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Hanking for Rural Transformation : Issues for '90s
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Anil K Gupta

Credit has been an important instrument of techrnological and
social change during last two or three decades . Almost every
major programme aimed at poverty alleviation or growth of agri-—
cultwre relied on availability of credit . Easy availability of
credit soanehow became more igportant an issue over time than
quality of ity end use -, increase in rescurce productivity or
quickness of recoveries. Socio-political compulsions leading to
tihis shift in the emphasis in past are likely to become even more

compler in future dus to challenges emerging on demand and supply

side.,

Challenges facing banking industry from demand side include (&)
declining profitab?lity and sustainability of agricultuwe, i)
continued stagnation in rural employment, marginalization of land
holdings and thus rneed for szelf employment for large rural masses

1. Background paper for National Seminar on Rural Fanking :Issues
for Mineties organised by Institute of Development Studies
sdaipur JAugust 27-29 ,1998 .

2.Professor Centre For Management in Agriculture ,Indian  Insti-
tute 0 Management ,Ahmedabad . Author is extremely grateful to
Prof., Y 8 Vyas for very useful suggestions for the paper . Re-
sponsibility for the views is af course entirely his .



Abstract

Banking for rural transformation in nineties will face many chal-
langes that require hard choices . Challendes from demand side
include (&) declining profitability and sustainahility of agri-
culture, (b) contimied stegnation in rural employment, marginal-
ization of land holdings and thus need for self employment for
larde rural masses not likely to find productive avenues in farm
or industrisl sector in the near future, (¢) rising aspirations
of rural disadvantaged people expecting speedy redressal of their
historical deprivation, (4d) increasing redional imbalences and
worsening ecological imbalance in high risk environments trigger-
ing in some cases social conflicts and (e} diversification of
skills and resource use options requiring flexible eco-specifice
institutional response.

On supply side , the key complexities are @ (a) increasing budget
deficit and reduced ability of state to subsidise the drowth and
distritution oriented policies ,(b) increasing cost of lending
with declining profitability of banking system as a whole ,(c)
manpower contraints with banks to provide adequate follow up of
"loans and reduced sbility to diseriminate between genuine and
wilful defaulter ,(d) weskening of relationship between rural
borrowers and bank staff due to very larde and wide coverade
,and  ‘lengtheneing of lines of control and weakening of house-
keeping °, (e) insufficent updradstion of skills of bank officials
to deal with group or common property based investments or other
means of reducing transaction costs , (e) mismatch between banking
technology eand work load , (f} lack of suitability of ‘standar-
dised organizational design for highly variable environmental
needs ’etc.

We have +iried to capture only some of the major trends in the
banking and development policies so that pointers for future can
be rproperly identified. The paper is divided into three parts.
Part I deals with the major transitions that banking system has
experienced. In Part 11 we list the challenges in sagricultural
technology system , euerding organizstional constraints including
the problem of viability , overdues, banking non farm sector and
bgckwgrd regions . Inventory of issues that we have to face in the
nineties is given in Part II1 along with some possible alterna-
tives to overcome the emerging constraints

It is hoped that a wider national debate on these issues will
help liberate the banking system from myopic bureaucratic stran-—
gleholds and at the same time increase its social
gccountability . It is also hoped that the unions in the organ-—
ized sector will rise to the occasion and recognize their histor-
1c responsibility towards the rural unorganized sector .



not likely to find productive avenues in farm o  industrial
sector in the near future, () rising aspirations of rural disad-
vantaged peopls: enpecting speedy redressal of their historical
deprivation, d) increasing regional i1mbalances and worsening
ecological imbalance in high risk environments triégering in some
cases wsocial conflicte and {e) divercsification of shkills and
resource use options requiring flexible eco-specific institution-

al response.

(n supply =ide , the bey complexities are : (&) increasing budget
deficit and reduced ability of state to subsidise the growth and
distribution oriented policies (b)) increasing cost of lending
with decliming mrofirtability of banking Eystém as & whole 5 {0)
manpower contraints with bankes to provide adeguate tcilow up  of
ioane and reduced ability to discriminate between genuine and
wilful defaulter ,{(d) weakening of relationship between rural
baorrowers and bank staff due to very large and wide coverage
sand  ‘lengtheneing of lines of cantrol and weakening of house-
keeping ', {e) insufficent upgradation of skills of bank officials
to deal with group or common property based investments or other
means of reducing tranzaction costs ,{(e) mismatch between banking
technology and work load ,{f) lack of suitability of ‘standar-
dised organizational design for highly wariable environmental

rneeds ‘etco,

Seversl institutional innovations have been introduced in past to
make banking more accessible and to an extent responsive arnd

accountable too . Rural Service Center scheme ,Farm Clinics ,Farm
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Information and Exchange Clubs, Future Farmers’ Club  .Satellite
Branches , Rural Service Volunteers (R5Ys) ,Change Agents etc.,
are only some of the innovative attempts to make banking more

accessible to peaple.

‘

h}n addition to the innovations by the individual banks [there
also have been system wide policy or organizaticonal innaovations
guch as ¢ Lead Rantt Scheme ,District Credit Planning , Annoal
Action Flanning, Farmers’ Service Societies (FS55) , Large Agri-

cultural HMulti Purpoese ceooperative sccieties {(LAMPS), Regional
e

7 -

" "Rural Banks ,District and Block level Consultative Committees

(DLECC and BLLCC) ,State Level Bankers Committee (SLBC)Y, High Level
Qb¥nk3r5 Committee (HLCC), setting up FAgriculitural RKRefinance
bevelopment Corporation later merged with Natiocnal  Bank  for
Agricultural and Rural Development (MNARARD ) s, Rural Credit
Surveys and Reviews ( though only the latest survey or  'Review’
has been done with the help of Indian and Foreign consultants ),

Village adoption GScheme and its latest wversion Service Area

Planning , toan Melas , Credit Camps etc.

We do not intend to review the effectiveness of each of these and
other innovations in this paper . we do however, feel that we
h§ve perhiaps not learned the right lessons from the success or
failure of different innovations . The result is that many of the
inadequacies noted once continue to recur without making banking
system more efficient with every innovation . In fact we have a
great capacity to move to new innovations even before we have
stabrzilised the earlier ones. By default many otherwise appropri-

ate policy responses become over time ineffective due to haléf
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tearted support Sinsdeguate attention and linkages with other
public policies.Cost of continuing this trend in nineties will he

very high.

We have tried to capture only some of the major t{énds in the
banking and development policies and approaches so that pointefs
for “uture can be properly identified. The paper is divided into
three parts. Part 1 deals with the major transitions that banding
system has experienced. In Part Il we list the challenges in
agricultural technology system , emerqging organizational con-
straints including the problem of viability ,overdues, banking
non farm sector and backward regions .lnventory of issues that we
have to face in the ninetie=s is given in Part 111 along with some

possible alternatives to overcome the emerging constraints .

Part I : Transitions in Banking

There have been primarily six transitione which have character: -
ized the banking developments in the last two decades in  the
ctountry. fAnalysis of these transitions may help in understanding
the stresses under which banking system is working. The transi-
tions are from (&) class to mass banking, (b)) selection to rejec-—
tion based screening of clients () supervised to generalized
lending {d) dispersed to concentrated banking (e) project to

programme lending and (f) discipline to default .
(a) Class to Mass Ranking:

The wmoust notable achievement of post nationalization phase has



been transition from class to mass banking. Lending to only
selected elite in rural or urban areas gave way to lendimg to
rural masses particularly the ta}get groups . This has been made
pogasible through branch expansion, creation of regional rural
banks, strengtherning of cooperative institutions anq of course
~through, ‘loan melas ‘. VMarious development programmes for the
developmenrt of small and marginal farmers and agricultural
labourers , tribal people , hill and drought gprone areas be—
sides integrated rural development programme (IRDF) (etc  have
broadened the base of banking. In the process number of accounts
for officers have increased, the relationship between bank and

client have been weakened and feedbaclk from borrowers has become

almost muted.

Ferhape some pressure in the early pericd was necessary to gener-
ate conditions for financial suppart for the technological change
that was being programmed during early zeventies. The branch
expansion policies were initially guided by the concern to
mobilize deposits likely to accrue on account of increased in-
comes due to green revolution. At the same time increasing
capital needs for input intensive technological change vreguired
injection of capital on a large scale. Almost 90 per cent or
more of the tractors continued to be sold on the strength of bank
loans even now. Extent of mechanization, minor irrigation, ferti-
lizer and pesticide use would thus not have been so widespread

had banking support not been available.

In the wake of banking expansion most meritoriocus graduates and

post graduates from wide ranging disciplinary backgrounds includ-

th



ing agriculture were attracted to this industry .  The intensity
cf skill uwtilization unfartunately got contracted progressively .
To what extent & meritorious professional when under utilized or
misu%ilized.caﬁ get demotivated in turn affecting the quality of
lending adversly is a matter to be edplored. Our own feeling 1is
that no other wastage is as colossal in a scarcity ridden de-
veloping society as the wastage of highly shkilled manpower
through "Brain Drift" .The proper utilization of these highly
trained professionals particularly agricultural graduates  and

post graduates is going to be an important challenge in nineties.

It was assumed that poor were too poor to be able to save ever
any amcunt for any duration. éand thus no relationship was  forged
betweers willingness and capacity to save and willingness toa
borrow and capacity to pay.The era of state sponsored programmes
sought to graduate every poor producer from an economy of  hune
dreds to an economy of thousands . The investment irn building

capital utilization skill was not considered necessary.

