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INTRODUCTION

Regional Rural Banks (RRBs) are the latest links in

the process of institutionalization of rural finance in

India, which in some sense can be said to have begun with

the enactment of the Land Improvement Loans Act of 1883 and

the Agriculturists Loan Act of the following year, which

formed the basis for grant of 'Takkavi loans'. A brief

account of the evolution of institutionalization of rural

finance in India is attempted here first. This includes

the genesis of rural banks. The objectives, organization

and management of RRBs are indicated next, followed by the

objectives and plan of the present stUdy.

1. The Institutionalization process

1. 1. Goverrunent finance

In India the borrowing needs of rural population were

met solely by private money lenders and other non-organised

agencies from time immemorial. The impoverishment of popula

tion in general and agriculturists and other rural population

in particular, which resulted from the exploitative poli~es

of the British rulers, which began after the battle of Plassey

(1757), cemented the dependence of the rural population on

money lenders and others for their borrowing requirements

which in turn resulted in the further impoverishment of the

rural popUlation on account of the various illegal and exploi

tative exactions resorted to by the lenders. Over a period



of time the situation became so bad that large scale riots

bro)ce out in Bombay presidency in 1875 between the villagers

on the one hand and the money lenders on the other. perhaps

these forced the government to give up its indifference and

various measures were tried for relieving the situation. Thus.

in 1879 Deccan Agriculturists Relief Act was passed for sti-

pulating restrictions on alienation of land and restraining

usury. In 1883 the Land Improvement Loans Act was passed

which enabled the cultivators to obtain loans from the govern-

ment at low rates of interest for productive purposes such as

purchase of machinery and improvement of land. This was £0-

llowed by Agriculturists Loan Act of 1884 which provided for

government loans for current agricultural purposes (Takkavi)

in areas affected by famines. With these. a beginning was

made in the direction of institutionalization of rural finance.

There were a number of defects associated with the

granting and recovery of Takkavi loans on account of which

they never became popular with the farmer. livery often"

granting of takkavi loans depended upon the will of one per-

son. the Collector. Often. peasants were not even aware of

their existence. The loans were not given in time and there

was much red tape and corruption in securing these loans.

The period of loan was also not long. There was much rigidity

in the collection of interest and the principal. Taky~vi

loans" therefore, never became popUlar among farmers. Except

in a district here or there where the officer concerned was
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energetic and sympathetic to agriculturists, the agricultu-

rists continued to depend upon money lenders for agricultural

finance".*

1.2. The co-operatives

The failure of Takkavi loans led to the search of

alternatives and co-operative effort of people came to be

advocated as the best alternative. In fact, co-operative

movement in India itself came to be developed as the a~Dwer

to the problems of nlral indebtedness and rural finance. The

idea of forming co-operatives for the benefit of fa~ners was

first conceived in 1892. In that year, the Government of

Madras appointed Sir Frederick Nicholson to study the agri-

cultural and other banks in Europe and to suggest measures

through which a similar movement could be organized in India.

Nicholson in his report in 1895 recommended the establishment

of co-operative credit societies on Raiffeisen principles.

In fact, the quintessence of his recommendations were contained

in the words Itfind Raiffeisen". Raiffeisen Societies in Europe

were organized on unlimited liability basis, providing all

services to the farmers. In 1901, Government of India appointed

a committee which also recommended formation of co-operative

societies on Raiffeisen lines. On the basis of these reports

a bill was introduced in the Legislative Council and was sub-

sequently passed in 1904. Thus, the Co-operative Societies Act

----------------------------------------------------------------
* Desai, S.S.M. (1980). Economic History of India. Illffialaya

Publishing House, Bombay, pp. 60-61.



of 1904 c&~e to be enacted with which began the co-operative

movement in India.

Since the Act of 1904 gave legal protection to credit

Societies alone, co-operative movement in India began as a

credit movement. The Act made a distinction between urban

societies on the one hand and rural societies on the other.

While the urban societies were permitted to function on -tl'le

principle of limited liability, rural societies could be

started only on the basis of unlimited liability. The Co

operative Societies Act of 1912 remedied many of th\;;o short

comings of the Act of 1904 including the distinction })ctilleen

urban and rural societies with regard to liability. T1l2 Act

also provided for the setting up of Central Ban}~s. ;~eport of

the Ha~gan Committee (1915) recommended th,:; establishnent of

provincial co-operative Banks to serve as apex institutions.

Host provinces established these institutions in the t'1ubsequent

period.

The main thrust of the co-operative movement continued

to be credit as it is even today. And co-operatives Cillne to

be the sale institutional agency to finance agriculture which

has been the major economic activity in rural areas. Ho\,ever,

during the first three decades of the present century the

village money lender was the main source of finance fOl:- the

farmers and other rural population. Several enquiries and

studies such as the report of Sir Malccrn Darling (1935; and

the preliminary and statutory reports of the Reserve B~1k of
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India (1936 and 1937) emphasized the fact that almost the

entire farrrl advances were supplied by money lenders at

usurious rates of interest and other onerous terms. The

establishment of Reserve Bank of India (RBI) in 1935 with a

specific role in the sphere of rural finance can be said to

be another land mark in the evolution of rural finance. Sec

tion' 17 of the RBI Act envisages the provision of agricult.ural

crect!t ~I the bank either through the scheduled banks or through

state co-operative banks.

A comprehensive rural credit survey was conducted by

t!1e Committee of Direction appointed by the Reserve BanJ< in

1951. The findings of the committee (1954) confirmed the

earlier view that money lenders and others were almost the

soh~ suppliers of rural credit. Only a little over 7 per cent

of the borrmoJings of cultivat.ors .in the country as a \,,11ole

for the year 1951-52 was supplied ~l institutional agencies.

The contribution of co-operatives was 3.1 per cent and an

almost equal per cent vIas in the form of 8Qve~"'rr')entfinance.

As regards agricultural credit~ the committee observed that

it fell short of the rig-ht quantity. was not of the right

type. did not serve the right purpose and often failed to go

to the right people. ':rhough the performance of co-operatives

was unsatisfactory. the co~~ttee felt that there was no other

effect.ive alternative. According to the committee. 'lCO_

operation has failed, but co-operation must succeed'i. In

order to make co-operation succeed. the conunittee made several
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recommendations, the most important of which was the scheme

of integrated rural credit. with active partnership of the

State. These recommendations were accepted and implemented

by the Government. Co-operatives, particularly credit co

operatives made considerable progress since then.

1.3. bdvent of Commercial Banks

As the name itself suggests, commercial banks in India

were organized mainly to finance trade and commerce and their

activities were mainly confined to the metropolitan areas and

other major urban centres. Financing of rural economic acti

vities was almost entirely the job of the operation of the

unorganized money market including indigenous bankers, money

lenders and traders. However, bank finance intended to

traders indirectly reached to rural population also often at

very onerous terms.

The technological changes that were taking place in

Indian agriculture, particularly after the introduction of

Intensive Agricultural District programme (IADP) in the early

nineteen sixties, considerably increased the demand for agri

cultural inputs purchased from the market vn1ich resulted in

increase in demand for credit also. Yet, the progress and

performance of co-operatives in the matter of supply of

credit was not adequate enough. The All India Rural Credit

Review Committee set up by the Reserve Bank in 1966 in its

report submitted in 1969 found that non-institutional sources
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still dominated the scene of rural credit. The perfonnance

of co-operatives in the supply of rural credit through whom

most state funds for agriculture were routed, was found to be

much below expectations. In the matter of mobilizing rural

savings they fared still worse. "The conclusion was therefore

borne in upon the governlnent that the provision of rural cre-

dit could not be left entirely to co-operatives and that sur-

plus loanable funds from term lending and other institutions,

such as banks, should be inducted into the village economyll~l)

The introduction of Social Control on banking in 1967 and

nationalization of 14 major commercial banks in 1969, paved

the way for drawing out the commercial banks from their almost

exclusive urban orientation and making them play very impor-

tant roles in the provision of rural credit and mobilization

of rural savings.

In June 1969 scheduled bank's direct advances to agri-

culture amounted to only Rs.53.6 crores. At the end of

December 1975, the amount increased to Rs.725 crores. Banks

also advanced credit to other sections of the rural population,

such as artisans and craftsmen, retail trade etc. Commercial

banks organized a number of Farmer's Service Societies, besides

participating in the scheme of assisting primary agricultural

credit societies.

----------------------------------------~--------------~------

(1) Ramaswamy. N.S., and RadhaJarishnan, V. (1976).
Banking for Rural Development. Paper presented at the
Banking Seminar held on 11 December 1976 at Nedungadi
Bank. Calicut.
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Though banks, particularly the state owned ones, were

increasingly involving themselves in rural finance, total

advances of banks in rural areas at the end of December 1974

were only 5.4 per cent of all bank advances. Moreover,

advances were much less than deposits from rural areas.

Whereas the overall credit deposit ratio for the banking

system as a whole was 71 per cent in 1974, the corresponding

ratio in respect of rural, semi-urban, urban and metropolitan

branches were 53, 47, 70 and 90 respectively~2) There were

also several qualitative inadequancies in the rural operations

of banks. Generally, the better off sections of the rural

population benefitted more from the operations of banks~

because they were better equiped to take advantage of banking

services and other rural development activities. The really

needy small and marginal farmers and other weaker sections

of the rl.lral population did not effectively benefit. The

banks found their rural operations more costly and they generally

preferred semi-urb~1 and urban areas in opening new branches

and had to be goaded constantly by the Reserve Bank to open

branches in unbanked rural areas.

1.4. The birth of Regional Rural Banks (RRBs)

It was in the background mentioned above that the Banking

Commission (1972) mentioned the need for specialized financing

institutions for the weaker sections of rural population,

combining the v~ral orientation of the co-operatives on the

--------------------------------------------~---------------

(2) Ibid
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one hand and resources and organization of commercial banks

on the other. In 1975 Government of India constituted a

Working Group to examine this suggestion in detail. On the

basis of the recommendations of the working Group, Regional

Rural Banks were created through and Ordinance issued on 26th

September 1975, which was later replaced by an Act of Parlia-

ment.

2. Objectives of RRBs

The Rims "lere established to cormine in them the local

fe21 a..YJ.d familiarity with rural problems ~vhich the co-opera

tives possess and the degree of rrusiness organization, ability

to mobilize deposits, access to central money markets and a

modernized outlook which the commercial banks have. The main

objcctJve behind' their genesis was to prornote the rtlral eco

nomy by providing credit and other facilities for the deve

lopment of agriculture, trade, commerce and. other productive

industries in the rural areas. These banks are specially

intended to lend to the weakest section of the population

such as small and marginal farmers, agricultural labourers,

rural artisans, small traders, self-employed persons etc. i.e.,

those that do not appear to have access to the commercial

banks or co-operatives. As new institutions RRBs were not

intended to supplant but only to supplement the other insti

tutional agencies in the field.
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3. Organisation and ownership

The Central Government is empowered to request any

commercial bank called "Sponsor bank" to establish an RRB

in any state or union territory. The authorised capital of

each RRB will be One crore of Rupees which the Central Govern

ment rnay increase or reduce in consultation with the Reserve

Bank and the sponsor bank subject to a minim~~ of 25 lakhs.

of the issued capital of each RRB, 50 per cent will be sub

scribed by the Central Government, 15 per cent ~i the con

cerned State Government and the balance viz., 35 per cent by

the sponsor bank. There is provision for increasing the

issued capital by the Board of Directors of the RRB concerned

after consultation with the Reserve Bank and sponsor bank and

with the prior approval of the Central Gov(;rn~l1ent.

The general superintendence, direction and management

of the affairs and business of an RRB is vested in a Board of

Directors. In discharging its functions, it has been speci

fically laid down that the Board should act on business

principles and should have due regard to public interesto

Further, an RRB, in the discharge of its functions, will be

guided by such directions in regard to matters of policy

involving public interest, as the Central Government may give

in consultation with the Reserve Bank. A Director will hold

office for a period of 2 years. The chairman as well as the

Directors are eligible for renomination.
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5. Business

RRBs are required to undertaJ<.e the business of

a) granting of loans and advances to small and marginal

farmers and agricultural labourers. whether individually

or in groups and to co-operative societies including

agricultural marketing societies, agricultural processing

societies, co-operative farming societies~ primary agri

cultural credit societies or farmers service societies for

agricultural farmers purposes or agricultural operations

or for other related purposes.

b) Qrantin9 of loans and advances to artisans $ small E:'mtre

preneurs and persons of small m.eans ':;D.<;'jaqed in t.r.ade s

commerce or industry or other productive activities within

its area of operation.

For the purpose of Income Tax Act 1961 or any other

enactment relating ·to any tax on income. profits or gains •

an RRB ',,'1111 be deemed to be a co-operat.ive society. Further.

an RRB is not liable to pay ta,..,<: under the Interest Tax Act.

1974.

6. progress of RRBs

The first five RRBs were established on 2nd October 1975.

and at the end of August 1984 there were 164 RRBs in the

country covering 288 districts in 21 States and 2 Union Terri

tories. Among the States, Uttar Pradesh stands first in terms

of number of RRBs and number of branches at 35 and .1899 res

pectively. Madhya Pradesh stands second in nwr~r of RRBs
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at 21 and Bihar stands second in number of branches at 1344.

The performance of RRBs in expanding their network to unbanked

areas has been remarkable. Thus during 1978-79 and 1979-80

RRBs opened 561 and 713 new offices of which more than 90 per

cent were in ~ither to unbalanced centres. As on June 1984

there were 8727 RRB offices in the country. Table 1.1 shows

the growth of RRBs during the past seven years.

Table 1.1. Growth of Regional Rural Banks (end of December)

1977 78 79 80 81 82 83

--------------------------------------------------------------
1. No. of RRBs 48 51 60 85 107 124 150

2. No. of branches 1187 1753 2420 3279 4795 6191 7795

3. Deposits 33.04 74.1 123.22 199.83 336.0 502.26 678.0(Rs in crores)

4. Adv. out
standing
(Rs in crores)

42.35 22.02 167.41 243.38 406.59 577.11 751.0

Source: Union Finance Ministry, quoted by Economic Times,
11(203): 4, dated 15th October 1984.

In Kerala two RHBs have been established in December

1976 viz., South Malabar Gramin Bank (SMGB) and North Malabar

Gramin Bank (NMGB) "tITith headquarters at f1alappuraIn and

Cannanore respectively. The former one is sponsored by the

Canara Ban}~ and the latter by the Syndicate Bank. Both these

banks jointly cover an area of operation of the five northern

districts of the State, namely Malappuram. Calicut, Wynad,

Cannanore and Kasaragod.
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7. Obiectives of -the study

The present attempt is to review the performance and

prog'ress of these RRBs in Kerala and to study how and to what

extent the RRBs have fulfilled the objectives of their esta

blishment. The specific objectives of the study are the

following.

1. To review the working of RRBs in Kerala

2. To assess the extent to wInch they have been able to

fulfil their objectives by way of extending credit

to the target groups.

3. To assess the impact of finance from the RRB on the

beneficiaries.

4. To point out short comings if any in the working and

to suggest remedies.

8. PJ:.§!l._c?"~ the study

The next chapter gives a review of past research works

done on rural finance and especially on RRBs elseWhere in the

country. The methodology used in the study is discussed in

the third chapter. Results and Discussions of the study is

presented in the fourth chapter under three sections. viz.~

An overview of RRBs in Kerala. Analysis of short term credit

and Analysis of medium term credit. The fifth chapter con

tains the summary of main findings of the present study.



J.e(l'iew 06 J!Liett1.fute
====



1~

REVIEtl OF LITERATURE

An extensive collection of literature which has a

direct bearing on the background of the present study is

cited in this chapter. It consists of the review of past

works done on rural credit in general and on the performance

of RRBs in particular. The reports of various expert commi

ttees appointed from time to time to examine the various

aspects of rural finance are also cited wherever relevant.

The chapter is divided into two sections. The first section

deals with the studies on rural finance in general and the

second section reviews the literature on the performance of

RRBs in different states of the country.

1. Studies on Rural Finance

As the efforts to build up rural finance system in the

country commenced with the adoption of co-operative societies

Act of 1904. the review of literature should begin against

this background.

Frederic1:: Nicholson (1895) reported that "the future of

rural credit lies with those who being of the people~ live

&""TIong the people and yet by their intelligence $ pres c i--enee

and ener9":! ar,e abO\Te the people", After referring to the

v'1Ork done by reformers like Raiffeisen vIho introduced a

popular system of D~ral credit 8 he summed up his report in

tvJQ "'1ords IIFind Raiffeisen".
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The report of the Famine Commission (1901) also reco

mmended the formation of mutual credit associations. As a

result of these recommendations. an Act was passed as co

operative Societies Act (1904). Within two years of the

passing of the Act 800 Societies came into existence. The

Act was found to be defective in certain respects, especially

in the distinction made between urban and rural societies

with regard to liability. To remedy these defects a new

act was passed in 1912 and it is by this Act that co-opera-

tion is regulated in the country.

The Royal Commission on Agriculture (1928) opined that

f1if co-operation fails there will fail the best hope of rural

India If. The Commission concluded that If if rural comrnunity

is to be contended happy and propperous, local governments

must regard the co-operative movement as one deserving all

the encouragernent which it lies within the power to give".

According to the preliminary report issued in 1936 and

the Statutory report issued in 1937 byt.he Agricultural Credit

Department of Reserve Bank of India. almost the entire finance

required by the agriculturists in India was supplied by money

lenders~ the part played by the co-operative and other agen

;~ies being negligible. .i\s the funds supplied '0y t:..he rnoney

lenders were subject to high rates of interest and otl~r

usurious ~")ract.ices,the :::"r~ports sug(;;ested legisla·tion for

the re<;;.mL?tion of Inone::.!' lending to ched<. these nalpractices.
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Specific regional and functional aspects of the banY~ng

system have been examined from time to time by several expert

bodies (Indian Central Banking Enquiry Committee (1931);

Co-operative Planning Committee (1943); Rural Banking Enquiry

Committee (1950); Committee of Direction of All India Rural

Credit Survey (1951); The Travancore-Cochin BanJ<ing Enquiry

Comnission (1956); All India Rural Credit Review Committee

(1969) and Reports of the Expert Group on Enactments h:.tving

abearin:;:) en Commercial Banks lending to Ag.:'icul ture (1971).

The Punjab Land Revenue Committee (1938) opinedtha'c

the unpopularity of the Government loans was due to petty

exactions :Jf the subordinate revenue staff, delay in obtaining

money, the necessity of repaying on a fixed date, the failure

of the Revenue Officers to take any interest in the grant of

loans and little account being taken of harvest conditions and

the borro....rers! ability to repay .."hen instalments were::1ue.

The problems of credit to agricul ture were exarnined in

1944-45 by the Agricultural Finance Sub-comnuttee headed by

Gadt;Jil \'Jhich emphasized the need for a planned approach to

the provision of credit for raising crops. The Co-operative

Planning Committee of 1945 emphasized the role of the co

operative movement in this connection.

The Report of the Committee of Direction o£t11e All India

Rural CrecHt 3ur.'J'ey (1954) recommended the integrated scheme

of rural credit. Summing up the position of co-operative
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agricultural credit, the Committee observed that it fell

short of the right quantity was not of the right type, did

not serve the right purpose and often failed to go to the

right people. The Committee felt that although the perfor

mance of the co-operatives in the sphere of agricultural

credit was deficient in more than one way, the co-operative

agency still remained in many aspects by far the least un

satisfactory channel of credit to the cultivator, and there

fore summed up its approach in the sentence 'co-operation has

failed, but co-operation must succeed'. The Committee reco

mmended the integrated scheme of rural credit ...,ith government

participation in initial years and this was accepted by the

government.

The Kural Credit Survey Committee also recommended the

statutory amalgamation of the Imperial Bank of India and

certain state-associated banks to form the State Bank of

India with ~~ effective machinery of branches spread allover

the whole country~ This would by further expansion provides

vastly extended remittance facilities for co-operative and

other banks and thus stimulating the further establishment

of such banks. This nation-wide state partnered banking

institution was to be responsive to the needs of co-operatives

connected with credit and especially, marketing and processing.

The transformation of the Imperial Bank of India into the

State Bank of India took place in JUly 1955.

For meeting the financial obligations placed on the
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Reserve Bank in pursuance of the recommendations of the

Rural Credit Survey Committee, the Reserve Bank of India Act

was amended in 1955 to provide for the establishment of the

two funds, viz •• the National Agricultural Credit (Long

term operations) Fund and the National Agricultural Credit

(Stabilization) Fund.

In 1966, the Reserve Bank set up the All-India Rural

Credit Review Committee in order to reassess the developrnents

that had taken place in the field of rural credit, since

1954. The Report of the All India Rural Credit Review Commi

ttee (1969) emphasized that while reorganisation of co-opera

tive credit should be pursued and the integrated scheme

implemented vigorously, efforts should not be concentrated

solely in the co-operative sector and considering the magni

tude of the problem of agricUltural credit, the comnercial

banks especially the nationalised banJ<s, should embark on

wide and intensive efforts for provision of agricUltural

credit. The committee viewed that the widening gap exists

between supply and demand of rural credit. The total produc-

tion credit requirements of farmers amounted to 20,000 million

rupees in 1973-74. The requirements for medium and long tenn

rural credit during the Fourth Plan was estimated at Rs.5,OOO

millions and Rs.15,OOO millions respectively. To meet these

requirements the Committee recommended various measures for

ensuring timely and adequate flow of credit for agriculture

through co-operatives and commercial banJ<s.
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The National Credit Council (1969) observed that in

1967-68 the institutional credit agencies met only about

38 per cent of the estimated credit requirements of agricul

ture. There was only a marginal improvement in this propor

tion in 1973-74.

The Report of the Banking Commission (1972) opined that

in a country like India where diversities abound any single

financial institution dealing with agricultural credit would

not be appropriate. The Commission made out a case for spe

cially sponsored Rural Banks based on the ground that co

operative credit societies would not be a success in every

region of the country where as the opening of branches of

commercial ban}cs in rural areas has its own limitations.

while using Linear programming techniques SUbramany&~

and Patel (1973) to study the impact of capital availability on

farm income emphasized that the credit helped farmers of all

size groups in augmenting incomes in all the zones of West

Godavari District. Small farmer's borrowing ranged from 33.96

to 201.07 per cent of the available capital as compared to

9.11 to 73.05 per cent by large farms and 2.01 to 124.57 per

cent by medium farms. The findings indicated that the small

farms benefited more from credit than large farms and further

the small farms had higl1er credit needs compared to medium

and large farms.

Bahadur (1975) found in his study in Hyderabad district
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in Anthra Pradesh that the borrowed amount per acre increased

the farm productivity per acre. The credit increases were

higher among large farmers than mediwn and small farmers.

The increased additional income was higher among large far

mers and small farmers and it was negligible among medium

farms.

The study by Behari ~~. (1975) in Uttar Pradesh

showed that 62.29 per cent of the total short term credit

requirement of small farmers was met by co-operatives followed

by relatives and money lenders respectively_ Medium and long

term credit was mostly obtained from the Land Development

Banks. Only few cultivators in the 2-3 ha farm size group

were benefited by commercial banks.

Galgulikar et ale (1975) reported from Maharashtra that--
about 80-90 per cent of the borrowings were for working capi-

tal and the remaining was long term loans for developing

irrigation facilities. The credit gap was to the extent of

66~73 per cent and 72.62 per cent in the two villages studied

and this was bridgab1e by institutional agencies as was vlithin

maximum credit limits.

Rao (1975) worked out the average indebtedness per house

hold in Coimbatore district of Tamil Nadu and found that it

came to Rs.4572 per holding and half of it was borrowed from

the Land Mortgage Bank.
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Raghubanshi et al. (1975) studied the role of credit--
in marketing and processing problems of small farmers and

showed that if the small farmers were able to borrow at

20.25 per cent interest rate per annum they would have gained

Rs.26 additionally per quintal to tomato marketed. This shows

that if adequate credit facilities are provided equally to

small and large farmers, the small farmers vlOuld not lag

behind in realising better retun1S.

