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1.1 INTRODUCTION

Credit is an important instrument requires for national development and it is
utilized according to the national priorities. Till late sixties, commercial banks in India
were mainly financing trade, commerce and industry. The flow of credit towards
agriculture and weaker section of the community was quite low. In order to ensure
equitable distribution of credit, the scheme of social control over banks was initiated in
December, 1967. National Credit Council was set up in February, 1968 mainly to
periodically assess the demand for banks credit from various sector of the economy and
to determine the priorities for grant of loans and advances having regard to the
availability of resources. As this scheme did not yield the desired results, the
nationalization of 14 major scheduled commercial banks took place in July 1969. The
main objectives of nationalization were to control the heights of the economy and to meet
progressively and serve better, the need of developments of the economy in conformity
with national policy and objectives. The nationalized banks were advised to open
branches in rural and semi-urban areas and provide funds for all productive activities

irrespective of the size and social status of the borrowers. Moreover, another six private

. . h .
sector banks were nationalized on 15t April, 1980.

Prior to bank nationalization, commercial banks were financing to trade, industry
and commerce and completely neglected certain crucial sector of the economy like
agriculture, small- scale industries, self employment ventures and so on which need
priority treatment not only because of their tremendous potential for employment

generation but also because of their significant contribution to the national income.

The concept priority sector has been reviewed from time to time to make
necessary changes according to national planning priorities. In November, 1974, the
public sector banks were advised that their priority sector lending should reach a level of
not less than one third of their outstanding credit. Priority sector banks were also advised
in November, 1978 to undertake similar responsibilities and lend atleast one third of their

total advances to the priority sector. In March 1980, the banks decided to raise the

. . . 1
proportion of their advances to priority sector to 40 percent.



The prime minister announced their New 20 Point programme on 14th January,
1982. At the instance of the government of India, the Reserve Bank of India constituted
Working group under the chairmanship of Shri A. Gosh to give recommendations for
active participation of banks implementation of new 20 Point programme. The working
group submitted its report on 22nd April, 1980. It had suggested the introduction of the

concept of weaker sections in the main component of the priority sector but it did not

suggest any changes in the overall target of 40 percent of the net bank credit.

With a view to increase the flow of credit to agriculture, the banks were advised to
set up direct finance to agriculture, so as to reach a level of atleast 16 percent of their total
outstanding credit by March, 1987, 17 percent by March, 1989 and 18 percent by March,
1990 with the overall target of 40 percent. Anyhow a few changes have been made from
time to time in certain sub- target of priority sector. However, the overall stipulation of
priority sector credit at 40 percent of net bank credit and the sub - target of 10 percent of

net bank credit and for weaker section remain unchanged.

1.2 STATEMENT OF THE PROBLEM

Commercial banks have been identified as great instruments that channelize funds
to the rural areas. Banks have been able to play both qualitative and quantitative roles in
terms of stimulating the allocation of resources to high priority areas, encouraging new
enterprise, bolstering business skill of the borrowers, promoting growth in backward
areas, modernization of existing industries, rehabilitation of sick units, promoting the

indigenous industries and so on.

Priority sector lending facilitates regional and sectoral development pattern
through a wide network of rural bank branches. Rural banking is considered an important
ingredient for canalizing the investment patterns in our country. A developed network of
bank branches increases the mobility of fund financial access to local industries and

geographical coverage.

Priority sector advances plays a very crucial role by providing the needed

liquidity to the borrowers who do not have sufficient investible funds to exploit a



conducive development environment. The credits obtained provide a command over other
resources and thus removes the financial constraints of the borrowers. Through credit
operations, financial savings are transformed into capital for further investment. The
managers of the commercial bank sanction loans and advances by exercising their
discretionary power. This bank creates awareness about the various schemes among the
people. It constantly conducts research and development to do efficient services. This
bank is not merely the agency of the Government to implement the social and economic
policies but also running the business with profit motive. This bank adopts effective
innovate services like core banking, re-engineering and reverse engineering schemes
which shed light on the efficiency on the bank. To-day the segments of the priority sector
consist of agriculture, small scale industries, small road and water transport operations,
retail trades, small business, professional and self- employed persons, weaker section,
education, housing, self-help groups and so on. These segments have their own
significance. Hence, an attempt has been made to analyze the priority sector advances by

the commercial banks in Sivagangai District.

1.3 OBJECTIVES OF THE STUDY
The study is undertaken with the following objectives.

1. To identify the modus operandi of priority sector lending by the commercial
banks.

2. To analyze the progress of loans and advances lend by the commercial banks in
various segments of the priority sector.

3. To assess the opinion of the borrowers on the advances of the commercial banks.
4. To examine the opinion of the bank employees on the priority sector lending.

5. To offer suggestions based on findings of the study.
1.4 SCOPE OF THE STUDY

This study is made to analyze the priority sector lending by the commercial banks.

The commercial bank plays an important role in the district. This bank renders useful



services to the customers. This study covers the theoretical information relating to priority
sector, analyze of priority sector lending, opinion of the borrowers on the advances of the
commercial bank and opinion of the bankers towards the services rendered on the priority

sector lending.

1.5 HYPOTHESES OF THE STUDY

1. There is no significant difference between the educational qualification and the

various loan schemes.

2. There is no significant difference among the responses of the respondents towards

documents required for sanctioning loans.

3. There is no significant difference among the responses of the respondents about
the subsidiaries offered by banks.

4. There is no significant different between the securities offered by the customers
and the segments of priority sector.

5. There is no significant different between the number of beneficiaries benefited
and the segment of priority sector.

6. There is no significant difference among the responses of the respondents about
the complexities faced by the bankers.

1.6 METHODOLOGY

This study comprises of both primary and secondary data. The primary data are
collected directly from the borrowers by using interview schedule to access the opinion
relating to the priority sector loans and advances. For analyzing the opinion of the

bankers towards the priority sector lending, another interview schedule was prepared.

The secondary data have been collected from books, periodicals, various
committee reports, research works of published and unpublished M. Phil. and Ph. d theses

on the subjects, newspapers, journals, Bank Pamphlets, RBI Bulletin, web site and so on.



1.7 CONSTRUCTION OF TOOLS

A pre- test was conducted by the researcher in order to identify the validity and
reliability of the interview schedules. Draft interview schedule was issued to 30
borrowers as well as bankers under priority sector. The interview schedule was
administered and discussions, both formal and informal, were held for right content of
schedule. The response are given by the experts their views and suggestions helpful to

reconstruction of schedules. The interview schedule was finalized after the pre- test.

1.8 VALIDITY AND RELIABILITY

The pre test was conducted before finalizing the questionnaire. It was issued to 30
borrowers and 30 bankers. It was administrated and discussed. Both formal and informal
discussions were held for fine tuning the question pattern and content. Their views and
suggestions were helpful in rearrange and restructuring the questionnaire. The Cornbach’s
Alpha test was administrated to the sample respondents to find out the reliability of the
questionnaire. The questionnaire was finalized after the pre test. The reliability of

interview schedule is given in Table 1.1.



TABLE 1.1
Reliability of Interview Schedule

SIL.No. Variables No. of No. of Cornbach’s
Respondents Items Alpha value
l. Awareness about loan schemes 30 15 0.787
2. Various loan services by banks 30 9 0.980
3. Customers satisfaction 30 12 0.756
4. Ceiling for loan amount 30 15 0.753
5. Level of subsidiaries offered by 30 15 0.823
banks
6. Kinds of securities 30 15 0.769
7. Number of beneficiaries benefited 30 15 0.960
8. Nature of difficulties faced by 30 7 0.920

bankers

Source: Primary Data.

SPSS — cornbach’s alpha test

Table 1.1 shows that the Cornbach’s Alpha value indicates that the variance with

the opinion of the respondents is significant at the 5 percent level. This implies the

Cornbach’s Alpha value is greater than the value of 0.75. Therefore, it can be concluded

that both questionnaire were constructed five point scale and all likert’s five point scale is

highly significant and fit to conduct the research.

1.9 SAMPLING DESIGN

There are 125 branches in Sivagangai District. (Public and Private Sector Bank

branches). The researcher has selected all branches of the banks under census method.

There are 125 employees selected at simple random method in order to assess the opinion

of the bankers regarding the priority sector loans and advances. The data are collected

either from manager or officer cadre of the banks.




According to the section 13 of the banking companies (Acquisition and Transfer
of undertaking) Act 1970, the commercial banks should not reveals any matter
concerning their customers. This rule is followed by all banks. Due to this problem, it was
not possible to get the list of the customers and their details from the banks. Hence
researcher has collected data from 647 borrowers by using Rao calculator to identify the
sample size at 99 percent confident level at margin of one percent, which means five
borrowers from each branch, selected in order to assess their opinion towards the priority

sector loans and advances.

1.10 DATA PROCESSING

After completing the data collection a thorough check was made. The whole
interview schedule was processed for coding the data in a computer in the excel sheet.
Then the cross table were prepared by using SPSS package. Moreover, after consulting

the research experts, appropriate tools were framed to get good results.

1.11 MODE OF ANALYSIS

In order to analyze the opinion of the borrowers as well as bankers, the data were
analyzed by using appropriate statistical tools like percentage analysis, Garrets ranking
test, Kendall’s co efficient of concordance test, Freidman test, Factor analysis, sign test,

weighted average method and so on.

The percentage analysis is used throughout the report wherever required. The
Garret ranking test is used to find out the factor influencing to open an account; types of
loan offered by the particular banks to the account holders. The factors analysis is used to
measure the borrowers attitude towards services of the bank, the sign test is applied to
ascertain the required documents towards sanctioning loan and there are two structural
equations modelling are framed for the bankers as well as the borrowers towards priority

sector and overall services of the banks.



1.11.1 Priority Sector Advances by the Commercial Banks - Sem

The banks are established with the aim of rendering services to the customers
rather than earning profit. The banks are offered plenty of services to the customers but
till they are not satisfied. In order to access the opin ion of bankers towards services of
the banks as well as the level of satisfaction of the borrowers. Hence the researcher has
framed SEM model to identify the level of satisfaction and fulfil the both of their

requirements by using model fit analysis or structural equation modelling.

The Structural Equation Model (SEM) is a general statistical modelling technique
to establish relationship among the variables. A key feature of SEM is that the observed
variables are understood to represent a small number of ‘latent constructs’ that cannot be

directly measured, only inferred from the observed measured variables.

Even though no variables have been manipulated, variables and factors in SEM
may be classified as independent variables and dependent variables. Such classification is
made on the basis of a theoretical casual model, formal as well as informal. The casual
model is presented in a diagram where the names of measured variables are within
rectangles and the names of factors in ellipses. Rectangles and ellipses are connected with
lines having an arrowhead on one (unidirectional causation) or two (no specification of

direction of causality) ends.

The first measure of model fit is the Goodness- of- Fit Index (GFI). The GFI
measures the relative amount of variance and covariance in the Simple Covariance Matrix
that is jointly explained by the population covariance matrix. The GFI values range from

0 — 1, with values close to 1 being indicative of good fit.

A second type of Goodness-of-Fit index used in the analysis that can be classified
as incremental indices of fit are based on a comparison of the hypothesized model against
some standard. Comparative Fit Analysis (CFA) is useful in that it takes sample size into
account. The CFI values range from 0 to 1, whereas .90 percentages was considered a

good fit for GFI, a revised cut off of .95 has recently been advised for CFI.



The final set of fit statistics used in the analysis focuses on the Root Mean Square
of Error Approximation (RMSEA). This fit statistics has only recently been recognized as
one of the most informative criteria for use in covariance structure model. The RMSEA
takes into account the error of approximation in the population with unknown but
optimally chosen parameter values, fit the population covariance matrix if it is available.
This discrepancy, as measured by the RMSEA, is expressed per degree of freedom, thus
making the index sensitive to the number of estimated parameters in the model values
less than .05 indicate good fit, values between .08 and 1.00 indicate mediocre fit, and
those greater than 1.00 indicate poor fit. It is also possible to use confidence intervals to
assess the precision of RMSEA estimates; AMOS (the statistical program that is used to
run the SEMs) reports a 90 percent interval around the RMSEA value.

FIGURE 1.1
Measures the Opinion of the Borrowers and the Bankers - Sem
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Outcome of the Structural Equation Model

The SEM is a model for analyzing the more number of dependent and
independent variables. In connection with that Table 1.2 explains that the result about

opinion of the bankers as well as the borrowers.

TABLE 1.2
Outcome of the Structural Equation Model
Variables Values Significance Result
Chi square 2.233
P — Value 0.816 >0.05 is model fit
GFI 0.993
AGFI 0.979 g 9£% model shofws The model is
the goodness o highly fit to the
CFA 1.000 analysis analysis for this
study.
RMR 0.319 Error may be <0.10 is >
RMSEA 0.001 10%

Source: Primary Data

Table 1.2 elucidates that the model of priority sector advances by the commercial
banks, borrowers expectation and the banker expectation leads to the satisfaction of the
customers are constructed as variables for the Structural Equation Model (SEM). The
Chi-square value is more than the 0.05 percent (2.233 percent) at 5 percent level, which
shows that the model which is constructed is fit; normally if the model has to be fit the
P value should be greater 5 percent level. The Goodness of Fit Index (GFI) 0.993

percent indicates that the model is good for analysis.

The Confirmatory Factor Analysis (CFA) 1.000 indicates that the model is highly
fit and shows goodness.

The Root Mean Square of Residual is (RMR) 0.319 and shows that error value is

smaller which is less than 10 percent and Root Mean Square Error of Approximation
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(RMSEA) is 0.001 indicates that it lies between the confidence interval of less than 0.06
to 0.08. Hence the analysis shows that the Expectations of bankers as well as borrowers
lead to the satisfaction of customers as a variables have significant influence on priority

sector loans and advances.

1.12 LIMITATION OF THE STUDY

The study was consisting of following limitations:

1. The researcher has met and collected data from only few borrowers and bankers.

2. Due to the banking regulation, the researcher is not able to select and collect data

from all the segments of borrowers under priority sector at random.

3. The study does not cover the banks like co-operative banks such as Pandiyan
Grama Bank, Primary Agricultural Co-operative Society (PACS), Foreign Banks

and so on.

1.13 CHAPTER SCHEME

The report divides into seven chapters. The first chapter presents the design of the
study. It consist of introduction of the study, statement of the problem, objective of the
study, scope of the study, methodology of the study, sampling design, limitation of the

study, data processing and so on

The second chapter elucidates the related review of the literature. This is
presented under two heads namely, priority sector advances and non-priority sector

advances.

The third chapter presents theoretical framework of the study which includes the
significance of priority sector advances, segments of sector, purpose of priority sector
lending, eligibility of the borrowers, target of commercial banks, details of amount issued

by the bank branches under this sector and so on.

The growth of different segments of the priority sector advances are presented in
the fourth chapter.
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The opinion of the borrowers towards the loans and advances received from banks
were analyzed in the fifth chapter. This chapter consists of the age, sex, marital status,
educational qualification, monthly income of the respondents, and borrowers opinion

towards satisfaction of bank services and so on.

The opinion of the bankers towards the priority sector lending to the customers
are highlighted in the sixth chapter. This chapter consists of the sex, educational
qualification, and experience of the respondents, documents required for sanctioning

loans, subsidiary offered, and complexities faced by the respondents and so on.

The last and final chapter presents the findings and suggestions of the study.
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2.1 INTRODUCTION

This chapter attempts to give a comprehensive outlook of various research made
in the previous studies. The details of such studies throw light on this research. The
researcher has made an attempt to evaluate the performance of loans and advances
sanctioned by the commercial banks at Sivagangai District of Tamilnadu. Hence, it is
proposed to highlight the review of literature available on the performance of loans and
advances by the banks. The research has been confirmed to research papers, articles,

research studies and various web sources.

There are number of studies which have been undertaken previously relating to
priority sector advances. Such studies are highly useful to identify the areas already
investigated and formulate insight into the present study. The review of them may not be
directly linked to priority sector advances by commercial banks but they discuss issues
connected with the priority sector advances in different segment wise. Hence the
researcher has included the reviews of literature in order to identify the gap in the

research. The review of literature is divided into two heads such as:

2.2 Priority Sector Advances

2.3  Non- priority Sector Advances

Several studies on this subject in a restricted sense have been undertaken by
particular bank/group of banks, individuals and organizations. Number of Committee
appointed by the Government of India and RBI has also studied the banking problems of

the country. Reviews of such available literature are presented below.

2.2 PRIORITY SECTOR ADVANCES

V. V. Bhatt1 (1970) in his study concluded that the proposed scheme of approved

dealers to assist the Lead Banks in providing finance and guidance to the farmers and
small industrialists. In providing finance and guidance effectively, the banks would have
to collect the required information, ensure recovery of loans and interest, assist in

obtaining after sales service and keep a watch on the working of the assisted enterprise.
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Through the analysis made by him, he suggested that it can be made easier by creating
and supporting a set of approved dealers which are helpful to the farmers.

2
P. N. Josh™ (1972) in his research requested the RBI to give clear and specific

definition of the different components of priority sectors. Some of the bankers are not
clear about the precise scope of agricultural lending of advances. Guidance from the RBI
would help them to increase their involvement in farm credit on right lines and promote

farming activities.

Vadilal Dagli3 (1975) is opined that the aim of the banking policy should be to
uplift the under privileged class of the society in rural India from subsistence existence to
surplus existence. The concept of priority sector should include only to the rural poor of

the country and by providing them necessary financial assistance to lift from the low level

to the upper level.

P.C.D. Nambiar4 (1977) has pointed out in his study that the role of commercial

banks in the priority sector is not confined merely to the provision of finance. He
evaluated the feasibility of the project and assisted the entrepreneurs to select the right
type of project. He also emphasized the need for proper co -ordination between
government agencies and commercial banks for better results in the development of

priority sectors.

S.L. Shetty5 (1978) in his paper coated that the achievement of commercial banks
since nationalization has found that the banks, which have relatively low priority sector
lending have been the ones with higher than the average credit deposit ratios. Another
finding noticed among the banks regard to the priority sector, a few branches of banks
achieved impressive ratios to the neglect of the rest of the areas. Again there is

considerable concentration of priority sector advances in a few states.