{b) Selection based to Rejection based Screening of Clients:

Banking essentially is the relationship betwsen the bank and the
borrower based on mutual trust and rezpect. Under no circum-—
stances can & policy short circuiting this relationship ever lead
ta the development of healthy banking business. bhen transaction
coste are high individual based screening systems may have to

give way to the group based screening systems. Or Screening by

& officer may be assisted by screening by social institutions



such as gram sabBha or village councils. Failure of state and its
political institutions to organize such screening cannot be &
good encugh reason for shiftting to a sub optimal system of trans-—
actions where the only choice available to the banker is tao
reject or return an application .The saléctinn is m&de by a wvil-
lage level worker, school teacher aor patwari {village revenus
official) who has no responsibility nor éccountability in the
process afterwards. The initiation of borvrower ta the banking
system like this could only have had the consequences that we
witness today .This is not to say that banking system invited
this problem by not going out sufficiently strongly on its own to
strengthen the selection based lending programmes. There are
several other problems associated with rejection based system.
The procedural propriety overtakes the performance and moral
proprieties. In the early years na loan will be given without a
pre leoan inspection to (&) ascertain the genuinity of the need
ang abilily of a client to pursue a given economic enterprise was
ascertained and (b) send a message around that it was not enough
to have willingness to borrow but it was also necessary to have

the ability to do so..

Rejectiun based scréening thus took away the basic foundation of
bank borrower relationship. 8o much =o that the choice of enter—

prise was determined not on the bacis ©é skill or aptitude but on

the basis of eaze with which screening criteria could bhe met.

The preponderance of dairy loans and few other such activities

proves the paint.



{c) From Supervised to Generalised lending:

The number of accounts per bank aofficer have changed from 250 in
early seventies to 588 and later 758 .In reality the number has
_ranged from 1888 to 1588 and even more in many casés ..The con-
éept of supervised agricultural cr@dit systenc is 6o G@owe  ape
plicable in such cases. The fellow up o 00 o e cadnren &
necessary feature of lending. In large number of banks there was
no file for each account and thus no record of any discussion
that might have taken place between officer and the borrower. In
absence of organisational memory of such exchanges there was o

way in which a new officer can know about the understanding

borrower might have been given in the past to the officer. It
has &also made discrimination between gernuine and a willful
defaulter difficult except in the extreme cases. Ferhaps if

this followup had been done by a group of borrowers through peer
pressure or by borrower ‘s associatgcna ;need for doing away with
individual based follow up could have bheen understocd. Except
for sample surveys nothing much was done to strengthen this
. gapartment. The mass banking thus became the hanking less and

disbursement more.
{d) From dispersed top concentrated banking:
Originally the idea was to have concentrated banking and accord-

ingly the village adaption scheme was conceived almost as a part

of lead bank scheme. However, when studies showed that village



adoption was used more to deny loans to farmers from other vil-
lages than to saturate the needs in the adopted villages the
concept was given a go by. [t was argqued that competition among
different institutions was necessary so that borrower could have
a choice the banks., It was also argued that competition would
“briﬁg ocut the excellence and thus generate greater accountability
among the banks. However, without systematically appraising
vwhether this assumption was wrong or right a new policy was
initiated tou bring hack the village adoption under the name of
Service frea Planning . The earlier experiences of area demarca-
tion amoang banks on the basis of credit maps pursued in  1979-ud
was not drawn upon nor was it locked intoc as ta whether the
skille for appraising potential for lending needed to be updated
first before making a transition . Unofficially the pelicy makers
argued that this scheme was being pushed through te prevent the
recurrence of "loan melas’ under which ganks were forced toc lend
to people from anywhere and for whatever purposes. The concept
of credit plancing had merit only for those clients, spaces and
sectors that would fail to attract credit on their own. In  the
rest of the villages were endowments were favourable and thus
clients were articulated, the market forces would have been able
to determine at lesser cost and better efficiency about who
should get loan from where for what purpose and how much credit
plans  amount. Studies after studies have shown that tons of
Papers used in compiling and printing credit plans had no effec-
tive bearing on the actual manegerial decisions. And for good

reasons.



Insteéd of strengthening monitoring and consultative processes
energy was spent on getting some kind of a plan document out. It
was ignored that a banker would lend for a tractor or a pumpset
or other such low risk enterprise no matter from where the demand
arose. And regardless of the targets under banks. }he diversi-—
fication of lending expected under new dispensation ,early indi-
cations show did not take place to any appreciable extent. The
problems of coordination in any such demarcation for the purposes
of follow up and recovery of earlier dues were left unsclved as
ever before. The concentration over space was not linked with

concentration over sector or season. The inadeguacy of the

system only got intensified.

Perhaps the need for reinforcing competitive processes in  high
growth regions and planned allocative processes i1n backward

rockets still remains .

7IRRAM SARABNN LARARY
ANAN INSITUME OF MANAGEMEN:

(e) From Project to Programme lending: ASIRAPUR, ANMEDABAD-3800%%
v L 3

In the bilateral and multilateral negotiations with foreign
agencies Indian government argued that NABARD had learnt to
manage its fortfolio and therefore should get & general line of
credit instead of project tied credit. It is a&also true that in
Gearlier vyears need to borrow from abroad was felt not so much
because of paucity of fund with NARARD but hecause of country's
need for foreign exchange. While an Institution was assumed and
perhaps rightly so to have learnt the management of portfolio,
the farmers who have managed their husbandary for thousands of

vears were not given the zsame benefit of learning. The result

1@



was the assumption that what was hest for the farmer could in
fact always be better determined by the banker or an outside
agency . We do not deny the validity of supply side interventions
for widening the choices of farmers and artisans i? cases where
Ehe available technologies or product lines would not be accessi-
ble to people on their own , Excessive emphasis on enterprise
efficiency subsumed the concern for improving allocative effi-
ciency. However , of late some banks have recognized the merit of
programme lending and have started providing agricultural credit
cards to selected borrowers. Even though the number is negligi-
ble the +trend is certainly positive. It appears that once &
general linme of credit is given to the farmers ,they would be
able to modify their portfolio efficiency by shuffling rtresaources
from cne enterprise to another depending upon the exigency of the
situations. This may also reduce the transaction costs by way of
the documentation involved in sanction ,renewal of loans and
release of installments etc. It works like a cash credit and is
generally available to borrowers who have maintained healthy

accounts for several years.
(f) From Discipline to Default:

The most unfortunate development in the comtemporary banking
system is removal of the stigma on being a defaulter. There were
regicans and banks which had excellenﬁ recovery earlier. The best
example is Kerala where the recovery performance was between 78 -
8% till 1988-89 except in the land development banks where it

was lesser .In February 1990 the recovery percentage had drasti-

i1



cally come down. Obviously the right off of debts has had con-
siderable effect on overdue. Thaugﬁ intriguing aspect is that
there are still branches which have averdue as low as about six

per cent {(kottayam ). Nearly 22 branches out of 42 had overdue

2
i

less than 32 percent .

Even though seventy percent of the banking overdues are concen-—
trated in wurban and metropolitan regions  write off of rural
overdues upto rupees ten thousand creates anxiety on following
accounts 1 (&) the defaulters are being rewarded while the thase
who paid their dues completely or partly despite various hard-
ships are being penalised ; (b)) Even though the policy provides
for write off of dues of only those who had two successive bad
crops 4,1t is well kpown that the year 1988 and 1989 were two of
the best years both in term§ of crop vyield and also recoveries in
some parts of the country ; still the loans have to be written
off; (c) the identity of drought and flood prone regions is well
known and write off could have been restricted to only those
regions but the extent of loans written off is many times more in
non drought prone regions ;3 (d) no undertaking has been insisted
from the borrowers that they would (i) try their best to keep
their account regular in future,(ii) keep bank informed in future
of any disability experienced warranting any concessian and (c)
cooperate with the banks in identifying the willful defaulters
and persuading them to regularise their accounts through social

o et i o L it S S e S S A e it ot Tt i e

2., 1 am grateful to Shri VYishwanath ,Secretary ,Kerala State
Cooperative and Agricultural and Rural Development Rank itd . ’
for providing data and answers to my questions on this aspect at
a very short notice .



and moral pressures,

There is still time to modify the draft cof the letter which
NARARD has already ;ammunicated to the banks for informing the
borrowers of the benefit recived or asking them to pay the bal-
.ance amount . Despite good crops , the borrowers having irrigated
agriculture have not been asked to pay the balance installment
béfore being given the benefit of the write off . Even those
farmers who belonged to the villages eligible for write off

benefit but paid their dues have not been given any advantage

though the chronic defaulters are likely to be given the benefit.

The saving grace is that there are still lot of borrowers {(about
20-38 percent by some estimates) who have either put the money
due for repayment in their saving account so that balance left
after adjiustment of the write off subisidy is debited to their
account. Or they have already paid their dues realizing that they
would not get the bernefit if they had kept their account regular

in past.

Our studies have shown that there was no definite relationship
betweern the scarcity index {(worked out by developing a weighted
mean of the anavari scores and their frquency during previous ten
vears i.e 1973-1983) and the extent of default in some regions.

The willages with low scarcity index did not have any better or



4
worse recovery than the rest .

The report of agricultural review committee {(199@) suggests that
overdue is much lesser in irrigated regions for certain purposes
while <or other purposes it did not differ much compared to the
unirrrigated regicens. In any case the discipline is unlikely to
be restored if the basic premise of writeoff is not clarified., If
it was to give relief to those who had suffered bad crops than
such relief¢ should have been given strictly only to those pecple.
Ignoring the borrowers with good repayment ethics and not showing
the same commitment toc penalise the defaulters ( though numerous
committees and evaluation studies have highlighted the need for
the same ) has made future scenario of banking very depressing .
Worse would be the case with the cooperatives. They would get
most likely another round of writeup after 3 years. They are
enpected to pay back the loan to be taken from NABARD for provid-
ing relief within I years at 1@%L rate of interest. The assump-
tion 1is that they will be able to recover the loans they wouid
now lend and also generate the surplus t:. continue to remain in
business. Given the financial conditions of cooperatives making

sich an assumption is perhaps not realistic.

