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ABSTRACT

This paper suggests that the groups which undertake multiple
activities like selling, purchasing, bor-owing, etc, are likely
to be more successful than the groups which mersly borrow,
Another criterion suggested is that the memhers of the grRoup

be hamogenous in their production technology and geographical
proximity. Fulfilment of these criteria would facilitate
mesting conditions necessary for group~action, namely, orgarni-
zational good, collsctive good, individuel gain and compensatory
pay=off.

To judge whether or not group action is sucesssful two indicetars
aré examinesd. These are loan delimquancy rate, and scale sconomies.
in costs incurred by the members of the group, These are studisd
for primary sgricultural credit societies (PACS), primary agri-
cultural marketing societies of gsnaral type (PAMSG), commodity-
based primary cooperative societies (PAMSE) like sugar, cotton,
fruits and vegetables, and milk, and the group guarantee scheme
{GRUG) of the commercial banks.

Comparison of the three types of cooperatives shows that PAMSE

is most successful group-action faollowed by the PAMSG, and then
the PACS. Indesd, PACS unlike the other tuwo primaries hava
experienced scale disecoromiss. This suggests that in their ecase
there exists a scope to reduce their operastions, More preferably,
their operatiore-mix like that of PAMSE and PAMSG may to some
extent be shifted from lending to €elling and purchasing. pn
Gooup guarantee scheme it was found that the loan delinquancy
rate is lower for the group as against the mortgage borravers

who are hanogenous in svery respect except their herrowing status.
Simil -ly, group torrowers have experienced greater scale
econamies than the mortgage borrovers,
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GROUP—BASED SAVINGS AND CREDIT PROGRAMMES IN RURAL INDIA

B .M . DQSEi

Introduction

Rural areas in India have many different types of group-based
sauing1 and eredit programme, There are ipstitutional pro-
grammes like primary agricultural credit cooperatives societies
(PACS), primary agricultural marketing societies (PAMS), and
group guarantee scheme of commercial banks (GRUG). There are
also spontaneous rotating savings and credit associations like

Mdhis and Chits (ROSCA), community assets like soil conser—

vation and irrigation tanks building associjtions promoted by
voluntary agencies (CAVA), and collaﬁerél-pooling groups which

. < .
make ownership and use of indivisible assets like well op
tractor possible among their members (COPU). All these programmes
have diverse organizational structures; they range from highly
structured and government sponsored cooperatives, and semi-
structured group guarantee scheme to fairly unstructured

informal local associgtions.

PACS and PAMS undoubtedly constitute very significant group-
based experiences in rural India. They have a long history and -

are in the process of changing from singls purpose to multi-purpose

£
This is a revised version of the paper which was presented to the

Workshop on Group—based Savings and Credit Programmes for the
Rural poor organjized by the International Labour Qrganization held
in Bogra, Bangladesh from November 6 to 9, 1983, The Author is
thankful to Profs. 1fzal Ali and DK+ Desai of the Indian Institute
of Management, Ahmedabad for their comments on &n earlier draft of
this paper. assiétance received from Messers Bel. Tripathi,

S. Narayanan and N.T. Patel is gratefully acknowledged,



and from generalized to spegialized agencies. Extensiuve
literature and aggregative data are readily asvailable on
these experiences. gut literature on more intsresting micro-
experiments, liks RUSCA, CAVA and COpPU, is scant and

- inaccessible. This paper will attempt to analysa RALS, PAMS

and GRUG.

Objective :

~ The objective of this paper is to develop operational hypothases
and to test them with a view to study the following three

propositionss

1) Group~based savings and credit programmélfs capable of
achieving its intesnded functions of lower\defaylt riské,
and scale economies to the beneficiaries as well as to the
agencies When groups are formed to sell and/ar to purchase
rather than to borrow., This is because group-based marketing
unlike credit2 operations make it prssible to achieve
functional identity among its members by distributing market
power equally. Uithout such identity it is difficult to
realize the two important conditions of group~action, namely,
collectiveness3 of the gooed and organizational4 nature of
this'guod. Moreover, formaticn of groups to Jointly sell
or purchase can, not only enlarge transaction but also

enhance conpensatory profits, besides individual profit,



Group-based programmne
2) / is capable of attaining its intended functions when a group

is formed for multiple rather than sipgle activity like
borrowing alone, This is becausa multi-purpose group can
provida more flexibility and sources through whieh functional
identity, collective good, organizational goad, individual
profit, and compensatory pay-offs can be promoted. Moreover,
organizing credit in isolation of such other services as
extension, selling of modern inputs, and marketing and hro—
cessing of oautput is self-defeating to the very abjective of
improving incomes.
Such programme

