 14.29:%
{5) Test of Profit "erformence 7.13%

* Tn case of Banglsdesh PACS cost and profit informstion
are not sveileble relating to IRDP societies. Henece,
cost snd profit of Bengledesh FPACS relate to only -
traditional co-operatives,
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Highest weightege is given to the main function
expeoted of the PACS, viz., loan operations inecluding
recovery performence while lowest weightage is given to
profit performasnce since PACS sre not commercial
orgeanisations with the mein object of earning profit.

These five aspeots are,of course, not wholly
independent of one snother. Some interrelatedness of the
aspects cannot be ruled out which,however,is not likely to

significantly affect the results.
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Appendix: B

ifethod of Assessing the Level of Tevelopment

Index vealues of indicstors represent chenge in
relation to bese yesr. They, however, cennot provide us
information relsting to the level of development. IHengse,
it is necessery to devise n method for assessing the level
of Adevelopment,

All the thirteen indicetors under the five mspects
as discussed in Appendix: 2 are considered in sssessing
the level of @develcpment. A 10 point scale is used to
denote verious stsges of development i,e. scele point 1
(one) 18 for lowest level while scele point 10 (ten)
denotes the highest level of development.

The velue of each of the thirteen indicators is
considered seperately in order to obtain the scale velues
of the level of develcpuent. Of each of the indicators,
the highest value recorded Auring the period under review
{8 considered the maximum cbteinsble level which is then
divided by 10 1n order to indlcete the different levels
of performesnce of eash indicator.

s is done wnile constructing the compesite index
all the 1ndicators ere clessiried into two groups, i.e.,
loan and non-loen indicstors, giving equal weight to the
two groups, The score values thus obtsined are then

summed up 2and averaged.



Table 3,1: Soversge of the PACS

3.

he

5.

Items Indég Bangl h
1969~ 1978- Growth 1968 “3%67§ﬂ££“0rom?h)

70 79

Number of Sooleties .
(in '000") 163 g6

fumber of members

(lakh)

298 526

Number or Borrowing
Members® (lskh) 117 128

Borrowling Members
e8 % of total members 39 36

Membership per
soclety 183 543

Borrowing lembers
per society 72 196

. Borrowing vembers
per thousand heoctares
of GCA

72 108

Borrowing “embers
es % of rural
populetion 2,72 3.73

donree: FAO/sorlis Benk,

Groses Cropped éres,
Significent st 1% level,
Signifioant et 5% level,

Rete (%)

€l =5.22%% 27 97 &1 13,56%*%

gl 6.55%% 20 L3 g1 10,08%%

gl 5,88%x 5 11 gl 11,97%%
gl -0.64 25 23 gl =2,15
g2 12,19 Th 50 &2 -4.35
g2 11,13 19 11 g2 -6,07
82 L.54L 38 85 &2 9.10

w
1969-93

70

40

33

33

56

22

11

50

275

138

gl

&2

g2

g2

15,21%%

6. 55%*

3.0

15.90

10.10

M e GE v Em e W Gw e es S e P4 B A S5 W @ B G W 2w S5 b s W W @n @ e

Borrowlng members of Bengledesh FPACS were estimeted on the basis of
averasge loen size (TK 281) releting to IKRDP eo-cpnsratives for the

period 1974=75 tc 1978-79,

3angindesh Agriecnltirsl Jredit kFrojeot, Rome,1G80.

-
L
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Table 3,2: Resources of DI'ACS,

1.
2.
3.
k.
5.

6.

Items 1nd
1969~ 1978~
70 79

"wned fundés 2390 0179

Teposits 630 2164

Borrowings (e) 6180 18311

Working Capital G220 30927

Owned fund as & of

Working Capitel 26 <0

Neposit me .. of

Working Cepitel 6,83 6.98

7.

Borrowings &s  of
Working Cepital 67.03 59.21
Inveetment es % orﬁ

working Sepitsl 12,69 7.96

(e)

Growth
Hete(%)

10, 54+
12,99%%
12,22+%
12,78%+

-2.838

0.24

-1.38

"5019

1969-
70

37
24
199
260

14.23
Y.23
76. 54

10.96

(TE/Hs in Ulll!on)

Bangladesh keat Ben
1978- Growth 1969- 1G78- Growth

79

am EGp M W B @ W e W Sy S W W W W WA e W & e W W 4

13.45

11,76

Th. 79

16,98

Kete(%)

Voo 14%%*
18,357+
13, 05%%
13.79%¢

-0. 63

2. 69

-0.26

b, 86

70

- EB e W S W & =

-3

167
217

19.82

3.23

76,96

10. 14

Jorrowings of bengladesh IRT? ac-operstive system for yeers 1G70-71

te 1978-79 were estimated neing the senme proportion during the years

1667-68 to 1969-70,
tource: IJRN/ITA study,
#*%# O4gnificant at 1% level.

* Gignifioant st 5% level,
gl For items 1 to 4.

g2 For the remeining items.

£ Tuvestment releting to Bangledesh PAQS exeludes investment by

IRTP oc-operatives,

g ledesh Agrdoulturel Credit ieview , 1974.

79

930
1265

13.60

1.90

73.52

Rete(%)

- e e W

Y4,32%%
12,32%%
18,87 %+
18,13%

"’0-19

-5.87

"'0' 51

-‘i- ‘0‘}

€€t



Tebie 3,3: Loen Yerformenace of PACS

- e s EA em @8 W G @ @ AP G2 WS 28 S G S8 ey G5 S8 My e v S5 SR W4 M e S T @ A A S5 4P W e U S o W W W e an  we

9.

10.

13

12.

13.

14,

15.

Losn Tssued

Loan liecovered
Net Tnflow (1-2)
Loan outstendings
Losn overdues (e)

Overdues as % of

preceding yeer's
cutastendings

.oan Issue ss8 % of

GTP from Agrioulture

Per Cepita Loan
Issue (Tk/Rs)

Loen Issue per
hectare of GCA
(Tk/Ra)

Per society loen
i{ssue ('000 Tk/Rs)

Per Horrower Losn
Issues (Rs/Tik)

Fer Coolety Loen
Regovery ('000
Tk/Hs8)

¥er Borrower Losn
Reoovery (Tk/Rs)

Fer Coolety Overdues

('000 T«/Rs)

Per Borrower Over-
dues (Tk/Rs)

All TnAle
1969- 1G78- Growth
70 79 kate(y)
5,00 1450 11, LL~¥*
LS50 12320 11.10%*%
860 2260 13, 26%%
7110 20454  18,67¢
2683 9270  13,39%*
38% LS5k 1.56
3.42 4.78 3.72
12,54 28.95 9.30
33.28 84,.13 10,31
33.13 151,38 16,92
L62 77¢€ 5. 76
339 655 5.79
16.L6 G6.56 19,66
229 493 8. 52

(TK/Rs in ¥1lilon uvnless ctherwise indlosted)

- e ma W S Ws G S§ W W B AWn MR ws A E G e S5 ap @ 2 = S @ 2 S e R S ER e @ W G S a8 e G e e W W s W W

Bangladesh
1965~ 1978- Crowth

222

L8

22%

0. 81

2,34

10.91

5.37

290

3. 07
166
1.78

96

79

301

575

0.45

be 65

27.31

3.63

320

2,76

244

3.10

274

iete(3)

12, L%+
18, 00%*

"1-0‘*
8,774

13.36*
bbby

"60 53

7.63

10.20

"Il'o 35

1. 09

-1,18

.28

6.17

iiegt DBengal
1969:_'T§?§:£_Erowth

70 Rete(%)
9L 6L0  27.79%*
63 912 25, 53%%
31 228  29,25%v%
170 956 18, 69%*
95 L2 10,71
56% ‘06‘?': "'70 910'*
0.98 2.60 10,84
2.90 16,58 44,96
13,22 81.24 20.17
7.83 80.00 25.82
235 582 10.07
5.25 51,50 25 37
158 375 9.60
7.92 55,26 21,58
238 4,02 5,82

HMgnificent at 1% level,

Signifioent et 5% level,
Cverdues of treditional oco-operatives of Bangladesh were estimated

using the ratio of overdues to cutstendings of Bangladesh Jetya Sem=baysa
Bank whioh ig2 en spex body making refinences to PACS through CCBS,

Growth retes of items 1 to 6 ere gl end those of items 7 to 15 sre g2,

144}



(Tk/Rs)
R I;e;m- T T T o ;l‘i ; Ei- Tt o i} Eangla.gesh- Viest 50 81- B )
1969~ 197§J E!(*.:-cmmm"‘ 1969~ 1978- Growth* 1969- 1G78- Growth*

70 79 Keste(®) 70 79 Rete(®) 70 79 Rete(%)

1. Per Society Cost of

Operstion 14611 8354 19,76 334 540 5¢ 34 167 2625 30.61
2, Costs 88 % of
Working Cepitel 2.9 2.5 O.44 3.5 5.20 4237 0.92 1,66 6,56

3. Payroll Cost as
proportion of total

cost 52,17 53.87 0.36 13.00 14.71 1,37 50,00 52,38 0.52
4. Costs per "nit of
Advence (Tk/Rs) 0.04 0.06 4,51 0.05 0.15 27,17 0.02 0,03 4.51

5. Payroll Cost per
Tnit of Advance

(Tk/Rs) 0.02 0,03 L. 51 0.01 0.02 7.70 0. 01 0.02 17.70
@ Exoluding IRTP co-operstives in Bangladesh.
“ Refers to g2.

S€1L
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Table 3,5: Profits of PACS*

Yoo
70 79 70 79 70 79

1. Amount of Profit
(Tk/Rs in Million) 130 - 47 2 3 2 5

2. Per Soclety '
Profit (Rs/'rk) 798 <490 83 L8 167 625

3. Profit as % of
Working Cepitel 1.41 =0.15 0.88 0.41 0.92 0.40

* Relstes to only tresditional co-operatives
in caese of Bangladesh,



Table 3,00 Joverepe of LTOD
T Ttems® India
’ 1969- 1578~
70 79 LRete(®k)
1. Number of PLNBe/LMBs 809 890 0. 8Q%*
2, Number of members A 1980 3546 5,88%%
(*000')
3. Number of borrowing'®)
members (*'000') 341 kTN 1.80
4. Borrowing members
as percentage of
total members 17 10 =3.46
5, Borrowing members
per '000' heoteare
of GCA 2,56 * 2,59 0,15
6. Borrowing members
of peroentage rursl
population 0.10 0,09 =-1,32

- e @ e S ey W S Ay S SR W WM Gn A W ap B s e e W

Banglagesh West Bengel
Growth 1969 197 - Growth 1969- 1973— Growth

70 uate(ﬁ) Rate(%)
16 17 0.33 21 24 2, 02#%
20 30 3.95%% 31 108 13, 54%%
1 W 37.52% 4 Rl 25,97%*
5 45 34.50% 13 22 12.34%

0.08 1.10 29.70 0. 56 3.17 19,26

0.002 0.019 25.02 0.01 0.06 19.91

X = Ttems 1=4 sre having growth gl end items 5-0 having growth g2,

** = Significoant st one percent level,
#* = S9ignificant at 5% level,

# = Reapguler members,

(a) = Borrowing members in oase of Bsngledesh LMBS ere estimated on the
basis of average loan ver borrower (Tk 828) as provided by a survey

conducted by Tr. Kurtdewsla (RBI) embodied in the report, 3Some
Aspects of Tnstitutional Arrengements For Agrioultural Gred!t zg

Bangledesh, Bangladesh Benk, 1973,

X4



Table 3,7: Hesourges of PLNB/1LM3S

- ar em e e W W W W & =

In”ie
1969- 1978= Growth
70 79 Rate(%)

Bangladesh

1969~
70

1978- Growth
79 Rate(%)

€1k/Rs 1n Million)

West Bengal
1969« 1678~ Grovth

70 79 hkete(%)

- E e e W WE N AR WY B W1 G B e @5 Eh WR & S e 2w S 2w AR @ G5 @) AR WS ) % Em W @B 4F W E» ea @ G W W W = e -

1. Owned funds

2. Teposits

3. Borrowing

4, VWorking Capltal
5. Owned fund as %

of working
6apitel

6. Taposits se % of

working capitel

7. Borrowings es %

of working capital

2. Investments as %
of working cepitel

38C.00 1033,00 10,61%%*
50. 00 47.00
3610. 00 7336, 00
4L04LO,.00 9501.00 8, 14%%
1.14

9.41 10.43

1.2 0.47 -10.78

89.36 79.14 =1,.35

7.18  0.46 -56,11

3. 00
0.70
6. 00
9.00

33.00

11.11

66, 67

10.23

L, 00 6,86%
1.10 4,72
24,00 15,79%%
29,00 13,59%+

14.00 -19,80
3.45 =-12,99
82,76

2. 40

64,13 20.40

3.00 34.00 27.10%*

Q.0003 0.60 44, Oh**
38.00 311,00 22,69%*
41,00 383,00 23,48%%

7.32 8,88 2,15

Ins 0.26 -
92,68 81,20 -1.48

De 33 ‘0. 18 "'lbo 61

e SR M er W SN AW W am W SR W ve SR ap W S P A M W WS W G BS e @ WA W ER BE e G WS S M me W @r S W wWs e =m e

Insignifioant,
Signifioent of 1%.
Signifioent of 5%.

Growth rate of indloator 1 to 4 18 g! end thet from 5-8 18 g2.

8€1



Tuble 3.,8: Lean Performense of PLIB/LN3S

9.

10.
11,

12,

13.

________ L o B 8
Ttems 1969~
70
Loen issueéd (r) 1550
Loen resonvered 330
Inoremental Loen
issue (1-2) 1220
Losn outstmAing(a) 2830
Loen overdues (P) o8
Overdues ss % of
preceding yeer's
outstending 2.67
Lo=an 1ssuve es % of
GDP from aAgrioculture 0.98
Per Cepits loesn
1ssue (Th/Es) 3. 60
Losn issue per
hectere of GCA
(Tk/Rs) 9. 55
Per Bank Loen Isgsue 1.40
Per borrower loen
issue (0CO Tk/Rs) 3. 41
Per Bank Loan
Hecovery 0. 41
Per Borrower Loan
Resovery (000 Tk/Rs) 0.73
Per Bank Cverdues 0.12

14.
15.

Per Borrower Overdues

i
1978-
79

£96
13337
9006
13.24
0.79
L. 78
13.48
1.91
5.36
1,16

3.36
1,02

2,02

‘0.73
10, 01 #*
21,85%%

17.79
-2.39
3.15
bo16
3.45
5.02
11,56

16,96
23.59

50.22

Bengledesh -~ =~ ~

1969:"75732'!grouth

0 79 hete(%)

1 11 37.54%

1 3 21,78:#%
ins 8 -

G 18 6, 5G*

[ 9 6,61+
50.00 49.73 -0.06

0.004 0.014 13.92

G.O'

0.06

C.05

¢.80

0.05

0.80
0.28

L. 40

0.15 30.09

0¢87
0.66

29.7M

28.67
0.80 00.00
0.19 14.83

0.24 -13.38
0.5 7.20

0.65 “21.25

(Tk/Re in million)

70

7

38

3

7.81

0.10

0.31

1.39

0. 47

2,48

G.12

0.65
0,14

C.75

b
327

13
3.98

0. 46

2,93

14, 34

L. 5k

h.52

0.71

0.76
0. 50

C.52

- - e e W s W W S AW M S S @ W R B G e & W & W W = - a8 @ W @ & s em W

32, 27%%
21,65%%

35.94%
3, 21 %%

7.31

-70h8

25.93
25.20

6.67
19.75

1.75
415"

-h-07

o e @ m W @ W W S @ W S @ = W @ S W @M @ m m W S @ ® @ E @ e W T O m M W e e @ e W e W W e e

In ense of Indis and “est Bengel ineclide thcse by PLNHs, and

basis of the survey sonducted by surdwele, olted eunrlier

{000 Tk/Rs) 0.22
= =
(e) =

brenohes of CLMBg,
(P) =
ins = Insigunifioent,

% = Significeant at 1% level.

* = Significant at 5% level,

Tn cese of BLengledesh overdues rate of LliBs wes estimated cn the
(1973).

Indlortor No, 1 to 5 growth is g1 while zrowth of item llo. 6-15 18 g2,
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Table 3,9: Cost of Operation of PLDPB/LMBs

Items All Igﬁ; Bangladesh West Bengal
1969~ 197 Growth* 1969- 197 - Growth* 1963 1973- Growth#*

70 79 Rate(%) 70 Rate(%) tate(%)
=

1. Per bank. of cost

of operation

(000 Tk/Rs) 61,80 200,00 13.05 25,00 129,41 18,27 52.33 254.17 17.55
2, Cost as a % of

working capitsl 1. 24 1.80 4.4 L. 54 7.48 5,55 2,1 1,75 =4.74
3. Payroll oost as

proportion of total

cost 60.00 56.74 -0.63 50.00 40.91 -2,23 72,73 58.21 -2,47
4., Cost per unit of

advance (Tk/Rs) 0.05 0.10 9.56 0. 50 0.20 -10.18 0.1 0.06 .6.74
5. Payroll cost per

unit of advence

(Tx/Re) 0.03 0.06 7.70 0.25 0.08 -12,66 0.08 0.04 -7¢70

- e @ E e W & & W @ W = W @ @ = W W & @ " w=a @& W T & W W & ©® - W S S WF & W S W DB © @ @ - =-» > >

< PLDBs/LMBs are oonsidered as Bank,
* Refers to g2.
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Items Al) Y gggg%ﬁdggg wWest Bengal
1968- 197%- orowtﬂ'] 1969- 1978~ Growth(b)1969- 19;3- Grow?;;b)
9 Rate

- es & W @ W B - - @ "W = @ W T @ @ W @ S ® W= AHh W W W © @& S N E& - e W w m - e N gh e @ e == &

1, Per bank profit
(000 Tk/Re) 12,48 =92,13 10.63 23.53 8.83 1.90 41,67 34.31

2, Profit as % of
working capitsl 0.25 «0.83 1.3 1,36 -3,89 0.10 C.26 10,62

* In ocese of Indie relates to PLDNBs only,
(a) Growth rete sould not be computed for loss insurred in some years,

(b, Refers to g2 only.
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-operatives as whole*

Table 3,11: Coveraze of

70 79 Rete(%) 70 79 Rete(%)

1. Membershipl®) (000) 32906 58571 6,62%% 2020 4830  10.0L**
2, Borrowing Members

(000) 12306 19335 5.67** 501 1114 12, 10%%

3. Borrowing Members
es % of totsl
Members 34.40 33.01 -0.86

. Borrowing Members
per '0C00' heotare
of GCA 75.8h6 111,57 4.29

5. Sorrowing Members
es % of rurel

populetion 2.86 3.84, 3,27 0.81 1,47 6.62

- e @& " e & S @ e @ = @ W @ W W S @ @ @ S P @ W @ W W W S A I W SN S T W S s S S S s S E =

#* TInoludes PACS, LTCs and aslso grain banks in osse of Indis,
< Growth of infloators 1-3 is gl while that of L & 5 18 g2,
(él Only regular members,

% gignificant at 1% level,

* Signifioant at 5% level.

2,,80 23.06 -2,06

37.70 86.44 G.22

1l TnAdia Bagg%agegh West Bengsl
1969- 1973- Growth 1969- 1978~ Growth 1969- 1978- Growth

70 79 Rete(%)

1M1 2364 8, 27%=

ba5 1159 14, 45%*

40.05 49.03 6,31%%

62,61 147.12  9.49

rA ]



Table 3,12: Resources of Co-operstive

Owned funds
Teposits
Borrowings
working Cepital

Cwned funds es %
of workiag cepital

Neposits ns % of
Working Capitsl

Borrowing ss %
of Working Cepital

Investment ss 7
of “orking Capital

Invecstment as

£ 88 8 whgleS

(Tk/ks in million)

- W W W e W W @) e MR S» W 4 I WP W Wp W M) e W@ W W W M W S @ @ @ W @ W W@ W W W W W® W e w = -

All Tndla Beangledesh West BHengel

196G~ 19;8- Growth 1968— 19; - “G€°ft? 1968- 19;5- Growth
_ 70 79 _Rete(®) 70 79 _Retelm 70 = 79 Rete(k)
2789 7229 10.37+% L0 131 13.82%*% 52 208 14,459«
682 2227 12, 66%* 25 112 18, Q6% 7 25 13, 02%=
9795 26149  10,49** 205 730 13.33%% 205 1242 18, TLe*®
13304 40853 11, 44* 269 973  13.78%% 264 1656  18,99%*

20-96 170 69 -‘088 "h 87 ,30 ‘!7 '1009 190?0 12. 56 "'5.00

5-13 5.105 0067 90 29 11. 51 2.38 2067 ‘c 51 "'6- 25

73- 62 6‘00 00 "1 . 56 76- 21 75. 03 "'00 16 77- 65 75- 00 "0- 39

10.99 6.15 =6.45 10.79 16.08 4,43 9.85 6,22 -5,10

of Lean Tasune

- Em e e e W@ & e e W=

* = Significant at 5% level,
%% = Zignificent es 1% level,

- W B AR E e Ay W W A SR Ee W W AR SR W) R Sh W wE SR W W A AR SR W ae W e e W

< = Growth of indiestors 1 to 4 18 g1 and from 5 to 9 growth rate 1s g2,

# = uxoludes orenches of CLDBg in oase of Inéle amnd IEDP po-operetives
in cese of Bengledesh.

et



Teble 3,13: Losn Qne;ggjogg(a’ of Co-operativee as a whole

(Tk/Rs 1n x1llion)

A EE e e e e G AR W W5 e W W ws (B S W8 4B ) ) W 4F W A e T AW W M W & E W G W W m e SN M W W W . ws =

Indiostors = !QJhlgﬁle Bangle desh dert dengel
- 1969- 1978~ Growth 1969- 1978- Growth 1969~ 1G78- Growth
70 79 Rate(%) 70 79 Rete(%) 70 79 Rate(%)

1. Loan 1ssued 6960 17037 10,39%% 146 363 12.81%% 106 755 28, 14%%
2. Tnoerementel inflow 2072 3170 3e 41 62 92 0.69 39 323 35 33%*

3. Fer borrower loan )
tasue (000 Tk/Rs) 0.566 0.881 4.92 0.291 0.326 1,26 0.238 0,651 11,18

L. Loen issue as % of
GPP from mgrionlture 4,40 5. 58 2,64 0. 81 0.46 =-6,29 1.11 3.07 11,27

5. Loan issue per
heotere of GCA

(Tk/Rs) 42,89 98,31 9,22 10,99 28,17 10.45 14,91 95,84 20,93
6. Per Capita. Locen

1ssue (Tk/Rs) 16,16 33.83 8,21 2,35 4,80 7.93 3,27 19,55 13,87
7. Loan recoverei L8388 13867 13.11%% 34 271 18, 50%% 67 h32  25,21%%
8. Per borrower

rescovery

(000 Tk/Rs) 0.397 0.717 6.57 0,168 0.243 4.10 J, 151 0.373 10.05

9. Loen ocutstending 12290 33857 11, 01%* 231 54,2 8.71+* 212 1287 19,95%x%

10. ¥Fer borrower

outstanding (000) 0.999 1,751 6,23 0.461 0.487 0,61 2.476 1,110 9,41
11. Loan overdues 2794 11043 15,03 %% 52 310 13, 06%* 100 L57 10,55%
12, Per borrower

overdues

(000 Tk/Rs) 0.023 0.571 35.69 0.104 0.278 10.92 0.225 0.394 6,22

13. Overdues ss % of
preceding yeer's
outatendings 22,73 32,44 3.99-% 22,51 57,20 e L7.17 35,51 <3,G6L%

“ = Growth of indiestor numbers 1, 2, 7, 9, 11 »2nd 13 are g! while the
remaining sro g2,

(a) = Inoludes PACs, greln Banks, PLPB/LL3s ané Braenches of CLTBg,
¥ = S{gnificant as 1% level,

* = Significent as S» level,

i



Teble 3,14: Cost of Operation® of Co-operatives ss a whole
(Tk/Rs)
T T T " Items < Al Tmita  Bengladesh “West Demgal
it 1969-" 1978- Growth 1969-4%%'5‘&%:-0“1: 1969?%'73‘"'6““11
70 79 Rate(%) 70 Rate(%) 70 79 Kate(%)
1. Per borrower cost 23 51 8.85 23 INA 7.21 8 25 12,66
2, Cost as % of
Working Capitsl 2.11 2, 40 1.43 2.70 5.30 7.49 1.20 1.68 3.74
3. Cost per 100 Tk/Rs
of loan issue 4 6 L. 55 5 15 12,21 3 L 3.20
L. Peyroll cost es %
of totel cost 53.57 5k.39 0,16 18.75 16,30 =1,55 58.06 53.79 -0.85

% = Growth rates of the indiestors are g2,

* = Exoludes cost of operstion of the branches of CLIDBs in Indis and
IRDP co-operatives in Bengladesh,

sYi



Table 3,15: P t Perfor oce® of Co-operatives

1969- 1978- Growth'®1969- 1978- crowth®) 1969- 1978- Growth’’
70 79 Rete(%) 70 79 Rete(%) 70 79 Rate(%)

Profit ss % of

Working Capitel 1,06 -0.32 - 0.92 0.50 =6,77 0.93 0.36 -10.55
Profit as % of

owned funds 50 55 -1 . 79 - 50 86 30 3‘0 -60 20 50 22 2. 91 -6- &9
Per menmber profit

(Tk/Rs) IR -2 - 1 1 - 2 3 4. 55

%X = QOrowth ratés to sll the indicetors are g2,

* = Exoludes profit of operation of the branches of CLTBs in India
and IRDP Co-operatives in Banglsdesh,

(a) = Growth rates ocould not be oomputed for loss incurred in some years,

(b) = Refers to g2 only.
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CHAPTER IV

PERFORMANCE OF RURAL CPERATIONS OF
COMMERCTAL BANKS

In the preceding chapter, performance of
co-operetives over e decade has been enalysed. In this
chepter, performsnce of Commereial 3Senks with particular
reference to their rursl operstions is evaluated‘. As seen
in the previous chapter, the co-operatives in the two
countries failed to mobilise adequate amount of rural
savings es deposits end the supply of co-operative credit,
especielly in the context of the incressing demand for
funds by the rural sector, proved to be inadecuate,
Therefore, commercisl benks in both Indis and Bangladesh,
were advised to extend snd aocelerate their operations in
the rurel areas to supplement the operations of other extant
agencies including co-operatives, These commercisl benks
have been operesting in the rursl areass for over e decade now,
As such, as & pert of the study of the institutional finence
for rursl development, an essessment of the performence of
rurel operetions of commercial benks 1s epproprinte.

L.2 = Commercisl Banks es Developmentsl Agents
Cver the years, the theory of banking end the

ownership pstterzc of banks heve undergone a ses-chenge.

1. In Tndis rursl operstions of commerciel bsnks inelude
those centres with population of less than 10,000 e&s per
1971 census while erees having no municipal fecilities
are regarded as centres of commerciasl banks' rural
operstions in Bangledesh.
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Sinoe Keynes' General Theory, the neutrality of money thesis
hes been more or less ebondoned by the eoconomists, Rether,
money is now regarded as exercising sn importent influence
on the level of production and scoumulation in the economy.
Commerciel banks, ns dealers in money, heve thus been
recognised es vitel sgents in the proesess of <conomic

devel opment,

Contrary to traditionel urben based business, rural
operesticns of commerciel benks may be regarded =s en
innovation. It 1s oconceived thet occmmercial benks, by
mobilising rursl deposits which remeined untapped so far
by co-operatives, cen effectively add to the supply of
rural oredit known so far to be inadequately met by
co-operatives and other extent egencies. Thus, commercial
banks inoreese the incomes of the savers by peying them
reasonsble retes of interest on their deposits and also
inorerse investment sctivities by providing required credit.
Thus, what Schumpeter2 identified e8 & source of new
1nvestméﬁirhas come to reality even in the rural context,
It is now regasrded thet by planned direction of commercial
banks' lendings, more economic activities are possible to
be oreated for reletively less developed sectors of the
economy end slso for less developed segments of the

populetion. | With this end in view, commercial benks in

2, Schumpeter, J.4A., The The of Foonomig MNevelopment,
1961, Chapters II & ITI.
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both Bangledesh and India were Alreoted to extend their
operations in the rursl erees in order to help the
Governments' efforts for promoting rursl development. )
4.3 [ Rural Benking is Uider then Agricultursel Benking

It is true thet agrioculture is the largest sector
of the rurel economy but it is not the totel rursl econony.
From the available current literature, it is found thet
there exists widespread misunderstending sbout this ss a
result of whioh agriculture is often teken as s proxy for
rursl eccnomy. It is also found thet many regard

egricultural finenoe as synonymous with rural finance.
Rural benking/finance in reel sense of the term includes

in addition to finence for agriculture, finance for rurel
entrepreneurs, rural trensport and marketing,rurel trade
eto. L

| As such, to apprise the performance of commercieal
benks in the rursl ocontext, we consider their totel rursl
operations and not those for agrioculture alone,

Before presenting the eveluation it mey be pertinent

to dlsouss in brief the wesy coummersiel banks were bdbrought
on to the rural scene.

L.k Taking Commergisl Benks To The Rursl Areass

Tntil resently, commersiel banks in both India end
Bangladesh were lergely urbsn-oriented. In Indie, since
1968 and in Bangladesh since 1972, major commercial banks

were brought under government control/ownership in order
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to influence their resource flow in the most desired
direction particulerly, in the interest of the rural
populace. The steps teken in this regard by the respective
government s, sre briefly outlined below,
Bangledesh

Before the liberation of Bangledesh (Tesember 1471,
a lerge section of the banking sector was owned and managed
by West Pekisteni industrialists and the operations of
banks were deliberately designed to suit meinly their
interests, At the tire of liberation, only 14% of the
commercial bank branches, 17% of totsl deposits snd 14%
of bank oredit in Bangladesh were by those bsnks owned and
managed by Banglaaesh.3

Since the Head Offices of most of the banks were
looceted in West Pakistsn where usuelly surplus funds of
the banks were mainteined, Bengledesh lost the share of
those surplus funds to which it wes entitled. Becsuse of
this loss of surplus funds, the banking system as & whole
in the newly born Benglsdesh faced sudden end acute
licuidity problem. Besides pauvoity of funds, Bengladesh
also faced problems in meneging the abandoned bresnches of
West Pakisteni banks, This situation, however, was tackled

by various 24 hoo errengements ineluéding reoruitment of

3. GOB, Ministry of Finence, Resume of the Agtivities

of The Finsnciel Tnstitutions in Bengledesh, 1673,
pp. 10.
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temporery asdministrators. This stop-gep arrangement
continued ti111 April 1972, when the government of
Benglsdesh netionalised the commercial banks (except
foreign benks). After the nationalisetion, all the
commercial benks were grouped under the following newly
formed six banks: Agrsni Benk; Janeta Bank; Pubali Bank;
Rupali Basnk; Sonali Bsnk and Uttra Benk,

After consolidation of the commereial benking
sector, the Government directed (1973) these benks to open
brenches in rurel areas. However, even sfter four yeers
of the Adireoctives, the number of rural branches of
commerciel banks Aid not incresse significently. Thersefore,
Government of Banglsdesh in 1977 introduced a Special
Agricultural Credit Programme (SACP) through which each of
the nationalised oommerciasl banks wss asked to inoreese
their operations in the rurel sreas by opening rural
brenches and making rural lendings in the light of the
target set by the Bengladesh Bank (Central Bank of the
Country) in consultstion with the individuel bank,

Indla

Eural operations of commereial bsnks in Tndie started
practically when Imperisl Bank of Tndla wes direoted to
open new branches in the unbanked areas following the
regommendation of the Rursel Benking Enquiry Committee
(1950).‘ However, as the performence in this regerd was not

satisfectory, the Rursl Credit Survey Committee (195L4)
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sugzested formation of the State Bank of Indie (SBI), ome
of the mein objectives of which 1s tec perform rursl credit
operations, In 1655, the SBI Aot was pessed whieh provided
for opening of not less then 400 branches within five yesrs
of its nationalisation; the tesrget was sschieved in @ue
time, Theresfter, with the purpose of introducing credit
plenning for ensuring grester flow of oredit to the
priority sectors, sooizl control wes imposed on commercial
banks' lendings in 1968, Further in the same yeer, GOI
directed RBI to form Nationasl Credit Council (NCC) which

is to assess the credit requirements of Aifferent sectors
and indiocate crder of priority for granting commercial
benks' loans,

;iEven after imposing socizl control, GOI were
doubtful of commerciel banks' response to channelise
inocreasing volume of ocredit to priority sectors which led
them to think of bringing the ownership of banks under
stete control, This culminasted in the nationelisation of
fourteen major commercial benks in July 1909, The main
objectives of neticnelisation, emong others, were: ensuring
greater supply of oredit for priority sectors; removal of
owvnership of banks by s few; s8nd giving a professionel

-

bent to the bank menagement,

—

L4, Mrs. Indire Gandhi (Prime Minister), Broadgast to
the Ketion, July 19, 1969.
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_The Lesd Bank Scheme
Gedgll Study Group (1968) recommended area approach

of lending for commercial bsnks along with sn integreted
rural credit operation under the lesdership of the
relatively stronger commercisl benk in & partiocular area,
This recommendetion, after Aue exemination by a committee
of bankers (Nerimen Committee), wes sccepted by GOI in
1669, T"nder this Scheme, a benk is Aesignated as Lesd
Bank for easch district whioh is made responsible for
surveying the credit needs and credit fecilities in the
respective districts end to allocete responsibilities among
other banks opereting in the sares,

_ Regionsl Rursl Benks (RRBs)

_ With a view to securing the twin advantages of the
resoﬁroe position and professional management outloock of
the commercial banks elong with the familiarity of locel
conditions of co-cperatives, GOI established HRegional Rural
Banks in 1976 following recommendation of a working group
under the chasirmanship of ¥, Narasimham (1975). RRBs
obtain funds from the RBI, snéd the GOI in addition to the

sponsor banks. |

L.5 Measures to Encourage Incressed Rursl Operstions
Governments and Centrel Benks in both India end

Bengledesh issued e number of instruetions andé provided
required fecilities in order to speed up commercisl besnks!
rurel operations. Some of these are: 1libersl spproach

towards brench expansion; providing concessionsl refinences
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8s end when necessary; introducing lead banks system for
co-ordinested end Jjoint eapproach; Iintroducing iR3s in Indie
and in similer pettern experimenting with Crameen Benk in
Bangladesh; introducing Pifferential Reste of Interest
Soheme; earmerking oertein proportion of lendings for
priority sectors; preferential treatment to smsll/merginal
fermers, agriocultursl lebourers anéd rural eantrepreneurs;
and minimum rurel oredit-deposit ratio of 60 in case of
India and 75% in osse of Banglsdesh,

We mey now review the rursl operations cf commercisl

banks.
4.6 SECTION IT

As stated earlier, in Indis rural operetions of
commereci el benks sterted four years earlier (1908, compared
to those of Bsngladesh (1972). As suech, 1n order to make
the performsnce of rural operations of commerciesl banks
compsrable between the two countries, four years prior to
1972 in cese of Incia were excluded i,e, the period of
comperison is from 1972 to 1980.

Since seperate information relating to operstional
costs of rurel branches sné their profit performance ere
not availasble in both Indis end Bangladesh, we appraise
the performsnce of rural operstions of commercial bsnks in
respect of three broad espects:

(1; Coverage of rural areas by the commercisl banks;
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(11) Suocess in regerd to mobilisation of rural
savings as deposits, end

(111) Sucecess in providing rural credits.

The performence enslysis 12 sttcmpted using the

following:
() Three point snalysis using seouler growth¥ of these
three aspects, i.e.,, coverage, deposit mobilisation and
eredit extension,
(B) A composite index is construected teking sll the
three aspects together in order to assess the overell
growth over the period, and
(C) fssessment of the level of development end chenges
in the level over the period using a 10-point sosle,
(4) THREE PCINT ANALYSIS |

Secular growth of each of the three aspects, viz,,
coversge, mobl 1isation of deposits and extension of credit
ere discussed here.
4.6.1 (I) Coverage

Governments of both India snd Bangladesh followed @
liberzl polioy of brench expansicn in the rursl sasreas since
the netionalisation of the commercisl benks in the

respective countries. Central banks in both the countries

¥ Since starting yeer of rurel operations of commerciel
banks is different, it is likely that Bengledesh
whioch started operstions later will have reletively
higher growth rstes of the indicators compered to
those of Indie.
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set ennuel tergets of branch expansion for easch of the
nationalised commerciel banks and in case of Tndis the
number of branches that mey be opened in urban erces was
linked with opening of rmiral branches, Speoifically, it
wag stipulated by the RBI that for every four rural
brenches opened, only one branch was allowed to be opened
in the non-rurel ereas, RBI elso issued & circulasr whish
envisaged thet commerciel banks should cover all the
unbenked eress including the rursl by June, 1678. Similsr
iastructions were issuned by the Bengladesh Basnk thst within
2 decade efter nationelisation (1982), commersiel banks were
expected to oover all the unbeanked arees including the rurel,.

Informastion furnished in Table 4,1 shovs that
coverage of the rursl ereas by comuercial banks in Indise,
Bangladesh and West Bengel during the period was quite
setisfeotory, as revealed by the highly significant growth
(gl) of the coverasge indicetors: number of rural brenches;
rural branches as proportion of total branches and rural
branches per hundred thoussnd of rurel populstion. Growth
rates (g1) of ell these indicetors were relatively higher
for Bengledesh compared to Tndlen commercial banks because
of the lower base of these indicators, DBesides, expansion
of rursl branches when judged in terms of GCA, was cquite
good in both the countries but in the terminel yeser (1979-
80) coversge of GCA per rursl branch in Bangledesh was

half cf that of Tndis and slso of the State of West Bengel.
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It mey further be noted that in the terminsl yesr
(19769-30) rurel branches as proportion of totesl branches
was the highest (63%) in Bengladesh, 47% in Indie end 34%
in West Sengal. The low proportiocn of rural brenches in
cese of Indie osn partly be explesined by the relatively
lerger proportion of urban srea, The same fector elso
explains the relstively low coverage of rural population
in spite of 2 high proportion of rural branches in
Banglsdesh,

Even though the expesnsion of rural brenches in both
Indie and Bengladesh was satisfectory during the period
1971-72 to 1979-80, there are problems whioh branches face
in their rursl operaticns such es disparity in the spread of
banking fscilities, inadequacy of trained steff and
effeotive flow of communiscation to and from the branches.
4.6.2 (II) Mobilisation of Rural Teposits

From the aveileble data (Tsble 4.2), it is evident
that mobilisstion of rural Adeposits by oommerciel benks in
both Indis and Bangladesh (es slso in West Bengal) during
the period wes quite commendsble. This cleim is
sustantiated by the highly signifiocent growth (gl of the
various indloators used for judging the rurel deposit
performence of commerciel banks: deposits in absolute
emount; inorementesl smount of rural deposits; rural
deposits es proportion of totel commercial basnks deposits;

per cepite rural deposits end deposits per heotere of
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gross ocropped erea, Hovwever, inorementsl rurel Aeposits
as proportion of GDPP from egriculture wes not significent
in Bengledes:,

A higher relative performence of rurel deposits in
terms of GCA in the terminel yesr in Bangledesh was mainly
due to 2 deocline in the GCA, A reletively low amount of
deposits per rurel branch in Bangledesh was probably due
to faster inoresse in the number of rural orenches with
comperatively smeller command srea of oper=tion compsred
to thet of Indilse,

4.6.3 (ITII) Loen Operations

Commercisl benks both in Tndie and Banglasdesh extend
credit through the rural brenches for various kinds of
esgtivities, suoh ss, minor irrigetion, ferm mechenisetion,
dairying, poultry, fishery, and rurel enterprises including
those of ertisasns, Ususlly, such ocredits ere made
available from deposit resources for short-term pericd;
in sddition, term loans =re e8lso provided mostly from
refinance resources for projeota/lines of sctivities
indioated by the refinencing sgencies, In Indie, ARTC is
the apex institution providing refinence and in Banglsdesh
where there is no such specislised agency, refinances sre
provided Airecotly by the Bangledesh Benk,

Rursl lending performsnce of Indisn, Bangledesh and
West Bengal commercisl benks during the period under review

is seen to be quite impressive from the informetion
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furnished in Teble 4,3. This is underlined by the
significant growth (g1) of different indicators considered
loaning
in eppreising the success of rural/cperation of commercisl
banks: quentum of rursl credit supply; 1incrementsl supply
of rurel oredit; rurel credit as proportion of total
commercial benk's credit; rurel oredit as proportion of
totel commerciasl banks deposits; amount of rurel credit
per bank; rurel oredit per oapita and per heoctare of GCA
and incremental rural oredit supply es percentage of GDP
from agriocul ture,

It oen be seen that growth (gl, of elmost ell the
indicators in cese of commereial benks' rural lendings of
Bangledesh were reletively much higher than those of Indis
end Vest Bengal; largely due to low performance level of
the relevant indicators in the bsse year. It is to be
noted thet in Bangladesh, the growth of incremental rural
oredit supply &s proportion of G'P from sgriculture wes not
significent; it wes, however, significant for Indie as
well as West Bengeal,

Though the amount of rural oredit recorded s
signifiosnt rise (gi); rursl oredit ss a proportion of
total commercial banks' credit in the terminsl yeer was
9.60%, 8.51% and 3.36%, respectively, for India, Bengladesh
end West Bengal. This ratio signifies low rurel oredit
performence in view of the GOI's ennouncement that by 1985,

16% of the aggregste bank credit has to go for asgriculture
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end allied eotivities, 3Besides, per rursl brsnoh eredit
also sppears to be low when compesred with per ruresl branch
deposit performence (Teble 4L.2). An examinetion of Tebles
4,2 end 4.3 revesls that credit-deposit ratios of rurel
brenches in cese of Indie, 3Bengledesh end -est Bengel were
54%, L4j% and 32% respeotively (1980). These ratios were
below the GOI target of 60% to be resched by Larch, 1979
end Benglesdesh Government's target of 75% to be achleved
by 1980.