The transition from discipline to default is total. Hankers are
apprehensive that notwithstanding the claims of the government
horrowers would expect write off in future alse. Whether govern-—
ment would recognize the problems and agree to get an ocath from

4, Anril K. Gupta, "Banking the ‘Non~Rankable’' Foor: Bridges,
Brokers, Banias or Bankers”. Final Report of NABARD Spon—
sored Study on Poverty Control through Self-Help, Centre for
Management in Agriculture, IIM-A, Mimeo, 1989.
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all the future borrowers to generate moral pressure for better
recovery performance in future remains to be seen . Government
has alseo not explained as to how would it account for the in-

crease in production from about 136 million tonnes in 1987 to 17@

'

million tonnes in 1988-8%. Whether part of the surplus should
have gone to the banks is now a moot point. Some of the banks
reported that they had excellent recoveries during 1988 but only

in some parts.

There seems to a positive relationship between the extent of
credit disbursed and the extent and proportion of overdues.
Loans for irrigation tended to be overdue .The banks seemed to

lend less to the regions and clients whoze repayment ethic 1is

| =
[

still intact .

The viability\of investment ic alsc getting impaired due to non

sustainabilty of current technological policies .

——— e e e o4t B e o AL et B P s S . s o e

9. Contribution of several other factors responsible for forcing
farmers to be defaulters against their will should not be mini-
mised such as : shorter repayment schedules , insufficient or
total absence of rescheduling and rehabilitation ( in case of
caommercial banks , in cooperatives this has been done regularly
for along time or contingency financing , inadequate remedy for
loss due to natural calamities or failure of enterprise due to
faulty planning ( such as insistence on bringing animals under
IRDP from outside which find it difficult to adapt Y, family
contingencies , inabilty of banking system to collect small
instaliments from the door step of the small borrowers whose
prior household budget deficit somehow rniever lets enough money
for a full installment to accumulate etc.



Part-II: Sustainable Agricultural and Institutional Development:
&
Emerging Challenges

As Agricultural Scenario

The proportion of marginal holdings {(below 1 hectare) have risen
from S0.48 per cent of the total in 1278-71 to 56.5 per cent in
1980-81 and are likely to reach 6@ percent in 1990. The total
operational holdings have already reached about 98 million. Tha
nature of technelogy and its use may require new organizational

and institutional approaches.

Pressure for allowing =mall farmers in the‘developed regions  to
be given loans for tractors is already mounting. It may be re-
called that earlier decision to reduce the extent of refinancing
forr tractors was rescinded in early eighte not because the em-—-
ployment position had improved. Hut because the tractor industry
tad . accumulated huge inventories. Incireasing capital intensity.
in agricultural sectore as well as in the industrial sector makes
the task of generating employment extremely difficult . Labour
force would have g;own by 78 million by the turn of century.
Taking into account the existing aof backlog of 28 million jobs
about 185 wmillion new jobs will have to bhe created by 2008.
Reliance on non—farm sector and the service csector forr this
rurpose as we shall see later in here ,needs a more imaginative

b, For detailed discussion an this theme see, Anil K Gupta,
"Understanding Institutions, Technology and Politics for
Sustainable Development, Third Review Report of the joint
project on Sustainable Development of High Risk Environment,
I1IM-A, May 12-13, 19906,
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approach than used hitherto.

The per anmuwm growth rate for agriculture during 1951-52 to 1987~
88 has been about 2.7 per cent. The pro&uctivity af fhe inputs
has declined considerably and the cost of inputs purchased by the
farmers has gone up at the same time. The share of the purchased
inputs in the agricultural sector has also gone vwp. The terms of
trade had been unfavourable to agricultural sector duwing the
last few years. The expenditure on drought relief was as high  as

2000 crores i 1937.

The per capitea availahility of the foodgrains and pulses has
hovered arcund 448 grams per day. The per capita income of  the
rural producers ranges from Rs. 1627 in Punjab, Rs. 1278 in
Haryvana to Re. 393 in Bihar. ‘It lies betwueen Rs. 6083-7580 in &
states and Rs. 4280680 in 12 states. The estimates of the extent
pf  poverty may wary but there is no doubt that the patience of

the poor is fast rurming out .

'

Declining water table , increase in pest and weed infestation
use  of chemical pesticides leading to treadmill effect in pest
population with high residual toxicity , micronutrient defficien-
cy and poorer dirrainage leading to lowered response functions of
fertilizer etc ., are zome of the factors raising question about

the sustainability of current technological paths.

The problems in high growth regions, amoderate and slow growth
regions are gquite different. And therefaore strategies for linking

kanking, technclogy and infrastructwe developement have to  be

17



differentiated. It is unfortunate that while awareness is in-—
creased consideably in the recent past with regard to agro cli-
matic zone based primary production. Similar sensitivity has not
beernn visible with regard to differentiating the &esign of deliv-

ery systems such as banking organizacicone and approaches.

B: Institutional Development : Problems of Viability, Devel-
opment of Backward Regions, Overdues and Non Farm Sector for
Poverty Alleviation

Viability:

There is a view that lose of about Rs 32.24 crores in case of
Regional Rural Banks in 1986 is not much compared to the subsidy
7
of Rs. 880 crores in fertilizer and several other sectors . In
commercial banke ocut of loss of about 128 crores 40 per cent is
estimated due to IRDP. Seventy per cent of the total loss in
banking industry is reported to emanate from the branches located
in uwrban and metropolitan areas. The cost of funds for rural
tranches has been etimated to be about 7.3% and interest spread
between 3¥ and 114 . Loss turns out to be 38 paise per 188 Rs of
business .There iz & feeling at the highest level that needs of
social banking have to be matched with needs of commercial wi-
ability through & proper policy sdjustment. Only about half . of
the credit 1is lent through rural branches. The share of such
branches {( 434 of total branches ) in depcosit ranges from 12 to
14 per cent .Average productivity has been estimated to be about
. Rs. 14.8 lakhs per employee in rural brarn-hes compared to Rs., 21
a8
lakhs per employee in non rural branches {RACRC, 199@).

Sources of Stress:

Prof. Rangarajan, Dy. Governor of the Reserve HRank identified
(REI Bulletin Jan ,1989) three sources of stress in banking: a)
speedy expansion and diversification, b) inadeqguate training of
statf posted in rural areas, and c) lengthening of lines of
supervision and control and weakening of housekeeping due to wide
gecgraphical coverage. The published profits were estimated to
range from @9 to 8.17 per cent of the working funds. Among the
three elements of return of advances i.e. cross subsidisation,

7.P KR Mayak {Chairman ,NARARD ) yObservations of the Chairman of
the Session ,in Bank Economists 'Mest—-1987-Proceedings and Fapers
y¥ijaya BRank ,Bangalore ,1989,pp389-390.

S8.Report of The Agricultural Credit Review Committee ,Reserve
Rarnk Of India , Bombay , 1989.
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‘available funds to banks for advances after preemption and levels
of non performing assets, he felt that choice of matnpulation
were very few. Unless work technology was changed, regidities in
the areas of personal policy reduced and organisational structure
‘adapted to the emerging challenges not much scope for  banking
tmprovements could e identified. If guality of loan asset was
‘¢onsidered as a true test of improved efficiency then rethinking
orn the future direction was necessary.

There has already been & slow down of the branch - expansion .As
bigainst 189468 branches opened during 1980-8%5 , only 7508 branches
were opened during 1985-9@.

The amount locked up in 13,5 lakh court cases is of the order of
Rs., 349@ crores. FRecognizing that a large proportion of decresd
debts cannot ke recovered thie is & much more serious cause of
concern than just the losses posted in the balance sheet. Recent
effors by the Reserve Bank to modify the system of preparing the
balance sheets of banks will of cowrse reveal more accurate pic—
ture with regard to the losses. It is ackrnowledged that once the
contribution of accrued interest on non performing assets was not
included i1n  the income, the estimation of loss would be more
realistic.

Other contributing factors towards the losses of rural  branches
include poor cash management becauze of limited remittance
facilities and lower share of non interest income . How much  af
losses are due to inefficient use of given resocurces and how much
are attributable to inmproper trnsfer pricing system ice difficult
ta suggest at this stage. There is a fear that with laxity in
follow up, restriction on the recruitment |, reduced facilities
for transport and broader regional and sectoral coverage of
gccounts the share of non performance assets may only increase
over time. .1s2 : -

Group  Rased Appr oaches:

There are three ways i which the group based approaches can
help reduce the losses by lowering the transaction costs of the
bortrowers and the beanbis (&) appraisal, disburzement and follow up
of 1loans by the peer groups of borrowers / genuine NGQs |, (b)
linking banking and technology in watershed programmes as well as
otherwise (c) sub contracting the recovery and follow up activi-
ties.

In the first case there is no need for these groups to register

as cooperatives or societies. These groups should be  encouraged
to generate & revolving fund by charging a fee in lieu of provid-

19



q
ing appraisal and follow up facilities . There has been a
suggestion made earlier that just like banks had been paying
commission to the agents for collecting small savings they could
consider appointing farmers ,artisans or landless borrowers with
cansistently good repayment performance , as recovery agents .
This fee could ke shared between banks NARARD and the borrower.

The second altermative is extremely important for rainfed regions

where demand for credit for farm as well as non farm purposes

will remain limited unless technelogy change took place . The

viability of investments may depend upon (&) policy linkages

between access and use of private/common property resources and
19

k) between farm and non farm and employment programmes .

Evenn ir the high growth regions transaction costs can be reduced

9. Hanks cor BMNABAKRD should contribute towards this fund only as
an incentive for proven efficiency in their working .Groupd
could be &llowed to lend these internally generated or
matching grants receilved from outside at whatever rate of
interest the deem fit . These groups should be allowed to be
stabilised for some time through operation of their own
fund. Granting doles in the bkegining can ruin  the group
ethics .

i@, The entitlement under employment programmes could become &
negotiable instrument so that banks could advance against these
to those who have limited capacity to borrow but have a need for
the same. This would avoid the borrowing from informal sources
at high rate of interest and thus becoming defaulters in the bant
because of prior claim of these lenders. Since watershed based
activities are area based i1t will be difficult to exclude certain
plots belongs to such defaulters. Support from the government {for
ench plots would of course have been better use of the wite off
funds because of improved value addition in the giwen micro
catchment.Public =uppport for CPR lands or word on public  lands
part of micro watersheds will be necessary in areas where catch-
went level  groups {(or sangha &= being tried by Dry tland Develop-
ment Roard in Karnatabs ) have been formed by the bankers (NGOs,
autenomous boardes or even private corporations interested in  the
resource develapment.
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11
through group action .