3) / can attain its intended functions when a group is homogenous
ia all respects and particularly in its geographical promimity
and production technology. This is because such a group would
have mutual trust among its members to strike better distribution
of compensatory profit, besides individual profit, arising from

collective responsibility,

The above propositions can be best studied by undertaking primery
field-survey and its associated participant observation method

of analysis, However, due to lack of resources and time we hava

relied on review literature, aggregative data, and to some extent

on a small sample survey which we had carried out aarlier.ﬁ



Rationale for Coopesrative and Group Guarantee Reforms

These two reforms have been introduced to improve rupal pooses
share in formal or institutional credit. They are chosaen €or
both economic and nor~economic reasons,  put there are

important differences in the emphasis attached to thesg factops,.

Cooparatives wers introduced in India mainly to organize a force to
counter the usurious power of the village money lenders.7 PACS
came to be organized after the enactment of Cooperative

Credit Societies Act in 1904, - This act was sub390uantly.reuisad
in 1912 to promote organization of societies in fields other

than credit, But the starting of multi-purpose cooperatives

not receive its momentum until the Reserve Bank of India (RBI)
recommended them in 1937 and until Five Year Plans provided

egate support for them, Single-purpose credit societies were
preferred because credit was percaiued.tc be the most important
need of the farmers. mMoreover, unless credit was organized on

a group~basis, the virtues of self-help, thrift, and modernized
attitudes that are necessary to deal with the local monay

lenders could not be ﬁromotad. 5ingle~-purpose societjies were
also considered to be relatively easier and less costly to manage,
But as experience with such societies was gained, it was realized

that multi-purpese cooperatives, that provided not only credit
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but marketing and consumer services, were in a better position ko
counter the money-lender-cum=trader, The features of administram-
tion by honorary management and local participation, ynlimited
liability of the mambers,B ard small and simple operations uere
to help reduce costs and risks of rural finan&e operations 9
Lastly the cooperatives were visualized to receive stats part ner=

ship in both equity-capital apd administrative lnadership.10

Group guarantee scheme unlike the cooperatives had its origin

in the collateral related difficulties which hampered the rural
poor's access to institutional credit. weither the clear and
heritable land title nor the hypothecation of reascnably assured
crop harvest, nor the guarantee of the reputable third party

could be available from the rural poor. The joint liability
principle, pesr pressure, and collective responsibility implied

by group lending were considered to act as a substitute for the
conventional collateral., put the concern tg reduce costs to

the lenders and borrowers in particular was also strongly shartaszt."1
Thus, what was not explicitly tonsidered for this reform, unlike
for the cooperative, was the motive to create a force to counter
the money lenders. Similarly, State participation in equity-
capital and administrative leadership was not considercd., gnly
the state assistance in the form of provision for extension, input

. supplies, and concessionary refipance was considsred,



Scope of Activities of PACS, PAMS, and GRUG

PACS : The main activities of PACS as defined in thair byelsuwa

differ, but all include the borrowing of funds from members or
others to be utilized for crop and medium-term loans to members.
While this clearly shows the twin functions of depasit collectian
and lending, the provision to borrow from the federating union

of primaries and the rhetoric of nomeexistence of Bnlplusea doad
the PACS to depend more on external borrowings for thain lending
operations, Such external dependence for Joanshle funds increasss
due to the perception thet the funds depldgitad with the PACS
are not safe. Whera the by-laus are wide in scope and
recognize multiple purposes for cooperativization; PACS, despite
their name to the contrary, provides for supply of agricultural
inputs, implements, and domestic conpsumer needs, besides
undertaking marketing of agricultural produce of their members,
Thus, over time, single-purpose societies seem to have

gradually yielded place to multi-purpose societies.12 This is
Supported by the finding that the share of credit operations
declined from around 80 por cent in late 50s and early 60s to
little over 60 per cent in late 70s, at an all-India level