L.D. Mello6(1980) in his study found that the capacity and suitability of

commercial banks to provide large amount of credit to the priority sectors. Since banks

are high cost organizations, existing developmental agencies can be used by commercial
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banks to reduce the cost and to improve efficiency in the use of credit and banks should

concentrate the priority sector schemes.

C.L. Khenmani and K.V. Balaklrishnan7 (1981) they were opined that if the

borrower selected under IRDP (Integrated and Rural development programme) is made to
approach the money lender for their very genuine consumption needs, and the objective
of institutional finance. Consumption credit granted on the basis of specific needs of the
target groups are not going to cause problems. The actual consumption loans will have to

be related to their minimum needs and their capacity to repay.

.8 . ..
V.B. Angadi (1983) observed that the concentration of priority sector advances

in general and agricultural advances in particular in a few states. The reasons for such
concentration are number of bank offices, deposit mobilization, total cropped area, land
under certain food and cash crops, extent of irrigated land in respective states, adoption of
high yielding varieties, the availability of cooperative credit and the level of political

awareness in these states.

Senior Executive Seminar on Priority Sector Financing9 (1983) organized by
NIBM (National Institute of Bank Management) advised the banks to remember the
philosophy behind the policy towards priority sector and to develop faith in this
philosophy. Priority sectors should be looked upon as the opportunities for developing the

banks business.

B.K. Saker10 (1983) has suggested that to launch a successful marketing drive for
the target groups in the priority sector, the environment pertaining to each segment of the
society has to be carefully scanned and vital information relevant to market decisions,
such as ignorance, unwillingness, poverty, political interference and so on, have to be
analyzed. The best achievement can be derived only if the customers real situations are

assessed in a meaningful way.

K.V. Patel and N.B. Shetell(l984) analyzed the priority sector lending by

commercial banks in India from 1969 to 1980 and concluded that quantitatively a very

impressive coverage is achieved during the period of twelve years. The total priority
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sector advances have gone up by more than fourteen times. But the credit absorption
capacities of the weaker sections are constrained by a variety of factors, which may no t
be under the direct control of the banking industry. Therefore, the coordinated efforts of

executives and developmental agencies require special care and attention in this matter.

Raut12 (1984) conducted a study on the scope and problems of financing tribal
farmers and concluded that the problem of overdues was mainly due to the misutilization
of loans by the tribal farmers. The tendency to misutilize the loan was due to the fact that
the consumption priorities of tribal farmers were of more urgent nature than asset

building priorities.

Anil Kale and Namdeo Mali13 (1984) conducted a study in some of the drought-
affected villages of Pune in Nagar Districts among the farmers and landless labourers.
From the analysis, it is found that the poor people in rural areas were subject to various
kinds of exploitations by the very developmental agencies, which were created by the

society or else government for their upliftment.

D.P. Khankhoje and V.T. Godse14 (1985) found that procedural flaws and gaps
cause delays in the process of loaning activity in the priority sector. So the systems and
procedures adopted by banks particularly with reference to documentation and
accounting have to be simplified. But the simplification of systems and procedures

should not weaken the follow-up, supervision and control.

1
U.C. Kulshrestha 5(1985) conducted a survey in the Western Region of Uttar

Pradesh to review the progress and working of the Lead Banks and concluded that the
banks which were assigned the lead role undoubtedly made considerable efforts in their
lead districts in conducting of economic surveys, preparing credit plans, branch
expansion, deposit mobilization and credit deployment to priority sectors. Thus the Lead
Bank Scheme holds out the promise to attain socio-economic objects in the society and to

develop the rural economy at the district level.

P.D. tha16(1987) has rightly pointed out that over dues of bank loans by
agriculture, SSI, DRI (District Rural Industries) and other priority sector borrowers affect
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the ability of the banking systems to recycle the credit. So the RBI urged the banks to
make conscious efforts to increase the quality of loan portfolio through proper appraisal

of proposal and the effective post disbursal monitoring.

B. Ramachandra Rao17 (1987) strongly proposed for the redefinition of priority
sector. Priority sector advances at low rates of interest should be given only to the weaker
sections and not to the affluent under the label of priority sector. This would help the
banks to improve monitoring and supervision of these advances, the impact of these

advances on the weaker sections and their own profitability.

C. Rangaraju18 (1988) in his study focused the developmental role of the RBI on

deepening and widening the financial system. In view of the imperfections and rigidities
present in the credit market, special measures have to be taken to ensure the flow of

credit to the needy of priority sectors.

Muhammad Yunusl9(1988) strongly commented that credit without strict
discipline is nothing but charity. The charity in the name of credit would destroy the poor,
instead of helping them. Thus credit institutions must make sure that every loan gets paid
back in full and in due time. If that does not happen, one should not blame the people of
the recipient country for failure; rather one should blame the designer of the credit

institution that failed to do the job.

2
G. Jyothana 0(1989) studied the impact of priority sector lending in and around

the villages of Chandragiri Block and came out with the conclusion that bank's assistance
has exerted a significant positive impact on priority sector with reference to income and
employment levels. The impact of bank finance on employment level is very significant
in agricultural sector and the small business firms and it is comparatively very less in SSI
sector. Regarding the recovery performance, it is very poor in SSI sector as well as in
agricultural sector. But performance is comparatively significant among the beneficiaries

in small business and firms sector.
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21
Mahendra D. Desai  (1989) strongly proposed the need for evaluation of

financing schemes in priority sectors to assess the extent to which economic conditions of
the beneficiaries had improved and surely poverty would be minimized.

B.B. Patel22 (1989) suggested the setting up of training institutions for

agriculturists and artisans for proper guidance. Marketing facilities should also be
provided to small farmers and artisans. There should be follow-up and monitoring of

weaker section advances by sponsoring agencies and financing institutions.

. .23
K.S. Ramola, K.S. Negi and S. Negi ~ (1989) they are strongly recommended that
the importance of extension services that must be made available to the priority sectors

for making proper use of bank finance. It is also desirable that banking facilities should

be made available to the remotest and backward areas where bank branches do not exist.

V.K. Bhaskara Rao24 (1989) opined that writing off the farm loans by

Government would not serve the real purpose and would severely hinder the future bank
lending in the country. It is suggested that neither the State Government should write -off

the loans nor create an atmosphere for non - repayment of dues to the banks.

. . 2
J. S. Pasricha and Sanjay Modi > (1989) conducted a study to assess the thrust on

priority sector lending since the introduction of Lead Bank Scheme and came out with the
conclusion that the overall share of priority sector advances has grown up satisfactory.
But all the States are not laying uniform emphasis on the financing of priority sectors and
the share of priority sector advances ranges from as low as 21.10 per cent in Maharashtra
to 76.90 per cent for Manipur, indicating that industrially developed States are laying less

emphasis on the development of priority sectors.

V. Rengarajan26 (1990) opined that the banks should never forget that they are

working for profits and only then they can continue their efforts on an ongoing basis even

on priority sector advances.
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2
P.D. Ojha ! (1990) in his article coated Service Area Approach is an answer to

improve the quality of lending in rural areas to priority sector schemes. The scheme gives

importance to close disbursement supervision to ensure productive use of banking credit.

S.S. Kalra28 (1990) stressed the need for follow-up and supervision of bank credit
that helps to the recovery and recycling of funds for further lending. While ensuring the
end use of credit, the recovery of the advances is most important. The tools and
techniques of recovery should be adopted in an improved manner to combat the menace

of overdue.

Jacob Kurien29 (1990) found that delinquency and default occur due to inadequate

market support and lack of proper follow-up. Ineligibility of credit is largely attributable
to the low cost of borrowing and to it being targeted and rationed. So he concluded that it
is essentially needed in wider perspective of circumstances and factors which influence
the borrowers in their use of credit as well as their attitude towards formal cred it

mstitutions.

E.V.K. Padmini30 (1990) conducted a study in Thrissur branch of Punjab National

Bank to examine the implementation of priority sector lending scheme. The study
revealed that the priority sector lending of the bank was declining. All types of loans
except DRI showed a fluctuating trend. The bank can advance more amount as loans to
priority sectors by adopting more number of potential villages under SAP (Special

Assistance Programme) and strategic management of funds.

1
G.L. Karkal, D.P. Khankhoje and N.B. She:te3 (1990) emphasized the need for

conducting evaluation of priority sector project by individual banks for ensuring
efficiency and cost effectiveness. Such studies answer the questions like whether the
project is implemented in the ways specified, whether the methods, process, procedures
and the like are adopted appropriate to achieve the set goals and whether the personnel

are sufficiently motivated, trained and adequate for the success of the scale of the project.

Manmohan Singh Gill32 (1990) conducted a study in Amritsar for analyzing the
problems of the borrowers while availing the assistance and the impact of the loans on
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their economic and social status. The study revealed that most of the respondents have
bribed the formal leaders as well as the concerned officials and thus the leaders and
officials are the real beneficiaries of the programme. He also found that the beneficiaries
are able to improve their economic status, even though their social mobility has not been

very much.

Brindra Jagirdar33 (1991) urged the need for redefining the priority sector

components into two groups. One group covering advances to weaker sections and also
advances which may further technological up-gradation and resource augmentation,
saving and improvement of agriculture, small industry and so on. Even though the
borrowers do not belong to the weaker sections and the remaining advances under priority
sector comes under the second group. Only the former group needs to be offered the
benefit of concessionary finance and the others may be charged commercial rate of

interest.

D. Rajasekhar and Vinod Vyasu34 (1991) in their study coated that the RBI

stressed the guideline for 40 per cent of loans to be provided to the priority sectors lend
ing and also they suggested that with more profess ional functioning the banks can
maintain a recovery rate of at least 90 per cent through better lending, with reference to
quality of credit. The proportion of non-performing assets in a bank's portfolio can be

reduced if the political interference in the functioning of the banks is reduced.

S.N. Bansal and V.K. Agarwal3 > (1991) requested the Government to strictly
refrain from declaring any policy of waiving of loans just for the purpose of political
expediency or use it as a vote catch ing device. The loan waiver scheme will only
aggravate the problem of loan recovery causing serious problem for the banks as well as

government.

A.P. Gaur36 (1991) conducted a study on the disbursal of priority sector advances

of scheduled commercial banks to scheduled castes and scheduled tribes for the year 1988

and found that the gap between the average amount disbursed to Schedule Caste
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/Schedule Tribe (Sc/St) borrower and a priority sector borrower in general was reduced.
At the aggregate level 20 per cent of th e borrowers’ accounts in the prio rity secto r
belonged to SC/ST account and 9.5 per cent of the total priority sector advances was
disbursed to SC/STs. About 5 per cent of SC/ST population in the country borrowed
under priority sector advances during 1988 and this showed a slight improvement over

the 1987 position.

D.N. Ghosh37 (1992) in his study stated that the reduced target of priority sector

lending, as urged by the Committee on the Financial System, would send an unfortunate
signal to the dispensers of credit that the basic objective for which priority was
developed. Policy makers in the developing countries, from time to time have found that
they have to reconcile with the conflicting objectives, but they cannot afford to let the
crucial economic agents such as banks and financial institutions to choose the easy way

out of such situations.

N.B. Shete38 (1992) brings out some lessons for the Indian commercial banks

based on the experience of agricu Itural loan recoveries of some deve lop ing countries.
Intensive education campaigns for proper use of funds by borrowers in Sri Lanka,
commodity oriented programmes in Philippines, provision of infrastructure, farm
supportive prices and extreme penalty for willful defaulters in China are some of the

examples which facilitate prompt recovery of agricultural loans.

S.P . Sh arm a3 ? (1992) op in ed that though th e prob lem of reco very of

agriculture ad vance is a serious one, it is not impossible . The requ ired measures are bo
Id in it iative, innovative approach, ded icated efforts and coordinated measures on the

part of banks, Government, voluntary agencies and farming community.

D. Narayana4 0 (1992) claim ed that one of the major ach ievements of

commercial banking in general and the directed credit programme in particular has been
the extension of the outreach of banking sector to the small and marginal farmers and the

weaker section of the society. The Narasimham Committee on the Financial
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System has however suggested a restructuring of rural banking on the ground that priority
sector lending has led to falling profitability of banks. So in his study he examines the
performance of institutional credit programmes for rural development and the attempts to
improve loan recoveries, especially th e group len d in g p ro gram m e an d s u gges ts th

atth e p ro b lem lay s w ith p 0 o r r is k management concepts.

S. Rajagopal41 (1994) looks at the future of priority sector lending in Indian

banking and comments that concessional credit should be restricted only to the poorest of
the poor and to the under privileged sections of the society. From those who can afford it,
commercial rate of interest should be charged. The weaker sections including small and

marginal farmers need to be protected against the impact of liberalization.

Philip Thomas and K.O. J essy42 (1994) in their study of priority sector advances
of urban co-operative banks in Kerala have found that less than 35 per cent of the priority
sector advances had been given for income generating activities. They also found that the
overdue in the priority sector ranged from 19.7 to 25.3 per cent during the study period.
The study also proved that the average lo an given to each item was far b elo w the ex tent

of'th e finan cial assistance visualized by the RBI to carry out a project effectively.

4
Thakur Singh Parmar and A.R. Pater 3 (1994) conducted a study in Gujarat

district to assess the recovery of priority sector ad vances and found that in agriculture
sector the recovery per cent to demand varied between 30 per cent and 59 per cent and in
the SSI it is between 15 per cent and 43 per cent. For better recovery, the quality of
lending must be improved and a suitable system for realization of dues should be a part of

credit management.

A. Karthike:yan44 (1994) suggested that priority sector advances could be made

result oriented by adopting planned strategies on realistic service area, credit p lann in g,

ado ptin g p ro ject app roach in imp lementin g th e p lans , availin g
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maximum refinance from NABARD and SIDBI, timely follow-up and instituting
approach action for recovery and invoking DICGC guarantee wherever possible. The
strategy was very much n eed s fo r the co -o rd ination b etween th e b anks and other

agencies.

Special Article45 (1995) state that what the Government and RBI are doing und er

th e lab el o fp rio rity s ecto r lend in g is with an ey e o n th e po 1l. Th e Narasimham
Committee had recommended to bringing down of priority sector lending from 40 to 10
per cent. But the Government did not implement the recommendations. At the same time
banks are given the opportunity to deposit their shortfall in achieving the priority sector
target in NABARD, SIDBI, and so on, and thereby helping the banks to honour their

priority sector commitments profitably.

46 .
M.M. Bhalerao and R.K. Pandey ~ (1995) conducted a study to review the

progress of priority sector advances of commercial banks in India. They requested the
commercial banks to take more effective measures in advancing credit to the neglected
sub-sectors of the priority sector. They also pointed o ut the need for effective
implementation of the innovative schemes such as SAA, DRI, consumption loans and

housing loans for the benefit of the hitherto neglected sectors of the economy.

C. Rangarajan47 (1996) pointed out that the main thrust of the Indian public
policy towards rural credit has been to ensure that sufficient and timely credit is made
available to the rural population. The strategy of developing rural financial services
consists of expansion of institutional structure, directed lending and concessional or

subsidized credit.

V. Rengaswamy and A. Subbiah48 (1996) conducted a study in Kamaraj district

to analyze the sector-wise allocation and achievement of priority sector lend ing and
found that the perform ance d iffer s ign ificantly among various financial agencies in
lending to agriculture and industrial sector. The performance of public sector commercial
banks is good and that of private sector commercial banks is relatively poor in lending to

agriculture sector. They also found that there is no
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significant difference between allocation and achievement per centages of all sectors of
priority sector lending which indicates that the sector-wise share of allocation made by

Lead Bank to various financial agencies in Kamaraj district is reasonable to achieve.

K. Kaladhar49 (1997) suggested that priority sector should be changed to micro

fin ance and targetin g is to be done in terms o f growth in number of accounts instead of
the present stipulation of 40 per cent of the credit outstanding. With the realization that
the poor are bankable and banking with the poor is profitable, there will be no hesitation
on the part of the commercial banks to actively pursue micro financing. In other words
the present priority sector may be given up in favour of targeting micro finance

particularly in the rural and semi urban areas.

Renu Kohli50 (1997) after examining the existing evidence on the costs and
benefits of priority sector lending in India argued that the credit policy in this regard re-
appraised and geared towards more specific objectives. These objectives could be defined
locally on the basis of a bank industry exchange that could guide the banks as to which

firms or industries are to be financed.

N.A. Majumdar51 (1998) strongly advocated that since priority sector is critical to
high and sustained growth of GDP, it should be the business of public sector banks to
support these sectors irrespective of whether there are credit targets or not. While the
ninth plan recognizes the critical role of this sector, the ¢ redit policy needs to be re-

oriented so as to reverse the neglect of this sector in the recent past.

K.M. Shajahan52 (1998) in his study on the non-performing assets of banks,
raised a pertinent controversy about the RBI statement that almost one half of all NPAs of
public sector banks are accounted by the priority sector. He found that it was because of
the net procedure adopted by the RBI that the proportion of the total NPAs accounted for

priority sector appears to be so inflated.

P. Ganesan53 (1998) in his study on public sector banks and priority sector

advances, has found that the priority sector advances did not actually reach to the so-

called neglected sections with in the priority sector. W ithout growth and
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development in these neglected sectors, a further reduction in advances would adversely
affect these sectors. Therefore, he opined that there is an urgent need to redefine the

concept of priority sector.

K. M . Sh ajahan >4 (1998) in h is s tudy on p rio rity secto r lend in g has

observed that the banking sector reforms initiated as a part of the liberalization policies
since the beginning of 1990's have almost brought the priority sector lending to a halt.
Moreover, the position of the poorer States with regard to the priority sector bank credit
seems to have worsened because of the manner in which priority sector targeting has
been done. So he recommends linking of the priority sector target to bank deposits rather

than to total bank credit.

B. Yen-am Raju55 (1998) emphasized the importance of giving due credit to the
farm sector. He says that creating new institutions will not be a panacea for the problems
faced by the farmers. Commercial and co -operative banks should create an environment
where the farmers can develop confidence. Credit must also be made available in time

and at the lowest possible cost.