Involvement of Entire Branch staff In Follow up:

Involvement of entire bank staff , conversion of thiree days into
.non business working days and setting up of mobile branches may
be some other ways of reducing the costs. There is a need to put
the issue of participation of workmen in follow up on the agenda
of bipartite negotiations with the unions. .

© The advantage of increasing the non business working days would
accrue only if the number of returns to be sent are reduced so
that these dayse are not spent in clearing the pending house
keeping work . The computer systems installed under national
informatic centre (NICNET ) at district level have underutilized
» capacity which can be easily used by the banking system.

C: Overdues 1Emerging Trends and Issues
State Supported Recovery Cell:

At long last some of the state governments are acknowledging
their responsibility in improving revoveries of bank loans.
Recovery cell have been set up on experimental basis manned by
the Deputy Collectors on loan from the State Government along
with s=ome other supporting staff ¢or enabling recovery of dues
under Public Money Recovery Act. Banks bear S8 per cent of the
cost. Time will prove whether this initiative is helpful for
recovery or not.

The basic issue of the weak relationship between bank and borrow-—
er howver, remains . Unless the relationship is strengthened,
other measures will have only limited utility . One has to look
at both positive and negative implications of increasing the use
of coercive power for improving the recovery. Fears that such
powers were most likely to be used against samll ,powerless and
even genuine defaulters are not totally unfounded.

11. For instance synchronized schedule of sowing of certain
crops s0 as to avoid synchronization in pest reproduction
cycles is an important agronomic means of pest control in
rainfed and irrigated regions depending upon crops varieties
and region specific conditions . The drainage and irriga-
tion, biclogical pest control , preventive plant protection
sprays at collective level etc.,are other such activities
vwhere group action i3 necessary and where banking policies
for group based lending would be needed in nineties .

The linkage with inswance in such group based activities
involving technological inputs may be necessary . With
greater assurance of returns and the reduced cost of dealing
with the individual loans , viability of investments may go

up .



Need o Developing Taxonomy of Default:

Conceptually NABARD has suggested & case hy case approach to deal
with overdues. We do not believe that one should. either treat
all cases alike or unique. Typologies of defauwlters can be
12
developed and therefore, analysics should be more parsimonious .
Shifting Rranches from overdue Villages:
For a 1long time location of the bank branches has been taken
almost as a permanently ford address .There is a need to consider
the possibility of shifting the branches from villages with poor
recaoveries to villages with better recovery perftormance i€ the
‘experience over the yeare is consistent. It might give the +right
type of signals to the community. -

Flexibility in Repayment Schedules across Space and Sector:

In large nymber of cases problems of inadequate finance, inflexi-
ble repayment schedules and improper combination of credit facil-
ities may lead +to defzult. In backward regions it has been
argued for some time that one could not eypect recoveries to he
made in the came time periocd as in the developed regions from the
same enterprise. However, the experience shows that bankers very
seldom adapt repayment schedules to the eco-specific conditions.
NABARD ha= already established different definitionsz of small
farmers on the basis of the varying size holdings of land giving
the same amount of minimum income. Thus in a dry region one may
require 20 acre=z to generate the income sufficient to meet the
subsistence needs which may be met from just three acres in  an
irrigated tract .By implication therefore the repayment schedule
ought to vary for the same enterprise in different agro-climatic
regions. Unfortunately NABARD has yet not been able to appreci-
ate the merit of this suggestion.

Skills for Graduating from Small loans to Large loans:

In the wake of IRDP it was ignored that for several very poor
people transition from few scores of rupees to few thousands was

12. blhether factoring services can also be offered in rural
areas particularly in case of contractual finance needs to
be explored . In a particular caze in 197468, & bank did try
to discount the unpaid sugarcane bills for extending mid-
term crop loans with very successful resultse. These bills
were paid by the sugar factory on priority at the commence-
ment of next crushing season and lot of people got timely
availability of credit leading to timely application of
inpute and thus increase in productivity. Sugar factory
paid the bills to the bank with interest. Similarly with
increased scope of agro-processing in future, need may arise
of providing such accommodation to the farmers and thereby
improve the recoveries of the dues.



quite large. Over—-financing could be &= serious a rveason  for
default as under {financing.

Keducing Worklousd to improve Follow up:

Among various factors caontributing to increase in the workicad is
the tendency on the part of the government to pass on many non-
banking functions such as disbursement of salariesy, collection of
glectricity dues ,road tax etc. are causing tremendous ctrain  on
the banking sycstem. Many functions which it finds difficult tGto
handle it=elt it pushes 1t on to the banbding system resulting in
regucticey i the time available with banks for pursuing their own
activities.

1 &V eyaeten for iaproving Kecoveries:

A pilat project on Strengthening the Delivery System was launched
by WNABARD to try "Training and Vieit' syetem in banking  without
sufficient critical scrutiny of conceptual merit of the advice
from the dorld Bank., It was sought to ke confirmed that improve-
ment i the availabilty of staff and infrastructure will help
improve  the recoveries - a lesson well known in the banking
industry for ages.

filaa it was assumed that there was & "technology’ available which
cold be  imparted to the practicing bamiers in fortnightly  or

)

monthly “capsules’ of information .

the report of the Agricultural Credit Review Committe (17996)
felt that this scheme is difficult to replicate because of
elcessive cost implications.

tias
tho

Under the circumstance the recovery strategies in ninetees will
alac have to involwe cubside agencies such as  HGOs, borrowers'
torgagri 2 &t 1ors intermediary mar keting e processing

organizations . The reliance on court may have limited utility in

13 The intriguing part was that the decision was taken to

replicate the project in twenty other dictricts even before
the wmethodology for ite evaluation in three initial dis-
tricts was finalised ., Alsec was ignored the fact that most
of the hasic assumptions regarding training aspect had been
found wanting . Even the ewperience aboul the recovery was
not so outstanding or couwld not be unambiquously attributed
ta bthe preject interventions.



view of a very large extent of non-executable decrees .There 15
of cowrse no substitute to greater government support for  this

purpuose through media as well as political communications.

Non-Farm Sector

With limited increase of employment in the agricultural as well
as industrial sector, attention is getting focuscsed towards non-
{farm cottage goodstiny =zector and services sectors The major
strategies that may prove useful in the nineties are the follow-
1nige

Mational  Information System for banking far non—-farm sector:

The need for networking and diszeminating information is
harghest when the experience with a particular sector is

least. Iin the non-farm sector, wunlike the agricultural
artivities in well endowed regione , making standard schemes
does not help Becavse apart from the variabilities in  the
resowvroces the market conditions and consumer ggreference
als vary & great deal in different regions. Experience  of
one branch with & particular activity in non-farm sector is
not accessible to ancther branch receiving request for the
cagne  activity. The strengthening of lateral learning sys-
tems 1s most necessary i€ this sector has to receive support
in nineties., EVIC, Btate Councils of Science and Vechnology
and other related organizations have to pocl their experi -
ence and provide opportunity for artisans to share their
erperiences. For instance, the rope makers in Orissa and
UB.FP. using the same raw material i1.e., Bhabar grass should
be able to exchange notes and develop proper strategies for
foroduction, =storage and marbketing so that they don’t cut
into each other’'s margins. It is well-known that market
faorces coordinate the intereste of surplus producers engaged

in the high retwn - low risk agricultural activities. For

the remaining activities State support wouwld be necessary
14

for some time .

Setting " up & Suheidisry rganization for Technological Upgrada-
tion, Market Research , De=sign and Froducticon:

14, For intance , market vard facilities for informal =sector can
be established for ymproving storage and marbketing oppor-
tunities .
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The innovations in the industrial banking sector, be it
venture capital ,merchant banking or off shore banking etc.,)
have beenn far more frequent and well-designed. The sane
cannot be set about the rural banking. Perhaps the nature
of pressuwre industrial clients put on the institutions is
qualitatively quite different from the nature of pressure
that farmers ,agricultural labourersz or artisans can put on
the policy maliing system. Some banks have already Joined
hands to set up entreprenewial development institutes.
Similar cooperation may be useful for setting up an autono-
mous professional organization on above lines for providing
support  to the non—-farm sector ( and other related activi-
ties based on off farm processes or minor forest produce
etc. ) Joint sector or private sector institutions may also
be encouraged to provide these facilities to the small-scale
15

progucers . The demand {for credit from this sector would
pick up only if technology, market research, packaging,
design etc. are strengthened.

lhﬂicies for Using Raw Materials derived from Common Property
Resowrces:

For much non—farm products which are made out of raw materi— -
al derived fraom common property resources or public lands ar
forest areas, the banking policies camnnot be designed in
isalation of the public policies for management of comman
property resowces, This is an area which has been consist-
entiy ignored by the banking system in the last decade.

Large number of social conflicts are emerging on the issue
of poor access of tribal o other small artisans to the traw
moterials, Invariably the Forest Corporations sell minor
and major forest produce in bulk larger than what can be
afforded by these =mall producers. Unlesw: (a) the Forest
Corporations take over the additional cost of retailing or
b)) poor consumers of these products organize themselves to
participate in the bids opposing established contractors,
there does not seem to be any hope of reducing the exploita-
tion involved in this process. Organization of consumers
into groups as attempted by some NGOs could be helpful  if
working capital support is alsec linked with storage facili -
ties. The intermediaries otherwise will continue to exist
and pre—empt considerable margins in the process.

it vt st T e s Sy s e ks M e

To i1llustrate, honey is one such Minor forest produce
collected from different bkase flowers and then pooled to-
gether for eventual disposal as  intermediate product or
final consumer product. World over honey is marbketed in
swparate peackages such that consumer could choose among
honey with different fragrances depending upon the base
flower. There is no reason why similar grading and branding
cannot be done in India to add value to the product.