Rai ~~. (1975) after a case study on the role of insti

tutional credit in generating farm income reported 'that on

the borrower fanns, average size of holding. the percentage of

irrigated area. the area under high yielding varieties, cropp

ing .intensity, the value of capital investment per hectare

includ.lng land value, per hectare input and output, net

i:~lCOj'l.e. far:1ily labour use etc. \vere rU(jher than non-borro\'Jer

farns i.n the same study area. The ratio of additional cost

to the income generated showed that a rupee of credit \'1ould

generate an overall income of Rs.2.72. The ratio was highest

in large sized fa~~s followed by medium sized farms. The

ratio was smallest in small sized farms due to the fact that

these farms did not devote all their aV2il2ble credit to pro-

ductioD expenses.

RarnasVlaray and Radhakrishnan (1976) vlho traced th,~ 111s

t~ry of provision of credit for rural development by financial

institu.tions and their growth and performance over the years"
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came to the conclusion that though over a period of time

their contribution to total credit requirement has increased

considerably, thanks to the induced venturesomeness of the

nationalised banks, the unbridged gap still remain very wide.

Singh (1977) attempted to outline a strategy for inte

grated use of land and other resources in the hill regions of

Uttar Pradesh. Besides studying the existing cropping pattern

and input use rates, the study explored the possibilities of

increasing farm income and employment by optimum resource com

binations by developing six alternative optimum plans. The

highest increase in returns over variable costs was possible

under the Sixth Plan which envisaged the use of improved crop

technology, along with milch animals and poultry and relaxa

tion of credit constraints.

Avadhani (1978) attempted a study on the non-farm busi

ness of cultivators and institutional finance. Non-farm

business was so defined by the All India Debt and Investment

Survey as to comprise of all economic activities covering

manufacturing and repairing services, mining and quarrJing

trade, transport, professions and services. The study found

that institutional finance for non-farm activities appear to

be very negligible until 1971-72. Co-operatives and cornmercial

banks provided only 1-2 per cent of the total finance for the

purpose of non-farm business in 1951-52 and 1961-62. The

advances by primary Co-operatives and Corrunercial Banks for
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non-farm purposes had risen sUbstantially during the quin

quennium 1971-76.

Suryawanshi ~ s!. (1978) reported that before nationa

lisation com~ercial banks used to give agricultural loan in

the form of indirect finance to the extent of 70 per cent of

the total advances to agriculture. After nationalisation

commercial banks made excellent progress in providing direct

finance to the cultivators. The direct finance increased from

32 per cent in 1967-68 to 70 per cent in 1976 while indirect

finance decreased from 68 per cent to 25 per cent of the total

advances to agriculture during the same period.

The report by Kasar and Patil (1978) says that insti

tutional credit system has met only 40 per cent of the total

credit requirement of the rural population. The organisational

structure and working procedure of the institutional credit

agencies need to be modified for lowering the cost of credit

as well as removing the anomalies in respect of security,

clumsy procedure, interest rate etc. for uniformity in their

functioning.

The study by Kurulkar (1978) stressed on two important

aspects of co-operative credit to agriCUlture sector in India

viz., existing imbalance in the flow of co-operative agricul

tural credit to various states of the country and the nece

ssity to adopt a new policy approach towards agriCUlturally

backward regions in various states of the country.



Dhongade and Dangat (1978) showed that though there has

been a substantial expansion in the number of offices of the

commercial banks after nat1onalisation in all the regions,

some disparity existed in their expansion in different regions.

The coverage of population per branch in the Greater Bombay

was 7993 whereas in Eastern region it was 54,673 and in the

inland western region 19,751. Large variations from region

to region was reported in case of deposit accounts also.

Satpute et ale (1978) estimated the growth rates of--
advances, recoveries and dues of Land Development Banks by

fitting a linear regression function and revealed that the

advances and dues were more in the scarcity districts, where

the recoveries were the lowest. which may be due to the

relaxation given by the Government in years of crop failure.

After stUdying the dynamics of agriCUltural finance

in case of a District Central Co-operative Bank and Land

Development Ban)(, Kale ~ 21. (1978) reported that the DCCB

is operating in tune with the needs of the small and marginal

farmers attaching more importance to short term loans.

Thiruvenkatachari (1978) stated that the co-operative

credit was not provided in tune with the overall credit

requirements of the farmers and was not in time. The lli'1rea-

listie nature of the rules of the co-operatives made the poor

to suffer. Because of the failure of the co-operat.ives t.O

meet the demand of agriculturists, private sources emerged

as a main source of finance.
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Desai (1978) inferred that competition among banks is

necessary for the effective functioning of the commercial

banks. The commercial banks are confining their lending

activities to short term requirements and the credit needs

are enhancing steadily due to the increasing doses of inputs

and their prices.

The study ~I Dhawan and Kahlon (1978) concluded that

the supply of credit were not sufficient even to r~n farming

at the existing level of technology on the small farms. Cre

dit requirements based on optimal production plans at the

existing level of technology of an average model fann were

estimated with and without irrigation purchasing activity.

Credit need increased by 86.26 per cent without irrigation

purchasing while it increased to 139.77 per cent when the

irrigation constraint Was relaxed in the plan. The analysis

of capital and credit need showed that even in the existing

plans the farrner needed 76.49 per cent of ca,sh ove~' their

owned capital to run the farra business activJ.ty successfully.

Under the iwproved technology without purchasing irrigation

activity the fa~TIer's credit requirement increased to 277.50

per cent over the farmer's owned capital and the sarno was

599.46 per cent if irrigation constraint was relaxed. Out of

the total credit supplied to the farmers the share of commi

ssion agents was the highest (36.56 per cent) followed by

co-operatives at 34.38 per cent. The contribution of govern

ment Takkavi loans was 19.06 per cent Whereas professional
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money lenders advanced only 10 per cent of the total amount.

Prem Prakash (1978) reported that institutional agen-

cies made rapid progress in financing agriculture during the

period under report. Co-operatives alone accounted for

83 per cent of total loans during the year 1973. Loans from

institutional agencies declined to 68 per cent of the total

loans during the year 1977. Scheduled Bank's contribution

of 2 per cent of total borrowings of farmers in 1973 rose to

25 per cent in 1977.

According to Krishnaswamy (1979) the credit agency

suitable for rural finance should fully identify itself with

the interest of the rural economy and both organisationally

and operationally it should be fully oriented to the needs

of the developing rural economy. The co-operative credit

satisfies all the criteria of a good system of rural credit.

Stewart ~ 21. (1979) studied a group of farmers in the

Kentucky area in the United States and observed that even

with the existing farm management practices, farm incomes

could be increased if sufficient capital was made available.

Grover and Singh (1983) found that about 96 per cent of

the total money invested in cattle marketing by the cultivator

buyers in Haryana is borrowed money. professional money

lenders contributed 42 per cent of the total borrowings while.
the institutional agencies accounted for 28 per cent indicating

the increasing popUlarity of these agencies.
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Pandy (1983) reported that the nationalisation of

commercial banks has changed the banking scenario in the

count~f with the effect that the concept of security oriented

credit was replaced by production oriented lending. In the

case of small farmer borrowers the recovery was only upto

the tune of 30 per cent. The negative fund utilization~

concepbual misunderstanding that the bank loans are the gift

of the government~ willful default and the mass lending pro

gr~~es like loan mela to achieve the target for a bank under

a particular scheme have all contributed to poor recove~J.

The crucial role of capital in changing the existing

cropping pattern on different sizes of farms was brought out

clearly in a study by Patel and Gangwar (1983). WIlile esti

mating the potential for the farm income and employment in

the dry farming areas of Haryana~ the authors found that

profits on all size of farms could be increased considerably

by making the required capital available.

Godse and Khankoje (1984) argued that there should be

adequate study on the lending process of banking system per se

to know the interlinkages and inter-relationships between

the various agencies engaged in these activities. Such under

standing can facilitate to identify the grey areas which need

more efforts on co-ordination aspects.

Singh (1984) reported that commercial banks could meet

a considerable ~nount of credit requirement of new agricul

tural technology which made agricultural production to grow
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by 4 per cent annually. The share of direct advances have

gone up from 1.3 per cent of total bm1k credit in 1969 to

13.2 per cent in March 1984 as against the target of 15 per

cent ~J March 1985. .

2. Studies on Regional Rural Banks

Since their inception several studies have been con

ducted on the progress and performance of RRBs in the country.

In this section it is proposed to review a few relevant ones

arnong them.

Dantwala Committee on Regional Rural Banks (1978)

reported that "our review of the performance of the RI-ms

have convinced us that inspite of the handicaps any innova

tion has to face initially, within a short span of two years

the RRBs have demonstrated their capability to serve the pur

pose for which they were established. They have established

their image as a new type of institution catering to the cre

dit needs of a class of borrowers to whom ins"titutional credit

\vas hither to not available".

Garg ~ ale (1978) reported from U.P. that RRBs have

helped to mobilize rural savings to a large extent. The

small/marginal farmers and agricultural labourers were the

major beneficiaries. l,'lhile recommending the extension pro

gra..'11.rnes of ·the ban};: to continue, they pointed out that the

share of credit received by agricultural labourers were small.

Batra (1979) found that through the Rural Banks are
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conceived as agencies for opening alternative sources of

credit for developmental needs in the rural areas of India,

it was argued that credit would not automatically reach t11e

weakest and most deserving sections of the corrununity. For

this, special efforts were suggested to be made in co-ordi

nation with other credit institutions.

The study by Rao (1980) on RRBs in Sreekakulam district

of Anthra Pradesh found that the RRB was functioning well in

meeting the credit requirements of the target groups. The

rate of return in almost all the activities financed were high.

RRB's finance increased the cropping intensity, and a conside

rable increase in the asset values have recorded in certain

target groups,

Kurulkar and Deogirikar (1980) on an evaluation of the

role of RRB in Maharashtra showed a declining trend in the

performance of RRBs in the period 1976-78 especially in the

case of crop-loans received by small farmers. The share of

loans received by agricultural labourers, rural artisans and

other weaker sections also showed a declining trend in the

same period. They recommended the RRB to reconsider its

loaning policies.

The committee to Review Arrangements for Institutional

Credit for Agriculture and Rural Development (CRAFICARD)

(1981) was of the view that "experience as well as evidence

before us show that RRBs are more suitable for the tasks in

hand It. The purpose-wise break up of total advances made by
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RRBs show that at the end of Dece~ber 1979 the loans for

agricultural purposes given to small/marginal farmers and

landless labourers accounted for 62.5 per cent of the total

advances. Rural artisans. small traders and others got

29.8 per cent of the advances. Consumption loans formed

only 0.5 per cent of the total loans.

In Tamil Nadu, Balaji (1980) found that the RRB finance

had generated additional income, additional ~aployment illld

increased the repaying capacity of the borrowers.

NABARD (1984) reported that during the year 1982-33

RRBs made all round progress registering a total number of

150 RRBs covering 266 districts as against the sixth plan

target of 170 RRBS. During the year 1419 branches were opened

of \vhich 1400 in unbanked areas in their effort to ta};:e the

banking services to the door-steps of the rural masses.

Report by Sudhakara ~ ale (1984) from Karnata.1<:a said

that the RRB finances were not skewed towards big farmers

unlike that of the primary Co-OPerative Societies. RRD fin

ancing was more efficient in lending, in coverage of popula

tion and in recovery of loans. About 92 per cent of the

farmers they studied indicated the timeliness in dj.sposal

of loans without undue delays. For 64 per cent of the far

mers studied, the amount advanced was adequate.

Prabhu (1984) reported that in 1982 RRBs put toget}1Gr

showed a loss. RRB's performance under the IRDP scheme was
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impressive. The total number of beneficiaries increased

from 4.85 lakhs in 1982 to 7.84 lakhs in 1983 J indicating

the progress in extending benefits by these agencies. One

disappointing feature pointed out by him was that about

15 RRBs had eroded their complete share capital.

A case study of an RRB conducted by Lekshmi Narayana

(1984) found that the bank could achieve the social objective

of reaclrlng the weaker sections of rural population within

a span of six years. An increased number of defaulters and

the pre-occupation of the bank officials in recovery work in

respect of overdue loans was a problem confronting the bank.

Singh and Upadhyay (1984) studied the loan recove~J

problems of RRBs in Bihar and concluded that the recove~J

performance of RRBs declined continuously during the period

1978-80. Inadequate arrangements for recovery was the reason

for low recovery according to the bank J whereas the shortage

of funds due to crop failures and other unforeseen expendi

tureswas the reason indicated by borrowers for overdues.

Satyasundaram (1984) reported that the RRBs continue

to face a number of problems. particularly mounting overdues

and declining profitability. At the end of December 1982

the overdues of all the RRBs amounted to Rs.128 crores which

formed 22.2 per cent of the total outstanding of Rs.577 crores.

Overdues in the case of 40 RRBs which completed 6 years or

more worked out to 24 per cent. Eleven RRBs which had com

pleted 5 years or more at the end of 1981 had shown losses.
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The vlOrk by Sharma and Murthy (1984) on an RRB in

Anthra pradesh has revealed that a major part of the credit

has gone to agriculture especially in the form of term loans.

Non-agricultural activities like development of Cottage and

Small Scale Industries and building up of the traditional

skills of village artisans have received scanlattention.

Nhile the number of borrowers belonging to SC/ST' is high

the credit supplied to these sections continued to be low.

3. Conclusion

The reviews on rural finance trace the historical deve

lopments in institutionalization of rural finance. It also

highlighted the possibilities of increasing incomes through

higher levels and more appropriate use of finance. particu

larly credit. Studies on RRBs are not very extensive since

they came into being only in 1975. These studies generally

indicate$ the functioning of RRBs and the useful role they

are playing in the sphere of rural finance.
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MATERIALS NJD METHODS

This study on Regional Rural Banks is based on both

primary as well as secondary data. Review of the working

of RRBs in Kerala is based entirely on seconda~r data. The

other objectives of the study are sought to be fulfilled

through prima~~ data collected from a sample of beneficia

ries and non-beneficiaries in the area of operation of South

Malabar Gramin Bank. In what follows. the nature and sources

of secondary data used in the study are indicated first.

The procedure adopted in generating primary data is then

discussed. Finally, methods of analysis used in the study

are explained.

1. Nature and squ~£~ of secondary dat2

Regional Rural Banks in Kerala had completed nine years

of service to rural population at the time of our investiga

tion which began in June 1985. In order to study the overall

progress of RRBs in the State, secondary data frorn all the

available sources were made use of. Naturally the head offi

ces of the two RRBs in the State were tr~ major source.

Details on expansion of branch network. deposits mobilized,

advances disbursed. outstandings category-wise and purpose

wise etc. were obtained from this source. Other sources of

data included pUblications of the Reserve Bank of India and

other periodicals.



2. Generation of primary data

primary data were generated through well structured

interview schedules from samples of beneficiaries of short

as well as medium term loans. In respect of short term

loans a sample of non-borrowers was also canvassed to serve

as control. The reference period for short term loans was

the year 1984-85. The reference period for medi~~ term loan

was 1982-83. This was done to allow for some gestat:Lon period

for such loans.

Two stage random sampling method was adopted for the

selection of beneficiaries. The first stage units were bank

branches and the second stage units were the borrowing house

holds. From the list of branches of South Halabar Gramin Bank

(SMGB) four branches were randomly selected. The selected

branches were Ariyallur, Edavanna, Thirunavaya and per,~~paddappu.

All these branches happened to be in Halappuram district..

Data :)D short term loans indicated tha"t iJ.bout 99. S per

cent of the~-)e Here crop loans. Lists of borro~lC:rs for: short

t.€rr-t loans TNere prepared for each of the four ;.)ranches and

from these 15 borrowers each were selected randordy. 'l.'Ims.

thE:.' size of this sample was 60. ,'\11 of them were croi" loanees.

Lirnitations of time and other resources "v\rerE:· i:.:.::e reaSO;1S for

not covering a larger number of branches and lar."s:;er number

of borrowers. From the areas covered "'ay selected brancheG~

a sample of 30 non-borrowers was also taken. These ,..,er;:; tal,-en
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randanly from lists of farmers maintained by Agricultural

Development Offices of the State Department of Agriculture.

Among the purposes for which medium term loans ,-jere

grunted, small trade (Retail trade) waS the largest single

item contributing 27.7 per cent of the total amount during

the reference period~ Therefore, for the study on medium

term loans> loans under this item alone were taken. From

each of the 4 branches of the Bank selected 15 borrowers

under small trade were selected randomly fo form a s~nple

size of 60. Selection was confined to small trade so as to

avoid too much of heterogenity in the s~~ple, considering

its relatively small size.

The crop loanees as well as small traders selected were

post stratified into sub groups. Crop loanees ':lere stratified

according to the land. area possessed by them.

Table 3.1. Sample allocation of crop loanees

Area owned Code number
of the category-

Number of
loanees

0-10 cents (0-0.04 ha) 1 3

11-100 cents {0.041-0.4 ha} 2 31

101-250 cents (0.41-1 ha) 3 18

More than 250 cents
4 8(More than 1 ha)

Total 60
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Loanee small traders were mostly petty traders and they

were post stratified into sub groups. viz. Teashop owners,

stationary shop o\~ers. grocery shop owners and others. The

group 'others' included Fish traders, copra merchants. Fire

wood dealers and mat traders.

Table 3.2. S~nple allocation of small traders

Category Code Number Number of
traders

---------_.~-------------------------------------------------

'rea shop owners

Stationary shop owners

Grocery shop owners

Others

Total

1

2

3

4

15

11

11

23

60

----------------------------~-------------------------_._~---

All the selected borrowers were l~rsonally contacted

and data regarding their farm inc~ne. wage income. income

and expenditure particulars for the financed activities,

employnwnt particulars and their financial liabilities etc.

were collected. Well structured and pre-tested questionnaires

were prepared separately for crop loanees as well as small

traders and used for data collection. Specimen of these

questionnaires used are appended (Appendix I and Appendix II).

The data collected were tabulated and SUbjected to statistical

scrutiny.
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3. Method of analysis

The methodology used for the general analysis of the

RRBs in Kerala is explained first. This is followed by the

methodology for the analysis of the short term credit and

the methodology used for the analysis of the medium term

credit.

Tabular analysis with percentages has been used to

examine the general progress and performance of the two banks.

Tabular analysis with percentages has been used to

analyse the use and impact of short term credit also. In

addition, Linear progr~~ng technique was employed to study

the crop combinations in the existing farm plan and to see

the possibility of improving the existing farm plans with

existing capital as well as larger quantwn of capital.

The linear programrung model used was of the following

form:

Haximise

SUbject to

and

where

x ::: level of activity

C ::: tlet income per unit of activity (net margin)

A ::: input per unit of activity

B ::: input availability
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The five crop enterprises found dominated in the study

area viz~, paddy, coconut, banana, arecanut and pepper were

considered in the programming under restrictions of land and

capit21. Optimum farm plans under existing conditions were

l,vorked out for three farm size groups viz., 0.04 ha to 0.4 ha,

0.4 ha to 1 ha and above 1 ha among borrowers as well as

non-borrowers, with the aid of computer. Optimal plans were

re-worked by releasing the capital restriction at different

levels.

3•• Ana!ysis-9~dium term credit

In addition to tabular analysis, capital productivity

analysis was resorted to in case of small trade loans. Pay

back period and Internal Rate of Return (IRR) \'vere the mea

sures employed for assessing the productivity of the loan

~nount used as capital in the small trade.

Pay back period is the length of time from the beginning

of the project ~~fore the net benefits return the cost of

the capital investment. This method haa two major ',V'eaJmesses

as a measure of investment worth: (1) the pi'lY back period

fails to consider earnings after the pay bacJ,- p8riod; 2nd (2)

it fails to take into consideration differences in th,~

timings of proceeds. The computation of pay back }?2riod

cannot take into account the timing of benefits. 1'0 get the

actual earning ::)ovler of the money, therefore, the future bene

fit and cost streams are to be reduced to their present worth.
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Internal rate of returns is that discount rate which

just makes the net present ,."orth of the future cash flow

equal to zero. It represents the average earning power of

the money used in the project over the project life (Gittinger.

1976) •

Internal Rate of Return is that discount rate Ii' such

that

n

L
t=1

Bn-Cn
(1+i)n

4. Summa.;x

where

Bn = Benefits in each year

Cn = Costs in each year

n = Number of years

The materials used and methods adopted for generation

of data and analysis are explained in this chapter. Both

primary as well as secondary data have been used in the study.

Secondary data used have been obtained mainly fronl tIle two

bank offices. Primary data have been generated through a

sample survey of beneficiaries of short term and medium term

loanees who have been selected through two stage random

sampling. Mainly tabular method has been used to analyse

the data. In addition linear programming and capital pro-

ductivity analysis have also been used.
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AN OVERVIEW OF RRBS IN KERALA

The performance of the RRBs in Kerala in terms of

different parameters such as nu~r of branches, districts

covered, deposits mobilized per bank and per branch, advances

made per bank and per branch, deployment of credit, recovery

performance, income, expenditure and earnings etc. are dis

cussed in this section. Wherever possible, comparison is

also made with the performance of P~Bs in general in the

country. Each of the parameters mentioned above is discussed

in separate sub sections under appropriate headings viz.,

expansion of branches, coverage and spread, deposits, advances,

deployment of credit, recovery performance, etc. Main points

of this section are summarized in the final sub section.

1. Expansion of branches

The RRBs in Kerala made an impressive progress in their

number of branches during the nine years~ since their esta

blishment in December 1976. The scale of branch expansion

will be appreciated when it is observed that between December

1976 and September 1985, 262 branches were opened which had

to compete with a network of well organised commercial banks

and the co-operative banks and societies. During this period

the SMGB opened 144 branches and NMGB opened 118 branches

making the total number of branches of RRBs in the State

262 covering the 5 northern districts of the State.

During the first year SMGB opened 33 branches and ~n1GB

opened 35 branches making the total 68. In the second year
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the total number of branches increased to 96 registering an

increase of 41 per cent. Further increase in the number of

branches was brisk during the third year and fourth year

particularly because of the recommendations of the Review

Committee on Regional Rural Banks and the RBI's subsequent

branch expansion pOlicyl. As per this policy the Reserve

Bank of India (RBI) gives priority to RRBs in issuing

licenses to open new branches in rural areas. vUthin the

first three years after establishment, the two banks could

open more than 50 per cent of the total number of branches

now in operation. The following table shows the progress

of RRBs branch expansion in the State.

From the table it is clear that the total number of

branches opened showed an increase year after year. However

the percentage increase in the number of branches opened ryI

RRBs in Kerala during each year showed a decreasing trend.

But the percentage increase in number of branches in all India

level was almost steady throughout this pericx]. Thislilas due

to the:: fact that while the number of RRBs in Kerala remained

two throughout the period the number of RRBs in the countl:y

was also growing along with the growth in number of branches

1 Joshi (1984) reported that the progress in the opening

of branches of new RRBs slowed down after 1976. However

this was accelerated after 1978 particularly because of

the recommendations of Review Committee on Regional Rural

Banks and RBI's subsequent branch expansion policy. Esta

blishment of RRBs was particularly brisk during 1981 ~1d

1982.
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Table 4.1. Progress of branch expansion of RRBs

RRBs in Kerala RRBs in All India

Average/
bank

Year Total No.
of

braT"lches

Percen- Average/
tage bank
increase
over pre
vious year

Total
number

of
branches

Percen
tage in
crease
over pre
vious year

1 2 3 4 5 6 7

1977 68 34 1187 24

1978 96 41 48 1753 47 34

1979 133 38 66 2420 38 40

1980 170 27 85 3279 35 38

1981 197 15 98 4795 46 44

1982 225 14 112 6191 29 49

1983 230 2 115 7795 25 51

1984 247 7 123

Source: 1. Axmual report - 1984 of SMGB

2. Annual report - 1984 of NMGB

3. Appendix-III

of existing RRBs. The point will be more clear when one looks

into the average number of branches per bank in the State and

in the country. The average number of branches per ba.nk was

grmdng steadily in the State and it was remarJr..ably hig-her

than the national average throughout the period.