Department of Banking Supervision56 (1999) studied the impact of priority sector
advances on NPAs and found that the proportion of NPAs in priority sector to total NPAs
were 48.27 per cent as on 31St March1996 which has gradually declin ed to 46.40 per cent

as on 318t March 1998. The proportion though lesser than the NPAs in non-priority

sectors, reveals that the incidence of NPAs in priority sector is much higher in view of the
fact that the priority sector advances constitute only 30 to 32 per cent of the gross bank
credit during the period. However, the gradual increase in the proportion of NPAs in non-
priority sectors could indicate that NPAs are increasingly occurring on borrower accounts

of industrial sector during the recent years.

Swami Agnvesh57 (2001) delivering the keynote address at a symposium on

“New Economic Policy and Problems faced by Agricultural Sector in Kerala” alleged
that while the banks have given the farmers a raw dea |, it had written-off the loans

availed by top industrialists to the tune of rupees one lakh crore as nonperforming
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assets. The poor farmers' house and properties are auctioned for recoverin g the loan
amount by the ban ks even though it wou 1d be a meager amount.

58 . .. . . .
The World Bank ~ (2004) in its report, ‘Sustaining India's Service Revolution’

highlighted that government ownership of banks in India stifles competition and raises
the cost of lending to the public. The World Bank has blamed RBI's stiff PSL norms for
foreign and domestic banks for the weak financial health of commercial banks. The report
has indicated that largest government ownership in the banking sector led to insufficient
competition in the Indian banking system and hence, led to increase cost of
intermediation, lowering capital allocation efficiency and under-lending to the private

sector.

RBI59 (2005) draft technical paper of internal working group identified the issues

relating to necessity of PSL. The working group recommended the need for PSL
prescriptions, the composition of priority sector which includes agriculture, SSI, small
road and water transport operators, small business, professional and self -employed
persons, education, housing and the like. The existing system of computation of priority
sector obligations in relation to net banking credit (NBC) is based on the outstanding
advances of banks. Linking the priority sector obligations to outstanding advances has its
shortcomings as outstanding tend to decline as a result of better recovery, write-off and so
on. Moreover, a portion of outstanding comprises in NPAs, which continue to get
reflected in the achievement of banks in lending to priority sector. The disbursement
during a given period is, therefore, a better indicator of banks’ lending. In order to
improve the flow of credit to the priority sector and to ensure that a certain proportion of
funds out of the total bank credit flows to this sector, the computation of priority sector
lending obligations of banks could be linked to the total disbursements made by banks

during the previous year.

Sahu and Rajasekhar60 (2005) in their research paper, analyzed the trends in credit
flow to agriculture by scheduled commercial banks during 1980-81 to 1999-2000. They
observed that the share of credit to agriculture in total bank credit for all the bank groups

declined significantly, especially after banking sector reforms in spite of many efforts.



28

They analyzed that scheduled commercial banks were provide large quantum of funds to
better-off farmers and to the activities earning high interest income only. They established
the negative relationship between agriculture credit and investment in government
security, credit subsidy and proportion of credit provided by the co - operative. They
recognized that increasing lending rate reduced the credit disbursed to agriculture by
scheduled commercial banks and affected the average quality of their loan portfolio so
they suggested not to increase the interest rate to offset losses from defaults or to meet the
lending cost, but to strengthen the quality of credit delivery system and ensure prompt

repayment of loans for supporting the agriculture sector.

Mohan61 (2006) in his research paper, examined the role of agricultural credit in

supporting agricultural production in India and reviewed the performance of agricultural
credit in India during the period 1950-51 to 2005-06. He found that there was rapid
increase in total number of rural branches, resulting into the growth of rural credit. The
share of commercial banks in total rural credit of the banking system increased rapidly
during the study period. He found a wide disparity in disbursement of agricultural credit
by commercial banks. Southern states had higher share of agricultural credit to net state
domestic product, followed by the northern and central regions. He observed that the
proportion of NPAs for commercial banks were higher for agriculture sector than that of
non-priority sector. He revealed that although the overall flow of institutional credit
increased over the years but there existed several gaps in the system like inadequate
provision of credit to small and marginal farmers, paucity of medium and long-term
lending, and limited deposit mobilization. He recommended reviewing the agriculture
policy and adoption of package approach in different segments of agriculture and agro

industry for developing the status of agriculture sector.

Rao62 (2006) in his article, demonstrated the importance and progress of priority
sector for economy during the period 1994-95 to 2005-06. He highlighted in his study
that priority sector credit including farm credit of scheduled commercial banks declined
during the said period indicating the preference of banks for bigger borrowers with higher

credit limits instead of large number of small borrowers. He observed that the decline in
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indirect credit to agriculture and small scale industries sector but relatively better position
in credit to other priority sectors during the study period. He referred the
recommendations of the Narasimham Committee 1991 and 1998 to redefine the concept
of priority sector and also referred the observations of RBI committee to stress much on
direct agriculture lending, small scale industrial lending, lending to small road and water
transport operators (owning more than five vehicles), retail trade and small business
under priority sector. In his study, he highlighted various problems of rural credit and
suggested to improve input delivery system, water management system, power supply,
irrigation facilities, market information and general rural infrastructure, educational and
medical facilities, reforming RRBs, state and central co-operatives and scheduled

commercial banks for extending rural credit in rural areas.

S. Rajamohan and M. Shanthi63 (2006) in their study noted that the commercial
banks should provide loans to all priority sector segments like, agriculture and allied
activities, small scale industry, services enterprises, small road transport operators and the
like., need to balance to concentrate all segments. The study further concluded that the
RBI fixed the target of 40 per cent of priority sector target to the all commercial banks to

be achieved.

. 4 . . .
Jaynal Ud-din Ahmed6 (September 2009) in his study observed that priority

sector lending is mainly intended to ensure that the assistance from the banking system to
those sectors of the economy which has not received adequate support of institutional
finance. The attainment of the socio economic priorities of the government such as
growth of agriculture, promotion of small entrepreneurs and development of backward
area and the like, are the major responsibility of commercial banks. Since seventies,
Reserve Bank of India and government of India have stipulated guidelines for priority
sector lending by banks. The same was revised on April 30, 2007 and overall priority
sector lending target was fixed at 40 per cent for domestic banks and 32 per cent for
foreign banks. However, the banks are not able to reach the prescribed target of lendin g
to priority sector. The small entrepreneurs and farmers are continued to be both credit and

demand constraints. It can be observed that the demand for funds for priority sector
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namely, small entrepreneurs and agricultural sectors were enormous. He concluded that
the various inventions need to help to priority sector lending by commercial banks in the

area under consideration in the context of national scenario.

Uppal65 (2009) in his research paper, evaluated the performance of public, private

and foreign banks in India and analyzed the target achieved by them during 2006-07. He
found that priority sector advances of public and private sector banks were higher than
foreign banks. He observed that public sector banks were unable to achieve the target of
priority sector, while private sector banks have achieved the target. Private sector banks
could not achieve the target for weaker section. Foreign banks could achieve the targets
for priority sector, small scale industries sector and export sector. He further, found that
NPAs (Non performing Assets) of public sector banks was highest followed by private
sector banks and foreign banks. Main reason for more NPAs in public and private sector
banks was found to be more NPAs in agriculture sector. He examined various issues
related to priority sector like, low profitability, more NPAs, Government interference,
high transaction cost, and so on. He also suggested various strategies to overcome these

issues.

. . .66 . . . . ..
S. Rajamohan and D. Durairaj ~ (2012) in this article mentioned that credit is an

important tool for the successful proceeding for agricultural carrier. Our government/
banks have been providing lot of loans for the upliftment of agriculture and its allied
sectors. It could be understood that the farmers have to make use of the available loans
properly, and repay them in time. If the farmers do so the rural farmers will be successful.

If rural farmers are successful then rural India will be strengthened.

S. Rajamohan and D. Durairaj o7 (2012) have mentioned that the priority sector

lending has a great impact on bank management. This is the powerful tool to support the
economy of the country and the nation as well. Despite of the banks should increase the
area of lending performance, as it is the effective way to support the economy and to
reduce the unemployment, and promote industry. The amount for lending should be

increased so that the majority of the borrowers will be benefited.
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S. Rajamohan and D. Durairaj68 (2012) in this paper concluded that the SME
(Small Medium Enterprises) sector is the boost of business world and the backbone of our
economy, especially in a developing country like, India, this sector contributes eight per
cent of the nation GDP, 45 per cent of the manufactured output and 40 per cent of the

exports. The banks should improve the lending performance to SME sectors.

S. Rajamohan and D. Duratiratj69 (2012) in this article coated that employment

generation has been seen as means of alleviating poverty, increasing the level of
economic activities which translate into economic growth. The informal sector provides
more employment opportunities to people, so the government as well as banks should
lend credit to informal sector at liberalized interest rate under the priority sectors

advances.

2.3 NON- PRIORITY SECTOR ADVANCES

M.A. Oommen70 (1972) in his paper found that among the institutional sources of

finance to SSI (Small Scale Industry) in Kerala, commercial banks provided the loan
much better under priority sector. The financial assistance of commercial banks in Kerala

stands at par with some advanced in other states.

.71 . . . . .
M.C. Purohith ~ (1973) conducted a survey in Jaipur city to examine the potential

of small artisans in relation to bank financing. The survey revealed that the average
amount borrowed per artisan from bank was Rs.1,040 and from non institutional source
was Rs.3,133. The maximum amount borrowed by an artisan from a commercial bank
was Rs.2,000 and from non-institutional source was Rs.17,000. The small artisans
therefore were denied sufficient funds from the commercial banks forcing them to borrow
from non-institutional sources at higher rates of interest. Due to lack of adequate financial
accommodation from the banking system, the artisans buy raw materials through other
financiers at higher prices and sell the product to the same agency at a low price. With the

financial assistance from the banks, this vicious circle can be broken up.

N.K. Thingalaya72 (1974) conducted a study among the village artisans of
Karnataka state he found that they are receiving an insignificant fund of their total credit
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requirements to complete their work. Thus artisans are living under the influence of
moneylenders. State government as well as central government should focus and help to

support for upliftment.

.73 e el .
R.K. Hazari = (1976) made a research, that institutional financing does not mean

replacing individual moneylenders with institutionalized moneylenders. Institutional
financing should enable the agriculturists to move on to a level of new technology that
will increase agricultural output and employment. This means productivity of both land
and human beings. Data relating to finance must be able to provide a basis for assessing

how much financing has really contributed to additional output and employment.

G. Patello74 (1979) in his study noted that reminded the banks about their socio-

economic responsibility in the upliftment of the poorest strata of the society. A substantial
portion of the people lives in hopeless poverty and the first priority should b e to provide
productive employment opportunities to the very poor whether they are in rural or urban
areas. Banks should equip themselves fully to serve as instruments of development for the

poorer section of people.

Singh and Balraj75 (1979) conducted a study on commercial banks lending

performance at Hussar district in Haryana state and he concluded that villagers are
relieved from the utilization of moneylenders by the operation of a nationalized bank. At
the same time they also reported other problems such as uneasy, untimely and non -
availability of loans, expensive and cumbersome procedures, excessive and useless
formalities, unsuitable procedure of loan repayment and the absence of easy accessibility

of banking facilities.

A.R. Patel76 (1984) conducted a survey on public sector banks to assess their

performance under DRI scheme. The study revealed that the banks had positively
responded to the increasing needs of SC/ST borrowers in respect of DRI loans and had
been able to increase their share of SC/ST borrowers, both in terms of number of
borrower accounts and the amount outstanding. At the same time, banks are finding it

extremely difficult to finance all those eligible identified beneficiaries who approach
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them in view of the limited loanable funds available under the scheme. Thus, demand and
supply forces in respect of this scheme have created problems at the branch level as well
as the beneficiary level. While large numbers of deserving eligible beneficiaries have so
far remained out of the fold of this scheme, a good number of influential and well to do

persons have taken advantage of this scheme.

K.V. Patel and N.B. Shete77 (1984) analyzed the behaviour of weaker section

accounts particularly with reference to their repayment behaviour by examining 1,554
accounts operated by seven branches of three commercial banks located in five backward
districts in the states of Rajasthan, Madhya Pradesh and Karnataka. The study brings out
the very positive aspects of borrowers' willingness to repay and the bankers' promptness
in making efforts for recovery. The analysis helps in clearing some of the misgivings in

weaker sections financing and in improving the image of development banking.

Satya Sundaram78 (1984) discussed in the research that there is no point in setting
up more and more credit agencies to help the rural poor. The presence of numerous
agencies is creating confusion in the filed of rural credit. The need and required is the
proper co-ordination among the various agencies in implementing the schemes that will

be useful to the rural poor.

Balishter and Roshan Singh79 (1984) found in their study of IRDP financed by
SBI in Bichpuri Block of Agra district that the recovery of loans and advanced by the
bank under IRDP was satisfactory in all categories of families and this nullified the
common impression that advancing of loans to weaker sections would lead to

accumulation of bad debts.

S.B. Dangat, S.R. Radkar and M.P. Dhongadcgo (1986) conducted a micro level

study into the borrowings and utilization of medium and long term loans in Ahmednagar
district and they reported that the medium and long term loans were diverted for conduct
of marriages, for consumption and for construction of residential buildings in all the size
group of holdings in both developing and underdeveloped regions. Proper appraisal of
loan proposals, follow-up and supervision after the disbursement of loans were suggested

for effective financing of agriculture.



34

R.N. Ma]hotra81 (1986) requested the banks to commit themselves to rural
financing on long-term basis and to engage themselves in financing to small farmers,
landless labourers and village artisans for viable projects and programmes and also to
monitor the credit utilization. Only strong and viable credit institutions can effectively

serve the cause of rural development.

Economic Research Department of the SBI, Central Office, Bombaly82 (1987)

conducted a survey to observe the impact of bank credit on weaker sections in Kerala.
The study revealed that bank loans enabled the borrowers to become self-employed
businessmen or artisans whereas previously they were mere wage earners. The utilization
of bank loans generally raised the income and employment of the borrowers and thereby

improved the quality of life.

. 83 .

N. Kurian =~ (1987) conducted a concurrent evaluation of IRDP and found that
commercial banks account for 69 per cent of the loans, 23 per cent is accounted by RRBs
and the balance 8 per cent is provided by the co-operatives. The repayment of loans by
IRDP beneficiaries is no worse than that of other debtors who generally are better off

economically.

4
H.C. Malhotra and D.K. Kulshrestha8 (1987) made an assessment of the

advances by commercial banks to the weaker sections of the society and they concluded
that giving advances to them will be of no use, unless it is ensured that the recipients use
these advances for productive purposes. Uncoordinated lending and lack of effective
supervision have encouraged diversion of credit to non productive purposes. So the area
of lending by the commercial banks, RRBs and the co-operative banks in the country

should be fixed and the existing competition among them may be minimized.

S.K. Verma85 (1988) stressed the importance of supervised credit. Supervision of

credit is the demand of the time and is to be done by experts of rural credit with
professional competence and liberal attitude. Supervised credit ensures that credit brings
adequate income not only to repay the loan but also to raise the economic standard of the

rural poor.
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E. Muniraj86 (1988) found that perfunctory pre-sanction appraisal and inadequate

or lack of supervision and follow-up, lack of inter-personal relationship between banker
and borrowers are the major causes for the mis-utilization or diversion of loans. If these
factors are taken care of, the over dues can be minimized to the extent of 60 to 70 per
cent. He also suggested that the positive attitude, helping tendency and proper
understanding of the rural people by the bank personnel would go a long way to improve

the recovery performance.

87 . .
Asha  (1988) she was exhorted in her research, the commercial banks to boldly
face the challenge of balancing commercial considerations with social responsibilities.
Development of infrastructure facilities, minimization of political interference and

minimizing over dues and reducing NPAs are required for their success.

UK. Sharma88 (1989) he rightly pointed out that provision of credit without

ensuring productivity would increase rural indebtedness and impoverish the borrowers in
the long run. Banks themselves have to become more professional in dealing with credit
proposals and ensure that timely and adequate credit is made available for all economic
activities, which are really viable, and result in increased production and income levels,

which facilitate recovery on time.

K K. Amrnannaya89 (1989) this study pointed out that if the problem of poverty is
to be really tackled, the poorest among the poor should be identified without any bias or
favoritism and they should be educated about their rights to get the benefits under
different programmes. They should also be properly educated on the proper utilization of

the facilities provided to them in overcoming poverty.

Yercaud R. Devaprakash90 (1990) asserted that Service Area Approach (SAA)

would bless the rural delivery system with greater emphasis on quality aspects. The
success of the scheme lies not only with the banks but also with different development

departments involving in the state as well central government.

P.N. Upadhayay91 (1990) conducted study of evaluation of IRDP in Eastern Uttar
Pradesh and he found that the main reason for malpractices at every level in the
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implementation of various schemes was because of subsidy therein. Therefore he
requested the States to repay the last one or two installments of the prompt beneficiaries
instead of giving them subsidies, for defaulters, the repayment schedule may be extended

suitably.

Debasish Bane:rjee92 (1990) believed that the SAA, if successfully implemented

would bring about a radical transformation in the credit planning process at the grass root
level and would link bank credit with productivity. This transformation will enhance per
capita GNP (Gross National Product), revitalize the rural economy and accelerate the

overall economic development of the nation.

DK. Ghosh93 (1991) conducted a study in Nadia district in West Bengal to assess
the awareness level of beneficiaries towards IRDP schemes and to evolve suitable
strategy for enhancing their awareness level. From t he responses of the
beneficiaries, it was revealed that majority of the beneficiaries did not clearly know about
the IRDP schemes, but most of them feel that, it was only a subsidy giving function of the
Government to the poor people. On the basis of the findings of the study, it is concluded
that poor performance of IRDP programme is due to low level of awareness on the part of
the beneficiaries and the apathetic attitudes generated there from. It is suggested that
Phanchayat Bodies and Voluntary Organization can act as effective instruments in
making rural poor aware of the different provisions of the poverty alleviation

programmes and the allied schemes.

94 . . .
D. Narayana  (1992) has raised a pertinent controversy on the Narasimham

Committee Report. The story of the Indian banking development is one of gigan tic tran s
fo rm atio n and th is tran s fo rm atio n h as th ro wn up s erio u s organizational and
institutional problems for the banking sector, rather than attempting to solve these

organizational and institutional problems and to restore the health of the system .

