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FORMULATION OF DISTRICT CREDIT PLANS BY
- COMMERCTAL BANKS: SOME OBSERVAT IONS

UK Srivagtava

The lead bank scheme was introduced by the Reserve Bank of India
in December 1969, Under the scheme, various districts in the court xy
were allocated among all public sector banks and two private sector
banks. Thus a lead bank was designated for each district., The
allocations were made on the basis of eriteria like resource base of
the bank, geographical contiguity, and the desirability of having more
than one lead bank in each state as also each bank having lead

responsibility in more than one state.

The lead bank was supposed to ident ify through éurveys areas requiring
branch expansion to meet gapa; it was expected to seek the cooperat ion of
other banks operating in the district for 0pe;1ing branches as well as for
meeting credit needs., In the first phase, the lead banks conducted
impressionistic sﬁrveys of their districts with a view to identifying
centres for opening branches, 4s a result, rapid expansion in bank -
branches in ﬁhtivelj unbanked areas has taken Places In the second

Phase of the scheme, the lead banks have gone shead with the preparation

: : The author is indebted to his colleague Prof, C, Rangarajan for the
benefit of discussion on the content of this paper 7



of distriect credit plans for their digbricts i«rhfg.ch will form the bagis of
actlon plans of the flow of inktitutional credit for mecting credit needs
of the district,

This paper aims at an analysis of the process of preparation snd
contentg of district credit plans, and to suggest ways to strengthen

these plans eo that.they provide x meaningful bass for implement ing oredit

aschames,

Ereparation of Digtrict Crcdit Flang

" The dié‘brict credit plan is a development plan which can he taken up
for finencing by the financing ingtitutions operating in the district,
D'Mello has however, pointed out bwo major dlstinobions bobween & district
crédit plan and a district dévolopmant Plans o

"An Important distinction betweon a district development plan and a
district oredit is that whercas in the district development plan, location
of infra-gtructure and other facilities is decided on grounds such ag
population threshold, centro-place theory, growth centre concepts, folt-
needs of the people ete; in the eredit plan, need for those facilities %o
lmplement iInvestment and production programmes determines the location,
Another difforences between the two types of plans ig that whereas the
district development plan should go by the social cost and benefit
analysis, the eredit plan should necessarily go by the private cost and
‘benofit apalysis and, what is more, on the basis of cash inflovs and
outflows reflecting the private costs and bonefits, n#

“L.D'Mbllo, "Natwre and Mothodology of & Distrdct Gredit Credit Plemw,
Prejnan, Vol. IV, No. 17 J anuary~March 1975, pp. 77.
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Thus; a district credit plen is primdrily e dev'eiopﬁxent plan consisting
of only technicaﬂiy-feé.sible and economically viahle schemes which can be -
takon up for financing by the financial institutions operating in the district,
Since the plenning process is still not fully geared &t the district lewel,
the lead banks have to assess the resowrces aveilahle and potentisl for growth
in their disbtricts and prepare a credit plan for the district. The rescurce
endowment varies from district to digtrict and these cen be exploited for

development only if additions are made to infrastructure facilities which
is outside the control of lending institutions, Thus the credit plan has to
include technically feagible and economically viable schemes within the
existing or marginally strengthened framework of infragtructure facilities.
At best, infrastructure gaps can be identified inm the process of preparation
of a credlt plan and this would enable the goVeI‘ﬁn:ent to allocate funds for
such purposes. In this sense the development expenditure from budgetary
allocation for expansion of infrastruecture facilitics determines the broad
contours of economic de@lopmnt possible in a dighrict,

A credit plan usually contains some of the following information and
&nﬂysiﬁ

1. Based oa the data available from the government sources and other
Published materisls, the availability of nabtural rogources, cropping paterns
- and existing industrial devclopment are analysed. The agro-climstic soil |
~conditions, level of input use, and overall dovelopment of agriculbime are
discussed. | | o



2. The available data are also used to amalysc the past devclopment
and futuwre dcvel-opment prospects of various sectors in the distriet.