Though the RBI gives priority to RRBs in issuing licenses

t-::> open new branches. ·the banks in Kerala are reported to be

facing difficulties in getting suitable buildings ~~d premises

for running branches in the interior of the nlral areas.
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Kamath (1984), the former chairman of one of the banks re-

ported that "opening of rural branches poses many problems

like non-availability of suitable buildings at a reasonable

rent and lac]c of basic infrastructural facilities. As RRBs

are not permitted to advance for the construction of buildings

the bank is often forced to give huge amount as rent and this

eab~ into tho profitability of the bank ll
•

2. Coverage and spread

The two RRBs in Kerala, the SMGB as well as the NI-IGB

have blossomed into premier banking institutions in their

areas of operation;.vithin the post nine years. As c i~'3.tter

of policy, these two ba.'"lks got established so as eo cOver the

five northex.'n districts of Kasaragod, Carmanor(~, Ca.li-cut,

Wynad and Malappurillu. These districts are considered socially

and economically backltJard. The Table 4.2 ShO'h'S "tI1U d:Lstribu-

tion of RRB offices in the concerned districts.

Table 4.2. Districtwise distribution of RRB offices in
Kerala (as on 30-12-84)

District/
RRB

Mala- Calicut
ppuram

Wynad Canna
nore

Kasaragod Total

------------------------------~_.~---------~-----~-~--~~-------
1 2 3 4 5 6 7______________________________________________ s ~ _

NMGB

66 52 16*

7** 67 39

134

113

-----------------------------------------~--------------------
Total 66 52 23 67 39 247
--------------------------------------------------------------
Source: Annual Report~ 1984 of SMGB and m'1GB

* These offices are in South Wynad consisting of Taluks of
Sultan Battery a~d Vythiri.

** These offices are in North Wynad covering the Manantody
Taluk



During the period December 1984 to September 1985 SNGB

added 10 offices to its branch net work and N1'1GB added 5

offices making the total of 262 RRB branches in the State

as in September 1985. These 262 branches cover a population

of 8009245 which constitutes 31.41 per cent of the State's

population. The geographical coverage is 12958 sq.~n which

is 33.34 per cent of the total geographical aro~a of the State.

Of t:h.<:: popuL'..t.ion covered, 534607 (6.67 per cent) are sche

duled castes and 147104 (1.83 per cent) are scheduled tribes.

The average literacy rate of the area covered is 62 per cent.

The average population covered per branch office is 32409 and

the average ~rea covered is 52.46 Sq.Km.

Basic statistical details of the area of operation of

th8 RRB branches in Kerala are given in Table 4.3.

3. DePQsits

Though the share of RRB offices in the State is only

2.95 per cent of the total number of RRB offices in the country

the contribution of the State in total deposits mobilized is

fairly high. Of the total deposits of RRBs of Rs.678 crores

as at the end of December 1983, Rs.25.58 crores (3.77 per cent)

was mobilized from t:.1'1e state.

Examining the performance of the two RRBs in the State

individually, it is heartening to note that both of them were

in the front line. As in December 1983 only 20 RRBs out of

150 in the count~l had a deposits of more than Rs.l0 crores
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Table 4.3. Basic statistical details of area of operation of
RRBs

-----------------------------------------------.----------~----------

Items Mala- Calicut Wynad
ppuram

Canna- Kasaragod Total/
nore average

~-------------------------------------------~--------------------~--
1 2 3 4 5 6 7

Population 2402701 2245265 553812 1930726 872741 8005245

SC 20816 161715 21130 78283 65461 534607

ST 7955 3888 95557 15139 24565 147104

Literacy (%) 60 70 57 71 55 62

Area (Sq.KM) 3548 2345 2147 3013 1905 12958

Taluks 4 3 3 3 2 15

Blocks 14 12 4 9 4 43

Panchayaths 95 77 32 123 327

Average popula-
tion/branch 34821 38711 23075 28816 22377 32409
office

Average area
per branch 51.42 40.43 93.35 44.97 48.85 52.46
( Sq.Km)

----------------------~-----------~~--------~-----------------------

Source: Census report, 1981.

which included the SMOE as well as the NMGB. At that time the

total deposit of SHOB was Rs.13.94 crores and that of t~~GB

Rs.11.63 crores. The total deposits made by the R~Bs in the

State was of the order of Rs.36.75 crores in December 1984 with

a depositing clientele of 879938. The SMGB was in the forefront
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with total deposits of 21.61 crores in 493522 accounts. The

corresponding figures for the NMGB is Rs.15.14 crores in

386416 accounts. Table 4.4 shows the deposit position of the

RRBs in Kerala at the end of December 1984.

Table 4.4. Deposits position of RRBs in Kerala as on 31-12-84)
(amount in crores)

Items

1

SMGB

2 3

Total

4

Total deposits 21.61 15.14 36.75

No. of depositors 493522 386416 879938

Deposits/branch 16.1 13.4 14.88
(in lakhs)

Deposit/account (Rs) 438 392 417

Source: 1. Annual Report - 1984 of SMGB

2. Annual Report - 1984 of mmB

Of the total deposits of 36.75 crores. 48 per cent was

term deposits. 47 per cent savings bank deposits and the rest

current and contingency accounts.

The total deposits position at the end of December 1983

was Rs.25.58 crores and the increase registered during the

year 1984 was of the order of 44 per cent. While considering

the percentage of deposit accretion in the banJdng industry

as a 'lrvhole during 1984 (around 14 per cent) this achievement

of RRBs in Kerala is praiseworthy.



Branchwise progress of RRBs in the State was far better

compared to MBs in general. Per branch deposits mobilized

by the RRBs in general in the country was Rs.8.69 lams at

the end of December 1983. The corresponding figure for the

State was 11.12 lakhs. SMGB mobilizing a deposit of Rs.11.34

lakhs per branch. The growth of deposits of RRBs in the

State vis-a-vis RRBs in the country can be seen from Table 4.5.

The total deposits of the RRBs in the State increased

from 169.95 lakhs in 1977 to 3675.62 lakhs in 1984. During

the same period the per branch deposits increased from

2.49 lakhs to 14.88 lakhs. The per branch deposits in the

State remained higher than the national average throughout

the period. Deposits per account in the State during 1977

was Rs.223 and it rose to Rs.328 in 1983. The corresponding

figures for RRBs in general were Rs.400 and Rs.658 respectively.

Similarly the average number of depositors per branch in the

State was 1120 in 1977 and it rose to 3389 in 1983. The

corresponding national averages were 678 and 1233 respectively.

T::.2 lo':!er amount of deposits per account and the higher num

ber of depositors per branch in the State indicate that the

RRBs in the State were more dependent on and oriented towards

the poor.

In Kerala RRBs have to compete with a network of well

organised commercial banks and the co-operative sector in the

field of deposit mobilization. besides the post office and



Table 4.5. Deposits position of RRBs in Kerala vis-a-vis RRBs in general
(Amount in lakhs Rs.)

~------------------------------~------------------~------------~---~--~---~--------------------~-----

RRBs in Kerala RRBs in general

Year
Total

deposits

Number
of de
positors

Number of
deposi
tors per
branch

Depo
sits
per
branch

Deposit
per

account
(Rs)

'l'otal
depos.its

Number Number Deposit
of of per

depositars deposi-branch
tors
per
branch

Deposit
per

account
(Rs)

------------------------~---~-------------------~----------~----------~-------------------------~--1 2 3 4 5 6 7 8 9 10 11

------------------------------------------------------~._-----------------------------------------~

1977 169.95 76171 1120 2.49 223 3331.57 805243 678 1.38 400

1978 436.86 189392 1972 4.35 230 7486.34 1672450 954 2.81 414

1979 762.67 296027 2225 5.73 257 12321.63 2580274 1066 4.27 448

1980 11.71.53 419728 2468 6.89 279 19983.33 3700537 1120 5.09 478

1981 1686.53 559325 2839 8.56 301 33599.57 3502222 1147 6.09 540

1982 2382.07 685057 3044 10.58 347 50226.38 7636145 1233 7.01 611

1983 2538.13 779585 3389 11.12 326 67800.00 8.11 658

1984 3675.62 875938 3562 14.88 417

Source: 1. Annual report - 1984 of SMGB

2. Annual report ~ 1984 of NHGB

3. Appendix III



the private money lenders. The increasing network of pri

vate money lenders are posing a great threat to the resource

mobilization of the banks. The Post Office savings are felt

more attractive in rural areas and they are offering a higher

rate of interest. Similarly co-operatives are consolidating

rural savings through various incentive schemes and also are

offering higher rates of interest. Both of these agencies

are existing as the major competitors in mobilization of de

posits by the RRBs. In addition to all these. a serious

drawback in the field of deposit mobilization is the absence

of NRI accounts in the RRBS. In Kerala State deposits from

Indians working abroad especially in the gulf countries is a

potential source of rural deposits. This source is specifi

cally remarkable in the northern district~s \;!;~,_c~ " ::; RRBs are

functioning. But the RRBs are not allowed to open NRI accounts

and it is a serious drawback on these institutions in the

State.

4. Advances

At the end of December 1983 the total outstanding advances

of all RRBs put together was to the tune of Rs.751 crores of

which Rs.46.9 crores (6.25 per cent) was the share of Kerala.

Out of 150 RRBs, only 23 had outstanding advances of more

than Rs.10 crores and the two RRBs of the State were among

the latter. Outstanding advances per branch was Rs.20.39

lakhs in Kerala and the corresponding figure for RRBs in

general was Rs.9.63 lakhs. At the end of December 1983 SMGB
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had Rs.31.02 crores as outstanding loans and as against

Rs.15.88 crores for NMGB.

The growth of advances made by the two RRBs in the State

vis-a-vis RRBs in general is illustrated in Table 4.6.

An analysis of outstanding advances shows that the business

expansion of the RRBs in Kerala was faster thwl their branch

expansion. Between 1977 and 1982 the number of H..~B offices

rose from 68 to 225 showing a growth of 230 per cent. The

corresponding increase in the outstanding advances per branch

was to the tune of 393 per cent i.e. from Rs.244.02 lakhs in

1977 to Rs.3977.91 la~~s in 1982. For the period 1977 to

1984. the corresponding increase in the number of branches

and increase in outstanding advances per branch was 263 per

cent and 560 per cent respectively. During this period the

number of branches increased from 68 to 247 and the outstand

ing advances per branch increased from Rs.244.02 laY~s to

Rs.5845.79 lakbs. At the all India level the number of

branches increased by 421 per cent during 1977-82 but the

outstanding advance/branch increased only by 181 per cent.

Though the per branch outstanding advances in the State

remained high throughout the period of analysis. t~~ advances

made per account was lower in the State throughout the period

compared to the national average. The number of borrm'lers

per branch were remarkably higher in the State throughout the

period than the number of borrowers per branch on an all India



,-- T.....a_b""'l....e~__4.~~._prQgress-9..f.--a.dyances _~_lill.B.s. -- __---.-.--..-.--.------.~--~-.----.----~-- .------,

RRI?>!. in l/,eralGl T.:<.f-,Bs iI, gCJ/e.r".,;;JI---------------------------------------------------------------------------------------------------
Total Total Advances Number Average Total Total Advances Number Average

advances number per of amount advances number per of bo- amount
Year outstand- of 00- branch barre- borrowed outstand- of 00- branch rrowers borrowed

1ng rrowers (lakh Rs) wers per per 10g rrowers (lakh Rs) per per
(lakh Rs) branch borrower (lakh Rs) branch borrower_____________________. . iE.§l , i~!l _

1 2 3 4 5 6 7 8 9 10 11

-----------------------~----------------------------------------------------~---------_._------------

1977 244.02 52652 3.58 774 463.00 3955.87 497684 3.33 419 795.00

1978 888.84 174979 9.25 1822 507.00 11761.12 1222684 6.67 697 962.00

1979 1592.72 245049 11.97 1842 649.00 16740.85 1639484 6.91 677 1020.00

1980 2410.14 313877 4.17 1846 767.00 24338.32 2116740 7.42 645 1150.00

1981 3517.66 371490 17.85 1885 946.00 40658.58 2912630 8.47 607 1196.00

1982 3977.91 319504 17.67 1420 1245.00 57710.64 3686316 9.38 575 1566.00

1983 4690.75 342555 20.39 1487 1369.00 75100.00 WA 9.63 NA NA

1984 5845.. 79 360390 23.66 1459 1622.00 NA NA NA NA NA

---_._.__._---..._------_._----- ....- ......-_._---------------- ._----------,----------------------~-----,- ...._-.........._--_._---
Source: 1. Annual report - 1984 of SHGB

2. Annual report - 1984 of NMGB
3. Appendix III

NA - Not available
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basis. Though this can be considered as healthy sign in the

sense that they were servicing the lower strata of society,

one cannot help getting the impression that they were spread

ing their resources more thinly than they ought to. Perhaps

this may be an exercise of risk aversion on the part of the

banks.

One point inference from the foregoing discussion is

that the RRB offices in the State could reach a larger number

of people of small means than the national average. On the

national level the number of RRBs we~e being increased year

after year and the existing RRBs were expanding their own

branches. But in the State the number of RRBs remained at

two and they were expanding their branch network with reaso

nable care for profitability. And the RRBs in Kerala recorded

a higher average deposits as well as average advances per

branch than the national average.

5. Deployment of Credit

The total loans and advances made by the RRBs in the

State was of the order at Rs.5845.79 lakhs at the end at

December 1984. Too SMGB itself is in the forefront with an

outstanding advance of Rs.4052.00 lakhs in 257671 borrowal

accounts. The corresponding figures for the ffl1GB at the

end of December 1984 was Rs.1793.79 lakhs and 102719 borrowal

accounts.
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The following table shows bankwise growth in deployment

of credit in the State.

Table 4.7. Deployment of credit by RRBs in Kerala
(end of December)

~----~~-----------~--~-~-~-~-~-------------------------------

SMGB NMGB Total
Items

1977 1984 1977 1984 1977 1984

-----------------~--------~~~-----------------------~---------
1 2 3 4 5 6 7

---------------------~----~-~---~-------~-----._----------------

Number of 33 134 35 113 68 247branches

Advance dis- 1972 2895 991 1441 2963 4336
bursed (Lakh Rs) (46.8) (45.4) (46.33)

Advance out- 1653 4052 786 1793 2440 5845standing
(Lakh Rs) (145.13) (128.11) (139.54)

Number of 35130 257671 17522 102719 52652 360390
borrowers

Advance dis- 59.75 21.60 28.31 12.75 43.57 17.55bursed per
branch (lakh Rs)

Advance out- 50.09 30.23 22.45 15.86 35.88 23.66standing per
branch (lakh Rs)

Number of
borrowers per 1064 1922 500 909 774 1457
branch

Credit per 470 1573 449 1746 463 1622
account (Rs)

-----------------~------------~--~---------------~-------------
(Figures in parenthesis are percentage increase in 1984
over 1977)

Source: 1. Annual report - 1984 of SMGB

2. Annual report - 1984 of NMGB
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The table shows that the advances disbursed as well as

advances outstanding from the RRBs in the State have grown

considerably over the past individually and both put toge

ther. The growth of advances outstanding was much higher

than the growth of advances disbursed. During 1977-84 the

advances disbursed by SMGB t NMGB and both combined grew by

46.80 per cent, 4S.40 per cent and 46.30 per cent respectively.

\ihile the growth in advances outstanding of SMGB t NMGB and

both together for the same period were 145.13 per cent,

128.11 per cent and 139.54 per cent respectively. Similarly

there was remarkable increase in the number of borrowal

accounts between 1977 and 1980. The number of borrowal

accounts rose from 52652 in 1977 to 360390 in 1984 in the

State.

Advances disbursed per branch and advances outstanding

per branch showed a decreasing trend. The advances disbursed

per branch of SMGB was 59.95 lakhs in 1977 and it was only

21.60 lakhs in 1984. The advances dil.sbursed per branch of

I'JI'-lGB fell from Rs. 28.31 lakhs to Rs .12.75 lakhs during the

same period. For tl~ State as a whole the corresponding

figures were Rs.43.57 lakhs and Rs.17.55 1~d1s respectively.

A similar trend vias also noticed in the case of advances out

standing per branch. The failure of advances made to grow

in the same scale as the number of branches added year after

year is the reason for such declining per branch average

advances.
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The number of borrowal accounts per branch and the

amount borrowed per account showed a pOsitive growth trend.

While the increase in the amount per borrowal account indi-

cates a growing credit requirements of the poor. the increase

in number of bOrrowal accounts is a good indication of the

increasing popUlarity of these institutions in their areas

of operation.

Sectorwise distribution of total advances outstanding

at the RRBs in Kerala is given in Table 4.8. It shows that

Table 4.8. Sectoral distribution of outstanding advances
of RRBs in Kerala (as on 30~9-1985)

----~---~------~---~-~---~~--~-----~~~-~----------~---------

Sector Amount
(lakhs Rs)

Percentage to
the total

--------------------~---~-~~~~~---------~-~----~------------
1 2 3

------------------~~-----~--~-----~-------------------------

Agriculture and
allied activities

Industry

Tertiary

Total

4594.84

305.18

3167.16

8067.18

56.96

3.78

39.26

100.00

----~-----------------~---~-~~~~----------------------------
Source: Head Office of NMGB and SMGB

of the total outstanding advances of Rs. 8067. 1~ lakhs at

the end of August 1985, Rs.4S94.84 lakhs (56.96 per cent)

was for agriculture and allied activities. The tertiary

sector which included loans for small traders. rural arti-

Sans etc. got the rest 39.26 per cent of the total advances
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which accounted to Rs.3167.16 lakhs. It is noteworthy that

industrial activity received the least amount of credit and

in relative terms the share was insignificant. The rela

tively high share of the tertiary sector is also noteworthy.

Due to the high level of unemployment in the State large

number of persons have taken to petty trade which require

very small investment. The infloW of Gulf money which was

mainly used for consumption seems to have facilitated tlus

development. The above pattern of financing indicates that

the RRBs were more interested in servicing the existing types

of activities rather than encouraging new kinds of activities.

To this a~ent. the banks seems to have failed to provide

dynamism to rural economic activities Which they ought to

have provided.

5. Recovery: performance

The recovery percentage to demand was 72 per cent in

the case of SMGB. and 55 per cent in the case of NMGB in

1984. These cannot be considered not too unsatisfactory as

compared to the recovery rate of about 52% in the case of

direct agricultural advances as a Whole in the country.

There are many factors that help in the recovery per

formance. First and foremost factor is the good relationship

that the bank keeps with the poor customers. Often the bank

staff especially the branch managers are natives of the area

and they are able to exert a friendly command over the local
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customers. It is felt that the local poor are obliged to

repay often. The influence of money flowing to the rela

tives of people working in gulf countries is felt more in

the northern districts of Kerala. Hence people, even though

poor axe able to tide over temporary liquidity problems in

those areas which is another factor which ought to help a

fair recovery by the RRBs. Hence, the recovery performance

ought to have been better partiCUlarly in the light of the

risk-aversion exercise they seem to be doing as mentioned

earlier.

A disheartening point reported ~. the Danks in this

regard was the practice of mass default by the borrowers in

certain areas. Borrowers of certain localities refuse to

repay the loans deliberately in groups. This is said to be

politically motivated and is under the. impression that the

loans would somehow get written off at a later date. The

banks are now practising a more thorough scrutiny of the loan

applications from areas that are once identified to be under

mass default.

6. Income! expenditure and profit or loss Eosition

The total income and total expenditure of the two banks

made steady progress throughout their growth. The relevant

data are given in Table 4.9.



Table 4.9. Income and expenditure of RRBs in Kerala (amount in lakh Rs)
(end of December)

Income/ Name of
expenditure Bank
and profit/
loss

1977 '78 '79 '80 '81 '82 '83 '84

~-------------------~---------~----------------------,-------------------------------------------
1 2 3 4 5 6 7 8 9 10

----...__._._-------_._-_.....--------------...--...-------------_._---------------------_._-------------------

SMGB
Expenditure NMGB

Total

SMGB
Income NMGB

Total

Amount of
profit

AmOunt of
loss

SMGB
tIMGB
Total

SMGB
MMGB
'rotal

9.'15
6.07

15.82

11.58
8.95

20.53

1.83
!.l.aa
4. 71

51.02 103.21 158.28 223.87 282.60 355.71 450.80
33.99 61.88 95.52 162.66 228.17 228.50 235.34
85.01 165.09 253.80 386.53 510.77 584.21 686.14

48.88 95.12 147.68 211.22 276.82 342.49 441.30
34.46 62.36 94.02 159.54 206.68 215.63 245.60
83.34 157.48 241.70 370.76 483.50 558.12 686.90

2.14 8.09 10.60 12.65 5.78 13.22 9.50
1.50 31.20 21.49 12.87

2.14 8.09 12.10 15.77 27.27 26.09 9.50

0.47 0.48 10.26
0.47 0.48 10.26

--,---"""'.....~.--------------- ..--_.._---....--_..-._-_...'---------......-----_._-_...........---_._.__._----_._-----------_._---------
*Number of branches

66 64 79 51earning profit

*Number of branches 26 43 28 56incurring loss

-_._----------------------------------~---------~----~-~-~~--------~-----------------------------
Source : 1. f~ad Office. s~roB

2. Head Office, ~~GB

* Data from only one bank is included



It can be seen from the table that the total income

rose from Rs.15.82 lakhs in 1977 to Rs.686.14 lakhs in 1984.

Similarly total expenditure registered an increase from

Rs.20.53 lakhs in 1977 to Rs.686.90 lakhs in 1984. The

SMGB could earn profits or the bank could break even within

just 2 years of life and was maintaining positive net profits.

The W1GB could break even only after 3 years of functioning

and then it could maintain positive profits till 1983. During

1984 while SMGB made a net profit of Rs.9.5 lakhs. NMGB in

curred a loss of Rs.10.26 lakhs. The reasons cited by the

NMGB for the loss in 1984 were the stagnation of advances

till September 1984 and the increase in establishment expenses.

The stagnation of advances was said to be due to the instruc

tion of the RBI to reduce the proportion of advances under

gold loans. The bank also claimed that tr~ establishment

expenses got increased by 57 per cent during 1984.

7. Conclusions

On the basis of the above discussions on the performance

of the two RRBs in the State it can be stated that their

overall performance was satisfactory. The banks could cover

the 5 bacJ{Ward districts of the State ~~d could eluerge as

premier banking institution in the areas of their operation.

The expansion of branches, mobilization of deposits and

advances made by these banks registered steady progress

throughout the past and they, in many respects ranked among



the better performed RRBs in the country. However. there

appeared to be some weak spots in their functioning. The

relatively low average amount of credit extended and the

shortfall in recovery may be mentioned in this connection.
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ANALYSIS OF SHORT TERM CREDIT

Data for thi s analysis were collected from sample bene

ficiaries of South Malabar Gramin Bank who took crop loans

during the period from 1st April 1984 to 31st March 1985.

Sixty borrowers and thirty non-borrowers were interviewed from

the area selected. The results obtained and the discussions

thereon are presented in this section under four sub-sections.

The general characteristics of the economy of the sample

borrowers in comparison with the sample non-borrowers is

explained in the first sub-section. Sub-section two is devo

ted to explain the results of analysis of the impact of the

crop loan on the cropping pattern. cropping intensity, cost

of cUltivation of major crops and farm income of the borrowers.

Results of the analysis of credit use is the sUbject matter

of discussion in the third sub-section and deals with aspects

of resource use efficiency in the sample farms. loan utiliza

tion. credit gap and loan refS yment status. The final sub

section gives a concluding note to this section.

1. General characteristics of the econgmy of sample farms

1.1. ~

Small and marginal farmers whose farm size did not

exceed 2 hectares. agricultural labOurers and tenant farmers

who did not own land were the eligible categories for crop

loan as per the eligibility criteria fixed by the South Malabar

Gramin Bank. The distribution of borrowers and non-borrowers
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according to different farm size groups is given in Table 5.1.

All the sample borrowers surveyed belonged to the eligible

groups.