K.S. Krishnaswamy95 (1992) strongly criticized the recommendations of the

Committee on the financial system. He pointed out that the Committee's report
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considered only the interest of big industrialist and its recommendations are essentially

concerned with getting Government out, reducing regulations and improving profitability.

V.R. Gundannavar96 (1992) called for the active involvement of banks in social
lending which requires changes in the attitude of banki ng personnel, efficient
management of resources, improvement in work technology and ethics and proper
deployment of manpower. If this is done, a striking balance between social banking and

commercial banking can be achieved easily.

Mohammed Igbal Ali and P . Krishnarnachary97 (1992) conducted a study in

Warangal district of Andra Pradesh, they highlights in their study the performance of
certain s elected co mm ercial b an ks with s p ecial regard to th e im p lem en tation o f
developmental schemes for weaker sections fo r a period of five years from 1987 to 1991.
The financial institutional network for financing weaker sections in this less developed
area is found to be satisfactory as the flow of credit from these institutions helped to the
economic conditions of the weaker sections. So they concluded that institutional credit

plays a very important role in upliftment of the weaker sections.

N.S. Toor98 (1993) in his study elucidate that called for a new approach by banks

towards SSI units. Banks have to bear in mind that the SSI units have problems, which
are mostly beyond their control and only a positive help ing attitude can bear fru itfu 1.
But p ro vis ion fo r co ntin gen cies, po st s an ction fo llow -up , s trict adheren ce to
maintenance of books and records by financial units a re the areas where the banker

cannot afford any compromising attitude.

P. V. P rabhu 79 (1994) found th at the reco gn ized cred it as the most critical

input in p romoting ru ral economic development fo r ru ral peop le. Considerin g the
magn itude of th e problem involved in retailing adequate credit to the country's high
proportion of rural population, the availability of an efficient rural credit infrastructure is

a prerequisite for development.
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1
B. Ramachandra Rao 00 (1994) requested the branch level officials to have right

aptitude, skill and orientation to solve the problems faced by SSI sector with regard to
bank finance. Branch managers should be made aware of the importance of small scale
industry sector from the point of view of creation of additional employment opportunities.
A healthy growth of the sector will facilitate smooth loan recovery in the SSI borrower

accounts.

S.C. Anand Lol (1994) stron gly criticized the DR I scheme find ing the example

of Bangladesh Gramin Bank, where credit is provided to the poorest of poor at the
prevailing market rate of interest and has a recovery rate of over 95 per cent. Pakistan has
also reformed its credit mechanism for the poor by abolishing subsidies. So he requested
the Indian banks to learn from the experiences of our neighbors where cred it without

subsid ies has combined development with profitability of the banking system.

P.K. Sharma and S.K. Sharma102 (1994) in their study of availability and

utilization of commercial bank credit in Agra district with special reference to weaker
sections have found that availability of commercial bank credit to the requirement is not
sufficient, but still the principal source and the utilization percentage of production credit

are higher for small farmers' category. There is also diversion of credit for other purposes.

1
P. Madhusudana Rao and G. Ramesh Babe 03 (1994) conducted a survey in

Andra Pradesh to study the problems of artisans relating to bank finance. The study
revealed that since the beneficiaries are ignorant and illiterate, middlemen take the
advantage and therefore it is suggested that the banks must strictly ensure that full amount
reaches to the borrower. From the point of view of impact of bank loans, it is found that
the bank loans had a considerable impact in improving the economic position of the

artisans.

V. Dhond104 (1994) in this study explains the importance of small scale industry

in the economy stating that the multinationals who are going to set-up industries in the
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country will depend on the small-scale industry for supply of parts, components,
intermediaries and the like. Thus a very challenging future awaits the small-scale sector
in the days to come. So he requested the commercial banks to take urgent steps for

increasing the flow of bank credit to this sector.

A.R. Patello5 (1996) seeks the help of the State Governments to implement an d

mo n ito r the perfo rm an ces o f d ifferen t s ch emes in o rd er to in creas e productivity
of rural resources. The State should assist the banks to recover dues from willful
defaulters through effective action. Commitment on the part of the state its elf will go a

lon g way to in creas e th e flo w o fcred it and also th e productivity of rural resources.

B.K. Gopalalkrishnan106 (1997) proposed in his research that recovery camps
need not be restricted to a particular period, but can be spread over the entire year. His
study reveals that the recovery camp has created a healthy competition among the
villagers to show their high repayment. It has also developed a prompt repayment culture

among the illiterate, innocent and indispensable people of rural India.

. . 1 .
Committee o f Commercial Banks 07 (1998) the committee suggested that the

measures for improving credit delivery system as well as s implification of procedures
and methods of working with a view t o enable rural borrowers to access adequate and
timely credit from the commercial banks. The Committee recommended tangible
incentives to farmers who are prompt in repayment. The Committee also opines that more

powers of sanction should be delegated to branch managers to ensure quick disposals.

D.P. Sardalo8 (1998) requested the banks to take advantage of legislation enacted

by the State Government for speedy recovery of bank overdue in respect of advances
given under government sponsored programmes. The matters relating to recovery of
advances should be discussed in the State Level Bankers' Meeting and necessary help for

recovery should be obtained from the State Government authorities.
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1
V. Venkatachalam' (1999) highlights in his study the role of SHGs and
emphasizes the concept of linkage of SHGs with the banks. Linkage enables the rural

poor to have access to formal bankin g cred it for impro vin g their economic condit ions

and the repayment of loans will also be very prompt.

P.R . Ku Ikarn i1 1o (1999) rightly po in ted out that SS I s ecto r d eserves lib eral

in s titu tion al cred it du e to its un iqu e con tribu tio n in term s o f creation o f
employment, foreign exchange earnings, reduction in regional disparities unemployment
and so on. But in reality such supply of institut ional credit is too meager and often
delayed. Hence the banks have to overcome these difficulties and make bank lending
organizationally effective. This would strengthen the bank borrower relationship and SSI

units will prosper.

Suresh Meh ta1 H (2000) noticed that though the b anks are flush with surplus

funds, they do not find it profitable and safe in lending to the SSI sector because they are
already saddled with high NPAs in this sector. To reduce the NPAs level, banks have to
strengthen their appraisal system and credit monitoring mechanism; and SSI units have to
develop capabilities to manage borrowed funds m ore p rud en tly an d m o re tran s p
arentlyinbusinessoperations. Thes e arrangements will help both the banks and

entrepreneurs to remain happy and prosperous.

112
Ahmed — (2005) in a diagnosis observed that commercial banks together have

gradually increased the quantum of advances to small industries but the proportion in
which total bank credit in priority sector has expanded, the relative share of small sector
has not grown in the same ratio during the reform regime. The weak infrastructure
facilities may have prevented the greater flow of credit. The industrial campaign,
awareness programmes and industrial training to the prospective entrepreneurs from th e

appropriate authority may be the remedy in this respect.

113 . . . . . .
Bhati ~ (2006) examined the lending climate for banks in emerging economies

like India. The study found that due to the government policies, banks in India undertake

many additional risks when they lend. This study focused on one specific aspect of
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lending relationship between branch manager and loan officer of bank branches in India
and recommended social risk evaluation is therefore more appropriate for risk evaluation

and reduction by banks in India.

Rikta114 (2006) in this study recommended a policy note on institutional lending

and financing policy for small sector in Bangladesh examined the effectiveness of
financial, fiscal, and related policies for financing the small sector. The study su ggested
that the financial institutions need to have the financial capacity to accept the lending
risks along with access to appropriate funding which fulfill the clients' requirements and

so on. Assessment on the causes and consequences of NPAs of commercial banks,

Narasaiah and Naik115 (2007) observed that although great strives have been

made in the last decade to ensure finance for micro enterprises; rare initiative has been
taken to help SSIs. As a result, SSIs have been constrained to seek loans for new ventures

from commercial banks.

Mohi-ud-Din Sangmi and Tabassum Nair1 6 (2010) in their research study,
analyzed through the CAMEL Approach, that both the Punjab National Bank and Jammu

and Kashmir Bank have adopted prudent policies of financial management and both

banks have shown significant performance as far as asset quality is concerned.

2.4 CONCLUSION

All the study based on the priority sector and non priority sector advances by
various banks, institutional credit, agriculture credit, small sca le industries, artisan and
various priority segments analysis were made, but no study directly explain the priority
sector advances by commercial banks. As a result, lending to the borrowers in priority
sectors have increased substantially. Increased flow of credit to the different sectors
assisted the developmental activities and thereby expanded the income as well as the

standard of living of the people. Hence the study has made.
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3.1 INTRODUCTION

Agriculture plays an important role in the economic development of India. It is the
source of livelihood of more than 70 per cent of the population in India. To meet the
requirement of the growing population and rapid developing economy, agriculture has to
grow fast and get modernized. This requires the use of high pay off inputs, adoption of
high yielding varieties, fertilizers, plant protection chemicals, modernized equipment and
machineries which need huge investment. The rural agricultural sector of the Indian
economy is labour abundant, poor amount of land and capital scarce. So it would be very
difficult to get the benefits of modernization of agriculture without adequate credit to the

farmers at reasonable interest.

The farmers are purely depending on the agricultural and allied activities. They
require money to carry out the farming activities. They spend money during cultivation
period and earn money during harvest seasons. In earlier days, for finance, the farmers
purely relied on the local money lenders, indigeneous bankers, creditors, commission
agents and so on. and thereafter cooperative banks were introduced and the farmers
enjoyed out of them. In 1969, the banks were nationalized and the banks were extended
their services to the rural population, in order to uplift the farming communities. The
banks also introduced lot of financial assistance programmes like priority and non
priority sector loans and advances. The RBI also directs all bankers to provide credit to

agriculture liberally for purpose of upliftment of their living standard.

In this chapter, the researcher highlights the significance of priority sector, the
loans and advances providing to agriculture and allied activities, segments of priority
sector, concepts of priority sector, RBI guideline for priority sector, and eligibility of

borrowers and so on.

3.2 SIGNIFICANCE OF PRIORITY SECTOR ADVANCES

The government of India was introduced the concept of priority sector for the

purpose of upliftment of the agricultural and allied activities and rural people living
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standard as well as the growth of economic of our country. The following are the
significance as of priority sector advances.

a) Enhancing new enterprises and business skills of borrowers
b) Promoting industries in backward areas

¢) Modernizing the existing industries and promoting indigenous industries

d) Facilitating regional and sector wise development pattern through a wide network
of rural bank branches. Rural banking is considered and important ingredient for

channelizing the investment patterns in our country.

e) Providing the much needed liquidity to the borrower who does not have sufficient

invisible funds to exploit a conducive development environment
f) Transfer of financial savings
g) Providing full employment to poor farmers and weaker sections
h) Enhancing much outcome of agriculture products
3.3 PURPOSE OF PRIORITY SECTOR LENDING
The banks are lending to the priority sector for the following prime purposes
i) Improve the economic condition of the country
1) Facilitate the community by the direct and indirect finance to agricultural people
i11) Upliftment of living standard of rural and agricultural people.
iv) To set up of more small industry in the rural area.

v) Generation employment in the rural people.

vi) Reduction of mandatory credit to a large number of sector and sections, including
marginal farmers, cottage industries, small trade and services and low income

housing incentives.
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vii) Improve credit flow to small scale industries and food crop agriculture as well as
temporary credit

viil) Assure credit to new industries and new professions by the non- poor section.

ix) Improve the life quality of weaker section

3.4 GUIDELINES FOR AVAILING LOAN UNDER PRIORITY SECTOR

Based on the recommendations made by the working groups and high powered
committees appointed by the Government of India and the RBI, a set of comprehensive
guidelines followed for advances to all categories of borrowers in the priority sector were
evolved. Banks should follow the common guidelines prescribed by the RBI for all

categories of advances under the priority sectors.

3.4.1 Mode of Applications Processing: Completion of Application Forms

In areas covered by special schemes, the concerned project authorities like District
Rural Development Agency (DRDA), District Industrial Centre (DIC) and other agency,
should arrange for completion of application forms received from customers and the bank

staff also should help the customers for this application filled.
3.4.2 Issue of Acknowledgement of Loan Applications

Banks should give acknowledgement for loan applications received from
customers. Towards this purpose, while getting application forms, it may be ensured that
these forms have perforated portion for acknowledgement to be completed and issued by
the receiving branch. Each branch may affix on the main application form as well as the
corresponding portion for acknowledgement, a running serial number. While using the
existing stock of application forms till, an acknowledgement (separately prepared) should
be given for each application and also care being taken to ensure that the serial number

given on the acknowledgement is also recorded on the main application.

3.4.3 Disposal of Applications

All loan applications credit limit should be disposed of within eight to nine weeks.
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3.4.4 Rejection of Proposals

Branch Managers may reject applications (except in respect of SC/ST) provided
the cases of rejection are verified subsequently by the divisional or regional managers. In
the case of proposals from SC/ST, rejection should be at a level higher than that of branch

manager.
3.4.5 Register of Rejected Applications

A register should be maintained at branch wherein the date of receipt sanction,
rejection and disbursement with reasons should be recorded. The register should be made

available to all inspecting agencies.
3.4.6 Mode of Disbursement of Loan

As far as possible, disbursement of loan amounts sanctioned should be made
directly to the suppliers of inputs such as seeds, fertilisers, raw material implements,
trucks, machinery, and so on, with a view to providing farmers wider choice as also
eliminating undesirable practices, banks may disburse all loans for agricultural purposes
in the form of cash which would facilitate dealer choice to borrowers and foster an
environment of trust. The banks may continue the practice of obtaining receipts from

borrowers.

3.4.7 Repayment Schedule

Repayment programme should be fixed taking into account the sustenance
requirements, surplus generating capacity, the break-even point, the life of the asset, and
the like. In respect of composite loan upto Rs.50000 to artisans, village and cottage
industries, repayment schedule may be fixed for term loan component only. In case of
default on account of natural calamities like floods, drought and the like, crop loans may
be converted into medium- term loans of three to five years and extension or re-payment
may be allowed in the case of term loans. In the case of other borrowers affected by

natural calamities, banks may convert drawings in excess of the value of security into a



54

term loan repayable over a reasonable period of time and provide further working capital

and extend, rephrase the instalments due under term loans.

3.4. 8 RBI Guidelines on Interest Rates on Advances

The rates of interest on various categories of priority sector advances would be as

per the RBI directives issued from time to time. The banks should adhere the interest rate

on loans, advances, cash credits, overdrafts or other financial accommodation granter,

provided, renewed by them in accordance with the directives on interest rates on

advances issued by RBI from time to time. The interest at the specified rates should be

charged at monthly basis and rounded off to the nearest rupee. Banks should club term

loans and working capital advances together for the purpose of determining the size of the

loan and the applicable rate of interest.

3.4.9 Benchmark Prime Lending Rate (BPLR) and Spreads

1l.

1il.

In the year 1994, the RBI has deregulated the interest rates on advances above Rs.
2 lakh and the rates of interest on such advances are determined by the banks
themselves subject to BPLR and Spread guidelines. For credit limits up to Rs. 2
lakh, banks should charge interest not exceeding their BPLR. Keeping in view the
international practice and to provide operations flexibility to commercial banks in
deciding their lending rates, banks can offer loans at below BPLR to exporters or
other creditworthy borrowers, including public enterprises, on the basis of a
transparent and objective policy approved by their respective Boards. Banks will

continue to declare the maximum spread of interest rates over BPLR.

Given the prevailing credit market in India and the need to continue with
concessional for small borrowers, the practice of treating BPLR as the ceiling for

loans up to Rs. 2 lakh will continue.

Banks are free to determine the rates of interest without reference to BPLR and
regardless of the size in respect of loans for purchase of consumer durables, loan s
to individuals against shares and debentures / bonds, other non -priority sector

personal loans, and so on.
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iv. BPLR will be made uniformly applicable at all branches of a bank.

3.4.10 Determinants of Benchmark Prime Lending Rate (BPLR)

In order to enhance transparency in banks’ pricing of their loans products as also
to ensure that the BPLR truly reflects the actual costs, banks should be guided by the
following considerations while determining their BPLR: (i) Banks should take into
account their actual cost of funds, operating expenses and a minimum margin to cover
regulatory requirement of provisioning / capital charge and profit margin, while arriving
at the benchmark of prime lending rate (PLR). Banks should announce a BPLR with the
approval of their Boards. (i1)) The BPLR would have the ceiling rate for credit limit up to
Rs.2 lakh. (ii1) All other lending rates can be determined with reference to the BPLR

arrived at and by taking into account term premium and / or risk premium.

In the interest of customer protection and to have greater degree of transparency
in regard to actual interest rates charged to borrowers, banks should continue to provide

information on maximum and minimum interest rates charged together with the BPLR.
3.4.11 Freedom to Fix Lending Rates

Banks are free to determine the rates of interest without reference to BPLR and

regardless of the size in respect of the following loans:

1. Loans for purchase of consumer durables;
it.  Loans to individuals against shares and debentures/bonds;
iit.  Other non-priority sector personal loans including credit card dues;
iv.  Advances/overdrafts against domestic/deposits with the bank, provided that the

deposits stands/stand either in the name of the borrower himself/borrowers
themselves, or in the names of the borrower jointly with another person;

v. Finance granted to intermediary agencies including housing finance intermediary
agencies for on-lending to ultimate beneficiaries and agencies providing input
support;

vi. Discounting of Bills;
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vii.  Loans/ Advances/ Cash Credit /Overdraft against commodities subject to Selective
Credit Control,;

viii.  To a co-operative bank or to any other banking institution;
ix. To its own employees;
x. Loans covered by refinance schemes of term lending institutions.

3.4.12 Floating Rate of Interest on Loans

Banks have the freedom to offer all categories of loans on fixed or floating rates,
subject to conformity to their Asset-Liability Management (ALM) guidelines. In order to
ensure transparency, banks should use only external or market-based rupee benchmark
interest rates for pricing of their floating rate loan product. The methodology of
computing the floating rates should be objective, transparent and mutually acceptable to
counter parties. Banks should not offer floating rate loans linked to their own internal

benchmarks or any other derived rate based on the underlying.