Though per capita rursl oredit by commeroial banks
registered significant growth, the per famlly (sssumed 5
member size; rursl credit st the end of 1980 waes Rs, 210,
Tk 110 and 3, 100 respectively in cese of India, Benglsdesh
and West Bengel, This, in view of the rising prices of
inputs, and by eny other stendsrd, is grossly inadequate,

A similar picture emerges when rursl credit is
considered by per hestare cf GCA which in 1980 was Rs, 125
in case of Indias, Tk 132 for Banglsdesh and fs, 99 for West
Bengal. This is very low when judged by the cost of
ocuitivetion per hestare. Besus (1978) estimsted the cost
of implements slone per escre at As. 3000 in 1974-75 prices.
Even if one puts per hectare cost of cultivation (inecluding

all inputs) st s, 5000, supply of rurel credit per hectare

5. Basu A, Technologicel pgssébglities of Indien
Agrigulture, Caloutte, 1678, p. .
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is woefully inedeguate even after tsking into account the
supply of co-operative credit.

Similerly, the incrementsl rurel oredit as percentege
of GNP from agriculture while showing significant growth
over the period was very low even at the end of 1980 -
1.53%, 0.69% end 0,57% respectively in c=se of India,
Bengladesh and West Bengel, Tt may be pointed out here
thet the Pakistan Credit Tnqguiry Commission6 (PCEC)
estimated in 1959 eredit requirement for egricul ture ss
25% of GTP from sgriculture. Lven if we assume half of
this proportion (12.5%) es the requirement for rursl credit,
the extension of rurel oredit by commercisl banks in both
Indie end Bangledesh turn out to be quite inedequste.

Besides, when the rural credit of commercial bank is
considered in relation to total deposits mobilised by
commercial benking seotor, it is found thet notwithstanding
commendable growth over the period, rurel eredit of
gsomneroial banks as shere of total bank deposits was low
even in the terminsl yesr (1980) - 6.49%, 6.82% and 2.05%
respectively in case of Tndis, Bangledesh and West Eengsl,
This indicetes thet non-rural asreas in India contributing
35% of GNP (roughly 30% of GTP in Benglmdesh) got =
substantislly higher proportion of credit than the rursl
ereas which ocontribute 65% of GPP (70: in Bangledesh),

6. Government of Paklsten, Pekisten Credit
Eggg ry Comm’'ssion, Xarschi, 1959, pp. 7.
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From the foregoing enalysis, it 1s evident that even
if, by absolute amount and by growth rates of various
indicetors, rural lending operetions were apperently high,
the low level of various key indicators even et the
terminal year (1980) suggests thet flow of commercial banks'
oredit to rurel srees was still inasdeguate.

L.6.4 Implications of Target Oriented C-D Ratios )

Covernments of both Indis end Bengledesh, as
mentioned earlier, set target C-D ratics for rursl branches,
It was considered necessary, because in the sbsence of such
targets, rurel brenches may not heve a cleer goel to
achieve. Apperently, it was e good Aecision but a closer
exemination of such target C-D retios show some unhealthy
implications such es the following:

(1 The Adeposits base of the rursl branches in both
India and Benglsdesh being low, a 60% or 75% C-" ratio by
itself does not imply eny significant improvement in the
supply of the volume of rural credit.
(2) Tt 1s likely that becsruse of a reletively higher
level of development, some states/eress have higher smount
of deposits. In such eress, sohlevement of terget oriented
C-T ratios will only msccentuste the slresdy existing
~reglonel disparities.
(3) At the rurel brenoch level, greater sttention may be
\Hgiven to achieving the terget rether then lending to the
right persons for right type of sctivities, \

/
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(&) In developed sreas where deposits are relatively
higher, rural brench mensgers may find it Aifficult to
schieve such terget C-D ratio becsuse even lower than such
retlio may meet the immediate oredit requirements of the
ares owlng to higher deposit base.

( The ebove oritiocism does not meen thet terget C-T
retios should not be set., LRather, blindly following the
tergets without taking into consideretion both the level
of development and Quantum of mobilised deposit resources
in dirfferent areas may not yleld the desired results,

4.7 [ TRANSFER OF RURAL SAVINGS

About three decedes back Guanar Myrdal7 in bhis Theory
of Tnderdevelopment, stated that through the rurel
cperations of various finenciel institutions including
benks, surplus funds of the rurel areas, are being
transferreé to the relatively more developed urban/
metropoliten sreas., This process of fund trsnsfer was
terned by him ss "backwesh effeocts”. The logle of such
fund transfer, askggg;;4£§f;im, lies in the possibility of
heving reletively higher return from investing funds in the
more developed areas, )

Agsessment

Tranafer of rurel funds to non-rural areas has been

reckoned with reference to losnable funds - both deposits

7. Myrdel G,, Economis Theory eand nderdevelopment
Regions, Bombey, 1958,
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end refinsnces, Loanable Aeposits mesns the amount of
totel rural deposits mobilised minus the smount necessary
to meet the requirements of the Statutory Licuidity Retio
(SLR). This SIR in both the countries during the period
under review wes eround 35% with some minor fluctustions.
Hence, in order to assess loanable Aeposits, we have
essumed SLK i{n both the scountries as 35% anA thns losnable
deposits would be of the order of 65% of the totel rural
deposits.

| Tata provided in Teble 4.4 show that the growth (g1)
of the smount of totel fund transfer through rurel
operations of commercial banks was highly significant in
oese of both Bangladesh end Indis (&8s slso in West Bengel),
Such trensfer of rural deposits increassed to sbout four
tines during the period in e=se of Indis;| three times in
csge of Bangledesh and a little more then six times in cese
of Vest Bengal. The smount of transfer in 1980 wes arocund
Rs, 4 thousand million in ocmse of Tndle and e little less
then Tk/Rs one thousend million in casse of both Bengledesh
end West Bengal, When refinsnces for speocific lines of
sotivities sre deduoted from the totel rural lendings, the
magnitude of rural fund trsnsfer appeers to be even larger.

Growth (g1) of deposit transfer per rurel branch was

significant in case of Tndim; 1in case of HBangladesh, on
the other hand, there wes e significent decline in Adeposit

transfer per rural branch. The decline of per branch
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trensfer of rurel deposits in ocase of Banglsdesh was partly
due to relatively lower per branch emount of Aeposits
compared to Indie end West Bengel (Table 4,2) end partly
due to higher terget C-" retio in Bengladesh (75/:) compared
to thet of Iﬁdia (60%). Tn 1980, per brench transfer of
rural funds was highest in case of liest Bengal (3, 1.13 m),
Tk O0.40 million in Bangladesh whieh was 1.5 times more

than the transfer in case of India at &s, 0.28 wmillion.

Transfer of rural deposits, when judged as shsre of
totel rurel deposits, shows that it significantly declined
in ell1l the regions unéder oomparison, Lkureal deposits!
trensfer as a shere of total rursl deposits in the terminel
year (1980) wes 10,5%; 21,3% and 32,6% respesctively in
csse of Indis, Bangledesh and West Bengal.

From the above snalysis, 1t i1s evident that transfer
of rurel funds during the period wes more in case of
Benglasdesh compared to thest of Tndie., The position of
West Bengel in this regerd wes worse then Banglesdesh, The
megnitude of rursl fund transfer was more in acase of West
Bengal compared to some othcr states of India 1s evident
from the shere of the smount of fund transferred in the
terminal year i.e. sbout 1/5th of the all Indis totsl, A
relatively higher transfer of rurasl savings in West 3Sengal
csn partly be sttributed to low share of ART'C refinences
for the state (2.206% of ell Indis totel in 1980). Besides,

1t ocould be gathered that in spite of Stete Covernment's
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persuasive efforts, such trsnsfer in vWest Gengel still
continues.

While looking into the trends of transfer of rural
dsposits through commercial benks, one should not elso
forget thet commercial benks ere not the only egency
trensfering rursl sevings to non-rurel areas, Large number
of rurel Fost Cffices, Tasursnce Compenies (mostly Life)
through rural premiums snd other public limited companies
entitled to aoccept deposits from the members of public are
also ecting as agents for trensfering rurel funds to non-
rural sreas. Another importent point to be borne in mind
is that lending operstions of commercial benks in rural
erees can be different in different reglons depending on
a number of fectors such as: level of infre-structural
development; eaevallebility of inputs; end msgnitude of
so-cperative loan operations. Therefore, i1t will not be
proper to put the sentire blame at the doors of commercial
benks for not lending the total lcanable funds in the rural
aress, However, es an institution 1n the public sector,
commercial banks should meke all out efforts to minimise
trensfer of the funds from the rurel areas., Lather, they
should, in pursuence of the Coverament commitments, make

s8dditional inflow of funés from non-rurel arees in order

8. Mitra, Ashok, (Former Finanoe iinister of .est Bengal),
"A talk on Centre-State Fineneclel Relationships”,
S.P. College, Poona, 1ith DNecember 1982,
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to help fester development of rural areas.
L.8 COMPOSITE INDEX OF GROWTH
A ocomposite index of growth tasking the three major
aspescts of rural operations of commercisl banks viz., soverage,
deposit mobilisstion enéd extension of eredit is constructed
on lines similar to thet for co-operatives (Appendix A,
Chepter ITI). The only difference is thet, unlike in the
case of co-operatives, aspects like cost control and
esrning of profit ere not taken into consideration as
informetion releting to these are not available separately
for rural operstiocns of commeroisl benks in both Indie and
Bengladesh,
Specific indicators chosen for each of the three
aspects are:
I, Coversage
(1) Number of rural branches as % of totel
number of branches,
{11) Number of rural branches per '000' rural
population,
II. Deposit Mobilisetion
(1) Rural deposits as % of totel rFeposits.
(11) Per oapite rurel deposits,
(111} Inorementel rural deposits as % of GTP from
sgricul ture,

III. Extension of Ruresl Credit
(1) Amount of rursl oredit as % of totel oredit.
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(11} Fer cepits. rurel sredit.

(111} nurel credit per hectsre of GCA,

(1v; TIncrementsl rural oredit es . of GTF from

egrioculture,

{v) Inerementsl rursl oredit/deposit retio

{Cc=T ratio,.

The composite index thus computed 18 plotted in
Chart Number I, The diagrem shows thst the composite index
of the rursl operstions of commersisl banks, exoept for
the rirst four yeers, hes grown faster in osse of Bengledesh
(meriked, of eourse, by noticasble fluctuetions)sompared %o
thet of Indie o8 well as “est Bengel., The deoline cof the
index for Bengledesh in 1674-75 was partly due to lower
incrementel flow of deposit and oredit ss a oonseqQuence of
femine ocnditicns ené the desline in 1§78-7G cen be
sttributed tc s polioy of go-slow followed by Ssngledesh
benks in order to sppraise their pest cperations in the
Tural areas.*

Reletively faster growth of composite index of the
rural operstions of Bsngledesh commercisl benks osn de
esoribed partly to low perforuance in the bese yeesr
(bscsuse of leter start; end pertly to introfuction of
terget oriented rursl losn cperations of commerolsl beanks

knewn as SACP (1977).

% T™scussion with the Teput erno Cangle h
Benk, Thaks, Gctober,"1a9§0.
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It can be seen from the Chert XI thet composite
index of loan operstions for 211 the three regions showed
relatively better growth then thet of non-losn operetions.
But this gep in the growth of loen snd non-loan performence
during the first four year wes rather nerrow snd since 1976
such gep oontinuously widened in all the regions, Such gsp
wes wider in osse of Bangladesh compared to Indis. A
relatively lower growth of composite index of non-loan
indicetors, especielly deposits, might have been a result
of higher deposit at the base year reletive to loen
performence in casse of ell the reglons under comparison
(see Tables 4.2 snd 4.3).

4.9 THE CHANGE IN THE LEVEL OF DEVELCPMENT

The three sspects that were considered while
oconstructing composite index sre also nged for mssessing
the level of development with a ten-point scele on the
lines discussed in Appendix A, Chepter III,

The Chert XII shows that the level of development
in Tndia wes all through higher and reletively more
consistent then that of Bangledesh, In case of West Eengel,
this wes even lower than Bangledesh.

The gep in the level of develorment between Tndis and
Bangladesh in the rirst few yesrs was wide but gredually
narrowed down which msy be esoribed to eggressive efforts
end target-oriented approach of rural operstions of

oommerciel banks in Benglsdesh.
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4.10 CONCLTSTON
" The growth in the number of rursl brenches in the
two countries during the period (1972-80) wes ocommendable,
But, the proportion of rursl branches to totsl commercisl
banks' bresnches in India was lower compared to that in
Bangleadesh,

An impressive growth of rurel Aeposits es well es
rurel coredit have been noticable in terms of both flow and
stock smounts in the two countries, However, sn essessment
of the underlying fectore indicates that there 1s need to
meke further efforts to step up deposit mobilisetion ana
oredit extensicn in the two countries.

Backwash effects appear to be opereting through
rural branches of commerciael banks in both Tndis end
Besngledesh, more in the lstter than in the former.

Compared to Bangledesh bagkwash effects were even more

pronounced in West Bengsl,



Teble 4,1: 1 Ve a 1 Bank

T T T teems all Inate Bangladesh West Bengal
1971~ 19;9- Growth 1971- 1979~ Growth 1971~ 1979- Growth
72 0 Rate(%) 72 80 Rete(%) 72 80 Rate(?)

{e1) (g {eg1) -

1. Number of rural
branches 4817 15105 14.72%% 34,9 2103 23,16%% 168 690 19.47%*

2., Eural bresnches as
proportion of total :
branches 35.36 46.59 3.41% 31,84 63.10 8.50%% 22,11 33,74 6,29%%

3. Thousend Heotares
of GCA per rural
branch 34.29 12,99 -13,91** 33,75 6,85 =22, L4,%% 43,28 12,71 =18, 71%%

4. Rursl breanches per

lekh of ruresl
populetion 1.08 2.95 13,03%% 0. 53 2,73 21,22*% 0,50 1,76 17,57+

*% = Significent at 1% level.
* = Signifioant at 5% level,

A



Teble 2: R 1l D f O erolsl Benk
(Tk/Es in million)

Ttems All Indla Bangladggg(P) Wegst Bengel
19;1- 1979- Growth  1971- 1979~ Growth 1971- 1979~ Growth
Rate (%) 72 80 Rate(%) 72 80 Rate(%)
el) {g1) (g1

1. Amount of rural
deposits 4586 39664 26,33** 461 3900 27,70%% 254 2400 28, 04%%

2. Rural deposits as
% of total deposits 6,09 11,90 7.45%* 10,04 15,63 7.86%% 2,49 6,34 11,445

3. Per branoh rural
deposibﬁ 0.96 r 68 11-77“* 1032 1085 be 52¢* 1. 5' 3-'&3 8. 53**

L4, Per capita rurel
deposits (Tk/Rs) 10.27 77.42 24,62%% 7,02 50,69 25,80%* 7,52 61,04 26,17%*

5. Inrsl deposits per
heotere of GCA (8

(Tk/Es) 27.76 176,17 25.44%% 3G.13 258,71 26,61%% 34,63 229,25 25-32¥*
6. Inoremental(b) ,
rural deposits 1092 9133 26, 54%* 109 566 20, 59%% 76 50L 25,70%%

To Inorementsl(b)
rurel deposits as
% of G"P from
rgricul ture 1,07 2.79 19,16%% Q.42 0.65 17,84 0.53 2,35 22,91%%

- e e A M A R S s S M S W e A G W A A @ e 0 W ES S e P W We Wl S5 w5 PN G R e A S S W R e e @ s W -

“# = Glgnifioent et 1% level,
(a) = Last year relate to 1678-79,
(b) = First year relate tc 1972-73,

(P) = Rarel deposits of first three yeesrs were estimated on the basis
of per bresnoch deposits of 1974-75.

el



411 India
1971-

1979~
72 8o

Growth
Rete(%)
(g1)

Growth
Rete(5%)
(g1)

(Tk/Rs in million)

- ws W W M S & 2 e S W Gn W wh G B W B e W B G2 W A B W W A WS S @ S S G W W 2w 2w W W a8 W W e - -

Bangledesh(P)

- e e» WE S SB W Wa R AF am GB @ @w e M S e e w9 @ W e @ W S s T W S T = S S & W@ W= W@ - - = W e W - -

2.

3.

L.

5.

- & @ & & W W W W W ® W W B S W W W e @ W T B @ S & W & E W W s @ O W W W W W W e e e e W -

Amount of rurel
oredit

Tnerementel
rural oredit

Rurel oredit ss
% of total oredit

Per branch rural
oredit

Fer gapita rural
oredit (Tk/Rs)

Rurel credit per
heotare of GCA
(Tic/Rs)

Inoremental rural(')
oredit as % of

GDP from egriculture 0,64

Aursl
totsl

credit as %
deposit

(B) =

177

1909 21619

5013
3.56 9,66
0.40 1.46

L.27 42.20

11.56 124.75

1.53

2,53 6,49

Silgnifioent st 1% level,
Significent at 5% level,
Hefers to the year 1G72-73.

28. 9‘0*‘
2, 61
10, 71 %%

T4, 39%%

27, 23%%

28,37%%

17.95%»

10, Q7%%

S
L5 1703
1 600

1.58 8.5
0.13 0.81
0.69 22.13

3.82 132,15

0.04 0.69

49 bb*®

65, 27+

27.87%*

20, 29%*

L7, b9**

b7.45%%

52, 607

29, 56%*

West Bengsl
1971- 1679~ Growth
72 €0 hate(%)
(e1)
L2 777 38.10%*
17 144 32,6G%%
0.52 3.36 25,15%%
0. 25 1,13 18,73+
1.17 19,76 3¢, 23%%
5.78 93,63 38,29%%
Q.12 0.57 25,55%~
C. 4 2,05 21,50%=

Amounts of rurel oredit for the years 1971-72 - 1973-7, were

estimsted on the basis of per brench performence of 1974-75.

€Ly



Teble 4. 4: Transfe Rural Sav 8 t ommercisl B
(Tk/Rs in million)
"7 7 Indtostors AL Tatts Bengiadesh «  West Bengal
1971- 1979- Growth 1971- 1979~ Growth 1971- 1979~ GCrowth
72 80 Rete(%) 72 80 Rete(#) 72 80 Rate(%)
(g1) (1) (g1)
1. Amount of deposit
trensferred (a)
(without refinancea) 1072 4163 18,02%% 255 832 15.94%% 123 783 21,37%%
2, Trensfer of rural
deposita {(with
refinanses) 1095 5836  22,12%= - - - 124 821 22, Loe
3. Adjustcd C=-D ratio
after refinsnces W.13 50,29 1,67+ - - - 16,14 30.79 9,27%*
4, Poer rural brench
transfer cof
deposits 0.22 0,28 3,70% 0.73 0.40 =7,14% 0.73 1.13  1.86
5. Psroentage‘b)
transfer of
deposits 23,37 10.49 -8,32%% 55 25 21,33 «11,74%% L8, 46 32,62 <6,66%%

- Er e M e S @ @ v W W E Y W Y S W S% W G B @k aB er @ S W e & = e

(m)
(<)

"%

(e)
(b)

Million,

Not spplise=ble for Bsngladesh,

8ignifiocant at 1% level.
Signifiocnt at 5% level,

Caleculated essuming 65% meximum loansble deposits,

Loansble percentege of Aeposit minus sotusl percentage of

deposits extended &8 credits,

Bangledesh refinances to gcommersisl banks for rursl oredit

are not separately availeble,

Yl
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CHAPTER V

PERFORMANCE OF SPECIALISED AGENCIES

Heving disocussed comparetive performence of
co-operstives in Chapter III end that of the rural operstion
of commercial banks in Chapter IV, in this Chapter, we
discuss performsnoce of specialised agencies either directly
or indirectly involved in rural finance in both Indis and
Bangladesh,

In India there 1s no speoislised sgency directly
engaged in rurel finance. But there are two agencies
indirectly involved - 1,e. Agriocultural Refinence
Pevelopment Corporation (ARTC) end Agricultural Finance
Corporation (AFC), / By merging the Agricultural Credit
Department of RBI with ARTC - the most important of the two
specialised sgenocies in Tndia, the National Bank For
Agricultural and Rursl Tevelopment (NABARD), wes formed in

1982, following the recommendation of the Committee to
Review Arrengements for Institutional Credit for Agricultursl
and Rural Development (1G681). Since the reference year of
our study ends in 1979, our discussion is confined to ARTC
only. The other Corporstion in Indie i.e. AFC is e
consultency organisation engeged mostly in project

formuletion in order to fecilitete the commercial banks
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meking asdvences for asgriculture and releted sstivities.

In Besngladesh, the Bangladesh Krishi Bank (BKB) is
the only specislised sgenoy involved directly in rurel
finanoce, There is no specialised indirect agency involved
in rural finance either for refinance or for project
formulations as in India. Even though the workings of the
agencies in the two countries sre not striotly ocomparable,
we, in the following few pages, appraise the performence of
these agencies,

An evaluation of these specialised egencies relating
to their operational achievements, among cthers, will
include whether or not and to what extent Governments'
commitment to make greater inflow of resources in the rural
areas has been schieved; whether or not, more and more
rural ectivities were receiving financiel assistance;
whether or not Government's concern to improve the economic
condition of disadvanteged olasses like landless
egriocultural labourers, small end marginal farmers has been
reflected in the opersations of the specialised agencies as
also whether or not and to what extent ennounced policy of
the Government towsrds balanced regional growth was being
pursued through the financisl essistance of these
institutions.

5.2  BANGLADESH KRISHI BANK (BKB)
< BKB came into existence under BKB Order 1973

(President's Order No. 27 of 1973) as a successor of the
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former Agrioultural Tevelopment Bank of Pekisten (Eastern
Zone) which was esteblished in 1961 by the merger of
Agriculturel vevelopment Finance Corporation (1952} and
Agricultursl Bank of Pakistan (1957).

The main objective of the BKB is development of
agricul ture end other ellied operetions in order to inorease
productivity end income of the people involved in these
activities by providing credit either in cash or in kind for
sctivities like orop, irrigation, lend development,
horticulture, forestry, animsl husbendry, fishery, poultry,
dairy, sericulture, tea plantations, warehousing, marketing,
processing of agriculturel produce, and ferm mechanisation.

The bank 18 expected to prepare bsnksble projects to
be taken up by interested people; procure agricultural
meghineries from sbrosd sgeinst foreign credit, in sddition
to, performing normal functions like that of a commeroiel
bank, The benk is elso expected to evaluate the on-going
sohemes and provide advisory services to the loenees for
proper implementetion of the projects, besides providing
training arrangement for its executives,

The mensgement of the bank 1s entrusted to the Board
of Directors, seven in number including the Meneging
Pirector as the Chairman and three nominee directors of the
GOB (Since 1982, the GOB has been appointing a Cheirmen, in
addition to the Menaging Director). The Boerd is entrustead
with the generel direction and administrestion of the effeirs
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end business of the Benk., As regsrds poliocy matters, the
benk 18 guided by the imnstructions given to it from time

to time by the GOB, The Managing Director is asssisted in
the execution of day-to-day affeirs by two Genersl Manegers.,

The benk advences losns for production es well
investment purposes - short term loen for 18 months, medium
term loens exceeding 18 months but not more them § years
end long term loans extending upto 15 yeers,

Loans asre grented generally against security of
immovable property, government/scheduled bank guerantee,
pledge, gold or gold ornaments and other security papers,
Produotion loens, upto a specified limit, may, however, be
ellowed against personal surety/hypothecetion of srops.
Benk's lending rates very from 12% to 15.5% (as in June
1979). BKB obtsins funds from Bengladesh Bang/?%geign
oredit arrenged through GOB at 6%.

_~“The bank's Sranch lMensger is empowered to senction
egricultursl loans upto Tk 5000, except in case of shellow
tube wells (STWS) for which the ceiling is Tk 24,000. The
sceles of finance are furnished in the aeppendix whieh shows
that these sre dependent on the nature of erops end the
type of lend - irrigated or not.

Loans sre advanced for projects that are technicelly
sound and esonomicslly visble. The instalments for
repayment ere generally fixed keeping in view the seascn

in whioch the borrower is expeoted to get 1lnoome,
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Generally loan appraisal is expeoted to be done by
investigation officer or field supervisor; however, in
practice, most of the losn appraissls are done by the
latter because of the shortege of investigation officers.

The field supervisor visits the rursl sreas snd
calls meetings of the rural people inoluding the elected
leeders. In such meetings, a list of would-be borrowers
is prepsred; defaulters of eerlier loans ere execluded from
the 1ist. The flield supervisor after collecting required
information submits the loan proposals with his comments to
the brenoch for sanotion,

Investment loans ere usuelly provided for
irrigation, lsnd development end for purchasing agricultursl
implements,

An internstionel stvdy group which examined the
methods followed by BKB in making production end investment
loens found that es the field investigetors were mostly
untreined, their reports on eredit worthiness of the
losnees lacked meny fundemental details., Further, the
group observed that the benk does not take techniecel sdvice
regerding the deposit position of ground weter 1n oese of
shellow/deep tubewells, nor does the benk render any sdvice

to the borrowers on sultable cropping petterns.

1. FAO/worla Benk, A Report of the Bangledesh
Agricultural Credit Frojest, kome (1980),

Annexure 5, pp. 7.
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Every brench of BKB is reyuired to have at least
one Investigation Officer and one Fleld Supervisor, for
loen appraisel, supervision end recovery. However, begcause
of repid inorease in the number of branches, it is reported
that many of the new branches lsek asdequate number of
supervisory steff. An snalysis shows thet each
investigetion officer/field supervisor is required to
handle sbout 4LOO new loan ceses and 600 running ecoounts
every year.2

BKB hes & Central Treining Institute in Thaka with
two regional treining Tnstitutes, one at Chittagong end
the other et Bogre., A third regional training institute
1s being opened at Jessore., BSesides offering tresining in
its own institutes, the bank slso deputes its employees to
relevent training prcgremmss arranged at home or abroad.

Owing to repid expension of btrenches, steff strength
of the benk inoressed from two thousend to five thousand
during the pericd 1972 to 1980 with an ennual gompound
growth rete of 11,5%., The Tnstitutes of the bsnk conduct
both founésticn anéd specisl courses, depending on the
background of the traineces. An examination3 of the type of

ecourses, thelr ocontents and the background of the treiners

2. Ibia, pp. 7.
3. (1) world Bank/IPA Study, op.eit., pp. 27.

(11) Bengledesh 3Benk, Azricultursl Credit Study
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reveal thet the training given to the BKB's employees wos
not only inadequate, but gslso ineffective.
5.2.2 Resource Mobilisation

The resources of EKB which 1s & wholly owned public
underteking of the GO0B, comprise owned funds, deposits end
borrowings. The benk is empowered to raise funds by selling
bonds in the open market.

It can be seen from Table 5.1 that Auring the nine
year period (1971-72 to 1979-80;, there had becen e
commendable rise in the funds of the bank, the overall
resource position inereesing by about six ti-es - owneéd
funds rising by 3 times, borrowings by 5 times and deposits
by 11 times,

In terms of growth rateéf of eech of the components,
it csn be seen from the following informetion thet the
highest compound ennual growth cduring the pericd was

recorded by deposits followed by owned funds,

Components Absolute Helative #
Growth Rete Growth Rate
__________________ (in %) _ _ _ (1o %)_ _
(1) Eguity Cepitel (e + D) 22,68 - 7.31
(a) Paid up Capital 9.85 - 11,87
(b) Reserves and Surpluses 64,69 + 41,27
(11, Borrowings 20.98 - 0.75
(111) nDeposits 29,86 + 8,12
{iv) Overall (Total) 21. 74 -

@ e wm a @ E G B G WS @ A e @ 8 S W W W W W W W e = W W e -

% Two-Polnt exponential growth rate. Growth rate
- hereinefter in this Chapter shall refer to g2.

# Relotive growth raste is caleulsted taking proportionate
change of each of the elements in the total resocurces,
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Sinoe BKB is 2 public underteking growth of equity
capitel meinly resulting from non-disbursement of
dividends meens nothing significent. Higher compound
ennual growth rate of Ffeposits is an encoursging sign,
However, per branch deposits grew at en annual rate of 9%
Implying thet high growth rate of deposits was primerily
beocsuse of inorease in the number of brenches from 77 in
1972 to 412 in 1980,

Further, we may slso notice a peroeptible change

in the nature of deposits over the period ss can be seen

below:

T T T T T T T T T T T T T iona72 - T T1g79-80
Current Teposits 18.84 22,35
Savings Deposits 37.68 17.28

Fixed Teposits L3.48 60.37

Totel 100. 00 100. 00

It is clesr that the share of fixed deposits in totel
deposits incressed st 8 higher rete then that of current
deposits while the proportion of savings/deposits declined
signifiocantly over the period.

Section 15(1)(0) of BKB order (1973) sllows the bank
to raise funds from the open market by so;ling bonds sné

debentures which hes not been utilised so far.
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52,3 ZEwslustion of Operational Aghievements

BKB's operations underwent a ses change Auring the
last three decades s mey be seen from the dete given below:

(Tk 4n #11lion)

--—_-------—---ﬂ--------------

1. Tisbursement of Loem 92,60 557.20 5972.80 6602,60

2. Average Annusl
Tisbursements 9.26 55.72 597.28 220.09
between 1951 & 1081

3. TNecadal Growth Rate - 19,94 26,34 -

- G Es S e S S W W a W e e S me W S WP W W S we we W =

Arounéd G, 5% of the totsl dAisbursements for the three
decades wes made during the 20 yeers reflecting the
indifference of the then Government of FPakisten shown
towerds rurel finance in the EZastern Zone. Islam‘ (1968)
stated that for 56% populetion of Pekistan loceted in the
Eest VWing, a little more than 42% of the totel Agrioculturs?
Nevelcpment Bank loan was disbursed during the period
1952-68, Turing the 10 yeers sfter Bengladesh was
established (1971-81), BKB's disbursements were about 10
times more than those mede during the yeers 1951-1971,
5.2.3.1 Physiosl Coverege

The benk which hed 77 branches snd 7 regional

offices as on June 1672 inecressed then to 555 branches with

L. Islem, K,S. "ADPP's Activities & Achievements". The
Pekistsn Cbserver, ATPP Supplement, Feb, 18, 1968,
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20 regionel offices (Table 5.2) indiceting en eanusl
compound growth rate of 22% and 12% respectively. Brenches
per regional office which were 11 as on June, 1972
increased to 28 as on 1980-81.
Regional Spread of Branche

There sre four administretive divisions in Bengladesh
i.e. Thakha, Khulns, Chittogong, Rajshahi. It can be seen
from Teble 5,3, that the number of BKB branches in Thekhs
division rose to 164 in 1980-81 from 29 in 1973-74 with an
annual compound growth rate of 29ﬁ: The lowest growth of
branches wes in the Khulna division, from 38 to 118, with
an annual compound growth rate of 19%. Regionel spread of

BKB branches can be gleaned as under:

- e W S S e W A A e me S A e e T Gy W e A e - - - @ ean e W= - -

Reglons % of GCA % of PCP Number of Branggea Annual
(1979) (1981) 973-74 980- Growth Rate

Thekha 22% 25% 29 (21%) 164(30%) 28.87x
Chittegong 21% 26% 31 (23%) 141(25%) 25.12%
Khulns 25% 25% 38 (28%) 118(21%) 18.88%
Re jshehi 32% 2h5 38 (28%) 132(24%) 20.37%
Total 1005% 100% 136(100%; 555(100%, 20.09%

GCA - Gross Cropped Area (heoteres),

Figures in the brackets indlcete percentege of the totsl.

Judged from either GCA or pecpuletion, Thekhe
division hed the highest proportion of BKB brenches while
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it was the lowest in oese of Khulne division, The second
place was occupied by Chittagong Adivision with e growth
rete of 25% over 1973-74. Viewed from both GCA engd
population, the distribution of brenches in 1980-81 wes
more imbslanced compared to what it was in 1973-74.
5.2.3.2 Losn Disbursements
From Table 5.4 giving information relating to loen

disbursements, number of benefioisries end per borrower
losn for the yesrs 1971-81, it is seen that the amount of
disbursements rose to Tk 2097 million in 1980-81 from
Tk 94 million in 1G671-72 with an annual compouné growth
rate cf 34%. An year-to-yeer analysis of changes in
disbursements showed that the highest inoresse was in
1976-77 which cen partly be attributeble to the introduction
of Speoial Agricultursl Credit Programme (SACP) by the GOB
while there was 2 decline in 1973-7L4 perhaps beceuse of the
femine oonditicne preveiling in the country.

Number of borrowers incressed to 391 thousend &s on
June 1980-81 from 92000 ir 1971-72 with en esnnusl compound
growth rete of 16%. Not only wes there an increese in the
number of BKB borrowers but there was also an inoresse in
the per borrower emount of disbursements from a little more
then Tk 1000 in 1971=72 to Tk 5000 in 1980-31 (compound
annusl growth rate of 18%).

Production V/s Investment loan

Production loens are usually of & Auretion of not
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exceeding one year while investment loens mey even be for

a period of 20 years.

(Tk in million)

Pecade Froduetion Investment Losn Totel
Loan Medium Long Total (2+5)
(Short term) Term Term  (3+4)
1 2 3 5
1. 1961-T1 245.8 270.6 40.8 3114 557. 2
2, 1971-81 3637.0 1827.0 509.0 2336.0 5973.0
Total 3882,8 2097.6 549.8 2647.4L 6530.2

S s E e S S e S @ e S T G S e W G e S S W G W S e W s am

It cen be seen from the informetion furnished esbove
that éuring the decade before the liberation of Bangledesh
BKE was giving e higher proportion of its losns (56%) for
investment purpose, But, in the degcsde efter the liberaticn
of 3Bangledesh (ending on June 1981), the proporticn of loan
for investment purposes declined to 39%. The shift of the
bank tcwards production loen was largely due to the
introduction of SACP (Tsble 5.5). Another probeble
explenation for the shift of BKS towards production loan
may be the inability of the potentisl investment borrowers
to offer sdditionsl land as security for investment loen
while it was slready offered for production locans, It is
most likely in view of the fact that Bangledesh is e country

with very low land-men ratio,
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Purpose/Activity-wise Tisbursements

Tsble 5.6 gives purpose/sotivity-wise loan

disbursement of the benk in three Aifferent years i.e.
1963-64, 1971-72 and 1980-81. It is observed that corop
loans (seed, fertiliser eto.) declined to Tk 1.7 Million

in 1971-72 from Tk 14 ¥illion in 1363-64, but incressed to

Tk 381 million in 1980-81., However, the share of crop loan

in totel BKB losn declined to half of whet it wes in 1963-64.

BKB lcan for irrigetion, lend development sné farm

mechanisation including ferm implements incressed both in

absolute amount ss well &s proportion to the totel.

k.

5.

6.
7.

Particulars 1963-6& 1971=72 1980-81
Amount Amount Amount
Tk Tx T ome

Crop loens 13.93 (36.33) 1.70 (1.77) 381,24 (18.18)
Tee loans 4.15 (10.82) 27.52 (23.55, 579.58 (27.64)
Irrigstion, ferm
mechsnisetion, farm
implementation 1.16 (3.02) 3.29 (3.41) 231,31 (11,03)

Marketing and
processing eto. 2,02 (5.27) h.32 (4.28) 361,82 (17.25)

Fisheries and
poultry,deiry ete. 0.2 (0.52) 0.09 (0.09) 126,58 (6.04)

Drought snimels 13,02 (33.96) 35.55 (57.63) 175.20 (8.35)
Others 3.86 (10.07) 3.92 (4.06) 291.67 (11.50)
Total 38 34(100.00) 96. 39(100 G0) 2097. 40(100.00)

— as W e» e - @ = o= - e ®-m o W= = - - - eae W A W e e = e W e -

Figures in the parentheses indicate percentage of the total.
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Loan for marketing, transportetion and processing
inoressed in absolute esmount in all the three yesrs but as
proportion of total, it marginally declined in 1971-72
from 1963-64, The proportion of this loen in the totel
inoreersed fourfold, compared to 1971-72., Loans for relsted
agricultural sctivities like deirying, poultry and fishery
which declined in 1971-72 both in smount end in proportion
showef sherp rise in 19680-81, Losns for draft-snimels,
though showed en lncrerse in absolute amount in all the
three years, as 2 proportion of the total declined
substantielly from 58% in 1971-72 to only 3% in 1980-81,
Loens for agro-based incdustry which wes nil in 1063-04,
incre=ssed marginally in absolute amount as well as &
proportion of the total; the propertion was only a little
more than 1% in 1980-81.
1gbursgsments of Loans by Sizes

Size-wise (five sizes) information of loan
distridbution for the periods i.e. 1965-66 to 1969-70,
1670-71 to 1975-76 end 1980-81 are furnished in Table 5.7.
It is evident that the position of the lowest group (i.e.
upto Tk 1000) es well the lowest two groups together (i.e,
upto Tk 3000) in the disbursements of BKB loans deteriorated
over time. The share of the lowest two groups in the
disbursements declined significently from 59 in the first
period to only 24 in the third period.

On the other hand, the highest size group i(i.e. over
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Tk 5000) cornered 58% of the aggregate disbursements of
BKB in the last period compared to 31% in the first period.
Disbursements by Size of Land-holding

Table 5.8 gives distribution of loans by laendholding
size for three periods viz.,, 1965-66 to 1969-70, 1570-71 to
1975-76 snd 1976-77 to 1980-81. Beceuse of the change in
the clessificetion of the holding size, the information had
to be regrouped under two cetegories i.e. (1) upto 12.5
aores and (i1) above 12,5 ascres.

The rearrenged dstas clearly reveal that while the
proporticn of losnees with upto 12,5 acres to the total
losnees increesed continuously from 86% to 98%, their share
in the totel smount disbursed declined from 60% to S54%
between the first snd the third period. Further, the
proportion of loenees with lendholding of sbove 12,5 acres
declined steeply from 14% in the first period to only 2%
in the last period while they eccounted for LD end 46X of
the eggregate loan disbursements during the two perlods.

Concentration of loan 1nr6rmation of owners of large
holdings appesrs to be more serious when we aonsider that

> with 854 of total

97% of the farm holders in Bangledesh
areas are with the size of less than 12.5 acres of lend.
This concentration of BKB lending operation, therefore, is

very much in contrest with the GOE ennounced polioles to

5. GOB, Bangladesh Agricultural Census, 1977.
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help improve economic conditions of small and marginsl
farmer including lendless agrioultursl lesbourers by
providing funds both for production &s well as for
investments,
Digbursement of Losn by Segurity
It oan be seen from Teble 45,9 that BKB in the year

of introduction of SACP disbursed 4,2% of the total loans
to 70% of the borrowers on hypothesation of crops. Since
then, 1t went on declining 2nd Auring the yeer 1980-81,
only 26% of the totsl losn wes disbursed to 55% of the
borrowers on hypothecetion, Similer downwerd trend is
noticed in regard to disbursement of loens against personal
surety. Contrery to this, both propoertion of borrowers ss
well as proportion of asmount of loan egainst pledge of
stored egrioultursl preoducts hes increesed during the
period, This is elso a producticn-oriented epproach but
this facility csn usually be availed cf by relatively
lerger fsrmers. The proportion of borrowers whe obtainad
loan sgainst security of inmovable property incressed from
26:. during 1977-78 to LO% during 1980-81. These borrowers
obtained loen amounting to ~round 50%. of the totel during
the period.

The GCB through plan documents snd verious poliecy
announcements expresced 1ts concern for balanced regionsl

growth to be echieved by equitable distribution of
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resources both by budgetary provisiocn ss well es by loans.
The required informetion for sssessing the echievement of
the eforesaid objective is presented in Teble 5.10. Loen
operations of the four sdministrestive divisions of BKB
(or 1ts predecessors) are presented for three periods:

(1) since 1952 upto the liberation of Bengladesh (1671),
(11) 1971-72 to 1975-76 end (111) 1976-77 to 1980-81,
besides & cumulative position s on June 1G31,

Ranking of the divisions on the basis of GCA and
the proportion of the borrowers indicates thet Rejshehi
occoupies the top position foliowed by Khulna, Thake end
Chittagong Tivisions. 4s regards proportion of the emount
of disbursements (1952-1971), however, Chittegong division
was the first followed by Theka division, After liberation
of Bangledesh, Thake division renked first both in
proportion of borrowers snd in proportion of the amount of
disbursements while Chittegong division secured second
position in the emcunt of disbursements.