Table 5.1. Distribution of borrowers and non-borrowers
according to different farm sizes

-------~----------~-------------------~------------------------

Number of Percentage Number of percentage
farms farms

Size groups
(hectares)

1

Borrowers

2 3

Non-borrowers

4

I. 0-004 3 5.00 2 6.66

II. 0.041-0.40 31 51.70 12 40.00

III. 0.41-1.00 18 30.00 14 46.66

IV. 1.01-2.00 8 13.30 2 6.61)
------_..--..---------_ •..._._---_..-...------------------ --------------

Pooled 60 100.00 30 100.00
...._-----_..-_._-----------_...........- ....- ..- ..----........._--------------------

The table reveals that farmers in categories II and III

who are marginal farmers were predominant in the sample of

borrowers accounting for 81.7 per cent. Another 13.33 per cent

belonged to the category of small farmers. This highlights

that, while as small man's bank the SMGB was trying to follow

the eligibility criteria fixed for the advancing loans, the

relatively small percentage in the Ist category which was pre-

dominantly agricultural labourers. indicates a weak spot in

their lending activity.

ings in Uttar Pradesh.

Garg et ale (1978) had similar find---

There has been very little difference between the borrowers
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and non-borrowers in the matter of ownership of land. Because

the sample of non-borrowers were selected from the list of

small and marginal farmers in the area. The average farm size

in different size groups under borrowers and non-borrowers is

given in Table 5.2.

Table 5.2. Average farm size among borrowers and non-borrowers

------------------~--~----~-~-~-----~------------------------

Size groups Borrowers
(AV. size 1n ha)

Non-borrowers
(AV. size in ha)

--------------------~~---~--~~-------------------------------~
1 2 3

------------~------~---------~-~~-----------------------------

I 0.033 0.036
II 0.238 0.265

III 0.673 0.755

IV 1.340 1.350

Pooled 0.500 0.520
---------------------------------------",-----------------------..

The average size of operational holdings as based on the

pooled data of the year 1984-85 was 0.50 hectare for the sample

borrowers and 0.52 hectare for the sample non-borrowers. This

indicates that there was very little difference between the

overall average size of farms among borrowers and non-borrowers.

1.2. Family size

It is the level of income which influences the borrowing

and repaying capacity of the borrowers and hence it can be

considered as the main determinant of indebtedness. But apart

from this factor, consumption spending which is a direct outcome



of the family size also considerably influences indebtedness.

For, the higher the consumption level the lower 3.s likely to

be the rate of repayment and higher the burden of debt. There

fore, the distribution of family size among various size groups

between borrowers and non-borrowers need to be specified.

Table 5.3 shows the average size of farm family in different

farm size groups among borrowers and non-borrowers in 1984-85.

Table 5.3. Average size of farm family in different size
groups among borrowers and non-borrowers

-------~----------------------~-------------------~------------

Size groups

Borrowers

Family siz~ ~and per
farm capita

(ha)

Non-borrowers

Family size/ Land per
farm capita

(ha)
------------------~--------------------------------------------

1 2 3 4 5

-------------------~-----------------*--------------------------

I 5.67 0.005 6.00 0.006
II 5.32 0.044 5.18 0.051

III 5.22 0.128 4.85 0.155
IV 5.62 0.238 5.00 0.270

pooled 5.35 0.093 5.06 0.102

----------------------------~~---------------------------------

It can be seen from the table that sample farms of the

two categories differed slightly in respect of their family

size on a per farm basis. The mean family size was 5.35 and 5.06

among borrowers and non-borrowers respectively on a per farm

basis. Though the average family size differed only slightly

between borrowers and non-borrowers, there was clear evidence

of wide dispersion in this regard among size groups of each
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category on land per capita basis. The average size of land

per capita among borrowers was 0.005 hectare in size group I,

0.044 hectare in size group II, 0.128 hectare in size group III

and 0.238 hectare in size group IV. The corresponding figures

for non-borrowers were 0.006 hectare for size group I, 0.051

hectare for size group II, 0.155 hectare for size group III

and 0.270 hectare for size group IV. This shows that the

larger the farms the larger was the land per capita. The land

per capita also indicates that there was slightly more land

per capita in the case of non-borrowers. The average land per

capita of borrowers was 0.093 hectare and for non-borrowers

it was 0.102 hectare.

1.3. Educational level

Education is considered to be an important determinant

of the progressive nature of the farmer as it is supposed to

affect his adoption of new innovations, his borrowing habit,

ability to make judicious and intelligent use of credit and

repayment of loans taken. It is often hypothesized that well

educated farnler is likely to be non-defaulter because he is

better aware of the pros and cons of default. Educational

level of all the members of each faIT~ly in the sample was

considered rather than the educational level of the head of

the family alone. Because in making important decisions a

family performs as a single unit.

The educational profile of sample farm families is given

in Table 5.4.
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Table 5.4. Educational profile of sample farm families in
1984-85 (percentages)

------------------~-~------~-------------~--------------------

Level of
education I

Size group

II III IV pooled

1 2 3 4 5 6

---------------------~-------------------------------~--------

Borrowers

Illiterate 23.6 21.1 15.1 17.7 19.2

Lower primary 5.8 20.6 11.7 8.8 15.5

upper primary 17.7 13.3 18.5 13.6 14.9

High School 52.9 32.7 43.6 31.1 36.7

Above H.S. level Nil 12.3 11.1 28.8 13.7

All 100 100 100 100 100

Non-borrowers

Illiterate 42.9 32.4 17.3 10.0 21.1

Lower primary 8.3 34.3 16.4 30.0 22.6

Upper primary 25.0 25.3 20.9 20.0 21.6

High School 16.8 13.5 30.9 40.0 24.6

Above M.S. level Nil 4.5 15.5 Nil 10.0

All 100 100 100 100 100

-------~--------~-----------~-~------~-----------------------

Table reveals that the percentage of literacy as well as

the percentage of higher education was slightly more among

borrowers. percentage of literacy was 80.8 per cent among the

borrowers and 78.9 per cent among the non-borrowers. More

than 50 per cent of the family members of the borrowers had

attained high school level and above education whereas the

corresponding percentage for the non-borrowers was 34.7 per

cent. The peroentage of illiteracy was falling with increase

in size group among both borrowers and non-borrowers. It is
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'obvious to note that none of the members among sample farm

families of lowest size group had attained college education.

1.4. Earners and DeP2ndents

A family consists of earners and dependents. The larger

is the number of dependents per earner the higher will be the

consumption spending relative to income which. on the other

hand will curtail the aVailability of funds to repay the loan

amount. Therefore such families will generally be reluct3.nt

to borrow. Table 5.:::reveals the distribution of earners and

dependents among borrowers and non-borrowers.

Table 5.5. Distribution of earners and dependents among sample
families during 1984-85

-------...,--------------...---_._------------'._-------~----------~~-- ...
Borrowers

Size
group No. of No. of

earners depen
dents

Depen
dency
ratio

Non-borro1~ers

No. of No. of
earners depen

dents

Depeil
dency
ratio

---------------------------------------------------------~~---

1 2 3 5 6 7

~-------------------------------------------------------------

I 2.33 3.33 1.42 2.00 4.00 2.00

II 2.06 3.25 1.58 1.58 4.00 2.53

III 2.16 3.05 1.41 2.98 4.92 1.65

IV 2.50 3.125 1.25 2.00 3.00 1.50

Pooled 2.16 3.18 1.47 2.33 4.30 1.84

------_...------------------- ...~...._----..------------------~--_ .._----
The distribution shows that the dependency ratio was higher

in all size groups among the non-borrowers. The dependency

ratio Was falling with larger size groups among both borrowers

and non-borrowers except in the case of size group II. The



0'3

mean dependency ratio among the borrowers was 1.47 and it was

1.84 in the case of non-borrowers. This means that each

earner among the non-borrowers had to maintain larger number

of dependents. The calculation of dependency ratio according

to farm size group reveals that there was an inverse rela

tionship between farm size and ratio of dependents irrespec

tive of the category of farmers. But the fann size group II

was an exception to this rule. This group showed the highest

dependency ratio among borrowers as well as non-borrowers.

The family members of this group were generally reluctant to

go in for ordinary farm casual labour unlike the lower size

group on the one hand and were not that much affluent to find

a non-farm job unlike larger size groups on the other. There

fore a certain percentage of the work force of family members

of this group were remaining jobless and hence as dependents.

This was the reason for the increased dependency ratio for

this group. Similarly, the non-borrowers were found generally

non-responsive to any new innovation, were not that much

dynamic unlike the members of the borrowers. Even members of

their family within workable age groups were not involved in

any productive employment, and hence there was more number of

dependents per earner.

1.5. Family income

Households rather than individuals were used as units of

measurement for two reasons. First, the household is the

frame of reference for consumption decisions. secondly, the



household acts as the economic unit on the production side

rather than individuals. Each household is the firm in the

production process. Morgan (1962) indicated that there is

little difference between distribution measures for the house

hold and the individual. Therefore. in the present study and in

further discussions a family is treated as one farm unit.

Chauhan ~~. (1972) referred to gross farm income as

the value at prevailing prices of marketed as well as retained

crop output and also the income from allied activities such

as dairy, goats and poultry.

In the present analysis net faDTI income was considered

as the difference between gross fana income in the above sense

and the oper~tional costs. Income from crops and allied farm

activities was added together to get the total income from farm

sources per annum. Income from salary/wages and similar other

sources accruing to the members of the fa~ly was added toge

ther to get the income from all non-farm sources per 3.nnum.

Total family income per annum is the sum of total incomes from

farm sources as well as non-farm sources.

The average fa~ly income per annum of the different size

groups were looked into for ascertaining the extent of farm

income in the total family income of the two cate90ries of

farmers viz. borrowers and non-borrowers. The fann and. non-farm

sourcewise family income of the different size groups of borro

wers and non-borrowers are given in Table 5.6.



Table 5.6. Sources of family income of borrowers and non
borrowers during 1984-85

---------------- ....._-------------_._------------------------------
Family income - average(Rs)

Size groups
Farm Non-farm Total

percentage
of farm
income to
total
income

--------------------~-~-~--~-~-----~----~-----~-----------
1 2 3 4 5

Borrowers

Size group I 2933.30 4755.60 7688.90 38.14

II 3050.60 2478.70 5529.30 55.47

III 4456.40 2002.70 6459.10 68.99

IV 7394.00 2937.50 10331. 50 71.56

Pooled 4045.70 2103.80 6149.50 65.75

Non-borrowers

Size group I 800.00 2183.50 4583.50 17.45

II 1946.80 2450.00 4396.80 44.27

III 4828.60 3685.70 8514.30 56.70

IV 5394.00 2500.00 7874.00 68.33

Pooled 3478.30 3065.00 6563.90 53.29

------------------------------~--------------------------------

As it appears from the table, the borrowers had a higher

proportion of farm income in their total family income com-

pared to the non-borrowers. The mean percentage of income from

farm source in the total family income was 65.75 per cent for

the borrowers and the corresponding percentage for the non-

borrowers was 53.29. Among both the borrowers as well as

non-borrowers, farm income was directly related to farm size

except for farm size group II. For size group I more than

50 per cent of their family income was from agricultural
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labour, and for this group the total family income was higher

than the second group_

1.6. Borrowings

Table 5.7 gives details of borrowing by the different

categories of borrowers during the year of our investigation.

Table 5.7. Details of borrowings

Total borrowings
(Rs)Land

holding
size
group

Per cent Average
to total per

------------ RRB ~rrower
From Other Total loan to (RRB loan)
RRBs sources sample (Rs )

Average
per hec
tare of
land hold
ing
(RRB loan)

----------------------------~~~~------~-~----------------------
1 2 3 4 5 6 7

-------------------------------~-------------------------------

I 2500.00 Nil 2500.00 2.12 833.33 25252.42
II 42270.00 Nil 42270.00 35.85 1363.55 5729.20

III 42650.00 Nil 42650.00 36.17 2369,,44 3520.11

IV 30500.00 Nil 30500.00 25.86 3812.50 2845.14

Total 117920.00 117920.00 100.00 1965.33 3930.66

A sUbstantial proportion of the loan amounts were received

by marginal farmers and the proportion received by agricultu

ral labourers who form the 1st category was insignificant. The

average amount per borrower increased with size of operational

holding. Though this can be considered quite unexceptional

because the loans were meant to finance seasonal agricultural

operations, considering the fact that these were the only

loans obtained by these borrowers from RRBs, the short term



lendings of the bank ought to be considered as biased against

agricultural labourers. This is in spite of the fact that

on the basis of unit area of land operated they have obtained

higher levels of financing. In this connection one has also

to bear in mind that almost the entire short term lendings

of the bank were for seasonal agricultural operations.

2. Impact of the crop loan

2.1. CroEping pattern

Venkataramanan and prahladhachar (1980) defined an. un

changing cropping pattern as a situation where the respective

areas under all crops bear the SClil1e proport.ion to thE: gross

cropped area over the years. The rate of growth in area under

individual crops differing significantly from the rate of

growth of gross cropped area vIas taken by thew ciS Gv"ldence

of change in cropping pattern. The above concept of cropping

pattern .is considered in this analysis also to study the

cropping pattern with regard to different size groups in the

study area and to see whether there is any significant diffe

rence between the cropping patterns followed by the borrowers

and non-borrm·,rers. Hith this background" the cropping pattern

followed in the study area can be explained as follov/s.

Paddy occupies the prominent role in the agricultural

economy of the study area. The first tV10 crops are r:Li.nfed

and the third crop is confined to bac],- water arsas. The ave

rage yield of paddy was higher than the state average in the
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study area. The area under paddy had been declining gradually

over the past several years.

Coconut is the most important commercial crop of the area.

The area under coconut has been increasing steadily due to the

introduction of governmental programmes like subsidy scrleme of

the Coconut Development Board for coconut new planting and also

due to handsome returns. productivity is higher in coastal

and midland regions and also under irrigated conditions. Those

Who apply fertilizers properly and are providing irrigation

facilities were realizing increased production.

Arecanut is an important cash crop of the area. The soil

is suitable for its cultivation. The crop is generally culti

vated as an intercrop in coconut gardens with mostly pepper

trained on them. Pepper is an important spice crop cultivated

in the area mainly grown in high and midland regions.

Banana is t.he major fruit crop of the area. The area

under this crop has been grOWing steadily over the years in

the area as it is the most paying seasonal crop.

The characteristic features of cropping pattern followed

by sample farmers among borrowers and non-borro\'lers can be

seen from Table 5.8.

The table reveals that there was very little difference

between the cropping patterns followed by borrowers and non

borrowers. Among size groups one notable aspect of cropping

pattern followed is the increase in number of plants of
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Table 5.8. Cropping pattern followed in the sample farms
during 1984-85

--------_._---------------.-----------------,..._--------------------
Area in hectares of paddy or number of pl ants

of other cropsSize groups _

Paddy
(ha)

Banana
(No. )

Coconut Arecanut
(No.) (No.)

Pepper
(No. )

1 2 3 4 5 6

Borrowers

I 366

II 0.06 100 16 25 25
III 0.23 175 25 160 160

IV 0.48 50 S9 150 150

Pooled 0.17 129 24 85 85

Non-borrowers

I 35 2 5

II 60 18 43 43
III 0.43 115 28 130 130

IV 0.65 50 44 180 180

pooled 0.49 73 23 84 85

--------------------------------------------------------------

commercial crops like coconut and pepper in the larger size

groups. Area under paddy was also larger for larger size

groups. The number of plants of banana cultivated by berre-

wers and non-borrowers showed considerable difference espe

cially among small size groups. The size group I among the

borrowers had cultivated on an average 366 banana plants and

that too on land leased in. Apart from the difference in

number of plants of banana CUltivated by the small size groups,



the impact of the SMGB crop loan on the cropping pattern

followed in the area could not be ascertained.

2.2. cropping intensity

Jhol and Kapur (1973) have defined cropping intensity

as the ratio of area cropped to the total cultivated area and

expressed as a percentage.

cropping intensity = __Ar;:;.,;;;;.e=a_c;:;.r;;;.o,;;;;,p~pe=d~ x 100
Total cultivated area

On the above basis cropping intensity of the sample farms

were calculated and the result is presented in Table 5.9.

Table 5.9. Cropping intensity of the sample farn1s during
1984-85

Size groups
Average
farm size

(hal

Area
cropped

(ha)

Cropping
intensity

('Yo)

--------------------------~--------------------------- --------
1 2 3 4

0.033 0.339 102.28

0.238 0.267 112.60

0.673 0.750 111.47

1.340 1.419 105.97

0.500 0.559 111.80

_______. . v·..·.• r --'4'Ic '_...-.,...,," __" c_~__ _~

Borrowers
I

II

III

IV

pooled

Non-borrowers

I

II

III

IV

Pooled

0.036

0.265

0.755

1.350

0.520

0.020

0.225

0.714

1.290

0.510

55.55

85.18

94.68

96.22

98.07

--------------------------------------------------------------
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As is evident from the table. all the size groups of

borrower farms had a higher crop intensity than the corres

ponding size groups of non-borrower farms during the refe

rence period. The cropping intensity of various groups of

borrower farms were 102.28 per cent. 112.60 per cent. 111.47

per cent and 105.97 per cent for size groups I. II. III and

IV respectively. Cropping intensities in the non-borrower

farms in the same order of size group were 95.55 per cent.

85.18 per cent. 94.68 per cent and 96.22 per cent. The high

cropping intensity of the borrower farms had been reported

by Rai ~~. (1975).

2.3. Cost of cultivation of major crops

Cost of cultivation can be considered as a pro~J for the

extent of input use in raising of crops. It is a measure of

current farm expenditure and includes cash expenditure as well

as non-cash expenditure. The cash component consists of paid

out costs met by the farmer for purchase of seeds. rn.anures and

fertilizers. plant protection chemicals. etc, charges incurred

for irrigation. livestock maintenance. hiring of machinerj and

animal labour and payments made to hired human labourers. Non

cash component is constituted by items like cost of family

labour. wages of owned bullock labour. value of owned seeds and

manures, etc. For these items costs are imputed costs at the

prevailing market rate. Manday units of eight hours per adult

is considered as one manday labour. Three women labour were

taken equivalent to one manday unit. This conversion is based
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on the prevailing wage rates of male and f~aale labourers in

the area i.e. Rs.30/- per day for male casual labourers and

Rs.10/- per day for female casual labourers. Family labour

was treated on par with casual labour for the purpose of

accounting labour costs.

A work unit of 4 hours per day is taken as one bullock

labour as per the convention followed in the area. prevail

ing hiring charges were taken as the cost of bullock labour

i.e. Rs.40 per day.

Similarly, the value of farm produced seeds and manures

were imputed at the prevailing market price.

The cost of cultivation per unit area for paddy and per

plant for other crops cultivated by the sample farmers is

given in Table 5.10. These costs cover all the variable costs.

The average cost of cultivation per hectare of paddy.

cost of cultivation per plant of coconut, banana. arecanut

and pepper were found to be high for the borrower group of

farmers. The average cost of cultivation of paddy per hectare

was Rs.3710 for the borrowers and was only Rs.3299.73 for the

non-borrowers. The increase in cost of cultivation of paddy

was 13.11 per cent for the borrowers. The average cost of

cultivation per plant of banana showed a remarkable difference

between the borrowers and non-borrowers. For the fonaer it

was Rs.11.60 per plant whereas it was only Rs.5.73 per plant

cultivated by the latter category. The increase was to t[~
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Table 5.10. Cost of cultivation of major crops during 1984-85

----------------------~--------------------------------------

Size group

Cost of cultivation of crop Rs/ha for
paddy and as/plant for other

crops

Paddy Banana Coconut Arecanut Pepper

------------------~------------------------------------------

Borrowers

I 9.40
II 4796.75 9.80 18.85 9.09 1.52

III 3767.00 12.20 20.90 9.38 1.81

IV 3732.75 14.80 18.40 9.40 1.86

Pooled 3710.00 11.60 19.50 9.29 1.57

Non-borrowers

I 4.46
II 7.98 16.98 8.60 1.26

III 3822.25 4.80 16.30 8.90 1.28
IV 2473.12 5.62 18.45 9.40 1.60

Pooled 3279.73 5.73 15.60 8.22 1.10

--------------------------------------------------------------

tune of 100.24 per cent. In other words the borrowers spent

almost double the cost for cultivation of a banana plant than

the non-borrowers. The cost of cultivation per plant of

coconut. arecanut, and pepper were also higher for the borro-

wer category than the non-borrowers. but the magnitude was

not as much high as in the case of cost of cultivation of

banana. The increase in cost of cultivation per plant of

coconut. arecanut and pepper for the borrowers were 24.83 per

cent. 13.01 per cent and 43.27 per cent respectively.
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2.4. Cropwise returns

Cropwise returns per hectare of the cultivated crops

were worked out for each category of borrowers as well as

non-borrowers. The details are given in Table 5.11.

Table 5.11. Cropwise net returns from major crops during
1984-85

------------------_._..---_...__......_-----------_..------------------

Categor"'.f

Cropwise net returns in Rs/ha for paddy
and Rs/plant for other crops

Paddy Banana Coconut Arecanut Pepper
--------------------------------------------------------------

1 2 3 4 5 6

------------------~-~----------~-----------------------------~

Borrowers

I 26.2

II 1458.7 26.7 96.88 12.12 3.65

III 1658.5 28.3 99.12 14.16 4.12
IV 1859.1 34.9 92.16 12.61 4.01

Pooled 1577.99 28.24 96.92 14.95 3.82

Non-borrowers

I 9.12

II 11.96 78.67 11.77 3.41
III 811.0 10.75 86.085 12.14 4.09

IV 318.0 11.16 99.33 11.78 3.33
Pooled 463.61 11.34 83.90 11.56 3.61

---~------------------------------------------------*----------

For all the crops borrowers obtained greater returns than

non-borrowers and in some cases the difference was quite sub-

stantial. Thus, it is evident. that. short term loans have

helped the borrowers to augment their farm incomes.
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2.5. Input use

Input use lJer hectare of area cultivated was analysed

in terms of fertilizer nutrients. Table 5.12 gives relevant

details.

Table 5.1). Extent of fertilizer nutrients used by borrowers
vis-a-vis non-borrowers in 1984-85

Non-borrowers (kg/ha)
Size
groups

N

Borrowers (kg/ha)

Total N Total

1 2 3 4 5 6 7 8 9

I 22.64 11.16 18.36 52.16 10.12 9.60 8.40 28.12

II 20.12 11.04 13.91 45.07 16.73 6.85 7.14 30.72

III 24.05 12.90 29.10 56.05 19.65 12.87 12.34 45.86

IV 24.61 13.08 22.12 59.81 20.78 9.48 16.17 46.42

----------------------------------------------------------------
Pooled 22.02 11.87 16.79 50.68 17.81 9.14 10.27 37.22

-----------------------------------------~----------------------

It is evident fram the table that there was considerable

difference in input use in terms of fertilizer nutrients bet-

ween the borrowers and non-borrowers during 1984-1985. The

borrowers had on an average used fertilizer nutrients to the

tune of 36.16 per cent more than the non-borrowers. This diffe-

renee in input use was more remarkable in the case of smaller

size groups. It is evident from the table that availability

of crop loan has helped the borrowers to increase the use of

fertilizers as compared to non-borrowers.
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2.6. Labour use

Human labour is the expensive resource in the operation

of a farm. Usually the labour requirement in addition to

family labour is met by hiring casual labourers. Though the

total labour use in a farm is related to the size of the farm.

it actually depends on the cUltivation operations undertaken

in the farm during a particular period.

In the present analysis the total labour used for the day

to day operations in the farm was taken and the total labour

used was worked out for the year under reference. For uni

formity of expression female labour was converted into Manday

units and the total labour use in one year was arrived in

terms of 8 hours' manday units. Table 5.13 shows the varia

tion in total labour use among different farm size groups and

the split up oft total labour use into family labour and hired

labour.