PACS can still be termed as single activity cooperatives

besause credit operations account for more than 60 per cent,



PAMS : As noted earlier non-credit societies have been brought
under official uﬁbrella since 1912, But their spread has
remained limited and slew. Tt is so even now, despite its
Success, particularly in the fields of marketing of some
commodities like sugarcans, cotton, and milk, The basic
activities of PAMS are to procure, assemble, stors, finance,
insure, standardize, sell and transport agficultural produce,
inputs, and consumer goods for their members, While such are
the activities of general purpose marketing cooperatives
(PAMSG), the acﬁiuities of the comodity based marketing
cooperatives (PAMSE) include not oniy pulliﬁg and joint sale
of the produce, but alsg its processing and making available
technical advice, input Supplies, credit and in some cases

even deposit collaction.13 Some of these activities, parti-
cularly processing and input supplies, are carcied out by the
federating unions of the primaries, The ex;mplﬂs are the sugar
factories and milk dairies (AMuL type) in the cooperative
sector. Thus, PaMsE unlike PACS and to soms extent PAMSGE are
the examples of group action that ars vertically integrated,
Such integration and the implied backwarc and forward linkages14

cf the production system are initiated mainly through joint saje

and purchase rather than through Joint borrewing,



GRUG ¢ Unlike PACS and PAMS, GRUG is much simpler in its
activities and loose in its orxganizationnl structure, This
scheme is mainly promoted by the netionalized commercial banks,
Under this scheme the banks extend crop- afd term loans to
those vhao cannot a- provide - mortgage ard or a third

party guarantee, Such pecple are formed in a group of three
or more and are reguired to stand as guaranter to each other,
In case of a term loan, hypothecation of an asset, Which is
jointly acquired, owned and used, is also taken. RAanks
provide technical sssistance, They typicaldy want each membar to
eveeute all the documents, for loans are disbursed directly to
irdividual members of the group. Tc exercise the advantage

of peer pressure, banks issus pverdue notices not anly to the
defaulters but also to the members of the group. Banks often
allow the concerned group to appoint a lsader, UWhereever
passizle they make informal arramgements for supply of agri-

cultural inputs and services to their cli-ats.

functions of PACS, PAMS and GRUG

fFrom the preceding discussion it can be stated that a few
functions are commonly pursued by all these three programmes.
Following our sarlier wark15 an geoup lending these may be

gensralized as follows g



1) Agenciss promoting these programmes may cxperience scale
eeonomies in their costs of operations which could result duzdng
application, impleéantation, and collection or vepayment phases of

the programme. Undoubtedly, costs under each of these three phases
would be lower for one sizeable loan or any other transaction like
joint sale or purchase than that for a number of small individual
transactions. Such scale seonomies arise not only in the lead activity
but a2lso in other activities like providing thension, technical, or

other services including deposit collection,

2) fower default risks would ariée from the mutual pressure of
the members and joint responsibility. For a group-—based programme
such risks arise not only for loans,; but also for joinmt sale and
jaint purchases. This benefit of louer default risks woyld arise
rrovided membors of the group do not colludezr Probebility of such
collucion to occur would be lower if a group is homogenous and is

initiated to first joimtly seil and/or pur hase goods and sorvices.

3) Deneficiaries ofthese procgrammes may clsoc enjoy scale
econarics in their costs of transactions with the agancies
atrninistering the programmes. This would result from saving of
time, documentetion, and of tramsport costs toc visit the sgencies,

Such savirgs could be enjoyed by the beneficiaries in sach of the
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threo phases of application, implementatiom, and repaymaent
mertioned earlior, The greater the numb- ¢ of activities

organized on a graup-basis greater are such savings.

Sperational Hypotheses and mMsthods for studying PACS, PAMS and GRUG

Here the questiors are ; Have these functions been resalized by the
three programmes 7 How gan their performance be explained in this
regard ? Bofore We answer these questions we would have to Formulate
operational hypothesos and methods that are- feasible to stud on

the grounds of available data,

Gonsidoeripg out-ofepocket non—interest16 gosts as management costs,

it is hypothesized that PAMSG and PAMSE in particular would experience
nrester scale ecconomiss than those experienced by PACS. Secondly,
loan delinguancy rates are lower for PAMSG and PAMSE as compared to
those for PACS. Thirdly, higher scale economies, and lower loan
delinquancy rates would be exoeriecnced by the multi-activity FACS
(MPACS) as comparsd to those witnessed by the single~activity P.CS
(SPACS). Fourthly, group borrowers (GRUS) would experience highsr
scale econcmies and lower delinquancy rate as compared to those
achieved by the mortgage (MORB) borrowers who are all homogenaus in

cvery respect except in their borrowing status,
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To test the first hypothesis, cost functions%Z?e estimated by
utilizing all India oata for various types of primary edoperatives
for 1950-60 to 1976-79 period. In this function, management costs
per scciety are considered to depend on size of operations (which
ig defined to include value of agricultural produce purchased

end processed, agricultural inputs marketed, agricultural loans
advanced, and deposits collected) per society. Ooublo-log form

of cost Function17uas chaosen, since cubic functionddd not

fit satisfacteorily as judged from the sions and significance of
the coefficients. In this double=log cost Function if the
coafficiant associzted with the size of opsrations variable is
less than 1, it suggests scale sconomiss, 0On the other hand,

if it is greater than 1, it sugoests scale diseconomies. The
hypothesis on delinquancy rates of PACS and various types of

pAMmS e alsa studied by using all India data for 20 years from
1959-60 tc 1978~-69, The third hypothesis on scalc economies of
SPACS gnd those of MPACS is studied by gepe ately wotinating -
the gost - functions of the  type  deseribed

pepelisr for these tuo types of cocperatives, Single purpose PACS
(SPACS) are defined s those societies whose lending operations
aczaunt for more than 60 per cert in their total operations. Those
PALS whose lending operatione account for 60 or less percentage