3. The developmont activities underteken by various othor agencisg
are also briefly discussed.

4, Gred:l.t roquiranents. arc estimé.ted and projected by using highly
simplificd methods, The credit Toquirements for agriculturel operations,
for example, are estimated by examining the existing cropping patterm and
malbiplying the acreage under cach crop by an éstimaﬁed eredit requirement
per hectare. Similarly, the eredit roquircments for dairy deveiopmnﬁ are
worked out as follows, First, the credit plen decidos tho munber of farmors
who will benofit from this loan distribution and how many cows or buffaloes
thoy will buy., Then, from the awerage price of animals, subsidy, if any,
is deducted and loan componcnt obfained. This amount is in turn miltiplied
bty the number of animals which the farmers are supposed to buy,

5. Gredit roquirements for each of the sub-gzectors (primary, secondary,
and tertiary) arc cstimated in exactly the same fashic: and consolidated
gbatements of credit rcguirements arc prepared for each of the sectors,

6. Based on these cstimates of credit requiraments on waction plant
is designed which, amoung othor things, projects thoe deposit mobilisation .
in the district (usually by trond method) and attempts a comparison of credit
requirements and deposit mobilisation, The action plan doscribes the
criteria onmwhich shares of various commercial banks in meeting the total
credit gap have boen decided. At tho end of the rcport, some credit schomos
are discussed briefly and the cconomics (mainly proforma of income statoment a)
of some of the major schomes that aro bto be takon up for financing is given,

A critical rovicw of six sclected distriet credit plans ig presentod in

Appendix 1.



Somo Ohgervations

whilo tho broad approach to tho proparation of district credit plang is
more or loss as dogeribod above, there is a wide variation in the quality of
plens prepercd by diffcrent banks, While al} digtrict crodit plans claim to -
nelude teciniically feasiblo and oconomidélly visble schomes, mly in somo
of thenm h_hife schome s bédn iﬁcludgd by taking cognizenco of factors which one
‘ghould eonsider; The Export Gropp on agriéui'&ural @odlt schames of
commoreial banks (Desal Committeo) appointed by the Reserve Bank has rocently
gumed up the deficiencies of various district credit plans as follows:

"In many District Credit Flans, as they arc prepared at present, there
1s hardly any discussion about the naturoc and source of data used, and
various agsumptions made In working out the economics of crodit schemea.
Similarly there is very little discussion on the nature of supportive
facilitics required to meke the cstimated net incremental incomes come true
-in the credit schemes, For a District Credit Plan to be a meaningful _
starting point in drawing up of sound credit schemes by the commercial banks
operating in the district, this lacupa should be removed. T the absence of
this, there s & real danger of the economics of credit schemes given in the
Digtrict Credit Fleng being mechanically followed in good faith by the
commercial banks,m#

Gne of the weakest points in many district credit plans is the link
between prodﬁction enhacement efforts aﬁd marketing output., The Desai
Comittee has made soms important suggestions for meeting the quality of
these plansg:

, %1, Each credit scheme should spell out the assumptions made in
working out the economle viability and repsyment schedules of loans. These
assumptions relate to such things as extra production, chenges in the
cropping pattem, increase in the intensity of cultivation, gestation period
allowed for the asset to generate the combemplated increass in net income,

* Beport of Export Group on Agrieultural Credit Schemeg of Commercisd
Bapks, Reserve Bank of India, April 1978, p. 51 (Mimeo)



additional cost, prices of output, ete. The rationale behind the assumptions
ghould also be discussed. This requirement will make the credit schemes
roalistic, It will also moke critical appraisal of schomes possible at the
smnctioning stage, and bring about meaningful supervision of credit schemes
&t tho implementation stage.