The above snalysis suggests high conoentration of
BEB lendings in Thakha and Chittegong d4ivisions. This can
pertly be explained as preference of the bank to encourage
agro-based processing plents in end around Theke and
Chittagong cities besides the faot that most of the
plentation loans were given in the Chittegong division

becsuse of the locstion of tea gardens there.
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5.2.3.3 Recovery Performsnce
In order to meintein revolving charscter of

loaneble funds, it is essential to ensure prompt recovery
of loans., Recovery information which is availsble for
twenty years 1.e. 10 years before liberation and 10 yeers
after libersation of Benglesdesh, is provided in Teble §5.11.

Recovery rate is computed on the basis of the
repayments and amount recoverable during s year. Amonunt
recoverable includes overdues at the beginning of e yeer
plus the smount of loan that has fellen due during the
year. It can be seen from the teble thet the recovery
rate during the year 1961-62 wes 80%, which gradually
declined to 11% in the year of liberation, Sinee then,
the recovery rate stsrted improving resching 67% in
1980-81.,

Of the twenty years under considerstion, 2s many as
in 13 years, BKB's recovery rete was lower then the average
recovery for the period (48%).

Size of Recovery Number of years Percentage of
Rates B AL the total

- e W G AR WS G G e en 5 AR W M e @ s @@= & S @ e - - e e W= e -

1. Over 80% to 100% 1 G 1 5%
2, Over 60% to 80% 1 1 2 10%
3. Over 4kO% to 60% 2 5 7 35%
L. Over 20% to 40% 6 3 9 L5
5., Upto 20% 0 1 1 5%

Total 10 10 20 100%

BL - Before Liberation., AL - After Liberstion., T - Totel,
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When we oompare the two periods, i.e. before ena
after liberation, 1t cen be seen that of the 10 yeers of
low recovery rate (below 40%) 6 years were before liberstion
and 4 yeers were sfter liberstion. Of the four years after
liberstion, two yesrs, i.e., the yeer of liberstion s2nd the
following yeer poor recovery wes for understandable Tressons;
GOB ordered not to insist on recovery during these two years
in view of the loss suffered by the borrowers as a result
of the war of liberation. The other two yeers of low
recovery rate (1.e. 1973-74 end 1974-75) were femine yesrs.
Recovery Performsnce by Reglions

Recovery information by administrative divisions
which is aveilable only since 1972-73 to 1973-79 (Table 5.13)
reveals that during the yeur 1972-73, recovery rate of the
Thekea division wes the highest (40.) followed by Chittagong
division (18):). Turing the same period recovery rates of
EKhulnae and Rejshahi divisions were below 15%, However,
during the 1978-79, recovery rate in sll the four divisions
improved. Chittagong division was at the top (71%) followed
by Khulna (49%), DPheke (48:) and Rajshehi (38%) respectively.
Better recovery performence of Chittegong dlvision cen partly
be attributed to lerge volume of tea loan in that &ivision -
tea loan as linked with marketing.
Cverdue Positjion

It oan be seen from the information furnished in

Table 5.11 that overdue rate as percentage of totsl
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recoverable loan in twenty yeers ending June 1981 was on

the aversge, 52%, ranging from 185 to 89%.

1. Upto 20% 1 0 1
2. Over 20% to 4LO% 1 1 2
3. Over 4LO% to 60% 2 5 7
L. Over 60% to 80% 6 3 9
5. Over 80% to 100% 0 1 1

Total 10 10 20

BL - Before Liberstion
AL - After Liberetion.

Overdues were low only in three yesrs; in 7 years
they were between 4L0O% to 60%; of the 10 years of high
overdues six yeers were before liberstion and the remaining
were after liberation.

Aging Schedule of Overdues

BKB does not publish information relating to aging
schedule of overdues., However, with special efforts, we
were able to collect information releting to this for five
years (furnished in Teble 5.14), whioh revesls thet as on
June 1972, overdues of more then 3 years were 46%; this
proportion inoreassed graduslly reaching 60% as on June

1976-77.
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5.2.3.4 Profit Performsnce

Rate of return on capitel employed is sn importent
finanocial indicator of orgenisationsl performance but it
is not the only indloetor for publiec sector enterprises -
whose prime objective is to render service to the people.
Keeping this in mind, we have to interpret the BK3's profit
performence,

Table 5.15 presents informstion relating to profit
performence of BKB for a period of 10 yeers from 1571-72
to 1980-81, Profits earned by the bank during the yeer
1971-72 wes Tk 4 million which increased to Tk 78 million
during the yeer 1680-81, This 18 epparently a good profit
performancse; however, the rete of return on ocapitsl
employed as well as that on equity cspital, 1s discourasging.
Keturn on capitsl employed during the yesr 1971-72 was 1%
whioh inoreased to 3% during the year 1980-81. The profit
performance of BKB, by any stendard, is fer from satisfectory,
particulerly, in view of the faot that a normal rate of

return in privete menufsoturing sector 1s around 15%.

5.3. AGRICULTURAL REFINANGE AND TEVELOPMENT
CORPORATION (ARDG)

The report of the All Indie Kurel Credit Survey
Committee (1951-52) suggested grester emphasis being given
to long-term lendings without whieh it is not possible to
secure full benefit of even short-term lendings. TFollowing
this recommendation and with the purpose of improving

investment credit fsoilities, the GOI took & number of steps
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of whioh the esteblishment of a refinesnce corporstion wss
one, Thus, the Agrioulturel Refinsnse Corporation (ARC)

was esteblished by an Ast of Perlisment in 1963. The
Corporation, slthough fundementally e refinance agenoy,

hed from the beginning Aischarged some functions whioch are
essentially developmentel snd promotionel in chsrecter.

In order to emphesise this role of the Corporation, it was
renemed, by an amendment of the Act in 1975, as Agriculturel
Refinence and Development Corporation (ARDC),

The mein objeat of the Corporatican 1s to sugment the
flow of investment resources, both mediurm end long-term,
for promoting sgriculture and releted eotivities such as
erop raising, enimel husbsndry, dairying, poultry, piseci-
culture and fisheries (both inlend and merine). The
Corporetion is expected to sssist all those projects whish
cannot be finsnced by other egencies either cn eccount of
the volume of funds involved or the terms and conditions
of repayment, or becsuse the projeots are such as osnnot
be brought within the normal rules of business under which
Land Tevelopment Benks are opersting. ‘

The objectives of the Corporatlon have been somewhat
changed over time., Thus, the reconstituted Corporation
(1975) had the following objectives, emong others: (i)
Providing adequate refinance fescilities to eligible

6. ARC, First Annuel Report (1963), pp. &.
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institutions to step up the productive lending needed to
achieve the national plen programmes, (ii) diversifying
the types of lending for echieving  brsod based growth of
the economy @3 a whole in terms of inereesing natiocnal
income through agrioculturel development, (111) promoting
agricultural development in arees vhich hsve not so far
attracted mmoh attention either of the governmental
agencies or of the lending institutions and help set right
regional imbalances, (iv) paying special attention to
promoting the interest of small and marginel farmers by
expanding refinsnce faocilities for schemes prepesred for
the benefit of such weaker sections of éociety, (v)
emphasising the need for technical considerstions in the
formuletion of projects with a view to meximising the use
of svallable resources, and (vi) assisting the various
governmental sgencies in the formuletion of economigelly
viable and financielly feassible sohemes and in their
fmplementetion,

The Corporetion, within the confines of its
objectives, assists e number of activities from plantstions
to commercial forestry, from on-farm developuent to farm
meohanisation and from piggery to pisecioulture, More
speocifically, the corporetion's assistence is aveileble
for the following sctivities: bMinor irrigetion; lena
development snd soil conservation; farm mechenisation;

plantation and horticulture, poultry; deirying, goattery,



plggery, fisheries, storage end merket yards, agriocultural
aeviation, bio-gas plant, commerscial forestry including
purchasse of work snimels/animsl-driven earts by small anq
marginal farmers.

Under Seation 5 of the Corporation Aat, the
membership is open, besides RBI, to: (a) CLDBs, (b) State
Co-operative Benks and (o) Scheduled Banks, (4, LIC snd
other Insurence and investment companies, end (e} such
other ¢class of finenciel institutions as may be notified
by the Centresl Governments on this behalf,

The types of finencisl assistance provided by the
corporstion sere:

(A) Loans and edvences by way of refinence,

(B) Subseriptions to the debentures of any eligible
instituticn in respect of which repeyment of prinecipal as
well as interest sre fully 2nd unconditionslly guarsnteed
by the Government, end

(C) Loans and sévances other thsa by way of refinence
to spproved co-operstive socleties (exeluding CLT'5s and
3CBs) in exoeptional osases,

The corporation masnsgement is vested in e Board of
Directors consisting of nine members of which a Teputy
Governor of KBI is the Chairmen., Of the nine Tirectors,
three are nominated by the GOI =2nd esnother three ere
elected by the shareholders, ©Desides nomineting e director,

the RBI has the privilege of eppointing the Menaging
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Pirector.

In sddition to the soard, there is an Gxecutive
Commi ttee comprising 4 directors inoluding the Cheirman,
the VMansging Tirector and 2 Mrectors - one elected and
otuer & nominee of the GOI., All policy matters epproved
by the Board sre executed by this committee.

The hesd office of the Corporstion is located in
Bombay with 14 kegional Cffices located in the major State
Capitals,

Training programmes for the senlor end middle level
staff is conduoted by the Corporation through the College
of Agriocultural Banking, Poona, while for the Jjunior level
staff, it errenges treining through the regional treining
centres with the help of Ztate Land Tevelopment Benks,

Mediun-term asccommodstion usually veries from 3 to
5 years end that for long-term may normelly be upto 15
yeers, The minimum emount of accommodetion which was
initielly rupees one lakh wes raised leter to is, 5 lakh in
case of CLTB,

Rates of interest charged on Corporation's
refinances asre always less than the bank rate, Nornmally,
the rate of interest cherged by the financing bsnk from
the ultimete borrowers shoul?® be such as would restrict
their margin to 2i%.

In cese of CLTBs, no ssccommodation is grented unless

it 18 fully end unoconFitionelly gusranteed by the State
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Gevernments. In cese of commercial banks, however, the
security is to be sub-mortgaged/hypothecated by the ultimste
borrower in favour of the finencing bsnks and refinsnce is
provided to the extent of 50% of the value of such
securities.

In order to involve commerciel benks, in a major way,
the corporation grents them the following incentives:
(1, The Corporation, in determining the benks'
eligibllity for funds, excludes their past borrowings.
(11]\\ Term loans granted by the besnks for sgricultural
development whioch were refinenced by the Corporstion are
not considered as advange.
(111, Danks are alsoc allowed to exolude other term
lendings (not financed by ARDC) which resulted in the
creation of tangible assets,
5.3.2 Resource liobilisstion

The Corporation was incorporated with an initiel

suthorised capital of Bs.250 million divided into 25 thousend
shares of 1s5.10 thoussnd cech., Besides shere capital, the
Corporation i1s slso entitled to issue bonds and debentures,
resort to borrowlngs from the GOI and REI in sddition to
accepting fixed deposits from both central es well as State
Covernments. The EBI usually senctions oredit limits
ennually to the corporstion from the NAC (LTO, fund. These
borrowings ere generelly for a period of ten years and bear

interest of 6% per snnum,
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The resource base of the Corporetion (both equity
and loan) incressed manifold over time in line with the
inoreased demand for refinenses. The maximum borrowing
cepecity of the Corporation is fixed at 20 times the
paid-up cepitel and reserve fund. In order to further
incresse the resource bese of the corporetion, the RBI
allowed to retain the share of its dividends on the
shareholdings as interest free special deposit for a
period of 15 years,

The capitel of the corporestion which was 8s.100
million (Equity end loen cepitel 50:50) in the beginning
inoreased to 8s.11,090 million on 30th June 1979.

Information relating to growth of the corporstion's
resources between 1968-69 and 1978-79 is presented in
Teble 5.16 and 5.17. The date reveal thet the overall
resource position inereesed by 35 times with an ennusl
compound .growth rate of 36%, ajor components of
corporstion's resources with their shsres in the totsl in
1968-69 and 1978-79 shown in parentheses were: (1, owned
funds (16%, 8%), (11) speciel deposits (2%, 0.4%), (11%;
borrowings from GOI (82%, 45%); borrowings from R3I (from
insignificent proportion to 24%), (iv) bonds/debentures
(from insignificant proportion to 22%) end (v) others (0.3%,
0.6%).

The highest inoresse was recorded by borrowings

(from GOI end RBI) followeé by borrowings by issuing
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debentures/bonds, owned funds and speciel deposits.
Relevent information further reveal thet borrowings from
RBI inoreased et & faster rate then thet from the GOI.
Although the borrowing cspacity of the corporaticn, as
mentioned esrlier is 20 ti~es of its owned funds, the
corporetion is found to hsve utilised around half of its
capseity to borrow during the yesr ending on June, 1979,
5.3.3 Operestionasl Performance

The operationel performance of the corporation is
Judged in terms of its (a) sanction of schemes and (b)
disbursement of refinence.
5.3.3.1 (2) Senctions

From the informstion on senction of schemes for

the period 1968-69 to 1979-80 given in Table 5.18, it can
be seen that the number of schemes inoreesed by 34 tires,
from 108 in 1968-69 to 3657 in 1976-80. Total finsncial
essistsnce rose from fs, 792 million te s, 91282 million
between the two yesrs, with sn annual compound growth rate
of 25%. However, the proportion of ARTC commitment in the
total ssnotioned smount declined to 82% from 88% during the
periocd, implying a corresponding rise in the share of
Government/bank,

The aversge size of ssnction per scheme deolined
over the period from 5. 7.33 million to %. 2,51 million.
In this connection, it mey be noted that by sn amendment of

the Aot, the GOI instructed the corporation to give greater
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ettention for projeots meent to benefit disadventaged
clesses. lenes, it cen be sald thet the corporation,
following the Government directives, has shifted towards
low cost schemes.

Senotions by Agencies

As said earlier, the corporation usually channelises
its acoommodaticn through three finanoing egencies, viz,,
CLMBs, State Co-operative Benks, and Commercisl Basnks, It
cen be seen from Table 5,20 thet the shere of commerciel
benks which was insignificent et the time of their ,
nationelisstion greduslly inecressed sinoce then.

In fsot, commercisl bsnks recorded the highest
compound growth rate (54% per snnum)., Its shere in the
total sancticned schemes was only s, 37 million which rose
to %s, 14,166 million from 1908-69 to 1979-80. DBesides
amount of sanction, proportion of the commerciel banks'
senction in the totel sanctioned emount also increased
substantially from 2% in 1968-69 to 46% in 1979-80 in
1979-80. The share of CLNBs and SCBs in the total sanction
declined to 52% end 2% in 1979-80 from 94% and 4% respectively
in 1968-6G (Table 5.21;.

Senction by Purposes

From the purpose-wise sanctions by ARTC shown in
Teble 5.22, it cen be seen that both the number of schemes
end the amount senctioned for each of the sctivities

increased over the period. Relstively higher growth, both
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in terms of number of schemes and amount of ssnotion wes
shown for sctivities like farm mechenisetion snd dairy
development. Further, it msy be noted thet compared to
the bese year (1968-69), the oorporstion focused grester
attention on ferm-releted activities like dairying,
poultry, fisheries, storsge fecilities end agrtioulturel
aviation during the period of study.

In terms of proportion of both number of schemes and
amount of senotion, three activities registered a decline,
viz., minor irrigation, land development end soil
conservation end plantetion end horticulture. The decline
in the importance of minor irrigation and land development
can pertly be explained by reduced demand for such
activities in some of the major states like “unjeb,
Heryana, bMsharasshtra, Temil Nsdu, Andhra Prasdesh owing to
cumulative effect of development of such ectivities since
the creation of ARFC.7

Senction by Size of Amounts

Information relating to sizewise sanctions by ARTC
is svalilable only for two years 1,e, 1978-79 =snd 1979-80,
Table 5.24 reveals that in 1979-80 15% of the schemes with
61% of the senotioned amount wes of the size of above
3, 2.51 million. On the other hand 32% of the schemes

with 4% of the senctioned amount wzs of the size of upto

7. RBI, Debt end Investment Survey Report,
Temil Nedu, 1971-72,
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8. 0.5 million, This is a clear-cut indicetion of
concentration in favour of lesrge farmers.
5.3.3.2 (b) Pisbursements

Teble 5.19 which furnishes informstion releting to
disbursements of the Corporstion reveals that 565 of the
totel committed amount by June 1980 was Aisbursed. Cf the
two mejor perties, the proportion of ARTC disbursements to
total commitments was slightly higher et 56% compared to
that of the Government/Benks (54%).

Pisbursement by Agencies

As mentioned esrlier, the corporstion makes its
refinances available through egenoies like SCBs, CLDBs and
commercial banks, Tisbursement performesnce cf these
agencies are shown in Tebles 5.20 end 5.21, The relative
share of commercial benks in the totel Adisbursements
incressed from 4% in 1968-69 to 42% in 1979-80. In ocsse
of the other two agenocies, there was significant decline
in their relative share of disbursements.

The proportion of disbursements to the commitments
by the agenoies which wes less than 30% in 1562-69 incressed
to more than 4L6% during the yeasr 1979-80. TInorease in the
proporticn of disbursements as percentege of commitments
wes high in case of CL™Bs (3 times) followed by that of
commerciel bsnks (1.7 times).

T{sbursement by Purposes
Table 5,23 provides informetion relsting to
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disbursements by purpose. It is heartening to note that
disbursements as proportion of ssnetion, for each sctivity,
except for ferm mechanisstion end land development/soil
conservation hes inoreesed during the perioad.

Pisbursements for poultry end sheep breeding heve
inoreesed to &, 190 million in 1979-80 from only i, 0.1
million in 1968-69, The second highest growth in
disbursements wss recorded by ferm mechenisetion (60j: per
annum), the smount increasing to s, 2790 million in
1979-80 from only :. 4 million in 1968-69. Cn the other
hand, lcwest growth rete in Adisbursements (14.), wes observed
in cese of lend develorment/soil conservation,
5.3.3.3 Regional Tistribution of ARNC Hefinances

The GOI directed the corporation to channelise 1ts
essistence in a way thet will reduce existing regionsal
imbalences, Informetion perteining to reglonal éistribution
of ARDC sssistence for three periods: (e) 1963 to 1969, (b)
1669-75 and (¢) 1975-80 18 provided in Table 5,25,

Tt is evident from the informetion given below thet
almost helf of the Stetes which sre relatively less
developed lagged behind in regsrd to utilisstion of

corporation's assistsnce.
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Reglons % of ! g lﬂé%aéﬂ ' " 1969-75 X 1975-80 ' As_on June 1980 Cumu-
3 1
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1. Developed L2.46 77.68 72,36 89.51 62.75 56.41 70.68 51,72 Shk.L2 55.83 53,69 55.75 59.97

2, Less Teveib)
loped States/
nion Terri-

tories 57.54 22,32 27.64 10.49 37.25 43.59 29.32 48.28 L5.59 L4, 17 46,31 b4.25 40.03

1 - Schemes sanctioned in percentege.
= Finenoiel assistsnce sanctioned in percentage.

2
3 - Refinence disbursed in percentage,
a

Teveloped States as 1dentified by the corporastion ere: Punjeb, Heryane,
Gujarst, Mehareshtra, Anéhre Pradesh, Karnateka, Kerala and Tamil Nadu,

Loz

b - All other 3tates end nion Territories are essumed to be underdeveloped aress.
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However, the position of the relatively less
developed states has improved over time. In view of the
larger share of population (58%), ARTC assistance to these
ereas need be inoreased further. Noreover, among the less
developed states, substantisl share of the essistance went
to Utter Preadesh, Madhys Fradesh and Rejasthen, If we
exclude the share of sssistence of these three stetes, the
positicn of other less developed states appears tobe far
from satisfectory.

It is difficult to bleme the corporation whclly for
these inter end intre regionel 1i:balances in the
disbursement of its essistence ss the demend for corporation
assistance depends on the level of infrastructural
development of the areas eg well a8 commitments of the State
Governments and finencing banks in complying with their
responsibilities. The Stete Governments have 2 definite
role to play both in the initietion es well as in the
implementation of the projects, If Stete Covernments ere
slow in making sveileble their part of the commitments,
the implementetion gets Aelayed resulting in low
disbursements from the corporation. Apert from these, some
states showed enthusiesm in avalling corporation's assistsnce
in only some yeers.
5.3.3.4 Shere of Vesker Sections

o It is one of the major objestives of the ARTJ to

chennelise more than half of its essistsnce for projects
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thet will benefit smell and merginel farmers and other
woeker seotions of the community. A smsll fermer hes been
defined by the corporestion es one cultivating lend,
providing & pre-development net return to family resources
not exceeding fs. 2000 per annum based on 1972 prices. Tt
was found that the corporstion, in order to ensure the
flow of substantial portion of its assistance for wesker
sections, instructs the finencing benks throuzh 1ts senction
letters that at least 50% of the benefiocisries should be
small fermers end other weeker sections. Besides, the
corporation mekes its assistence aveilable to small farmers
on 5% down psyment only (Lguity Participation) as ocompered
to 10% snd 15% stipulated for medium end lerge farmers,

Information relating to Alisbursements by size of
fermers are not aevaileble exscept for a few saotivities
releting to the year 1978-7G which 1s furnished in Tsble
5.26.

From the evailsble éate, it is secen that the share
of small fsrmers in the totasl disbursements for minor
irrigetion was 48% while 52% of the amount advenced
towerds diversified purposes (other then ferm mechasnisstion,
storage and market ysrds which do not Adireotly benefit the
small farmers) was for smell farmers. Further, out of the
totsl disbursements of 2, 13,336 million during the yesr
1978-79, the share of small fermers wes 35% (is, 4730 million).

This performence of the corporstion, in the light of
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the Government directive that at least 50% of corporetion's
assistaence should go to small fermers (This terget of the
shere of smsll fermers was further raised to €0: during the
3rd ARTC oredit project, 1978) is fer from satisfactory.
Apert from this, CRAFICART Report8 (1981, observed thet
assistence given for ferm mechsnisaticn, storasge, and
market yards has not benefitted and small farmers end other

weaker sections.

S.4  AGRICULTURAL FINANCE CORPORATION (AFG)

AFC wass promoted by the Indian Benks' Assccistion
(1968} to help the commercial bsnks in financing
egricultural projects, It was incorporated with an
authorised share capitel of is, 1,000 million of which 8, 50
million has been pald-up. -

The corporatioa is meneged by e Boerd of Tireotors,
the size of which, as per Artieles of :association, is not
to exceed 25. GCf the Directors, 3 esre to be nominated by
GOI, one by AKNC, besides a meximum of 4 to be so-opted by
the Board for their expert knowledge in relevent fields.
The corporation hes regional offices at Cseloutta, Lucknow
end Ysdras besides hesving some branches,

The corporetion started as both finsncing as well es
promoting egency. AFC was expected to extend finsnolsal

agsistence directly or indirectly for sultable projests but

8. RBT, CRAFICARD Report, 1981, pp. 227.
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the most chellenging tesk, that the corporation hes become
involved over the yesars, is 1ts promotionel role. Beginning
es a financing egenoy, the corporation has emerzed as &
consultancy orgenisation rendering expert sssistance not
only to the member benks but also to the Central and Stete
Governments and other public ccrporations, heoently, the
corporetion hes extended its oonsultancy business to some

of the Third World Countries toec.

The Corporation takes up & projest either on s
oconsultancy basis or on a servige-charge basis.
Implementetion and follow up of the project is the
responsibility of the agency for whom the project is
formulated. On the other hand, in the case of projests
taken up on & servise-charge basis, the AFC, besides
preparing the projest, also undertakes complete supervision
of laplementation.

The Corporation, in crder to develop better
understanding emong the oo-operative bsnks snd ocommercial
banks, established nationsl, state snd distriet level
consultative committees, These committees arc also supposed
to enrich the experience of the involved agencies in deeling
with metters such es, sgricultural losn applications,
formulation of sohemes for the benelit of member-baenks end
eateblishing s teohnical consultaney service for helping
the member benks in the eppraisel and financing of

spproprizte projects,
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5.4.2 Eerformence Appreissl

As steted esrlier, the corporation which begen as e
finencing sgency becerie a consulting sgenoy later as
evidenced by the information furnished in Teble 5.27. The
corporation's finencing motivities which increased to is, 35§
million in 1973 from %5, 8 million in 196G, deolined
thereafter. 1Tt is elsc seen thset most of the sorporation's
finsncial mocommedetion during the period went to 3tate
Electricity Bosrds.

Besides direot finanoing, the corporation had
assisted member banks in project formilstion. A perusal of
the date furnished in Table 5,28, shows that sinse inception
to 1979 the corporaetion formulated G51 projects in the field
of Agriculture and related esctivities requiring is. 7451
million as loan essistsnces from the banks.

In addition to commeroisl benks, Central and Stete
Governments snd some Government Corporetions commissioned
oconsultenoy services of thc corporeticn. From svaileble
date (Table 5.29), it oen be seen thet more than 50 of
the consultancy services during the period (1968-79) wes
availed of by Adifferent Stete Governments, Next to State
Governments, Government Corporations (23%; snd commercial
banks (18%) ere the other sgencies which used the consultancy
gservices of the AFC during the period.

iAs observed eesrlier, the Corporstion esppreises

projects either on e consultancy besis or on e service-cherge



213

besis. Of the totel projeocts formulated, 84% were done on
consul tency basis, Of the projeots handled on consultancy
basis eround 60% was those belonging to the Stete Governments
while 82% of the projeots considered on service charge besis
was those relating to Government Corporstions (Teble 5.29).
5.5 Conolusion

The foregoing appraissl of the functioning of the
three speoislised agencies in Bangladesh and India hss
revealed strength and weaknesses in the struoture as well
as echievements and shortfells in realising the objeotives.
The polioy measures required to be taken in the light of
the findings here are disoussed in the concluding chspter

of the study.
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Appendix
BKB ales of Finenoi

Per sore oredit norms and ceiling per borrower of

short term loens for crop production followed by
the BKB sre as under (1978-79)

Crops Per acre Maximam
credit norm per borrower
Tk Tk

Peddy -
High ylelding variety 385 1,540
Locel lintensive variety 282 1,128
Locel variety 221 884
Irrigeted boro 800 1,600
Wheat -
Irrigated 637 1,600
Reinfed 465 1,600
Potato
Irrigated 1,200 4, 800
Non-irrigeted 788 3,150
Nysterd -
Irrigsted 356 1,424
Non-irrigated 268 1,074
Sugaroesne 1,111 lyy Wlely

- -
---—---—--—-—---ﬁ---—-----—
-
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1, Paid-up cepitel 100 100 100 100 150 200 200 200 220

(20.24) (7.83)
2. Reserves and

surpluses N1l N1 2 10 L7 78 31 91 97
(3.45)

100 100 102 110 197 278 281 291 17
(11,28)

3. Borrowings 325 L2 508 516 4,06 767 729 1,021 1,742
(65.79) (61.97)
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4., Teposits

L9k 625 688 860 762 1,303 1,342 1,779 2,811

Figures in the perentheses indicate peroentege of the totsal,
Souroe: BKB_Annuel Reports.

Stz
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Years Branghes Reglonal Branches
Number ; inoreese Offioes (RO) per R, O,

over the Number

previous

year
1971-72 77 - 7 11,00
1972-73 102 32.47 7 14,57
1973-Th 136 33.34 8 17.00
1974-75 147 8.09 9 16.33
1975-76 152 3.40 10 15.20
1976-77 171 12,50 10 17.10
1977-78 197 15.20 12 16.42
1978-79 252 27.92 14 18.00
1979-80 L12 63,49 14 29.43
1980-81 555 34. 7 20 27.75

Sourge: BKB Annuel Reports.
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Table 5,3: Reglonsl Spre
(1 - an

Regions % of total 1973=-1 1980-1981 Growth
351" Moincnes e’ Ben- ne 05
census) total oches total
1. Dacoe 11,54 12 8.82 51 9.19 20,67
2. Mymensingh 13.14 17 12,50 71 12,79 20.42
3. Chittagong 11.53 15 11.03 5 10.63 19.57
L. Sylhet 14.39 16 11,76 82 14.77 23.34
5. Khulna 12,22 17 12,50 T 12,79 20.42
6. Barishal 12,95 21 15.44 89 16.04 20.63
7. Rajshahi 9.98 16 11.76 47 8.47 15.39
8. Rangpur 14.25 22 16.18 85 15,32 19.31
T Tpotal  100.00 136 100.00 555 100.00 20.09

Source: BKB 1 Re 8.
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Table 5.4: Amoynt of Tisbursements an e es
of ng'g'a't,']}_gzl‘l- to 1 1)
(Tk 4{n million]
-Y;a; T -B;g;gra;g;n;g ------- e-i- » -e- B -P;r-B;--%.e;e:
Amount % inorease Number nerease rrower nge
over pre- over pre- loan®* over
vious year vious yeasr previ-
ous
yeer
1971-72 96,4 - 92,000 - 1.05 =
1972-73 179.0 85.68 1,75,000 90.22 1,02 (-)2.86
1973=7% 135.7 (=) 24.19 81,000 (-)53.71 1.68 647
1974~-75 176.3 29,92 66,000 (-)18.52 2,67 58.93
1975-76  185.1 4.99 67,000 1.52 2,76 3.37
1976-77 388.4 109.83 2,26,000 237.31 1.72 (-)37.18
1977-78 553.0 42,38 2, bly, 000 7.96 2,27 31.98
1978-79  746.6 35.01 2, 58,000 5.75 2,89 27.31
1979-80 1,414.9 89, 51 3,88,000 50.39 3.65 26.30
1980-81 2,097.4 L8.24  3,91,000 0.77 5.36 46.85
Totel  5,972.8 19,88, 000 3.01

----‘----‘----“---n----ﬁ---t----

¥ Per borrower loen in '000' Tk,

Sourge: i3 Annuel Reports.



Teble 5,5: Disbursement by Term of Maturity (1971-72 to 1980-81)
(Amount in million Teka)
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Years ! Short-Te ’ MOﬂéHm-!GZQ ' Lg%gzzggg‘
' Amount % of 2 increase' Amount of inorease ' Amount of % inorease

the over pre- the over pre- the over pre-

totsl vious year total vious year totel vious yeer
1971-72 33 34.02 - 61 62,89 - 3 3.09 -
1972-73 56 31.28 69.70 122 68,16 100. 00 1 0.56 (-)66,67
1973-74 67 49.26 19,64 68 50.00 (=)ik.26 1 0.7h -
1974L-75 94  53.41 40.30 81 46,02 19.12 1 0. 57 -
1975-76 111 60.00 18.09 76 40.00 (-} 8.64 0.2 Ims. (-)80.00
1976-77 267 68,81 140. 54 119  30.67 60. 81 2 0.52 900,00
1977-78 32 61,85 23.09 158  28.57 32.77 53 9.58 2,550.00
1978-79 423 56.63 23, 68 219 29,32 38,61 105 14,05 98,11
1979-80 925 65.37 118,68 351 24,81 60, 27 139 9.82 32,38
1980-81 1,319 62,90  42.59 57h  27.37 63.53 204 9.73 46,76
Totel 3,637 60.89 - 1,827 30.59 - 509 8.52 -

- = S W s S w W W W@ S @ W W S G S A e @ S e s R EB s AR 5 ws @ S GE P ) B W A W = W ve W e W " -

Ins = Tnsignifioent,
Source: BKB Annual Reports.
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Teble 5.6: Purposec[Aotivitz-wino Loan DNisbursements

(Teke in million)

- e W e (B G SN e G A W W S G @ W B M @ W W W ¢ ) @ G T @ a @ S S W W & @ = 4 e T s T W = = -

Purpose/Activity ! 1962-6& ' 1671=72 ' 1980-81
'Amount % of ' Amount % of Chenge over ' Amount &% of Chenge over
the the the previous the the previous
totel total rperiod (g2) total poriog (g2)
%
A, Short-Term Losn
1. Produotion of
orops
(other then tea)13.,93 36.33 1,70 1,76 (=) 26,30 381.24, 18,18 60, 14
2, Tea produetion 3,27 8.54L 27.25 28,27 26,50 553.67 26.40 33.46
3. Marketing of
processing
activity 1.65 4.30 1.72 1,78 0.52 317.76 15,15 57.99
4, Other 3.24 8.45 2,00 2,07 (=) 6.03 66,10 3.15 38.85
Sub-totsl (1-4) 22,09 57.62 32,67 33.89 L, 8 1,318,77 62.88 41,10
B, Medlum-Term lLoan
1, Lend Develop-
ment eto, 0.92 2.40 0.23 0.246 (-) 17.33 22,63 1,08 50.99
2, Irrigstion - - - - - <3.70 1,13 =
3, Farm Implements 0.16 0,42 1.03 1,07 23,28 27.78 1,32 36,61
L, T"raft Animels 13,02 33.96 55.55 57.03 18. 14 175.20 8.35 12,76
5. Poultry and
Dairy eto. 0.20 0.52 0.09 0.09 (=) 9.98 49.06 2,34 70. 01
6, Fisheries - - - - - 72.52 3.70 -
7. Trensport faei-
litles for
marketing 0.37 0.97 2,60 2,70 24,37 4,06 2,10 31.4
8. Agro-bssed
cottage industry - - - - “ 7.61  0.36 -
9. Others 0.43 .M 1.7 1. 77 17.25 146,65 6,99 LS. 47
Sub=-total (1-9) 15.10 39.38 61,21 63.50 17.59 574.21 27,28 24,87
C. Long-Term Losn
1. Irrignticn 0.05 0.13 0.6 1,00 36. 9G4 154,51  7.37 56, 45
2. Ferm meghsni-
sation 0.03 0.09 1,07 1.11 44,63 2,69 0.13 10. 24
3. Agro-besed
industry - - 0.03 0.03 - 19.27 0.92 71.83
L. Tevelorment of
tea garden 0.88 2.30 0,27 0.28 (=) 14.77 25,91 1,24 50. 71
5., Cthers 0.19 0.50 0.18 0.19 (=) o0.68 2.04 0.09 26,97
Sub=-total (1-5) 1.15 3,00 2. 51 2,61 9.76 204. 42 9.7 48,28
Grand Total
(A+B+Q) 38.34 100.00 ©0,39 100.00 11,52 2,097.40 100.00 34,22

- e mn e8 e e == 4w w= @ W @ W\ W W T S W T wm R W W s E @ E e s S S e = A e e W S W W @ W e = e

% Three periods ere not s such comparable, henoe rearrenged,

Source: BKB Annual_ Heports,

oze



Teble 5,7: Size-wise Average Annuel Tistribution of BKB Loan

(Percenteage)
" Size of Losns  1965-66 to  1970-71 te  1980-81
Vi Tekn] % otlg-gzigb; % o%gz:zzg of % of % of

Loanees emount Loeneee eamount Loeanees emount

of Loens of lLoans of Loans

Upto Tk 1,000 85.98  41.13 77.98  37.13 36. 57 5¢45
1,001 to 3,000 11,53 17. 48 19,96 16,34 42,00 18.37
3,001 - 10,000 1.94 7.01 1.53 b 6L, 16.80 12,52
10, 001 25,000 & 0.36 3.09 0.45 3.98 2,67 5.7h
Above 25,000 # 0.19 31.29 0.c8 37.91 1.96 57.92
~ Total 100.00 100,00 100.00 100.00 100.00 100,00

Source: BKB /nnuel Reports,

+ Bangladesh Bank, A Etggx g% the working of former ATBP during the
§ years from 1965- to 1969-70 (1972),

* Inoludes loans for Tea, Cold Storage, Tobacco
marketing end prceessing sctivities,

@ BKB publiostion ehanged the size informetion from 1676-77. HEence, for
this size in 1980-81 1t 18 from Take 10,000 to 20,000 instead of
Tk 25,000 end for the last size it 1s above Tk 20,000.

(YA



Holding size ' 4 of ennuel aversge ' % of snnuel everasge

number of locsnees

: amount of loans

A, For erio 1608 = 1

1. Landless 2.79 .42

2, Upto 3 aores 33.24 16,19

3. Over 3 sores to 124 acres 50, 09 41,13

L. Over 12} sores to 50 =ores 12.54 16.77

5. Ovexr 50 mores 1.34 23. 49
B. For_the period 1970-71 - 1675-76

1. Lendless 0.92 7.90

2, Upto 3 aores 54. 29 29.95

3. Over 3 eores to 12} aores 39, 51 22,54

L., Over 123 sores to 50 esores b, 86 5.09

5. Over 50 sores 0.42 3h.42
C. FYor the period 1976-77 - 1¢80-81 *

1. Landlees and upto 2,50 aores 55, 51 24,06

2. Over 2,50 acres to 7.50 eores 34,14 20.17

3. Over 7.50 sores to 12,50 acres 8.49 10,02

L. Cver 12,50 sores 1.86 b5.75

* Figures for the year 1979-80 are not inoluded,
. EQ!_EE!_D2£L2A.l2Q5:éé.12.1259:51.12!21;_1912:39)
196:;66 1972;71 1975-76 : 1965-66 1972;71 1975-76
1969-70 1974=75 1980-31 : 1969-70 1974-75 1930-81
1. Ypto 12,50 acres '
(inoluding lendless) 86,12 94.33 98.10 59. 7L 64.76 63.82

2, Over 12,50 sores 13.88 5.67 1.90 40. 26 35.2h 46,18

Sourge: BKB Annusl Reports
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o 5,9: Security-wise Distribution of Loans (FExoludini Tea, Cold Storasge

and_Tobagso l.oans)

(in percentages)

- e e en G ¢ e @G G ) S @A W B R SN G P sm WB TP B W5 B W W M) @ e & W S 4w W e & W W e W W w= W = -

Nature of Segurity g of Borrowers ’ % gg Amgns! of Logs
1977-7 1978-79 1980-81 ' 1977-7 1978-79  1980-81

- e e» e e e S W) G W W) P e SOn B M W W W) G5 G2 G W ep @ % e W e 42 W W n e W S N G S W @ W W - -

Real Tatete Nortgage 26,13

Pledge for Stored
Agrioultursl Products 0.58

Hypotheoation of orops 70.09
Assignment of Seourity

0.78
56, 27

0. 05
Ins.
0.92
0.01

40, 14 53.16 53. 89 45,01
1.90 0. 26 3.54 25, 87
55. 44 41,86 35.34 26, 04
0,19 1.15 0.50 1,09
- - 0.01 -
0. 14 1.33 0. 20 0.01
Ins, 0. 48 2,82 0.05
Ins., 0,32 0. 49 0.58
2.‘9 ‘-m 3'21 ‘.35

of Teposits 0.18
Pledge of Gold -

Fersonal Surety/Bond 1,69
Benk Guerantee 0.08
Covernment Guarantee -

Others 1.25
Total 100. 00

Ins, = Iansignifioent,

Source: BKB Annuael Heports,
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(in percentages)

Pivisions % of %_gﬁ_gw_u s Lg_i‘mun_sﬁ_.f t _of Losns
GCA Before 1975-77 Inception ' Before 1971-72 1976-77 Inception
libera- to to es on ' libers- to as on
tion 1975-76 1980—81 June 1981  tien June 1981
(sinoe (sinoe
incep- incep-
tion tion
Dacoe 22% 20,85 48,65 28,79 29.48 2L,04 54.20 33.03 34,66
Chittagong 21% 22,75 19.75 20. 89 21,19 33.98 23,7 35. 90 34,30
Khulne 25% 25. 7.28 26, 89 23.33 20.76 5.95 15,76 15,09
Ra jshahi 32% 30,69 2L,32 23.43 25.90 21,22 16,11 15,31 15.95
Total 100,00 100,00 100,00 100,00  100.00 100,00 100.00 100,00  100.00
(31.95) (16.26) (51.79) (100.00) (9.42) (11.66) (78.92) (100,00)

Pigurcs in the psrentheses indicate percentege of the cumulative total,

GCA = Gross Cropped Areca,
Source: BKS Annuyel Reports,
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Teble 5,11: Resovery snd_Cverdue Position of BKB 1961-62 to 1980-81

(Amount in million Teka)

- e Wt e e & @ e e e @ W @ @R S S5 @ @ W W AR S S G s S MM R s M W S S5 SR M e W R W e S = W e

Years Overdue at Lean fell Total Amount Overdue Percen- Fercentage
the beginn- Gue dur- amount recovered et the tage of of overéue
ing of the 1iug the recover- during enéd of reoovery
year year able the yeer the year (%) (%)

1961-62 3. 51 54,00 58.11 L7.39 10.73 81.55 18,45
1662-63 10.73 33.93 L. 66 22,68 21,98 50.78 4L9.22
1963-64 21,98 29.47 51,45 2h. 29 27.16 &7. 21 52.79
196465 27.16 48.75 75.91 29,02 46,89 38.23 61.77

1965-66 46.89 b1.78 28.67 34,66 54. 01 60. 91 39.09

1966-67 54.01 49.62 103.63 3b. 52 69.11 33.31 66,69

1967-68 69,11 53,61 122,72 38.33 84. 39 31.23 68.77

1968-69 84,39 62,72 147.11 L7.65 99. 46 32.39 67.61

1969-70 99. 46 76.24  175.70 52,12 123,58 29,60 70.34

1970-71 123,58 99.37 222,95 51.72 171,23 23.19 76. 81

1671-72 171.23 84,16 255,39 29,16 226,23 11.42 88,53

1;72-73 226,23 99.39 325,62 67. 24 258,38 20.65 79.35

197374 258,138 161, 26 419,64 118.99 300,65 28. 36 71.64

1974-75 300.65 228,31 528, 96 199.96 329.00 37.80 62. 20

1975-76 329.00 280.19 609.19 274.79 334.40 45.11 54,89

1976-77 334. 40 280,70 615.10 297.36 317. 74 48. 34 51,66

1977-78 317. 74 495.82 813,56 381,76 431.80 46,92 53.08

197¢-7¢9 431.80 559.59 991.39 521,66 469.73 52,62 47.38

1979-80 469.73 884.87 1,354.60 747.30 ©07.30 55.17 Lb.83

1980-81 607. 30 1,357.61 1,964L.91 1,310.79 654.12 66.71 33.29

Totel  3,987.28  4,981.99 8,969.27 4,331.38 4,637.89  48.29 5171

a @ S 4 e S5 S S W Gk @8 e S ) B Gy @ G W W@ TH @3 G S W W EN W @ M W & W W W T e = s e = - -

—_———eT - — e i e RS . e s frin
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Table 5,12:

- W - e W W @ @ W 5 E @ @ " E W @ E e W @ e @ % T e S @ W ey 4 @ S} W S G e W W W e -

Yearly Hegove

Position (Before snd after Liberation)

to to o
1965-66 1970-71 1970-71

Overdue at the
beginning of
the year

Loan fell daue
during the year 208,53

110, 27

Totel amount

recoverable 313.80
Amount
recovered 156.04

Cverdue at the
end of the year 160,76

49.57
50.43

% of reoovery

% of overdue

Source: Table 5,11,

430. 55
341,56
772,11
22L. 34

547.77
29.06
70. 9%

540.82
550.09
1090. 91
382, 3¢

708. 53
35.05
64. 95

1285.49
853. 31
2138.80
€50, 14

1448.66
32,27
67.73

(Amount in million Teka)

- e 8 M W @ R @ W N W ) G} S G AR S @ 4 e @ S @ G ) W G @ & @ W @ * M@ @@ @ W W & W W @ @= -

Particulars Before L%berg!io%
1961-062 966-67 1961-62 192
t

1933-31
2160. 97
3578.59
5739. 56
3258.87

24,80. 69
56.80
43.20

After Liberation
=77 1971=72

1=72 1
[+

1980-1
3446, 46
4431.90
7878.36
3949. 01

3929.35
50.12
L9.88

3987, 28
4981, 99
8969.27
4331.38

4637.89
wo 29
51.71

9ze



Table 13: vision-wise Rescove tion
(Amount in million Taka)

Partioulsars Daace ttago Khulne Re jshahi
1972-73 1978-79 1972-73 1978-79 1972-73 1978-79 1972-73 1978-79

- am W e» e E» @ @ e @ e e @ 6 e @ & W W G 8 o W S - - S E@ W o TW 4 W o T WS @ W T G W o W e - -

1. Overdue at the
beginning of the
year L3.84 133.97 66.43 67.61 59. 20 59.26 56.74 138.04

2. lLoan fell due
during the ycar 40.29 154, 06 16,03 292, 20 22.79 48,06 20, 28 65. 26

3.Total amount
recoverable 8,.13 288.03 82,46 359,81 81.99 107.32 77.02 203.30

4. Amount recovsred 33.79 138,81 14,76 254,01 11.17 52.34 7.52 76, 51

5. Overdue ot the ‘
end of the year 50.34 149.22 67.70 105,80 70.82 5hL.98 69.50 126.79

6. % of recovery 40,16 48,19 17.90 70. 60 13,62 L8.77 9.76 37.63
7. % of overdue 59. 84 51,81 82.10 29. 40 86.38 51.23 90. 24 62.37

Source: BXB Annuel DNeports.
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Teble 5,04+ Arlng Sohefule of BED Overduss
1971=72 %o 1976-77

(In percentages)

- e e o @ = T & T e B D ® - © T T & °© @® S W W VT S - ® > & B =

As on  1973-7h 1974-75 1975-76 1976-77

1. Upto 1 year 28,00 19.00 12,93 17.48 14,53
2. 1=2 years 15.00 16,56 14, 22 15,62 13.28
3. 2=3 yeers 11.00 12,19 13.98 11.94 12,37
4. 3=4 yeers 45,00*% 12,57 16,65 10. 46 13.43

5. 4=5 years - 9.71 12.14 9.15 10.82
6. Above 5 years - 29.97 30.08 35.35 35.57
Total 100.00 100.00 100,00 100,00 100,00

- e a == = = - e e e @ e e A W @ @ e @ E o S s A & W@ =W W o - »

* Includes more then 3 years,

Soursce: Information relating to 1972 teken from
World Bemk Study 1974, op.oit., (App. P-12)
and others from Bangladesh Bank Credit
Study Projeot 1977, op.oit. (P. 26).
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1. Totel ocapital
employed

2., Total owned
funde

3. Profit before
Tex

L. ROTCE (%)
5. ROTEC (%)

L25

100

b.2
0.99
h.2

102 110 197

205 1107 1709
O.41 1.61 2,97
2.45 10,64 9.09

1045

1010

281

ROTCE = Return on totsl

= Shere cepitel + retained earnings + borrowings,

cspitel employed.,

ROTEC = Return on totel equity capitel,

= Paid up share oapitel + retained esrnings,

Sourge: BKB Annusel Reports.