Ih %ho total operations are termed as multi~purpose PACS (MPACS),

An average FACS in Gujarat, Himachal Pradash, Kerala, and Punjab
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belomas ko the latter category, while in &ndhre Pradesh, giher,
Haryana, Karnataka, Madhya Pradesh, Maharashtra, Qrissa,
Rajasthan, Tamil pacu, Utter Pradesh, and WYest Bengal it falls
under the first category, The dats utilized to estimate the

cost function and delirquamcy rate referto 1959-60 to 1978=-79,

The hypothesis on larger scale economies of the GRUG soheme of
commarcial banks is also teeted by separately sstimating the
double~log form of cost Function for the group and the mortgags
borrawers of crop loans., Cost of borrowing is defined to include
both intersst and non~intarest costs siﬁcéginterust rate varies
with the amount of borrowing,., Borrowing costs so defined are
regresssd on the zmount of borrowing. Delimuancy rates of

GRUB and MORB samples are alsc compared to know whether the

GRUG scheme has achieved its intended function of lower default
risks. In studying these two samples, discniminant analysis is

applied tc find cut whather these two sets are homogenous or not,

Empirical Analysis of PACS, PAMS _and GRUG

Table {1 provides results on scale economics/diseconomies and loan
delinquancy rates of PACS and different types of PAMS, Table 2

ahows - gimiliar rosults fFor singlc pumposp PACS (SK.£5) and.
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multi-purpose PACS (MPACS). Results of scale economies,
and loan delirmuancy rates of GRUB &nd MORB samples are

given in Table 3,

Before these results are discussed, it may be mentioned
that the findings on scale economies/diseconomies in these
tables are based on the estimate of 24 cost functions of
the type described esarlier., All these cost functions are
a good statistical fit as judged from their 'ﬁ§ and ‘t!
values; ﬁ:z range from & low of 0.51 to a high of 0.99,
and ~'F} values associated with all of them, and the 't

values associated with the regression coefficisnts are

statistically significant at 1 per cent,

The first table shows that primary marketing cooperatives
(PAMS) are more successful group experiments than primary
credit cooperatives (PACS). 1In this regard following

findings can be highlighted frem this table,
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Table - 1

Scale Fconomies/Diseconomies, nelinauanc teg

and Share of Credit gperations of an Average PACS

and yarioys Types of PAMS, India

Types of primary Scals De linquancy Share of

Cooperatives Econamies/ Rate ** (%) Credit
Disecono- Opera-
mies Para- tions
meter* (%)

1. Priméry Agricultyral
Credit Societies (PACS) 1.7 39.8 63,9

2, Primary Agricultural _ _
Marketing Societies (PAMS)  0.74 17.9 1.2

3. General Purpose primary
Agrl, Marketing
Societies (PAMSG) 0.85 21,8 8.2

4. Commodity-specific
Specialized Primary
Agrl. Marketing
gocieties (PAMSE)

4.1 cotton (PAMSC) 0.74 7.7 44,7
4.2 Sugarcane (PAMSS) 0.73 746 2.0
4,3 Fruits & Vegsetables

(PAMSFY) 0,47 11.4 41,9
4.4 milk {PAMSM) 0.85 31.9 8.2

*
This parameter of greater thap 1 implies increasing ecosts to scale
and hence diseconomigs of scale, while parameter of less than 1
implies decreasing costs to secale and hence sconomies of scale,

e
"~ Delinguancy rate in this and other tables is computed by taking

percentage of overdues to outstanding loans.
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1) 11 types of PAMS have experienced scale sconomies, while

FACS hawve experienced scale diseconories,

2) commadity based specialized PAMS (PAMSE) have by ant large
experisnced greater scale esconomies than thae general purposs

PAMS (PAMSG).