2. Each credit scheme should point. out the functional linkeges
between activity financed by the scheme and infrastructural support and
other complementary activities which have a bearing on the viability of the
schemes This would improve quality of the scheme, facilitics its critical
eppralsal at the sanctioning stage; and holp implemonting staff in the
gupervision of tho credit schome, It would lead to formulation of : ,
functionally integrated credit schemes for morc Bhen dne purpose as opposed
to single=purposec credit schemes which dominate at present,t##

Tho Desal Cormittec has also omphasiscd intensive training of branch
managers and agricultursl technicel field officors in formulating and
implementing agricultural credit schemcs, I formilating a specific
oredit scheme a major-odnEtiaint has:bddn inadequite shd uriveltsble datel
The Desal Committec has emphasised that the task of compiling district-wise

‘data of losn operation of oredit nstitubions and meking them availatle to
agencles involved in schome formilation should be entrusted to the regional
officel of RBI, Stabtc gowrnments are cxpected to issue appropriate
Ingtructions to district statistical officers, ground water departments,
and other rolevant departmont to provide data required by banks for

formulating erodit schemcea,

Since most of the district plans are now ready and suffer from the
sbove mentionod woslmoss, 1t is necessary to do furbhor work along the
lines suggested by the Desai Committee beforo action plans became meaningful,
Otherwise, it will be difficult to implement the district credit plan in the

‘present form,

+ - Boort of Zxport Group on Agriqultural Gredit Schomeg of Cammorclal

.&"Ek.ﬁ: OP. cit'-, PP. 54.-56



Appendix 4:
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Overvisy of the Anmalysis Conducted in 5ix Selected Credit Plans

:Analy

Credit Plan
tical \, and the
gad Bank

Content

Bijapur District
Syndicate Bank

Anantnag District
S5tate Bank of India

Vadodara District
Bank of Baroda

Mzthura District
Syndicate Bank

Pudukottal District
Indian Dverseas Sank

Varanasi District
Union Bank of Indi

4

1. Natural Resource
Inventory

2+ 1lnventory of
manpower with
different '
skills

Ty
LG

I &

Analysis based on
secondary data of
land utilisation
cropping pattern,
irvigatiaon, rain-
fall znd climate,
spll type agbc.;
very generall
sconomic prefils
of the distzict;
a8 brief review

of the develpp~
ment of varipus
sectors.

A very brisf mene
tion of the cla-
ssification of
workers in diff-

‘erent categories
‘an the basis of

the 1971 census
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years; u

Indepth studies af
sconomic, soil
climatic and agri-
cultural conditions
of three represen-
tative blocks; s
fairly good résour—
ces inventorys
separate considera-
Lion to an indus-
trisl bloek

Nil

of its v
like gre
prices,
1
Ir
and eoti

Oilo

Year

District profile
based on secondary
data and the Lead
Bank Report is
given; discussion
of @ very general
natures; soil and
agro~climatic
conditions, indus-=
trial sete~up, and
infrastructure

Nil, sxcept a
brief mention of
educat ion and
training faci-
lities

1958-59
1959-60
1960-61
1961 -62
1962-63

pressed

Same as the plan
prepared by
Syndicate Bank for
Bijapur District

fFour indepth studies

conducted at block
level to analyse
socio=-etonomic
conditions, small
surveys of the
remaining blocks
were alsp done;
analysis of phy—
siographic condi-
tions, infrastru-—
cture, development

. patantial astc. on

the basis of these
studies

Classificetion of Nil
wgrkers industroy-
wise but not skill-
wise; no indsepth
study or survey
[ el - 24 e = o= -

) ] o O IR ¥ ~t 1]
%""3 a4 .—4%-—4‘;- Hmd} I o}
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Indepth studiss
of 22 blocks warg
conducted to
acqguirs the basg=
1ine data on
physiocgraphic and
natural resource
position; the
mast satisfactory
approach of all
the six plans
analysed here

Information,
though collected,
has not been
analysed fully
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4.