This methodology should be adopted for all new loans. In the case of existing
loans of longer/fixed tenure, banks should reset the floating rates according to the method
at the time of review or renewal of loan accounts, after obtaining the consent of the

concerned borrowers.
3.4.13 Enabling Clause in Loan Agreement

Banks should invariably incorporate the provisions in the loan agreements in the
case of all advances, including term loans, thereby enabling banks to charge the
applicable interest rate in conformity with the directives issued by RBI time to time.
Since banks are bound by the Reserve Bank’s directives on interest rates on loans and
advances, which are issued under Sections 21 and 35A of the Banking Regulation Act,
1949, banks are obliged to give effect to any revision of interest rates whether upwards or
downwards, on all the existing advances from the date that the directives / revised interest

rate come into force, unless the directives specifically provide otherwise.
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3.4.14 Withdrawals Against Uncleared Effects

Where withdrawals are allowed against cheques sent for clearance that is unclear
effects which are in the nature of unsecured advances, banks should charge interest on
such withdrawals as per the directive on interest rates on advances. As a measure of
customer service, the facility afforded to depositors for immediate credits in respect of

cheques sent for collection.
3.4.15 Loans Under Consortium Arrangement

Banks need not charge a uniform rate of interest even under a consortium
arrangement. Each member bank should charge rate of interest on the portion of the

credit limits extended by it to the borrower, subject to its BPLR.
3.4.16 Zero Per cent Interest Finance Schemes for Consumer Durables

Banks should refrain from offering zero and low per cent interest rates on
consumer durable advances to borrowers through adjustment of discount available from
manufacturers’ dealers of consumer goods, since such loan schemes lack transparency in
operations and distort pricing mechanism of loan products. These products do not also
give a clear picture to the customers regarding the applicable interest rates. Banks should
not promote such schemes by releasing advertisement in different newspapers and media
indicating that they are promoting consumers under such schemes. They should refrain
from linking their names in any manner with any incentive-based advertisement where

clarity regarding interest rate is absent.

3.4.17 Inspection Charges

No inspection charges should be levied on advances upto Rs.5000, for advances
of above Rs.5000 and upto Rs.25000 inspection charges may be levied at the flat rate of
Rs.250 per inspection per borrowers. These charges should however not exceed Rs. 10
per cent borrow. For loans above Rs.25,000 reasonable inspection charges may be levied;

care should, however, be taken to see that the inspection charges on advances to
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the weaker sections in the priority sector are lower than the rates framed for such

inspection in other cases.

The insurance of vehicle or machinery or other equipment/ assets is compulsory
under the provisions of any law or where such a requirement is stipulated in the refinance
scheme of any refinancing agency or as part of a Government sponsored programmes
such as, IRDP (since replaced by SGSY), insurance should not be waived even if the
relative credit facility does not exceed Rs.10000 or Rs.25000, as the case may be.

3.4.18 Other Charges

Banks should not levy any other service charges except by way of reimbursement

of reasonable out of pocket expenses.

3.4.29 Photographs of Borrowers

While there is no objection to taking photographs of the borrowers, for purposes
of identification, banks themselves should make arrangements for the photographs and
also bear the cost of photographs of borrowers falling in the category of Weaker Sections.

It should be ensured that the procedure does not involve any delay in loan disbursement.
3.4.20 Discretionary Powers

All Branch Managers of banks should be visited with discretionary powers to
sanction proposals from weaker sections without reference to any higher authority. If
there are difficulties in extending such discretionary powers to all the Branch Managers,

such powers should exist at least at the district level and arrangements be ensured that

. . 1
credit proposals on weaker sections we cleared promptly .

3.5 SEGMENTS OF PRIORITY SECTOR

In India 70 per cent of people are based on the agricultural activities, they need
finance for cultivation activities. Most of the times banks hesitate to provide loan to them
due to the poor repayment capacity of the borrowers. Hence the banks prefer the business
houses. The government of India made number of committee to care the uncared sector.

Such a sector is called priority sector. The priority sector comprise 14 segments and also



59

the RBI has fixed the target of 40 per cent of total NBC (Net Banking Credit) to priority

2
sector by the commercial banks and foreign banks have been fixed at 32 per cent .

The RBI describes that following category of segments are coming under the

priority sector

1) Agriculture finance (Direct/ indirect)

1) Small Scale industry (Direct/ indirect)
1i1) Small Business/ Service Enterprises

iv) Micro credit

v) Education loan

vi) Housing loan

vii) Small Road and Water transport operator
viii) Retail trader

ix) Self- employed or Professional

x) State sponsored organizations for SC/ ST/ Weaker Section
xi) Consumption loan

xii) Software industry

xiii) Food and agro product industry

xiv) Venture capital

3.6 AGRICULTURE AND ALLIED AGRICULTURAL ACTIVITIES

The concept of priority sector was introduced with the objective of imbalances
between the sectors. The priority sector contains majorly agriculture and allied
activities. The scheduled commercial banks are lending credit to the agriculture
activities in the mode of direct finance and indirect finance. At present 18 per cent of
net bank credit is deployed in agriculture and allied sector. This norm would include

both direct and indirect agriculture advances but in no case indirect advance shall

exceed 1/4th of 18 per cent such as 4.5 per cent of net bank credit3.
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The banking system in India would provide finance to agriculture and allied
activities in the form of direct finance and indirect mode. In the direct finance loans are
issued directly but not to the nominal members and not through any agency like primary
agricultural credit societies and primary land development banks and so on. Credit
should be extended only after obtaining no dues certificate from the existing credit
agencies. The banks should follow the scales of finance and obtain security as per

guidelines issued by the RBI.

Finance is granted by the scheduled bank under the scheme of financing
agriculture business would be considered direct finance to farmers for agriculture
purposes. These may be reported under agriculture and allied activities in the annual
priority sector lending statement. The scheduled banks may lend to non -banking
financial companies (NBFCs) for on-lending to agriculture and such loans may be
reckoned for the purpose of priority sector lending as indirect finance to agriculture.
Advances granted by the banks upto Rs.20 lakh per dealer for dealing in drip irrigation,
sprinkler irrigation systems and agricultural machinery may be classified under ‘Indirect
Finance to Agriculture as part of the priority sector lending’ and reported under this
head in the annual statement sent to the RBI.

3.6.1 Direct Finance for Agriculture

The direct agricultural finance includes:

1. Finance to individual farmers or joint liability groups, it means groups of
individual farmers for agriculture and allied activities and also it consists of dairy,
fishery, piggery, poultry, bee-keeping and so on.

2. The short term loans for raising crops loans. It includes traditional and non -
traditional plantations and horticulture. Advances up to Rs.10 lakh against
pledge/hypothecation of agricultural produce (including warehouse receipts) for a
period not exceeding 12 months, irrespective of whether the farmers were given
crop loans for raising the produce or not.

3. Working capital and term loans for financing production and investment

requirements for agriculture and allied activities.
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4. Loans to small and marginal farmers for purchase of land for agricultural

cultivation.

5. Loans to distressed farmers indebted to non-institutional lenders, against
appropriate collateral or group security.

6. Loans granted for pre-harvest and post-harvest activities such as spraying,

weeding harvesting, grading, sorting, processing and transporting undertaken by

individuals in rural areas.

7. Loans granted for agricultural and allied activities, irrespective of whether the

borrowing entity is engaged in export or otherwise. The export credit granted by

banks for agricultural and allied activities may, however, be reported separately
under heading “Export credit to agricultural sector”.

8. Finance to others such as corporate, partnership firms and institutions for
agriculture and allied activities. It contained the dairy, fishery, piggery, poultry,
bee-keeping, and the like.

9. Finance up to an aggregate amount of Rs. one crore per borrower for the purposes
raising crops and advances up to Rs.10 lakh against pledge/hypothecation of
agricultural produce (including warehouse receipts) for a period not exceeding 12

months, irrespective of the purpose.

10. One-third of loans in excess of Rs. one crore in aggregate per borrower for agriculture

and allied activities.

3.6.2 Indirect Finance for Agriculture

Finance is provided to agriculture and allied Activities in indirect manner for the
purpose of development of dairy, fishery, animal husbandry, poultry, bee-keeping and
sericulture (up to cocoon stage). The following are indirect finance to the agricultural and

allied activities.

1. Loans to food and agro-based processing units with investments in plant and
machinery upto Rs.10 crore, undertaken by those other than loans granted for pre-

harvest and post-harvest activities such as spraying, weed harvesting, grading,
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11.

12.
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sorting, processing and transport undertaken by individuals, SHGs and

cooperatives in rural areas.

Credit for purchase and distribution of fertilizers, pesticides, seeds and the like.
Loans upto Rs. 40 lakh granted for purchase and distribution of inputs for the
allied activities such as cattle feed, poultry feed and so on.

Finance for setting up of agriclinic and Agribusiness centers in rural areas.
Finance for hire purchase schemes for distribution of agricultural machinery and

implements.

Loans to farmers through Primary Agricultural Credit Societies (PACS), Farmers®™

Service Societies (FSS) and Large-sized Adivasi Multi Purpose Societies
(LAMPS).

Loans to cooperative societies of farmers for disposing of the produce of

members.

Financing the farmers indirectly through the co-operative system(otherwise than
by subscription to bonds and debenture issues)

Loans for construction and running storage facilities (warehouse, market yards,
godowns etc.), including cold storage units designed to store agriculture
produce/products, irrespective of their location. If the storage unit is registered as
SSI unit/micro or small enterprise, the loans granted to such units may be

classified under advances to Micro and Small Enterprises sector.

Advances to Custom Service Units managed by individuals, institutions or
organizations who maintain a fleet of tractors, bulldozers, well- boring equipment,
threshers, combines and the like, and undertake work for farmers on contract
basis.

Finance extended to dealers in drip irrigation/sprinkler irrigation
system/agricultural machinery, irrespective of their location.

Loans to Artisan (commission agents in rural/semi-urban areas functioning in
markets/mandies) for extending credit to farmers, for supply of inputs as also for

buying the output from the individual farmers.
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13. Credit outstanding under loans for general purposes under General Credit Cards
(GCO).

14. Loans to Non-Banking Financial Companies (NBFCs) Non Governmental
Organizations (NGOs) /Micro Financial Institutes (MFIs) for on lending to
individual farmers.

15. Loans granted to RRBs for on-lending to agriculture and allied activities.

16. Overdrafts, up to Rs.25, 000 (per account), granted against “no-frills” accounts in
rural and semi-urban areas.

3.6.3 Advance Disbursement to Agricultural Sector and Allied Activities

Farmers play an important role in the economic development of India. To meet
the requirement of the growing population and rapid developing economy, agriculture
has to grow fast and get modernized. This requires the use of high pay off inputs,
adoption of high yielding varieties, fertilizers, plant protection, chemicals, modernized
equipments and machineries which need huge investment. The rural agricultural sector
of the Indian economy is labour abundant, land poor and capital scarce. So it would be
very difficult to get the benefits of modernization of agriculture without adequate credit
to the farmers at reasonable interest. Table 3.1 explains the disbursement of credit to the

agricultural and allied activities.
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TABLE 3 .1
Advance Disbursement to Agriculture and Allied Activities
(Amount in Crores)

Year Amount Growth Rate

2002-03 60761

2003-04 73518 20.99
2004-05 90541 23.15
2005-06 122370 35.15
2006-07 155220 26.85
2007-08 230398 48.44
2008-09 275343 19.50
2009-10 338656 22.99
2010-11 433323 27.95
2011-12 446779 3.10

Source: Report on Trends and Progress of Banking in India, RBI, Various Issues.

Table 3.1 describe that the commercial banks offered credit to the agriculture and
allied activities which has increased from Rs.60761 crore in 2002-03 to Rs.446779 crore
in 2011-12. It shows that there was a gradual and continuous increase during the year
study period of study. During the year 2007-08 there was increase of 48.44 per cent,
followed by 35.15 per cent in the year of 2005-06.

3.7 SMALL SCALE AND ANCILLARY INDUSTRIES

Small Scale and Ancillary Industry are two legs of Industrialization process of a
country. It plays a vital role for the growth of Indian economy by contributing 45 per cent
of industrial output, 40 per cent of exports, employment opportunities for 60 million
people, generating 1.3 million jobs every year and produce more than 8000 quality
products for the Indian and international markets. SSI Contribution towards Gross

Domestic Product in 2012 was 17 per cent which is expected to increase to 22 per cent by
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2013. SSIs are the fountain head of several innovations in manufacturing and service
sectors, by promoting SSIs, into rural areas becoming India would be developed. The

Indian market is growing rapidly and Indian entrepreneurs are making remarkable

. . . 4
progress in various Industries .

3.7.1 Micro (Manufacturing) Enterprises

Enterprises engaged in the manufacture and production, processing or preservation
of goods and whose original cost of investment in plant and machinery does not exceed

Rs.25 Lakh, irrespective of the location of the unit.

3.7.2 Small (Manufacturing) Enterprises

An enterprise engaged in the manufacture/production, processing or preservation of
goods and whose original cost of investment in plant and machinery is more than Rs. 25

Lakh but does not exceed Rs. 5 crore, irrespective of the location of the unit.

Micro, Small scale and Ancillary industries are classified into two forms like SSI

activities and new renewable and energy sources.
3.7.3 SSI Activities Includes

The priority sector the credit was distributed to the following units under SSI
sector financed by the commercial banks.

1) Flaying and tanning

i1) Leather goods

ii1) Pottery

iv) Hand pounding of paddy and cereals

v) Rice Mills, including flour mills and bakeries
vi) Oil crushing

vii) Palm gur

viii) Cane gur and khandsari
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ix) Canning of fruits and vegetables

x) Manufacturing and processing of agricultural and Marine products and forest

produce including beverage industries

x1) Other village industries such as carpentry and black-smithy, bee-keeping and

honey and honey products
xil) Handicraft Industries
xii1) General Engineering
xiv) Chemical Engineering and Chemical Industries
xv) Construction Material
xvi) Coir
xvii) Spinners Societies
xviii) Cotton Textiles and other textiles
xix) Printing, book binding and lithography
xX) Saw mills, wood work and furniture and fixtures, and

xx1) Miscellaneous industries such as manufacture of sports goods, buttons, card -
boards and other paper products, cutting and polishing of real and artificial gems
and stones, manufacture and use of equipment/systems for development of new

and renewable sources of energy.

3.7.4 New and Renewable Sources of Energy

In this category also engaged the activities of manufacture process with the help
of equipment and systems for development of new and renewable sources of energy as

under the scheme.

1)  Flat plate solar collectors
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i1)  Concentrating and pipe type solar collectors

i11)  Solar cookers

iv) Solar water heaters and systems

v) Air/Gas/Fluid Heating Systems

vi) Solar refrigeration, cold storages and air-conditioning systems
vii) Solar crop driers and systems

viii) Solar stills and desalination systems

ix) Solar pumps based on solar thermal and solar photo voltaic conversion

x) Solar power generating systems

xi)  Solar photo voltaic modules and panels, for water pumping and other

applications

xii) Wind mills and any specially designed devices which run on wind mills

xiii) Any special devices including electric generators and pumps running on wind

energy
xiv) Bio-gas plants and bio-gas engines

xv) Electrically operated vehicles including battery operated or fuel-cell powered

vehicles
xvi) Agricultural and municipal waste conversion devices producing energy
xvii) Equipment for utilising ocean waves and thermal energy

xviil) Machinery and plant used in the manufacturing of any of the above sub -items.
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3.7.8 Advance Disbursement to SSI Sector

The present scenario small scale industry is offering major employment
opportunities and job provider to educated youth. But due to the financial sickness of SSI
send out their employees, in this regard day to day increasing unemployment among
youth. Thereafter the government has taken steps to provide financial support to SSI.
Hence, the banks were needed to be achieved 40 per cent of target under priority sector.
In this regard the commercial banks were offered certain percentage of credit to small
scale industry, Table 3. 2 explain the credit disbursement to the SSI unit by the
commercial banks.

TABLE 3.2

Advance Disbursement to SSI Sector
(Amount in Crore)

Year Amount Growth Rate
2002-03 57199 -
2003-04 60394 5.58
2004-05 65855 9.04
2005-06 76114 15.57
2006-07 82434 8.30
2007-08 104703 27.01
2008-09 154746 47.70
2009-10 256128 65.51
2010-11 364001 42.11
2011-12 484473 33.09

Source: Report on Trends and Progress of Banking in India, RBI, Various Issues.

It is seen from Table 3.2 reveals that the amount of credit disbursement of the
banks increased continuously from Rs.57199 crore in 2002-03 to Rs.484473 crore in
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2011-12. It has increased more than eight times during the study period. During the year
2009-10 the credit disbursement was to high compare with previous years. It shows an

the amount disbursement has gradually increased from every year.

3.8 SMALL SCALE SERVICE AND BUSINESS ENTERPRISES (SSSBESs)

Unemployment as one of the macroeconomic problems could be reduced through
the formal credit for services sector participation provided it is well supported and
managed. The services sector industry and small business enterprises in it may not be able
to achieve much as we have presently due to inaccessibility to credit, but with the on-
going policy of the Federal Government through the RBI on micro-financing the
macroeconomic objective of reduced unemployment, if not full employment would
become a reality in India. Therefore that the Government of India and all relevant
stakeholders continue in their mission towards reducing unemployment while they give
their whole support, in making sure that the small business and services enterprises
continues to enjoy access to credit from institutions finance its activities and accomplish

its goal of unemployment reduction and support standard of life.
3.8.1 Micro (Service) Enterprises

Enterprises engaged in rendering the services and whose original cost of
investment in equipment (excluding land and building and furniture fittings and other
items not directly related to the service rendered) does not exceed Rs.10 Lakh,

irrespective of the location of the unit.

3.8.2 Small (Service) Enterprises

Enterprises engaged in providing of services and whose original cost of
investment in equipment (excluding land and building and furniture, fittings and such
items) is more than Rs.10 Lakh but do not exceed Rs.2 crore, irrespective of the location

of the unit.
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3.8.3 Direct Finance in the Micro and Small Services Enterprises

10.

11.

12.

13.