'3) Among the PHMSE those cooperatives which deal in high wvalus
.as well as highly perishable commodities like fruits, vege-
tables and sugarcane have enjoyed greater scals economibs

“than the others.,

4) When the scale parameter is statistically tested to find ‘out
whether it is significantly greater than or egual to or less
than 1, it is foumnd that in the casse of PACS it is greater
than 1, whereas in the case of all types of PAMS it is egual
to 1, A&s mentioned earlier, the former suggoests scale dis-—

econonies, whereas the latter indieates neither secale eco-

nomiss nor diseccnomies,

5j Tre delinquancy rate of PACS is consistently and substantially

higher than that of the different types of PBMS.

6) ~mong the various types of primary marketing societies this
rate is higher for the general purpose PAMS than that for the
commodity-based specialized PAMSE. (nly exception, houever,

is the primery milk collection societies (PAMSM) which have a
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higher loan delinjuancy rate than the other types of PAMS.
But this result is mainly influenced by the poor loan
recovery records of PAMSM in states other than Gujarat
Wwhere the famous cooperative dairy, AMUL is located. 1n
this state the loan delinquancy rate of milk primariss

never exceeded 10 per cent point in the years under study.

The existence of constant or decreasing costs tao scale and the
lower delinquancies in various types of primary marketing
cooperatives may be attributed to certain basic features of
these PiMS. Thesu cooperatives unlike'PﬁQE have been formed
to sell and purchase rather than to borrow: moreover, some of
these pPAMS, like PAMSFY, PAMSS, and PAMSC, have bean formed to
undertake multiple activities which facilitate achieving
horizontal integration and in some cases like PAMSS, and PAMSC,
they facilitate achieving even vertical integration. absence
or inadequate existence of these featurss ;ﬁong PACS in most
states in India may have led to the smergence of scale diseco-

nomies in them. It may have also instilled lack of discipline

among their members to repay loan.

fs regards the hypothesis that the multi-purpose PACS {MPACS)
is more successful group experiment than the single purpose PACS

(SPACS), Table 2 shows the following :
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Iable - 2

Scale Cconomiss/Diseconomies, Loan Delimquanc
Rates and are of Credit Operationse per MPALS
and SPACS, India

Details Multi~ single-activity
activity Primary Agrl,
Primary Credit Socisties
Agrl.Credit (SPACS)%*
Societias
(MPACS)*
1. No. OF stataes 4 1
2. Size of operations per society -
(Rs .+ lakhs) 1424 0.44
3. Sharc of credit operations (%) 54,00 70.00
4. Scale economies/diseconomies
parameter @ 0.84 1.12
5. No. of states wherein primaries
have experienced scale sconomies 2 3
6. Loan Delinquancy Rate (%) 33,00 42,00
7. No. of states with loan delinguancy
rate of 30 or less per cent 3 nil

* States where the share of credit operations in their total
operations accounts for 60 or less per cent are designated

**

as MPACS,

States where the share of credit operations in their total
operations accounts for more thanm 60 per cant are categcrized

as Sp(\cs ©

This iec an average of the parameter estimated for PACS in gach
of the states belonging to the two categoriss, namely, SPACS

and MPACS .
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1) MPACS have experienced scale econcmiss, while SPACS have

exparienced scale diseconomies.

2} Two of the four states where PACS are MPACS have enjoyed

3)

4)

5)

scaie economies, the corresponding number in the case of

S5PACS is 3 put of 11,

The statistical test of scale parameter being significantly
different from 1 shows that it is not 803 implying thereby
that the PACS in all states have experienced constant costs

to scala.

Loan delinquancy rate is 33 per cent in the casa of MPACS,

Whereas it is 42 per cent in the case of SPACS.

Delinguancy rate aof 30 or less per cent is found in three of
the four states where PACS can be categorized as MPACS. Such
low delinquancy rate is, however, not found in any of the

states where PACS ares SPaCS,
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The findings of the sample study of the group (GRUB) and
mortgage (MORB) borrowers as reported in Table 3 show the

following ;

1) Scale economies have been experienced by hoth the types
of borrowers. However, the GRUB samplg has experienced
greater scale sconomies than the MORB sample. Indeed,
the scale economies could have been still larger for the
GRUB sample had the bank not insisted upon filing loan
applications indiuidually.18

2) The scale parameter is statistically not significantly
different from 1 for both the sampless; suggesting thereby
that the group as well as mortgage borrowers have experienced

corstant costs tg scals.