M
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Viability of banking thus cannot be delinked from viability of
the enterprise which in turn depends upon the institutional
arrangements. in & particular resowrce marhet. The case for

region specific adaptation of public policies for non-farm activ-
14 .
ities remains to be made properly .

¥hadi and Village Industries have provided employment to milliaons
of bhouseholds but at very low level of wages or margins. %he
coordination between thadi Village Industries Commission and
NARAGRD will be necessary if designs have to he an important
intervention for a&adding value and Encreasing the producers’
margins. The R&D fund of NARARD ;5 well as KVIC could e pooled

to take major snitiatives in this regard.
Banking for Backward Regions

The major chearacteristics of the backward regions such as drought

and flood prone areas, hill areas, forest regions etec., are:

o R A e e e e s e e e

14. Consumer awareness about the product of non—farm sector is
one area where several agenciezs will have to join hands.
The preference for organic products is slowly increasing.
Special compaigns may be supported in  this regard. The
cultivation and processing of the herbhs and medicinal plants
particularly in the dry regions or the wastelands can be a
land based cottage industry with tremendous potential in
future, Hio~-technology is another area where urban based
biclogical processee can provide both intermediate and the
final products. It is well-known that in several agro-
processing industries particularly those dealing with fruits
and vegetables lot of enzymes and other bio-chemicals are
thrown away s & part of waste. Venture capital support for
extraction and marbeting of such enzymes and ULio—-chemicals
will have to be one of the important areas of value addition
in future.



a) Law population density {(except flond prone regions)b)blealk
infrastructure and marbket network
e) Excessive reliance on multiple enterprises to deal with

rieks

d) High rate of male emigration and thus prepaonderance of womern
headed or wonen maiaged heouseholds

e) Heavy reliance onn livestock with poor productivity and
dependence upon grazing in waste  lands, public pastures
lands or forest regioncs,. .

{) Deficit household budgets in the case of most of the margin-
al producers becauze of repeated calamities.

Gj High cost of transportaticon and other transaction costs.

Mobile Branches:

Given the fact that people in these regions are mobile, the
institution of weekly or fortnightly markets or hats/shandys had
emerged to deal with variabilities in supply and demand. Setting
17

w fixed address, stationary bank branches was incorrect . The
mbile branches or satellite branches would be the only viable
choice in providing access to banking to large population inhabi-~
iting such regione in the short run. Reserve Rank would have to
canstder modifying the enristing policies so that special counters
and =atellite branches could be set up to be opened on weekly
market days. This will reduce the transacticon costs and also
reduce the extencion coste.

Fortfolio Financing Approach:

There 1s a high degree of risk and uncertainty in backward re-
gions leading to diversified portfolios, The enterprise lending
approach 15 inadequate becauvse viability can be arrived at only
through pooling of variance of all the enterprises in the portfo-
lio rather than dealing with any one of them separately. Thus
loan for the entire portfolio will have to be given to enhance
the allocative efficiency of the househclds., The timing of loans
would be extremely important and therefore seascnality of dis-
bursement will have to be monitored. The gerneral experiences is
that 1in regions where the time available for making decision is
limited, the institutional efficiency is rather low either on
.account of limited staff or inadequate appreciation of the criti-
ctaxlity of timeliness in operatione. Given the deficit in the
household budget the consumption requirements are fairly high.
It is understandable that banks could not lend with as  much
flexibility as the moneylenders there would nevertheless be a
need to support rotating saving and credit asseociations of  the

17. Anil K Gupta and Manu Shroff ,Rural Credit : How do the Poor
see 1t ? 4, Vikalpa ,1987,12{4) 3Z-1@ ,and, Rural Banking :
Ltearning To Unlearn —-Ar Action Research Engquiry ,Onford and
IBH ,MNew Delhi ,199@.



borrowers wherever they exist. 'Alternatively'consumptions loans
could be linked with employment entitlements as mentioned earli-
er.

Sustainability of Farming System vis—a-vis 8Sustainable Banking
System

In most of the drought prone regions majority of the marginal
producers are engaged in several economic activities. Hanking
policies which do not try to forge appropriate linkages between
these activities may eracerbate the ecological imbalance by
concentrating on only one or two activities. The result would he
that investment even in thase activities would become less and
less viable with pas=age of time. The sustainability of the
agricultural  systems in these regions is clasely linked with
sustainability of the banking system. Historically various
crafts, handloom and other non-farm activities provided a means
18
of livelihood support during the lean season or vears. The
policy for development of theze regions has to build upon the
local strengths. Livestock in these regions 1is unlikely to
become sedentary at any point of time in future because mobility
1 the time tested way of achieving sustainability in such re-
QiLONS. :

Rather than considering mobility of pastoralists as & disadvan—
tage we have to develop banbing instruments that make it possible
for thesze pastoralists to remit their savings and installments of
the loans at par throuwgh any of the bank branches located on  the
migration route. At a small-scale, such an attespt was indeed
made by an innovative bank with Yedu Tribe in Ahmednagar with the
tielp of an equally motivated sccial research activiet.

Hanking in the nineties cannot continue with ssgmented, isolated,

enterprice hased lending approach. The implications for farming

or total rural systems and in tuwn with the ecological balance

will have to be drawn out. There is no point in emphasizing crop

cultivation in regions where agro—-forestry, silvi-pastoral sys-
19

tems, agro-horticulture etc. are more suitable.

Extending Time Frame
ine implication of such an approach to backward area development

e e e et e Y e S e S e 8 S

18. In fact desert and design are closely interlinked. The monaoto-
ny of climate and envivonment has always been sought to be broken
by people by developing colourful designs, patterns and crafts.

19. It may be useful to recall that in 1859 the proceedings of the
fgro-Horticultuwral Society of India alsc highlighted many of
these guestions of eco-specific developmental needs of the then
Purijab Province.
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is that banking system entends the time frame for appraising the
investment options. It 1s natural that shorter the timeframe
greater is the possibility that sustainable technologies with low
average return and also low fluctuation/variability will be
rejected outrightiy,., At the same time technologies which will be
selected offering high returrn with higher or lower variability in
most cases would not be sustainable in the long run. Deep tube
wellese aimed &t drawing fossil water or water held between the
rocks may be one such case. Tractorizations in regions with
light spils and strong winds is another case. It i8 well-known
that almost any field in dry regions would have had a few trees
till ploughing and sowing were being done with the help of bul-
locks or camels. Once the tractors were brought in, the possi-
bility of bypassing spontanecusly sprouted tree seedlings in  the
cultivated fields was eliminated. The long-term result is reduc-—
tion in tree cover and supply of fodder from the leaves during
dry period. The wind eroszion and the sedimentation rate aof the
river beds increases causing even floods in the deserts. On the
cther hand the productivity of the =cil also goes down because of
.uproocting of the plant cover and non—-incorporation of tree leaves
in the soil.

fubstitution of Grazers by Browsers

The hard choices in these regions have to he exercised carefully
and banking system will have to be & part of overall ecological
restoration plan in these regionse. Once the time-frame is short-
ened, the substitution of the heavy grazers like cattle by the
browsers like sheep and goat becomes inevitable. This has its
own feedback effect on the long-term viability of the farming
systems. Mo enterprise by itself is unproductive including
goats=. It is only as a part 6f a system that changes in their
relative weights disrupt the enviranment.

Long Term Credit Needs

One of the major failures in the backward regions has been ab-
gsence o weak long-term financing system. It may be added that
recent innovations like cyclical credit system introduced for
crop loans (to be recovered in five vyears with two good and three
bad vyears toc average ocut fzilure in some years with surplus  in
other vyears) are alsc inadequate because focus still is at only
one enterprise. On the other hand i€ the household viability is
taken as the primary measure of success of banking policies, then
one may have to take the entire portfolioc of activities in  which
dry farming households are engaged in. This would also help
banks because they would then have & claim on &ll the source of
income of the household be it from craft, livestock, penning on
the migration rocute or crop etc. Thus relationship between bank
and the horrower may be transformed.

*'-."

Location Specific Technologies and Credit Packages

Another facet of sustainability in dry region or hill arexs is
the development and diffusion of location specific technologies



in watershed framework. Bank and the scientists may have to join
‘hands so that bankers are part of the process of technelogy
generation. Their role in the eventual diffusion will be more
mpontanecus., Recause they would have been convinced about +the
.viability having observed technology closely and critically in
its development phase. The classical approach of lab-to-land
transfer of technology would just not work in these regions. In
the industirial sector ICICI has set up a subsidiary already to
provide venture capital and other support for enterprises using
new technologies. Similar support is required in the backward
regions as well. . ,

We summarise next some of the other key pointe or directions in
which banking policy will have to be sharpen dwing nineties.

Part—-I1I 3 Issues for the Nineties

1.8 S8Science and Technology

Studies of consultative fora at Central, State, District and

Block level have shown most conspicuocus neglect of the role
of science and technology in making banking more effective in

2@

rural areas. Neither Imdian Council of Agricultuwral Research
{ICAR}) nor Council of Scientific and Industrial Research (CSIR)
were represented in any of the consultative committess for coor-—
dination among credit and development agencies from top to bot-
tom. So much so that even in such districts where either a
regional research laboratory o ICAR tresearch institution is
located they are not permanent invitees to the credit planning
committees. The result is that we have credit plans which con—
tinue to have the same activities year after vyear without improv-
ing productivity of capital over time. On the other hand tne
science and technology institutions feel frustrated that they
have technologies which had not been taken up for trial or proto-
type testing. Unless banking system takes note of this gap and
sets up standing committees on Science and Technology at Cen-
tral, ©GState and District level we do not see how rate of return

. — s o e e St e e e B Pt S S S e i e

28. Anil K Gupta, Viable Projects for Unviable Farmers - An
Action Research Enquiry into the structure and Processes of
Rural Poverty in Arid Regions. Paper presented in  the
Symposium on Rural Development in South Asia. IVAES Inter
Congress, Amsterdam, 1981; —-———- s "Rule of Public Enter-—
prises in Backward Regions :Generating Peasants - Perspec—
tive, June 1984, IIM Working Paper No.S5i1, also presented
at XV International CIRIEC Congress at fFlorence, 1784; ————,
Soric~-Ecological Paradigm for Analyeingoblems of Poor in Dry
Regions, Ecodevelopment News, Mo.32-33, March 1983, pp. &8-
78; Kuldeep Mathwr and Anil K Gupta. Action Research for
Micro, bLevel Planning : & Self Appraisal, International

Review of Administrative Sciences Yol. L (1) &68-48, 19384.
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s investment would improve in turn improving the viability of

households and the bank. The R&D fund of NABARD which remains

highly underutilised should be used in a big way for bridging the

gap between technelogy and banking in different sectors and
23

spaces .