The table shows that there existed some differences with

regard to total labour use per year, both on a per farm and

per hectare basis between the sample farmers of borrowers and

non-borrower groups. Total labour use per farm and per hectare

were high for the farmers of the borrower group. With regard

to variation among size groups, the table reveals that the pro

portion of family labour was higher in smaller farms compared

to the larger ones. This was true for both borrowers as well

as non-borrowers.
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Table 5.13. Average labour use per farm and per hectare in
different farm size groups during 1984-85

Labour use (Mandays)

Labour use
per

hectare

Total
labour
per farm

Family la- Hired la
bour use bour use
per farm per farm

percentage
--------------------- of family

labour to
total

Category

1 2 3 4 5 6

Borrowers

I 14.65 12.35 27.00 158.82 54.25

II 9.25 11.92 21.20 89.07 43.77

III 11.69 25.71 40.40 60.02 28.93

IV 1.00 71.30 72.30 53.95 1.38

pooled 9.14 24.89 34.03 65.69 26.85

Non-borrowers

I 8.85 8.00 16.85 94.11 49.57

II 4.15 7.43 11.58 43.69 35.83

III 7.15 39.54 46.69 61.84 15.31

IV 0.00 37.95 37.95 28.10 0.00

pooled 6.92 23.22 30.14 53.02 22.95

-------------------~-----~------------------------~-~--~-,--~---

The above analysis make it clear that \V'here the small

farms would be using less of hired labour for their fana opera-

tions, the larger size groups would be depending more on hired

labour for their farms. Intensity of labour use was very high

in small size groups as compared to larger size groups. o~ a

per hectare basis the borrowers used 23.89 per cent more

1 abour for their farm operations in an year than the nO.r1-

borrowers. Thus. credit has helped to provide greater employ-

ment opportunities on borrower farms.
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2.7. Farm income

The analysis of farm income WaS done with a view to see

whether there is any difference between the farm income rea

lized by the borrower vis-a-vis non-borrower of the same farm

size group. It would also highlight the relation between farm

size and farm income. The net farm income from all farm

sources of the sample farmers were collected, the relevant

details are given in Table 5.14.

Table 5.14. Average farm income of sample farmers during
1984-85

-------------------~------------------------------------------

Size groups
Farm income/farm

(Rs)

Borrowers Non-borro
wers

Farm income/ha
eRs)

Borrowers Non-borro
wers

-------~-------------------~~------------~--------------------
1 2 3 4 5

I 2933.30 800.00 22222.22 16781.10

II 3050.60 1946.80 12817.64 7346.42

III 4456.40 3828.60 6621.69 5070.99

IV 7394.00 5394.00 5517.90 3995.55

Pooled 4045.70 2913.62 8091.40 5603.10

-----------------------------~--~-----------------------------

As it appears from the table, in all size groups the farm

income on a per farm basis and a per hectare basis was high in

the case of borrower category of farmers. On an average, the

per hectare farm income was Rs.8091.40 for the borrowers and

Rs. 5603.11) for the non-borrowers. The average farm income per

holding for a borrower farmer was Rs.4045.70 and for a non-

borrower farmer it was only Rs.2913.62. The average farm income



per f arm of the borrowers was higher than the average farm

incane per farm per year of the non-borrowers by 38.85 per

cent. This increase in farm income of borrower farmers is

attributable to the returns for their increased input use and

increased labour use per unit area of the farm achieved with

the help of crop loan from SMGB.

3. Analysis of credit use

productive use of loan may be defined as the use of cre

dit exclusively for the purpose for which it is borrowed. The

use of credit in part or full for any other desirable or un

desirable purpose has to be visualised as diversion of credit

or misut1lization of credit. To assess the extent of diversion

of credit and productivity of credit used, certain aspects such

as average amount of credit advanced for each purpose~ its pro

ductivity on different farm sizes, credit utilization, credit

gap etc. were looked into and the results are given below.

3.1. Purposewise distribution of crop loans

Crop loans were issued to meet current farm expenses like

purchase of seeds, manures and fertilizers, plant protection

chemicals, paYment for hired human and animal labour etc.

including the harvesting and processing of the produce. The

loans are to be repaid when the harvest of the crop for which

loan is taken is over and the maximum period allowed for repay

ment is upto one year. The interest rate charged for these

loans is 10.5 per cent per annum. Paddy, banana and coconut
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were the crops for which loans were issued to sample borrowers.

Table 5.15.shows the cropwise distribution of loans taken by

sample farmers during 1984-85.

Table 5.15. Average amo~t of crop loan distributed cropwise
by the SMGB during 1984-85

Size groups
Average amount of loan (Rs) Total

Coconut Paddy Banana

----~~--------~------------------------------------------------
1 2 3 4 5

I 833.33 833.33
(3 ) )3)

II 1645.41 965.60 1264.28 1363.54
(12) (5 ) (18) (31)

III 3414.28 500.00 1825.00 2369.44
( 7) (1 ) (10) (18)

IV 4500.00 2500.00 3750.00 3812.50
(4) (2) (2 ) (8)

Pooled 2680.21 1290.63 1584.48 1965.32
(23) (8) (29) (60)

--------------------------------~------------------------------

(Figures in parenthesis indicate the number of borrowers in
the sample)

The cropwise distribution of crop loans shows that the

crop banana got the maximum nwnber of loans, but the average

amount of loan issued was maximum for coconut. Of the sample

borrowers 48.33 per cent took loans for the crop banana,

38.33 per cent for coconut and the rest for paddy. In terms

of amount the highest was for coconut, followed by banana and

paddy. Thus, in spite of the fact that paddy area is the
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highest. borrowings for paddy cultivation was the least. This

was because often relatively low net returns from paddy culti

vation. The average amount of loan taken for coconut. banana

and paddy were Rs.2680.21. Rs.1584.48 and Rs.1290.63 respec

tively. The average amount of crop loan taken by an indivi

dual borrower was Rs.1965.32 during 1984-85. As noted earlier

the amount advanced as loan was found to have a direct relation

ship with farra size. The borrowers of group I were tenant

farmers cultivating only banana on land taken for rent. It is

also worth noting from the table that as the size groups become

larger and larger, the loans for raising commercial crop like

coconut was increasing.

3.2. Resource use efficiency

Resource use efficiency is examined through the technique

of linear programming.. Linear programming is a planning tech

nique that is often helpful in decisions requ~ring a choice

among a large number of alternatives. The progrillW.ung proce

dure is designed to speci:E-,f the farm plan \tJ'hich will yield

maximum in::omc; given the restraints, prices and yields an-ci

cipated.

Here the attempt is to arrive at optimum crop combina

tions in the sample fanns of borrowers as well as non-h:Jrrowers

and to cornpare those optimal plans with the existing crop mix ..

'rhe linear programming model used was of the following form.



AX<B
X~O

z == exMaximise

subject to

and

where X =

e =
A =

level of activity

net income per unit of activity

input per unit of activity (input coefficient)

B = input availability

Five crops dominated in the cropping pattern followed

in the area and these alone were considered in the farm plan.

Paddy, coconut, banana, arecanut and pepper were the crops.

The crop pepper was raised as an intercrop in arecanut gar-

dens, mostly trained on the arecanut palms. Therefore this

crop was not at all competing for the extremely limited

resource, the land. Therefore, arecanut plus pepper was con-

sidered as a single enterprise as was done by Jayachandran

(1985).

Singh (1971) has stated that in agriCUlture the main

resource constraints may be "different qualities of land, sea-

sonal labour supply, animal and mechanical power, fertilizers

and chemicals, finance, behavioural constraints such as con-

sumption goal. flexibility and adoption constraints and tech-

nological constraints". After examining the resource position

of each group of farms in which programming was tried. land.

labour and capital were identified as the major constraints.

3.2.1. Land
~

Both wet land and garden land were identified as separate

constraints, because in the study area it was practically
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difficult tc use the wet land area for crops other than paddy.

The constraints were put as follows: .

1) Area under paddy< wet land area

2) Area under coconut + banana + arecanut +

pepper < Garden land area.

3.2.2. La:bour

As the cost of labour was included in the capital require

ments of each unit of activity and as the availability of

labour was not a constraint in the study area. labour as such

in respect of magnitude was not considered as a constraint.

3.2.3. Capital

The average amount of working capital utilized on the

sample farms of each size group during the year under refe

rence was taken as the restriction level.

3.2.4. production coefficients

production coefficients are always stated in terms of

the amount of input required per unit of an activity. These

are otherwise termed as input coefficients. ~sai (1963)

suggested that the best estimate of input coefficients would

be the average of input use obtained over the samples in a

category. On similar lines. in the present study the input

coefficients were calculated by taking the average of a re

source used for each activity in each size group and computing

the quantity per unit of activity.
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3.2.5. Net margins

For calculating the net margins. first total variable

costs for one activity on each farm was deducted from the

total returns from it on the respective farm to get the net

returns. The net returns for the activity in each farm in a

size group and the corresponding area were separately added

up and from this, the average net return per unit of activity

was worked out. In the case of I~rennial crops the net mar

gins per unit of activity was arrived at by calculating the

average annual net present worth.

Optimal crop combinations were worked out for three farm

size groups viz. 0.04 ha to 0.4 ha, 0.4 ha to 1 ha and above

1 ha group. both among borrowers as well as non-borrowers. The

three groups of non-borrowers were assumed to have borrowed a

quantum of money equal to the average amount of borrowing by

the corresponding group of borrowers and the optimal plans

were re-worked. Similarly optimal plans were also re-worked

for the borrowers by increasing their capital availability

25 per cent and 50 per cent levels. The results obtoined are

presented size groupwise in the following tables.

From the tables it can be seen that the net margins of

the optimal plans rise uniformly higher in all the size groups

of borrowers as well as non-borrowers. In the size group I,

the net margin of the borrowers increased from Rs.3050 to

Rs.4395 (44.0~per cent) in the optimal plan. By mere reallo

cation of the existing resources, non-borrowers in Group I



Table 5.16. EXisting and optimum crop mix for size group

0.04 to 0.4 ha (average garden land 0.21 ha)

--------------------~-~---~------------~------------~-----~--

Area in hectares of paddy or number of
plants of other crops

Items
Existing Optimal

plan plan
Optimal

plan with
25% in
crease in
capital

Optimal plan
with 50% in
crease in
capital

1

Borrowers

Paddy (ha)

Coconut (No.)

Banana (No.)

Arecanut +
Pepper (NO.)

Net margin (Rs)

2

0.06

16

100

25

3050

3

28

125

4395
(44.09)

4

22

200

4730
(55.08)

5

19

250

5066
(66.09)

Non-borrowers

Coconut (No.)

Banana (No.)

Arecanut +
pepper (No.)

18

60

43

21

100

(optimal plan
with borrowing)

7

300

-------------------------------~------------------------------

Net margin (Rs) 2746 2896
(5.46)

4193
(52.69)

Figures in parenthesis are percentage change over
existing plan
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Table 5.17. Existing and opt.imwn crop mix for size group
0.4-1 ha (average garden land 0.52 hal

--.-----_...-------.-~--_ ...~---_-._--_ ..........-_.._----....------,..---------

Items

Area in hectares of paddy or number
of plants of other crops

Existing
plan

Optimal
plan

Optimal
plan with

25% increase
in capital

Opt.imal
plan with
50% increase
in capital

---------------------------------------~-----------------------
1 2 3 4 5

Borrowers

Paddy (ha) 0.23

Coconut (No.) 25 68 59 52
Banana (No.) 175 325 450 550

Arecanut + 160pepper (No.)

--------------------------~--~-----------~-----~---------------

Net margin (Ra) 4956 10513
(112.12)

11095
(123.87)

11667
(135.41)

----------------~----------------------------------------------

Non-borrowers

Paddy (ha)

Coconut (No.)

Banana (No.)

Arecanut +
Pepper (No.)

0.43

28

115

130

30

725

(Optimal plan
with borrowing)

0.21

1150

-----------------~--------------------~~------------------------
Net margin(Rs) 4828 10359

(113.85)
12586

(160.68)

-----------------------------~---------------------------------
Figures in parenthesis are percentage change over
existing plan
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Table 5.18. Existing and optimum crop mix for size group
above 1 ha

--------------------------~-----------------------------------

Items

Area in hectares of paddy or number of
plants of other crops

Existing Optimal
plan plan

Optimal Optimal
plan with plan with

25% increase50% increase
in c apt tal in capital

-----------------------------~---------------------------------
1

Borrowers

Paddy (ha)

Coconut (No.)

Banana (No.)

Arecanut +
pepper (No.)

Net margin (Rs)

Non-borrowers

Paddy (ha)

Coconut (No.)

Banana (No.)

Arecanut +
pepper (No.)

Net margin (Rs)

2

0.48

59

50

150

1394

0.65

44

50

180

5394

3

0.26

231

23223
(214.07)

84

550

14757
(173.58)

4

0.48

222

65

23829
(222.27)

(Optimal plan
with borrowing)

21

1450

18287
(239.02)

5

0.48

200

220

24361
(229.41)

Figures in parenthesis are percentage change over
existing plan
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could improve. their net margin only by 5.46 per cent. But

assuming they can borrow an amount of money as much as the

borrowers in this group could borrow. the optimal plan worked

out showed a remarkable improvement of the net margin, by

52.63 per cent more than the existing plan.

In the size group II the borrowers were able to increase

their net margin from Rs.4956 to Rs.I0513 (112.12 per cent) by

reallocation of the existing resources. The net margin of the

non-borrowers increased by 113.85 per cent in the optimal plan.

With borrowing, the rise in net margin was 160.68 per cent

over the existing plan.

In the largest size group (above 1 hal analysed, the net

margin of the optimal plan showed a rise by 214.07 per cent

i.e. from Rs.7394 to Rs.23223 by just reallocating the existing

resources. Non-borrowers of this group are also able to in

crease their net margin from Rs.5594 to Rs.14757 (173.58 per

cent) by reallocation of the existing resources. With borrow

ing the net margin of the optimal plan increased by 239.02 per

cent over the existing plan.

3.2.6. Utilization of resources

The resources that were left unutilized in the optimal

plans of the different size group of borrowers and non-borrowers

are given in Table 5.19.



Table 5.19. Resources not utilized in the optimal plans

Resources
Categories

1

Wet land
(ha)

2

Garden land
(ha)

3

Capital
(Rs)

4

--~----_~_-------------------------- .-~-----------------------

Borrowers

Size group 0.04-0.4 ha 0.06 0 0
(0.06)

Size group 0.4-1 ha 0.23 0 0
(0.23)

Size group above 1m 0.22 0 0
(0.48)

Non-borrowers

Size group 0.04-0.4 ha 0 0

Size group 0.4-1 ha 0.43 0 0
(0.43)

Above 1 ha 0.65 0 0
(O.6S)

-----------------~------~--_~-----~_--------------~------------

Figures in parenthesis are available ,'let land for that size
group

Land-
From the table it is seen that all the groups of borrowers

and non-borrowers garden land was completely utilized while wet

land was almost left unutilized except in the case of size group

III of the borrowers. In their group also only 45.8 per cent

of the wet land area has been utilized. One point note-worthy

here is that in all the. improved plans while the area under

paddy was nil or lower the number of plants of plants of banana

and coconut was increasing. In other words. resources other than

land got allocated to other more remunerative crops like banana

and coconut. Paddy land was left fallow in all of the improved
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plans. In the present analysis. had the land restriction not

put separately as wet and garden land and had the land res

triction put as a single unit. the paddy area also nught have

got alloted to more remunerative crop of banana or coconut in

the ~iwroved plans. However. since the wet land is specific

to paddy crop. it is not possible to raise other crops on such

land 'I,Jithout additional investment. Net margins wor};,:ed out at

increa.sed cor,dtal levels suggest that it is worth using more

capital. Tl"'.1s is true of all the size groups oE oorrQl,oJers and

non-borrm'llers. It is not wise to think that the entire increase

in c ap.i.tal use should be !fIet by borrowing because. for the

larger s.ize groups it will be possible to plough back a part

of their net margin into the farm production to cause further

iillprovements. But for smaller size group of 0.04 ha to 1 ha.

the net margin at optimal plan is only Rs.4395 and may not have

enough own funds to improve their farm plan further.

Capital. including borrowed funds. was also fully utilized

in 3.11 the optimum plans. It appeared that cu';;it2'.l constraint

was t.he reason for the non-utilization or under-uttlJ.zation of

wet land. It l,vas therefore decided t.O :cel<:~ase thE': capital

constraint by assuring 25% increase in borrowing. The results

of this increase can be seen from Tables. Here also there \'las

very little improvement in the utilizat.ion of wet land. This

plan showed increases in income which was 55% over the existing

plan for the first group, 112 per cent for the second group

and 222 per cent for the third group. However. even under this
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plan paddy land was unutilized except in the largest size

group. In view of this, capital constraint w~s further

released to allow for 50% increase in capital use from the

existing level. Here again though there was possibility of

further increase in net increases, wet land remained unutilized

in all but the largest size group.

Labour

In the analysis it was assumed that labour was available

as per requirement. Assuming such an unlimited availability

of labour, the increase in labour requirement at the improved

plans were worked out and the results are given in Table 5.20.

Table 5.20. Labour use in man days per year at improved plans

Size groups
Existing
plan

Optimal
plan

Optimal
plan with
25% in
crease in
capital

Optimal
plan with
50% increase
in capital

----------------~---------------,._--------------------------------
1 2 3 4 5

-----------------------~----------------------------------------
Borrowers

0.04 lla-0.4 ha

0.4 ha-1 ha

Above 1 ha

21.26

40.40

72.73

15.57 21.51
(1.17)

37.05 46.10
(14.1)

60.76 73.48
(1.63)

25.47
(18.80)

53.34
(92.02)

74.44
(2.29)

63.54
(36.08)

56.21
(48.11)

Non-borrowers

0.04 ha-0.4 ha

0.4-1 ha

Above 1 ha

11.58

46.69

37.95

(optimal plan
with borrmdng)

9.82 21.11
(82.29)

104.50
( 123.8D)

114.63
(202.05)

-----------------------------------------------------------------
Figures in parenthesis are percentage change over existing plan
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In the optimal plans worked out with the existing resources 3

labour requirement was within the used limits in the existing

plan. Except in the two large size groups of non-borrowers,

all group of farmers required less labour in the optimal plan

than the existing labour use. But with an assumed increase in

capital by 25 per cent. the labour use increased by 1.17 per

cent, 14.1 per cent and 1.63 per cent respectively in the size

group I, II and III of the borrowers. When the capital was

increased by 50 per cent the labour use increased correspondingly

by 19.80 per cent. 32.02 per cent and 2.29 per cent. The in

crease in labour use was more remarkable in the case of optimal

plans at non-borrowers. In the optimal plans with borrowing

of the non-borrowers labour use increased from 11.58 ~andays to

21.11 mandays (82.29 per cent) for size group 0.04 ha-0.4 ha

group, from 46.69 mandays to 104.50 mandays (123.80 per cent)

for size group 0.4 ha to 1 ha and from 37.95 mandays to 114.63

mandays (202.05 per cent) for size group above 1 ha. In a state

like ours where the industrial labour opportunities are scarce

and where lot of unemployment and underemploYment exist crea

tion of more labour days of employment in the agricultural

sectors as a part of improving the farm plan with the help of

credit is very desirable.

The above discussions show that with proper farm planninq

it is possible to increase the net income of borrowers with the

existing level of credit. It is also possible to increase the

net income of borrowers if they are willing and able to borrow.
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With additional capital, over and above the existing level of

borrowing by borrowers also, there is scope for increasing

incomes further. Though this exercise was not repeated for non

borrowers, it stands to reason that the result would ll€ similar.

It has also been shown that with increase of credit/capital

employment opportunities would increase considerably. All these

indicate the potentialities of pumping in additional capital

into the farming operations of small farmers in the study area,

which the RRBs are doing, but the entire potentials of which

do not appear to be realized for want of appropriate farm

planning.

3.3. Pattern of utilization of crop loans

Borrowing is reported to be productive and non-productive

depending upon the nature of its utilization for different pur

poses. The utilization can be full, partial or non-utilization

as the amount out of the loan is used fully, partially or

nil for the purpose for which loan was taken. The total and

average amount of loan taken by the sample borrowers on diffe

rent size groups and its utilization stat s are displayed in

Table 5.21.

The analysis of utilization pattern of the loans reveals

that 54.75 per cent of the amount advanced has been utilized

fUlly for the purpose for which advanced. On an average, of

the total amount advanced 14.71 per cent was completely un

utilized, 11.66 per cent partially utilized and 14.71 per cent

partially unutilized.
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Table 5.21. Distribution of utilization status of loan among
different size of farm (amount in Rs)

------------------~~------~---------------------------------------

Size group
Total
amount
of loan

Average Amount Amount Amount
amount of loan of loan of loan
of loan fUlly par- fUlly

utilized tially unuti
utilized lized

Amount
of loan
partially
unutilized

--------------------~---------------------------------------------~1 2 3 4 5 6 7

--------------------------~--~------------------------------------

I 2500.00 833.33 2500.00

II 42270.00 1363.54 29270.00 2500.00 7000.00 3500.00
(69.24) (5.91) (16.56) (8.28)

III 42650.00 2369.44 25800.00 4500.00 2850.00 4500.00
(60.4) (10.55) (18.40) ( 10.55)

IV 30500.00 3812.50 7000.00 6750.00 7500.00 9250.00
(22.95) (22.17) (24.59) ( 30.32)

Pooled 117920.00 1965.33 64750.00 13750.00 17350.00 17250.00
(54.75) (11.66) (14.71) (14.63)

----------------------------~--------------------------------------
(Figures in parenthesis shows corresponding percentages to total)

It is interesting to note that the lrlghest level of full

utilization of loan was noted among smaller size groups, the uti-

lization rate getting lowered with larger and larger size groups.

It was as low as 22.95 per cent in the highest land holding cate-

gory. It shows that while some borrowers utilized the entire

loan amount for raising crops, some others used the entire amount

for other purposes and still others partly used the loan amount for

agricultural operations and partly for other purposes. The actual

purposes f~r Which the loan amounts were used include the follow-

ing. Apparently in spite of the special features of the bank like

local staff and local feel, monitoring of utilization of loans is

inadequate.
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3.4. Credit gap

To ascertain the extent to which the RRB finance have been

able to fulfil the credit requirements of the beneficiaries 6 the

average credit requirement of the target groups/beneficiaries

had to be worked out. In this analysis of short term 10ans 6

therefore 6 the credit requirement of each size group of borro-

wers was calculated. For this, the cash expenditure that have

to be met for running the farm crop enterprises by following an

average management package of practices was worked out. From

this 6 the own funds of the farmer that can be ploughed into

farming in an year was subtracted. The difference would give the

credit requirement of the farmemunder each size group on an

average. The average credit requirement, the credit supplied

and credit gap for different size group of borrowers is displayed

in Table 5.22.

Table 5.22. Credit requirement vis-a-vis credit supplied by SMGB

Size
groups

Cultiva
tion ex
penses per
year to
follow 8
certain
pac:kage

Own
funds
availa
ble for
CUltiva
tion

Credit Credit Credit
require-supplied gap
ment by SMGB

% of credit
requirement
met by SMGB

1 2 3 4 5 6 7

--------------------------_._----~---------------------------------

I 3600.00 700.00 2900.00 833.33 2066.67 28.73

II 3000.00 580.00 2420.00 1363.53 1056.47 56.34
III 5100.00 1170.00 3930.00 2369.42 1560.58 60.29

IV 5500.00 2060.00 3440.00 3812.50 372.50 110.82

Pooled 3990.00 960.00 3030.00 1965.32 1064.68 64.86

~---------------------------------~--------------------------------
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It is obvious from the table that the SMG:eettrd meet

only a part of the cred!t requirement of the borrowers in

general. None of the borrowers interviewed had gone for other

sources credit than the SMGB during the reference period. On

the average the SMGB could meet 64.86 per cent of the credit

requirements of the borrowers. The average cultivation expen-

ses worked ..."as Rs. 3990 .00 per year and the own funds averaged

per borrower was only Rs.960 per year for use in the farm.

Therefore the credit requirement was Rs.3030 per year per

borrower and the credit supplied during the year by SMGB 'das

Rs.1965 per borrower. The credit gap per borrower averaged

to Rs.1064.67 per year.