Analysis of the
degrae of
development of
vatious sectors
to date and
identification
of key sectors

Estimatiaon of
cradit requirc-
ments by various
sectors

Almost no analysis. Indepth studies in

In the sconomic
profile of the
digtrict, there
is a very brief
tiscussion aof the
role of each
sector in the
dave lppmant of
the district bub
nothing seid
zbaut the sectors
witich have high
growth potential

for guary sybe
sector, approxi=-
mate credit need
per unit is
estimated (noth<
ing is said abput
how is this done)
and this is multi-

thraa blocks have
been used Lo anzlyss
the general state

of developmert of
variows sectors; key
sactors identified

More detailed and
lopical estimation
af cost of cultivae
tion, fertiliser
inputs, etc. made
in various parts
and used to
pstimate credit

plied by the number needs

of units to be
coverted under the
plan; highly sim-
plified and
unraliable

Fairly good analy=
sis of the present
state of develop-
ment in varipus
sectors; amphasis
ot industries as
is pbvious; key
sectors not iden-

tified; some indus-

tries have been
suggested having
deve lopnent poten-
tial but without

a skrong basis

No systematic
attempt to esti-
mate and project
demand for credits
the szttempt is to
st imate how much
the faromers or
industrislists
EEEE&Q demand
rather than will
demand

Same as the
Bijepur plan

Credit requirg-

ments per unit
have been worked

out more syste-
matically

Considers the deve-
lapment scheme under=
taken by other
agencies; chcoice of
bankable projects on
the basis of depth
studies and informal
discussions; No
attempt mada to
identify key sectors;
plecemeal appreach

Estimation of seg=-
toral credit require—~
ments game as in
other planss: a2stima«
tion methods ad hoc
and inadeguate

Developmental
needs identifiec
at the village
laval through
indepth studies
and consulta-
tions with
panchayats
growth centres
identified;
farmers caonsul-
ted freguently
for technical
information and
agricultural
practices to
prepare banke
zbla schemss

Method of ssti-
mation samz but
astimates likel
to be better .
tacause of tho
superior basoe
line data



5« Analysis and
recognition af
infrast ructural
and other cons~
traints on deve-
lopment and via-
bility of -bank~
abls prejects

Financial
feasibility
~enalysis of
Apportant

- bankable

' projects
and their
sansitivity
anezlysis

Be

Analysis of other
constraints to
development is -
entirely absent;
implicit in tho
qualitics is the
assumption that
cradit is thae
only bottlencck

girief, highly
gencralised
proforma incomoe
statements for
sopveral projects
presented; no
analysis of the
sensitivity of
profit to
changes in
product price
or cost com=-
ponenis

Uses information of
infrastructure and
development plans
prepared by governe
ment. agencios at the
district level while
sslecting bankablo
schemes

Proforma incems
statements similar
to the Bijapur plaen
prasented; choice
of projects is
more sensible and
based on indepth
studies; no sensi-
tivity analysis of
bankable projects

Brief discussion °
of infrastructure;
no mentiocn, reco-
gnition, or ana-
lysis of other
constraints; dis-
cussas develapmont
plans of other
agencies like
SFDOA, ITADP, otc.

No sound basis
for choice of
bankable projects;
proforma incems
statements for a
few projects;
demand for indus-
trisl product
considered for
feasibility analy-
sis projections
not madec

Implicit assump«~
tign that credit
is the only cone
straint; no dis-
cussion of oxist-
ing infrastructure
or prospects of
its daevelopment

Sams as in
ijapur El
Bijap ig an

Ja

-

Organizational reso=-
yrce constraint is
considerad; immodiate
infrastructure requirg~
ments for the imple-
mentation of plans
indicated

Proforma of income
statements presentcd
for a number of
bankable projects;
statements more
detailed and assump-
tions made explicit
so that statements
arc better quides

to fipancial
feasibility af
projacts

No special
affort needed
for this
boecause thao
indepth studizs
af all blocks;
development
schemes like
SFDA, etc.
discusscd

Proforma of
income state-
ments analysed;
more detzilsd
and liksly to
be more realise-
tic because
datas arc ro=
presentative
and more
accurate

Sourco:

District Credit Plans of rospoctivp districts,