Clearing House for Technological Information

A clearing house may be established in each bank so0  that
technical information flowing out from different sources is
regularly disseminated among the bankers and farmers groups
wherever the same have heen financed., The Lead District
QOfficer being appointed by MABARD may like to spend time on
environmental scanning, pooling information on science and
tectnology and other innovations being tried by the entre-
preneurs or the farmers rather than concentrating on just

22

compilation of statistics and organizing meetings. In
the short run instead of burdening these cfficers with many
responsibilities it will be enough if he/she could apart
from strengthening the learning systems, help establish the
bridge between banks and science and technology institutions
so that agricultuwre in nineties becomes wmore knowledge
intensive. Diversification of portfolicos of households and
the bank branches also may take place in  the process.
Simultaneous changes in the policies for fixing the scale of
financefunit cost will alsc be required. For any new enter-—
prise refinance should be auvtomatically available without

2l.What is necessary is a close involvement of science and tech—
nology institutions so that feasible and realistic repayment
schedule can be worked out. It is strange but true that out of
seven programmes of ICAR involving work on the farmers’ fields
such as experiments on cultivatorse field, lab-tc-land, operation
research projects, national demonstrations, on—farm research
etc., not one has been linked with either the earlier Village
Adoption Scheme or the present Service frea Planning. Both the
systems i.e., research and the banking would perhaps gain through
collaboration in this regard. Once a protocol was established at
the highest level, changes at the lower level might not take long
to qget initiated. Committees of Secretaries of Science and
Technology in Bovernment of India in fact did not include Secre-
tary of the Department of Agricultural Research and Education and
perhaps alsc of Finance. Linkage between industrial and aricul-
tural research on one hand and banking sysem on the other have to
be established or monitored periodically at the highest level to
give it a sense of urgency.

22.1n  any case Scale 111 officers of the banks appointed as lLead
District Managers would not perhaps need much guidance onn  lead
bark from the district officers functioning in HNABARD whose
enperience in practical banking is limited at present. Instead
of a supervisory relationship the NABARD's district officials
should really backstop the Lead District Manager.

a1



any prior approaval being necessary except at district level.

~Review of SLEC minutes would demonstrate how time consuming
is the process of getting sanctions from NABARD for any new
schemes.

2.2 Policies for Risk Diffusion, Negotiation and Elimination by Small
Farmers

2.1 Risk Diffusion and Negotiation

Studies have shown that farmers tried to diversify their

enterprise over space, season and sectors ta diffuse riske.

They not only don't put all the eggs in one basket but do

not rely equally on each bhasket in which they put their
P

eggs . Risk negotiation is a fire—fighting response in the

event of actual occurance of risk and risk elimination

R e e e e -

refers to preventive strategy of making durable or permanent

-
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Consultancy services: imply hiring or contracting
technical expertise available in public or private
sector to provide specialised services ta client
farmers or groups there of . Canara Bank has already
set up agricultwal consultancy Cell which has built
up its reputation in a very short pericd of time. ACS
pravides expert advise or mobilises such advice at  a
very nominal fee. It also takes up studies, project
preparation and appraisal for not necessarily the
clients of Canara Rank only. Ranks may like toc main-
tain a panel of experts at regional as-well as dis-
trict 1level =0 that their services can be mobilised
for the interested clients at a reasonable fee. This
suggestion is applicable to advanced regions as well.,
This measure will reduce the cost of the banks in-
velved in maintaining thise expertise withinm,

Contracting and Curative Bervices will imply tie up
between insurance cover and other socuwces of exper-—
tise. Assumption is that for an individual and
dispersed client it is difficult to enzure regular
facility of pumpset repair or periocdic servicing or
vaccination of livestock o preventive spray of plant
protection chemicals particularly of non-toxic chemi-
cals. Given wealk market forces in backward regions,
the possitility of clients organising supply of such
services an their own is very remote. The low retwn
cn — productive capital throuwgh high breakdown rates
af  pumpsets has been Mnown to be ocne of the sericus
problem in medium and low growth regions.

Btudies by MABARD have shown that by replacement of a
valve or two, considerable energy saving can be made
at aggregate level . It is difficult to assume that
such changes will ke brought about by the individual
clients on their particularly when the saving from
some of these parte will not accrue to individual due
ta fixed rate of electricity tariff.

Whether banks can organize the manufacturers to set
up facilities far extending thez=e benefits to the
clients in backward regions will determine the vi-—
ability of many of thede investment .Given high
transaction costs , it is not realistic to expect
private market forces to provide these facilities on
their own . It is possible though that with appropri-
ate incentives some beginning can be made . The
experience of setting up mervice centres for ferti-
lizer ) distribution by some of he cooperative ferti-
lizer factories has not been very successful. Many
of these service centres were wound up because the
business tuwrnover was expectedly very low . Unless
these costs were transferred to other consumers of
these inputs or absorbed by the factory itself, the
credit extended would remain suboptimally utilised.
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2.1.3

Rescheduling and Rehabilitation Finance

The cyclical credit system started by NABARD takes
care of this suggestion to some extent . However , as
mentioned earlier by restricting the scheme tc only
crops it does not meet the real needs in dry regions
where the anchor of the household economy is  live—
stock system . The experience indicates that in  the
drought years the supply of contingency financing or
nuwrsing financing by the commercial banks has been
quite tardy . One of the reason for this has been the
cumbersome proceduwres requiring among  other  things
the garette notification by the district
authorities . It is difficult to appreciate as to why
should bank management not rely on the judgment of
its own officers in this regard {(knowing the politi-
cizing of anawari declaration). The recent write —off
is no answer ta this chronic problem in the high risk
environments . The Guarantee Fund For Failed Enter-—
prises should be built up through a charge on each
account . DGCIC covers does not meet this need hbe-—
cause availing that benefit requires making provision
under  bad and doubtful debts, The interest rates
can not  be irncreased in the present political
climate . The akility of the government to subsidise
the failed wells or other enterprises is quite limit-
ed . The inswance cover is also not available for
many activities or the premia cobligations are tao
high . The responsibility of the loanees for say cash
crops or tractors towards the rest less diadvantaged
cnes has to be highlighted challenge ise to generate
consensus  about transfer pricing being the essence
of development.

Credit bLinked Insurance

This policy since introduced has been modified to
takke the crop productivity at mandal level instead of
block level in to account., Given the fact that
productivity is highly uwneven in different parts of
the same rainfed village but certainly among differ-
ent wvillages, need for disaggregated estimation of
reference vyields can not he denied. FBut even more
important is the issue of ability of insurance tcompa-
nies to pay the losses if the states which faced low
risk such as Punjab and Harvyana did not participate
in the scheme. Unless banking system could make 1t
cbligatory for every borrower to take the insurance
without which loan will not be available there does
not appear to be any way of cross subsidising. We
therefore strongly recommend that credit linhked
insurance be made mandatory for every borrower in
developed as well as backward regions.
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2.1.4 Reorienting Policies for Subsidizing Loans

Discussion on the subject is relevant for developed
regions as well. The subsidies on rural credit can
be looked at from following angels; &) instead of
subsidising the cost of enterprise in the beginning
af the loan as done under IRDP, bonus for timely and
guick repayment is given. In Kerala cooperatives are
given S per cent interest subsidy for prompt repay-
ment. It is not surprising that they top, the country
in recoveries; b) the interest cost is waived for the
marginal farmers and landless labourers rather than
providing one third or one fourth subsidy to the
small farmers; c) the risk fund is developed progres-—
sively by poocling the money earmarked for the subsi-
dy to liguidate the loans for only the failed enter-
prises rather than subsidising the interest on capi-
tal cost of all loans; d) the interest cost subsidy
is allocated among all the classes of farmers but at
different rates depending upon the regularity of
the payment and the initial endowment. Thus small
dry farmer and small irrigated farmer would not be
treated alike at present; e) the capital subsidies
wherever applicable may be adjusted towards the end
of loan rather than the beginning. Subkstdy amount is
put in special fixed deposit account earning the same
rate of interest as applicable to the loan account so
that a regular borrower does not lose on account of
this policy.

We of course believe that the best use of subsidy
money wouid be to set up afresh or strengthen the
existing institutions to provide varicus types of
services to the clients in developed and backward
regions. For instance, itz developed regions increas-—
ing cost.of cultivation and declining margins might
reguire a very judigious use of inputs. This in turn
would require computer based expert system drawing
upon the data on soil fertility in different parts of
the wvillages and district, climate, response func-
tions, trends in market prices, transport and storage
costs, etc. The Punjab, Haryana and Tanjavur farmers
should be able to reduce the costs by using such
system at a nominal fee. In backward regions, an
farm research; investment in action research for
watershed development; various types of consulting,
curative and contracting services as mentioned above
may be organized.

Finally, the quality of services rather than the
subsidies at the current level will become the major
issue in ‘'98s.