There was found to be variation in credit requirement

between the different size groups. Iiowever, credit requirement

did not show any relationship to size of holding partly on

account of the difference in own funds and partly on account

of the difference in crops raised. An inverse relationship

1s observed between size of holding and credit gap and a direc-

tion relationship between land holding and percentage of credit

met by SHGB. The very low percentage of credit met by SMGB in

the 1st category was due to the fact that this category of

cultivators leased in land (mainly for banana cultivation) but

the amount lent to them was on the basis of their own land.

On the contrary, for the size group II though the requirement

was only Rs.2420 per borrower, the bank could finance upto

Rs.1363.53 per borrower as they owned a slightly larger area
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of land than the group I. The percentage of credit require

ment met by the SMGB for this group was 56.34. The bank

advanced 60.29 per cent of the credit needs of the size group

III and for the size group IV the bank advCllced more than the

requirement. As against a credit requirement of Rs.3440.00 per

borrower of the size group IV, they managed to get Rs. 3812 .00

per borrower as loan and the percentage of credit requirement

met by the bank in this case worked to 110.82 per cent. This

seems to be the consequence of a uniform scale of financing

adopted by the banl<:: on the basis of own land and its cropping

pattern, without taking into account the extent of farmer's

own funds that may be used for meeting cultivation expenses.

Needless to say, if lending wason the basis of f~rm planning

and cash flow budgetting, some of the shortcomings noticed

arJOve could have been avoided.

3.5. aepayment status

Having analysed the purposewise borrowing of the crop

loans, pattern of its utilization and the disparity between

requirement and the supply among different size groups of

borrowers now the repayment status can be examined.

The relevant details with regard to outstandings and over

dues of the loan taken by the sa.'TI.ple borrOt'lers is g1ven in

Table 5.23.

The table shows that on an average 35.24 per cent of the

total short term loans advanced to the sample beneficiaries

were repaid in time. Only part of the outstandings were due
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Table 5.23. Outstandings and overdues of crop loan as on
30-6-1985

-------------------------------------------------,-------------
Size group Amount

advanced
Amount Amount Amount
repaid outstanding overdue
in time

-------------------------------------------------------~-------
1 2 3 4 5

I 2500.00 1750.00 750.00
(100.00) (70.00) (30.00)

II 42270.00 16450.00 25820.00 1500.00
(100.00) (38.91) (61.09) (3.54)

III 42650.00 15650.00 27000.00 4500.00
(100.00) (36.69) (63.31) (10.55)

IV 30500.00 7700.00 22800.00 2900.00
(100.00) (25.25) (74.75) (12.78)

Pooled 117920.00 41550.00 76370.00 8900.00
(100.00) (35.24) (64.76) (7.55)

-~------------------------~-----------------------------------

(Figures in !Brenthesis are percentages to total)
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for repayment. Overdue was comparatively low, only to the

tune of 7.55 per cent. The repayment status, as with all

other aspects, showed significant variation between different

size groups. Seventy per cent of the total amount taken by

the smallest size group had been repaid in time, while the

respective percentages repaid in time by size groups II, III

and IV "j"e.ce 38.91 per cent, 36.69 pGr cent a'1.d 25.25:'31:' cent

respectively. Hhereas the proportion of the 'total loan amount

repaid in ti~e was decreasing with size groups, the proportion

of amount outst.3Xlding as ""ell a.s the propoT.t.ion of overdue

increaGed ~Jitil size g·roups. Overdue ','!as nil for the 8i ze

group Is 3.54 per cent of the tote.l amount for the size qroup

II, 10.55 per cent for group III ~nd 12.78 per cent fer the

size grou.p IV. Thus percentage of overdues increased wit.h

size of holding.

In this context of increased ove:cdues for larger size

groups. the Qver£inancing noticed 1.;)1. la:cg-cst -;,.coup as \..1-1..s

cussed earlier.merit special attention. For 2::1]' fix.anci:<lg

institution the repayment is a factor th2J.t [-.2.st;:) 1:::JG2(ed

into while advancing a loan. It is often hypotI1e[::J.:;ed that

the larger farmers will be able to re:/ay 1"l?,"orr:?t.ly. T+. "is under

this hypothesi. s and also as a me.3.Sure of reduci:1,=r t,>:) risJ<s

involved that the bank ma."1agers are more liber21 'c::.:)W'c:;.r·:.'ls larger

farmers in lend.ing. It is the rei.':.son rOT.' the '.lnier,-fin"lncing

for the really needy po<:>r 2.'1['1 over·.f.i.nancing f:>r t'1E lef3:3 needy

farmers seen in the conto::!x-t:. af credit g2.p (:'~Gc:U':sed sE'::cl.ier.
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But as is observed from the repayment status it is the larger

farmers who are not prompt in repayment and any default on

their part is likely to be deliberate and willful. Therefore,

tr~ SMGB need follow the concept of production oriented credit

than the concept of security oriented credit with a little

more consideration towards the poorer of t.ne poor sections.

3.6. Reasons for not borrowing

The control group of non-borrowers were asked why they

have not borrO\,cd from the SMGB, while these banks were pro-

viding such facilities to help those people who usually have

only less access to other institutions like cO~uercial ~ks

or co-operative societies. All the members of the suinple res-

ponded sUfficiently to this question. The reasons cited with

the corresponding percentages of respondents are set out in

the table 5.24.

Table 5.24. Reasons for not borrowing

-----~--~~--~.~-----------~--------~~--~~~~~-~.__ .~-~~-~-~~~~~---~----

Reasons cited Percentage of respondents

~----------------------------~---------------_.~~---~~~---------

1. Reluctance to involve in
bank procedures

2. Ignorance about SHGB finance
tenns

3. Loan was not necessary

4. Other non-repaid loans

5. Fear of inability to repay if
crop failure occurs

36.67

30.00

13.33

10.00

10.00

100.00
========

~---~------~- .._----~----------------~--~-~--------~~--~--------



106

Major one among the reasons cited was the reluctance of

the farmers to involve in the bank procedures. Ignorance about

the SMGB finance terms was the second major reason cited. Non

necessity of the loans. other non-repaid loans and the fear of

inability to repay the loan were the other reasons cited for

not borrowing. This group of farmers w·as generally less adop

tive. rigid in nature and were found to be less dynamic.

4. Conclusions

The Results and Discussion on the analysis of short term

credit advanced by the SMGB gave insight to the functioning of

the bank in the field of agricultural finance. Based on the

study of sixty short term crop loanees of the bank and thirty

non-borrower farmers from the same area, the following conclu

sions can be drawn.

The first thing worth mentioning is that all the sample

borrowers surveyed belonged to the eligible groups. There was

only very little difference between the borrowersand non-borro

wers regarding general characteristics such as farm size.

family size, educational status and in the number of dependents

per earner of the family. Though the family income varied only

slightly. the percentage of farm income in the family income

was high for the borrower farmers in all the size groups. The

cropping pattern followed by the sample farms did not vary much

between borrowers and non-borrowers. but the cropping intensity

in the borrower farms were clearly high compared to the non

borrower farms. The average croppingintenslty was 111.80 per cent
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in the borrower farms while it was 98.07 per cent in the

non-borrower farms. Thus borrowing has helped to raise cropp

ing intensity. Cost of cultivation per hectare of paddy and per

plant of coconut, banana~ arecanut and pepper were high in the

borrower farms. Similarly the average labour use per hectare

and use of fertilizer nutrients per hectare also found to be

higher in the non-borrower farms. Labour use per hectare per

year were 65.69 mandays and 53.02 mandays and the amount of

fertilizer nutrients were 50.68 kg per hectare and 37.22 kg per

hectare in the borrower farms and non-borrower farms respec

tively. Farm income per hectare of borrowers was Rs.8091.40

for borrowers and for non-borrowers it was Rs. 5603.10. Linear

programming technique employed to study the resource use effi

ciency of the farms revealed that there is possibility of in

creasing the farm income through variations in the resource

use pattern. The analysis also revealed that increased use of

capital can augment the farm income substantially. The improved

crop plans by the use of additional capital is capable of absorb

ing more labour force and hence is employment generating one.

There was misutilization of crop loans. Only 54.75 per

cent of the total amount advanced to the sample farmers were

used fully. Another 11.66 per cent of the total amount advanced

was partially utilized. Thus, 29.34 per cent of the total amount

of crop loan advanced to the 60 farmers went unutilized. Since

the bank was scaling finance based on own land~ it could meet

only 28.73 per cent of the credit requirement of the smallest
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size group studied while the bank could advance more than the

credit requirement of the largest size group studied. In the

sample, 35.24 per cent of the loans has been repaid in time.

Only part of the outstandings were overdue for repayment and

that too was only 7.55 per cent of the total amount advanced

to the sample.

There was inverse relationship between percentage of

timely repa~nent on the one hand and size of holding on the

other. There was also direct relationship between percentage

of advances on the one hand and size of holding on the other.

Thus. the relatively better off seem to be more unwilling to

repay the borrowed funds.
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ANALYSIS OF MEDIUM TERM CREDIT

This section is devoted to the presentation of results

and discussion on the analysis of medium term credit financed

by the SMGB. In the methodology set out earlier. the separate

treatment of short term credit on the one hand and medium

term credit on the other was with dual purpose. Apart from

-the distinction on the basis of duration of 10a..'1s. the classi

fication facilitated separate analysis of agricultural as well

as non-agricultural credit financed by the bank. Short term

loans were in general crop loans, whereas mediuu term loans

were for non-agricultural purposes mostly.

The bank had spread its credit net far and wide to cover

almost all types of non-agricultural occupations noticed in

the rural scene. The beneficiaries included ~~r~l shop

keepers. self-employed artisans &~d the SIT81l scale indus

trialists.

Small trade claimed a b!~J chunk of the bank t s credit

disbursed under medium term loans during the reference period

(1982-83). This occupation in fact, stood top among the func

tional medium term loans granted, both in tenus of number of

accounts as well as in terms of amount. Therefore this acti

vity was selected to represent medium term loans in the study.

A sample of sixty small traders Who took loans for small

trade during the year 1982-83 were interviewed. The results

of the study and the discussions thereon are presented in
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this section. General characteristics of the sample, pattern

of advances, type of business which took advance, extent of

utilization, productivity of loans, impact of the bank's loan

and repayment status are discussed in separate sub-sections

that follow.

1. Characteristic features of the sampl~

1.1. Age and education

Unlike the agricultural loanees, the sample of traders

were all literate, majority having at least lower primary

education. Similarly majority of them belonged to compara-

tively younger age groups. The distribution of the sample

traders according to age groups and educational status are

given in Table 6.1.

Table 6.1. Distribution of traders according to age and
education

Age
group
(years)

,
..l.

Number
of

traders

2

Percen
tage to
total

3

Educational
status

4

Number
of

traders

5

Percen
tage to
total

6

20-30 7 11.67 Illiterate Nil 0.00

31-40 41 68.33 Lower primary 19 31.67

41-50 9 15.00 Upper primary 26 43.33
51-60 3 5.00 High School 15 25.00

'rotal 60 100.00 To"t.al 60 100.00

------------------------------~---~---_.._---------~-- --------
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The youngest age noticed was 23 and the oldest 56. It

can be seen from the table that 80 per cent belonged to the

age group of 20-40 years and thus can be considered young.

Though all of them were literate and had completed various

stages of schooling. none had any education which would give

them any special skills. All the traders of the sample were

literate with at least lower primary education. Twentyfive

per cent of them had high school education and 43.33 per cent

had upper primary education. Only 31.67 per cent were left

with lower primary education.

1.2. Family size

It was mentioned earlier that the selected sample of

4 branches of the SMGB happened to be in Malappuram district

and hence all the beneficiaries interviewed belonged to

Malappuram district. Naturally, one would expect a higher

average family size in the district because of the backward

ness of the district. In the present investigation though

families with a size of 12 members were present in the sample.

the overall average family size worked out to 5.46. The

lowest family size noticed was 3 and such families were neWly

established families. The average family size in different

groups of traders are given in the Table 6.2.

There was not much difference between the different

groups of traders in the average family size. The average

family size was 5.47. 5.18. 5.54 and 5.56 for tea shop owners.
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stationary shop owners, grocery shop owners and others res

pectively.

Table 6.2. Average family size of different groups of traders

-~---------------~----~-~--~---~--~--~------------~----------

Category Average family size

--~--------------------~~-~~--------------------------------

Teashop mmers

Stationarj shop owners

Grocery shop owners

Others

5.47

5.18

5.54

5.56__~ A ~ ~ _

Pooled 5.46

------~-------------~----~-----------------------------------

Majority of the traders interviewed as mentioned earlier,

belonged to comparatively younger age groups. A considerable

number of them have got married only recently and were corning

up with new family, being separated from the parental family.

In addition, majority of them had more than lower primary

education and all of them being literate. These might be

the reasons for a comparatively lower average family size

shown by the sample.

1.3. Land and other assets

The traders interviewed were depending almost completely

on their trade for their livelihood. The small land holding

attached to the family was the main asset for the majority.

The shop or the place where the business conducted were not

owned by the majority of the traders and that was either
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taken on rent or was put up on pUblic land (purampokku).

Average land area owned by the different groups of

traders can be seen from Table 6.3.

Table 6.3. Average area possessed by the traders

--------------------~~-~-~----------~~----------~--------

Category
Land area
possessed

(ha)

Cultivated
area (ha)

Teashop owner 0.095 Nil

Stationary shop owner 0.072 0.008

Grocery shop owner 0.215 0.148

Others 0.009 0.041

----~-----------~------------~------------~------~-----------

Pooled 0.110 0.044*

* of which 0.026 hectares is wet land

The table shows that the traders, on the average,

possessed only Q.l1 hectares of land area of which 0.044 hec-

tares was the area under cultivation (40 per cent). Of the

0.044 hectare of average area cultivated 0.026 hectares

(59 per cent) was wet land. Rest of the area cultivated

was garden land attached to the family with crops like coco-

nut, arecanut and banana. For none of the traders crop cul-

tivation was a significant source of income.

1.4. Family income

Family income of the traders were assessed sourcewise
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i.e •• from trade and from non-trade sources. The total ave-

rage family income of the different groups of traders was

arrived at by adding the income from both the sources. The

income from all sources. the contribution of income from the

trade/business to the total income. etc. were looked into for

ascertaining the importance of trade/business in the fa~ly

income of the traders and thereby on their livelihood. The

source-wise average f&uily incame of the different groups of

traders C~l be seen in Table 6.4.

Table 6.4. Distribution of family income among the small
traders

Average family income/
annum (Rs)

Category
Trade

source
Non-trade

source
Total

% of trade
source to
total income

-----------------~-----------~~-------------------------------
1 2 3 4. 5

----------------------~----------------~-----------------------

rreashop Oimers 4053.00 540.00 4593.00 88.24

Stationary shop 4162.00 1472.00 5634.00 73.87owners

Grocery shop 3895.00 2024.00 5919.00 65.61owners

Others 2989.00 1069.00 4058.00 73.65

Pooled 3636.00 1185.00 4821.00 75.42
...---------------~----------_ ...-..-.------....-..._--_.~ ...,-----_._----------

The table reveals that the total overall average family

income of the traders was only Rs.48~1 per annum of which

RS.3636 (75.42 per cent) was from the trade. The non-trade
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sources included earnings of those members of family who had

a job. or the wages obtained by those members of family who

worked as casual labourers and the income from crop sources

in case of those who had cUltivable land. Thirtyfive of the

traders interviewed (58.33 per cent) small trade was the only

source of income for their family. Others had one or more

sources of non-trade income. The general characteristics of

the sample discussed above indicate that the young men who

took to small trade as an avocation belonged to the lowest

strata of society. who tried to take out a living through

trading for want of better resources. skills and avenues of

employment. The substantial flow of Gulf money which waS

receiving in Malappuram district and which Was mainly devoted

to consumption seem to have helped the growth of small trade

and other businesses.

2. Pattern of sma~~ trade advances

A frequency distribution of the sample on the basis of

size of loan availed of is given in Table 6.5.

The table shOWS that the largest number of samples have

borrowed in the range of Rs.1501-2000 followed by slabs

501-1000 and Rs.IOOl-1500. This is yet another indicator of

the bank's bias in favour of the smallest of small men. But

one-fourth of the sample interviewed had borrowings of more

than Rs. 2500. The average amount of loans among all the

samples worked out to Rs.2220. Of the loanees interviewed
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78 per cent had borrowed from the bank more than once.

Table 6.5. Borrowing pattern of small traders

Loan amount slab No. of samples
----_._------------......- ..------_...-------- ....__...-------------------

0-500 3

501-1000 13

1001-1500 8 upto 2000 43

1501-2000 19 2001 to 4000 13

2001-2500 1 4001 and above 4

2501-3000 7

3001-3500 0

3501-4000 5

4001-4500 1

4501-5000 2

*Above 5000 1
....._--_......_-------.._-----_...--........_-...--------...--._-..------------------

* A single loan of Rs.120oo was noticed.

3. ~ of business

Persons running small retail shops dealing in items like

stationery, books, confectionary, cloth, fruits, vegetables,

flowers, general provisions, grocery, mutton, newspaper,

novelties, plastic articles, readymade garments, foot wear,

utensils and fish vendors, hawkers etc. were given loans for

small business. As per the lending norms of the NABARD/GOI/

RBI the SMGB defines an eligible small trader as one whose

pre-investment net family income does not exceed Rs.6500/

per annum from all known sources. The loan is advanced at
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an interest rate of Rs.12.5 per cent per annum with the

co-obligation of a worthy person. Co-obligation is the

security by way of getting the commitment of a third party

to bear the obligation of the loan amount in addition to the

actual borrower. The lending agency can approach the co-

obligant if the borrower fails to repay the loan.

The 60 samples covered in the investigation are distri-

buted as in Table 6.6.

Table 6.6. Distribution of sample traders according to the
trade

------------------~~~-----~~-~~--------~--------------------~
Name of the
business

Number of
samples

Percen
tage to

the total

Newly Percentage
started ones to the
with bank total
finance

------------------~--------~-~-~-----~-~-------------------~-1 2 3 4 5
-------...----------_.-......_--...._.-.._ .........--------..._-------------------
1. Tea shop 15 25.00 3 5.0

2. Stationery shop 11 18.33 4- 6.66

3. Grocery shop 11 18.33

4. *Others 23 38.34 1 1.66

Total 60 100.00 8 13.33

* Include Fish merchants. firewood dealers. coconut and
copra merchants. Mat traders. lime shell traders and
vegetable trader.

Table shows that as much as 86.87 per cent of the busi-

ness units financed were ongoing units and only about 13.33

per cent of the traders were newly established. This suggests

that the bank gave weight for "experience in the line".
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Advancing for trade was seen advantageous for the bank on

different counts. Besides it being an important economic

activity of men of small means, the bank can effectively

supervise the end use, recovery is more prompt through daily

collections like Nitya Nidhi Deposit Scheme (NND Scheme) and

thereby bring down the rate of possible overall overdues.

The highest num.ber of units financed in the sample was

small tea shop owners followed by the petty shop keepers

dealing in stationery articles and other groce~J items. The

rest of the s~nple was other miscellaneous dealers like fish

merchants (both dry and fresh), fire wood dealers~ coconut and

copra dealers, lime shell dealers~ vegetable dealers s etc.

Persons engaged in these types of petty trade were those

belonging to the lower strata of society and hence it can be

said that the bank is concerned with the upliftment of these

poor by locating new vistas of earnings for them.

4. Extent of utilization

Utilization of the loan amount for the purpose of borro

wal is full. partial and nil according to the amount they use

for the purpose. The utilization status of the s~all trade

loans can be illustrated as in Table 6.7.

As it appears from the table, the full utilization of

the small trade loans in the sample was 55.26 per cent of the

total amount advanced to the sample. Cases uhere only a part

of the loan amount taken is utilized for the purpose y,lere
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Table 6.7. Utilization pattern of loans advanced to small traders
(Amount in RS)

---~~-----------------------~~-------------------------------------

Type of trade
Amount Amount

advanced fully
total to utilized
the sample

Amount
partially
utilized

Amount
fUlly
non
utilized

Amount
partially
non-uti
lized

-~-------------~------~-------~---------------------------~--------
1 2 3 4 5 6

-------------------------------------------------------------------
Teashop 24600 17300 2000 3300 2000

(70.33) (8.13) (13.41) (8.l3)

Stationery 21500 15500 2000 1000 3000
(72.09) (9.31) (4.65) (13.95)

Grocery 31200 8000 2000 18200 3000
(25.64) (6.41) (58.34) (9.61)

Others 55900 32800 5300 9500 8300
(58.68) (9.48) (16.99) (14.85)

-----------~--------------------------------------------------------
Pooled 133200 73600 11300 32000 16300

(55.26) (8.48) (24.02) (12.24)

--------------------------------------------------------------------
Figures in parenthesis are percentages to the total ~nount

for the sample
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categorised as partially utilized and that portion come to

8.48 per cent of the total amount advanced to the sample.

Thus~ of the total amount of loan advanced to the sample

63.74 per cent had been utilized for the trade purpose. The

rest 36.26 per cent of the total amount advanced to the

sample had been non-utilized. Trade groupwise~ the utiliza

tion was maximum among stationery shop owners followed by

Tea shop owners and the others. Maximum non-utilization was

found among grocery shop owners. Diversion of the loan amount

for other purposes like marriage. purchase of household assets

and to obtain visa to Gulf countries were the reasons reported

for non-utilization.

The bank's performance with regard to monitoring of the

end utilization of these loans was found to be less than ade

quate. As the bank is expecting the recovery of these loans

through daily or monthly or quarterly instalments and as the

bank will be assessing the worthiness of an ongoing trade

unit at the time of advancing a loan. these loanees are left

with little care further. It was disheartening a closure

soon after availing the loan.

5. productivity of capital

5.1. Pax back period

productivity of capital was analysed by employing pay

back period method as well as by calculating internal rate of

return. The pay back period is the length of time from the
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beginning of the project before the net benefits return the

cost of the capital investment (Gittinger f 1976).

For the computation pay back period the incremental

capital investment as well as the incremental net benefits

was considered. The incremental benefits of the reference

year was assumed to continue the same for the next five years.

separate stream of costs and benefits were set apart for the

first five years from the reference year and the pay back

period was arrived at for each category of small traders.

That period of time within which the net benefits will just

cover the cost of capital investment was computed and the

results are given in Table 6.8.

Table 6.8. Pay back period for different
types of trade

Category Pay back period
(years)

1- Teashop 3.0

2. Stationery 4.1

3. Grocery 3.4

4. Others 3.0

As is evident from the table it takes three years or

more for all the small trade business to pay back the money

invested as capital. The period was maximum for stationery

shop owners at 4.1 years followed by grocerJT shop owners

with 3.4 years and then Teashop owners and miscellaneous

group with 3 years each.
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Having analysed the pay back period for different cate

gories of traders, it will be of interest to compare the pay

back period with the repayment period for these type of loans.

Though repayment period can be 36 months for small trade

loans, for quite a large number of traders in the sample the

loan repayment period was limited to 20 months. There were

also s~nple units with the repayment period extending over

and above 20 months upto a maximum of 36 months. As we have

seen, in all the types of trade units studied the pay back

period was minimum 3 years and even more in certain other

cases. I~nce, as an agency inclined more towards development

motive rather than profit motive, the bank ought to extend the

repayment period for small trade loans to 36 months or more.

5.2. Internal Rate of Return (IRR~.

The computation of pay back period was ~1 using undis

counted cash flows of future dates. That measure f~ils to

take into account the timing of benefits. To get the actual

earning power af the money, therefore, the future benefit and

cost streams are to be reduced to their present worth. Mea

sure of internal rate of return achieves this objective.

Internal rate of return is that discount rate which just

makes the net present worth of the future cash flow equal

zero. It represents the average earning power of the money

used in the project over the project life (Gittinger, 1976).

For the computation of IRR also it was assumed that the
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benefits and costs of the reference year will continue to be

the same for the next five years. Here also stream of costs

and benefits were set apart for five years. Net benefits of

each year were worked out. By trial and error method it was

to arrive at that discount rate 'it such that

where,

n
L
t=l

== 0

Bn = Benefits in each year

Cn
:: Costs in each year

n :::: Number of years

By trial and error method it was difficult to arrive at

a unique discount rate (i) such that the net present I.JOrth

equalled to zero exactly. Therefore an interpolation rnethod

was employed where in two interest rates were arrived. one

giving a positive net present worth near to zero and another

giving a negative net present worth near to zero.