Teble §,16: Sources of funds of ARIC (1968-69 to 1978-79)
(s, in million)

- e e W@ eE @ W W e e = W W@ S -, W - - = W - = W= W w =- = - E @ = @ W @& @ & W > G W @ W e W@ =-»

1. Peid up shere
ocapitel end
reserves 50 51 52 104 108 165 227 294 421 589 850

2, Speoial deposits 6 7 G 10 12 14 18 23 29 39 50
3. Borrowings from

@) Government 258 LL8 668 771 1,249 1,635 1,966 2,501 3,400 4,276 5,020

b) RBI . T - - 75 84, 382 656 927 1,401 1,726 2,168 2,640
4. Open market

(Bonéd issues) - 106 195 277 387 662 992 1,377 1,817 2,023 2,460
5. Others 1 1 1 1 1 - - - - L6 70

Total 315 616 1,000 1,247 2,139 3,132 4,130 5,596 7,393 9,141 11,090

Soyrge: ARTC, Annual Reports.
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1968~ 1969~ 1970- 1971- 1972- 1973- 1974~ 1975- 1976- 1977- 1978-
69 70 7 72 73 7% 75 76 77 78 79

- a» B B W - @ @ W e E@ = - T & @ T W O @ W W & T @ W@ - P e . S ® ®© T o W © W e E© ®© W W W& "G .- -

1. Peid up share
capitel and

resource 15,87 8.28 5,20 8.34 5.05 5,27 5.50 5,25 5.70 6,44 7.66
2, Specisl deposit 1.90 1,14 0.90 0.80 0,56 0.45 O.44 O.41 0.39 0.43 0.45

3. (e) Borrowings )
from GOI 81,90 72,73 66.80 61,83 58.39 52,20 47.60 44,69 L45.99 46.78 45,27

(b) Borrowings

from RBI - - 7.50 6.7% 17.86 20.94 22,4, 25,04 23.34 23,72 23.81

L. Open merket - 17.69 19,50 22,21 18.09 21,14 24,02 24,61 24,58 22.13 22,18
5. Others 0.33 0.6 0,10 0.08 0.05 - - - - 0.50 0.63
Total 100.00 100.00 100.00 100,00 100.00 100,00 100,00 100.00 100.00 100,00 100.00

Sourge: ARTC Annusl Reports.



Table 5,18: Oversll Position of ARTC Ssnotions

No, of Financial ART'C Commit- No. of Financinl ARTC Commit-
Sochemes Assistance Commit- ment of Sochemes Assistance Commit- ment of
ment Govt/Bank ments Govt/Bank
(87.63) (12.37) (83.34)  (16.67)
1969-70 142 928 709 219 2 0. 50 0. 40 0.10
1970-71 100 622 539 83 1 1.80 1.80 -
1972-73 230 1966 1723 243 2,10 2,10 e
1973=74 550 2513 2205 308 12 27.00 24.70 2.30
1974-75 623 2359 2044 315 9 14.20 12,70 1.50
1975=76 909 3564 296G 505 31 110,40 99.70 10.70
1976-77 1653 3679 3072 607 52 154,60 138.90 15 70
1977-78 1836 3927 3301 626 89 162,30 144.60 17.70
1978-79 2505 6948 5727 1221 97 265. 40 238,20 27.20
1979-80 3657 9182 7569 1613 109 137.80 123,50 14.30
(82.43) (17.57) {89,62) (10.38)
As on
79-80 (ou-
muletive)12225 36564 30766 5798 L02 874.30 780. 40 93.90
(84.14) (15.86) (89.26) (10.74)

(is, in million)

¥ Minor d4ifference becesuse of rounding to million rupees.
#*%* Figures in the parentheses indicate percentage of the total,

Source: ARTC /nnusl Reports.
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Table 5,19: Overall Positicn of ARTC T

1570-71
1971-72
1972-73
1973-7h
1974-75
1975-76
1976-77
1677-78
1978-79

1979-80

178
(25.69)

286
(40.34)
306
(56.77)
350
(25.91)
1
(5k.61)
978
(4ke35)

1064
(52.05)

1712
(57.66)

2208
(71.87)

2343
(70.98)

2849
(49.75)

L122
(54.46)

As on June
80 (oumu-

lative)

17337
(5&?55)

24
(24. 49)

37
(16.89)
39
(40.99)
38
(19.90)
74
(30.45)
121
(39.29)
159
(50.48)
312
(61.76)
4,08
(67.22;
432
(69.01)
557
(45.62)

928
(57.53)

3129
(53.97)

233

202
(25.51)

323
(34.81)

345
(55.47)
388
(25.16)

1015
(51.63)

1099
(43.73)

1223
(51.84)

2024k
(56.79)

2616
(71.11)

2775
(70.66)

3406
(49.02)

5050
(55.00)

204,66
(55.97)

0.15
(7.50)

0.10
(25.00)

1.00
(55.56)
0. 50
(16.67)
0. 40
(190 051

2.20
(8.91)

6- 90
(54.33)

15.90
(15.95)

59.00
(42.48)

99.60
(68.88)

104. 50
(43.87)

98.10
(79.43)

388.35
(49.76)

bursements

(s, 1n millien)

0.05
(12, 50)

0.03
{30.00)

0.10
(100.00)

0.10
(4.35)

0.30
(20.00)

1.70
(15.89)

6. 40
(40.76)

12,90
(72.88)

11,80
(43.38)

12.20
(85.30)

L5.58
(48.54)

0.20
(8.33)

0.13
(26.00)

1.10
(61.11)

0. 50
(15.15)

0. 40
(19.05)

2,30
(8.52)

7.20
(50.70)

17.60
(15.94)

65. 40
(42.30)

112,50
(69.32)

116.30
(43.82)

110,30
(80.04)

433.93
(49.63)

% Figures in the bracket indicate peroentage of the

senetioned smount,

Sourge: ARTC Annysl Reports.



Table §5,20: en
-Y;a;s- '
e i
1968-69 1472
1569-70 1936
1970-71 2224
1971-72 3041
1972-73 L2814
1973-74 5369
197475 6284,
1975-76 7708
1976-77 9352
1977-78 10540
1978-79 12842
1979-80 16035

se Sanotions &

234

isbursements

( Amount in million 8s,)

Sangtions ' Q!uggrsefents
Scheduled Co-opera-'CLDBs Scheduled Co-ope-
Commerciel tive ' Commer~ retive
... ... J0 BN < oy b I
37 56 279 1 16
(18.95) (29.73) (28.57)
120 93 547 17 29
149 1y 814 45 L1
237 230 1098 78 Th
79 251 1959 123 109
1410 262 2737 297 136
2232 268 3507 577 146
3500 260, LL97 1287 156
5001 297 5767 2217 166
6779 385 6887 3,17 186
9742 L2 8197 4917 226
14169 562

0 7290 260
(g??BO) (51.45) (46.26)

---4.---------"---ﬂ-—---—------.
- @ e

% Figures in the bracket indicate % of senctions,
Source: ARTNC Annuel Reports.



Table

r
-Y;a;a --------
As on June CLDBs
(oumalative)
1968-69 94.06
1979-80 52,12

Sourge: ARDC - Table 5, 20.

21: Relative ghare of ARDC gssngtions and

e - @
(in percenteges)
Scheduled Co-opera- CLDPBs Scheduled Co-orerative
Commercial tive Banks Commercial  Benks
Banks Banks
2,36 3.58 91,18 3.59 5.23
46.05 1,83 56. 56 &L1.94 1.50

14 14



Table ©,22: ARI'C Senstions by purposes (1G68-69 to 1979-80)
(Cumulative) (Anount in million Re,)

- e ® e e G e G e e Sn SR @ m WP wa E v W er W A W R M e e W S e W N W Am W W W W W s B am S e e S T e e @ we e

1, ¥inor irrige-~
tion 1051 1406 1695 2498 3074 54,02 6666 3184 1001C 11794 15006 19079
(125) (186) (237, (b34) (553) (860) (1139) (1637) (2175) (2680) (3713) (5059)

2, Land development

end soill 327 L45 454 h9z e71 684 641 792 1278 1182 1435 1700
conservantion (32) (41) (&5) (56) (78) (89) (91) (106, (309) (395) (499) (613)
3., Farm meohenisa- 5 L1 L7 L6 73 176 522 1287 1658 1973 24,76 3699
tion (2) (9) (10) {5) (15) (107) (244) (439) (711) (954) (1284) (1803}

4. Plantation ané 133 17€ 160 253 328 387 Lk L78 $17 818 1490 2176
hortioculeture (€2) (115, (138) (176) (205) (233, (262) (296) (385) (491) (798; (1161)

5. Poultry end sheep 4 L g 9 12 18 27 35 67 109 190 358
breeding (5) (6) (7) (9) (16) (32) (50) (765 (124) (199) (343) (€42)
6., Fisheries 18 2% 38 45 53 57 109 158 303 LLB8 578
(5 (8) (10} (13) (19) (22) (97) (121) (16‘8') {261) {386) (575) §
7. Teiry develcpment 3. 3 14 19 40 108 181 246 300 541 6¢s 855
(1) (2) (5) {7 (23) (82) (119) (195) (325) (494} (7CL; (1035)
8, Storage fscili-
ties and narket 19 38 L5 136 163 207 213 287 537 86 11LO0 1421
yard (1) (&) (6) (11 (14) {31) (Lh) (85) (272) (663, (843) (1052)
9. Agricultural - - - - - 1 1 1 L & X 4
aviation (1) (1) (2; (3) (3, (3) {3)
10. Others - - - - ~ - - - 37 115 144 149
(is5) (51 (82; (282)
Total 1565 2145 2487 3508 5014 7061 8774 11472 14650 17701 23026 30766
(233) (371) (458) (711) (923) (1457) (2053) (2505) (L487) (6221) (8655)(12225)

- @ G S EB G AN W Y B S5 S S We me M A e AR S ) L 2w A O A M W MM A W S 4B W M) O AR MR TR AR S e @8 2 @GN W W e B @ & -

% Figures in the brackets indlcate number of schemes,

Sourge: ARDNC Annusl Reports.




(Cumulative) (Amount in million is,)

Purpcses 1968-69 69-70 70-71 71-72 72-73 73-7h Ti=75 75-76 76-77 77-78 78-79 1979-80

- a e M e W m W W W B S E W D W W W S W e ms W S S M G W WP W G e me S W G e W AP TR e s v Se W WA e S W e em @

11300
(59.23)

660
(18.82)
2790
(75.43)
630
(28,95)
190.0
(53.07)
320
i
300
(35.09)

1060
(74.60)

1.2
(30.00)

130
(87.25)

1. Minor irriga- 128 351 582 8,9 1691 25LL 3384  WLWO9  SEXL 7314 G024
tion (12.18)

2. Lend develop-
ment and soil 1 172 216 239 262 280 300 350 L10 450 £60
conservetion (L2.51)

3. Form mecheal- IN 6 7 11 33 71 191 651 1171 1451 1861
sation (80, 00)

L. Plentetion snd 21 36 56 77 92 14 134 164 214 29,  Lib
horticulture (15,22)

5. Poultry end 0.1 0.7 0.7 0.7 2.2 3.1 13,0 23,1 33,1 53.1 93.1
sheep breeding {2.50)

6. Fisheries 6 _ 10 14 20 21 30 50 70 90 140 220

(33.33)

7. Dairy develop- - - - L T 15 25 55 85 125 195
ment (0.52)

8. Storage facili- )
ties and 10 19 26 51 86 115 135 165 265 045 Gi5
market ysra (52,63)

9. Asﬂaultural - - - - N 1.2 1.2 1.2 1.2 1.2 1.2
avistion

10. Othors - - - - ~ - - - - 20 LO
Totel Ilsdig; Ts91 897 1247 2188 3166 4226 5936 8146 10486 13336 17381

Ye

* Figures in the brackets indicate disbursemente as % of sanctions/oomnitments,

Sourge: ARDC _Annuasl Reports.



Toable 5,24: Sizewls

--------------- ----------Q-----------n---—-------

Purposes Upto #3,0,5 m, R8,0,51=2,5 m. &..z..u_&.u .ﬁl&ﬁ-&.&ﬂ
No.of Amount No.,of Amount No,of o.of Amount No,of Amount
Sehe- Sohe- Sche- Soche- Sohe-
mes mes nes mes mes

- e R B S S @ W0 @ W W W % W S5 @ S S5 W @ S W W S S @ 6 e @ G WS e % G " er e es & W S W e e W e ® @

1. Minor irriga-

tion 259 77.7 840 1124.,1 203 905.9 57 1701.7 1359 3809.4
2. Land develop-

ment eto, 80 17.9 L1 4,6 17 91.1 5 143.9 143 294, 5
3. Farm mechanisa-

tion 8s 25.5 312 369.4 111 453.5 12 339.8 520 1188,2
4., Plantation/

horticulture 83 19.4 217 300. & 75 275.3 1 60.0 376 655.1
5. Poultry ete. 235 42,5 115 115.2 5 15.2 - - 355 172.9
6. Fisheries 76 15.8 50 53.1 12 46.3 1 11.0 139 126, 2
7. Deiry develop-

ment 196 56.8 172 157.5 N 12.7 1 11.2 373 238.2
8. Storege eto. 8l 3.4 107 123.7 21 78.4 3 52,6 215 289, 1
9, Others 84 22,4 74 84.4 17 56,6 2 23,6 177 187.0

Total 1182 312.4 1928 2369,k 465 1935.0 82 2343.8 3657  6960.6

(32.32) (b.k9)(52.72)(3k.0k) (12,72) (27.80) (2.24) (33.67)(100 00) (100.00)
1978-79 (32,61) (3.73)(47.58)(26.79) (17.01) (34.89) (2.79) (34.58)(100.00)(100.00)

Fi{gures in the brackets indicete peroentage of the toteal,
¥ Exocludes IRDP Schemes,

Source: ARNC Annuel Reports.

8ce



Table 5.25: State-wise Position of Sanation _and Disbursements (1963-64 to 1979-80)
(s, in milliom)

Stetes ' % of ' 1963-1969 k 1969-1975 325-1259 'As Cumulative)

' popu- "No,of Seno- Disbu-'No.of Sanc- rlabu-'ﬂo.o Sano- DNisbul o.ot Sano~ "lsbu-
lation Sche- tioned rse- Sche- tioned rse- Sche- tioned rse-  Sohe- tioned rse-
with mes Amount ments mes Amount ments mes Amount ments mes Amount ments
rank (Hefin- (Refin- (Refin- (Refin-
in the 7 snoes) enoes) ences) anoes)
paren-
theses
(1981)

1. lleryena 1,88 7 118 30 89 763 385 387 1947 986 483 2828 1401
(15) (3.00) (6.48)(9.84) (4.89) (9.251(9.81) (3.80) (7.35)(7,50) (3.95) (9.73)(8.06)

2, Himeohal 0,62 - - - 3 5 1 36 103 28 39 108 29
Freadesh (18) (0.16) (0.06)(0.03) (0.53) (0.39)(0.21) (0.32) (0.30)(0.17)
3. Jammu and 0,87 1 3 6 g L 1" 15 7 19 34 14

Keshmir (17) (0.86) (0.60)(0.98) (0.33) (0.10) (0.10)(0.11) (0.06) (0.05) (Q.16) (0.09)(0.08)

L., Punjed 2,44 21 265 65 69 377 310 513 2236 1069 603 2878 1444
(14) (9.01)(14.56)(21,31) (3.79) (4.57)(7.90) (5.04) (8.44)(8.13) (4.93) (7.87)(8.31)

5. ReJasthen 4.99 5 39 1 63 346 100 L7, 1535 608 52 1920 709
(9)  (2.15) (2.14)(0.33) (3.46) (4.19)(2,55) (b.66) (5.79)(4.62) (k-kB) (5.25)(4.08)

6. Assam 2,91 5 9 7 10 25 6 177 87 575 100
(13) (2.15) (0.49)(2.30) (0.55) (0.30)(0.15) (1.74) (O.BBJ(O 6) (1 57) (1.57)(0.58)
7. Menipur 0. 21 - - - - - - 82 30 9 82 30 9
(20) (0.81) (0.11)(0.07) (0.67) (0.08)(0.05)
8. Tripure 0,30 - - - - - ~ 12 12 2 12 12 2
(19) (0.12) (0.05)(0.02) (0.10) (0.03)(0.01)
9. Biher 10, 21 L 136 2 53 507 191 650 1602 959 707 2245 1152
(2)  (1.72) (7.47)(0.66) (2.91) (6.14)(4L.87) (6.39) (6. 05)(7.29) (5.78) (6.14) (6,63 -
10. orissa  3.84 3 7, 1 55 318 13 386 784 390  AbL 1109 4O G
(1) (1.29) (0.38)(0.33) (3.02) (3.85)(0.33) (3.79) (2.96)(2.97) (3.63) (3.03)(2.32)
11, vest 7.97 b 21 1o 30 o 31 10 - 368 - 822 377 o T L
Bengal (4) (1.72) (1.15)(0.33) (1.65) (0.38)(0.25;) (3.62) (3.10)(2.87) (3.291 (2.39)(2,23)
12, Medhye 7.62 11 122 3186 871 253 1233 2476 1153 1430 3469 1409
Predesh (6) (4.72) (6.70)(0.98)(10.22)(10.56) (6.4k)(12.12) (9.35)(8.77)(11.70) (9.49)(8.11)

13, Ttter 16, 21 16 159 12 24,3 1453 565 1430 4079 2117 1689 5691 2694
Pradesh (1) (6.87) (8.74)(3.93)(13.35)(17.61)(14. 39‘(1b.06)(15.k0)06 10)(13.82(15.56)15. 50,

14, Gujerat L.97 16 97 21 75 649 g 919 607 L55 1665 1087
(10) (6.84) (5.33)(6.89) (4.12) (7. 86K11 9) (3 58) (3.47) (4.62) (3.72) (4.55)(6,25)

15, Mahe- 9.17 10 19 51 870 LLO 1206 2158 1226 1567 3122 1685
rashtra (3) (4e29) (5.16)(6 23)(79.28)(10 54)(11.21)(11,86) (8.15)(9.32)(12.82) (8.54)(9.69)

16. Anéhrs 7.81 328 150 519 LO 1068 3733 1841 1278 4580 2262
Pradesh (5) (25. 75)(13 02u26.56) (8.24) (6. 29)(8 66)(10.50)(1a 09)(13. 99)(10.45) (12.53)(13.01)

17. Kernataka 5.42 32 227 26 188 735 328 791 1602 827 1011 2564 1181
(8) (13.73)(12.47)(8.52)(10.33, (8.91)(8.35) (7.78) (6.05)(6.29) (8,27) (7.01)(6.79)

18, Kersla 3.71 14 53 85 24, INR 967 279 514 11 2
ere (12) (6.01) (2.91) (0.66) (4.67) (1 50)(1,12; (h.08J (3.65,(2.12) (4.20) (Bf?3)(3.37)
19, Temil Nedu 7.06 21 135 33 135 618 469 497 854 537 653 1607 1039
(7) (9.01) (7.41)10.82) (7.42) (7.49)11.95) (4.89) (3.22)(4.08) (5.34) (4.40)(5.98)
20. Others 1.79 2 - 29 33 8 72 74 40 103 1
(12) (0.36J (0.11) (1.59) (0.40)(0.20) (0.71) (0.28)(0.30) (0.84) (o?go)(o?gs;

Totel  100.0 233 1820 305 1820 8252 3926 10172 264,92 13151 12225 36564 17382
(1291) (4.98) (1.75) (14.89) (2. 57X22 59) (83 20) (7. 45 )75. €4 )(10a. 00N100.00)1 00 50)

(100. 00) (100, 00)(100.00)(100.00) ( 100.00)(100. 00)  100.00} { 100.00){100.00){100.00)(100.00) (100, 00 )

- - E o @ W e W oE @ E ® e @SS W - R EE E S W e e ®ea WmeEme®m ® YW OEO® OweEm w o wm e e
i T S ——

Figures in the brscket msre % of the totel,

Sourge: ARTC Annual Keporte.
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Table 5,20: ARTC Mis sement for Small Fermers
:‘Tf§§§;%%;' .

(is. in million)

Category of ! Minor I ation ' Piversified (exoluding
Schemes ' Tota Disbur- % of' farm meghanjisastion,storaze
Pisbur- sements 3 to and market yards

sements to small 2 Total Ti{sbur- % of

farmers Disbur- sements 6 to §

sements to small

farmers
ITA Projects 3299 1in 34 131 53 40
ARTC I 1125 624 55 105 40 38
ARTC 1T 1541 328 54 296 100 34
SFPA/MFAL 359 359 100 54 54 100
Other Ssghemes 2014 1119 56 745 L2 59
Totel 8338 LOL1 PX: 1331 639 52

Sourge: Quoted in CRAFICARD Report, 1981, p. 227.
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Table §,27: Loens snd Advences of AFC (1969 to 1979)
(s, in '000')
Year Total Loans Seoured B State Ozheru B

(ended in and Advan- (inolual Eleotricity (execluding

Pecember) ces interest Boards bad Adebts)
1969 80,97 5,08 75,86 2
1970 1,49,70 20,19 1,29,36 16
1971 3,40,37 12,44 3,2h,17 3,76
1972 3,48, 41 5,90 3,32,20 10,31
1973 3,49,55 3,42 3,32,75 13,39
157k 2,69,9% 7,16 2,49,30 13,47
1975 2,37,73 18,44 1,84,55 34,73
1976 1,81,69 5,28 1,61, 44 14,97
1977 1,51,72 5,7k 1,31,70 14,28
1978 1,11,57 5,20 91,93 1h, kb
1979 94,89 5,00 78,41 11,48

.h‘----—---------ﬁ-----------‘--

Sourge: Agriculturel Finsnce Corporetion -i€o

tural Finsnce Corporetion Reoords.
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Table 28: Sghemes Fogggleted[Agpgaised by AFC

(s. in million)

Year Number of Schemes Estimeted Bank
loan requirements

e d» W @ W @ S S A @ W @ TR W WP B EE S e W v @ @ W e @ =

196£-73 125 1751
1974 199 350
1975 101 577
1976 149 749
1977 137 2177
1978 86 1184
1979 154 665
1668-79 951 Th51

- e e W B 4 Wi G N @ W @ AP s S Sy @ G e G W @ SO = e - e & o

urge: Axricultural Finence Corporation Records
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Teble 5, 29: Agenclol Commisgioning the AFC (Year-wise)

and_types of consultency svailed
| (in number)

“Yeer  Govt. State Govt.Cor- Soheduled Others Totsl

;:dia Govts. porations sg:?QE;nks
1968-73 - 12 18 79 16 125
1974 - 68 105 23 3 199
1975 - 83 6 3 9 101
1976 - 60 79 6 149
1977 48 82 1 2 137
1978 1 73 5 6 1 86
1979 L 96 b L9 b 154
1968-69 50 L74 218 168 L1 651
- of whieh -
Consultenoy .
basis 50 L73 93 145 37 798
i S : 125 23 L 153

------—--“-——-----t-q------a------
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CHAPTER VI

INTEGRATED VIEW OF THE PERFORMANCE OF AGENCIES

The enelysis relating to working of individuel
sgencies presented in the earlier chapters, no doubt, gave
useful insight into a number of aspects relsting to their
operations in the rursl srcaes., However, in the nsture of
things, it hes not revesled sn overall picture of the
performence of egencies involved in rurel finence,
Therefore, the current chapter is sddressed to depioting
the overall performenee of the agencies involved in direot1
lendinge to the ultimate borrowers.

.;ﬁ There are a number of aspests thet cen be considered
for evelueting the performance of rursel ecredit system in =a

country. Out the <egional Seminer2 for Asien Agricultural

Credit for Small Farmers held in Bengkok, sugsested two

1. Finenoes provided by refinencing egenclies ere routed
through the azencies meent for direst lendings.
Pirect lendings include both from resources of the
individual sgencles ss well as out of refinences
obteined from other agencies, Therefore, in order
to avoid dupliesticn, only direct lendings esre teken
into sceccount in this chapter to srrive et the sotusl
magni tude cof rural oredit made avellable to the
ultimate users,

2, FAO, Agriculturel Credit in “sia, depoert of the
iteglionel “eminar for /sie on Agricultursl Credit
for Small Fermers, idengkoi, Theiland, 7-18 Oct,
1974, pp. 7-8.
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major oriteris (smong others) for judging the effectiveness
of the rural credit system in eny ocountry. These sre:

(1) The oredit system should generste adequate savings
end mobilise them as deposits in order to sccelerate the
egsonomic growth in e plenned way, and

(11) The oredit system should be eble to satisfy sll

the credit needs of the rurasl people, in whatever nature
(short/medium/long-term) end in whetever form (cash or
kind, 1t is neoessary.‘]

In the rollowinglpagea, an attempt is msde to
assess how far the rursl credit systems in Indis angd
Bangladesh were able to meet the aforeseid two major
eriterie,
©.2  kobilisetion of Rural Deposits

It is to be noted here that the extent of self-

relisnce of any finenciasl institution, rurel or otherwise,
largely depends on resources mobilised by way of deposits.
A perussl of the informstion in Table ¢,1 reveals that

rural deposits in both Indis end Benglsdesh rose

lsubatantially over the period - in Indle from Rs. 5367 m. to
15,32758 m. end in Sengledesh to Tk 3820 m. (Tk 546 m. ;3.
The rural deposits mobilised by all the szenoies grew st
more than 25 per cent per yesr in Indis, Bengladesh as
well es West Bengel. Inorementel rursl feposits registered

significent growth during the period - 38% in caese of

3. Figures in the bracket indicate performsnce in the
base yeer, '
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Benglaedesh, 206% in Indis end 30% in West Bengel. However,
inerementel rural depositsas proportion of G™° from
agrioulture grew significantly only in esse of Indis end
West Bengal. But, the retio of inorementsl rurel deposits
to GPP from sgrioulture is low in both the countries; i
even in the terminel year - i1t was 2.59. in case of Indie
es sgainst 1,12 in 1971-72, 1.49:. (0.46:) in 3engledesh
compared to 1,90x (0.53%) in West Sengal.

(fThat the mobilissticn of rural deposits by the
rgenoies wes sstisfsctory but not impressive snd asdeyuete
is underscored by the fret that even in the terminel year.ﬁ
the per cepita rursl Feposit wes is.65 (is.12) in Indis,

Tk 50 (Tk 8) in Banglrdesh end %s.47 (s.8) in cese of West
Bengeal.

‘n enelysis cof rurel Feposits per heotare of GCA
shows that they registered significant growth of 24% per
annum (g1) in cese of Tndia end et & rate of 20% in case
of both Bangladesh snd :“est Sengasl. However, this
substential growth A1d not result in edeyuete funds being
mede sveilsble to rurel borrowers is underlined by the
low amount of rursl Adeposits per hectare even in the
terminel yeer; it was Tk 296 (Tk 46 in the bese yeer; in
case of Bnngladeshh, is, 189 (5. 32) in oese of Indis and

L. This mey be compered vith per hectare net farm income
(1978 ; which waes Tk 3816 for HYV farms snd Tk 1222 for
ferms using loocml veriety seeds.

Source: noted in Benglsadesh Benk Credit Studv Froject,
1678, op.oit., App. 4, pp. 1.
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i, 232 (%,36) in Yest Benzal.

itelative Share of igencies

( 4s mentioned esrlier, there ere two egencies 1.e,
co-operative an? commerciel banks (including RRBs) in
Tndia and three in Bangladesh, viz., co-opersatives,
commercial benks end BKB operating in the field of rural
finance, %“e wmey now enalyse the change in the relative
shere of these agenaoies in the mobilisation of rursl
deposits during the period under review.

A resding of the relevent ésta shows that the share
of co-operetives in rurasl Aeposits signifiocantly declined
over the period in cease of all the regions under
comparison, It declined from 15, to 7% in ocese of Indis,
from 64 to 3% in case of 3Banglrsdesh and from 3% to barely
1% in “est Sengal. Correspondingiy, the shere of
commercial benks in the rursl “eposit mobiliseticn
inereased substentiselly in the two countries., This sharp
incresse in the relative shere of commereisl benks can be
attribnted to fectors like plenned end fsster expansion
of rurel brenches of ccmmereisl benks, innoveticn of
alternertive organisation system like KR3, and sfoption of
villages end introduction of group lendings, besides
reletively lower performence of co-operetives in rurel
deposit mobilisetion,

BKB in Bangladesh, on the other hand, maintained

its relative position (10} notwithstending inorensse in
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the shere of commercial bsnks in the rursl deposit
mobilisation, (20% of BKB deposits are considered urban).
6.3 Extension of kursel Credit

The volume of rurel oredit supply in nominsl value
rezistere® highly significant growth (g!) Auring the period
under review in both Tndie end Bengladesh (Teble 6,2); in
ebsolute emount, it inorerseé ore than three times to
is, 33043 m, in Indie, elmost eizht times to Tk, 1995 =, in
Bangledesh and 14 times to s, 1533 m. 1n case of West
Bengal, “hen we coupare growth in the reasl vslue of rural
oredit, we find the pésition of Bangledesh to be slightly
better (2.7 tiwes rise) aompnred to thet of Tndie (2.2
times). The situstion in this regard to the flow resal
credit of Vest Bengel was much better comparef to
Bangladesh, The volume of faal raral credit in the state
rose nine times over the pericds to =, 846 m,

The emount of incrementel rural credit in Indie
inereassed to s, 6313 w. in 1978-79 from is. 2967 in 1671-72
to Tk.400 m, from Tk, 118 m. in Bengledesh and to 3s.303 m.
from s. 50 m, in West Bengel, Growth (gl) of this item
wes significent only in csse of Indis, TIneremental rural
ecredit in Bangladesh wss rather erratic showing substentiel
yeer to year flustustions.

The proportion of inoremental rursl credit to GTF
from agricnlture wes higher in cese of Tndia compered to

that of Bsngledesh; in the terminel yeer 1t wes 2.07.
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(1.62%) in cese of Tndis while it wes 0.51% (0.45%) in
case of Bangledesh and 1,23% (0.35%) in csse of West
Bengal. VWhen the positicn of the supply of rursl oredit
is judged by per cepitas sveilability, it is found that
per famlly (essume 5 member size) rursl credit rose to
5. 328 m., from ‘s, 107 in Indla, to Tk 132 from Tk 18 in
Bengladesh., This cannot be regerded as adequete in view
of the regquirements of eredit for ferc =né non-farm
ectivities an® In the light of rising prices of inputs.

The supply of rurel credit per heatare of GCA
increesed to s, 191 in 1978-79 from is, 58 in 1971-72 in
Indie while it incresse® to Tk, 155 from Tk. 20 in
Bangladesh end to 5, 172 from s, 14 in “est Bengal over the
period. The ennusl compouné growth (g!; of this wes the
highest 1n West Bengel followed by Bangladesh rné Tndie
respectively., vhatever be the growth rate, the gqueasntum
of rural oredit supply by gross osropved sres csnnot be
regarded es satisfactory in view of the cost of cultivation
stated eerlier (Chapter IVj,.

The relertive shsre of wholly Aevoted agencies like
co-operatives and 3KB has declined while the same relating
to psrtly involved commercial banks substentinlly inoressed
over the period. Specifically, the share of co-cperatives
in the totsl rursl oredit supply declined shsrply from
814 4n 1971=72 to 50: in 1678-7G in csse of Infie vhile 1t
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deoclined et a foster rate from 52,. to 18: over the period
in Bengledesh., The decline in the sheare of so-operatives
1n cese of iest Bengel was rather msrginal - from 58: to
56. Contrsry to the position of co-operstives, the share
of commeroisl bank registered a highly signifiocent zrowth
(g1) in both InAla end Benglsdesh, It cen be noted hers
that commerciel banks' shere in the eggregeste rurasl credit
inoressed from 19. in 1971-72 to 48 in 1978-79 in Indis,
from 74 to 45: in cese of Bengladesh ené merg'nelly from
427 to LL4i: in West Bengal., C(n the cther hend, B3K3's
relative share deoremsed merginally from 41. to 38. over
the ssme period.

The relatively better performsnce of commercisl
basnks in both India and Bangledesh wss the outcome of the
respective governments' deliberate policiles assigning e
greater role to commercial banks ineluding «iBs 1in the
sphere of rural credit.

Term Nsture of Hursl Credit Supply

The Aate on rural credit by term nature sre not
avallable from Banglsdesh P/Cs. Further, such dste are
not sveileble in respect of the commereial baniks' rursl
operations in both Indlea end Bangladesh., Therefore, we
assumed that the entire credit grented by PACs end ell
rurel credit by commercisl banks in both the countries as
production oredits, Credits extended by long-term

co-operative structure ere regarded as investment credits.
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BKB loans upto one yesr sre categorised a&s production
oredits and those of more then one yesr maturity sre taken
as investment credits,

Tt cen dDe gleaned from the avalleble deta (Table
6.3) thet production credit in India increased from
s, 7978 m. in 1971-72 to 8. 30042 in 1978-79 end from
Tk 232 m. to Tk 1883 m, in casse of Bsnglaedesh registering
2 highly significent annuel gzrowth (g!). The position of
west Bengel 1n this regerd was much better then Bangladesh.
Tn vest Bengel, rurel produotion credit incressed 14 times
(from s, 91 m, to &, 1240 m.) over the period with highly
significant growth per annum (gl).

Cn the other han?, investment eredits in Tndie
moves up from is, 1610 m, in 1971-72 to . 2400 m. in ‘
1978-79 end from Tk, 3 m, to Tk, 115 m, in Bangledesh.

The growth of West Bengel investment eredit in the rural
eress was similer to that of Bengladesh,

¥hen the relmtive shere of prodnction ené investment
eredits is considered, i1t is seen that in Indie the share
of proAuction credit increesed to 92 in 1978-79 from 835
in 1971-72 while the seme Aeclined by &x from 99. in
Bengladesh., The relative shares of prouction and
f{avestment ereAit remesined unchanged over the period
(produetion oredit 92%) 1n cese of ¥est Bengal.

Thus, investment credit as a preportion of total

rurel eredit wes low in both the eountries even by the ené
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of the study periocd. The positicn may not significaently
chenge, even if we considered ocontribution of PACS and
commercisl besnks to investments oredits (essume” to be not
more than 2%). It is symptomatic of lagk of swereness
about the need for proper term-mix of the supply of rursi
ocredit. Tt is now a well scoepted prineiple thet for
benefiting the borrowers, e ressonsble mix of procuction
end lnvestment oredits is negessary; else, it mey
ultinetely ceause diversion of loans resulting in poor
repsyments. Tn & recent studyS (1980), it was founf that
the recovery performsnoce wes better in eceses where
investment losns were sccompanied by pro“uetion loens.
0.4 Composite Index of Growth

On the basis of seculsr growth of varions indicetors
releting to rral deposits and credits, it 1s not possible
to make out the over all growth performenoe of the sgenocies.
Therefore, 8 composite index of growth is constructed
teking together performence of both rurel “eposit and
oredit on the lines stasted in appendix A, Chepter III,
Lgual weightsge 18 given to the two espects. Infientors

consideres in the two esspects sre:

5. ARTC Study, Stending Committee on 4griocultural Loans
through Jommercisl 3Bsnks, quoted in CRAFTCART Report,
1981, pp. 167.
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(1) Nobilisstion of Rural Neposits
# (1)

Ineremental rurel deposits mas « of GT™P from
egriculture
(11) Per capitsl rurei deposits

(111) Rursl deposits rs ~ of totel benk deposits.
(1T ] Extension cof Rurel Credit

(1) Tnorementel kurel Credit as . of G™? from

agriculture

(11) Per Cepitsl rurel creait

(119} Hursl credit es . of total supply of bsnk

credit

(iv)} nrurel long-term credit ss i totsl rural

ocredit

{v) Inorementsl rursl ocredit - seposit ratio.