The following activities are considering direct finance under this scheme:
Manufacturing Enterprises

Small (manufacturing) Enterprises

Enterprises engaged in the manufacture/production, processing or preservation of

goods and whose investment in plant and machinery does not exceed Rs. 5 crore.

Micro (manufacturing) Enterprises

Enterprises engaged in the manufacture processing or preservation of goods
whose investment in plant and machinery does not exceed Rs. 25 lakh,

irrespective of the location of the unit.
Service Enterprises.

Small (Service) Enterprises:

Enterprises engaged in providing services and whose investment in equipment

does not exceed Rs. 2 crore.

Micro (service) Enterprises

Enterprises engaged in providing of services and whose investment in equipment
does not exceed Rs. 10 lakh.

The small and micro (service) enterprises shall include small road and water
transport operators, small business, professional and self-employed persons, and

other service enterprises.

Khadi and Village Industries Sector (KVI).

All advances granted to units in the KVI sector, irrespective of their size of
operations, location and amount of original, investment in plant and machinery,
and such advances would be eligible for consideration under the sub -target (60

per cent) of the micro and small enterprises segment within the priority sector.
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3.8.4 Indirect Finance in the Micro and Small Enterprises

1. Indirect finance to the micro and small (manufacturing as well as services)
enterprises sector include credit to persons involved in assisting the decentralized
sector in the supply of inputs to and marketing of outputs of artisans, village and

cottage industries.

2. Advances to cooperatives of producers in the decentralized sector namely,

artisans village and cottage industries.

3. Loans granted by banks to NBFCs for on-lending to micro and small enterprises

(manufacturing as well as service).
3.8.5 Advance to SSSBEs Sector by Commercial Banks

The SSSBEs are vital for economic growth and development for developing
countries like India, it plays a key role in creating new jobs. The services sector
enterprises help to enhance the employment opportunities and it supports to the standard
of living. But they need financing for set up and expand their operations, develop new
products, and invest in new staff or production facilities. Many of the small businesses
and services enterprises start with their own money or otherwise support from family and
friends for financial help. They find it much harder to obtain financing from banks,
capital markets or other suppliers of credit. Table 3.3 portraits the advances to SSSBEs

sector by the commercial banks.
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TABLE 3.3
Advances to SSSBEs Sector by the Commercial Banks (Amount
in Crore)
Year Amount Growth Rate

2002-03 172324

2003-04 235168 36.46
2004-05 247210 5.12
2005-06 290186 17.38
2006-07 549940 89.51
2007-08 691483 25.73
2008-09 871900 26.09
2009-10 1054390 20.93
2010-11 1173630 11.30
2011-12 1368438 16.59

Source: Report on Trends and Progress of Banking in India, RBI, Various Issues.

Table 3.3 revels that the total volume of credit of the disbursement has increased
from Rs.172324 crore in 2002-03 to Rs.1368438 crore in 2011-12. While the growth per
centage gradually declined from 89.51 per cent to 16.59 per cent during the study period.
In the year 2006-07. There was the maximum growth of 89.51 per cent over the previous

year.

3.9 LOANS AND ADVANCES TO MICRO CREDIT

Microfinance, a provision of small loans (mostly without collateral) to poor
people and accepting tiny savings deposits, has existed in different forms for a long
period of time across the world. Micro credit is defined as provision of thrift, credit and
other financial services and products of very small amount to the poor in rural, semi-
urban and urban areas for enabling them to raise their income levels and improve living

standards.
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Micro Credit Institutions are those, which provide these facilities. The word micro
credit does not have an exact definition. For regulatory purposes, non-banking financial
institutions enjoy exemption from the RBI Regulations if such institutions provide loans

upto Rs.50000/-, and in case of loan for a dwelling unit, upto Rs.125000

The concept of micro credit is known more by its approach than by monetary
limits to the amount of loans. The target segment is the poorest, but Mohammed Yunus
tried the concept of joint-liability or peer-pressure. Most micro credit loans are dispensed

through village or community-level self-help groups (SHGs) who agree to create a

T 5
pressure on the individual borrower to perform as per contract .
3.9.1 Advances to Micro Credit

The commercial banks in India were offered micro credit to the self help groups
under priority sector for elevating or increasing their economic saving capable and
support to their basic emergency requirements like house expenses, buy cattle, short term

expenses and so on. Table 3.4 explains the micro credit performance of the commercial
bank.
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TABLE 3.4
Advances to Micro Credit
(Amount in Crore)

Year Amount Growth Rate

2002-03 5623

2003-04 6523 16.00
2004-05 7568 16.02
2005-06 8976 18.60
2006-07 7106 20.84
2007-08 9151 28.77
2008-09 8663 5.33
2009-10 8187 5.50
2010-11 10236 25.02
2011-12 12389 21.03

Source: Report on Trends and Progress of Banking in India, RBI, Various Issues.

Table 3.4 exhibits that there is a continuous increase in the amount of
disbursement during the study period by the banks. This growth rate percentage varied
between 16.00 per cent to 21.03 per cent with some fluctuations during the study period.
During the year 2007-08 there was the maximum growth of 28.77 per cent over the

previous year.

3.10 EDUCATIONAL LOANS

One of the most important objectives of government policy since the
nationalization of fourteen commercial banks to extend and expand credit not only to
agriculture and allied sectors which are of crucial importance in terms of their
contribution to national income and employment, but also to those sectors which have

been severely neglected in terms of access to institutional credit.
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The sectors that were initially identified for this purpose were agriculture, small
industry and self- employment. These sectors were to be accorded priority status in
credit allocation by the banks. The commercial banks were advised to grant at least 40
per cent of their total advances to the priority sector comprising of agriculture, small
scale industries, small road and transport operators, retail trade, small business,
professional and self employed persons, and education and so on. Under the priority
sector advances, Education loans include loans and advances granted to only
individuals for educational purposes upto Rs.10 lakh for studies in India and Rs.20 lakh

for studies abroad, and do not include those granted to institutions.

3.10.1 Eligibility Criteria for Availing Education Loan under this Scheme
Course eligibility: A. Studies in India and Abroad

a) School education including plus two stages.

b) Graduation courses: BA, B.Com., B. Sc and the like

c) Post-Graduation courses: Masters degrees, M. Phil, and Ph.D.

d) Professional courses: Engineering, Medical, Agriculture, Veterinary, Law,
Dental, Management, Computer and the like.

e) Computer certificate courses of reputed institutes accredited to Department of
Electronics or institutes affiliated to university. Courses like ICWA, CA,
CFA and other institute.

f) Courses conducted by IIM, 11T, IISc, XLRI, NIFT and so on.

g) Courses offered in India by reputed foreign universities. Evening courses

of approved Institutes.

h) Other courses leading to diploma/ degree and so on. conducted by colleges/
universities approved by UGC/ Govt. AICTE/AIBMS/ICMR and the like.

1) Courses offered by National Institutes and other reputed private institutions.
Banks may have the system of appraising other institution courses depending on
future prospects/ recognition by user institutions.

j) Graduation: For job oriented professional/ technical courses offered by reputed
universities.

k) Post-graduation: MCA, MBA, MS, and other courses.
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1) Courses conducted by CIMA-London, CPA in USA and other countries.

A- 1. Student Eligibility

a) Should be an Indian National

b)Secured admission to professional, technical courses through Entrance Test/

Selection process.

c¢)Secured admission to foreign university, institutions.

d)Should have scored minimum 60 per cent (50per cent for SC/STs) in the qualifying

examination for admission to graduation courses.

A-2 Expenses Considered for Loan

1. Fee payable to college, school, hostel.

2. Examination, Library, Laboratory fee.

3. Purchase of books, equipments, instruments, and uniforms.

4. Caution deposit, building fund, refundable deposit supported by Institution bills,
receipts.

5. Travel expenses, passage money for studies abroad.

6. Purchase of computers - essential for completion of the course.

7. Any other expense required to complete the course - like study tours, project
work, thesis work and so on.

B. Margin

1. Upto Rs.2 lacs

2. Nil Above Rs.2 lacs : Studies in India: 15 per cent Studies Abroad: 25 per cent

3. Scholarship or assistantship to be included in margin.

4. Margin may be brought in on year- to- year basis as and when disbursements are

made on a pro- rata basis.
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C. Security

Upto Rs.2 lakhs there is no security, and above Rs.2 lakhs there must be submit
collateral security equal to 100 per cent of the loan amount or guarantee of third person
known to bank for 100 per cent of the loan amount. The document should be executed by

the student and the parent or guardian.

The security can be in the form of land, build ing, Govt. Securities, Public Sector
Bonds, Units of Unit Trust of India, National Saving Certificate, Life Insurance certificate
policy, gold, shares, debentures, bank deposit in the name of student, parent, guardian or
any other third party with suitable margin. In case the loan is given for purchase of
computer the same is to be hypothecated to the Bank. Banks who wish to support highly
meritorious deserving students without security may delegate such powers to a fairly

higher level authority.

D. Rate of Interest

Upto Rs.2 lakh there is Prime Lending Rate (PLR) and above Rs.2 lakh, there
should be on the basis of PLR plus one per cent. The interest to be debited quarterly and
half yearly on simple interest basis during the repayment of holiday, and the p enal
interest of two per cent the charged for above Rs.2 lakhs for the overdue amount and

overdue period.

E. Sanction/Disbursement
1. The loan to be sanctioned as per delegation of powers preferably by the branch
nearest to the place of domicile.

2. No application for educational loan received should be rejected without the
concurrence of the next higher authority.

3. The loan to be disbursed in stages as per the requirement of the Institutions,

vendors of books, equipments, instruments to the extent possible.
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F. Repayment

The course period of one year or six months after getting job, the loan to be repaid
in five to seven years after commencement of repayment, if the student is not able to
complete the course within the scheduled time extension of time for completion of course
may be permitted for a maximum period of two years. If the student is not able to
complete the course for reasons beyond his control, sanctioning authority may at his
discretion consider such extensions as may be deemed necessary to complete the course

such as.

1. The accrued interest during the repayment holiday period to be added to the
principal and repayment in Equated Monthly Instalments (EMI) fixed.

2. One to two per cent of interest concession may be provided for loanes if the

interest is serviced during the study period when repayment holiday is specified

for interest/ repayment under the scheme.
G. Other Conditions

No due certificate need not be insisted upon as a pre-condition for considering
educational loan, the banks may obtain a declaration/ an affidavit confirming that no

loans are availed from other banks.

Loan applications have to be disposed of within a period of 15 days to 1 month,
but not exceeding the time norms stipulated for disposing of loan applications under
priority sector lending. In order to bring flexibility in terms like eligibility, margin,

security norms, banks may consider relaxation in the norms on a case to case basis

delegating the powers to a fairly higher level authority6.

3.10. 2 Advances to Education Loan

The good education only creates a better world. so government has decided that
ordered banks to lend more financial support to the poor and who are in the below

poverty line educated students, in this regard the banks were offered education loans up
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to Rs.7.50 lakh student for studies in India and Rs.15 lakh for studies abroad,
respectively. Table 3.5 shows that performance of banks to the educational loan.

TABLE 3.5
Total Credit Disbursement by SCBs to Education Loan (Amount in
Crore)
Year Amount Percentage
2002-03 29867
2003-04 43714 46.36
2004-05 66738 52.66
2005-06 111846 67.58
2006-07 143897 28.65
2007-08 203535 41.44
2008-09 277094 36.14
2009-10 363597 31.21
2010-11 429962 18.25
2011-12 484155 12.60

Source: Address by Dr. K. C. Chakrabarty, Deputy Governor, RBI at the Yes Bank—GIZ—
UNEP Sustainability Series event on Environment and Social Risk Management,
on April 23, 2013 at Mumbai.

Table 3.5 elucidates that the total advances disbursement of the commercial
banks show a gradual and continuous increase in all the years of the study period. The
total advances of Rs.29867 crore to Rs.484155 crore during the period of 2002- 03 to
2011-12 respectively. The analysis shows that highest (67.58 per cent) were disbursed
in the year 2006-07. The total amount has shown constant increase during the period of

study. It shows that the banks were rendered high supports to education sector.
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3.11 HOUSING LOANS

The every human being needs three basic amenities like food, cloth and shelter.
Without house the human cannot complete their life in the society. The government of
India takes effort to grand houses for houseless people under various housing schemes.
As per the government recommendation the banks were also granted financial support
for construction, additions, alterations, repairs, and so on, the basis of direct and indirect
housing loans. The direct housing loans to individuals by the banks’ lending upto Rs.10
lakh for construction of houses in urban and metropolitan areas under priority sector.
the banks with the approval of their boards may also extend direct housing loans upto
Rs.10 lakh in the rural and semi urban areas and cost be considered as part of priority

sector advances.

Loans granted by the banks upto Rs.one lakh in rural and semi urban areas and
Rs.two lakh in urban areas for repairs, additions and alterations and the like to
individual borrowers as under priority sector advances. Assistance granted to any
governmental agency for the purpose of construction of houses exclusively for the
benefit of SC/STs, where the loan component does not exceed Rs. 5.00 lakh per unit
and all advances for slum clearance and rehabilitation of slum dwellers would be

classified as priority sector advances as well as weaker section advances.

Besides the governmental agencies, assistance given to non-governmental agencies
approved by National Housing Board (NHB) for the purpose of refinance also eligible

for all the categories of borrowers as applicable to governmental agencies as priority

3
sector advances.
3.11.1 Direct Finance

(1) Loans upto Rs.Slakh in rural/semi urban areas and upto Rs.10 lakh in
urban/metropolitan areas for construction of houses by individuals, excluding

loans granted by banks to their own employees.
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(1) Loans for repairs to the damaged houses of individuals up to Rs.1 lakh in rural

and semi urban areas and up to Rs.2 lakhs in urban areas.

(i11) Loans up to Rs.5 lakh to individuals who wish to acquire or construct new
dwelling units and up to Rs.50, 000 for up gradation or major repairs to the
existing units in rural areas under special Rural Housing Scheme of National

Housing Bank (NHB).

3.11.2 Indirect Finance

(1) Assistance given to any governmental agency for construction of houses, or for
slum clearance and rehabilitation of slum dwellers, subject to a ceiling of Rs.5

lakh of loan amount per housing unit.

(i) Assistance given to a non-governmental agency approved by the National
Housing Bank for the purpose of refinance for reconstruction of houses or for
slum clearance and rehabilitation of slum dwellers, subject to a ceiling of loan

amount of Rs.5 lakh per housing unit.

(ii1) All investment in bonds issued by National Housing Board (NHB) and Housing
Development Corporation (HDC) for financing of housing, irrespective of the

loan size per dwelling unit.

3.11.3 Special Rural Housing Scheme of National Housing Bank

The schemes envisage housing credit to individuals for building modest new
houses or improve/add to their existing dwelling units in rural areas. The purpose of

extending housing credit, rural area comprises any village/town, whose population does

not exceed of 50000.
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3.11.4 Rural Housing Credit- Cum- Subsidy Scheme

The Government of India has launched this scheme to cater to the housing needs
of rural households having annual income upto Rs.32000. However, families below

poverty line should be given the first preference.

Target areas would be rural areas being located at least 20 km away from
Metros and large towns and 5 km away from small/medium towns. The maximum
amount of loan shall be restricted to Rs.40000 net of subsidy amount of Rs.10000 per
household to be shared between Centre and State Government in the ratio of 75:25 per

cent.
3.11.5 Mode of Disbursement of Housing Loan

(1) In respect of construction of houses disbursement should be in stages, after
conducting inspections. Bills of the contractor should be duly verified and

countersigned by the borrower.

(i1) In respect of ready built houses, entire loan amount may be paid at the time of

registration before the register along with the margin money.
3.11.6 Repayment Period

The maximum repayment period permitted is 15 years. It was included
repayment holidays at the option of the beneficiary. The repayment schedule should

match with income and repaying capacity of the borrower and it should not exceed 30

. 7
per cent of borrower's income .

3.11.7 Advances Disbursement to Housing Loan

The central and state governments are together have taken various initiatives to
fulfil the housing requirements for houseless people in India through the National

Housing Board and Housing Development Corporation, and also the government
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ordered to the commercial banks to offer housing loan to the houseless people to build
new houses as well as renovation of existing houses. Table 3.6 shows the commercial
bank financial contribution to the housing segments.

TABLE 3.6
Advances Disbursement to Housing Loan
(Amount in Crore

Year Amount Growth Rate

2002-03 22346

2003-04 36587 63.72
2004-05 51981 42.07
2005-06 133908 157.60
2006-07 185181 38.28
2007-08 230994 24.73
2008-09 255653 10.67
2009-10 276957 8.34
2010-11 296895 7.19
2011-12 357269 20.33

Table 3.6 reveals that the growth percentage has fluctuated heavily during the study
period. The total disbursement of loan shows a gradual and continuous increase in all
the years of the study period. During the year 2005-06 there was the maximum growth
rate of 157.6 per cent over the previous year. During the study period there was an
increase of ten times of credit disbursement of Rs.22346 crore in 2002-03 to Rs.357269
crore in 2011-12.
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3.12 SMALL ROAD AND WATER TRANSPORT OPERATORS

The commercial banks support and extend their services to the small road and

water transport operator under the priority sector. Advances granted to Small Road and

Water Transport Operators (SRWTO) owning a fleet of vehicles not exceeding ten

vehicles is coming under the priority sector.

3.12.1 Eligibility of the Borrowers

1.

An individual or an association desirous of owning transport vehicle, for carrying

passengers or goods on hire.

2. The borrower holds the necessary driving license or engage driver possessing
valid license to operate the type of vehicle for which credit is sought.
3. The borrowers should have been granted a permit by an appropriate authority to
ply vehicles for passengers or goods traffic for hire.
4. The borrowers should be well experienced and have the aptitude in the profession.
5. Transport operators owning one or more trucks/buses are also eligible.
3.12.2 Purpose of Loan

The borrowers can purchase the new vehicles or old vehicles produced by

standard manufacturing company.

3.12.3 Margin

There is margin fixed by banks towards purchase of new vehicles upto 10 per

cent, in case purchase old vehicles there must be 25 per cent of margin on the

depreciated value calculated at 20 per cent per annuam on the prevalent cost price of

new vehicle or market value, whichever is lower.