3) Loan delinquancy rate of GRUB sample was 17 per cent as

against 31 per cent in the case of MGRB sample,

~

These findings may be interpreted to suggest that the group
guarantee scheme is a successful expariment at least in respoct

of achieving lower loan delinquancy, if not in achieving the

scale economies as well, Such a result may be attributed to

the sarlier described basic features of the group guarantee scheme.
This is particularly because the GRUS and MORB samples are homo=
genous in their attributes including production technology and
location from the bank., These samples differ from sach other mainly
in relation to their borrawing status, i.e. the kind of collateral

affered by them,
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Table = 3

5gals Economies/Diseconomies; |can Delirquancy Rate,

and Discriminant Anaiysis Results of the Group and

Martgage forrowers from an Andhra District

Details Eroup mortgage
JOrCoWers Borrowers
( GRUB) (MDORS)
1. 5ize of sample 25 22
2, Parameter of scale economies/
diseconomies D76 0.8%
3. Loan delinquancy rate (7%) 16.60 30,50
4. Results of discriminant analysis
4.1 Percent of borrowers
misclassified by the
estimated funchbion 4,00 13,60
4,2 F value /18, 26) 1.73 which is insigni ficang

at 5% and therefore
suggasts an accepkance
of the null hypothesis
that the two samples
are same in their 18
attributes.
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ror.slusfons and Implications

Three intended functions of a group based savings and credit
programnt are lower default risks,; scales sconcmies to the
ayencies, and to the beneficiaries, The first of thess threé
functions is studied for three major programmes in India,
namely, credit cooperatives (PACS), marketing cooperatives
(PAMS) including commodity based primaries {PAMSE), and group
guarantee scheme of the commsrcial banks (GRUG). The function
of scale economies to the agencies is, however, studied for
PACS and various types of PANS, wheress the scale sconomies

to the nencficiary-farmers is examined only for ths GRUSG

scheme of a commercizl bank,

it is hypothesized in this paper that the delinquancy rats vould

be lower for those groups which ere formed to jointly purchase
and/or sell ac compared to thoss which ars* formad to jointly borrou .
It is 2lse hypothesized that the former group would achieve higher
gcale economies than the latter, Secondly, it iz hypothesized that
the multiactivity group would have better paotential to achieve
lower loan delinquancies, snd greater scale ecconomias, than_the
sinyle activity groups. Thirdly, it is hypothesized that the
farmers whe borrow from a commercial bank by providing a group
guarantes would have lower delinguancy rate, and greater scale

economies than those who borrcw by providing a mortgage.
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Tho Tirst hypothesis is tested by comparing the performance of
tho princsey cgriculiurcl: orodid sccietiaar{ﬂﬂﬁﬁl with thet of the
o innry markoting. soedictics (ppmg) dncluding somq commodity based
primarics.(PAMSE) « The socond hypothesis 1o tssted bt comparing the
performance of the multiactivity PACS {MPACS) with the single
activity PACS (SPACS)., The third hypothesis is testod by
comparing the sample of farmers uhg orovided tuwo differpnt

kinds of collateral, namaly land mortgage, and Oroup guarantea,

Loan delirquancy rate is the lowest for FAMSE, followed by

the general purposs PAFS, and then tha PACS . similarly, PACS hévé
experienced scale diseconomies, yhebéaégvaricus types of pams
have experienced constant or decreasing coste to scale, The
result of scale diseconomies for PACS suggests that in their
case there exists .a scope to reduce thair oserations. Alters
natively, their sor:folio or Cperatiors mix could to some
extent be shifited from lending to selling of agricultural
inputs and purchase of agricultual procuce. This suggestion

is offered 3ecauss the general and spscizlized PAMS as well

as the multiactivity PACS have axperienced vonpstant ap
decreasing costs ta seals and lguer delinguancy rate. ag
regards the third hypothesis, it was found that the loan
delimuancy rate is laser for the group corrowers as against
that for the morigage borrowers, Similarly the Qroup borrowers
have experienced greater scale economies than the mart gage

borrosers, Realization of thess potential advantages of the
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group guarantee scheme may be attributed to the diffsrences
in the borrowing status of the two samples. The selected

farmers are homogenous in every other respect includinghand
especially in their production technology and location from

the bank.

From the preceding findings three important criteria may be
identified to promcte 9roup-based savings and credit programmes
in the future. These areg: 1) formation of groups to sell and
purchase rather thén Jjust to borrow, 2) promotion of groups
to undortake multiple activities théf‘Facilitate horizontal
and vértical integration, and 3) formation of groups of people
who are homogenous in their productien technology and geogra-
phical proximity. .fulfilment of these criteria would enhance
tiho cncrzes of peeting certain conditions necessary for a
successful group action. These cnnditiqps are functional
identity, collective good, organizational good, individual

gain, and cnmpehsatory pay-off.
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NOTES

Saving is deferred consumption. Tt could be in the form of
physical or finmancial asset, It is in this wider sense that
this term 'savings! is referred here. 1In this context then
the cooperative Pagming societies could also be studied here,
though we have excluded them.