The score values employed in constructing compcsite
index sre depicted in Chert XIII. It shows that irowth of
conposite index in the first few years was higher for Tndla
compered to Sangladesh but the situstion was reversed in
1976=77. Further, composite growth index for Bangladesh
exper!enced relatively more fluectnaticns than that for
Indie. Composite growth of the agencies for "est Bengal
wes not only higher all through but was relatively smoother
end econsistent gompared to thet of dsngladesh,

Tt is not possible to assess the sontribution of
rurel denosits and credits separately from the Chart XTII,

Chart XTIV, which shows separste contribution of eech,
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reveals that in India growth performence of rurel deposit
mobilisation was higher than thet of rural credit.
Furthermore, the gap between the two wes resther getting
wider., The seme trend can be observed in cese of
Bangladesh excepting in the penultimate year of the study.
Contraery to Bengladesh case, extension of rurel credit in
west Bengel registered relativeiy higher growth sompared
to that of rurael deposits since 1$75-76. This cen be
pettributed to messive co-operative credit sotivities in
the state followlng lend reforms offering right of credit
to the shere croppers who were denied the fscility earlier.

6.5 Level of MNevelopment and its Chenge

Assessment of the sgrowth performance of finencial
{nstitutions in the rurel areas through the composite
index has, no doubt, provided useful insight; however,
one cennot meke out from it the level of development of the
rural operations of varicus involved egencies in the two
countries. Therefore, the two aspects and thelr respective
i{ndicators as were considered while constructing composite
index are used epplying & 10-point scele of development on
the lines outlined in appendix B, Chapter ITI.

The saore vealues obtained for the level of
development are then plotted in Chart XV which shows thet
the overell level of development of the rural operaticns
of various egencies in Tndia was much higher all through

the period compared to thet of Bsngledesh. It is further
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seen that there was s smooth upward trend in the level of
development in Indie es well as Bengledesh for most of the
yeers. It cen also be noted that the gsp between the level
of development in the two countries nerrowed dowvn till the
penultimate year of the study.

The level of development in vest Bengsl wes lower
than that in Bangledesh in & few yesrs et the beglnning
end end of the period but efterwards “est Bengal surpasssed
Bapgledesh in a few intervening yeesrs, However, the lovel
of develovment in Bengladesh should be viewed keeping in
mind thet the entry of commeroisl banks in that country in
the fleld of rurel finance was five yesrs later than thst
in Indisa.

A further snalysis of the level of development by
the two major mspeots (viz,, mobiliseticn of rurel deposits
and extension of rurasl oredits; shows thet in 3anglsdesh
the performance of rursl deposit mobilisation was better
ell through then that of rurel oredit extension while the
reverse is the cese in India except in the lest two yesrs,
6.6 Share of Rural Credit in the Totel Credit Suppl
’ In this ers of plenned development, it is reesonsble
to expect that the gentrel bsnk &s well ss government of o
country will meke edequate efforts to direot credit
resources availeble in the economy among the verious
seotors and sub-sectors in order of their priorities. It

18, therefore, pertinent to examine the supply of rural
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oredit in reletion to the totel earedit supply in the
economy during the period of study.

Nata provided in T=ble O.4 show that in Indis the
share of rurel oredit as proportion of total oredit was
eround 14: ell through the periocd. Tn case of Bangledesh,
however, the shere of rurel oredit increesed to 12% in
1978=79 from 8% in 1971-72, registering 9, growth per
snnum (gl). The favourable Bangladesh record msy be
explained by the low share in the initiel period and
sugmented supply of rursl oredit through commerciel banks
by target-orientes approach,

An snelysis of rursl oredit supply by term nature
shows thst, of the totsl short-term credit supply in Indis
the share of short-term rursl credit was 125 in 1971-72
which moved up to 14% in 1978-79 while the inoresse in
Bangledesh wes B to 12%.

The proportiocn of rural loang-term credit in the
totel long-term oredit supply in Tnédie wes 425 in 1671-72
which substentially declined to 19% by the end of the
period. Similer downwerd trend was noticeeble in
Bangledesh. Further, the rate of decline wes higher in
ocase of Banglesdesh sompared to that of Tndia. The steep
decline in the position of rurel long-term aredit in Indie
was primarily becsuse of massive oredit extended to
{nAustrial projects while in cese of Bangladesh it wes due

to insignificant ecredit for housing in the initisl years
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of the stufy end slso A#ue to low demand for private
industriel credit in thet periof resulting from
nstionelisetion of medium snd lerge industries in thst
country. Privete Afemend for industrial credit in Bsngladesh
picked up only after 1975, following disinvestment policy
of the government in fevour of private ownership of
industries.

The preceeding snalysis suggests that in view of
the higher contribution of rural ereas to the nationsl
ineome (in Indis it 18 around 63w§ and in Bangladesh it is
estimeted to be around 70%), the supply of rurel credit
both in Indie (14j%) end in Bengledesh (12%, eppears to be
cuite inadequate,

6.7  REQUIREMENTS OF_AND GAP IN RURAL CRETIT

As stated esrlier, rural oredit Adoes not mean credit

for sgriculture slone, It is true, of course, thst
sgriculture is the main economic sctivity of the rurel
populace in Indie as well ss Bengledesh, Countries like
Infia and Bangleadesh where cultivasble land is scarce, other
non-lend econcmic activities like deirying, poultry,

: fisheries, rural industries, rurel trade snd trensports

need be encouraged to edé to the limited income from

6. GOI, MNestionsl Asgount Statisties, 1981, op.oit.
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sgriculture, especislly for those who have small/merginal
lend holAings or no cultivable lend at all., | The
contribution of orop-reising to the rurel netionel income
in Tndia is esround 70-,'67 while the bslence comes from
other non-isnd economic activities, some of whioh are
mentioned above, Besides, in Indie =8 well es in
Bengladesh smell snd marginsl farmers own sbout a guerter
of the operstional hold!ngs.s

\ Tt is, therefore, understsndeble that through
lsnd-besed economic sctivities ealone, it is not possible
to improve the economic conditions of s large segment of
rural populetion. As such, it is peremptory to help these
disadventaged cless to teke up more and more non-lend
egconomic activities by providing sdequete institutional
finence in ti.e and on essy terms. bBut to our knowleédge
so far no officiel or privete attempt has ever been made
to estimete rural sredit requirements of all the economioe
activities including cultivaetion., Lost of the estimates
mede esrlier relsted to sgrioulture only. It 1s, in the
above background, a modest ettempt is made here to meke
a post faoto estimete of rural oredit requirement of the

aforeseid economic activities in order to heve an ide=s

7. GOI, Nationel Agcount Stetistic, Jen.1981 losc.cit.
8. (1, GOI, All Tndise Agricultural Census 1977 loc.cit,

(11) GOB, Stetisticel Year sSook of Bangladesh, 1979,
loc.cit.
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of the gap in the rursl oredit supply thet existed during
the period 1972-73 to 1978-79,

Date used for the purpose of estimetion ere drawn
from nstionsl income statistics of Indie and Bengledesh,
The ratio of credit reguirement to purchesed inputs for
agriculture end the proportion of credit reguirement to
net velue added for trade, transport and rural enterprises
ere used for the purpose of estimaetion. The detells sre
furnished in the eppendix to the chepter,

Estimsted Credit Reguirements

[ Tt oan be seen from Teble 6.6 thet Auring the year

1972-73 rural credit requirements in Indis were 3s. 548G6 m.
of which only 2.33% was for non agricultural eotivities.
In the last yeer i.e, 1978-79 the requirements almost
doubled (is. 97334 m.). The share of rural industries,
trede end transports increzsed to 3 of the totel rural
eredit requirement in 1978-79.

In e¢sse of Bengledesh, eﬁtimstad totel rurel credit
reguirements in 1972-73 were Tk, 7157 m. of whieb omnly
1.52% was for sctivities like rural industries, trede end
transport. The estimated smount of rural credit for
1978-79 stood at Tk, 22775 m. with just 2% for activities
like rurel inéustries, trade and treasport.

Estimeted rurel credit requirement for :est Bengel
for 1972-73 was 5. 3698 m. of which only 2j. wes for

sotivities like rurel industries, trasde end transport.
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For the lest yeer of the study, (1978-79) totsl oreait

requirement smounted to 3. 8000 m. in Vest Bengel,

Gap in Rural Credit Supply

A
As & result of the organised efforts, £ep in rural

oredit has shown reduction éuring the periof 1672-73 to
1978-79 1n both Indie end Bangledesh (Teble 6.7). It cen

be gleesned thet in Indis the gsp in rufal eredit nerrowed
down to 664% in 1978-79 from 77~ in 1972-73. It cen be
mentioned thet in Indie the gep in rursl credit narrowed
down to 66% in 1978-79 from 77% in 1972-73. Tt can be
mentioned Lere that the gep in rursl credit in Tndie in
1978-7G as estimeted by RBI9 was quite olose to our
estimate (65%). The gap in rural credit in ocase of
Bengladesh wes Quite wide - 95% in 1972-73 which came
down to 91% in 1978-79., Compared to Bangledesh the
position of West Bengel in reducing the gep in rursl
oredit wes better i.,e. in 1972-73 it wes G6% which deolined
to 83% in 1978-79. The rate of reduotion of the gap of
rurel oredit was fester in cese of Infle (14.3:%) compared
to 13,5. in %“est Bengel esné 4,2% for Bangledesh,
6.8 CONCLTSION

In view of the asccepted policy of comprehensive
rural development, the need for massive investment in the

rural ereas cannot be gainsaid, Governments 1n ocoth Indis

9. RBI, "Multi-Agensy System, 1980, op.eit., pp. 3".
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an® Bengleadesh through poiicy measures and by promoting
various esgencies snd encouraging them with suitable
guidelines fdentified this need of the rurel srees,

An exsminetion of the performsnce of the agenocies
show that rural deposits in absolute smount substantielly
inorecsed furing the period (1971-72 to 1978-79) in both
Indie Aand Benglsdesh, <ut such inoresse is found to be
inadequate when Judged by inorementel rural deposits as
proportién of GTP from sgriculture snd also by per earning
member deposit in the light of the increase in the per
capita income and rursl savings rete, It cennot elso be
considered setisfactory when examined by per heotare
amount of deposits in the light of per hectere ineccme from
cultivetion. Co-operstives in both the countries lost
ground in regard to rurel deposit mobilisstion, BKB in
Banglsdesh could only meintein its portion in regsrd to
rural deposits despite more then three tires increese in
the number of branches over the period,

There was substantial increese in the emount of
rurel credit in nominel velwe in both the countries but
in real velue the increase cennot be regsrded as
fmpressive. The supply of resl rurel oredit in Bangledesh
even in the terminel yesr was very low. The growth of (gl)
{neremental rursl credit wes founé significant only in cese
of Tndia. In Bengledesh, it was rather erratic showing

substential yesr-to-year fluotuations. The supply of
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inoremental rursl credit ss proportion of GNP from
agrioculture was very meagre in both the countries when
viewed from the ratio of such requirements &s proporticn
of G'P (more than 25%), Rursl oredit supply per femily
sppears to be inadeguste in both the ocountries when
compared with the rejuirements of credit need per femily
a8 estimeted by us 1,e, in India 5 G006 snd in Bangladesh
Tk. 1506 (1978-7G). The supply of per hectare rurel
oredit in both the ocountries even in the terminel yeer
wns low, A study of the relestive performsnce of the
agencies shows that co-operetives in both the countries
eand BXB in Bangledesh are losing their relative shsre in
the supply of rurel credit to commeroisl benks,
Co-operati{ves in Bengledesh lost comparstively a greater
share in the total rural credit supply than thelr
counterparts in Indie. Rural produetion oredit hes risen
at & fester rate then investment coredit in both the
countries, Investment ocredit in both the occuntries was
low, even in the terminel yesr, - only 10% of the total
rural credit supply.

The supply of rural credit ss proportion of total
oredit supply wesalmost stable (14%; for Tndle while 1t
{mproved to 12% in 1978-79 from 8% in 1571-72 in csse of
Bengladesh, Long term rurel eredit es proportion of totalﬂ
leng term oredit in both the countries was found to have

significently declined during the period under Aiscussion,
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The gep of rursl credit supply in relstion to
requirements was all along more in cese of Bengladesh
ocompered to Indie., In the terminel year, the gap in rurel
ocredit was 66% in Indie, 91% in Bangledesh and 83% in West
Bengal, It was found thet the rate of reduction of the /
gep of rural oredit was much faster in Indias (14.3%)

compared to that of Bangladesh (L.2%).
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APPENTTX

¥ethod of Estimeting Rural Credit Requirements

C By rurel oredit we meen oredit for economic
activities undertsken in the rursl ereess, such a8, raising
erops, livestock, fisheries, rural industries, trede anad
transport pursued under private 1nitiat1v4, Letiueting
requirements of credit for these sctivities i{s not en easy
task, especially in the sbsence of reliable information,

A perussl of the ourrent litersatures shows that no such
estimete of rural credit requirement (teking all the stated
sctivities together, hess ever been sttempted either in
India or in Bengladesh, Whatever estimates were available
releted to mostly prcduetiocn of erops. As sush, in the
present study, an sttempt is8 made to estimate rural oredit
requirements of the stated ecocnomic activities,

Nata used for the purpose of such estimation, sre
drswn from aveilable nstional income statistios. Beoause
of different methods of comnputing naticnal income for
agriculture and releted sotivities compared to thet from
sotivities like industries, trade and trsnsport, we had
to adopt two Aifferent methods in estimasting requirements
of credit for these sctivities, i.e,

(4) fgriculture anéd relsted amotivities - input bassis. -
(B) Other sctivities - inoome/velue sdded basis,

A brief Aiscussion of the method followed 1s given
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here,

(4) Agrioulture and helsted ictivities

Netional ineome of these mctivities sre computed
on the basis of produecticn in relaticn to inputs, It is
well sccepted thet credit regulrements of sgriculture
end related sctivities are dependent on the smount of
inpnuts, more perticularly, on the amount of purchrsed
inputs which we meay osll ossh inputs, It is true thet e
pert of the totsl inputs ere financed out of the psrt
savings whioh in the ITnéisn sub-continent is inedeyuate,
fienoe, the heevy reliance cn borrowed funds,

At first, vwe consideres the amount of cash input
ineluding the peyment of wage to the hired labour. Then,
cash inputs perteining to public seotor is deducted in
order to errive st the actumsl ocesh inputs of the privete
sector for such sctivities. Afterwsrds, the shere of
rurel ereas in such cash inputs 1s sssessed by using rurel -
urben ratio of ﬁ??io. After thus obtalning the smount of
privete sector ossh inputs relating to rurel ereas, we
estimete the regvirements of rurel credit besing on e retio
of such inputs to the requirement of credit for these
sctivities.

Now the problem is to decide what proportinn of cash
faputs is finasnced by credit. It is, no doubt, e difficult
questi on beceuse such proportion may very depending cn the

regions, crops, tec-melogy and time. @ have not come

10. GOI, “Nstionel Accounts Statisties”, op.oit, pp. 148.
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ecross any comprehensive national study providing
informetion on this, However, seven atuﬁiea“ in the
recent past condnoted either in Indie or Bangledesh,
showed that such proportion vsried from 50. to 73%
depending on the frctors steted eerlier. Fer our purpose,
we used average of these ratios (63:) to estimete
requirement of credit on the basis of cash inputs., e
believe the everage ratio will take scare of verying
proportions of oredit requirements, Having estimsted the
amount of credit requirements relating to Indie for these

activities, we heve related this amoiut to the NTF from

11. (1) Singh H, end Xahlon, A.S., "A Study of Credit
requirements snd s2dvences to fermers in Patiala
ristrict", Indien J al of Agriculture

8 (ITAE), 1942, Vol. 20, 1971, pp. 4960
to 503.

(11) Bansil, 7,C, "Credit reguirements”, IJAE, Vol,
26, 1971, pp. 468.

(111) Suryawenshi, S.T. et al, "Adegueecy & Productivity
of eredit on the ferms of liestern Mshsreshtre”,

Indien Co-operstive Review (ICR), 1978-79,
pp. 306,

(iv) Singh, R, et al, "Aveilebility & "Ttilisstion of
.o-Operatlve redit in fgrioulture - A oase
study” ICR, 1978-79. pp. 380.

(v) Swemy, G.M. & Reimene £,%., "The Impect of New
Farm Technology cn Ferm Inoome & Employment
Potentisl under Credit Nenagement in Kurnool
Tatrict of Andhra Pradesh”, ICR, Jen., 1982,

pp. 191 to 199.
(vl) BATC (Benglsdesh), "kinter Rice & .heat -

Eeonomios of Cultivetion", 1977-78, pp. 22-23.

(vii) 7.8, A4 ¥ission to Bangladeah (1977), <noted

in Bengledesh Bsnk redit sStudy Projeot, Phase
11, 1978, pp. G Lo
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such ectivities in order to obtein a retio of NTF as

oredit requirements. After obtaining this ratio, (Teble
0.5), we applied the seme in est! ating ocredit reguirements
of egriculture and related sotivities for Bangladesh and
.est Sengal. This is done in view of the non-availebility
of requires segregated informetion releting to variocus

cesh inputs in these regions,

'se of the seme proportion in estireting credit
requirements of other related sotivities is sttempted
bescsuse relevent informetion relating to these are not
aveileble, It is to be noted here that fisheries and
livestock reguire mostly mecdium/long term losms. e
believe, annual estimete will take cere of the term loans
becsuse only a Tew borrowers meke investments in esch
Yeer. One who tskes term loan for such activities, unlike
erop loans, does not went investment losn every yesr -
only once in a few yesrs, This is why we heve ressons to
believe that our estimste of credit reguirements for

livestoecik and fisheries are not fer from the sotual,

(B) Other Activities i1,e, Rursl Industries,Trade
end Transport

Credit requirements of these sotivities sre
estimeted on the basis of inocome/velue edded. From the
national income socounts, we first gathered let TMomestiec
Produet (NDP) for each of these sctivities., From the total
NTP values of each of these =ctivities, we deducted the

shere of the public sector in order to heve private seotor
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ccntribution of these eotivities to NPP, After thet the
shere of non-rurel asrees to NDP of sush aotivities is
deducted following CSO (1971, besis of rural-urban
distribution to errive et the rural contrisution of NNP
for such sctivities, The share of rirel ares in case of
industries was 25,44i; trede end hotels 13,17+ end
transports 16,19% for India.

Heving segregeted the share of NTFP of the rurel
ereas from these activities, we estimeted requirements of
oredit for these activities using o retio of credit to
NPP. This retio is used basing NSS 29th kound informetion
of self employed households in non-segrisultural enterprlaes!z
In thet survey credit contrected wes obtesined but not
credit requirements. In the seme survey, WDP for these
activities nnder discussion sre also avelleble. ‘e
calonlsted credit contrected as m proportion of N™P. These
ratios in osse of Indir were 3,23-. for rural industries;
7.78,+ for trade end hotels end 13.43. for rural transport.
Using these ratios, we estimeted requirements of credit
for these rursl ectivities, iie sre ewesre that using these
ratios would lead to some under-estimetion beosuse oredit
requirement is always higher then coredit contracted, This

limitaticn has to be kept in mind while using the estimates.

12. GOI, KNSS, 2¢th hound Survey, "Tebles with notes of

survev of self-employed households in non-egricultursl
enterprises - detalled results, New Telhi, 1978,
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After estimating the requirements for these sctivities,

we related the smount of reguirement to the NNP from these
activities in order to obtein the ratios (Teble 6.5) which
to be spplied for estimating credit reguirements for these
ectivities in osse of Bengladesh.

Stete level informetion from NSS survey13 was used
in order to estimate rural credit requirements of the
stated asctivities in osse of Vest Bengal. The ratios
whioh were 1.93% for rural industries, 3.40% for rural
trade and 4.57% for rursl trensport are used in estimating

rursl oredit requirements for the State,

. NSS, "Self-employed household in non-agricultural
> ent;rprises ~pby stete", Sarvekshene, Vol. III,
NO. 2' Oot. '979’ ppo S 2570



(Tk/me in million)

Indicators INDIA BANGLADESH WEST BENGAL
1971=72 1578=79 Growth 1971=72 ~1076=79 Growth 197172 1075=79 Growth
Rate(%) Rate(%) RateS%)
(g1) (g1) (g1
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1. Amount of rural
deposits 5,367 32,758 25,05%% 546 3,820 27.28%* 262 1,831 27.51%%

2, Incremental (a)
amount of rural

deposits (IRD) 2,042 7,903 25.63%* 121 1,176 38,43** 76 467 30,24%%
3. IRD as % of CDP _
form agriculture (a) 1.12 2,59 18,95*% .46 .48 24.18 0.53 1,90 22,32%#
4, Per Capita Rural
Deposit (Tk/ks.) 12,02 65,05 23,32%* 8,32 50451 25,32%% 776 U47.42 25.,63*%
N
5. Rural Deposit per

=)
hectare of GCA (Tk/&.) 32.49 189,02 24,32** 46,35 296,42 26,32%* 36,03 232,42 26,11%F

6. Share of Agencies in
the rural deposite(%)

(a) Co=operatives 15% 7% =10,50%* 6% 3% =11,10% 3% 1% «16,58%*
(b) Commer, Banks 85% 93% T17%%  84% 87% 0.38 97% 99% 0,28%*
(c) BKB - - - 10% 10% 2.00 - - -

- e W W E W S @ W S W E d W S @ @ T W W W S W A @ T ) Sk sk S O G @ e A e W S B ey @ W W e @ e &P G W e @

*#* Significant at 1% level
* Significant at 5% level

(a) Relates to 1972=73.
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1l credit by all

Tgble 6,2 3 Suvply o encies, 1971-72 to 1978-=79.

(Th/-e in million)

.---—-----ﬂ—-q-ﬂ---—-u----—m---—-*-
-

Indi
cators S INDIA BANGLADESH WEST BEGAL
=72 1978-79 Growhh 1971-72 1973-79 Growth 1971=-72 1378-79 Growth
‘R;t)e.(%) Rate (%) Rate (%)
- W W wn S W e W A A WR W an W e e ------_-____.__-_-g ------------- ‘gl, (gl)
: Amount of rural credit
omi 1
(n nal va tle) 9. 58'8 333043 17006*. 226 1;995 30,77 % 99 1. 353 37.45*%
- Amount of rursl credit (a)
(real value) 9,219 20,029 10,58% 184 493 17.62 97 846 30,36%=
3. Incremeatal amount of (b)
rural credit (IRC) 2,967 6,313 19.,03* 118 400 R 50 303 30, 72%=
4, IRC as % of GDP from (b)
agriculture 1.62 2,07 13.21 0.45 0.51 R 0.35 1.23 22.,71*
Se Per Capita Rural credit
(‘.I.‘k/Rs. ) 21.48 65,62 15,312 3.59 26.38 28,83%» 2.93 35,04 35.58**»
6 Rural credit per hectare of
GCA (Tk/Rs.) 58,04 190,70 16,28+ 20,03 154,81 29.,81%» 13,62 71.74 36.05#%#
7. Relative share of zgencies
in rural credit (%)
(e0 Cooperatives 3l 52 ~5.89** 52 18 ~15,21#¢ 58 56 =0,89
(b) Comuercizal Banks 19 48 12,07%+ 7 44 31.48% 42 44 1.27
= - 41 38 -3.01 - - -

(c) BkB

bl Significant at 1% level
* S ignificant at 5% level
R

b Relate to 1972-73

a

o

=

= Growth rate could not be calculated becesuse of =-ve figure in one year.
=

=

and wholesale price of medium quelity rice in case of Bangladesh
Source - RBI Bulletin for Indlia and statisticel Y ear Book for Banglzdesh - varicus issues.

W W WE A S W AR W W W S TR TR AR AR M A M G i e W e an W R N A e e WS e e wm e e e W

Nominal value figures given in item I are deflated by using CPI of agricultural lzbourers (Base 1970-71 = 100) in case of India and west Beagal



Table 6,3: Supply of hural Credit by Term Nature

(Tk/Bs, m, )
Indioators ! All-Ind ' Bangladesh ' West Bengsl
" ' 1971-72 1975-79 Growth ' 1971-72 1978-79 Growth ' 1971-72 1973249 Growth
R?t?(g1) rarq(si) ra?;(gi)
* #) )

1. Produotion oredit 7,978 30,642 18,33%* 233 1,880 30, 29%* 91 1,240 36,87%«
2. Investment eredit 1,610 2,406 6,98+ 3 115 48, 35% 8 113 45, 2%
3. deleptive shere of

a) Produoction

oredit 83% 92 1.19%% 99% 9%s =0.55 92% 92: =0.55
b) Investment
credit 17% 8% -8,91%% 1% 65 19,88 8 8% 7.60

#% Significent at 1% level,

* Signifioant st 5% level,
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uppky Of Rucal oredit in the totol Cre.it suoply by =il creiit sgencies (1971-72 to 1973=-73)

(t2/Rs. in million)

q----ﬂ---&-—-—--------—-_-

Particulars ﬁll.!ﬂé&ﬁ Bangladesh
71-72 72=73 73-74 74.75 7576 76.77 77-73 78=-79 71-72 72=-73 73-74 74-75 75=-76 75-77 77-78 78-79

1. Industrisl Finance

(all agencies) 1914 2183 3016 4251 4330 5336 6995 9258 2 21 31 54 100 102 270 567
2. Housing Finance (ad 289 272 386 613 803 805 8990 1078 2 3 12 30 84 133 214 559
3. Coop rative Long term

Finance (b)

(°LDBs & branches

of CLDBs and BKB) 1610 1839 1580 1310 2150 2790 2302 2406 3 4 S 7 1 18 56 115

4. Sub-Total : (Long Term
finance 1+2+3) 3813 4280 4982 6674 7283 9481 10187 12742 ? 28 48 91 185 253 540 1241

Se All oth=ar Credit Coop-
erztives(grass root

level only) (c) 12000 14150 15630 17140 19250 27090 23250 27750 126 155 133 | 126 215 189 336 356
6. Soecizlised Agencies

(BXB) - - - - - - - - 94 178 135 175 185 382 500 643
7. Commercizl Banks 53671 63759 80653 91187 117814 137620 162876 198224 2850 4523 6313 S917 6924 8835 11552 14263
8, Sub=tot:l (short Term

finances 5+6+7) 65671 7790C9 96283 103327 136864 164710 186216 225974 3070 4356 6581 6218 7324 9406 12383 15262
9. GRAID TOTAL (4+48) 69484 82189 101265 115001 144147 174191 196313 238716 3970 4324 6629 6309 7509 9659 12328 16503

10.Rurzl Credit
(Direct Lendings only) 9588 12555 13357 1 6019 18936 23509 26735 33048 236 354 297 336 441 836 1595 1995

1l.Rural Credit as %
of total suopcly "

12,share of Rural Long

Term Credit in the A
tot:1 Long Term Credit 42,22 42,52 31.70 27.12 29.52 29.43 22,60 12.88 42.86 4.29 10,42 7.69 0.54 T.11 10.37 9,27

13,.Share of Rurzl Short
term Credit in total
Short-term credit. 12.15 13.78 1223 13.12 12,30 112,58 13.13 13.56 7.59 7.21 d4.44 5.29 .01 8,70 12.42 12.32

.‘--‘--‘------'
W B @ w W W w W W W W A W A W W A TR M G W e W el MR W W W mP WP NS e W e ew e el W s me e W a m W ey s WS W B e e W em W W ™ @ e W W W e W W e =

(a) 1In case of Indian figures include HUDCO &3 well as Coop-rative Housing Societicse 4nd in ceose of 8.ajladesh oanly House Building Flnance corooration
(because Cooperative Sector had given very mesgra eredit for housing).

(b) B sngladesh Krishi Bank gives a snzll part of its loan as long term credit & such it wes showa here = not &s a long term fincacing institution.

‘é) Even 1f a small part of the PACS's lendings are Medium Term , it is assumred here to be all hort t
ource: (i) Annual Reports of Respective Agoncies - various issues and F 4i) RBI snd BDaugladesh 1F%:§lgkbli°°ti°n"
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Table 6,5: Estimated Rurasl Credit Requirement in
Indie Proportion of Net Vaelue Adde

(%)
“Yesr Agriculture Rural In- Trade and Rural Total
::gi:%tggg dustries  Restaurant Transport
1972-73 28.35 0.72 1.37 1,65 13.53
1973-74 25.13 0.72 1.37 1.65 13.00
1674-75 27.29 0.70 1.37 1.72 13.00
1975-76 29.59 0.70 1.35 1.63 12,89
1676-77 30.89 0.69 1.34 1.58 12,90
1977-78 29,10 0.69 1.33 1.61 12,35

1978-79 30.19 0.70 1.34 1.63 11.95

o W @ ap @ G ep ew W B @) G B W T G @ S @& L @ A e A Q@ W W® & w W -
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Teble 6.6 : Es ted al Credit uirements rs = India, Bangladesh & West Bengal ( 1972-73 to 1978-29 )
(Tx/-e 45 Million)
Year INDIA BANG LADESH & :
afh_b_‘ KEST BENGAL
Agricul= Rur Trade & Rural Total Agricil= Rural Trade & Rural Total Agricil- Rural s‘rrtaadz:}& Rural Total
M oM T Rl She D M Ee
es. ran porte. a tries. rante. Tte
activi- activie Po ::ﬂﬁ- tries. rant
ties. sies. ties.
_1972—73 S3671 408 639 176 54896 7048 21 52 36 7157 3624 32 28 14 3698
(97.77) (0.74) (.17) (0.32) (100,00) (98.48) (0.29) (073) (0.50) (L00,00) (98,00) (0.87) (0.76) (0.338) (109.00)
1973=74 64457 489 792 218 65956 9995 31 89 S1 10166 5502 36 33 13 5584
1974=-75 45653 631 1073 299 77656 20826 59 150 77 21112 6637 S0 39 17 6743/
1975=76 78295 654 1186 306 80444 14867 57 145 103 15172 65682 52 43 19 6796
1976-77 84942 721 1224 33l 87218 15816 60 139 115 16130 7312 51 46 24 7433
1977-78 91642 806 1407 378 94233 19842 65 i 142 20220 7682 S5 51 26 7814
1978=-79 94419 959 1521 435 97334 22338 72 209 156 22775 7864 59 49 28 8000
(97.01) (0.99) (1.56) (0.45) (120,00) (98.08) (0.32) (0.92) (0.68) (100,00) (98.30) (0.74) (0.61) (0,35) (100.0

---------‘-------ﬂ-------_-----ﬂﬂq----.---------—---.--------—-----------—--t------

* pPigures in the brackets indici-te porcentcge of the total.
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T ar

ZTableg 6.7 s Sgp in rural credit - Iaudg, Beugledesh & wast wengale (1972=73 to 1973=79)

(Tk/Rge An million)
Yeor ALL INDIA BANGLADESH WEST BERIAL
Rugal Rural Rural Rural Rural Rurel Rural Rural Rural
Credit Credit Credit Credit Credit Credit bredit Credit Credit
recul- supply supply require- supoly Susply require- supply Supnly
rements as re- ments as reqg- ments as rec-
quire- uirements ulreme -
mentse nts
1972-73 54896 12555 22.87 7157 354 4.94 3698 149 4,02
1973=-74 65956 13357 20,25 10166 297 2.95 5584 251 4.49
1974-75 77656 16019 20,63 21112 336 1,59 6743 367 5.44
1975=76 80444 18985 23,60 15172 441 290 6796 440 6. 47
1276-77 87218 23509 26,95 16130 836 S5.18 7433 732 9,840
1977=78 94233 26735 28,37 20220 1595 7.88 7314 1050 13,43

1978=79 97334 33048 33,95 22775 1935 8.75 80090 1353 16,91
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CHAPTER VII

COMMERCI AL BANK'S RURAL BRANCHES TN BANGLATESH

- A _CASE STUDY

In Chepter ITI, a macro-level performsnce sppreisel
of the rurel operations of commerciael benke in both Indie
and Bengladesh wes undertaken, The present chspter is
addéressed to 8 cerse study of gress root level operetions
of 6 rursl brsnshes of 8 major comzercial benk in
Bengledesh, The case study specificelly seeks to foocus
on: the chearascteristicos of rursl branches, their performence
in regard to mobilisation of rural deposits snd extensicn
of rursl oredit (by their size and ege); transfer of rural
funds, if sny, with direction of such transfer; pasttern
of opersticnel costs, sltitudes of rural branch mansgers,
identification of frctors influenoing their attitudes ena
locating the nature and types of problems thet the branches
face in their rural operations,

A sample of 15% of the rurel brenches of Agrani
Bank as on Tegember 1679, is seleocted from the four
administrative Aivisions using randcxz sampling procedure,
It osn be noted here that branches of less than one yesr
of establisbment ere exclucded. Collection of relevant dastas

for the yesar ending 167 from the sample branches wes done
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between March and July 1980,

7.2 Cheraoteristios of the Ruyrsl BSranghes
Of the 69 rural brenches, 23% i1s from Theke division

and 27, 5%, 22% end 27.5» are from Chittegong, Khulne end
ReJshahi divisions respectively., Accoréing to size, 45%
of these branches were small (upte Tk. 1 m, deposits), 30%
medium (above Tk. 1 m. to Tk, 2 m.) and 25% lerge (above
Tk. 2 m. deposit),.

Mean age of the sample brenches was 5.43 years; 1t
was 2.83 yeers, 5.79 years end 7.41 years respectively for
small, medium and lerge branches,

liean age cof the sample brench managers was 32 yeers
and it wee the same for ell oategories of branches
excepting small for vhish it was 31 yesrs,

Average years of experience in the bransh of the
brsnch manngers was & little less than 2 years. It was
so in csse of the man=gers of the large branches, But the
mean years of experience of mansgers in the medium-size
branches was more then (2,4 years) and the small branches
was less than the overall sverage (1.4 years),

Mean employee size of all the sample branches was
8., It wes almost the ssme in cese of medium branches,

But the mesn employes size of large branches wes higher
then the overall average (10) while that of the small
brenches wes only 5.

New branches (upto 3 yeers of nge) were 30%;
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middle-aged (ebout 3 years but not exceeding 7 yeers)
were 18% and old branches (sbove 7 yesrs of age) were 46%

(Table 7.1).

7.3 Mobilisstion of Teposits
X. Peposit Acoounts

The survey reveals that an average-size rursal
branch of our sample hed 2015 Aeposit accounts of which
874 was of sevings nature. The share of current and fixed
accounts in the total number was 12% and 1% respectively.
l'ean deposit sccounts of small, medium and large branches
were 1121, 1920 snd 3762 respectively. Smell brenches hed
higher proportion of sasvings sccounts (96%) which deoresses
with the increase in the size of branches. Heverse was
the case relating to the proportion of ocurrent accounts

in the totsl number of socounts (Table 7.2). . ~ 3

-3

o oy SR

II. Amount of Mobilised TNeposits

The amocunt of rurasl deposits mobilised by the 69
sample branches totaslled Tk, 144.9 m., with a per branch
average deposits of Tk, 2,1 m, Mesan deposits of smsll,
medium and lerge branches were Tk. 1.4 m., Tk, 2.2 m. and
Tk. 3.3 m. respectively.
(e) Structure of the Amounts of Teposits

The share of deposit amounts of savings, current
and fixed acgonnts wes 574, 26% and 17% respectively. An

averege~sized rural branch hed Tk, 1.1 as savings deposits;
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Tk. 0.0 m, as ovrrent deposits and Tk, 0.4 m, as fixed
deposits, The proportion of ssvings deposits to the
total emount of deposits wss higher ocompsred to others
irrespective of the size of the branches - 61% in case
of small brasnches and 34 for large branches, The
proportion of current deposits in all sizes of brenches
wes between 30 anéd 4Ok, The share of fixed deposits in
the totsl esmount of ceposits wss the lowest in brsnches
of ell slizes, (Table 7.3}.
(b) D h ’a

The average samount of deposits mobilised per branech
was Tk, 0.9 =, from cultivetors, Tk. 0.7 m. from rureal
tradesmen, Tk, 0.1 m, from rural entrepreneurs snd Tk. O.4 m.
from others, The shere in the oversll deposits of
cultivators, tredesmen, entrepreneurs, end others was 42%,
343, 6% end 18% respecotively. Smell-size brsnohes
mobilised relatively higher proportion of deposits from
oultivetors (Table 7.4).
(o) Deposits by fxe Branche

Of the total rFeposits, only 12% was mobllised by
new branches, 10% by middle-sged branches while the largest
proportion (72«) was mobilised by old branches, The mean
deposits of =n average-sized new, middle-eged snd old
brench were Tk, 0.7 million, Tk, 1.9 m, end Tk. 3.3 m.
respectively.

An anslysis of the size of deposits by age of
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branches shows that 52% of the new branches, 8% of middle-
eged branches and 6% of o0ld branches mobilised Aeposits of
the size of Tk, 0.5 m. Cn the other hend, 8% of new
branches, 44 of o0lé branohes hed deposit size of ebove
Tk, 2,0 m, (Teble 7.5).
(4) Hegional Performsnce of Teposits

The snrvey shows that Thakes Aivision contributed
18% of the totsl deposits while the share of Chittesgong,
Khnlna ané Eajshehi divisions wes 297, 28% and 25%
respectively, Fer branoh deposit wes highest in cese of
Khulns division (Tk. 2,7 m} followed by Chittagong division
(T, 2.2 m, ;; the lowest Tk, 1,7 m. was in cese of Theks
division, This suggests existence cof regionsl imbelesnces
in the mobilisation of rurel deposits (Tsble 7,6},

b Extensicn of hural Credit

The survey reveesls thet 3 branches out of the
sample of 69, 414 not start any loaning operstions.
Further, of those which sterted losning operations, 25.
414 not extend sny farm credit, It is further cbserved
that only 12% of the branches extended some amount of
credit for agri-mschinery anéd 1G% provided credit for farm-
related sotivities like dairying, ponltry, fisheries sete.

By farm oredit we mesn eredits for the related
sotivities in addition to that for orop raising end
non-farm credit inecludes that for rurel trades, enterprises

and other orgenisations eto.
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1. Amount of Credit Fxtended

The smount of oredit extended by the semple branches
was Tk, 62,9 million, of which 68 was ferm credit end the
belence non-farm credit. Mesn emount of credit of en
average-sized rural branoch wes Tk. 0.9 m. - Tk. 0.6 m. for
ferm credit end Tk, 0.3 m. for non-farm credit. The
overall oredit-deposit ratio wes 435.. (Table 7.7]).

Seeds and fertilisers comprised 60: of the ferm
credit, irrigation and lend development end egri-mechinery
each sccounted for 7% of the ferm oredit. Credit for
deirying, poultry snd fisheriee constituted cnly 3%z of the
totel farm oredit. On the other hand, 76» of the non-farm
credit was for trade of which 495 was for wholessle trade
end 27% for reteil trede., Rursl enterprises got 1G: of
the non-ferm credit,

II. Term Nature of Credit

Term oredit includes thet for land development,
agri-mechinery, deirying, poultry end pond digging besides
rursl enterprises.” Credits for ell other ectivities ere
treated as short-term,

Tt is seen that of the credit advenced by our
ssmple branches, more than 88 wes short term snd & shade
less then 12 was term credit, Cf the short term loans,

745 went to farm sector and 2%+ to non-farm sector. On

¥ Treating credits for sll these items es term credit
mey entell some over estimetion.
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the other hand, 53% of the term-losns wes obtained by
non-farm seotor, Aean amount of short-term oredit per
branch was Tk. 0.8 m. snd term oredit Tk. 0.1 m. (Table
7.8).

111, Cr anch Size

The cese study shows thet of the total oredit, 45%
wvas extended by small brenches, 36» by medium and 1G% by
large brenches, However, mean amount of coredit for medium
branches was highest (Tk, 1,1 m., followed by small
brenches i.e. Tk. 0.9 m,

Besides, the smeller the branch the higher the
proportion of farm oredit - 73% for small branches snd 60%
for large branches, The proportion of non-farm oredit was
the highest for large branches at 40% and 23% for smell
branches.

The mean smount of farm credit wes eround the same
in orse of both medium and small brenches (Tk., 0.7 million)
while it wes only Tk, C.4 m. in csse of large branoches.

Cn the other hend, sverage smount of non-farm oredit per
branch was higher in csse of medium-sized brenches

(T, O.4 m.) compared to Tk, 0.24 m. in case of small
branches,

Credit deposit rastio was high in case of small
brenches i.e. 65% end was only 22% for large branches
(Teble 7.7).

It 1is further revealed that 71% of the large brenches
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had C-" ratio of less then 20%; the ratio was around 4L0%
in cese of both small and medium branches, The proportion
of branches with more than 74 C-T ratio was higher for
small brenches (16:) and lowest for lerge branches (5%)
(Teble 7.4).

IV, Credit By Age of Srsnches

Or the credit extended, 47+ was given by old
branches followed by middle-aged brsnches (31%).
Apperently, oredit performsnce of the old branches weas
better. However, mean amount 6: credit supplied by middle
aged branches was highest (Tk. 1.0 m,} followed by old
branches (Tk, 0.9 m.). Fsrm credit as a proportion of
totel wes highest for new branches (82%) end lowest for
olé branches (58%).

It 18 further revealed thet mean amount of fsrm ss
well e8 non-farm oredit was highest in cese of middle-aged
branches followed by old branches,

C-T ratio wes highest (84%) in omse of middle-aged
breanches followed by new branohes (78%). It was the lowest
(28%) in cese of old bresnches (Teble 7.10).