The rule for interpolating the value of the internal

rate of return lyingbetween discount rates too high on the

one side and too low on the other is

Internal
ra"te of
return

Lower
== discount

rate

Difference
... between the

discount rates

Present worth of
cash flow at the
lower discount rate

Absolute difference
between pr.esent
worths at the two
discount rates

The results obtained in the analysis are given in

Table 6.9.



Table 6.9. Internal rate of return for different
trades

12~

Category

Teashop

Stationery

Grocery

Others

IRR (%)

22.86

20.43

26.90

26.92

It is seen that the IRR was lUore than 20 per cent in

all the types of trade financed by the bank. The IRR WaS

maximum at 26.92 per cent for the category others followed

by grocery shop rn4ners. tea shop O\iUerS and stationery shop

owners with IRR 26_90 per cent, 22.86 per cent and 20.43 per

cent respectively. The small trade loans beini] used in

these trades were adva.1'1ced at an interest rate of 12.5 per

cent per annum by the bank. Hence it appears that, as the

ea.rn1ng po;..,rer of the money used in the bus iness is more than

its cost in the shape of interest payment, trade purposes

seen in the rural scene.

5.3. SensitiVity analysis

Reworking an analysis to see \;1hat happen for the pro-

ductivi ty of an investment under changed circurnstancos, is

termed sensitivity analysis. Here in the computation of IRR

it has assumed that the present costs and benefits continue

to be the same for next 5 years. Now the attempt is t.o see

how sensltive is the trade' s IRR to an increase in worJr-ing
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costs or a fall in the income. Hence the IRR for each group

of traders was worked out again under two assumed conditions

of a 10 per cent rise in costs as well as a 10 per cent fall

in income. The results obtained are given in Table 6.10.

Table 6.10. IRR assuming rise in costs and fall in income

Category Original
IRR (%)

1RR at 10%
rise in
costs (%)

IRR at 10%
fall in
income (%)

-- ...---------------------------...----------- .....-.-----------..---------
Teashop

Stationery

Grocery

Others

22.86

20.43

26.91

26.72

20.25

16.54

23.48

23.24

17.67

13.64

20.36

20.21

-----------------------~~~-~~~-------------------------------

The analysis shows that IRR was more sensitive to a

fall in income than a rise in working costs of the same rate.

6. Impact of the loan

Before analysing the impact of the loan on the business

as such, the quantum of bank credit in the total working

capital Was calculated. The total working capital at the

time of borrowings were considered by measuring it in terms

of stocks of inventories. Then the incremental investment.

incremental income, incremental turnover etc. were worked

out as on the date of interview. Table 6.11 shows the borro-

wings of each category and the value of inventories at the

time of borrowings (1982-83).
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Table 6.11. Average value of inventories and average amount
of borrowings of sample small traders

-----------------~--~---~~~~----~----~-~-~------------------

Category
Average

value of
inventories

Average
amount of

loan

% of loan
amount to

inventories

---------------------~~~~-~~--~~--~~-~--~~~-------~--------

1. Teashop 5200.00 1640.00 31.53

2. Stationery 6100.00 1950.00 31.96

3. Grocery 8750.00 2850.00 32.57

4. Others 2000.00 2430.00 121.50

-----~~~------~~--~-----~-~--~------------------------------

The average amount of loans advanced were only small

proportions of the average value of inventories reported in
>.:1

case of Teashop owners, Grocery shop owners and stationery

shop owners. The respective percentage of loan to total

inventories were 31.53 per cent, 32.57 per cent and 31.96 per

cent respectively. In the case of the group others» the stock

at inventories will be varying from time to time because the

materials dealt by them were either seasonal in character

or highly perishable. These group as mentioned earlier were

dealing in items like fish, coconut and copra, vegetables,

fire wood, etc. That is Why only for these groups. the amount

of loan was higher than the stock of inventories at the time

of borrowings.

The levels of incremental investment, turnover, income

and emplOYment generated based on the data collected are pre-

sented in Table 6.12.
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Table 6.12. Impact of bank finance on small trade (Rs. per year)

-~-~-~----------------_.~-~--------------------------------------------

Incremental
expensesCategory

Incre
mental
invest
ment

Incre- Incre
mental mental
turnover income Interest Others

Net in
cremen
tal
income

Incremen
tal em
ployment
days/year

------------------------------------------------------~---~-----------
1 2 3 4 5 6 7 8

-----~-------------------------~,-~~-~~--------------------------------

Teashop 2000.00 9600.00 1200.00 240 310 670.00 31

Stationery 2400.00 10200.00 1475.00 350 590 585 .. 0') 59

Grocery

Others

3000.00 14500.00 1885.00 420

2500.00 8000.00 1330.00 360

600

150

865.00

820.00

60

15
-,---...----_...._--_..-_---_._...--..-----..- .....~-- .=--_......._--..---------------_..._---

Pooled 2448.00 9995.00 1430.00 330 + 353=683 747 .. 00 35

------------~--------------~-~~~---~-------~---~--------~-------------

Though there had }~en individual Cases of full as well as

partial non-utilization of the loan taken for small trade, on an

average for all the cat.egories of traders .in the sample the incre-

mental investment was greater than the average loan amount for that

oategory. The gap between the incremental investment and the amount

of loan taken was filled by own funds. For the group Teashop owners.

the average incremental investment was Rs.2000 as against thB ave-

rage amount of Rs.1640 as loan taken. Stationery shop OvlIlers had

an average incremental investment of Rs.2400. the average amount of

loan taken by them being only Rs.1950. Grocery shop owners and the

miscellaneous group others had incremental investment vis-a-vis

average amount of loan in the order of Rs.3000, Rs.2850 and Rs.2500,

Rs.2430 respectively.
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Any incremental investment is expected to result in an

incremental turnover especially if the incremental investment

is made in the business stock. In the present sample, as was

mentioned earlier, 86.67 per cent of the small traders were

having ongoing small trade units and hence the incremental

investment was made in the business stock. Incremental yearly

turnover in the business was worked out for individual traders

and was averaged for the group. The average incremental turn

over in rupees per year for the different groups we.x:'e Rs. 9600,

Rs.l0200, Rs.14500 and Rs.8000 for teashop owners, stationery

shop owners, grocery shop owners and others respectively.

The gainful impact of the bank loan on the small trade

was two fold, viz., the additional gainful emploYment genera

ted as well as the incremental net income generated due to

the additional investment. In this regard the SMGB loan to

the small trade had positive impact. All the traders who

invested the loan amount in the business had realized an

additional gainful employment generation as well as an incre

mental net income covering the additional expenses incidental

to the loan being used in the business. On an average the

small trader loans creaeed incremental employment opportunity

of 39 man days.on an incremental investment of Rs.2448/-.

Though this may be low, this is due to the fact that bulk of

the loan was for running businesses rather than for new ones.

Hence incremental income may be a better index of the impact

of the loan. On an average incremental net income was Rs.747/-



129

and it worked out to 30.51 per cent of incremental investment.

Thus the bank finance has contributed sUbstantially to step up

the income from the non-agricultural establishments also.

The incremental inccrne generated due to the additional

investment was analysed in terms of the gross income per rupee

of investment. The rate of gross incremental incarneto incre-

mental investment will serve as a quick estimate of producti-

vity of the loan. The relev~'t details are shown in Table 6.13.

Table 6.13. Gross incremental income vs incremental invest
ment (Rs)

Category Incremental
investment

Gross incre
mental
income

Gross income
investment

ratio
----------------------------_...._------------- .....-----------,------

1 2 3 4

--------~----------~----------~-~-----------------------------
1 l'eashop 2000.00 1220.00 0.610.1..

2. Stationery 2400.00 1475.00 0.014

3. Grocery 3000.00 1885.00 0.628

4. Others 2500.00 1330.00 0.532

-------------------~~------~--~-~----------~--------~---------

Pooled 2448.00 1430.00 0.584

--~-----------~---~-~~-------~~-------------------------------

The table reveals that for all category of small traders~

each, rupee of increillental investment generated a gross income

of more than 50 per cent of the investment per aru1~~.

The gross income investment ratio was 0.584 for the sample

on an average. The ratio was max.imurn for the grocery shop
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owners at 0.628 and it was the lowest for the miscellaneous

group with 0.532.

A measure of the contribution of incremental income for

the total family income of the sample traders was worked out.

The information with regard to the proportion of incremental

net income in the total family income of the different groups

of traders are set out in the following table.

Table 6.14. Incremental net income vs total income of small
traders

Category

Total family income/
annum (RS)

Trade Non-trade Total
source source

Incre
mental
net

income

(5) as
a % of

(2)

(5) as
a % of

(4)

1 2 3 4 5 6 7

Teashop

Stationery

Grocery

Others

4053.00 540.00 4593.00 670.00

4162.00 1472.00 5634.00 585.00

3895.00 2024.00 5919.00 865.00

2789.00 1069.00 4058.00 820.00

16.53

14.05

22.20

25.40

14.58

10.38

14.61

20.20

-----------------------------~----~-----------------------------

Pooled 3636.00 1185.00 4821.00 747.00 20.98 15.48

---------------------------~---------------------------------~~--

perhaps a better indicator of the impact of bank finance

would be a comparison between pre-investment and post-invest-

ment incomes. Assuming that incomes from non-trade source

would be the s~neJ table 6.15 shows pre-investment and post-

investment incomes.
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Table 6.15. pre-investment and post-investment income of
sample traders

Category Pre-invest
ment incomes

Post-invest
ment incomes

Percentage
of increase

------------------~----------~~--------------------~---------

Teashop owners 3923 4593 17.08

Stationery shop 5049 5634 11.59owners

Grocery shop owners 5054 5919 17.12

Others 3238 4058 25.32

Pooled 4077 4824 18.32

-------------------------------------------------------~-----

Percentage increase in income ranged from 11.59 to 25.32

and averaged at 18.32. It may be of interest to note that

the pre-investment incomes as stated above were generally

higher than the Rs.700/- per capita per annum than adopted

under IRDP. ltlith the exception of the category •others' •

However, even after taking account of the incremental incomes

due to arriving frorn loans extended by the RRB. their per

capita incomes in 1985 were generally below the poverty line

of Rs.1290/- per capita income per annurn adopted in the

seventh plan. Thus. the small traders in general can be said

to be belonging to the poor sections of the population.

The analysis of proportion of incremental net income

to the total family income as well as to the income from trade

source shows that of the total family income of the sample
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traders 15.48 per cent was additional net income accruing to

the productivity of the loan used in the business. In the

income front trade source alone D for the smnple traders, the

contribution of additional net income was 20.98 per cent.

The proportion of incremental net income in the total f~~ly

income was largest for the miscell~leous group of other traders

at 20.20 per cent and it was the lowest for the stationery

shop owners at 16.38 per cent.

7. Repayment status

The perfonnance of the sample traders in repaying the

SMGB loans are illustrated on Table 6.16.

Table 6.16. RepaYment of SMGB loan by the sample small
traders

Trade Amount
taken

Amount
repaid
in time

Amount Amount
outstanding overdue

1 2 3 4 5
_____________________________________________________ v_~ _

1. Teashop 24600 21450 3150 2800
(87.19) (12.81) (11. 38)

2. Stationery 21500 21500 Nil ~'J..il
(100)

3. Grocery 31200 26400 4800 4000
(84.61) (15.39) (12.82)

4. Others 55900 48500 7400 4500
(86.76) (13.24) (8.05)

-------------------------------~--------~---------------------
Pooled 133200 117850

(88.47)
15350
(11.53)

11300
(8.48)

-------------------------------------------------------~------
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Repayments of the small trade loans taken by the sample

traders during 1982-83 were satisfactory. Of the total amount

of Rs.133200 advanced to the 60 sample traders, Rs.117850

(88.47 per cent) was repaid within the repayment period~

Amount of outstanding loans as on June 1985 was Rs.15350

(11.53 per cent) of which Rs.11300 (8.48 per cent) were over

due.

A notable point here is that none of the ongoinc busi

ness 1m1ts .."ere found to be defaulting in repayment. Overdue

loans were found to be owned ~j either closed ~lsiness units

or by persons who did not actually enter into the business.

Still, the repayment performance of small trade loans was not

bad. A fairly good percentage of timely repayment was due to

the timely deposit collection schemes like Nitya Nidhi Depo

sit Scheme. With the help of this scheme the trade loanees

"'lara able to repay the loans with lass burden. Hore over.

these traders were found to be prompt in repaying so that th~l

can avail of fresh loans easily.

8. Conclusion

The discussions on the analysis of medium tenn credit

presented in this s~ction can be concluded on the following

lines. Firstly, tHe analysis of medium term credit actually

served the purpose of analysis of non-agricultural advances

from the SMGB. Small trade advances which dominated among

the non-agricultural advances provided new vistas of gainful
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employment to many of the young people belonging to the

poorer strata. Teashop owners, stationery shop owners, gro

cery shop owners and a miscellaneous category of traders dealing

in items like coconut, copra, vegetables, fish, lime shell

etc. represented the sample of sixty small traders taken.

Of the total amount of loan advanced to the sample 63.74 per

cent were utilized for the purpose of borrowal. productivity

of the loan being utilized in the small trade were analysed

usi n9 measures of pay back period and IRR. Pay back period

was found to be minimum three years, and even more comparing

this witl1 the repayment period for the small trade loan, there

seems to be need for increasing of the repayment period of

these type of loans to at least 36 months. In all the tr~des

IRR was i'i\Ore than 20 per cent which was far greater than the

cost of capital.
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SUMMARY

Regional Rural Banks (RRBs) carne into being as the

latest links in the process of institutionalization of rural

finance in the country. They were meant to provide credit

and other facilities especially to the small and marginal

farmers, agricultural labourers, artisans and small entre

preneurs in rural areas by combining in them the local fami

liarity of the co-operatives and also the financial superio

rity and managerial competence of commercial banks. The two

RRBs in Kerala, viz., North Malabar Gramin Bank (m1GB) and

South Malabar Gramin Bank (SMGB), came into being in the first

phase itself as early as in December 1976. Nine years have

elapsed since their establishment in the State when the present

study on the performance of RRBs in Kerala with special refe

rence to South Malabar Gramin Bank was undertaken between June

and December 1985. This chapter addresses itself to the pri

mary task of summarising the major findings of the study. The

specific objectives of the study were the following:

1. To review the 1'lorking of RRBs in Kerala

2. To assess the extent to Which they have been able to

fulfil their objectives by way of extending credits

to the target groups

3. To assess the impact of finance from RRB on the bene

ficiaries.

4. To point out shortcomings if any in the ."orking and

to suggest remedies.
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The study is based on both primary as vIell as secondary

data. Relevant seoondary data from two RRBs in the State and

other sources like Reserve Bank of India were collected and

analysed to study the overall performance of the RRBs in the

State. Detailed study of performance was based on primary

data collected from s~~ple borrowers of short term and medium

term credit from SMGB.
I

A review of the working of the two RRBs in Y~rala based

on secondary data revealed that the performance of the two

RRBs in the State was satisfactory. The banks could cover

the five backward districts of the State and could ernerge as

premier banking institution in the areas of their operation.

With a net work of 262 branches as in September 1985, they

could cover 33.34 per cent of the State's territory and

31.41 per cent of its popUlation.

Deposit mobilization by the RRBs in the State was praise

worthy. They could come among the top twenty RRBs out of

150 RRBs in the country by mobilizing more than Rs.10 crores

as deposits. Compared to the RRBs in the country, the two

RRBs in Kerala mobilized deposits in larger number of accounts

per branch with smaller amounts per account. This indicate

that the RRBs in the State were more dependent on and oriented

towards the poor.

Absence of provision to open deposit accounts of non

resident Indians (NRI account) is a major drawback of the
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RRBs in the State in the field of deposit mobilization. Since

there is a great potential for this type of deposits i:1 areas

where the RRBs: are now functioning in the State, a policy

revision allowing HRBs to open RRI accounts also will add

much to the business of these institutions in the State.

In making advances also the two RRBs in the State ranked

among the first 23 RRBs out of 150 RRBs in the country during

1983. Together they had outstanding advances of more than

Rs.10 crores at that time. constituting 6.25 per cent of the

total outstanding advances of RRBs. The growth of advances

was faster than the growth in number of branches. Between

1977 and 1984, while the nun\ber of branches increased by 263

per cent. the outstanding advances swelled by 560 per cent.

The number of borrowal accounts per branch was higher and the

amount advanced per account was lower in the State compared

to RRBs in general. Low amount per account appeared to be

due to risk aversion on the part of ban]( officials.

Of the total outstanding advances in September 1985,

56.96 per cent had gene to alJriculture and allied activities,

3.78 per cent for the industrial sector and the rest 39.26

per cent for the tertiary sector. Almost 99.5 per cent of

the short term advances was crop loans.

The recovery of advances made by the two RRBs in the

State was found to be not too unsatisfactory. The recovery

percentage to demand was 72 per cent for the SMGB and 55 per

cent for the NMGB in 1984. Among the factors that helped to
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fetch a better recovery the rural accent of the bank staff

and their familiarity of local people was found to be the

major one. Better financial liquidity position of the bene

ficiaries due to sources of income like remittances from

Gulf countries also helped the banks to experience a fair

recovery. A disappointing phenomenon noticed in this connec

tion was a practice of mass-defaulting by the beneficiaries

in certain localities. This practice of non-repa~nent in

masses is deliberate and that too are said to be politically

motivated. RRBs in Kerala were making net profits from the

3rd year onwards, but together they showed a net loss during

1984 due to the loss occurred for the NMGB.

II

Short term credit issued by the SMGB was studied using

data collected from a sample of sixty borrowers. All of them

happened to have borrowed for seasonal agricultural opera

tions. A sample of 30 non-borrowers were also contacted to

form control. The samples were post classified into groups

based on land held. It was found that there was little diffe

rence between the borraoter and non-borrower farmers with regard

to the general characteristics of farm size, educational level,

number of dependents per earner of the family and the annual

family income.

The analysis revealed that the crop loans had gone

entirely to the deserving target groups. Marginal farmers

followed by small farmers and then agricultural labourers were
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the major beneficiaries. But the share of loans received by

agricultural labourers as a group was rather low.

Cropwise distribution of loans showed that banana was

the crop which got rnaximwn number of loans followed by coconut

and then paddy. Banana cultivation, though resource intensive,

was found to be highly profitable. Many of the crop loan bene

ficiaries of the SMGB were cUltivating banana on land taken

on rent. Cropping intensity was higher in all the farm size

groups of borrowers than the corresponding groups of non

borrowers.

Cost of cultivation per unit of major crops cultivated

by the borrowers was higher than the non-borrowers. Labour

use per hectare of farm size was 22.05 per cent more for bo

rrowers than non-borrowers. Similarly, on an average the use

of fertilizer nutrients was 36.16 per cent more by the borro

wers than the non-borrowers. The borrower cultivators realized

a farm income of 44.40 per cent more than the non-borrower

cultivators on a per hectare basis. This difference in cost

of cultivation, input use and farm income is attributable to

the better level of technology that the borrower cultivators

could employ with the help of the SMGB loans.

Linear programming technique employed to study the re

source use efficiency of the sample farms revealed that resource

use efficiency was much better on borrowing farms than non

borrowing ones. There is scope for increasing the net incomes
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of all the size group of farms ~l mere reallocation of the

existing resources. In majority of the improved plans while

the area under paddy got reduced, the number of plants of

banana got increased. Improved plans at increased levels of

capital also showed that there is a possibility of further

increasing the farm income by use of additional capital. Net

margins, at 25 per cent as well as 50 per cent enhanced levels

of capital. got geared up correspondingly. This, suggested

positive impact of increasing the amount of loan advanced by

the bank and the need for doing so. I>1oreover the irnproved

farm plans by the use of additional capital was found to absorb

more labour force than as ccm~ared to the existing plan. In

the case of borrowers it Was found that if they had borrowed

and applied additional capital, they could have increased

their lncomes sUbstantially.

Though the crop loans are supposed to be production

oriented, the scale of finance was found to be implicitly

security oriented. While the bank was not at all insisting

the land as a security, they were found to be financing only

in proportion to the land owned by the borrowers. This is

as a measure of risl\. aversion on the part of the branch mana

gers. Hence an anomaly could be seen that as the smaller

farmers failed to get their minimum credit requirement on the

one hand, the comparatively better off farmers were able to

get their credit requirement in full or even more. If the bank

was strictly adhering to norms of production oriented credit

this anomaly could have been avoided.
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The utilization of crop loans was lesser among larger

farm size groups. For the sample as a whole full utilization

of crop loan was 54.75 per cent of the total amount while it

was only 22.95 per cent for the largest size group analysed.

Thus while there was misutilization of borrowed funds, the

extent of misutilization were more among the relatively better

off borrowers. The repayment perfonnance of the larger size

groups were also found to be lower "than the sample average.

These indicated the inadequacy of monitoring of credit use

on the part of the banks.

III

The analysis of medium term credit issued by the SMGB

was done using the data collected from the s~nple small traders.

The study revealed that the bank was financing a wide variety

of non-agricultural rural activities especially petty rural

trade, and thus helping a large section of dO~1-trodden rural

population to increase their earnings. Teashop owners, sta

tionery shop owners, grocery shop owners, and a ruscellaneous

category of traders dealing in items like coconut, copra,

vegetables, fish, limeshell etc. represented the sample of

sixty small traders taken.

The pattern of advance for small trade showed that the

larger number of traders in the sample have bo.rr~:r"'ed in the

range of Rs.1500 to Rs.2000 followed by Rs.501 to Rs.IOOO

and Rs.IOOl to Rs.1500.
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U,tilization status of small trade loans was similar to

the utilization status of crop loans. The full utilization

in the sample was 55.26 per cent of the total amount advanced

to the s~nple. There was partial utilization also in certain

cases making the proportion utilized for the stated purpose

to 63.74 per cent of the total amount advanced to the sample.

'fhe r,:~st 36.26 per cent of the total amount advanced was mis

~tilized. It is possible to avoid misutilization of loans

advanced :Cor small trade if the bank can monitor the utiliza

tion of these loans little more effectively.

productivity of the loan being utilized in the sample

trade were analysed using measures of payback period and

Internal Rate of Return. Payback period was found to .ue mini

mum three years ~~d even more. Com?aring this with the repay

ment period for the small trade loans, there seems to r~ need

for increasing the repaYment period of these type of loans.

In all the trades IRR was more than 20 per cent which was far

greater than the cost of capital to the borrowers.

The amount of loan obtained formed only a.round 30 per cent

of the total value of inve..l1tories. Tllith the borrowin9s the

small traders 8ade an incremental investment of Rs.2448 which

generated an incremental net income of RE~. 747 oer annurn and

additional gainfal employment of 35 mandays. "Phe incr(~mental

net income of the borrower small traders forned ?-0.78 per cent

of their trade income and 15.74 of: their total family income.

The incremental investment/income ratio ~,,'as 0.584.
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Repayments of the loans taken by the sample traders were

satisfactory. Of the total amount of Rs.133200 advanced to

60 sample traders, Rs.117850 (88.47 per cent) was repaid within

the repayment period. Amount of outstanding loans as on June

1985 was Rs.15350 (11.53 per cent) of which only Rs.11300

(8.48 per cent) were overdue. None of the ongoing units were

found to be defaulting in repayment. Overdue loans were found

to be owned by either closed business units, or by persons

who did not actually enter into the business. A fairly good

percentage of timely repayment was due to the tiny deposit

collection schemes like Nitya Nidhi Deposit Scheme of the Dank.