By using some other indicataors, Doherty and Jodha corwincingly
show some support to this hypothesis. Thus, the experiences
of credit cooperatives and milk cooperatives in tuwo villages
of Vijapur Taluka show in 1969=7C the following 3

Particulars Credit milk
LCooperatives Cooperatives

Period of ‘peration (yesrs) 18 7
Working capital (Rs.t000) 22 36
Proportion of owned resources (%) 35 53

Total members 39 372
Beneficiary members (%) 13 100
Average landholding'of e o~

ficiaries (ha) 17.8 5.3
Services reesived per beneficiary{no.). 2 6

Per-peneficiary value of transactione
with/through the socisty {Rs.) 632 2218

Source : Doherty, Victor §,, and N.S. Jodha, 1979,

3. Collective good is identified by impossibility of excluding

any member of a group from its consumption, if one member
consumes it, Examples of pure collective good are natiopal
defence and malaria eradication programme. (olson 1971) 1In
this paper, however, those goods which can be divided among
members and individuslly disposed off are also considered as
collective gooos,
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%grganizational Good" is defined as that good whigh is not
available unless the potential beneficiaries arganize
themselves to procure it, (0lson, 1971}

Compensatory pay-off is the profit over and above the
individual profit that a member of any group action axpacts,
Such additicnal or increment in pay-of f is. necessary for

the transaction costs and loss of individual discretion in
joindng and cooperating with the group., (O0lson 1971)

see [esai 1982,

For evidence on this see for esxample, RBI 1945, 1954, 1968;
Hough 18663 Engelimann 19683 and Catanaach 1973.

tver this feature had to be changed to limited liability since
it could not be implemented in practice. As late as 1968 there
were nearly 60 per cent of PACS with unlimited liability
nrinciple of cooperatiom. By 1978-79 this percentage had
declined to 13,

For evidence on this see for example, pelshaw 1959; Hough 19663
and §chiller 19567,

For evidence on this see Hough 1966; Engelmann 19683 and
Ssingh 1970, Paradoxically, it is this feature which seems
to have constrained ths rural poor's access to formal credit
the most .

See Chari 1971 RBeliraya et al, 1979; and Raju 1961,

Farmers Service Socisties (f88), and targe Agricultural
Multi-purpose Societies {LAMPS) ere yet  other illustrations
of sxtension of such Socisties, Wnile the former ars organized
in most areas, the latter are mainly promoted in tribal areas,
put both of these are not covered in this papsr.

for a comparative study of credit and marketing cooperatives
in surat, Mehsepa, and Junagadh districts of Gujarat, ses
Jodha 1974,
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cackward linkage arises from agriculturets increasing demand
for inputs ard assots produced in the-non=agricultural
sector., Foruard linkage,; on the othur hand, results from
increasing demand of the nom—agricultural sactor for agri-
cultural products o use them as inputs in its processing
onterprises, pemand for processing not only the main
preducts of agriculture but also its by-products and waste-
products dose increase in the course of econamic developmert.
For some interesting ideas on identifying and managing
caoperatives that integrate these activities, ses Gaikwad
19825 and Gaikwad and Gupta 1883, HNcte that Lhey il}usbrate
this cass for a variety of crops including paddy.,

See Desai 1982 as well as 1983,

Interest costs are excluded dus to non-availahbility @f data.
However, this exclusion does not imply limitation in the test
of the operational hypgtheses under study, particularly
because thare is no scale economies in interest ceets. ' For

a similar argument, thaigh in a differeht contexty ses
Rangarajan et al 1272,

An important limitation of such @ cost function is that it
sets no limit on the size of operaticns as it pays to sxpand
the output infinitely.

Such insistence has also led to higher transaction costs to
the lender for group as against mortgags loans. While this
cauld not be guantified dus tnﬂnen—auaifébility of data,
the aexperiences of the offieials of the concernsd bank also
indiceted fhat lender costs were lowe- for group guerantes
scheme only in providing tochnical assistance by the bank
staff. 1In all other activities like processing loan
application, execution of documents, loan use supervision,
ant recovery of loarms these costs were sither higher or
about the same for the group borrowsrs, Ffor deteils,

see [Desai 1982,



27

SELECTED REFERENCES

1, Adame, Dale W., and Ladman, Jerry fla, "lending to Rural Poor
through Informal Groups : A Promising Firmancial marcket