Further, 69% of the old branches hed C-T retios of
less than 30% while 33% of middle-aged brenohes had such
low C-T ratio., ©On the other hand, the proportion of
brenches with sbove 74% C-D ratio was highest in csse of
middle-aged branches (25%) followedé by new brenshes 1i.e,
12%. Only 9% of the old branches had C-T ratio of sbove
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74% (Teble 7.11),
V. Regional Tistribut of Credit

The cese study shows thst of the totel extended
credit 37% was in the Dhake division, and 264, 20: end
17% was Aisbursed in Rajshahi, kKhulne end Chittegong
divisions respectively. Per branch disbursement of oredit
was elso high in Dhaka division (Tk. 1.4 m.) followed by
Rejshehi division (Tk, 0.9 m.). ilean amount of credit per
rurel branch wes the lowest in Chittsgong Aivision st
Tk. 0.6 m,

The highest proportion of oredit for ferm purposes
was distributed by the branches of Thaka division (92%)
and the lowest in Chittegong Aivision 1.e. 2G.., Contrary
to this, Chittegong Aivieion had a high proportion of
non-farm oredit,

The C-" ratic wes highest in ease of branches in
Thaka division (85%) and lowest in Chittagong division
(26i:). C=D retio of the branches of the other two
divisions were elso much below the terget - 4L6% in cese of
Rejshahi division end 31% for Khulne division (Teble 7.12).
7.5  Iransfer of hurel Funds

Havi ng eppraised the performance of rural brenches
as to their deposits and oredits in the preceeding pages,
we exemine here whether or not and to what extent transfer
of rurel funds, i{f any, was mede by our sample branches,

Transfer of rurel deposite hes been computed with reference
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to the target C-D ratio of 75% set for rurasl branches by
the GOB end Basngledesh Bank,

The survey reveals that 09 branches under observation
hed losnsble deposits of Tk, 108.7 m, 1.e. 75 of the
mobilised Aeposits of Tk. 144L.9 m. But these branches by
under-loaning operstions ere seen to have trensferred
Tk. 45.7 m. from the rurel sreas to the semi-urban snd

urbean areas,

(1) Transfer By Size of Branches

Of the amounts tresnsferred by the sample branches,
66% was made by large branches snd 247 by the medium
branches, An avoraée-sized large branch trensferred
Tk. 1.8 m. while 1t was Tk, 0.5 m. in case of a medium
branch, Per branch transfer of deposits was the lowest
in ¢case of =msll branches i{.e, Tk. 0.1 m., only (Table 7.3
end 7.7).
(11) Transfer By Sranches According to Age

when transfer of rural savings by branches of
different ages is examined, it 18 revealed that 97. of
the smount transferred wes made by the old brenches while
mifdle-eged brenches not only made no tranafer but also
made evallable Tk, 1.7 m., in addition to their own
loansble deposits, Yesn emount of transfer by an ola
branch was Tk, 2,7 m. while it was only Tk, 38 thoussna
for a new branch., Contrary to this, en eversge-sized

middle-aged obranch made sdditionsel inflow of Tk, 78 thousend
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into rursl erees (Teble 7,13).
(111) Inter-Seotorsl Trensfer

The transfer of rursl funds was more from business
followed by agriculture, Of the totel trsnsferred amount
through our sample branches 1% wes from business (Table
7.14).

This finding is in sharp contrest to the genersal
belief thet fund transfer is more from agriculture sector.
The relestively better loaning funéds to the sgricultursl
sector 1s 2 consequence of target-oriented aggressive

erop-losn opersations pursued by the G03 since 1977.

(iv; Inter-Kegionsl Transfer

{a) Inter-Administrative Tivisiona! Transfer

An examination of the transfer of rural savings
through our semple branches reveals that there was transfer
of funds from three out of the four divisions; of the
total transfer, L4L2% wes from Chittegong division, 37% from
Khulna division end 21: from Rejshahi. n the other hend,
Thaka Alvision gct an additionsal inflow of Tk, 2.7 million
with & per brench average of Tk, 0.2 m. iean amount of
trensfer per brench weg more from the Lhulne division et
Tk, 1.2 m. followed by Chittagong division et Tk, 1,1 m,
(Teble 7.0 and 7.12).

(b angfer /mong Legions wWith ferent
Levels cf Tevelopment

A further enalysis by different regions ecocording

to thelir levels of development is attempted. Tn the
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absence of any settled oriterie for determining the levels
of development, we categorise Bangladesh into three®
regions: developed, developing end less developed depending
on the per scre value sdded from agriculture by districts
for the yesr 1978-79.‘

It is found that C-T ratio was lowest in the
developing distrists (30«) and highest in the least
developed distriocts, Of the 58 of the total fund transfer
mede by the semple branches, 487 was from the developed
regions end 39% from the developing regions, ilowever, per
brench transfer was slightly higher from the developing
regions (Tk, 0.9 m,) eompersed to the branches in the
developing regions (Tk, 0.8 m=,). Fer branch trensfer from
less developed regions was the lowest 1,e, 0.3 m, (Teble
T.14).

From the above anelysis, we may oonclude thet there
wes no inter-regional trenefer of funds in the rurel
Banglasdesh; on the other hand, the transfer was relatively
more from the developing regions end less from the leasst

developed regions. kelatively better credit operation in

* (a) Developed &istricts: Noakhsli, Chittagong IL.T.,
Thaka, Comilla, Pabne, ¥ymeusingh and Sylhet,

(b) Developing districts: Kustie, Barishsl, Faridpur,
kajshehi, Tangail end Tinejpur,

(0. Less developed distrigts: Fetuekhall, Jemalpur,

Hengpur, Bogra, Khulne, Jessore and Chittagong.

1. GOB, Statisticsl Yearbook of Benglsdesh, 33S, 1980.
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the developed regions esn partly be attributed to the
existence of higher demand for credit due to better
infrastructural fagilities in the region while that in

the leest developes regions was partly Aue to administrative
pressure from both GOB and the Banglsdesh Bank,

7.6 Pettern of the Operetionel Costs of kursl S3renches

In the present seoticn, an attempt is mede to examine
the pettern cf operstional ocosts of the sample rursl
brenches ané to assess the egonomies of scale, if any,
among the rural branches of Aifferent sizes,

“perationel gosts are classifled under two heads:
fixed and variable, Fixed costs inolude rents, rates,
insurence preminms, lightin: expenses end depreciastions
of the fixed assets. ~n the other hend verieble costs
inclufes payroll expenses snd 'others', !Cther' veriable
expenses inelude, besides interest psyments for deposits,'
stationary, postege, printing snd the like,

Cost Structure

The eversge operational costs for meinteining a
rurasl branch was Tk, 1.2 m., in 1979 of which 91% was
verisble, Of the varieble expenses, 62% was for payroll
elone,

The survey shows that average operationsl costs of

a small branch wss Tk, 87 thousend while i1t was 127

* Nisaggregated deta on other costs including Interest
on deposits were not colleoted,



290

thousand and Tk. 172 thousand, respcotively, in case of

en aversge-sized,medium end lerge branch, The proportion
of fixed cost was high in o=se of small branches (10%)
while it was low in cese of medium branches (38%i). The
higher proportion of fixed cost (9} for the large brenches
compared to medium drenches cen partly be attributed to
requirement of relstively nore spsce and furniture for

them eand partly to more fixed expenses for lighting end
insurance premium for higher volume of business.

It is also observed that es the size of the branch
increassed, proportion of verisble cost on peyroll expenses
inereased; for exsmple, this proportion was 56., 615 end
69% respectively for small, medium and lerge branches
(Teble 7.15).

Lgonomies of Sgsle

An inoressed scele of operstion shouléd gonfer a
reletive advantage by a Aecline in the per unit operating
costs, Socele eoonomies ere to be escerteined with
reference to output/service., But the prodlem in meesuring
econocmies of soale of commercial bsnks' operstions lies in
the controversy on defining its output/service. It is to
be noted thet benk 18 e ”Tulti-service industry. It is
reletively easy to assess sosle coonomies of an industry
whose output/service consists of a single comuodity/service
consists of a single commodity/service or e few of such

whose '"mix'" does not Aiffer eppreciebly for a reasonably
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long time,

Powerz, while meking a survey of the relevent
literatures, observes that there exists no agreement as
to the definition of comuerciel banks' output. However,
some researohara3 treated 'gross revenue', others 'totsal
essets!, some others 'total deposits/sdvsnces', still
others a combination of 'assets and lisbilities', andg
finelly some others 'number of deposit end losn sccounts!
as a com:uercial bank's output.

e 4o not eonsider gross revenue &8s output besause

accounts of bransches do not reflect the benk level oost of

2. Power, J,A, "Breanoh Vs, "nit Banking: Bsnk output and
cost esonomies",
The Southern IFoonomio Journel, Vol, XIXIVI, No. 2, Cot.

1969, pp. 153.

3. (1 Benston, G,J. "Zconomies of Scele of Finenciel
Institutions™, Roshester, (1970).

(i1) - " - "Srengh Benking Foomomies of “esle”,

Journel of Finsnce, Vol., XX, kay,
1905, pp. 312-331.
(111) Gremiey, L.&. "Scale Egonomies in_ Benking",
Federal Heserve Bank of Kansas City,1902,pp.4~5.
{(iv) Bell, P, %W, & ¥urphy, N.B. "Egonomies of Scele in

Commercisl Banking", Federal Reserve Bank of
Soston, 1967.
(v) Longbreake, W,A., ®Froductive iffieiency in

Commercial Banicing: The Tmpact of Bank Orgenisation
Structure & sSank size on the cost of demand

deposit service" Worxing Paper No. 72-10,
Washington, Federal Teposit Insursnce Corporstion,
7.8, 4., 1972,

(vi, R=so, B.,S%.R. "Struocture of Commerolel Benking in
Indie: An Appraisel" (Being published by R,B,IT.
Cell in Bamking, M.3. ™niversity of Barocs),
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advertisement, cost of share capitsl etec,; the idee of
teking totel assets as output seems also not to be sound
beosuse most of the rurel brenches are housed in hired
premises with relatively low rent, We thought it alsc not
proper to consider rurel branches' number of loen cases/
amount of loen as output simply becesuse & mejority of the
rural brenches, unlike their eounterparts in the urben
areas, have not mede eny meaningful headwsy with regsrd to
loen operstions. Therefore, we have taken number of
deposit sccounts end smount of feposits as proxies for
rural brenches' output in order to meske e modest sttempt
to essess the economies of scale emong the rurel branches,

Scale Eoonomies per Teposit Acoount

The survey édata show that the gmaller the branch the

higher the operating cost per sccount of dFeposit. TFer
sccount cost of operation wes Tk. 78 in ocese of e small
brsneh; Tk. 66 per medium-size branch sné only Tk. 44 in
case of 8 large branch, The rate of redustion in per
gocoount sost of operation waes repid with the increese in
the size of branch, This rate of reduction in per scocount
cost from smell to medium branch was 157 while it wes 30%
from medium to large bransh (Tebdle 7.17).
oale Egonomles per Tk, 1 of Peposits

The operating cost per Tk, 100 of deposits wes
highest in csse of smell branches (Tk. ©.21) followed by

medium brenches 1.e., Tk. 5.94 snd lerge-sized brenches
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(Tk. 5.17). The rate of redustion declined es the size of
brenches inoressed, Such reduation of cost of operation
per Tk. 100 of Aeposit from small to medium brenches was
4.35% while the rate of reduotion wes 3 times faster from
medium to lerge branches i,e, 13% (Teble 7.17).

Thus, 1t follows from the above enalysis of our
ssmple thet reletively larger branches enjoyed better
scele econcmies resulting from higher volume of operation
in terms of both number of scocounts and emount of deposits,
Breek-even Cperation of Kursl Srasnches

We have seen eeriier that the sversge cost of
meinteining s rurel branch of our sample was Tk, 120
thoussnd., Now, the questicn is to escertein the minimum
volume of operation negessary to cover this operstional
cost., In order to escertein this, the following
assumptions ere mede:

(1) That G0» of the rursl brenches' income is generated
from lending operations end the remsining 10: from other
sources like commissions, rentals of lockers eto. This
essumption 18 based on the prttern of the sources of income
of the bank to which our sample branches belong for the
yeer 1979, Major portion of the income was from loan
operstions (79%) snéd remaining 217 was from other aouroes.h

But rural brenches msy not have thet high e proportion of

4. Agreni Benk, Annnel Report, 1979.
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inocome from other sources which the bsnk mensged mostly
from non-rural areas. As such, an essumption 1s made that
90 of the totsel income of the rural brenches is generated
from only loen operations,
(311) The sample brsnches oan extend loans upto 75 of
their mobilised deposits ss desired by the SBengladesh Sank,
{111, The entire loan was extended at an interest rate
of 15- thongh the rates of interest varied from 115 to 17%.
With the above agsumptions, 90» of the average costs
1s teker as BEP costs (Tk. 103 thousand) whiech is required
to be matched by income from loan operstions, It is
ascertained that a total losn volume of Tk, 720 thousend
is reguired to be extended at 15: rate of interest in order
to generste an income of Tk, 108 thousand. This volume of
credit 1.e. Tk, 720 thousend is the dbresk-even point
eredit. It is stested esrlier thet 75% of the deposits ere
loznsble deposits. Therefore, in order to extend Tk. 720
thousend credit & brench hes to mobilise a minimum amount
of Tk, 960 thoussnd es deposits whioh ror\our purpose is
termed ss bresk-even point deposits.
The bresk-even point computed above is considered
by us ag an improvement over the sttempt mesde by Wadhvas

who, without any assuaptions, calouleted BEFP operations.

5. Yisdhva, C,T,, Rural Banks for Rural Tevelopment,
1980, pp. 134 & 135 and 159-161,



A sorutiny of the sample bresnches in the light of
the BEP operstions shows that, of the 69 branches, 87%
were able to mobilise deposits et or sbove BEP level while
64 of the branches extended credit at or above BEP level,
It is further found that when BEP relating to both deposits
and credits wes considered, only 62. of the branches
achieved the stipuleted level., The survey slso reveals
that one of the small brenches reached SEFP level of crsdit
without reelising the same for deposit.

211 the medium and large bresnches were able to
mobllise deposits st or above BEP level while 29. of the
small brsnches failed to schieve the sems, '/hen breek-even
point credit is considered we finA that the highest
percentsge the mefium branches were able to schieve wsas
76:. followed by small brenches i.e. 61%. Lowest proportion
of lerge branches (53%) were mble to reech st or above BEP
level of oredit, (Teble 7.18). Thus, notwithstending low
performsnce in regerd to BEP deposits, smell brsnches
appear to have better oredit opersticn comprred to other
sized brenches, Likewise, loaning performsnce of medium-
sized brenches was better than thet of large brsnoches,

7.7  Attitude of the Kurel Brench Manegers

It is now generslly escepted thet attitudes Aetermine

the level of performance, Favoursble attitudes result in

better performeznce while poor/unsatisfactory performence
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is caused by negative/indifferent attitudes,
Tefinition of Attitudes

Letin word 'eptus' that referred to, 'fitness' or
'edeptedness' geve rise to the modern concept of 'mental'
or motor attitudes, A number of authoritiesé tried to
define the term attitudes in verious ways., The oentral
{dea thet emerges is: attitude 18 = disposition of miné
from whioh motives rre eroused to resagt fevourebly or

unfavonrably to & partieular object or to s set of obJeots,

Importence of Attitude Study of the

Rural 3rsnch lisnagers

The idees of using commeroiel benks 2s agents of
change for rural developnent is not only a new but slso
e chellenging task, VYere opening of brenches in rursl
sress without mentaelly preparing the sen nnder whose
lesdership these branches sre being operated, will

uitimetely prove to be a self-defeating poliey.

6. (1) Thomes W.,I. & Znenieocki, F,, The Polish Pessgant
in_Europe & 4imerises, Vol, I, Boston, 1918,

(11) ~“rener, T,, A Tictionary of Psyshology
Penguin, Hammonds worth Xiddlesex, 1956, pp.22,

{(111) Sernoff, I., "Zsychosnalytic Theory and Soacial
Attitudes”, Publie Oplnion, Quasrterly, 1900,

pP. 2h.

(iv) Menn, L,, Sosiel Psychology, Herverd "™niversity,
Gonn Villey, snstralasis FPvt, Ltd,, 166G,

(v) Toob, %.: "The 3ehaviour of Attitude” in
Fishbein, Y(Ed) Readings in 2ttitude, Theory
end Messurement, 1567,
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A branch meneger i1s not only the executive heed of

the brench but elso the prime mover of ideas, thoughts

and ections of those who work under him. As such, if the
manager's sttitude towards rural banking is positive and
if he is thoroughly oconvinced of the idea thet effective
service through rursel banking een change the level of
rural development, he 1s sure to ocontinue making
construotive efforts slong with the suborédinate personnel
with s view to eachieving the meximm level of operation
of the braneh. "n the other hand, e brenoh mansger without
healthy attitudes will not only remsin indifferent te his
responsibility but alsc is cepable of influenoing his
subordinates (who =2re otherwise have herlthy attitudes)
and eonvert their attitudes to his own. Thererore, s
positive attitude cn the pert of a branch mensger is
essential to produce drive ené initiative in the
snbordinates, This will not only enhsnce the level of
operation but elso will improve the quality of the serviece
to the setisfsction of the customers,

Rurel operstion of c¢ommercial benks is s new
experiment, the suoccess/fsilure of vwhich lsrgely depends
on the type of ettitudes of the manasgers of these branches
who are supposed to translete into sction the very
cbjestive of rursl banking. Reportedly, many sosielly
desirable projests et home and asdbread in the past met

premature death mainly beceuse of negetive or indifferent
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attitudes of those changed with implemontetions. It is
%

with this retionele, s modest attempt 18 made here to

essess the attitudes of our sample rurasl brsnoch manesgers,

Method of Attitude Measurement

Kesagurement of attitude oan be sttempted by direct
interview as well a8 by indiresct observetion, 3ampbell7

suggested four alternatives:

(1] Non-disguised - struotured.
(11 Non-disgui sed - non-structured,
(11, Disguised - Struotured.
(1v) M sguised - DNcn-struotureéd,

The first two are direct metheds while the lstter
twe sre indirect methods, These alternntives sre used
depending on the situetion. In & compsrative relisbility
study, it is found that direct interview methods have much
higher relisbility coefficient then indirect observation

methods.s Therefore, we have sdopted slternative (i) es

* Tt should be noted that this is not primerily en
attitude study., out while exemining opinions/
perceptions of the rural brsnch menagers ag to the
various aspects/problems of rurel operstions, quite a
number of responses osme as attitude indiceating. Henmce
this incidentsl exercise. The results may, therefore,
be considered broedly indioestive and not conclusive,

7. Campbell, T.T,, "The Indirect Assesement of Cocial

Attitudes”, Psyehologleel Bulletin, 1950, number L7,
PP. 25-28.

8. Likert, K., "Teshnique for Measurement of Attitudes",
Arcshives of Psyechology, 1932, No. 140, pp. 34.
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above i{,e. diresct and structured method in order to measnre
ettitudes of our ssmple branch mansgers, Likert's?
summeted scale technique modified to three scale instead

of five is used to measure attitudes of the rural branch
menagers, This wes adopted not only beceuse it is more
relieble but also in view of the tirce snd resource

constreints; 1t is founs simple10

y less costly end less
time consuming.

In ell, ten questions were ssked to the brench
managers in order to messure their sttitudes. These
pertain to: role of rural benking towards rural development;
shift from security-to precduction-oriented oredit;
{identificeation of responsibility for poor recovery
performance; Ctehaviour towards small loenees; suggested
solution for the recovery problem; ineclinsticn to stey in
the rural aress; opinion relating to the usefulness of
treining; nature of rejection of lcen epplicstion, opinion
8s to the use of supervision of loan cases and methods used
in estinsting impact of lcan on the finenciel oondition of
the borrowers.

The three sceles used denote positive attitude,

negative attitude or indifferent attitude. Kesponses

9. Likert, R,, Teghnique of Attitude Sgale Construction,
Naograw-1iill, New York, 1957, pp. 159.

10. Seashore, S.F. & ™,G. Bowers, Changing the Strugture

and functioning of an orgenisstion, Survey Researsh
Centre, 'niversity of Michigen, 1503,
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indiosting positive attitude, indifferent attitude snd
negative sttitude ere given soore values of 3, 2 and 1
respectively. According to this method, the highest score
velue 18 30 snd the lowest score velue is 10, The obtained
soore velues are then srranged to denote the neture of
attitude of brench managers from their responses to the

10 queries as under:

(a) Positive sattitudes - those with score value of

above 23,

(b) Indifferent attitude - those with score vslue of

17-23.

(e) Negative ettitude - those with soore vslue of

below 17.

Managers of our sample brenches sre then ranked
ecoording to the score value obtalned by them, with a view
to categorising them on the basis of their attitude thus
fdentiried,

It is to be noted that any psycho-bshsvioural
meassurement, not to spesk of sttitudes, is s mere
approximation, And some times highly intelligent
respondents express themselves skillfully in a way quite
different from their rotusl feelings, This limitation has
to be kept in mind while using the findings of our
measurement of attitudes of the sample branch managers,
Brangh Mansgers by Lsture & es

It is revesled from our survey that half of the



301

rural branch menagers have indifferent sttitude and nearly
a quarter of them (23%) show negative attitude. Only 28%
of the brench manegers exhibit positive attitude.

Among the msnegers of different size branches, a
high proportion of medium-sized branch msnegers heve
positive sttitude (38%) followed by of small bresnches. On
the other hend, & sizeable proportion of the manegers of
large-sized branches reveal negetive attitude (35%)
followed by menegers of small brenches (22%). Irrespective
of the size of the branch, around 50 of the msnagers
displeyed indifferent ettitude., ihen negative and
indirferent sttitudes are considered together, we observe
that the position of the manegcrs of lerge branches is the
worst followed by that of small branches (Table 7.19).
Factors Determining “eneger's itti e

We mey make an attempt herse to identify the feotors
thet determine such sttitudes., In ell seven personel/
organisstionel fectors are oonsidered for exaemination:
age of the mansger, experienoe of the mensger in the
existing branch, trasining of the mansger, size of the
branch, employee size of the branch; gross salary income
of the msnager; involvement of the maneger in looal non-
politiecel orgenisations like schools, colleges, oclubs end
other socisl associetions.

Chi-Squere test (12) is applied to find the extent

of associaticn with the score velues of attitudes of the
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managers and the veriables stated above, It 1s escertained
that out of the seven factors csonsidered, only three are
identiried as signifiocently assocliated with the attitude
of the manager. These are: ege; training of the menager
end his involvement in the looal non-politiocel
orzgenisations (Teble 7,.20).

Relatively younger managers, perheps because of
their progressive outlook, seem to have & greater concern
for rursl development, Trained managers appesr to be
comparatively more convinoed of the role and responsibility
of bank towsrds rural development. Involvement of the
manager with local organissations fostering a sense of
familisrity and belongingness make them responsive to the
needs of the ruresl people.

Influyence of the Attitudes on the level of rerformance
An sttempt 18 also made to sppraise whether level

of performsnce of the rural branches wes influenced by the
nature of attitude of the brench menagers, Three
performsnce indicators are considered for the purnose:
oredit - deposit ratio; bresk-even point deposit end
bresk-even point credit,

In order to find the extent of essoscirtion of these
varisbles with the score values of the branch manager's
attitude, Chi-Scuare (IZJ test is agein edopted., It is
found that out of the three performance indisestors two

are significently influenced by the attitudes of the
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brench mensgers. These performsnoe indicators are oredit-
deposit ratio snd the bresk even point credit., (Table
7.20). It implies that mobilisstion of BEP amount of
deposits 4o not require significsnt effort from the side
of the bankers in the rural aress.
7.8 Perceived Problems cf the Rurel sSranech Mansgers
Next, an sttenpt 18 made to identify the type of
problems that are being faced by the rurel brench managers
in their efforts to esugment the bsse of deposits sné the
Quentum of eredit, The respondent menagers mentioned the
following important problems:
{a} The branch mensgers identified some problems common
for both mobilisation of deposits and extension of oredit.
These, in order of rank, ere: unmanegeably large commend
srea and laos of suiteble end quick tramsport facilities;
inedequate snd untrained staff; lesck of awereness esmong
the rurel people of bank services; unsuitable benking
hours for the rural areas; unccordinsted functioning of
the similer egencies; delayed produotion of photographs/
references and inedeguate/underdeveloped marketing centres.
(b) Problems Pegulier in the mobilisetion of Deposits:
Laock of provision to open foreign exchenge acoount
in the rursl branches to Yeatliitate remittances of those
rurel people serving in the middle eastern couatries snd
low rates of interest on deposits,

(o) Perceived problems peculiar to only extension of
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oredit, in order of rank, sre: lack of adeguste end
treined field staff to investigete loan cases in too
lerge a comnand erea, inebility of & lerge number of
potential rurel borrowers to comply with adequate seonrity
raquirements/guarantoe/lurety; inedequate loan sanctioning
authority of the rural branch menegers; unhelpful end
inéd fferent ettitude of the local leeders; incomplete/
inadequate information in loan applications; inadegnate
provision to extend term oredit snd irreguler supply of
inputs thet sre usually procured by the rursl borrowers
with benk oredit.
(a) Apert from the above problems, rural bank employees,
as indicated by the braneh managers, are feoing a number
of perscnal problems like; ebsence of adequate security
erransements in rural erees; laock of suitable residentisl
accommodation facilities; lack of good eduestion
ragilities suoh es sochcols end colleges; lack of any
reoreationel fsoilities like olubs, perks, end oinems
houses; non-aveilsbility of relisble snd qualified
2octors and required Arugs when needed; lsesek of orgenised
feocilities for obteining essentiel commodities at feir
prices; absence of eleotrioclity faeillities; lack of good
shopping eentres ete.
7.9 Suggested Solutions Yor the Ferceived Froblems

%hen the brench maneg-rs were ssked to sugzest

suitable remedisl measures ia the light of their
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experiences and understanding of the problems, & number

of suggestions were put forward by the respondent mesnsgers,
These ere:

(a) A number of suggestions were common for both
mobilisation of deposits and extension of oredit. These,
in order of rank, include: immediete provision for
suitable transport faeilities/conveyance allowance;
shifting of the branch to a suiteble losation such ss a
central plece in the commend arem; prevision of adequate
end trained staff; adoption of rursl-based benk publiecity
to make the people banking-minded; introduotion of
incentive system in oassh/kind/prize for superior
performence of branch/employees releting to both deposits
and oredits; Iintroduction of evening banking system;
reconsi dersticn of the question of invelving locel leeders
in asking reference/recommendstion from them for potentisl
benk oustomers snd development of entrepreneurs end of
merket centres.

(b) The respondent msnesgers pnt forwerd some suggestions
for augmenting the Aeposit base. These are: permission
tc operate forelign currency sceounts in the rursel branches;
requirement of photo of the potentisl depositors should be
reconsidered in view of lack of suiteble photographie
facilities in roral sress; enharoement of the rates of
interest on sevings end fixed deposits end short-term

over-Arsft fecilities,
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(o) For augmenting the quentum of rursl oredit, the
managers mede & number of suggestions inoluding the
following (in order of renkj): Provision of specislly
trained losn es well es field investigating staff;
enhencement of loan sanctioning authority of the branch
manager; reconsideration of the polioy of involving
local leaders in view of their non-co-operation; greater
emphasis on group/project lending; oonsideraticn of the
question of genuine non-productive consumer losns;
provision of adequate term loasn; PTR set be suitably
enended to enforse recovery; emphasis on coordinetesd
end planned oredit operation by all the agenoles engaged
in an ares; arrangement of some kind of short training
for the potentisl rurasl borrowers and ensuring regulasr
supply of inputs thet are ususlly prooureéd using the bank
loean,

(a, Relating to personal problems perceived by the
rurel bank employees, branch managers suggested;
tightening of security errangement; provisicn for
residential accommodation; promotion of better schools,
colleges, parks end other recreational fecilities;
provision of better medi-cere facilitles =2nd reasonadly
equipped local hospitals; facilities like supply of
rationed goods; provision of electrizity faoilities, end
development of shopping ocentres,

7.10 Conglusion

The case study reveals that deposit mobilisation
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performence wes good in case of learge brenches; small

and medium branches had reletively poor performance
releting to mobilisation of fixed deposits, It is also
found that relatively smaller branches were successful

in mobilising deposits from ocultivators. Deposit
mobilisation by the semple branches from Thake and Rejshehi
divisions was lower thsn from other divisions,

The study uneerths that some of the sample rural
brenches (3 in number) 4id not start sny loening operation
- even after two yeers of operetion. Further, 25% of
those who were involved in loaning operstions were found
not to have é&isbursed sny loen till then for farm
eotivities. It is elso observed that despite Government
emphasis, only 3% of the farm loan was disbursed for
dairying, poultry, fisheries ete.

It is further noticed that a lion's shsre of the
non-ferm oredit (83%) wes disbursed for trasde, Of the
di sbursed emount of loan, the propoftion of term loan was
around 1/10th only and the mejor portion of whiek went to
non-farm sector.

It is ascerteined from the survey that while per
brench deposit performsnce wes better in case of lerge
end older brenches, per branch credit performance was
better in cese of medium sized snd middle aged branches,
Tt is further asgertained that Thaka Adivision though

mobilised lowest proportion of deposits but grabbed the
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highest proportion of oredit., On the other hsnd, e
sizeable portion of oredit Aisbursed in Dheka division
has gone to farm aotivities while in the Chittagong
division they received s very smell proportion. This
suggests sbsensce of any credit plenning - neither for
different astivities nor for different regions.

It is noticeadble from cur survey that Tk, 46 m,
f.e, 32% of the total mobilised feposits was transferred
from the rurel ereas tc the urban ercas. Relatively older
and lsrger branches were importasnt in trensfering the funds,

The operational cost of en sversge sized rural
brench was Tk, 1.2 m. of vhioh 9/10th was of vearieble
neture, Fsyroll costs acoounted for 57<4 of the total cost.
Relatively larger branches enjoyed bétter cost sdvantage
considered either by number of socounts or by amount of
deposits,

It is found that 87% of the branches was sucoessful
in mobilising BEF deposits while 64% of the brenshes was
able to sttein BEP oredit.

The survey reveals thet the attitude of 3/4th of
the rursl brench mensgecrs wes either negetive or
indifferent, Attitudes of relstively younger msnagers,
who were trained and involved ia the losasl non-politicel
Iorgeniaations were found better than others, 7Tt is
noticeable that the minimum level of deposit (3EP) was not

dependent on the neture of attitudes of the mansgers.
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However, even minimum level of coredit (BEP) end oredit-
deposit ratio were found significantly dependent on the
nature of attitudes of the brsnch msnagers.

Improper loceation of branches, lsrge command eres;
lack of good communiocation and insdequate trensport
facilities; shortege of treined staff; 1ndifference of
the loosl lesders; lagk of provision to open Foreign
Currency ssocount; too msny inscomplete loen spplications;
inebllity of borrowers to offer suitsble and adequste
security; limited losn sanotioning aunthority at the
branch level; lack of suitable residentiasl accommodation;
absence of good schooling fecilities; absence of
retioning feoilities, absence of electric supply 2nd lack
of good shopping centre sre some of the major problems
that are reported to be faced by the mansgers/eaployees

of rursl brasnches,
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Table 7,1 : Characteristics of the rursl branches

- - - - - - - - - - - - - - - - - - - - - - - - - @ = = = w - -

Farticulars Small Medium Larze All
Branches Branches Branches Branches

1. Average age of

branch (years) 2,83 5.79 7.41 5. b3
2. Average age of
manager (years) 31.00 31.84 32.81 31.88

3. Average experience
" of the manager ia

the branch (years) 1.41 2.39 1.83 1.84
4. Average employee
size 7uumbor) 5.13 7.79 9.70 7.65
5. a) New Bramches
(upto 3 years) 36%
b) Middle-aged
branches .
(Above 3 upto 7 yrs.) 18%

¢) 0ld branches
; (Above 7 yrs.) L6%

--...---.-‘---.----‘-‘-ﬁ---‘----
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Table 7.2 : FPer branch Depogit of iccounts by
size of branches

(in number)

Particulars Saving Current Fixed Total
c AMe ¢
1. Small branches 1080 36 5 1121
(96%) (3%) (1%) (100%)
2, Medium branches 1689 215 16 1920
(823) (11%) (1%) (100%)
3. Large branches 3089 617 56 3762
{82%) (16%) (24) (100%)
4, Total 1760 234 21 2015
(874%) (12%) (1%) (100%)

N.B. : Numbers in parentheses are percentage to total.

Table 7,3 : Per branch amount of Deposits by size of branches

(Tk. '000 )
) .P;r;i;uia;s ...... S;v;né T .r;e;t- i Fixed ;otai i
¢ e c
1. Small branches 854 77 71 1402
(61%) (3bp) (5%) {100%)
2, Medium branches 1048 797 394 2239
(47%) (36%) (17%) (100%)
3. Large branches 1129 1188 1007 3324
(34%) (36%) (30%) (100%)
L. Total 1100 600 400 2100
(525) (29%) (19%) (100%)



312

Table 7.4 : Per branch amount of depogits by ownersh an

gize of branches
(Tk. in 000 )
) -P;r;§;nia;a. T .0;1;1;8;0;.- én;r;-‘ i Bu;i;o;s- ;o;ai )
Preneurs

1. Small branches 855 1b 533 15402
(61%) (1%) (38%) (100%)

2. HMedium branches 962 272 1005 2239
(43%) (123%) (45%) (100%)

3. Largze branches 1230 299 1795 3324
(37%) (9%) (54%) (100%)

L. Total 900 100 1100 2100
(L2%) (6%) (52%) (100%)

- - - = - 3 - - - = = @& ® = =2 * = w - = - @ = = = w2 © =

N.B. : Numbers in parentheses are percentage to total.

Table ¢ Proportion of branches by size of deposits -
86

(Percentagzes)
T T T T T T T T T T Tupte | 0.6 to  abeve  Total
y o O, 2.00 2.00 m,
1. New (upte 3 years) 52 L8 8 100
2, Middle Age
(upto 7 years) 8 8h 8 100
3. Old (above 7 =m. 6 50 bb 100

Total 23 52 25 100
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Table 7,6 : Regional digtribution of deposits

- = @ ® ® @ ® 2 @® ® ® & ® W . = ® @& & = & ® = - W =W e ® = =

Regions Per branch % of the
Amount total
(Tk. '000)
Xe KHULNA 2703 27.98
2 CHITTAGONG 2188 28,69
3. RAJSHAHI 1881 24,66
L,  DHAKA 1690 18,66
Total 2100 100.00

- & = » = * & W ® @ & ® W * 2 W © @® W S - * » S © S ® W B =2 =

Table 7.7 : Per h U but
b 2

branche
(Tk. im '000)
" “size of Bramch  Farm  Non-farm  Total c-?;;,-mo'
1. Small 668 243 911 64.98
(735%) (23%) (100%)
2, Medium 703 372 1075 k8.0l
(65%) (35%) (100%)
3. Llarge 431 284 715 21.51
(60%) (L0%) {100%)
4, Total 620 29 913 43,46
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Table 7.8 : Distribution of Credit by Term Nature

- % = = - - - - w - & ® ® ® = » = =W ® w - » - - - - - - W W @

Particulars Amount % of the % of the
TN e R .. I
A) Short-term 5571k 100.00 88.48

(a) Farm Credit 39356 70. 64 62. 50

(b) Non-Fara Credit 16358 29.36 25.98
B) Term Credit 7259 100.00 11.52

(a) Farm credit 3422 47.14 5.43

(b) Non-farm credit 3837 52,86 6.09

Total 62973 - 100.00

- - W @ - w @ w - = - - - = - W - = W - - - = - = = - = - ®» =

Table 7.9 : Digtribution of branches by sisze according t
ranze of credit-de it rat
(# of branches)

- ® ® & » ® 9 W = ® @ ® S ® ©® * @ ® ® * & ® ® & © & © S © °© 2 = =

Size of - Credit Deposit Ratdi » Total
branches DBelow 20% 20% to 40% &l% to 7 75» & above

- = & B = - = - = - - - = - - - - ®- @ » =& * = - - - - - = ® * 3 =

Swmall b2 10 32 16 100
Medium 38 34 14 14 100
Large 71 12 12 5 100

All L8 17 22 13 100
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Table 7.10 : Per bran Distribution of Credit accor
to _age of branches

Farm Non-farm Total C-D Ratio
(Tk. ¢ '000) (%)
New L52 102 554 77.88
Middle aged 1165 khS 1611 84,49
0ld 547 384 931 28, 54
Total 620 293 913 43,46
Table 7,11 : Distribution of bramches by Ages according to

Credit-Depogit Ratio
($ of branches)

C-D Ratio
Aze of the Below 203 to to 75% and Totad

branch 40% 75% above

Hew b 24 20 12 100
Middle aged 17 25 33 25 100
0ld 63 9 19 9 100

Total 48 17 22 13 100

- ® ® ® ® 8 € ® ® & ® © S @ O W S @& ® S S W® G S 6 © ® S @ = -»> =
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Table 7,12 : Per branch distribution of eredit by regions
) Farm  Nom-Farm _ Total  C-D Ratio
(Tk. in '000) (%)
Dhaka 1317 120 1437 85.00
Chittageng 169 k09 578 26.43
Khulma 646 194 840 31.08
fajshahi L63 Lo v 863 L5.88
Total 620 293 913 43,46
Table 7.13 : Per branch leposit and Credit = Azewige
i -P;r;izuia;s. ST Deposit Credit C-D Ratio
(Amount in '000 Tk.)
Hew 712 487 68. 40
Middle aged 1895 1559 82.27

Old 3262 1003 30.75

- W™ @& > W ® ® @8 ®© S & W @ O W 6 & o ® © O W O S S S @ T O B
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Table 7.14 : Deposits and Credit Performance by Sectors

- - = - - ® =2 = - - - = - - - ® = - w - - e - * = = *x - = -

Particulars Deposit Credit C-D Ratio

IR x5 f T R .
Cultivators 62100 42778 68.89
Entrepreneurs 6900 L85k 70.35
Business & Others 75900 15341 0.2
Total 144900 62973 43,46

Table 7.15 : Per branch deggsit and credit by rezions
according to levels of developzent

Hegions Averasge Average C-D Ratio
Deposit Credit (%)
(amount in *000 Tk.)
Ueveloped regions 2588 1127 43,55
Developing regioms 1976 541 30.13
Less-developed

regions 1614 938 58,12

- ® W W ® W © ® 85 W ®w ® 5 © © © © S ® ® & & =S = = - ® =2 =2 W



Table 7.16 : Per Branch Cost Structure by size of branch

(Tk. in *000)

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - v

Size of Fixed Variable Cost Total
branches Cost Payro Others Total
1. Small 9 (10) kb (51) 34 (39) 78 (90) 87 (100)
2, Medium 10 (8) 71 (56) L6 (36) 117 (92) 127 (100)
3. large 16 (9) 107 (62) L9 (29) 156 (91) 172 (100)
L, a1l 11 (9) 68 (57) bl (34) 109 (91) 120 (100)

------ - = - = - - = - = - - - 3 - w - - - = - w» - & - - - - - - - = - - - - - = - - -

N.B. ¢ Figures in the brackets indicuate percentage of total.