2.2 Risk Elimination Strategy: Dealing with Common Proper-
ties.

4
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In large number of banks agricultural officers spent three
fourth of their time on general internal banking routine
wiork. There was a time in some of the banks when no general
banizing work was entrusted to the officers. On one hand the
vk pressure has increased and on the other the time avail -
ahle for followup has declined. We believe that one of the
greatest demotivating factor among the developing officials
may be their inability to do what they think they are capa-
ble of doing. Mo amount of training and .incentives can
substitute the need for an official to have the freedom and
ability to discharge her responsibilities to the best of her
ability,

In view of the emerging organizational complexities it may
be useful to develop contractual arrangements for some of
the routine functions and even some of the field {functions
such as pericdic followup.
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will have to be designed in view of the technolegical chal-
lenge and increasing complexities of agro-industrial  inter-
actions., The detailed operational guidelines for better
human resource development in banking system can be wvked
cut by a special warking group.

Rearienting rural banmking requires transforming relationship
between hanks and the clients. These relationship cannot be
transformed unless all the employees in the branch consider
themselves accountable to the rural people. In one of the
nationalised bankes whern an extremely imaginative scheme was
launched to invite volunteer clerks to work in rwal areas
far two years, the staff union objectec. There could not be
& better erxample of undesirable conflict between the inter-
ests of the. organized work force and the needs of the unor-
ganized disadvantaged rural population. ‘

Strengthening Bank Client Relationship

There is a general dissatisfaction among the clients of the
banking services even in urban areaz. Part of the dissatis-
faction stems from increased work load and archaic working
methods., Without getting into the issue of computerization

and other important modifications in the work method, we

intend to focus on the issue which improving the client
participation in modifying banking policies and procedures
at various level.

There is no organicsed attempt for good borrowers of a
branch to periodically assess the working of the rural
banking activities and make suggestion for improvement.
Sometimes, by the very compulsion ef circumstances more time
is spent with defaulters rather than the good borrowers.
Whether at all the levels beginning from the branch to head
cffice, consultative councils of rural clients =hould be



constituted s0 as to institutionalize for a feedback. It

is obvious that only the regular clients need be selected
for these councils or advisory committees.

The idea of appointing recovery agents should also be dis-
cussed in this forum so that borrowers the responsibility of
following wup the loans of others is recognised by the botr--
rowers groups. Earlier efforts like Volunteer Vikas Vahinig
did naot worl because the programme was imposed from the top
without providing scope for innovation at local level.
Grreater freedom to the branch manager is necessary to evolve
arrangements suitable for local ecclegical, cultural and
social conditions to improve the say of local clients in
modi fying the working of the branch.

{nvolvement of voluntary organizations has been suggested as
another way of improving bank client interaction and at the
same time reducing the transaction costs of the borrower and
the bank. Same attempts have alsc been made to organize
credit and saving management groups as a part of watershed
development project or independent of it.

4.1 Dealing with VYoluntary Agencies/Organizations {(Volags)

There is & considerable international pressure o
MABARD to support =0 called seif-help groups or  route
finence through wvoluntary organizations or finance
voluntary orgamization themselves. There i1s no  doubt
that like any other institution, there are good volags
and had volags, BSome take a cooperative approach  and
others take a confrontationist approach te wmobilizing
the people and creating demand system on bureaucracy.
It 1= matural that generally any public institutions
would tend to deal with groups which do not threaten
its authority. However, such groups may not be neces-—
sarily genuine and committed to the concerns of poor.
To begin with it may bhe useful to use the following
guidelines to deal with the voluntary organizations.

4.1.1 ¥dhether the volags/NGO= claiming to generate
self reliance among the poor acknowledge clear
accountability towards the people or not. Do
they share there balance sheet and summary of
accounts with the people with whom they are
working?

#4.1.2 Whether volags believe i generating internal
resources by charging some fees or using trans-
fer pricing mechanisms to generate self reliance
for meeting minimum establishment costs. Those
volags which do not do so may continue to depend
upon donor agencies — national or international
- and at the same time impair the zselft reliance
potential of the poor {as relief oriented
strategies have done).
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4.1.3 Whether the volags believe in strengthening the
saving potential of their members so as to meet
there own small credit needs. Unless & group
learns to deal with collective savings for
sometime, there is no justification for entrust-
ing it with a common fund contributed by any
outside agency including MARARD. Credit manage-
ment groups being promoted by various agencies
without generating among the pecople ethics &and
skill of dealing with collective savipgs may not
succeed.

4.1.4 Whether volags are interested in lacal technolo-
gy development or building upon pecple’s indige-—
nous  Hnowledge. Unlesse some investment in Re-
search and Development is made, it is unlikely
that the cost of providing services would go
down over a period of time.

The peer group of borrowers or membkers of NGOs ‘could
perhaps decide at a lesser cost who shouid borrow how
much for what purpose. As mentioned earlier this skill
would take time to develop and therefore it will be
useful to have patience while dealing with such groups.
Sometimes over-enthusiastic responze may do more damage
than good. &lso the dynamice of peoples’ organization
cannat be legislated or converted intoc a standard
guideline suitable for various vegions., One must allow
these guidelines to emerge from participative rezearch
process. It should be possible for any grassroot
officer to request funds. Once the lead bank committee
v DCC level bank clears it the funds should flow to
that officer for experimentation purposes from MAEARD
or the head office of the bkank or every DRDAs.

Encouraging Initiatives among Bank Staff

It is regrettable that some banks and ape» agencies are
showing cansiderable keenness to learn about supporting
voluntary organisations and groups but are not showing
the same keenness to encourage initiatives either among
their own officiale. There may be at least 15 to 20
percent officers in commercial banks, RRBs and coopera-—
tives who are capable of taking upon additional respon-~
sibilities for enriching their own work and make bank-
ing for rural disadvantaged groups more meaningful. We
are aware of examples where bankers have moved fraom a
state of.total skepticism about bankability of water-
shed technology to popularising soil conservation
technology among the farmers even without any credit
suppart. Likewise there are erxamples of bank officers
who have introduced new crops or other enterprises, set
up  inpovative marketing arrangements or even trecovery
eystems. There is no way at present that such innova-
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tive officers can receive encouragement for these
initiatives. No amount of organisational reforms can
doe away with the need of individual initiatives,
Banking system has not yet created a niche for grass-
root experiments. NIBM’'s experience also confirms the
potential which exists for such bottom up experimenta-
tions. It is worthwhile to note that not one grassroot
bank officer has received any public commendation.
Should we conclude that there has been no creditable
performance worth recognising at the national or RBI
level? :

Strengthening the Learning System

Organizational learning is important for any service be it
for urban or rural areas. Its importance in rural banking
is enhanced because of greater variability and complexity in
rural environment. Some of the challenges that have toc be
faced in ‘9@s are:

5.1 Intra-organizational Learning

It is a general experience that the various monitoring
and evaluation studies done by the bank themselves have
very limited effect on modifying the operational poli-
cies. The result is that some of the findings brought
out in "7@= by ARDC or banks own studies can be located
even in the contemporary reports. There is no way that
& system can improve if consclidation of these lessons
does not take place periocdically. It is regrettable
that recent review of agriculture credit system in
{1989-28) preferred to rely on its own c=mall sample
zurveys rather than on hundreds of studies already done
by wvarious banks and NARARD. We strongly recommend
that an urgent consoclidation of the lessons brought out
by these studies be undertaken. An earlier attempt by
us in 1984 had shown that there was a tremendous rich-
26

]

ness in most of these studies.
.2 Learning at Inter—organizational Level

Various forum of coordination such as high level credit
committee {(HLCC, SLBC, DCC or state or district level
- review meetings (DLRM and HLRM)L generate extremely
relevant feedback as well as agenda for policy and

o — — —-——

The tradition of getting detailed assessment from <field
officers so that time response to the emerging environmental
challenges can be given, has also been abandoned in most of
the banks, Whichever banks tried to set up =pecial arrange-
ments for learning from clients such as farm clinics or
rural service volunteer scheme, have not tried to generate
feedback on the macro-policies through these attempts.
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procedural reform. However, no systematic attempt is
being made to analyse the minutes of these meetings

27
longitudinally or regionally. In the absence of
thig,analyeis sams  issues tend to get repeated vyear
after yvear leading to the loss of considerable creative

28
energy of the development officials and the bankers.
The comrdinating forum should not be used only for the
administrative coordination. .

It might be & good idea if each of the district officer
of MABARD summarises sector and theme—wise issues which
have been thrown up in the DLCC and VLCC during the
iast decade or so (BLCC minutes would only be available
for a few vyears). BRased on s=such compilation from
district and =state level review meetings special work-
shope may be organised to identify region specific
patterns in the articulation of problems and suggest
solutions, Perhaps the very act of pooling these
lessons together and acknowledging the merit of good
ideas generate tremendous motivation among the bank and
lower level officers. 1f some of these are implemented
even on experimental basis, the enthusiazm will know no
limits, Likewize as the analysis of the minutes at
high level consultative committee (HLCC) has shown very
cften the issues emerging in SLERC do not get put on the
HLECC agenda auvtomatically.

The Instituetion Bulilding requiresz strengthening the
decision making processes and reinvigorating channel of
communication. Creating new institutions and ignoring
the exieting ones will hardly help in facing the com-
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Indrajit thanna, 1989, "Credit Coordinating Mechanism: @A
Study of Committee at Centre, State, District and Block
Level”, part of IIM-A Praoject on Sustainable Development of
High Risk Environments.

We have come across examples through analysis of such
minutes for different districts and states which could
improve the efficiency of banking systems in rural areas as
well as in other sectors considerably. For example, a bank
officer had suggested the need for smaller size packs of
fertilizer easy to transport in hill areas way back in mid-
seventies. It took almost 15 years for the fertilizer
industry to identify this as an idea worth implementation,
Likewise at the state level many useful suggestions emerging
from district level meetings can be synthesized and analysed
so that decentralise response to different problems can be
identified through collective genius.
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plexity of HNineties.

fiz =uggested sarlier, the NGUOs and the scientists couid
also been invited to be the memberes of revienw meetings
at central, state and district level. A  starding
commities on science and technology and non-farm sector
could be added to the existing fowr committees on
agiricultwal y industry, sponsored programmnes and serv -
ite sector.