IV

In spite of some drawbacks in their working, RRBs in

Kerala proved themselves as effective channels at rural credit

during the past 9 years since their establishment. During the

investigation it was observed that the successful functioning

of RRBs in Kerala was in no small measure attributable to the

committed services of the bank staff majority of them being

in the younger age groups. The rural bank staff are paid, as

a matter of government policy, on par with the State Government

staff so as to avoid the high cost of operations experienced

by commercial banks in rural areas. This has been creating

a good deal of dissatisfaction among the staff of RRBs. Extend

ing the remuneration package in commercial banks to the RRBs

also may seriously endanger their viability (many of them are



in the red even now). 1\ practical via media appear to be to

fix certain quotas to RRB staff in respect of direct rc?cruit

menta in commercial b3.nks.

'rhe short history of RRBs in Kerala has coincided with a

period of rural prosperity in the State, brought about mainly

on account of fortuitous circumstances. It was a period

during which rural Kerala shared the fortunes of the Gulf

States on account of the oil price hike. 'rhe better than

average performance of RRBs in the State could be at least

partly due to this. That phase is now getting over and there

fore in order to at least maintain their levels of performance,

they have to create adequate internal strength.
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APPENDICES

APPENDIX I

KERALA AGRICULTURAL UNIVERSITY

COLLEGE OF HORTICULTURE

VELLANIKKZ\RA

Department of Agricultural Economics

Schedule of farm survey

1. N~ne and address of beneficiary:

2. Extent of Holdings

51.
No.

Particulars
Wet Garden Dry
land land land

(cents) (cents) (cents)

Total
(cents)

Remarks

l.a) Area owned (+)

b) Area leased out (-)
c) Area leased in ( +)

d) Net area operated

2.a) Area under buildings

b) Area under wells etc.

c) Area under wastes

d) Total area not
cultivated (a+b+c)

3. Net area cropped ld-2d

3. Size of the family and income from sources other than
Agriculture:

--------------------------~-~-----~--------------------------
Sl.Name
No.

Sex Age Educa
tion

Occupation

Main Subsi
diary

Annual income_______ Remarks

Main Subsi
diary

--------------------------------------~----------------------
1
2
3
4
5
--------------------------------------------~------~~---------



4. Cropping pattern

------------------~----~--~-~-----------------------------------

Sl.
No.

Narne of crop Variety
Irri
gated

Area

Unirri
gated

No. of plantsl
trees (for
perennials and
annuals)

-----------------~----------~~~~~-~----~------------------------

Seasonal

1.

2.

3.

Annual

1.

2.

3.

Perennial

1.

2.

3.

5. Household expenditure

---------------------~--------~----------------------------------

Sl.
No.

Particuks
Qquantity in kg/per

Day/week/Month/Year

Rate
per
unit

Total
amount

per year

Remarks

--------------------------------~--~-----------------------------

A. Good
1. Rice
2. Tapioca

3. Wheat

4. Pulses

5. Sugars

6. Oils

7. Milk

8. Heat

9. Fish

10. Egg

11. Vegetables/
Fruits

~------------------------------------~---~~--~



B. Clothing & Footwear

C. Rent

D. Fuel & lighting

E. Education

F. Medicine

G. Travel

H. Recreation

I. Beverages

J. Taxes

K. Tobacco

L. Liquor

M. Others if any



6. Cost of cultivation during the year

Sl.No. Name of crop Variety
Area (in cents) No. of
--------- trees/
Irrl- Unirrl- plants
gated gated for annu

als and
perennials

Preparatory
cultivation

No. of Hours Amount
bullock worked
pairs per day

Remarks

1 Seasonal

1.

2.

3.

2 Annual

1.

2.

3.

3 Perennial

1.

2

3.

----~----".~----~-----------------~----------~-----------------~-----------------------~--------



PREPARATORY CULTIVATION

---------------------------------------------------------------------------~--,----~-------------

Men---_._-------
Family Hired Farn..:lly

Women

Hired
----------------------->---_._-------------------No.
Hrs.

worked
per
day

No.of Amount
days

Hrs.
wor
ked
per
day

Wage No.of Amount
rate days

Hrs. No.of
worJ<.eddays

per
day

Amount lIrs
\vorked
per
day

Wage No.of
rate days

Amount

- ---- - ------------------------------------_..------_._----...,-------------------- .-._-----_..-- ....._---------
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15

------------------------------ ------------------~----------------------------------------------

1. Seasonal
1.

2.

3.

2. Annual

1.

2.

3.

3. perennial

1.

2.

3.



SEEDS A..1\iD SOWING

Men Women

--,--------------------
HiredFamily Hired

AmountNo.of
days

Family

NO.ofAmountHrs. Wage
da"u's work-rate

4'" ed
per
day

AmountHrs •
wor-
"ked
per
day

Am- Hrs. Wage No.
mmtwor- rage of

ked days
per
day

No.
of
days

Hrs.
wor
ked
per
day

CostVariety
Qty.

Name
of
crop

----------_._-----------------~~----~--~-----~~--------------------~--------~------~-------------

1. Seasonal

1.

2.

3.

2. Annual

1.

2.

3.

3. Perennial

1.

2.

3.

-------------------_..._------------------_.-.-'-------~-----~<-_._ ........ _-_..._-_._-----,-------------_..--_._--------



FERTILIZERS AND MANURES

Name Oty Cost Name Qty. Cost

Name
of
crop

Ferti
lizers

Manures Application

Men Women

Family Hired Family Hired

AInt.Wage No.
rate of

days

No.
of
Hrs.
worked

Amo
unt

No.
of
days

No.
or
hrs.
wor
ked

Wage No. Arno
rat.e of unt

days

No. No. Arno-No.
of of unt of

brs.days hrs
wor- wor-
ked ked

per day
-----------------------------------------------------------------------------------------------------~

1. Seasonal

1.

2.

3.

2. Annual

1.

2.

3.

3. perennial

1.

2.

3.

----------------_._---------------_.~---------------_.-------------------------------------------------



PLANT PROTECTI0l!

~~~~-----------------------------_.~....._------------------------_..._-------------_.._------_._------------_ .....

Labour for application

-_._--------------------------------------Name
of
crop

Name of Qty.
chemical

Cost

Family

Men

Hired Family

Women

Hired

No. No. Arne- No. Wage No. Amo- No. No. Amo- No. Wage No. Amount
of of unt of rate of unt of of unt of rate of
hrs. days brs days brs days brs. days

worked wor- wor- wor-
per ked ked ked
day per per per

day day day

-----------------------------------------~--------------------------~-------~-------------------------
1. Seasonal

1.

2.

3.

2. Annual

1.

2.

3.

3. Perennial

1.

2.

3.

----------------------------------------------------~-------------------------------------------------



After cultivation operations

-------------------------------------------------------------------------------------------------

Family

Men

Hired Family

Women

Hired

No.of No.of Amount No.of Wage No. Amount No.of No. Amount No. Wage No. Amount
Name of crop

brs days hrs. rate of hrs of of rate of
worked wor- days wor- days hrs days
per ked ked worked
day per per per

day day day

---------------------------------------------------------------------------------------~----------

1. Seasonal

1.

2.

3.

2. Annual

1.

2.

3.

3. Perennial

1.

2.

3.

--------------------------------------------------------------------------------------------------



Irrigation

~--~~~-----------~------------~-----~-----------~-----------~------~--------------------------

Hired Family
Name
of
crop

Fuel
cost

No.of
brs
worked
per
day

Men

Family

No. Amount
of
days

No. Wage
of rage
brs
worked
per
day

....
No.
af
days

Amount No. No.
of of
brs. days

worked
per
day

Am0
unt

Women

No.of
bra.
worked
per
day

Hired

Wage No.of Amount
rate days

~--------~----------~---------~-------~--------------------------~-~-------------------------
1. Seasonal

1.

2.

3.

2. Annual
1.

2.

3 •

3. .Rei:"ennial
1.

2.

3.

-------------------~----------------------~-----------------------------------------------------



Harvesting

---------------------------------------------------------------------------------------------------~--
Men Women

-----------, -------------,---,,------------------------
Family Hired Family Hired Output

Name of
No.of No. Amount No. \'1age No. Arno- No. No. Arno- No .. t'lfage No. Arno-

crop
hrs of of rate of unt of of unt of rate of unt

worked days hrs days hrs days hrs. days

per day worked worked \'I1orked
per da.y per day per day

Main Bipro
pro- duct
duct

------------------------------~-----------------------------------------------------------------------

1. Seasonal

1.

2.

3.

2 .. Annual

1.

2.

3 ..

3. Perennial

1.

2.

3.
_______________________________________________________________________________________ r, _



9.(a) Past borrowings at the beginning of the reference period

-----------------~------------------------------------------------------------._----------------
51.
No.

Source Amount
outstanding

Purpose Security Interest
rate

Amount
overdue

------------------------------------------------------------------------------------------------

_._-----------------------------------------------------------------------------------------------
(b) Borrowings during the reference period

-------------------------------------------------------------------------------------------------
Amount
overdue

Repayment schedule

Amount Amount
repaid out-

standing

Secu- Interest ---_.....---------rity rate period
purposeType

of
loan

Time of
obtain
ing
datel
month

Credit
gap

Credit Credit
Sourcere_ availed

quired

----------------------------------------------------~-------------------------------~-------------



7. Farm income

-----------------------------------------------------------------------------------------'-_..._-----------
AmOunt realized by

sale
Gross output Quantity purchased Quantity sold

51. Name of the
No. farm product Main Bi- Main Bi- Main Bi-

product product product product product product

Qty. value Qty. Value Qty. Value Qty. Va- Qty. Va- Qty. Va-
lue lue lue

Main
product

Qty. Va
lue

product

Qty. Value

--------_¥,,-----------------------------------------------------------------------------------_._--------
1.

2.

3.

8. Monthly cash flow statement

----------------------------------~-------------------------------------------------------------------
Items Jan. Feb. March April f-1ay June JUly Aug. Sept. Oct. Nov. Dec.

-~--------------~--~--~--------,~--~-----~-~--------------------------------------~--------------------
Inflow
Farm source

Non-farm source

Outflow

Farm source

Non-farm source

----------------------------~-------~-----------------------------------------------------------------



10. Details of short-term loan availed from R.R.B.

------------------------------------------------------------------------------------------------
Loan amount Nature of kind portionCrop Time of

obtaining
Cash Kind Total Seed Fertilizer Pl~~t protection

Name Qty. Value Name Qty. Value Name Qty. Value

-----------------------------------------------------------~------------------------------------

-----------------------------------------------------------------------------------------------

Security Interest
rate

RepaYment
period

Amount
repaid

Amount
outstanding

Amount
overdue

~-----------------------------_._-----------------------------------------------------------------



11. Utilization of the loan taken from R.R.B.

--------------_..._----.....------------------------------------------------------------_.----------------
Fertilizer Plant

protection
Name of Amount
crop of loan

Seed

Qty. Area Name Area! Name
Qty.

applied

Area!
Qty.
applied

Labour
charge

Men Women

Others
Additional
output by
utilizing
the loan

--------------------~------~-------~-------~---,----------------------~---------~---~-----------

------------------------------------------------------------------------------------------------



12. Reasons for default if any:

1. Failure of crop

2. Fall at price

3. Non-receipt of income from
other sources

4. Diversion income for
unproductive purposes

a) Marriage/allied ceremonies

b~ Entertainment

c) Loss by theft, Robbery,
accident etc.

5. Diversion of income to
settle other loans ~

13. Problem faced by farmers if any

1. Getting in right time

2. Getting required amount

3. Official delays

14. Suggestions for improvement

Yes/No
Yes/No

Yes/No

Yes/No

Yes/No



APPENDIX II

KERALA AGRICULTURAL UNIVERSITY
COLLEGE OF HORTICULTURE

VELLANIKKARA

Department of Agricultural Economics

Schedule of small trade survey

1. Name and address of the trader :

2. Location of business :

3. Name of RRB from which loan
was taken

4. Family size and income from
non-trading sourcesc

•.

Main Subsi- Main
diary

Sl· NameNo. Age Sex Edu
cation

Occupation Monthly
income

Subsi
diary

Re
marks

-----------------------------------------~---------------------

1. Respondent

2.

3.

4.

5.

6.

7.

8.

10

-----------------~---------~------------------------------------



5. Extent of holdings

---~~----~----~-~~~-~-~-~~---------------------------~---------

51.
No. Particulars

Wet Garden
land land

(cents) (cents)

Oryland Total Remarks
(cents) (cents)

----------------~------~~---~-~--------------------~-----------

1. a) Area owned (+)

b) Area leased out (-)
c) Area leased in (+)
d) Net area operated

2.a) Area under building
b) Area under wells etc.

c) Area under wastes
d) Total area not

cultivated (a+b+c)

3. Net area cropped (ld-2d)

-----------------------~-----~--------~-----------~-------------

6. Household expenditure

-------~--------------------~--~--------------------------------

51.
No.

Particulars
Ouantity in kg/per Rate

----------- per
Day/wee}f/Montb/Year unit

Total Remarks
amount

per year
-------------------------------~~~------------------------------

A. Food

1. Rice
2. Tapioca
3. Wheat

4. Pulses
5. Sugars
6. Oils
7. Milk
8. Meat
9. Fish

10. Egg
11. Vegetables/fruits



B. Clothing & foot wear

C. Rent

D. Fuel & lighting

E. Education

F. Medicine

G. Travel

H. Recreation

I. Beverages

J. Taxes

K. Tobacco

L. Liquor

M. Others. if any

-------------~---~-----------------~-------------------------

7.8) Past borrowings outstanding as on 1-4-1982

----------------~-~--------~----------------------------------
Source purpose Amount Security

outstanding
Interest Amount
rate overdue

-------------------------------~------------------------------

7.b) Borrowings during the reference period (1-4-82 to 31-3-83)

SecuritypUrPOseSource Amount
Repayment schedule Amount

-----------""I"'overdue
Period Amount Amount

repaid out
standing---------------------------------------------------------------

1. RRB Initial capital

worJdng capital

Others

--------------------------------~------------------------------



8. Utilization of medium term loan taken from RRB

-------------------~~-------~-----------------------~--~-------Working capital Re
marks

Name of Amount Initial investment
business of loan

Cost Labour
of charge

material

Others Re- Labour
ple- charge
nish-
ment

Others

----------------------------------------~--~--------~----------

------------------~----~----~-----------~----------------------

9. Total sales turnover of commodities

-----------------~~~------~------------~-------------------~--

Major items
Quantity transacted

Daily/weekly/Monthly

Price
per unit

Net
returns

------~---------------~--~--~---------------------------------

Business I

1.

2.

3.

4.
5.

6.

7.

8.

etc.

Business II

1.

2.

3.
4.
5.
6.
7.
8.
etc.

----------------------------_._----------------------------------



10. Monthly details of trading

------------------------------------------------------------------------------_._---------------------
Items January February March
purchased!
sold

April May June JUly August septem- OCt.o- Novem- Decem-
ber her her her

o p Q p Q p o P Q POP 0 P Q P o p o P o p Q P
------------------~-----------------------------------------------------------------------_~_--------

I. Purchases
1.
2.
3.
4.
5.
6.
7.
8.
9.

10.

II. Sellings

1.
2.
3.
4.
5.
6.
7.
8.
9.

10.
etc.

III. Monthly total
turnover

IV. Net returns

---------------------------------------------------------------------_~_--------------------------_~



11. performance of activities

i) a) Entirely by family members :

b) Entirely by permanent labourers:

c) Entirely by casual labourers :

d) Combinations of a. b & c (specify) :

ii) 1. No. of family members engaged

2. No. of hrs. per day engaged

3. No. of days per week engaged

4. No. of casual labourers engaged

5. No. of hrs. per day engaged

6. No. of days per week engaged

7. Wage rate

8. No. of permanent labourers ;ngaged

9. Monthly salary

iii) Various charges/costs incurred

1. Labour charges

2.Fuel charges

3. Panchaya~Municipal taxes

4. Weighing balance license fee etc.

s. Transportation charges

6. Other service charges if any
(specify)

12. ;xpenditure incurred RY beneficiaEl-ln obtaining the
assistance:

1. Travel and other incidentals/
(prior to receipt of assistance)

2. Loss of work

3. Miscellaneous and others

Total

Rs.

Rs.

Ra.

===========::.:==



13. Extent of time lag

1. Approximate time taken from
application to sanction
(No. of days)

2. Approximate time taken from
sanction to receipt of the
benefit (No. of days)

3. Approximate time taken from
rec~ipt of the benefit and utili
zation of the services (No. of days)

4. Spec;:ify the sea.sons for the
delay in utilization

14. Information about the RRB assistance

1. Engagement before starting the
business

2. How could you know about the
RRB assistance

3. How was the linkage with the
bank established

4. Bank's attitude towards the
borrowers

15. Reasons for default if anx

1. Lack of adequate business

2. Non-availability of working
capital for periodic replenish
ment

3. Diversion of Income for
unproductive pUrPOses

a) Marriage/allied ceremonies

b) Entertainment

c) Loss by theft. accident etc.

4. Diversion of income to settle
other loans

16. Suggestions for improvement I



1\:PPENDIX-III

1. Growth of Regional Rural Banks (end of December)

----------~------~-----~--~~~-~----------------------------------
1977 '78 '80 '81 '82 '83

----------------------------~~-----------~~-~---------------------

2. Number of borre- 1187
wers 6191 7795

1. Number of RRBs 48 51

1753

60

2420

85

3279

107

4795

124 150

3. Deposits
(in crores)

4. Advances out
standing
(in crores)

33.04

42.35

74.1 123.22 199.83 336.00 502.26 678.00

22.02 167.41 243.38 406.59 577.11 751.00

--------------------------------------------------------------------
2. Operating results 1976 '77 '78 '79 'SO '81 '82

of RRBs
-~--------------------------~---------------------------------------

a) Number of
RRBs function
ing

b) Number of banks
earning profits

c) Amount of pro
fits (Ra. in
thousands)

d) Number of RRBs
incurring losses

e) Amount of losses
(Rs. in crores)

40

26

1092

14

251

48

27

3342

21

2668

51

22

6388

29

5445

60

37

14735

23

6284

85

56

22772

29

10358

107

62

31268

45

22158

124

48

35267

76

56198

3. Classification of RRBs on the basis of their
deposits as on December 31. 19831

Deposits No. of RRBs

More than one crore 42

1 to 5 crores 60

5 to 10 crores 2S

More than 10 crores 20
150

==========
(contd. )



4. Classification of RRBs on the basis of advances as on
December 31, 1983:

..
Outstanding loans No. of RRBs

More than 1 crore 47

1 to 5 crores 52

5 to 10 crores 28

More than 10 crores 23

150
=====

5. Recovery percentage to demand.

Recovery percentage
to demand

More than 80 per cent

More than 70 per cent
upto 80 per cent

More than 60 per cent
upto 70 per cent

More th~l 50 per cent
upto 60 per cent

More than 40 per cent
upto SO per cent

Upto 40 per cent

NO. of
R..t\Bs

4

8

16

18

17

10

Source: Union Finance Ministry. Oueted by prabhu, A.N.(1984)
RRBs in the Red. ~. Times, 1~(203): p. 4.



6. Statewise offices of Regional Rural B,mks (as on March 31, '84)

------------------------~-----------------------------------------
State Nwnber of Number of Number of

RRBs branches districts
_____________________________ ......-___..___________._____________'.-c_._.___ ....

1. Anthra pradesh 12 607 17

2. Arunachal pradesh 1 1 4

3. Assam 5 166 10

4. Bihar 17 1325 27

5. Gujarath 7 122 11

6. Haryana 2 168 5

7. Himachal Pradesh 1 81 3

8. Ja.rr\i-nu and Kashmir 3 210 10

9. Karnataka 8 622 13

10. Kerala 2 238 4

11. Madhya pradesh 20 878 35

12. Maharashtra 7 178 13

13. Manipur 1 12 8

14. Heghalaya 1 16 3

15. Mizoram 1 1 3

16. Nagaland 1 1 7

17. Orissa 9 591 12

18. Punjab 3 18 6

19. Rajasthan 13 516 26

20. Tamil Nadu 1 116 2

21. Tripura 1 61 3

22. Uttar pradesh 35 1808 43

23. West Bengal 8 477 16

Total 159 8213 281

--------------------------------------------~---,~_._,-~-._---~~---------

Source: Report on Trend and progress of Banking in India,
1983-84: p. 64-69.
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ABSTAACT

Regional Rural Banks were established with the main

objective of developing the rural economy by providing credit

facilities for the development of agriculture. trade. commerce,

industries and other productive industries in the rural areas,

particularly to the small and marginal farmers. agricultural

labourers, artisans and small entrepreneurs. The rationale

for a specialized institution oriented to rural credit follows

the identification of a specific regional and functional gap

in the existing institutional credit structure. The new insti

tutions were not intended to replace but to supplement the

other institutional agencies in the field.

In Kerala two RRBs viz. North Malabar Gramin Bank at

Cannanore and South Malabar Gramin Bank at Malappuram were

established in December 1976. The SPeCific objectives of the

present study were

1. To review the working of RRBs in Keral a.

2. To assess the extent to which they have been able to fulfil

their objectives by way of extending credit to the target

groups.

3. To assess the impact of finance from RRB on the beneficia

ries.

4. To point out shortcomings if any in the working and to

suggest remedies.



The study was conducted in two parts. In the first part,

available secondary data on the functioning of the two RRBs

in Kerala during the past were collected from the head offices

of the two banks and also from other pUblished sources like

RBI periodicals and journals. Overall aspects like expansion

of branches, mobilization of deposits, advances made_ income,

expenditure and profit/loss position and deplo~nnent of credit

to various sectors were the points looked into in this analysis.

The second part of the study is based on data from the bene

ficia~r level and is confined to the beneficiaries of SMGB.

To examine the functioning of the bank at prima~J level among

different groups, both short term and medium term loans were

studied separately. This classification envisaged the study

of agricUltural and non-agricultural advances of the SMGB

separately because majority of the short term loans were crop

loans whereas majority of the medium term loans were small

trade loans. A sample of sixty crop loanees and sixty small

trade loanees selected through two stage random sampling were

personally contacted and data were collected using well struc

tured interview schedules prepared separately for both the

categories. In order to serve as control in respect of short

term loans another sample of 30 non-borrower farmers were also

interviewed from the same area. Information regarding family

status, f~ly income and its sources, cropping pattern and

int.ensity, cost of cultivation of major crops, input use

pa'ttern etc .. were collected from the sample fanners. Details



of type of trade. incremental investment and turnover, incre

mental income and its contribution to family income etc. were

the points concentrated in the case of small traders.

The study revealed that the overall performance of the

RRBs in Kerala was satisfactory. The banks could cover the

five backward districts of the State and could emerge as

premier banking institution in the areas of their operation.

The expansion of branches» mobilization of deposits and advances

made by these banks made steady progress throughout the past

and they in many respects ranked among the better performed

RRBs in the country. Relatively low average amount of credit

per borrowal account extended and a shortfall in recovery are

points to be mentioned as weak spots noticed in their function

ing.

The analysis of crop loans suggested that the loans had

gone only to the eligible categories though the share received

by agricultural labourers were less. The borrower fame rs had

a high cropping intensity. had used higher doses of inputs

especially labour and fertilizer nutrients and had been reali

zing higher farm income per hectare compared to the non-borro

wers. Linear programming analysis of the farms revealed that

borrower farms had much better resource use efficiency than

non-borrowers. The existing crop combinations was less than

optimum in all the farms. There is possibility of increasing

their net margins by mere reallocation of the existing resources.



Crop plans worked at enhanced levels of capital (at 25% and

50% more than the existing) showed that the net margins could

be profitably increased by employing more capital. Improved

plans were also able to absorb more labour force, indicating

clearly the emploYment generating capacity of capital.

Besides the agricultural sector. the SMGB finance was

found to opening vistas for higher earnings for a good number

of young people of the weaker sections. Small trade was one

of such ventures which dominated in number as well as in amount

advanced. The small trade loans had resulted in incremental

investment and hence in incremental turnover in all trle cate

gories of trade studied. The small traders with the borrowings

had an average incremental investment of Rs.2448 which gene

rated an incremental net income of Rs.747 per annum and an

additional gainfUl emplOYment of 35 mandays r;er annum.

To conclude" RRBs in Kerala fared better than their

counterparts in general in the rest of the countrJ in terms

of overall performance. They were found to be generally

adhering to the objectives for which they were created.
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