Table 7,17 : Per brench Costsg in relation to UDeposit and Credit cs, as well ag
unt ol both Lepogits and Cred

- - - e - - - = - - - - - - - - - - - * = - - * & ® W W = & W W = \ = = - - - @ @ = = @ © -

cize of Av. No. Costs per Average Cost of Per branch Cost per Per Cost per
branch of depo= deposit No. of loam deposit 00 Tk. branch '00 Tk.
sit accounts loam , per case ('000 Tk.) deposits credit loan
accounts cases (Tk) (Tk.) ('000 Tk) (Tk.)
1, Small 1121 78 188 463 1402 6. 21 911 9.55
2. Medium 1920 66 222 572 2139 5. 94 1075 11.81
3. Large 3762 L6 148 1162 3324 5.17 715 k.06
b, a1l 2015 60 189 635 2100 5. 71 913 13.14

------ - - = - - - W= - - - w» - - - - - - = - - - = W = - - = - - - - - = - - - - - = =»

* No. of loan cases sre mot tvaz' lable, We assumed average loan size
of Tk, 4833 as is found from the 80 borrower study (Chapter VIII)

=114
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Table 7.18 : Distribution of the Proportion of Brancheg
with break-even operations by size of branches

(in %)
cive'of brannes | T Esy B | BERo beRd
1. Saall 71 61 58
2, Medium 100 76 76
B Large 100 53 53

All 87 64 62

- = - - = - - - ® = - - - - = - - - = - = * = w - - - - =

BEEPD = PBreak-even point dejposit
BEPC = Break-even point credit

Table 7,19 ¢ Distribution of branches by nature of
attitudes of the Xanagers

(in %)
Small Medium Large Total
1. Positive attitude 26 38 18 28
2. Indiiferent Attitude 52 L8 L7 L9
3. Hegative Attitude 22 1b 35 23

L, Total 100 100 100 100

- @ W W @ & W = = =& ® ® © ® W = =W S - * S » ® * ** @ = © S =
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2

Table 7,20 ¢ X~ values Showing Aggogiﬁgign of the Factorsg
to the attitudeg of the Managers

Factors Value of X

- . * @ & = S S ® @ a2 ® S W = 8 @ = ® S ® T © S © L = = W e B

Attitude Letermining Factors

Age of manager 9.9#‘
2, Experience in the branch 3.05
3. Training of the manazers 25,7 *
4, Size of the branch 3.06
S5e Employee size of the branch 4,01
6. Per employee earnings of the branch 7.22
7. fianager involvement im local &
organisations (mom-political) 6.05

Influence of ittitude to Performance

) C-D ratio of the branch 26.&9w
2. BEP deposit of the branch 5.75
. BEP credit of the branch 1&.58**

- ®» ® W & € - = W © ® W =W-m @ W W W W © S W w =W = W WS S & » ©* =

% Significant at 5% level
2% Siznificant at 1% level,
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CHAPTER 1

COMMERCTAL BANK'S RTTRAL BORHOWERS TN BANGLATESH
- A _CASE STUDY

The present gheapter 1s devoted to a ocase study of
80 rurel borrowers of comuercial banks in Bangladesh,
Speoifically, the ocase study desls with: Nature and
cheracteristics of the borrowers; use pattern end
diversion, if sny, of the bank loan; repeyment performance
of the rurel borrowers; 1identification of faotors
affeoting diversion of loan (if msde) as well as those
fectors influencing repayment performence; end neture and
types of problems that are being faced by the rursl
borrowers while desling with rurel branches of ocommercial
banks in Bangledesh,

The reqguired informetion wes colleoted from 80
borrowers of 16 rural branches of a commercisl bank,
Branches sre purposively selected, From each of the
selected rural branches, 5 borrowers were taken using
random sampling procedure, Informetion collected during
the months of June end July, 1980 pertaining to the year
ending 1979.
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8.2 SECTION X
CHARACTERISTICS COF BORROWERS AND PROCETTRE FCR_BORKOWING
8.2.1 (Charaoteristics

Cherasoteristios of the commerciel benk's rurel
borrowers were exsmined from different engles: ocoupation,
size of lend holding, education, size of family inoome and
expenditure (Table 8.1,

Of the 80 borrowers, 77.5% were ferm borrowers and
the remaining non-fara borrowers. Of the non-farm
borrowers, 835 were rural tradesmen end the remeaining were
owners of hendicrefts/oottage 1ndustriee.‘

Ferm borrowers were categorised by their lend-
holdings as small (upto 2 ecres), medium (above 2 end upto
5 sores) snd lerge (above 5 sores). Cf the 62 farm
borrowers 31% sre smell fermers; 37% medium farmers end
remaining 32% large fermers, Incidentally, some of the
non-ferm borrowers were found to heve lend holdings of
more then smell farmers snd none of the non-ferm borrowers
were absolutely landless,

The mean age of the 80 borrowers wes 43 years; it
was Ll years for ferm borrowers and 38 years for non-farm
borrowers,

Of the 48 borrowers from whom literascy information

oould be collected, only €% were completely illiterate;

* Hereinefter referred to es rural entrepreneurs,
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56% were below S.S,C. level and eround 10% had schooling
for 12 years or longer.

The family size of the respondents varied from 3
to 18 members with en overall everage of 9, The mesn
femlly size of ferm borrowers was slightly lower than
overall aversge while tbat of non-farm borrowers was @
little higher (10).

The average size of earning members of the borrowers
was 1,68, About 545 of the borrowing femilies hed only
one earning member per family while only 6% of the families
had earning members of more than 3. The aversge size of
the non-farm borrowers was more (2.,22) ecompared to that of
fera borrowers, i.e,, 1,66,

The average size of loasn applied for by the 48
borrowers was Tk. 9854 - Tk. 3486 for farm borrowers and
Tk, 19112 for non-ferm borrowers. The average size of
loen spplied for wes Tk, 1910, Tk. 2289 and Tk. 5987
respectively for small, medium and large fermers. C(n the
other hand, smong the non-ferm borrowers, it wes Tk, 33890
in ocase of rural tradesmen and 9500 for rursl entrepreneurs,

The overall average size of loesn obtained was
Tk. 4833; 1t wes Tk. 1632 for the farm borrowers and
Tk. 15859 for the non-farm borrowers. The averege size of
the loen seocured by smsll, medium end large farmers waes
Tk, 726; Tk. 940 snd Tk, 3288 respectively while the mean

size of loan obtained by rurel tradesmen and rural
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entrepreneurs was Tk, 17051 and Tk. 9500 respectively,

More than 64% of the farm loans belong to the size
of upto Tk, 1000, while sround 13% was of the size of
above Tk. 3000. Tt was found thet 77.55 of the ferm
borrowers got only 26,17% of the senctioned loen. Ilore
then half of the farm loen (65%) was covered by the lerge
farmers,

The average period of loan for ell loans was nearly
a yeer (11,64 months). Tt wes 11,87 months in case of
farm borrowers end 10,84 months for non-farm borrowers.
Only 20% of the total dorrowers were able to secure loens
for e period exceeding one yesr,

The aversge size of inocome of the borrowers was
Tk. 19445 - for the farm borrowers it wes Tk, 18622 and
for non-farm borrowers Tk, 22278. The average income size
of smell, medium end large borrowers was Tk. 8979;
Tk. 13335 and Tk, 33865 respectively; for business
borrowers the size was Tk, 22657 while for rursl
entrepreneurs it wes Tk, 22334.

The ocese study of the borrowers reveale that nearly
12% of the total income of the 80 borrowers was derived
from subsidiery oocupetions, Of the borrowers, 4O had
income from subsidiery occupations. Such inoome was
earned by nesrly A4L% of the farm borrowers and 28% of the
non-ferm borrowers. The proporticn of ferm borrowers who

hed such income smong smell, medium end large fermers waes



325

58%, 35% end LO% respectively., The average annual
subsidiery inoome per borrower was Tk, 2206 -~ it wes

Tk. 2592 for the farm borrowers snd Tk, 1278 for the non-
farm borrowerse, The sverage annuel subsidiery income of
smell, medium and lerge farm borrowers was Tk, 1642,

Tk. 1457 snd Tk. 4800 respeotively. It was Tk. 1133 for
business borrowers and Tk, 2000 for the entrepreneural
borrowers,

The sversge ennual family expenses (surrent end
capitel together) of the borrowers was Tk, 17920 -

Tk. 15902 for ferm borrowers and Tk, 24871 for non-ferm
borrowers, The mean snnual femily expenses of smell,
medium end large farm borrowers were Tk. 9559; Tk. 11504
end Tk. 26986 respectively. For the business borrowers
it wes Tk. 24133 snd for the entrepreneurel borrowers

Tk. 28567.

Rxpenditure on food ss s proportion of total femily
expenses of all the borrowers wes 76%; farm borrowers hed
the ssme proportion while non-ferm borrowers had s little
lower proportion i,e., 72%. The proportion of family
expenses for food alone was highest in cese of small
fermers (91%) followed by medium fsrmers (77%). Such
proporticn wes the lowest in cese of large fermers i.e., 71%.
8.2.2 DIrogedure

We present here informetion supplied by borrower-

respondents on soursces of informstion of benk servioses,
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knowledge of bank formslities, sources of help in filling
the epplicetion form for bank loan and mein terms and
oocnditions required to be complied with by the rural
borrowers.
8.2.2,1 Source of Informetion of Benk Serviges

Table 8.2 in the appendix shows, in order of rank,
the various sources of information of bank services for the
rursl borrowers: radio, rursl leaders, input suppliers,
benk employees, news papers, signboards, friends/relatives/
neighbours, cinema slides, bank pemphlets, television ané
extension workers, It is noteworthy that bank employees
end extension workers are not providing information to the
extent expected of them regarding benk services to the
rural people, Televisiocn es e source of information abomt
bank services appears to be insignifiocent beceuse most of
the rural people do not possess television sets,
8.2.2.2 Knowledge of Bank Formalities

We may now turn to examine the extent of familierity
of rural borrowers with the formslities to be observed for
availing of the bank services. It was found that 65% of
the total borrowers (76% of the ferm borrowers and 28% of
the non-farm borrowers) had no knowledge of benk formalities,
8,2.2.3

Of the 48 bdorrowers who furnished informetion
relating to sources of help in filling loan epplication,
L% indiosted that they themselves filled in the applications
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while e large proportion of the borrowers (50%) got them
filled in by others including loan brokers. (Table 8.3).
Loen brokers and others were used more by the ferm

borrowers compared to the non-farm borrowers.

8.2.2,.4 Terms ané Conditions
(a) Nature of Segurity offered
GOB and Bengladesh Bank have directed the commeroiel

benks to follow production-oriented rather than security-
oriented epproach in order to make the benk's financial
services available to & large segment of the rursl
population, particulerly smell/marginel fermers,
agriocultursl lsbourers and rurel artisans,

The survey, however, reveals thet 88% of the rural
borrowers offered land as security. In case of ferm
borrowers, this proportion was even higher at 97%; some
times land is offered as oolleteral along with some other
forms of security. However, 19% of the ferm borrowers
obtsined bank lcans ageinst hypothecstion of crops and
personsl surety/guerantee. But none of the smell farmers
could obtain loan sgainst hypothecation of crops/personal
surety.

{b) Retes of Interest

It 15 gathered from our semple study thet most of
the loen transsctions carried interest renging between 115
to 17%. HEates of interest veried, depending on the nsture
of the programmes and regions like tribal eto.
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Further, 77% of the farm borrowers obtsined loans
at en interest rate of 11% to 12%. Retes ere higher for
special programmes which require greater supervision. It
mey be noted that the non-farm borrowers secured loans at
rates of interest ranging from 12% to 17%.

8.3 SECTICON II
UTILISATION AND DIVERSION OF LOAN

We may now look into the purpcses for whioh ocredit
was obteined by the rural borrowers sund the psttern of
utilisstion thereof., It could be gathered from the benk
(whose rural brsnohes and clientele were surveyed) that
it‘ provides loans for orop reising, hortioulture,
piscioulture, dasirying, poultry, duokery, fisheries, rural
transport, rursel enterprises eto., besides traditional
lending for trade.

The survey reveals that most of the borrowers
obteined loans for a single purpose while some of the farm
borrowers obtained them for more than one purpose
(especielly) relating to their mein ocoupation, none of
the non-farm borrowers obteined loan for more than one
purpose, Further, loans for non-traditionel sctivities
like raising poultry, deirying, duokery, fisheriecs eto.
heve yet to become populer among the borrowers; only 25%

of the sample borrowers evailed loan for such activities

1. Agreni Bank, Finenocing of Rursl "evelopment, 1980,
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as & part of their total loens (Table 8.4). Moreover, the
survey reveals that helf of the non-farm rurel borrowers
seoured loans for their estsblishments in the non-rursl
ereas, This is en example of rural fund transfer through
commercial benks,
8.3.2 Uses and Diversions

While the loan advanced 1s expected to be utilised
only for the purpose for which it was cobtained, 1t is
reported that some loanees divert the loans wholly or
pertly, mostly for unproductive purposes. .n examination
of informetion furnished by the 80 borrowers revesls that
2 little more than half of the borrowers (52,5%) utiliged
the loan for the purposes for which i1t was obtsined, Of
the remeining 47.5% of the borrowers who diverted the
loen, arouné 1/5th had diverted 1t fully while 4/5th
diverted the same partielly.

The pattern of utilisstion and the direotion of
diversion of loan by éifferent categories of borrowers
ere provided in the Table 8.5. Compared tc farm borrowers,
a larger proportion of non-ferm borrowers had utilised the
loan for the desclared purposes, Cf the farm borrowers, a
relatively high proportioa of medium-sized borrowers
utilised the loan for genuine purposes followed by large
fermers., On the other hand, of the non-farm borrowers, a
higher proportion of entrepreneural borrowers mede ocomplete

diversion compared@ to trade borrowers, The proportion of



330

farm borrowers who partislly diverted loens was four times
more then those whc mede complete diversion, Of the farm
borrowers, partial diversion was more in csse of small
fermers followed by large farmers.

8.3.3 TIirection of Tiversion

Among the borrowers who completely diverted loen
for other productive purposes (OP?P), the proportion of
ncn-farm borrowers was the higheast. Among the farm
borrowers, it was more in ocase of large borrowers followed
by mediumn-sized ones, It may be noted that none of the
small farmers made eomplete Aiversion of loan for opp.
Among the non-farm borrowers, this proportion wes high in
oese of rurel entrepreneurs, On the other hand, peartisl
diversion for (" wes reletively more in the case of farm
borrowers compared to non-farm borrowers, Among the farm
borrowers, the proportion wes highest in case of large
farmers followed by small fermers,

This apart, partial diversion for unprodustive
purposes wes slso more in cese of farm borrowers compared
to that by noan-farm borrowers, /f the farm borrowers,
it wes highest emong the smell farmers followed by medium
sizeé ones,

The nature of unproductive purposes for whiesh loans
were diverted were: food expenses, olothes, edusetion,
merriage, mediosl, litigstion and repeyment of olé debts,

On the other hand, some examples of productive diversion



N

were: purchsse of lend, purchase of goods for resale,
working ocepitel for shops ets,
8.3.4 Fagtors Responsible for Mversicn

In an attempt to identify the faoctors essosiated
with end responsible for Aiversion of loans in the rursl
Bangledesh, the following hypotheses sre consideresd:
(L) Fersonel cherscoteristios like ege, eduosation,
ocoupation, holding size, femily size end number of
earning members of the borrower's family have no reletion
with Adiversion of bank loans,
(11, Finanoisl oherscteristics such ae availebility of
subsidisry inoome, abdility to mannge additional borrowings,
extent of family expenditure for food, repsyment of olé
debts and size of bank loan obtained have no direot
relstion to diversion of loans,
(111, Feotors reletin; to terms end oconditions such as
seouri ty of loan, periodiecity of loan, rates of interest
end neture of loen (1.e. single v/s composite loan) have
no relstionship with diversion eof losns; end
(iv; other related factors like time leg in obtaining
loen; initiel cost of reising losn from the bank;
awareness of the borrowers sbout various formalities
releting to bank and loan supervision are not direotly
related to the diversion of bank loen by the rursl
borrowers.

The sbove hypotheses when tested by using chi-squere
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(xz) reveal thet the following fsotors in order of rank
ere sssoclated with diversion of benk loans; laek of/
inedequate supervision of loan oeses; inebility to secure
additional loan from other sources when benk loens were
inadequate; high proportion of family expenses for food;
inordinate deley in obteining bank loan; lack of
knowledge of the bank formalities; lower number of
earning members per family; hesvier burden of cost of
rajising benk logn; reletively higher level of edusetion
of the borroiorsa; relatively lower rates of interest end
lsgk of opportunity to esrn subsidiery income to supplement
that from the main ocoupation (Teble 8.6,
8.4 SECTION ITT

In the previous sestion, utilisetion pattern,
diversion and fectors assosisted with Aiversion were dealt
with, The repeyment perfcrmance of the sample of
commeroiel banks rurel borrowers in Bengladesh is exsmined
here. Prompt repayment of extended oredit is necessary to
infuse e sense of finenoiel d4iscipline emong the dborrower
on one hand and preserve and enhance the losnedle capacity

of the rurel bresnohes of sommersial benks on the other,

Co-operatives are already plagued by mounting

2, Similar experience for educated borrowers was
reported in ocese of Inédia by Beluswami N, "DMiversion

of Crop .oens™, Indian Co-operative Review, 1978-79,
P. 55.
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overdues in Bengledesh, LKeportedly, commeroial banks are
also faoing the problem of recovery. 3ut, to our knowledge,
there were no studies on this problem. The non-availebility
of eny study throwiang light on the rural operastiocna of
comuercial bsnks at the borrowers level was regretted by e
Tesm’® of the FAG/World 3enk (1980). The enalysis of the
repayment performsnce of 80 rural borrowers of a conmeroisl
benk in Besngladesh whioch is provided here may fill the gasp
in & small way.
8.4.2 Lepayment Capascity

There 18 no settled definition of repsyment oapeocity.
However, RBI defined repayment capacity for short-term
loen as 1/3rd of average estimated value of gross produce.h
This method of essessing repayment cepacity suffers from e
number of limitations, viz., it does not teke into secount
factors such as the family needs, sxtent of indebtedness
of the borrowers and level of non-fara income. 4An
alternative suggestion is to base repayment capasity on
marketable surplus. This method suffers from the same
limitetions ss it does not slso take into account paest
indebtedness and other related fsctors that may tell upon

the liquidity position of the borrowers,

3, FAO/World Benk, Report of the Bangladesh Agrisultural
Credit Project, 0) Annexure 4, p. b.

4., RBI, Crop Loan Yenusl, 1965-66, pp. 31.
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To overcome the aforesaid limitations we follow a

method, whioh osn be nemed "Licuidity Approach Lethod".
Agooréing to this method, repsyment cspacity is the excess

of inflow over outflow of oesh during the period, It is

to be borne in mind that this 1s sn ex-post meesure of

repayment cepscity and will have the limitetions sppliocebdle

to any kind of ex-post messurement. Thus,

RC = IF - OF

where RC = Repayment capacity

IF = Inflow of Cash
OF = Outflow of cesh.

Inflow of ocash is determined by the following items:

(1)
(11)

(111)
{iv)
(v)

Belance of ossh of the previous year,

Income from mein ocoupation (Net of cost of
production}),

Income from subsidiary ocoupation,

Sale proceeds of assets, if any.

Loan gontracted Auring the year (including that
from commercial bsnks as well as from other
institutional and non-institutional sources).

Outflow of cash, on the other hand, depends on the

following fasctors:

(1)
(11)
(111)
(iv)

Family expenses during the year.
Repayment of 0ld debts,
Asquisition of assets, if any.

A contingenoy reserve of 10% of income from main
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source to combat price esoslations end to meet

any nnforeseen expenses in order to meintein a

desired level of licuidity of the borrowing

femilies.

However, this method suffers from arbitrery provision
for contingeney reserve ss elso from not distinguishing
between essentiel and inessentiel items of femily
expenditures, which very frem femily to femily and in the
same femily from time to time. While we are confident thet
the limitetions will not seriously affesct our asssessment
of the repeyment cepacity, one hes to keep in minA the

linitetions mentioned above.

8.4.3 Estimeted Ixtent of Repsyment Capacity

Cn the basis of the estimated repayment capsoity
borrowers are classified into three cetezories: (i) those
with sufficient capacity to pay the Aues (SR); (ii) those
who had some but not sufficient repayment capsecity to make
repayment of all the dues (NSR) and (111) those who 41¢
not have sny repayment cepacity (1),

It is found thst, of the 80 borrowers, 060% belong
to SR; 20% each to NSR end D, Of the 62 farm borrowers,
39% hed SR and about 30% each hed NSR and D, Estimatead
repayment espacity of non-farm borrowers was rather better
then thet of farm borrowers - the retio for the three
categories was LL4% for SR and 28% each for NSK and D,

Among the ferm borrowers, a high proportion of lerge
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ferm borrowers (55%) belong to SR followed by medium-sized
borrowers (305%;; only 16% of the small farmers had
sufficient repayment ocspscity. O©On the other hend, the
highest proportion of small farmers (58%) had no repayment
cepacity followed by medium fermers (30%). Among the
non-farm borrowers, 47% tradesmen and 33% of the rural
entrepreneurs had sufficient repeyment capacity (Table
8.7).

B.holy Actusl Repayment Performasnce

Repayment performance is cxamined both with and
wi thout regerd to repsyment capacity.

(a) Irrespective of Repeyment Capsolty

The survey shows thet 67. of the borrowers repaid
either in part or in full, 68% of the totel amount fsllen
due, The vosition in this regsrd was better in osse of
non-farm borrowers - 8% of the non-farm borrowers made
repayment of 73% of the smount éue while 61% of the farm
borrowers repaid 52% of the amount due.

Further, 68% of the small farmers and 61% of medium
farm borrowers made repayment of smounts due; however,
medium farmers repaid 62% of the amounts due while small
farmers repald 54% of 4ues.

Among the non-farm borrowers, 1004 of the rural
entrepreneurs and 875 of rural tredesmen repeid their dues
promptly. However, when repeyments ss proportion of emounts

dne sre considered, we find that it was 74% for rurel
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tredesmen end 66. for rurel entrepreneurs. It 1s evident
from the preceeding anslysis of our semple that relatively
smaller fermers are better repayers (Teble 8.8).

(b) th Referense to le e Cepe

It 18 found thet of the 5k borrowers who mede
repayments, either in part or in full, 41% made it with
SR. 33% with NSE and little more than 1/4th 413 so with
¥. The repayment performsnce with reference to repayment
capacity of the ferm borrcwers wes oclose to thet of the
oversll performance, Of the 38 farz borrowers who made
repayments, 37% 41@ so with SR, 34 with NSR snd 29% with
no repayment capecity at all., C(n the other hanéd, of the
16 non-farm repsyers, 505; 315» snd 194 mede repayment
with SR, KSR and T respectively.

Among the farm borrowers, larger porticn of big
farmers (45%) repeid with SR followed by medium-sized
farmers (43%). In csse of smesll farmers, this proportion
wes the lowest (23%). (n the other hand, 404 of the small
farmers with no repasyment capecity have repeiéd followed
by medium farmers (29%). ¢nly 9% of the large farm
repayers with no repeyment cepecity have repaid,

0f the non-farm borrowers, the proportion of trade
borrowers was more (54<) whco repeid with SR compared to
thet of rural entrepreneurs (50.). It is found thet the
proportion wes higher in oese of rural entrepreneurs (50%)

who repsid with no repsyment cspacity ocompered to thet of
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tradesmen (15%) (Teble 8.9).

Our semple study thus shows that a high proportion
of relatively smeller farmers and rural entrepreneurs mede
repayments even if they had no repayment cepacity at all;
they are better repayers than others considered in this
study. It follows from the preceeding analysis of the
repeyment performance of our semple that ccntrary to
beliefl repayment 15 not always a function of capecity to
repay.

Sehe5 Nature of Tefeult: &ilfuvl or GCenuine

By defesulter, we meen eny borrower who fails to
repey the amount of loen when it beccimes due for repayment,

It is founé thet out of the ssmple 80 borrowers, 58
defsulted - 45% of those defaulted fvlly while the
remeining were pert defsulters,

An attempt 15 made here to distinguisbh between
genuine end wilful defsulters. ¥Wilful defaulters are those
who dc not meke repayment inspite of sufficient cepecity
to repay while genuine defeulters are those who default
owing to insufficient or no repeyment capecity at sll,

It is found that, of the 58 defeulters under our
semple, L45% were wilful defaulters of whom half made part
repayment and the other half dié not meke eny repayment
et all., Among the farm and non-ferm defaulters, the
proportion of wilful defeulters wes more (46%) in the cese

of the fermer defaulters ccmpared to the letter (40:z).
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Among the ferm defeulters, proportion of wilful defeulters
was more in cese of lerge fermers (63%) followed by medium-
sized ones (53%); the lowest (20%) was in case of smell
farmers. This apert, of the wilful defsulters, proportion
of those who defaulted completely was more in csse of
medium farmers (68%) followed by large farmers, Here
again this proportion wes the lowest (33%) in ecs=e of
smell farmers,

Cf the non-ferm defasultera, none of the rurel
entrepreneurs defeulted wilfully while 44 of the rural
tredesmen 414 so wilfully end defaulted after part payment
(Teble 8.10).

8.4.,6 Fecgtors Influeneing Repsyment Performsnce

It cannot be geinsaid that repayment of loen is
good not only to lender but elso to the borrowers in
ultimete snalysis. As mentioned above, only 28, of the
80 borrowers made full repayments while the cthers
defaulted either partly or fully. Aa commerocial banks
meke loans mostly out of Aeposit resources, chronie
resovery problem affects not only their loanebility bdut
also Jeoperdises their liquidity position. GHence, recovery
problem of the gommercial benks need oe studied with a
view to identifying the fectors related to repayment in
order to take sultable correstive ectlions,

¥With this end in view, 2 number of varisbles under

four broad aspects are considered as below:
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(o) Personal charsoteristics like sge, eduocation,
occupation, lend holding size of the farm borrowers,
femily size snd femily earning members per borrower.

(b) Finanolesl oharscteristios of the borrowers like
inocome, expenditure, opportunity tc eern subsidiary inoome,
expenditure for food as proportion of totel femily
expenses, repayment of o0ld loan, sbility to contract
additionel borrowinis, size of the bank losn, diversion
of loan and extent of repayment capseity.

(e) Terms end conditicns like seourity of the loan,
maturity period of loan, rate of interest end single vs.
composite neture of losn.

(a) Other releted factors like inordinatec delay in
obtaining losn from the bank, initisl cost of raising
bank loen, knowledge/fsmiliarity of the borrowers ebout
bank formelities and extent of bank supervision of loen
casges,

Chi-square tests (K2) ere applied to identify the
fectors esssociated with repsyment performance (Table B.6).
- " ¢of the 2% factors considered, only the
following 11 were found to have beon significently
assogiated with repayment performence of the ssmple

borrowers unnder observetion,
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Feotors having direct Fesotors heving inverse
Association Assocoiation
1. Benk supervision 1. Initiel cost of raising
loan

2. Subsidiary incomxe
2. Payment of cld debts
3. Eerning members per
borrower family 3. Proportion of family
expenses for food
4. Awereness of Bank
formalities/facilities 4. Size of family

5. Hates of interest 5. Tivision of loen
6. Time lag in cbtaining
loan
8.5 SECTION IV

MAJ Ok PROSLEMS OF RURAL BORROWERS

Heving discussed the sharasteristios of rursl
borrowers of commeroiel bsnks, their use pattern end
repeyment performence, we examine in the present seotion,
me jor problems that the rursl borrowers usually face, viz.,
inadequate loan cover; {nordinate deleys in obtaining benk
loan; initisl costs of raising bank loan; unsuitable
benking hours in the rural context and hsrassment by rursl
leaders.
8.5.1 Inadeguate Loan Cover

FAO? (1975) polnted out that deniel of adecuate

5, FAO, Report of the Agriculturel Credit in Asia,
1975, pp. 3-5.
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amount of losn by the involved agencies ultimetely proves
to be 2 self-defeating strategy becsuse borrowers with
insdequate loan cover are then foroed to seek afditional
loan mostly from unorgenised sources dividing their
loyalty and resulting in poor resovery.

An examination of the extent of losn cover made by
the rural brenches of commercisl banks revesls that the
short-rall between loen applied for snd that senotioned
to an average borrower wes as high as 51%., It was more
in cese of farm borrowers (53%) than for non-ferm borrowers
(50%). Among the ferm borrowers, such short-fall was
relatively more in osse of small farmers (62%) followed
by medium-sized ones (59%). On the other hesnd, both the
categories of non-farm borrowers hed an identical
proportion of short-fall (49%). (Teble 8.12). The
possible ressons for sueh short-fall are: over-stetement
of the loan epplied for; Iinadeyuate sesurity bscking;
arbitrery ont by the benk employees eteo.

8.5.2 Additionsl Loan

That loans applied for were not slways oversteted
is evident by the feot that 55% of the 80 borrowers had
to resort to edditionel loans, The proportion of borrowers
teking as#diticnel loan was more in csse of farm borrowers
(60%) compared to non-farm borrowers (39%).

Among the ferm borrowers, & high proportion of

small farmers (79} had to oontrsot additional loan
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followed by medium farmers (525). On the other hand, such
proportion wes 67% in cese of rursl entrepreneurs snd 33%
for rurel tradesmen, This grester shortfall in ocesse of
small farmers snd rurel entrepreneurs may be partly for
security reasons and partly for poor social sonnections
needed to influence the bank aunthorities.

8.5.2.1 Sourges of Additionsl Loan

It is found that of the 4L borrowers who sontreoted
additionel loan, orly 9% got it from co-operatives; 43%
from money lenders snd the remainder maneged the same from
neighbours/rrienas/relatives.' None of the small farmers
got loan from co-operatives, The proportion of those who
berrowed from money-lenders was higher in eese of farm
borrowers (46%) compared to those of non-farm borrowers
(29%). Among the farm borrowers, this proportion was the
highest in cese of small farmers (60%) followed by medium-
sized ones (42%). O©Of the rural tredesmen who contracted
additionsl locans, 40% d4id so from the money lenders end
20% from the co-operstives.

It seems moneylenders eare still prominently existing,
notwithstending restriotive laws, Thelr existence will
continue so long as sdequate loen cover (ineluding that for
consumption) 18 not sctively oonsidered by the involved

agencies,

8.5.3 Delays {n Obteining Benk losn

Tnordinate delays in obtsining losn, unnecessarily
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inoreese initial cost of reising loan besides disturding
the produstion/business schedule of the rural borrowers.
As suoh, delay in senctioning snd disbursing the dbank loen
has become a mejor problem to the rural people.

In en exsminetion of the period of suoh delays, it
is found thet more then 1/3rd of the rural borrowers got
losn in a period not exoeeding four weeks. DTeleyed
di1sbursement was more in oaese of farm borrowers compared
to non-ferm ones, Further snalysis shows that 38% of the
ferm borrowers got the loan after & period exoeeding four
weeks while this proporticn was lower in gese of non-farm
borrowers (18%).

Among the ferm borrowers, 4O0% of the smsll farmers,
575 of the medium farmers end 15% of the large farmers
seocured loesn in & period of more than one month., Further,
all the large farmers and all non-farm borrowers were eble
to obtain the loan within 8 weeks' time, Cn the other heand,
30% of the small farm borrowers and 21% of the medium farm
borrowers seoured loen in e period exceeding 12 weeks' time
(Teble 8,13},
8.5.3.2 Timely Pisbursements

To be really useful, the loen should be availsble
just at the time/sesson when it is required. Tisbursal
of loan after the expiry of sowing/hervesting sesson
renders it fruitless or leede to diversion.

Our survey shows that 52% of the 43 borrowers
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indiosted thet they got 4isbursement of benk loen after
the expiry of the season. Of the 25 borrowers who got
untimely 4isbursement of loan, 56i got the ssme within one
month of the expiry of the season,

The proportion of borrowers who got untimely
disburssl of losn was more in ocsse of farm borrowers (34%)
compered to that of non-farm borrowers (22%). Among the
farm borrowers, this proportion was high in onase of small
rarmers (47.:) followed by medium farmers (30%). ¢m the
other hend, 33% of the rurel eatrepreneurs and 20> of rural
tradesmen obtained such delayed loans,
8.5.3.3 Heasons for Untimely Tisbursement

Delays in the disbursement of bank loans are not
elweys éue to the bank, Cn being asked, 25 borrowers who
secured untimely disbursement identified the following
reasons (in order of preference): 1inability of the
borrowers to submit required oertifiocstes/recommendations
(36%); refusal of the borrowers to give bribe to bamk
employees (20%i); deleys in obteining senction from the
regionel office (14%); and insistence of the benk to pay
off pest loen (4%). Other reasons included negligensce of
the benk employees, pretension of the employees tc dbe dusy
with other non-losn ectivities, alleged shortage of ocash
at the branch level ete.

8.5.4 Initiel Costs of Halsing lLosn

Initiel costs of reising losn oomprise fees for
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application form, registration, travelling expenses
enterteinments and bridbes to the bank employees but exclude
nominel expenses for interest payments. Usually
unorganised sources charge higher rates of interest whioh
are fixed and reletively lower in cese of institutionel
lenders, However, in case of institutionsl loans, we find
that the costs involved in the process of getting loasn are
signifiocant.

The survey reveels that everage initisl cost per
loan wes Tk. 207 of which around 50% was for giving bribe
to the bank employees and to entertain them with some
refreshments., Conveyance charges for the loan applicent
constituted 365 of the total initiel cost and the remeining
portion was for fees and other expenses,

Such initial ocosts oonstituted 4.3% of the smount
of sanctiocned loan for an average borrower. The ratio was
higher (6.56%) for farm borrowers ccmpered to that of
non-ferm borrowers (3.48%). Among the farm borrowers, such
burden of initial costs wes heavier in cese of small
fermers (12%) followed by medium farmers (10%); of the
non-ferm borrowers, rural entrepreneurs had more of such
costs (7%) compared to rurel tredemen (3%).

Effegtive Costs of Borrowing

By effective costs of borrowing, we meen gosts of

nominal interest psyments plus initisl cost of raising

loan, As stated elsewhere, interest rates on rural
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lendings of commeroiesl banks in Bangladesh varied from
11%2 to 174, But for the purpose of computing effective
costs of borrowing, we sssumed a rate of interest of 15%.

It is seen from our sample study that loans of an
average borrower for relatively shorter periods carried
a higher effective cost 1,e. 24% p.s. for & months; 19%
for one yeer, IEffective cost of borrowing was higher in
case of farm borrowers 1.e, 22% (28%)‘ per annum compared
to that of non-farm borrowers i.e., 18% (22%).

Among the ferm borrowers, effective borrowsl cost
wes more in case of small farmers i.e. 27% (39%) per annum
followed by medium farmers i.e. 25% (34%). On the other
hend, such costs per annum were mere in cese of rursl
entrepreneurs 1.e, 22% (28%) compared to rural tredesmen
f.e. 184 (21%) (Tabdle 8.14).

The above anelysis of borrowal costs of our sample
suggests that farm borrower's effective cost of borrowing
was more thsn that of non-farm borrowers. Among the farm
borrowers, it is found that smeller the farmer higher was
the burden of effective cost. On the other hend, rural
entrepreneurs' burden of effective ocost was more than thet

of the rural tradesmen,

% Fligures in the bracket indicate rates of effective
cost of borrowing for losns of 6 month duretion.
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8.5.5 Un ble Bank Hours

Present benking hours in Bangladesh arec the same
for both urban and rursl sreas., These are: 9-30 a.m. to
5-30 p.m. (for publiec transaction only upte 1 p.m.j. An
attempt was mede through the present survey to ascertain
whether the existing banking hours are suitable to the
rural people,

The survey reveals that out of 80 borrowers, 72, 5%
indicated unsuitedility of the present banking hours for
the rursl sreas. Tt was found® unsuiteble by majority of
both the farm borrowers (77%) end non-farm borrowers (56%).

8.5.5.2 Ressons for nsuitability

Most of the 58 borrowers, who found present banking
hours unsuitable for the rural sreas, stated more than one
reason for such unsuitability. These reasons, in order of
importance, are: inebility to deposit money intc the bank
after the rursl market hours which usually ends around
7-8 p.m.; 1loss of productive wori for the whole day
because the benking hours soineide with working hours in
the field and difficulty in reaching the bank on foot from
long distence of 20-25 miles6 before 1 p.m.

6, Hun, M¥,N.,, "Agricultursl Credit Come Related

Issues", Journal of the Institute of Bankers,
Bengladesh, Volume 7, 1978, pp. 30.
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8.5.5.3 Suggested Rural Benking Hours

Borrowers who found present banking hours
unsuiteble were asked to suggest slternative benking hours
for rural areas, Most of them (79%) preferred evening

benking hours upto 8 p.m.
8.5.6 [Harsssment by Rurel Leaders

' Because rural branches of commeroial benks are new
and rursl branch employees are nct femilisr with the bulk
of the rurel populase, banks thought it useful to sssoclate
rural lesders by nominating them to the loen ocomnittee and
asking rorerenoca/reeonmendationl/oertirloates from them
sbout the genuineness of potential rurel borrowsers., An
attempt was made through the present survey to find out
whether or not this invelvement of the rural lsaders was
helpful to the rurel borrowers.

It is geathered frox our survey that 79% of them
required to seek assistsnce of the rural lesders in
connection with bsnk loan. A larger proporticn of farm
borrowers (90%) had to seek such assistance compared to
that of non-farm borrocwers (33%).
8.5.6.2 Diffioulties ¥xperienced

The survey reveals that 63% of the borrowers who
sought sssistence of the rurel leaders found it 4iffiocult
to obtain it. The nature of Adifficulties ststed by them
were: ssked to entertain the rursl leaders with refreshments

time end egein; 1loss of produotive days in addltion to
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trevelling costs; repeated sppointments and procrestination;
and asking for finesnscial benefit.
8.6 CONCLUSION

The cese study reveals thet news of commerciel banks'
financiel services reached the rural borrowers mostly
through redio, rursl leaders snd input suppliers; mess
medie like newspspers, television anéd cineme siides appesr
to be not so effeotive., ‘round 3/4th of the rural
borrowers were found to be unfemilisr with benk formalities
end prosedures connested with the loan., It is elso found
thet only 1/4th of the rursl borrowers were helped by the
bank employees in filling thelr loean applicetions;
majority of the borrowers had to seek sssistenoe of others
inclnding loan brokers.

The survey elso shows that zore than 3/L4Lths of the
borrowers wers farmers who obtelned ouly 1/4th of the
disbursed loen., Among the farm borrowers, large farmers
secured loans five times more than smell fermers and three
times more than medium farmers. On the other hand, cof the
non-farm loans, 907 went to rural tredesmen slone. None
of the non-farm borrowers was lendless ngriculturasl
lebourers or ertisans, CSectoral inegualities in the
distribution resulteé from lack of elesar out oredit
plesnning for verions rural sectors. The eoncerrned
enthorities probebly Airscted cormersisl banks to extend

loans in the rural areas without specific allosations and
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guidelines for each of the sectors and sub-seotors.
Tnequalities of loan disbursements smong verious categories
of fermers can partly be ettributed to inability of the
relatively smaller fermers to provide adequate seourity

end pertly because of the absence of cleer out guidelines
end oredit targets for specific asset groups of the rurel
people,

It is found thet s large number of non-farm borrowers
having their establishments in the urben ereas seoured
losns from rural branches. These loans though utilised in
the urban sreas are usuelly shown es rurel loans., It is
elso found that mostly educated/semi-educeted villagers
obteined loens from rursl brenches of commeroial banks.

In a country of G0% illiterate rural people, this is not
a happy sign.

The short-fall between loan spplied for end senction
was more in ocese of farm borrowers compared to that for
non-farm borrowers, snd smong the farm borrowers, relatively
smaller farmers had wider short-fells, The reesons for
the short-falls were inedeguate seourity, over-statement
of needs and arbitrery reduction by benk employees. The
reduction was mostly either for security reassons or
arbitrsery, is evident from the feect that 55% of the borrowers
unéer our semple had to resort to additional borrowings.

As & source of efditionel borrowings, oco-operatives appeared

to be very insignificent. Reletively smaller farmers heAd
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to depend for edditionesl loans on moneylenders.

Tiversion of loen was more emong the ferm borrowers
than non-farm borrowers, LKelatively smeller farmers
diverted bank loan mostly for unproductive purposes while
relatively larger farmers and trade borrowers diverted for
other productive purposes, It is found that &iversion was
more smong those borrowers who experienced delasy in
disbursement of the loan, inourred e high proportion of
reising costs end unawesre about the bank losning fescilities,
It is also observed that Aiversion was less esmong those
borrowers who because of insdequacy of bank loan were zble
to contrect sdditionel loans from other sources; hasd
opportunity tc esrn inoome from subsidisry occupations;
hed better supervision by eand guidence from bank authorities,
besides those who obdtained bank loan at relatively higher
rates of interest,

The survey revesls that 40% of the borrowers had
sufficient repsyment capacity. Repayment performence was
better in case of non-farm borrowars eompared to that for
farm borrowers., Among the latter, relatively smaller
farmers were bdetter in regard to repayment inspite of their
often insufficlient or even no repayment capacity at ell,
Evaluation of repayment performence in relation to capecity
shows that the propertion of wilful defaulters was higher
among the large fermers. The proportion of wilful defaulters

smong the farm borrowers was more then for the non-farm
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borrowers., It is found thet repayment performence was
better in cese of those dorrowers who were regularly
supervised and guided by the benk employees; hed inoome
from subsidiery cocoupetion; hed relatively more esrning
menbers per family; were familier with the bank
formelities and obtained bank loan with relatively higher
retes of interest. \)Noreover, it wes also better in case
of those bLorrowers who obtained loer within reasonably
short time, had incurred less raising oosts, €i¢ not divert
lloan; were able to contract edditionel loans when benk
loan was inedeQuate, whose femily size was reletively
small; hed to spend reletively low proportion of femily
expenses on food end hed no past debts.

The rurel borrowers ere reportedly facing problems
such as inesdequate loan cover, inoréinete deleys in
obtaining banik loan, inourring heavy initiasl costs of
raising loan, unsuitsble benking hours end harassment by
rursl lesders,

Teley in processing loen aspplicstions was more in
oese of smeller fermers who scmetimes walted even 53 weeks
for obtaining benk loan. Inability cn the part of the
borrowers to couply with too many certificetes/recommendetions
etc., delay in the sanction from the reglonel office end
refusel of the borrowers to entertein some of the bank
employees with refreshment/bribes are some of the ressoas

for delayed disburssel of loeans.
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Because of inordinste delay in the disbursement of
loans, initial gosts of borrowing were higher in many
cases. Effeotive borrowal cost is found to have been
inversely related to holding size among our sample farm
borrowers, YXost of the rural borrowesrs suggested

introduotion of evening banking hours for the rursl areas.



Table 8,1t Characteristic of the Sample of Commercial Bank's Rural Borrowers

F

7.
8.
9.
10.
1.