District Oriented Monitoring {(DOM)

Thiz was one of the most important inmnovations started
by NABARD some years agoa. The idea was to move  away
from schematic monitoring to areas specific monitoring
0 that inter-relationships between different s=chemes
satrictioned by NOBARD or otherwice could also be stud-
et Unfortunately while a good beginning was  made
very  aaon DOM reports hecame almost like routine i
cpection reports. The ides of using these repoarts  for
improving the worlbing of bamking system as  well

=
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inter-relationship of different schemes got lost. Iy
our  wiew this dis  an innovation which =still has a
future, In fact we would suggest that DOM  studies

should he periodically synthesiesed by bthe sconomic
vesear ot and planming  department of  the  banks  and
outside experts {as alregady being done to soame entent)
s that the lessons are not lost. Heserve Hank  snowdao
mars a point of taking an annual stock of the lecsons
learnt from various sub-systems for learning.

Learning to Limit Planning

Wer  hieve made repeated pless to review the courrent
policy thrust for plamming for all sectors,; and space-.
W:- have accepted mi»ed economic system for cur  colnior y
and recognised the futility of producing huge credit
plant documents {(which were never opened by any bDranch
inanager for any cperational decizion ever after  they
were bound and civculated)., bWould it not be useful 3¢
planning resowrces and energy was restricted only  for
those sectors and spaces which do not get served by the
market forces. Monitoring certain functions through
marbets  and thereby regulating specific patterns  of
allocation could be qgquite fruitful as has been the
fractice in case of selective credit controle. At the
zame  time recogniceing the pressure on the time of
cfficers and wvalidity of the principle of " bounded
rationality’ we should make more effective use ot the
planning skille and energy by restricting credit plan-
ning to strategic priority sectors and spaces. Opera -
tronally it would mean a basic rethinbking of the serv-
tce area concepts. Competition in the developed pock-
ets and allocation for the bachkward pockets sectors and
client groups should be the hallmark of future banking

_
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scenario in '9@8s. Excessive fears of multiple financ-
ing are unfounded as the experience of the borroweres
iliste prepared for deciding xllocation of write off

ameaartt has shown, It did not take a very long time for

the bamks to compile sweh lists and share the dinforma-
29

tion,. I our view it would be uszeful to get data

generated in the process of wite off entered in  the
district level computer system so that future esichange
of rnfarmation can be quicker and4dheed for no objection
certificate cenn be done away with., We &lso  suggest
that this data should be used to get credit density
maps  prepared iv each district so that banks can  use
trhese maps to identify the underbankel pockets. We had
L epared such o waps in 19880 taking in to accouwnt entive
credit dispersed 458,008 accounts) by all the branches
in all the wvillages of &« district. Maps showed that
while banks were wvery efficient in deciding which
regions and sectors not to finance they were qguite
inefficient in allocating credit to remaining regions
in  any systematic manner. bWe, therefore suggest that
investment in preparing these maps be made for improv:
ing, monitoring, coordinating and planning. The un-
banked pockets are invariably the high riek zones and
are also the pockets of maximum poverty. In "90s there
has to be & targeting of development policy in &
foucussed marmer .,

Recasting Linkage with Employment Programmes

We see no justification for allocation for IRDP or MNREF
ar  other employment programmes for the regions where
marhket wage rates are reasonably high., We should allow
market forces to trickle the benefits of development in
high growth regions. And cencentrate poverty allevia-
tion programmes in the regions where even minimum wage
rates are almost double of the actual wage rates,
This would reduce the pressure for mechanization by
making labour markets more efficient in high growth
¥ Ol On. At the same time it would also spur invest-
ment  in the backward pockets by retaining at least
those labouwrers who also own land but do not invest in
the same because of poor banking support or weak link-
wge  with employment programmes. The employment enti-
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tlement in these regions could enable the workers to
borrow against the instrument of entitlement and there-
by meet their consumption needs (particularly prior to
seasonal migration for grazing livestoack).

Disbursement is not development

Ranks have been reduced to almost a status of a treaswy of

- the government. BRBanks may be given internal targets derived

i the framework of limited planning ‘& mentioned above)
and draw upon government subesidies in the best possible way
without impairing the viability of the system. .Households
cannot be made viable if these institutional conduits become
X
non—-viable. Unfortunately, government and the banking
systems have taken too much of csatisfaction from just dis-
burzement as an end rather than as a means. Goverrmment has
burnt 1its fingers through Takavi loans, The corporations
set up for the welfare of Scheduled Casts ar specific wooou-
pationary groups such as orassware artisans o leather
workers bave also tuwrned out to be bad pay masters. There-
fore, the route of lending through these corporations does
not seem feasible unliess these corporations are run profes-—
cipnally and bankse appoint directors on their board. Neth-
ing would be gained if banks alsg lost theivr banking ainc-

Certification Authority with Rankers

Certificate by a Patweari or YW or DOO iz considered more
reliablie than certification by the manager of the bank
by-anch. Several seminars on banking have suggested that
branch managers with certain minimum experience could be
ootified as eligible for certifying certain kind of docu-
ments sa that the cost of borrowing by the people could be
reduced and at the same time bankers could take more respon-
zibility in the process.

Financing women in backward and other regions

In the 1light of high male emigration from hill areas and
di-ought prone areas banbks have to deal with women managed or
headed households. Unfortunately, while fixing guotas for
loans to women region specific peculation had not bheen kept
in mind. Role of women in development process is going to

3a.

The experience of dairy projects under Operation Flood ice
gquite instructive. Even though the very basis of Anand
pattern is the year long assurance of milk purchase at given
price, milk routes which were non-viable had been consist-
ently closed in most of the districts in the lean s=easan.
It would have been useful to use DPFARSIRDE subsidies to keeo
such routes viable s that markets could contribute to the
development of clients.



become more and more important in the nineties because of
the increazing economic stress. Studies have shown that
women participation in agriculture goes down with the in-
creasing level of development and vice-versa. Therefore, in
the present csociceconomic context it may be prudent to
girect the women oriented policies primarily to bachkward
regions, In  such cases condition of requiring male coa-
Xt

obligant will have to be relaxed. We, however , feel that
this suggestian has stil)l some relevance. We have to also
appreciate that title to land aften i= not in the name of
WOHRET . In any case availability of land recards has not
made any difference to the repayability of the loans. 1In so
far &=z the needs for records for ascertaining operational
holding ie concerned evervybody in the village knows every-
body ele=e’'s heldings.

7.8 BSetting up specialised institutions for rural banking

in the earlier section we have shown the need for consider-—
ing setting up a few new institutions for fulfilling specif-
tc needs. For instance; organiszation for market research
and  product design in non—faras sector, clearing house {for
banbkabkle technologies; venture capital support for  innova-
toeve  technologies such  as for ierbal medicine, aqgi oe-
processing, extraction of bro-chemicals from crop, fruit,
wegetabhle residues, hio—technology, development of herbal
non—tonic pesticides etc. The agriculture sector has to
become more specialized in some regions and diversified in
cthers.

Lack of cadre building in agriculture sector is reducing the
paossibility of developing specialicsed enpertise within the
time. In ihe process of decentralisation some of the impor-—
tant head @&ffice function such as nurturing innovative
professionals, identifying new areas for investment and
making specific arrangements for insulating certain  func-
tions from the mainstream organisational culture have been
wnderplayed in some banks., Likewise, training institutions
in  the banking system have emphasised more and more on  the
training of lower and middle level functicnaries. The
training of top level executives within and outside the
country has received rather & low priority. The influence
aof bilateral and multilateral institutions on policy initia-
tives has been increasing with not necessarily a positive

Canseqience.

We have suggested certain broad areas in which discussion on
improving viability, reducing overdues, reaching the rural
poor in disadvantaged regions in cost effective manner can
be pursued. We believe that any major departure from the

Al I & national seminar in 1985 the then Chairman of NABARD
had dismissed such a suggestion.



current institutional enclaves would require collective
thinking but individual initiatives. The environment for
encouraging excellence in qualitative terms has to be the
top priority in nineties. The achievement of Indian banking
cystem in guantitative terms has certainly surpassed every-
body "5 expectation. Challenge is to prove that Indian bank-
ing s=system has strength and resilience to overcome the
policy pressurez for conformity, compliance and standardisa-
tion in last two decades. Kebindling the competitive spir-—
it, reinforcement of the approach of limited planning for
the bypassed sectaors and reqgions, and reliance on market
instruments for the developed regions has to be the {focus
in futwe. Even in the current system some banks have
already shown the way by creating new institutiornal alterna-
tives for making banking system more efficient and effec-
tive.

If we have to bhelieve that recent write off is the first and
the last such attempt than bwdening poor with the loans
that they cannot repay cannct be justified. Capacity for
disburcsing small loans has to be created so that borvowers’
skill for absorbing larger loans can be enhanced. This
would require linking science and techrology with  banbkings
reducing  bankers’ and borrowers’ transaction costs  through
viable intermediaries be it the groups of borrowers, genuine
voluntary organisations or  independent corporati:ons o
cooperatives;y and generating scope for  transfer pricing
between developed and less developed enterprises, regions

.and sections of society.

Sustainable development of agriculture requires (a) extend-
ing the timeframe for appraising technologies, {(b) reducing
the chemical inputse and theitr cost so that the treadmill
effect in . the pest attack can be reduced, (c) recognition cf
the limite to which land or water can be mined and thus
generating respect for common properties, {d) accepting
bio-divereity as & necessary insurance for avoiding catas-
trophies and incorporating farming systems perspective for
improving viability and 6&5irab§@%ty of investment choices.

N v oovE ;.i
Ruwral banking in the Ninetfeél?éﬁdires balancing very diffi-
cult obhjectives of achigving ldﬁgfterm sustainable develop-
ment through short-term viabi¥ify of institutional channels,
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Studies have shown that rate of interest in informal market
are quite competitive in well endowed regions Hue to higher
competition among lenders, greater flocw of institutional
credit and public investments {(Gupta, 1984).
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