3.12.5 Rate of Interest: (Subject to Change from Time to Time)

The rate of interest is charged as per banks guidelines issued from time to time

as applicable to transport operators according to the amount of loans.
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3.12.6 Collateral Security

The borrowers need to submit collateral security while getting loan from
financial institutions under this scheme. As per the banking regulations upto Rs.10
Lakh, there is no need to submit collateral security, they can get loan by the way of
guarantee or mortgage of immovable property if the loan is covered under Credit
Guarantee Scheme. If above Rs.10 lakh there must be need to submit collateral security
equivalent to amount of advance by the way of equitable mortgage of immovable
properties, Pledge of vehicles documents, Pledge of other bankable security like shares,

debentures, bonds of adequate value and third party guarantees.

3.12.7 Repayment Schedule
(i) For New Vehicles

For new vehicles, there is a the maximum period of 60 months by monthly
instalments, starting from the date when the vehicle (purchased with the amount of the
loan) is put on the road for commercial use or after completion of two months from the

date of advance.

(ii) For Old Vehicles

If in case of purchase an old (second hand) vehicle, the repayment will start one
month after the disbursement of the loan and loan will be repaid with interest upto 30 to

48 months.

3.12.8 Documentation Charges

There is no documentation charges levied if the loan amount less than Rs. two
lakhs, and for above Rs. two lakh the documentation charges of Rs.200 per lakh or part

thereof subject to a maximum of Rs.25000 is levied.8
3.12.9 Advance Disbursement to Small Road and Water Transport Operators

Bank credit extended to hire purchase, leasing finance companies for onward

lending to SRWTO should be classified as priority sector advance. Portfolio purchases
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from NBFCs made after 1998 would also qualify for inclusion under priority sector

lending, provided the portfolio purchases relate to SRWTOs satisfying priority sector

norms.
TABLE 3.7
Credit Disbursement to Small Road Water Transport Operators (Amount
in Crore)
Year Amount Percentage

2002-03 4892

2003-04 5376 9.89
2004-05 7395 37.55
2005-06 8396 13.53
2006-07 17341 106.53
2007-08 26416 53.48
2008-09 37447 41.75
2009-10 39302 4.95
2010-11 45410 15.54
2011-12 54430 19.86

Source: Report on Trends and Progress of Banking in India, RBI, Various issues

Table 4.2 reveals that the total amount spent by the commercial banks which
stood at Rs.4892 crore in 2002-03 had steadily increased to Rs.54430 crore in 2011-12,
which result in eleven times increase during the period. There is some fluctuations of
percentage between the years. During the year 2006-07 there was the maximum of

106.53 per cent growth rate over the previous year.
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3.13 RETAIL TRADERS

The retail industry is divided into organized and unorganized sectors. Organized
retailing refers to trading activities undertaken by licensed retailers, who are registered
for sales tax, income tax, and the like. These include the corporate-backed hypermarkets
and retail chains, and also the privately owned large retail businesses. Unorganized
retailing, on the other hand, refers to the traditional formats of low-cost retailing, shops
that is local kirana shops, owner manned general stores, paan/beedi shops, convenience
stores, hand cart and pavement vendors, and so on. Currently Organized sector occupies
a small percentage of the retail sector with 96 per cent of the total business being carried
out by traditional unorganized trade outlets. Retailing is a booming sector of the Indian
Economy primarily owing to the opening of foreign direct investment (FDI) in retail
sector and coming up of hypermarkets and retail chains. Organized retailing is pitted to
grow at a rate of 35 per cent while the unorganized retailing only at the rate of 6 per
cent. It is expected that organized retailing would have 10-15 per cent of the industry
share by 2012. Thus faced by a stiff competition, the small traditional trade outlets need
to enhance competitiveness of the unorganized retail sector of India, so that they can not
only deal with the challenges faced by the coming up of multinationals and

hypermarkets.

The commercial banks support to the private retail traders for their development.
The banks extended their credit to the retails traders with dealing in essential
commodities fair price shops be reckoned as priority sector advances and also other
private retail traders with credit limits not exceeding Rs.10 lakh may also be considered

as priority sector advances.

The retail trade signifies the trading activity being undertaken by the borrower
and is not necessarily related to the level of his operations. A trade having only a small
retail outlet or dealing in a particular item on wholesale basis would be considered as a

retail trader as long as credit limits sanctioned to him do not exceed Rs.10 lakh. The
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retail traders of mineral oils also come under the category of small business and the
retail traders in fertilisers would form part of indirect finance. The facility may be

granted for purchase of merchandise or against bills or book debts arising out of sales

. 9
operations of traders .

3.13.1 Loans and Advances to the Retail Trades

The retail trades are offered plenty of entrepreneurial job opportunity to the
people. In this regard the government support and rendering help to promote the retail
trades in India. In connection with that the commercial banks extend their financial
support to the retail trade. Table 3.8 explains that the credit granted by the banks to the
retail sectors.

TABLE 3.8
Loans and Advances to the Retail Trades

(Amount in Crore)

Year Amount Percentage
2002-03 20459 -
2003-04 22578 10.35
2004-05 24867 10.13
2005-06 33814 35.97
2006-07 83535 147.04
2007-08 106612 27.62
2008-09 122297 14.71
2009-10 144377 18.05
2010-11 165267 14.46
2011-12 235923 42.75

Source: Report on Trends and Progress of Banking in India, RBI, Various Issues
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Table 3.8 portrait that the disbursement of credit by the commercial banks from the

2002 to 2012. It was increased from Rs.20459 crore in 2002-03 to 235923 crore in 2011-
12 during the study period. Among the total credit disbursement, in the year 2006 — 07
was registered as the highest growth rate of 147.04 per cent. The amount of disbursement

has gradually increased every year.

3.14 PROFESSIONALS AND SELF-EMPLOYED PERSONS

Unemployment as one of the macroeconomic problems could be reduced through
the formal bank credit for the professional and self employed participation provided it is
well supported and managed. The professional and self employed persons it may not be
able to achieve much as we have presently due to inaccessibility to credit, but with the
on-going policy of the Federal Government through the RBI on micro -financing the
macroeconomic objective of reduced unemployment, if not full employment would
become a reality in India. The microfinance policy has empowered the many
microfinance/ banking institutions to provide credit to the self employed. Therefore that
the Government of India and all relevant stakeholders continue in their mission towards
reducing unemployment while they give their whole support for accessing to loans to its

activities and accomplish its goal of unemployment reduction.

The professionals and self-employed persons are those whose borrowings (limits)
do not exceed Rs.10 lakh of which not more than Rs.2.00 lakh should be for working
capital requirements. Activities involving the use of skill and labour of the individual or
their family members alone would be covered under this category. The loans amount
includes for the purpose of purchasing equipment, repairing or renovating existing
equipment, acquiring and repairing business premises or for purchasing tools or for

working capital requirements.

3.14.1 Eligibility for Availing this Loan

The following persons are eligible to avail loan under the priority sector schemes

such persons arc.

1. Medical practitioners including Dentists,
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2. Chartered Accountants,

3. Cost Accountants,

4. Practising Company Secretaries who are not in the regular employment of any
employer,

Lawyers or Solicitors,

Engineers,

Architects,

Surveyors,

A S B S N

Construction Contractors,
10. Management Consultants,

11. A person trained in any other art or craft who holds either a degree or diploma

from any institution established, aided, or recognised by Government,

12. A person who is considered by the bank as technically qualified or skilled in the
field in which he is employed.

13. Accredited journalists and cameramen who are freelancers and who are not

employed by a particular newspaper or magazine.

14. An individual who runs a 'Health Centre' and who is not a doctor but has received

some formal training about the use of various instruments of physical exercises.

15. An individual who wants to set up beauty parlours and who holds qualifications in
the particular profession and undertakes the activity as the sole means of

living/earning his/her livelihood.

16. Firms and joint ventures of professionals and self-employed persons (mentioned
above), shall also be eligible.

3.14.2 Self-employed Persons

The following categories of persons are classified under advances to Self-
employed persons they are, Xerox operators, Small tea-stall Owners, Carpenters,
Plumbers, Launderers, Vegetales (Fruit, Egg, Fish) vendors, Hand-craft pullers,

Handloom Weavers, Milk Procurers, Bamboo Workers, Quilt makers, Lace artisans,

Hand-block printers, New Garment makers , Old and used garment sellers and the likelo.
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3.14.3 Advances Disbursement to Professionals and Self-employed

The government takes initiative to reduce the unemployment in India. It can be
reduced by the development of professionals and self employed persons by means of
credit offered by financial intuitions. Unemployment is one of the macroeconomic
problems could be reduced through the formal credit for self employed participation

provided it is well supported and managed.

The professional and self employed persons in it may not be able to achieve much
as we have presently due to inaccessibility to credit. Therefore the Government continue
its mission towards reducing unemployment.

TABLE 3.9

Advances to Professionals and Self-employed Persons
(Amount in Crore)

Year Amount Percentage

2002-03 6894

2003-04 8235 19.45
2004-05 9656 17.25
2005-06 15283 58.27
2006-07 23782 55.61
2007-08 29756 25.18
2008-09 45375 52.48
2009-10 47736 5.20
2010-11 56267 17.87
2011-12 60271 7.11

Source: Report on Trends and Progress of Banking in India, RBI, Various Issues.
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Table 3.9 shows that the total amount of advances of the bank which is stood at
Rs.6894 crore in 2002-03 had steadily increased to Rs.60271 crore in 2011-12 which
shows an increasing trend over the period of study. The trend shows that the increase
over the period of study had been more than nine times during the study period. The

highest percentage of credit of 58.27 per cent was distributed in the year 2005-06.

3.15 WEAKER SECTIONS

The ministry of housing and urban poverty alleviation (HUPA) has categorized
the urban poor households earning upto Re.1 lakh per annum as economically weaker
section (EWS) and those having a household income between Rs.1 to 2 lakh as lower
income group (LIG) for availing benefits under the schemes being implemented by the
government. In order to ensure that more under-privileged sections in the priority sector
are given proper attention in the matter of allocation of credit, it should be ensured that
the advances to weaker sections reach a level of 25 per cent of priority sector advances
or 10 per cent of net bank credit. The weaker sections under priority sector shall include

the following:

(a) Small and marginal farmers with land holding of 5 acres and less and landless
labours, tenant farmers and share croppers

(b) Artisans, village and cottage industries where individual credit limits do not
exceed Rs.50,000/-,

(c) Beneficiaries of Swarnjayanthi Gram Swarojgar Yojana (SGSY),
(d) Scheduled Castes and Scheduled Tribes,
(e) Beneficiaries of Differential Rate of Interest (DRI) Scheme,

(f) Beneficiaries under Swarna Jayanti Shahari Rojgar Yojana (SJSRY),

(g) Beneficiaries under the Scheme for Liberation and Rehabilitation of Scavangers
(SLRS),



11
(h) Advances to Self Help Groups.

3.15.1 Advance Disbursement to the Weaker Sections
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The government of India as well as the commercial banks were extended their

support to development of weaker section in India. The table 3.10 explains the credit

disbursement of banks to weaker sections.

TABLE 3.10

Advance Disbursement to the Weaker Sections

(Amount in Crore)

Year Amount Percentage

2002-03 33527

2003-04 43084 28.50
2004-05 65405 51.80
2005-06 97740 49.43
2006-07 132163 35.21
2007-08 171070 29.43
2008-09 202376 18.30
2009-10 237879 17.54
2010-11 276413 16.19
2011-12 285780 3.38

Source: Report on RBI Sectoral Deployment

Table 3.10 portrait that the total amount of advances of the bank which is stood at
Rs.33527 crore in 2002-03 had steadily increased to Rs.285780 crore in 2011-12 which

shows an increasing trends over the period of study. The trend shows that the increase

over the period of study had been more than eight times during the study period. The

highest percentage of credit of 51.80 per cent was distributed in the year 2004-05.
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3.16 CONSUMPTION LOANS

The consumption loans granted for the purpose of fulfill the basic needs in the
respect of times. It includes for general consumption, medical expenses, marriage
ceremonies, funerals, births, religious ceremonies and so on. It is not exceeding Rs.
1,000/- per individual. Pure consumption loans are granted by the banks under the

'Consumption Credit Scheme' on the following terms and conditions

3.16.1 Eligibility of Borrowers

An individual who is already a borrower of the bank under either of the category

loans except housing loan.
3.16.2 Other Terms and Conditions

[.The advance under the scheme shall be treated as an integral part of the earlier
advance and would be granted at the same rate at which original advance is granted.

The repayment of consumption credit would also be linked with the original advance.

II. The maximum period of repayment under the scheme should be restricted to 3

years

3.16.3 Advances to Consumers Consumption Loan

Banks have various types of loan schemes. Such loan schemes are offered by
them for the benefits of the customers. The banks are lending loan for the reliable
customers. In connection with the commercial banks were offered consumption loan to
the customers for fulfil the immediate requirements. Table 3.11 shows credit offered to

consumption loan.
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TABLE 3.11
Advances to Consumers Consumption Loan

(Amount in Crore)

Year Amount Percentage

2002-03 7015

2003-04 7219 2.90
2004-05 8274 14.61
2005-06 8976 8.48
2006-07 7106 20.83
2007-08 9151 28.77
2008-09 8663 5.33
2009-10 8187 5.49
2010-11 8294 1.30
2011-12 10156 22.44

Source: Report on Trends and Progress of Banking in India, RBI, Various Issues.

Table 3.11 elucidates that credit disbursement of loans by the banks has increased
from Rs.7015 crore in 2002-03 to Rs.10156 crore in 2011-12 and thus shows wide

fluctuations and the highest per centage of credit was found to be 28.77 per cent in the

year 2007-08. The growth rate of this ratio varied between 1.30 per cent to 28.77 per

cent in the year 2007-08. The growth rate varied between 1.30 per cent to 28.77 per

cent. It shows that there is fluctuation between amount disbursement.

3.17 SOFTWARE INDUSTRY

The banks are rendering credit support to the software industry development in

India. As per the banking regulations, the customers are offered credit upto one crore

should be included under priority sector.
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3.18 FOOD PROCESSING SECTOR

The trend and growth of processing machinery and equipment industry will be
influenced by the growth in the food processing industry and the recent trends show that
this is going to be strong. Government of India expects investments of $21.9 billion by
2015 in food processing infrastructure. This category in which the equipment and
machinery are more required may differ given the demand by the consumers of the
processed food but certainly with the government becoming strict in recent times
regarding health and hygiene practices, food processors are updating themselves with the
latest in the market. The growth in the main sub-categories in the processing industry
could be described under fruit and vegetable processing (20%), milk and dairy (15%),
vegetable oil and oil seed processing, grains (wheat, rice, corn, lintels), meat and poultry
(10%), alcoholic beverage, non-alcoholic beverages and ready-to-eat. And the industry is

growing at an average of 16 per cent, even passing 30 per cent for fruit and juice segment.

The Public Sector Banks are plugging hard for food credit in a bid to push up
credit-deposit ratio and boost the average yield on assets. Banking sources said it was not
just the public sector banks that were seeking higher allocations of food credit, but

private sector banks were also in the fray.

The following industries are food and agro based processing sector would be
eligible for classification as priority sector for lending by banks:

1. Fruit and vegetable processing industry
ii.  Food grain milling industry
iii.  Dairy products
iv.  Processing of poultry and eggs, meat products
v.  Fish processing
vi.  Bread oilseeds, meals (edible), breakfast foods, biscuits, confectionery (including

cocoa processing and chocolate), malt extract, protein isolate, high protein food,

weaning food and extruded/other ready to eat food products
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vil.  Aerated water/ soft drinks and other processed foods
viii.  Special packaging for food processing industries

ix.  Technical assistance and advice to food processing industry

With regard to the size of the units within this sector, it is clarified that food and
agro- based processing units of small and medium size with investment in plant and

. . . . 13
machinery up to Rs.5 crore would be included under priority sector lending .

3.18.1 Advances to Food Processing Industry

The commercial banks were offered some certain percentage of credit from the
total net banking credit to food processing industry for its developments. As per the
banking regulation act, the banks offered financial support to the food industry. Table
3.12 shows financial support rendered by the banks

TABLE 3.12
Advances to Food and Agro-based Processing Sector

(Amount in Crore)

Year Amount Percentage

2002-03 53978

2003-04 49479 8.33
2004-05 35961 27.32
2005-06 41121 14.34
2006-07 40691 1.04
2007-08 46927 15.32
2008-09 44399 5.38
2009-10 46211 4.08
2010-11 48562 5.08
2011-12 64111 32.01

Source: Report on Trends & Progress of Banking in India, RBI, Various Issues.
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As per Table 3.12 that the amount of credit disbursement varied in the rage of
Rs.53978 crore in 2002-03 to Rs.64111 crore in 2011-12 which is subject to wide
fluctuations during the study period. The growth rate was found to be 32.01 per cent in
2011-12. The growth rate percentage varied between 8.33 per cent to 32.01 per cent
during the study period. It shows that as per the analysis made that it shows the amount

spent by the banks was increased gradually.

3.19 VENTURE CAPITAL

Investment in Venture Capital would be eligible for inclusion in priority sector,
subject to the condition that the venture capital funds or companies are registered with
SEBI. However, fresh investments that may be made by banks on or after July 1, 2005

shall not be eligible for classification under priority sector lending and the investments.

3.20 RBI GUIDELINES TO PRIORITY SECTOR ADVANCES

The RBI has recently constituted a committee to suggest revised norms with
regard to priority-sector lending and related issues. Through the committee members
given suggestions to radically change the system prevalent to present scenario of entire
process of priority lending had been happened and the rural population was being
exploited, leading to these banks being saddled with a large number of non -performing
assets (NPAs). The Commercial banks priority sector lending for forty years has had

limited success. It is time for a complete overhaul.

The RBI has recently constituted a committee under the chairmanship of M V
Nair, Chairman and Managing Director of Union Bank of India, to re-examine the
existing guidelines and suggest revised norms with regard to priority -sector lending and
related issues. Therefore, the suggestions were to radically change the system prevalent
today with the objective to encourage a dedicated and committed band of banking
institutions that would be continued to do work in the area of uplifting the rural village

economy and improve lot of the most vulnerable sections of our society.