12,

13.
14,

Characteristics

Occupations (No,of Borrowers)
Holdings (in acre)

Age (years per borrower)

Education* (years of schooling)
Family size (Numbers)

Earning members (No,)

Size of loan applied for* (Tk.)
Size of loan obtained (Tk.)
Mean period of loan (months)
S8ize of annual income (in Tk.)

Subsidiary Annual as ¥ of
total income

Per acre farm income (Tk.)
Annual femily expenses (Tk,)

Annual food expenses as % of
total family expenses

*N-‘I*Bo

Small

19
1.84
39
N=10

8.4

9

1.16
N=10

1910
726
12.21

8979

18,29
3988
9559

917%

Borrovwer

23
3465

4
et
5.00

10

199
Nel4

2289
940
9.56

2C
10,50

45
Ne13

8,38
9

1.95
Wes13

5987
3288
14,2

ledium Large Total

62

531

44
N=37

7.11
9

1.66
N=37

3486
1632
11.87

13335 33865 18622

16,92 14,17
3254 2768
11504 26986
774 TV%

13.91
3021
15902

76%

15
5.86

38
N=9

733
9

2,06
N=9

33890
17057

10.2
22667

5.00

2413

4%

-}’ Borrow
Business Hural Total

- W E wE - - T W e A R - S @ E @& B @@ & A W= S - 0 O - S @O W T O O - o .o

3 18
3.66 5,56
Ned  Nadt

10,00 7.82
1 10
s’ B3
19500 19112
9900 15859
14,00 10.84
20334 22278
9.84 5,74
28567 24871
765 725%

Grand

Total
80

536

4
Nk

7.27

1.68
Nels8

9854

4833

11.64
19445

11.81

17920

764

1449
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Table 8.2 : Sources of Informstion in order of rank

Small Medium Large Non-£Orm All
fermors farmers farmers borrowers borrowers.

1l Radio I1x I b ¢ Vil I
2+ Rural leaders I b ¥ ¢ v IX 11
3. Input suppliers IV Il vi v IIX
de Benk employees VIIX IV Iv £ * Iv
Se News papers VIiIii VIiX I I11 X
6= Sign boards v vI 111 vi v
7. FPriends/Rela-

tions/Cld

borrowerse. 1I Vi IX VIIiI Vil
8. Cinema Adse. VI VIIiXI Viii Iv VIIiXI
9. Bank pamphlets X X vi I VIII
10, Televisions XI XI XX X XI

1l. Extension
workers vVii v IX X3 X
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Table 8.3 : Souiges of assistance in filling up the loan
épplicationg B

e (in %)

Particulars __Farm Borrowers ______ Industry/ Total
T ol M o S
1. Borrowers themselves A0% 21% 5k 38% Ob% (NS
2. Bank e.ployees

assisted - 21 31 19 27 21
3. Loan brokers 20 1k 8 14 9 13
L, Others ho by 7 29 - 22
5. Total 100 100 100 100 100 100

n = 10 14 13 37 11 L8

- = - = - - - = - - - = W = = = - = - - - - - - & = - = - ™ - - ® ==

n = Number of respondents

Table 8,4 ¢ Distributiom of borrowers by purpose of bank lcens

(Number)
Farm Borrower T Non=-Farm gil
Small Medium Large Total Borro- rrow-
Farticulars wers ers
1. Crop raising
(seeds, fertiii-
gers, irrigatiom
etc. ) " 19 23 20 62 - 62 (79.5)
2. Fisheries - 2 L 6 - & (7.5)
3. Dairying 6 5 14 - 14 (17.5 )
4, Trade - - - - 15 15 (18.8.'.)
5. Enterprise - - - - 3 3 (3.8.)

% lultiple responses

N.B. : Figures in the brackets indicate % of the total.



Table 8,5 & Distribution of Borrowersg by Diversion of Bank losngs

(4n %)
Particulers Fgrm BOrrowerg Non=Fakm Borrowers All-
Small Medium Large Total B 1 T Borrow=
-9 TR
A Complete utilisation
for genuine purpose. 42.10 56,52 45,00 48,39 66,66 66,67 66,66 52450
Be Complete Diversion
1) ooe» 4.35 5.00 3.23 - 33,33 5.56 3.75
i1) vup 10,53 8.70 5.00 8.06 - - 16,66 6.25
Cs Partial Diversion
1) @PP % 0P 8,70 30,00 12,90 20,00 “ 5.56 13,75
1) GoP 4+ UP 31,58 13,03 10,00 17.74 6067 - 556 15,00
i) orFP + UP 15.79 8,70 5,00 9,68 667 - - 8.75
Total 100,00 100,00 100,00 100,00 100,00 100,00 100,00 100,00

@ & Genuine productive purpose (for which loans were obtained)
07> = Other Productive purposas.

UP = Unproductive purnoscs.
B = Business (rurasl)

I = Industriss (rural)

8s¢
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Iable 8,6 3 L3_1@1ugl_9t_£ac;Q:a_ahgning_aangsiatinn
with diversi n of bank loan.

Factors Value of Factors Value of
Chi-square Chi-sSquare
I, Personal Characteristiss 111, gfgg! & Condi-
tions
1) age 3.52 i) security of
11) Education 9,09%# loan. 2.21
i1) Periodicity
iv) Holding size 1.52 111) Rate Of Inte
v) Family size 6.54 erest 5.,03%
77602 iv) single vs
vi) Earning members 76 ngogite.IOan 008
II. Financizl characteristics IV, Other Related Factors
{) with, without sub- i) Time lag 21,41 %%
gidiary income S5.66*

i1i) Initial costs 10,07%+*
1i) with/without addi-

tional borrowings 49.11ees 114) Aw-reness of
the borrowers
4ii) Extent of femily of bank for=
expendicure for malities 13,18%%%
food,. 18.44%*%

iv) Supervision
iv) Bayment of old debt 1l.21 of loan 26439 %52

¥) Size of bank loan
obtained. 3.?5

#+* = Significant at 1% level.
«* = Significant at 5% level.
®* = gignificant at 1l0Xlevel.
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. Table 8,7 : Uistribution of bank borrowers by the
extent of repayment capacity

(% of Borrowers)

- - @& = » S W W a2 =W =2 = = =» - - - = = - - ®» =» @ @ = & ° = - =

E°§°§°fy_°f §Ofrgwsrs SR NSR D Total
All borrowers L0.00% 30.00% 30.00% 100.00%
Farm borrowers 38.70 30.66 30. 64 100.00
- Small 15.78 26.33 57.89 100.00
Medium 3C.43 39.14 30,43 100.00
Large 55.00 25.00 20.00 100.00
Hon-Faram borrowers bbs, bl 27.77 27.77 100.CO
- Tradeszen k6, 67 26,67 26,66 100.00
Rural
Entrepreneurs 33.33 33.33 33.34 100.00

..---...--t-.--......-'.‘ ----- -

SR = Sufficient Zepayment Capacity to pay off the dues
NSR = Not sufficient repayzent capacity to pay off the dues

D = Leficient, i.e., no repayment capacity at all.
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Table 8,8 : Overall Repasyuent Perforsance of bank loang

(in %)

Category of borrowers depaynent Ferformance
% of Extent of

borrowers depayments

(FP « PFP) (FP + PP)

- - » = = = e - ® W ® @ ® ® e w® W W- W 5 ®© ®» S © @ =" © & = =

A, Farm rrower

a) Small 68.42% 5b, 55%
b) Medium 60.86 61.70
c¢) Large 55.00 48,02
Sub-total 61.29 51.84
B. Non-Farm Borrowers
a) Business 86,67 74,18
b) Industry 100.00 66.33
Sub-total 88.89 73.37
C. All Borro-ers (A+B) 67. 50 67.74

-------- -..--.----..-.-.'..---

FF = Fully paid
PF = Partly paid
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Tsble 8.9 ¢ pistribution of borrowers by reppyment performcace
ﬂ&h raference to recayment cax Cit!;

(% of the Borrowers)

A S W TR WA S5 R W EB WB Wl B AN G @5 WA WS B W) W W W A% AR W M) e Y5 W W W W A W G G @ ™ P ww 4B e = w» -

Category Oof Borrowers

SR NSR D Total
Ae Farm Borrowers

a) Small FParmars 23,07% 30,76% 46,17% 1004 00
i) Fp 25,00 25 00 50,00 100,00
i4) pp 22022 33.34 44.44 100,00
b) Medium Patmers 42,86 28,57 28,57 100,00
i) ppP 850,70 33.33 16,67 100,00
i1) pP 37.50 25,00 37.50 100,00
c) Large Fermers 45.45 45.45 9.10 100,00
i) rp 25,00 $0,00 25,07 170,279
11) p2 57.14 42,86 30,00 100,70

Sub=-total (All FParm
Borrowers) 36,84 34,22 23,94 100,00
i) p2 35.71 35.71 28,18 100,00
1i) Pp 37.50 33.33 29,17 100,00

8, NOon-Farm BOorrowers

a) Business BOrrowars 53.84 30,78 15,38 100,00
11) p2 57.15 28.57 14.28 100,00
b) Industrisl Borrowers 33,33 33.30 33.34 100,90
i) ¥e 50,00 00,00 50,00 100,00
11) P> C0,00 100,00 014,00 100,00
Sub=total (All non—farm) 50,00 31.25% 18,75 100,00
i) FP 50,90 25,90 25,00 100,00
11) p2 S04,00 37.5¢C 12,50 100,00
¢) All Borrowers (ia+B) 40.74 33,33 2593 170,00
1) FP 40,91 3l.82 27.27 100,20
ii) ppP 40,62 34,38 25,00 100,70

T A Gy T W W AR w AR S AR WP SR TS AR YR T W SR ml W S M WS AP dn Mt A SR W G e 4 e ah W e ma @ W W W W W

SR = gufficlent Repayment Cepacity
NSR = Not sufficlent repnsyment czpacity
D = Deficient (-ve) i.e. no repaymeat capecity at all,

FP = PFully pald,
P> = Partly pald.
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Table 8.10 : Distribution of Defaulters By Nature of pefault,

(Rumber)

. 2 g
Nature of : » FiRM BORROWERS |, H NON PARM BORROW:RS ! ALL BORROWERS
Default. ¢ Small ! Medium jarge 8 All Parm s Business : Industry ; Total s

. mramx_.immraru.immrard. FD PD TOTAL{ ¥D PD TOTAL § FD D TOTAL§ PD PD TOTAL { FD PD TOTAL
wilful
Default 1 2 3 6 3 9 6 4 10 13 9 22 o 4 4 o o 0 0 4 4 13 13 26
Genuine
default S 7 12 3 S &8 3 3 6 1 15 26 2 3 5 o 1 b § 2 4 6 13 19 32
Total 6 9 15 9 8 17 2 7 16 24 24 43 2 7 9 L B § ) § 2 8 10 26 32 S8

FD = Fully Defaulted
PD = Partly Defaulted



Table 8.11  X° vq

with Rapaymeat Parformance

Pactors x2 values
(A) PEersonal Chorscterigtics
i) Age 3.27
14) Educetion 4.24
41i) Occupation 6.51
iv) Holding sige 1,20
v) Femily size 18,58 ##e
vi) Earning member per borrower family 26,83 waw
(8) [Einencial Cheracteristics
1) Income of the borrovers 4,50
i1) with or without subsidiary income 17.74 #*+
11i) Pamily expenditure 3.90
iv) Proportion of family expenses for food 15,85 #eae
v) oiversion of loan 11,37 #»
vi) Repayment capacity 1,82
vii) Prayment of old debts 14.16 we+
viii) additional Borrowings 3.26
ix) size of th~ Bank lozn 0.66
(C) lerms and Conditiong
1) Security of loan 0.03
11) 2 ricdicity of loan 1.56
4i1) Rate of Int-rest 5.50 »
iv) 3ingle Vs. Composite loan 0.63
(D) Related Cheracteri
i) T ime leg Te24 o*
41) 1Initial Costs of rasising loan 24,08 e
111) Awareness of the borrowers of
bank formalities 5,09 *
iv) sSupervigion of loan 12,62 #e2x
* = Significant at 10 ¥ level
*¢ = Significant 2t S % level
AR - Significant at 1 %X level
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Table 8,12 : Short fall of loan sanctioned in
ed

J-—(--——-\_

relation to that cpplied for

(Amount in Tk.)

- = = ® B * @ W W@ = 5 W W ® &S ®® W S ® © » ®® ® =W = W » @ =2 =

Farticulars Per Borrower FPer Borrower Short fall
loar. applied locaa
for sanctioned (%)

- ® W @ @ ©® ® ® ® ®  ° ® °® P S S W 6 W @ W VT S " ® = a & & o9

(A) Farm Borrowers

i) Small 1910 726 62.00%
1i) Medium 2289 940 58.93%
111) Large 6987 3288 L5.09%
Sub-total 3486 1632 53.18%

{B) Non-Farm Borrowers

i) Rural Business 33890 17051 49.69%
1i) dural Industry 19500 9500 b9, 243
Sub-total 31492 15859 50.36%

(C) 411 Borrowers (A+B) 9854 4833 50.95%

- ® ®» = ®» = = = S = - ®» W = @ =2 = = > @ & o ® & = *® - ® & o=



Table 8.13 s Digtribution of Borrowerg by time leg (Dglays in obtsining loan).

(Percentage of borrowers ).

Time lag in weeks Fapm Borrowers E Non-Farm Borrowerg g
Small Medium Lerge Total § Business Industry Total { All Borrowers
Usto 2 Weeks 1090 7,14 15.38 10.81 22,22 50,00 27,28 14,58
Above 2 to 4 weeks 50°%0 35,71  69.23 51,35 66467 - 54,54 52,08
Above 4 to 8 weeks 10090 21,43  15.39 16,22  11.11 50,00 18,18 16.69
Above 8 to 12 weeks 0°90 14,29 - 5.40 - - - 4.16
Above 12 to 26 weeks 20400 14,29 - 10,81 - - - 8¢33
Above 26 weeks 1000 7,14 - 5.42 e - - 4.16
Total = 200°90 100490 100,00 200,90 200,90 200,00 100,00 100,00
ne 10090 14 13 37 9 2 1 48




Table 8,143 Effectivc Costs of Borrowing by Categzories of Borrowers
Amount in ‘Tk.)

S e w5 @5 @V A0 @9 Ab A b G @& 9 @& W @ & W W & = S @ e O W @ S T ®© @ E e T o O W V W W& S & W e B b - @ D

RETAES T R aarrpars T Bor
Small un ‘ce Total Business ustry Total Borrowers

- e Wb 45 S G @ W & 0 @ & e T g & W @ 9 W @ @ o 9 W @ S W S & B @ @ S W O @ &S S - & - B N ® S - e =

1. Average size of loen 726.00 94C.00 3283.00 1632.,00 17051.00 9900,00 15859.00 4833,00

2. average initial cost
per loan 87.00 91,00 144,00 107,00 530,00 662,00 552.00 207,00

3. Interest costs
(ﬂt 15% p.ﬂ.)

(a) For 6 months 544,45 70.50 246,60 122,40 1278.83 742,50 1189.43 362,48

(b) For 12 months 108,90 141,00 493,20 244,80 2557.65 1485.00 2378.85 724,95
4, Total costs (2+3)

(a) For 6 months 141,45 161,50 390,60 229,40 1808,83 1404,50 1741.43 569,48

(b) For 12 months 195,90 232,00 637.20 351.80 3087.65 2147.00 2930.85 931.95

5. Interest cost as

% of total cost
(a) For 6 months 38,49 43,65 63.13 53.36 70.70 52.86 68,30 63.66
(h) For 12 months 55058 60.76 77.“0 69058 82.85 69.17 81.16 77.79

6. Lffective annualised
costs of borrowings
a8 % Av, loans

{4 a8 % of 1)
(a) For 6 months 38,97 34,36 23,76 28,11 21,22 28,57 21.96 23.57
(t) For 12 months 26,98 24.68 19.38 21.56 18.11 21.69 18.48 19.28

# Since most of the rural lendings of commercial banks are of short term
nature we did not consider any term loan case. Agaln, among the short temm
losns most of the cosecs are either for 6 months or for 12 months and hence
theae two geriods were considered in caloculating effective borrowing costs.
Put effestive cust for term ioan will be lower than short term loans,

LoE
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CHAPTER IX
ONCLUSI (NS ) POLI STGGESTIONS

9.1 CONCLTISTONS
A oritical eppraisal of the édirest end indirect

egencles involved in rurel finence both in Indis and
bangledesh and a separate examination of the rural
operations of Sangladesh commeroial banks with the help of
a case study (69 rural branches snd 80 rural borrowers)
leaé us to make the fcllowing important oonoluding
observations.

| The problems of rural finsnce were well-understood
and sppreciated by the Goveraments of both the countries
as 1s evident from their efforts in promoting a number of
suiteble institutions as elsc from eppointment of s number
of committees/working groups to look into the rural scredit
situetion in general end workings of spescified agencles
and polioclies in particuler, Eowever, the somnlitteos
eppointed by GC3 were primsrily of fact-finding nature
while GOI comnittees msde a host of suggestions in their
reports. A numbsr of suggestions made by earlier
commi ttees were, of course, repeated by subseyuent
committees in Tndie, signifylng esbsence of or inadequate
implementstion of these, Jnother festure we notlice is

thet most of the comuittes reports lack problem-centered
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aveluation such es overdues, oredit delivery system,
ettitudes of the personnel of the involved asgencies eto.;
rather they were largely in the nature of periodiosl
reviewg of the general situetion. None of the GOB
committees looked into any such spescific problem while
there were only a few in Tndis.

Cne importent conolusion thet comes out from the
study is the lack of effeative coverage of so-operstives
in the two countries, ZIxpansion of branches of BKB, RRBs
and commercisl bsnks could not yet meke a significant dent
into the situstion, This 18 evident by low coverage of
rural population by borrowing membership. The tardy
growth of borrowing membership per hesctare of GCA also
underlines the inadequeste effeotive ooverage, The
proportion of non-viable and dormant societies/benks to
the totel wes larger in Bangladesh compared to India, It
appears thet reorganisetion of oco-operstives in Indies to
weed cut ineffective or dormant ones is still to be
completed while no step in this regard is known to have
been taken in case of Bangladesh co-operatives.,

Although, there was a brisk coverage of rursl areas
by commercial benks brenches in both the cocuntries, en
enelysis of their performsnoe indicstes existence of large
number of non-vieble brenches in both the countries.
Besides, BKB branches in Ssngladesh and ARNC offices in

InAia were found unevenly distributed among the verious
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regions,

' The amcunt of raral deposits mobilised by all the
egencles together in Banglrdesh end India mey be oconsidered
small in view of the rising per ocapita incomes, per hestere
fncomes snd rste of rursl ssvings. ) The performence of
co-cperetives in Indie in regard to mobilisstion of
deposits end that of BXB snd co-operetives in Sdengladesh
wes poor compered to that of commercial banks lu the two
ccuntries, However, fAeposit performence of sSangladesh
co=-operatives (where & new kind of co-operetives on the
Comille lodel was developed) was relatively betier then
their counterparts in India. Further, deposits mobilised
by BEKB were found to be largely of demend type end the
proportion of time deposits in the totsl wes observed to
have declineé over time,

Tt i further revealed that, besides BKB in
Bengladesh, co-operatives in the two ccuntries have
continued to depend significantly on borrowed funés, Funds
made aveilable through refinance were irregular to
co-operetives in Bangledesh., This epart, ﬁnlike LTCs in
India, Banglsdesh L7Cs and BKD dié not tap the resoaroces
from open merket by sele of bonds/debentures despite legsl
gsnction., The co-operetives rules in both the countries
provide for invesiment of & certeln proportica of funds
in an epproved msnner, Soth PACS eand LTCs in BSengledesh

were, however, observed to have made muoh more non-loan
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investment than required, reducing not cnly their
loanability but also Aepressing the rate of return that
they could have cbtained on loan investments.,

Our estimates for the two countries show that there
exists quite a wide gsp between requirements snd sctusl
supply of rural oredit. The gsp, however narrowed down in
India to 606% im 1978-79 from 77% in 1672-73 end in case
of Bangladesh to 91, from 954%. Thus, we notice that the
rate of reduction of the gap wes muoh fester ln case of
Indle compared to that of Jsngledesh.

gurel credit supply to the ultimste borrowers by
all the sgencies together comstituted 14% of the total
credit supply (marked by mianor fluctuations) la Indie
throughout the perioﬁ.) On the other hsnd, in Sengladesh
the retio inoressed to 12, 1n 1978-79 from 8% iun 1971-72;
the share of rural oredit in the total ocredit supply wes,
however, still low in Banglsdesh.

Although the supply of rurel oredit et noxlasl value
incressed markedly in both the countries éuriug the
reference perioéd, the rise was not suvstential in terms of
resl value., The position of 3engledesh was much worse
then thet of Indie,

'The supply of rural oredit in the two countries,’
thus appesrs to be low, more 8o in Bsngladest where
inoremental supply was highly erratie. Of the involved

agencies, the reletive contribution of co-operetives (end
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BKB in Bangladesh) to total oredit supply deterioreted
over time in both the countries.

Our study further reveals that most of the rurel
oredit advenced by the agenoies was for production purpcses
to the negleot of investment finanoing, signifying absence
of "reasonable belancing” of the two types of oredit in
both the ocountries,

Among the esgencies involved in rural finence, the
performence of commerciel benks in both Indies esnd Bengladesh
during the reference period was better than that of others.
However, oredit-deposit restiocs of rursl brenches of
commercial benks in both the countries were far below the
target set by the respective Governments, Woreover, per
capite rursl credit 4id not inoresse substentially while
per heotare rural credit inoresase wes relatively better
indioeting the continusnce of (land) seocurity-oriented
loaning operstions in both the countries. /Further
snalysis of the performsnce of speoilised agenoies in both
the countries shows that loaning operations were
conspicucusly directed to the higher asset groups. )

The study further shows that there remeined
considersble regional disperity in the distribution of
rursl oredit in the two countries. Such disparity is also
merked among the various sub-seotors of the ruresl econcmy. )
It was found that extension of rural credit for non-land

sotivities like deirying, poultry, fisheries snd rurel
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enterprises reccived very little attention of the agencies.

| The baok-wash effects resulting from the operetion
of rurel branshes of ocommercial banks ere noticed
conspicuous in both the countries. /

The objeotives of ARTC and AFC have not clearly
enmphesised essistance for asgro-bassed industries, transport
end rural msrketing, Clumsy loan-senotioning procedures
of ARTC through State Governments even after having the
projests appreised by AFC led to unnecessary delay in the
epproval of the projects, ©Besides, ARDC has utilised only
half of its bLorrowing oapacity even at the terminsel year.
This is not & healthy sigu in view of the low proportion
of investment credit channelled to the rural eccnomy during
the reference period of our study.

That the recovery perforasnce of co-opcratives in
both the sountries deteriorated over time is evident by
the inercase in the proportiocn of overdues to demsnd/
preceding yeer's outstandings.

Furtheriore, it is found thst unon-pasyroll costs
(whiceh includes eost of refinsnce funds, had a greater
impect than payroil costs for the observed inoresse in
the operaticnel ocosts of co-operatives in the two countries,

An eppraissl of profit performance of both the
struc tures of so-operatives shows thst profits in relation
to cepital employed wes far from satisfeotory in both the

countries,
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A perussl of loan end non-loan aspeots of
performence of the co-operatives end BKB, reveals that
these agencies laid greater emphasis on loen operations
to the relative neglect of other aspects like effective
coverage, deposit mobilisstion for self-reliance, cost
oontrol snd earning of reassonable profit. Couueroial
banks on the other hend, seemed to heve cared more for
deposit mobilisation than for oredit extensioan.

The results of our oasse study lend support to some
of the aforessid finAings, They ere briefly mentioned
here,

L. good number of rural branches of ocommercial benks
in Benglefesh could not mobilise deposits required for
achieving & bresk-even point and a still larger number of
brenches have yet to reach the level of B8EP eredit. It
13 easy tec see that coverage of rursl ereas by such non-
visble brenches sannot be regarded as ocoverege in real
sense of the term.

Further, the performance of sample branches
indfcatea limited sucoess relating to mobiiisation of time
deposits which inoreases the loanability of the benk;
Tursl brenohes have been found to have extended
insignificant proportion of oredit for investment purposes,
“ajority of the larger brsnches hed C-I' ratios below the
set target.

Ragk-wash effeats are observed from the operations
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of the ssmple branches, Reletively older and lerger
brenches mede a larger transfer of funds from rural ereas
compared to others,

Most of the borrowers obtained bank loans ageinst
nortgage seourity snd the share of non-land loans to the
total benk oredit was meagre. 3esides, a lion's shere
of ocredit extended by the branches under study was cornered
by lerge fermers end other rursl elite.

The case study further shows that there remained
consi dersble disparity in the regionesl distribution of
bank oredit in the rural ereas.

Apert from the sbove findings, our esse study also
threw up some interesting sddltionel information susch as
the following.

Rural branches of ccmmerciel banks seemed to have
limited loen senctioning enthority. Publicity relasting
to finenoisl services provided by the bank through
television, newspaper eto, eppesred to be ineffeotive, It
wes also found thet s majority of the rural borrowers
(3/4ths) were not femilisr with the benk formelities
relsting to supply of eredit. It is seen that a large
proportion of the rural borrowers had to seek assistance
from loen brokers in filling their losn epplicetions. It
was also found that a good number of non-farm borrowers

obtained loesn from the rursl branches for thelr establishments

in the urban or semi-urban ereas,
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Diversion of loen was more smong the ferm borrowers
than non-farm borrowers, Relstively smeller farmers
diverted benk loan mostly for unproductive purposes while
relatively larger farmers end trade borrowers diverted
for other produotive purpcses. It is found thet diversion
was more smong those borrowers who obtained delayed
disbursements of beank loan, incurred higher proportion of
reising costs and unawere about the basnk fecilities in
connecticn with loan., It is elso observed that Aiversion
was less emong those borrowers who because of igadequacy
of benk loan were able to contrsot additionel loans from
other sources, had opportunity to esrn income from
subsidiary occupastions, were subjesct to better bank
supervision and guidence besides those who obtained bank
loen at relstively higher retes of interest.

The case study of rural borrowers in Bangladesh
further reveals that LO% of the borrcwers had sufficient
repayment cepacity. Repayment performence was better in
case of non-farm borrowers compared to that of ferm
borrowers. Among the farm borrowers, relstively smaller
fermers were better repayers inspite of thelr, often,
insufficient or even no repayment capacity at ell,
Zveluetion of repayment performence in relastion to
repsyment cspsoity shows thet larger the fermer higher was
the proportion of wilful defsulting. The proportion of

wilful defsulters smong the ferm borrowers was more than
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emong the non-farm borrowers. It is found that repayment
performence was better in case of those borrowers who were
regularly supervised end guided by the bank employees;

had income from subsidiery occupetion; had relatively more
earning members per family; were familier with benk
formalities end obtained bsnk loan at relatively higher
rates of interest. The performsnce was also good in case
of those borrowers who obtained loen within ressonably
short time, had incurred lower raising costs, 4ié not
divert loan; were able to contreot sdditicnel lcans when
benk loans were found to be inadequate, whose femily size
was relatively smaller; hed to spend relatively lower
proportion of family expenses for food and were not
required to meke eny repayment of past debts.

An snelysis of the operational costs of rural
brenches in Bangladesh suggests that relstively larger
brenches enjoyed scale economies. On the other hand,
enelysis of effective borrowal costs show that relatively
heavier burden was borne by the smeller fermers compsred
to others, It is further found thet a large proportion
of smell fermers' borrowzl costs was non-interest costs of
reising & benk loen.,

Tt 12 found thet ettitudes of 3/4ths of the rural
branch menegers were either negative or indifferent. 1In
this regsrd, the proportion wes higher in cese of lsrge

menegers followed by menagers of small sized branches.



378

The attitudes of relatively younger mansgers, who were
trained sné involved in the loocel non-political
organisations were found better than others, It is
noticeable that the minimum level of deposit (EBP) was
not dependent on the nature of ettitudes of the managers.
However, minimum level of credit (BLEP) and credit-deposit
ratio were found to be significantly dependent on the
nature of attitudes of brench msnagers,

Improper losstion of brsnches, large command area;
lack of good communications and ineadequate transport
faocllities; shorteage of trained staff, indifference of
locel leeders; lack of provision to open Foreign Currency
account; too many inecomplete loan spplicstions; 1inadbility
of the borrowers to offer suiteble and sdequate security;
limited loen-sanotioning euthority et the branch level;
insuffiocient arrangements for security of staff end office
in the rurel ereas; leck of sulteble residentiel
accommocdation; absence of good schooling feoilities;
lack of fecilities for supply of rationed commodities es
in urban ereas; and lsok of good shopping centres sre
some of the ma jor problems that ere being feced by the
manegers/employees of rural brenches.

Importent problems thet the rural oorrowers in
Bangladesh fece in seouring loens include: Inedequete
publicity of bank loan facilities; wunhelpful ettitude of

bank employees in filling locen applications; too much
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dooumentation references/guarantees asked from the rural
leaders; harsssment by the rural leaders for giving timely
references; too muoh of security-orientation; preferential
treastment given to the relatively larger fermers snd other
educated elite; 1inadequate losn cover, partioulsrly, in
cese of the small farmers; 1inordinate delesys in getting
sanction of loans; heavy initial cost of raising loan;
and unsuiteble benking hours for rursl srees,
9.2 POLICY SUGGESTINNS

A number of poliey suggestions which would improve
the rural oredit situstion in both Indie and Bangladesh
emerge from the preceding conclusions of our study. Some
of the important policy suggestions esre enumersted here.

Credit progremmes for the reletively disedventaged
rurel people should aim at meeting ell their oredit
requnirements including genuine consumption needs, The
denisl of oconsumption credit forces the disadventeged
class who obtain bank loan for production or investment
to divert the seme pertly or fully for consumption needs
end also seek additionel loens from money-lenders with
all the attendent consequences., bBesides, diversion of
loans by the borrowers ultimately jeoperdises the recovery
position,

Emphesis on mortgage security should be done awey
with or considersbly relaxed because 3/4ths of the rurel

population of India and Banglsdesh do not possess adequate
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lend to offer es security. Project/srop/activity
insursnce, besides charascter and capacity of the potential
borrowers, should be given preference while deciding on
eligibility for loen, Loasn policies of the egencies
should encourage promotion of non-land egconomic activities.
This oan be done by providing losns for more than one
purpose i.e. on the bssis of fsmily requirements. Group/
project lending spproach shoulé be preferred to individuel
borrower-oriented spproeoh.

In order to ensure effective utilisation of rural
oredit and to minimise its 4iversion, an eppropriete mix
of profuction ané investment oredit should be provided st
2 single contasct point to the borrowers, It msy de noted
that world bank now-a-days does not distinguish between
these two types of loans snd favours granting of sdequate
eredit to the borrower for both purposes,

Rural oredit shoul”s be channelised in s planned
way instead of making ed-hoc deoisions, Such plens
prepsred at the National, State, district and loosl level
should be integrated, Any rational rural credit plen
shonld teke into acoount all the sub-seotors of the rural
econony and en equitable distribution should be ensured
emong the different asset groups of the rural populsce.
Such a rural eredit plsn mey envisage different emounts
of eredit for éifferent regions of the country depending

on their levels of development.
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The concerned Governments should meke specisl
efforts to enhance the oredit absorptive capecity of the
relatively less developed aress by developing infrastructural
facilities. Besides, proper srrengements should be mede
to ensure adequate snd timely supply of inputs for whioh
oredits ere ususlly utilised. For this purpose, recquired
co-ordination should be promoted between the sgencies
supplying oredits as well ss inputs.

Peposit bese of the lowest level units, especially
of co-operatives, oen be increased by adopting (1)
coumpulsory weekly saving system on the lines of "Comilla
Nodel®™ co-operstives, as 1n Bengladesh; (11) asking
aembers to deposit a portion of sale prooceeds of eny
srticle/commodity when the sale proceeds exceed certein
snount,/.(!ﬁi) granting loan fsoilities to members for en
smount eguivalent to & certain multiple of their deposits
in the soclety.

Co-opcratives in both the countries sn® BEKB should
be ellowed regular and timely refinences, A formmls should
be evolved to assess refinance entitlements of a sooiety
taking into sooount the recovery level in the preceding
year, repayment performance perteining to psst refinanges
end the volume of deposit resources., In view of the
higher operational gosts and low profit performence and
for providing grester supply of rurel credit, refinences
should be granted at lower rates than those prevailing et
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present in the two countries,

Agencies involveé in investment finance should de
edvised to raise funds from the open market by issue of
bonds/debentures, BKB and LMBs should be particularly
encoursged to adopt this method whioh they heve not so
fer resorted to.

Effective supervision ené guidence of loen ceses
would substentielly reduce diversion of the loans es well
as improve the recovery position. besides, to enforce
reoovery drives, Publioc Nemend Hegovery Aot should be
sultably emended. Moreover, en attempt be made to link
eredit with marketing in order to improve recovery
position,

Location of the grass-root level units of the
egencies shoulid be st the centre of the commsnd eres, The
area should be well conneoted by various modes of transport.

An immediete reorganisation of eo-operstives in
Bangladesh should be underteken to make thenvieble while
such reorgenisstion shoulé be expeidited in some of the
states of India, Further, the poliesy of expansion of rural
brenches of ocommercial banks without definite prospect of
break-even point operstion should be reconsidered.

Non~loan investments of rurel finence agencies
should not be unduly excessive., The tendency of large
non-loen investment noticed on the part of Bangladesh

co-operatives should be promptly dissoureged.
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The prsctice of berring defaulting members of the
co-operatives from seouring new loens would only push the
deni ed@ borrowers into the clutches of the money lenders.
Henoe, the Adues may be colleoted by the revenue department,
of course, with some penal interest,

Fixing en uniform terget oredit-deposit ratic for
the whcle country and for sll types of rural brenohes
irrespective of size end sce appeer to be an unsound and
unjustifiable policy. Instead, eredit-deposit ratios
should be different for different ereas, depending on the
level of development of the erea, size snd ege of the rural
brenches of the commerocial benks; for example, 85% C-D
ratios for the lesst developed regions; 65%» for the
developing regions end L5:% for the developed regions,

Tndue deley in processing loan csees besides reising
borrowal costs disturb production/business schedules of the
borrowers, As such, maximum time lag for processing a loan
spplication should not normally exceed seven days.

Lowest units of the involved agencies should be
edequateiy menned by trelined personnel motiveted for rurael
service., For this purpose, e ‘'kural Cadre Servioe' may be
instituted and after reasruitment, these people should be
glven ettitudinel training to orient them for rural servige
along with training for technioal operations. Lvening
benking hours (sey, 2 p.m. to 8 p.m.) may be more suitable

for rursl ereas,
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An offioiel demarcation of operation of the involved
agencies and periodicel meetings of the heads of their
grass-root level units cen promote better co-ordination.

The services availsble from the involved agenoies
eand the rights snd duties of rursl borrowers should be
well publicised through radio and personel sontacts by the
exeoutives of gress-root level units of the egencles at
public gatherings, specially erranged for the purpose, at
regular intervels, Formalities to be folliowed, documents
to be submitted, benefits evaileble to borrowers who
promptly repay loans such as fresh loen feoility end low
interest burden should be explained st such gatherings.

Since involvement of rursl leaders for certificates/
references from them and making them oommittee members has
become a source of trouble both to the sagenoies and to the
rurel people, this poliecy need, therefore, be reconsidered.
Respeoteble sooiel workers/locsl school teashers may serve |
es ealternestives,

Aveilebility of eleoctrie supply, essential goods et
regulated price, educetionel enéd medicare facilities and
good shopping centres would ease the life of the omployeoa[

staying in the rural areas,
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tieon lecte t i

A_; From Rural Branches

Neme of the Respondeat Maneger & Age,

Pesignstion & Experience in the Braneh.

Name of the Branch: Pistrioct: Thane: Telephone No.

Yeer of Establishment of the Branoh.

Size of the Branoh;

(e) Number of Deposit Ascounts (a8 on 31-12-197G):
Savings, Current & Fixed,

(b) Average Amount of Annual Deposits & Credits.

Classification of different types of Ascount-holders,

by sex & ownership i.e, cultivators, serviceholders,

businessmen, rurel enterpreneurs, students & others.

Amount of Teposits (es on 31-12-19G79) by eategory,

viz,, Sevings, Current & Fixed and also by ownership

of deposits 1.,e, cultivators, service holders,
business men, rursl entrepreneurs, students end
others.,

(s} Amount of credit by major purposes i.e,
Farm-Credit & Non-farm Credit.

(b) Classification of the smount of credit by
occupation of the borrowers i.e. ocultivation,
business, rural enterprises eto,

Tistribution of the amount of farm credit by éifferent

purposes, such as, seeds, fertiligers, land development,
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poultry, irrigastion, pond digging, execavation, fish
cultivetion, egri-mesohinery, insectiocides, ete.
PMistribution of the amount of non-farm eredit by
Trade (wholesale & retail) & Rurel Enterprises {i.e.
Smell & Cottage/Hendicrafts with 59 detailed
clessificetion of Rural Enterprises.

Nature & types of problems being froed by the rursl
brenches in mobilising larger volume of rural
deposits.

Suggestions to improve deposit mobilisetion.

Neture & types of obstecles being experienced in
extending larger volume of rural oredit.

Suggestions to meke augmented supply of rural oredit.
Amount of the operational costs for the yesr 1979
with breek-up into major items: fixed & variable
ineluding payroll expenses.

Suggestion to reduce the Operational Costs of the
Rural Branohes,

Nature of Asscciation of the Kural Branoch Menagers,
if any, with the lLocsl Non-Politiesl Organisetions
like Sohools, Colleges, Clubs, Veluntary Assoeciations
eto.

Amount of Loan, if esny, Provided Auring the year for
Non-Profit Public Grganisations/Publio‘Works. such
es Schools, Colleges, Clubs, Rosds, Cansls, Bridges,

eteo.
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Comment on the Involvement of the Loosl Leaders:
Helpful or Otherwise; Nature of Problems Created

by the Looal Leasders in the way of Smooth Operation

of Rurel Branches,

Opinicns as to the usefulness of Rurel Cperation of
Commercial Bank for Rural Economio Pevelopment.
Cpinions as to the Shift of Rural Bank Loan Operations
from Seourity to Produotion-Orientaticn,

Cpinions relating to the responsibility for Poor
Kepayments; Experienace in regard to Repayment
Performence of Smell Borrowers relative to others;
Opinion as to the kind of attempts (such as Coeroive
end “ersuasive) for Recovery of loans,

Feelings about Staying in the Rural Areas; Types of
Problems being faced while staylng in Rurasl Areas,
Opinion as to the usefulness of on the job training;
Nature of Treining, if had eerlier; suggestions
regerding type of training for Rural 3ranch Zmployees,
Number of Loan Csses rejected during the year along
with the major ressons thereof.

Opinion as to the usefulness of Supervision of Loan
Cases; Frequenoy of suoch Supervisions, if made, by
the Branch & the rank of persons who supervised.
Opinion es to the Need for Assessment of the Impaot

of Bank Loan on Borrowers' economic conditions; Methods
adopted@ for such Assessment 1f & when made i.e, Personal
Cbservetion, Report from the Borrowers and assessment

by the Manager himself or others.
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Neme & Address of the Sorrower; Age; Cooupstion;
Size of Lend Holding, Literaecy, Size of the Family &
Number of Esrning Hembers,

Amount & Sources of Annual Insome; from Kain
Cooupation; from Subsidiary Ccoupation/s (with
Speoifiocation of Subsidiary Occupation).

Amounts and lHeads of Annual Family Expeunses: Current
& Capitsl,

Sourges of informetion releting to bank services;
knowledge of bank formalities relating to losmns.
Sources of help in filling Bank iLoan Appliocstions.
Sourees of Help in Mesking Follow-up to obtain Sanotion
of the Bank Loan.

Terms & Conditions on whioh 3ank Loan obtained.
Types of Seourities offered.

Amount of Loan spplied for.

Amount of loan sstuslly senoticuned, if under-sanctioned,
reasons thereof,

Perio? for which loen obteined.

Purpese(s) for whioh Loan obtained.

Purpose(s) for which Loan sctuwally utiliged,

Amount & Souroes of sdditionel liosns eontracted.
Causes of Niversion, if made,

Amount required to be repeid in eech instalment.
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Amount of Repayments made so far.

Neture & Types of Tiffioulties Fesed 1n lkisxing
Repayment Instaslments.

Time Required in Obtaining Loan,

Timelines of the Loan Tisbursed with Reasons for
delayed Tisbursement.

Amount of Initial Costs inourred in Raising Bank
Loan with Bresk-up by Zlements of suoh Costs.
Number of deys recuired to go to the Bank to expedite
Loan Ssnetion & Tisbursement.

Nature of Assistence sought from Locel leaders in
conneotion with Loans and the Nature & Types of
Froblems faced in maneging such assistances from
Loesl Leaders,

Cpinion as to the suitsbility of Banking Hours and
Mobile Banking System .

Amount & Number of Loans, i1f any, obtained for Non-
Traditionsl & Non-Land Economic 4ctivities And the
Reesons 1f such facilities are not availed of.
Whether Supervision and Cuidance obtained from the
Benk &s to the better utilisation of Loan and
Frequency of such supervision, if msde,

Frequency & Purposes of Visits to the Bank by the

Borrower after the Tisbursement of loan,
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