Innovation 7", Savings and Oevelopmsnt, 3(2), 1979,

2 , and Romera, Antonia Pable, "Group tending to
the Rural Paor in the Qominicanm Republic : A Stunted

innovation,; Canadian Journal of Agricultural
Econonics, 25(2), July, 1981,

3, Beliraya; K.U.; and Mohan Krishma, S., “Group Lending to Small

Farmers in Agriculture®, Financing Agriculture, 12(2),
July-5eptenber, 1579,

4, Belshaw, Worace, gricultural Credit in Economically Under~
developed Countries, Rome: Fpod and saricultural
Organization of the United naﬁ%ons, 19589,

5. Catanaach, I.J.; Rurel Credit in Western Jndim, 1875-1334,
Berikeley University of California Press, 1970.

6, Chari, T.5 ., "Group Guaraptee [oans by Commercial Banks",
Maharashtra [ooperative Quartsrly, S54(3), Jan. 1371,

7. Decal;, 8.M.; Group pending Innavation for Rural Areas s
A _pilot Sgudy, pew Delhii pxford & IBH Publishing Co.,
1582,

B. » "Croup terding in Rural Areas™", in Rural fFinancial
Merkets in Daveloping Lountries, J 0. Von Pischke,
Dale Y. Adams, and Gordon Domald {eds.), EDI $eries in
Ecenomic Development, The Jobns Hopkins University
Press, Baltimore and Londan, 1983,

5. Doherty, Victor, S., and Jodha, N.5., "Conditions for Group
Action among Farmers™, in Group ferming in Asia, (ed.),
John Wong, Singapores Singapore University Press, 1979,

10, Engelmann, Konard, guilding Cooperstive Movements in Developing
Countries : The Scciclogical and Psychologicel aspects,
new Yorks Frederick 4. Praeger Publishers, 1968,




11,

12,

33,

14,

15.

16.

17.

18,

2C.

28

Gaikwady, V.R., "Logal Participation in Economic Developmenrt
and grganizing the Aural Ppor, fmodabad : Indian
Institute of Management, 1982 (unpublished).

y 2nd Gupta,; V.K.; Managing Paddy-Rice Business

of Small Faemers' Integrated Cooperatives in asia,
Case Studies, Report Submitted to FAQ, Ahmedabad
Indian Institute of ranagement, 19832,

Hough, Elsanor M., The Cooperative Movember in India, London
oxford University Press, 1966,

Jodha, N.&., "4 study of the Cogperative Short-term Credit
Mcvemeok in Selected fAress of Qujarat", in Serving
the gnall Farmer ; Policy thoices in Indian Agri-
cultural Development, Guy Hunter et, al., (eds.),
London: Croom Helm, 1974,

Glson, Mancur, The logic of collective Aetion, Cambridge,
Mass: Harvard University Press, 1971.

Radhakrishnan, 5., Nidhis ~ An Indigenous Financial
Institutien, madras: Inetitute of rFinancial Management
and Research, 1975,

Raju, Yerram, "Group Lending Strategy For Farm Sector',
Financial Express, $eptember 29, 1981.

-

Rana, J.M., [dlti-purpose Cooperative Socisties in South-gast

Asiz, New Delhis Internaticnal Cooperative Alliance,
Regional office & Education Centre for S-E Asia, 1973,

Rengarajan, C., and Paul Mampilly, M"Economies of Scale in
Banking", in Technical gtucies prepared for the
Banking Commission, Vol,I, Reserve Bank of India,
Bombay, 1972,

Reserve gank of India, Raport of the Agricultural Finance
Sub~Commitbee, Bombay, 1945,

&
A



29

21. Rescrve gank of India, Report o¢f the All-irdia Aural

Credit gurvey (AIRCS), 1951-52Z, Yol.r to III,

Bombay, 1954,

22, 9 Repoft af the all-1ndia Rural
Credit Review rComnmittes, Bombay, 1963.

2%, Sechiller, 0., "cooperation in Agriculture”, in Handbook
of agriculbure anc Food_in Developing Countries,
P. Von placksmburg, and H,0. Cramar, (eds.},
stuttgart ; Verlag gugen Yllner, 1567.

24, Schasfer, Kehnert W., "an Experience with Group Lsending
in Malawin; Quarterly Journal of Internaticnal
Agriculture, 13(4), October~December, 1980,

25. Sen Sharma, M., "The Group Loan Scheme — 4n Experiment in
Farm Finance,® Financing Agriculture, 6(3), Dct. 1974,

26. Singh, Mohinder, Cooperatives in fsia, Praeger $pecial
studies in International Economics and Develapment,
New York: Praeger publishers, 1970.