This committee suggests that the attitude of the commercial banks towards

priority sector lending and the following steps are suggested to achieve this objective.


http://www.moneylife.in/article/commercial-banks-priority-sector-lending-for-40-years-has-had-limited-success-its-time-for-a-complete-overhaul---i/20447.html
http://www.moneylife.in/article/commercial-banks-priority-sector-lending-for-40-years-has-had-limited-success-its-time-for-a-complete-overhaul---i/20447.html
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Every bank should train a band of senior and middle-level employees in the art of
lending to the priority sector, both agriculture and small-scale industry and they
should continue to be encouraged to upgrade their skills in the latest developments

in this area of lending.

Instead of making available priority sector lending facilities in all branches, every
bank should set up specialized branches in all potential centres and extend priority
sector lending through these branches alone where trained manpower should be

deployed to facilitate proper sanction and monitoring of these loans and advances.

The RBI should dispense with the present system of target oriented lending to the
priority sector and banks should be given total freedom to lend to all deserving
and productive enterprises according to their own norms of lending without spoon

feeding the banks in this regard.

The present system of allocating 40 per cent of lendable resources to the priority
sector by every bank should not be insisted upon and all penal provisions for not
achieving this level of lending to the priority sector should be withdrawn with a
view to give a free hand to the banks to develop a portfolio of their choice in the

interest of improving the asset quality of every bank.

Instead of a penalty based system which exists at present to penalize the banks
who do not reach the stipulated targets, the RBI should come out with an incentive
based system to encourage lending to the priority sector, as an incentivized system
would receive better receptivity at all levels, and this would provide the necessary
thrust to priority sector lending by banks. And the incentives could be broadly on

the following lines.

The incentives proposed could be on a staggered basis and inbuilt incentives can
be provided for reaching a level of 20 per cent, 30 per cent and 40 per cent of their
lendable resources and incentives can be considered as under branch licensing and
the Cash Reserve Ratio (CRR) and Statutory Liquidity Ratio (SLR) requirements

can be linked to these per centages.
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b) The staff working in those specialized branches lending to the priority sector can
be provided with appropriate incentives based on the level of lending to the

priority sector at each of these branches.

¢) A certain per centage of profit can be exempted from income tax for those banks
reaching these levels of lending to the priority sector.

d) Any other incentive could be thought of to provide impetus for lending to the

priority sector.

6. All subsidies provided to banks for lending to certain priority sectors should be
withdrawn, and in its place, appropriate fiscal incentives should be provided so as

to minimize paper work and misuse of the subsidy system.

7. In order to encourage the staff of commercial banks to improve lending to the

priority sector, the bank managements, particularly in the public sector, should

also change their attitude and follow the basic principle fo llowed by banks all
over the world that “error of judgment is not negligence”. All loans granted by the
branch managers should be viewed from this angle and appropriate protection
provided to the operating staff when loans go bad due to reasons beyond their
control. This will give the required comfort to staff at all levels and radically
change their attitude towards priority-sector lending and help the banks to do a

better job in this area of banking.

8. The farmer community in our country requires a lot of counseling and the bank
officers engaged in this activity should be trained in this art of providing advice
and counsel whenever needed and consider the requests of the borrowers with a

humane touch.

The second step required in this direction is to develop and nurture a few
specialized institutions exclusively for lending to the priority sector and the following

suggestions,
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The NABARD (National Bank for Agriculture and Rural Development) should be
charged with the responsibility of financing the total agricultural operations in the
country. To achieve this goal, all the Regional Rural Banks (RRBs) presently
operating in our county should be handed over to NABARD and all the branches
of RRBs should be the lending arms of NABARD for this purpose. The RRBs
should be completely under the ownership and control of NABARD, whose entire
direct-lending operations to agriculture and allied occupations should be, routed
though the branches of RRBs, which should be funded by NABARD to the extent

necessary.

The NABARD should be repositioned as the exclusive agency for agricultural
finance in the country and it should set up new RRBs in districts which are not
covered by RRBs at present, so that within a period of the next five years, the
entire country is brought under the jurisdiction of the NABARD for lending to

agriculture and all allied activities.

The capital to risk weighted assets ratio of the NABARD as on 2011 was as high
as 21.76 per cent, which indicates that the NABARD is more than adequately
capitalized at present to take over this responsibility of funding the old as well as
the new RRBs and the Central government should consider future requirements of

capital to meet the increasing responsibilities granted on it.

The second institution that requires complete reorientation is the Small Industries
Development Bank of India (SIDBI), which should play a more aggressive and
pivotal role for developing the small scale industries in India. This institution
should be the nodal agency for directly financing the micro, small and medium
enterprises (MSMESs) in India, with the added responsibility of continuing with

the refinancing activities.

SIDBI should set up a nationwide branch network, with the stated objective of

financing the entire requirements of small scale industries including their working
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capital requirements, so that the small entrepreneurs need not depend on multiple
banks for their financial requirements as it happen present scenario.

SIDBI should initially set up its own full-fledged branches in all district
headquarters all over India within the next three years and introduce direct

financing of all viable MSMESs and other microfinance institutions as well.

While the public sector banks are starving for capital, SIDBI has been sitting on a
pile of capital with CRAR at 30.08 per cent as on 31 March 2010. This only
shows that this institution has a long way to go to achieve its objectives and a
complete overhaul of its functioning is required to provide the necessary impetus

to the development of small scale industries in India.

With over 20 years of existence, small industries development board of India
(SIDBI) has been able to build a loan portfolio of just over Rs 35, 000 crore, a
major portion of which has gone to refinance the banks and other financial
institutions. The financial requirements of small scale industries in our country are
quite large and hence a visionary approach is required by this institution to create
an impact in the development of micro small medium enterprises (MSMEs),

which can be a game-changer for the economy of our country.

The present system of credit guarantees provided by the Credit Guarantee
Corporation of India should be dispensed with and all commercial banks should
be delinked from this guarantee institution as they no longer need such a
guarantee. And this part of the institution should be handed over to SIDBI, which
can enlarge the role of this organization to provide guarantees to venture
capitalists that provide seed capital to projects of those small scale entrepreneurs

approved by SIDBI.

The Commercial banks would continue with lending to the eligible and desirable
borrowers in all sectors including the priority sector as hitherto and benefit from

the incentives offered in respect of lending to socially desirable sectors, but
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without any compulsion of having to lend a certain percentage of their lendable
resources to any specified sector as prevalent today.

By enlarging the role of two specialized institutions NABARD and SIDBI in the
area of agriculture and small scale industry respectively, the whole economy of our
country would get the required momentum in meeting the financial needs of this priority
sector and provide the much needed thrust to improve the lot of the underprivileged
sections of our society. This would also help in improving the village economy further
and provide employment opportunities in the villages and smaller towns of our country.
The present pitfalls observed in the system of lending by the commercial banks to the

priority sector would be eliminated.

The commercial banks, on the other hand, will be able to play a much bigger
role in developing our economy, which is expected to be the third -biggest economy in
the world shortly. In the context of GDP that is growing in the range of 7.5 per cent into
9 per cent during this decade, the banks in our country would be required to gird up
their loins to finance the growing needs of the economy. The Indian banking industry is
underutilized, as the loan-to-GDP ratio at present is reported to be 53 per cent in India
whereas it is 56 per cent in Brazil and 120 per cent in China. Further, with the
introduction of Basel I1I norms, Indian banks will require substantial additional capital,

which they will have to raise from the capital market.

The strengthening of the balance sheets of banks by improved profitability and
lower non-performing assets (NPAs) will result in better valuations in the bourses
which will only help the banks to easily raise the required capital and meet the needs of

the growing economy without fully depending on taxpayers’ money coming from the

14
government’s coffers

3.21 CONCLUSION

The RBI constrained guidelines relating to loans and advances under priority
sector segments. It is very useful for banks and to the government for framing new and

innovate policy to the rural poor like priority sector, MNRGES, Swarna Jayanti Shahari
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Rojgar Yojana, and so on. The priority sector advances is powerful tool to support the
economy of poor people and the nation. Despite of the banks should increase the area of
lending performance, as it is the effective way to support the economy and eradicate the
poverty, and promote industry. And the amount for lending should be increased so that
the maximum community can be supported to individual in setting their business as well

as priority sector activities.
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4.1 INTRODUCTION

The banking industry with good banking practices can accelerate the pace of
economic development of a country. In the earlier days, the bankers were acting like
moneylenders and the poor people were totally neglected from their financial services and
at the same time the services rendered by banks were not adequate and prompt. At last all
these activities came to an end in 1969 in the form of nationalization of banks. Thereafter,
the banks realized the importance of the people and their support to the successful
banking. Hence, the banks were rendered their services effectively and promptly as much
as possible to its customers. In any business the success depend upon the relationship
between the concern and its customers. In banking, the business relationship between
banks and its customers is a vital one because it is not a one- time transitory relationship,
but relatively a permanent one and it must be enduring forever. The banks provide

information about the various products and services to the customers.

In any business, the best and prompt services will be possible only when they
know the customers needs and expectations. In the banking industry to know customers
needs and expectations so many committees were formed to assess the customers needs,
quality of the services provided, range of services and products offered and customers’
grievance handling mechanism and so on. Customers are the life blood of banking. They
come from different places and with various cultural backgrounds. Hence, there is a need
to analyse the customers opinion towards the various products and services offered by the
banks. This chapter presents the socio-economic profile of the respondents, accounts
maintenance and loans availed, factors motivating the people for becoming customers of

the bank and so on.
4.2 GENDER-WISE CLASSIFICATION OF THE RESPONDENTS

The banking activities are common for both the male and female. Hence, the variable
called gender of the respondents is included in this study and it helps to access customers’
level of involvement in the banking activities. Table 4.1 exhibits gender-wise

classification of the sample respondents.
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TABLE 4.1
Gender-wise Classification of the Respondents
SIL.No. Gender No. of Respondents | Percentage to Total
1. Male 390 62.40
2. Female 235 37.60
Total 625 100.00

Source: Primary Data.

Table 4.1 shows that the majority (62.40%) of the respondents are male category

and remaining 37.6 per cent are females.

It is inferred from the table that most of the respondents are males. Because, male
group of customers is mostly engaged in employment, business and the like. Thereby,

they have the opportunity to get into contact with various social groups.
4.2 AGE-WISE CLASSIFICATION OF THE RESPONDENTS

The age plays major role in banking activity, because based on the age, the banks
offer the services. For availing the banking products and services, an individual should
complete the age of 18 years. Moreover the people who are old and middle aged will have
an interest to save money. The youngsters are not like that and they like to enjoy their life
by way of spending money rather than savings. The researcher has classified their age
like upto 25 years, 25 — 35 years, 35 — 45 years, and so on. Table 4.2 explains the age-

wise segmentation of the respondents.
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TABLE 4.2
Age-wise Classification of the Respondents
S1.No. Age No. of Respondents Percentage to Total
l. Upto 25 years 82 13.10
2. 25-35 years 168 26.90
3. 35-45 years 269 43.00
4. 45-55 years 64 10.20
5. Above 55 years 42 6.70
Total 625 100.00

Source: Primary Data.

About the 13.1 per cent of the respondents belong to the age group of upto 25
years, 26.9 per cent of them are in 25 — 35 years, 43.0 per cent of them are being in the
age group of 35 - 45years, 10.2 per cent of them belong to 45 — 55 years and 6.7 per cent

of them are above 55 years of age.

It is however noted from the table that majority of the customers belong to the age
group of 25 - 35 years and 35 -45 years. Because these group of people crossed the
younger life and enter into the family life. They have responsibility to lookafter the
family, children’s education, medical expenses and the like. Hence, such age group of

people are having more banking access than the other age group.
4.4 ACADEMIC QUALIFICATION OF THE RESPONDENTS

Educational qualifications of the customers have close relationship with the banks.
The level of literacy helps to understand the various products and services offered by the

banks. Hence, the researcher has taken into account of the educational qualification such
o1 th . .
as illiterate, upto 12, graduate, technical education and post graduate. All these

information has been presented in the Table 4.3
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SL.No. Qualification No. of Respondents | Percentage to Total
l. Illiterate 98 15.70
th

2. Upto 12 199 31.80
3. Degree 137 21.90
4. Technical 101 16.20
5. Post-graduate 90 14.40

Total 625 100.00

Source: Primary Data.

Out of the 625 respondents about 31.80 per cent of the respondents studied upto

h . .
12" standard, 21.90 per cent of the respondents have studied degree. Among this

qualification criterion the least 14.49 per cent of them are post graduate. It is found that

about 15.70 per cent of them are illiterate.

4.5 OCCUPATION OF THE RESPONDENTS

The occupation of respondents is most important one for access the formal banking

services. The Reserve Bank of India prescribed guidelines for different occupation for

accessing formal credit from the banks. The researcher has categorized the respondents

based on the occupation and is shown Table 4.4.
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TABLE 4.4
Occupation of the Respondents
SL.No. Occupation No. of Respondents | Percentage to Total
1. Agriculturists 188 30.10
2. Entrepreneurs 82 13.10
3. SHGs Members 100 16.00
4. Students 104 16.60
5. Professionals 126 20.20
6. Others 25 4.00

Source: Primary Data.

It could be seen from Table 4.4 that 30.10 per cent of the respondents are

agriculturists, 13.10 per cent of them are entrepreneurs, 16.00 per cent of them are SHGs,

16.60 per cent of them are students and 20.00 per cent of them are Professionls.

4.6 MARITAL STATUS OF THE RESPONDENTS

The marital status plays a vital role for the economic development of the people. The

married persons normally like to earn more money to their dependents than unmarried.

The marital status of the respondents are classified into married, unmarried, widow and

widower. Table 4.5 depicts the marital status of respondents.
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TABLE 4.5
Marital Status of the Respondents
S No. Marital Status No. of Respondents | Percentage to Total

1. Married 385 61.60
2. Unmarried 183 29.30
3. Widow 46 7.40
4, Widower 11 1.80

Total 625 100.00

Source: Primary Data.

Out of 625 respondents 61.60 per cent of them are married, 29.30 per cent of them

are unmarried, 7.40 per cent of them are widows and 1.80 per cent of them are widower.

It is concluded that a majority of them are married because they require money for

personal use as well as business purpose.

4.7 TYPES OF FAMILY

The type of family is one of the most important indicators to access the economic

status and wealth of the family. The expenditure depends on the types of family. The type

of family is given in Table 4.6.

TABLE 4.6
Types of Family

SIL.No. Type of Family No. of Respondents | Percentage to Total
l. Nuclear 417 66.70
2. Joint 208 33.30
Total 625 100.00

Source: Primary Data.

As per the survey made, about 66.70 per cent of the respondents are in nuclear

family and remaining 33.30 per cent of them are in joint family.
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Majority of the respondents who belong to nuclear family have availed loan rather
than the joint family. Because they could took decision independently for all activities.
4.8 FAMILY SIZE OF THE RESPONDENTS

The economic status of every family depends on the size of the family of the
respondents. The size of the family are divided into four groups namely, upto 3members,
4-5 members, 67 members, and above 7 members. Table 4.7 shows the family size of

the respondents.

TABLE 4.7
Family Size of the Respondents
Sl No. Members No. of Respondents | Percentage to Total

l. Upto 3 Members 271 43.40
2. 4-5 Members 212 33.90
3. 6-7 Members 127 20.30
4. Above 7 Members 15 2.40

Total 625 100.00

Source: Primary Data.

About 43.40 per cent of the respondents have their family strength upto 3
members, 33.90 per cent of them have 4 to 5 members. 20.3 per cent of them have 6 to 7

members and 2.40 per cent of them have above 7 members.

It is inferred that these respondents strictly follow the government policy to
reduce the population.

4.9 MONTHLY INCOME OF THE RESPONDENTS

Income is the prime source for all living beings, without income nobody can live in
the world. The developments of the country depends on the income of the people.
Therefore income is an important parameter to access the economic growth of the
country. An individual savings and expenses determine the country ’s GDP. Table 4.8
elucidates the income of the respondents

TABLE 4.8
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SI.No. Monthly Earnings No. of Respondents | Percentage to Total
1. Below Rs.5000 pm 92 14.70
2. Rs.5000-10000 pm 168 26.90
3. Rs.10000-15000 pm 155 24.80
4. Rs.15000-20000 pm 115 18.40
5. Above Rs.20000 pm 95 15.20
Total 625 100.00

Source: Primary Data.

About 14.70 per cent of the respondents’ monthly incomes are below Rs.5000,
26.90 per cent of them earned Rs.5000 to Rs.10000, 24.80 per cent of them have
monthly income of Rs.10000 to 15000, 18.4 per cent of them received Rs.15000 to

Rs.20000 and 15.20 per cent of them earned above Rs.20000 as monthly income.
410 TYPES OF ACCOUNTS MAINTAINED

Customer is a valuable instrument for all business success and our father of nation

Mahathma Gandhi rightly said about customer values and ethics. Each and every

business success depends on the customers approach and satisfaction. So banks are

offering various kinds of services to the customers like Deposits, Saving bank account,

Current account, Fixed deposit and so on. Table 4.9 portraits the kinds of accounts

maintained by the respondents in banks.
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TABLE 4.9
Types of Accounts Maintained
SIL.No. Type of Accounts No. of Respondents | Percentage to Total
N =625
1. Savings Bank A/C 625 100.00
2. Current A/C 40 6.40
3. Fixed Deposit A/c 220 35.20
4. Recurring Deposit A/C 60 9.60

Source: Primary Data.

Table 4.9 shows that all the beneficiaries have savings banks account because it
is compulsory to have savings banks account while they borrow money. In addition 6.40
per cent of them have current account, 35.20 per cent of them have fixed deposit and 9.60

per cent of respondents have recurring deposits.

It is inferred that fixed deposits account and recurring deposit account are
maintained in additional to the savings bank account whereas current account are

maintained only by the businessmen.
4.11 LOANS AVAILED THROUGH THE BANKING SECTOR

As per the Reserve bank of India regulations, the Indian banking systems are
categorized into four namely public sector bank, private sector bank, co operative bank
and foreign b