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Freparation and Implementation of Credit Flans
at District Level

I.Introduction

Under the multil agency approach to rural credit Lead Bank Scheme
(LES) was introduced 1n December 19689 on the recommendations ot
the Study Group set up by the National Credit Councal and the
Committee Df.Bankers.The emphasis under LES 1s to make banks an
important instrument of local development by entrusting
individual lead bank with the responsibility to find growth
centres, assess deposit potential, identify credit gaps and
evolve a co-ordinated programme of credit deployment 1n  the

district in consultation with other credit agencies.

The lead banks are to prepare comprehensive credit plans(DCFs)
for 1ntegrated development of the districts,. As such & DCF 1s &
bBlueprint of action by the financial i1nstitutions for bringing
about an overall development of the district. The main purpose
of the district credit planning is to identify and arrange to
implesent & set ot integrated schemes that can be financed by
banks and cother financial institutions. It is not only to faill
the credit gap but also to fully exploit the forward and backward
linkages in the allocation of credit funds. In the formulation of
DCFs the concept of participative planning 1s 1introduced by
involving the develaopmental agencies.District Consultative
Committées wetre formed 1n eech district to promote effacaient
implementation and coordination between financial, developmental

and administrative agenciles. It consists of the distract



collector (chairman), i.ead Eank Officer (convenor) ,

representatives from commercial banks, cooperative bank s,
Regional Rural Eanks, term lending financial institutions and
developmental agencies 1n the fields of agriculture, small scale

indust}ies etc, besides the concerned district level departmental
heads of the state government. In the meetings of DCCs views and
information about lending to the priority sectors are discussed,
bankable schepes are lidentaified and methods of financing them 1in

a-cooerdinated manner are evolwved,.

So far three rounds of DCFs have been prepared and the fourth ic
being formulated for the remaining perind of seventh five vear
plan i.e. 1988-~%90. The first round of DCF was beset with lot of
problems. It lacked uniformity. focus and thrust armd failed te
align with the development plans. To correct this anomaly REI has
laid down deteailed guidelines especlally with respect to the
estimation of outlay on account of 1) crop loans, 11) term loang
and 1ii} working capital fimance. #fs such the second and third
round of DCFs are much better than the first round of DCHs.
However, all 1s not right with these DCFs. Froblems are faced in
their preparation as well as in their implementation which are
the focus of this paper. Various rounds of DCFs for selected
districts are analysed. The objective is to identify the 1ssues
relating to preparation and implementation of the DCFs. The 1idea
is to make the DCFs a more effective instrument of development.
For the purpose three districts Madurai in Tamilnadu Jind ain
Haryana and West Godavari in Andhra Fradesh are considered. All

the three districts belonged to agriculturally developed states.
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1l.Freparation of DCFs

Freparation of DCPe involves assessing recsource potential,
estimating the credit requirements for various sectors and sub

sectors and allocation of targets to the benks operating in  the

district.

A.Estimation of resource potential:

To assess the resource potential net likely accretion in
debasits, likely repayment of loans and refinance from NABARD
and IDEI are computed. Share money collection by the cooperatives
is also taken into account. It may be mentioned that no standard
scientific method was used in arriving at these estimates. The
incremental deposits for the third round DCFs were darbitrarily
assumed at 19 per cent and 10 per cent over the 1987 levels
respectively for Madurai and Jind districts. Recovery was assumed
at 50 and &0 per cent tor commercial and cooperative banks
respectively in Madurail distraict. The corresponding tigures tor
Jind districts were 20  and &0 per cent. The estimate +for
refinance from NAERARD and IDBI was made from the physical
targets of theair programmes/activities, scale of finance, margins
tor banks and borrowers etc. This component was of course
tomputed more systematically. 7The accretion in deposits was
further adjusted for statutory reserve reguirements to work out
the net availability. However, the basic flaw of arbitrary growth

remains.

B.Estimetion of credit regquirements:

For estimataing the credit requirements cof various cectors and



subsectors the lead bank collects information trom various
sources. The environmental and ecological data are collected from
published sources. Various departments and banks in the distraict
submit their programme for the period concerned. For example
information 1s obtained 1trom the departments of agriculture,
animal husbandry, horticulture, sericulture, etc on activities to
be finmanced. For schemataic lending under IRDF information is
obtained from the District Rural Development Agency(DRDA}. Once
thé programme from various departments and agenciles are obtairned
the next step is working out the credit requirements for the

various sectors and subsectors.

The Standing Committee forms sub-committees for various ‘schemes
to work out the unit cost. JThese sub~-committees consist of
technical experts fram government departments and bank officials.
With the help of these norme the financial requirements for
different activities are computed. The lead bank works out credit
gap for each activity based on the finarcial regulirements and
likely generation of own funds by the people engaged in the
activities. This credit gap need to be financed by the financial

institutions located in the district.

C.Allocation pof loan funds:

After estimating credit gaps for various sectors and sub-sectors
targets are allotted to Q1fferent banks operating in the district
ir consultation with the concerned district coordinators. The
district coordinator in  turn reallocates the targets under

difterent schemes to the branches of his bank. The main criteria



for allocating the targets for a bank is its branch network and
the past perfomance. Little attention is given to tHe location of
its branches and their business potential. There is no fixed norm
to appoint a district coordinator. Some banks nominate their
rural development officers. some others their accountante and

still others their managers as district coordinator.

One of the objective of planning 1s to judiciously allocate the
limited 1locan ‘funds among the activities such that integrated
devélopment takes place and 1ts pace 1s accelerated through
backward and forward linkages. However, seemingly these aspects
are ignored. It 1is quite clear from Table 1. It shows that
agricultural inputs system (AIS) is altogether neglected. Only 1in
Madurai district a marginal allocation 1s made under this head.
Similarly agricultural marketing and processing (AMFS) did not
get due. emphacsis. In fact marketing per se was neglected
excepting marginal allocation were made in  Madurai distraict.
Agro—industries were included but allocation under this head was
low. Thus basically it was financing of production system(AFS ).
Here again only 1in Madurai district allocations to allied
activities were significantly high. Among the farm finance

activities crop loans received a major share. Machinery got
significant allocations in Jind district and also in West
Bodavari. Irrigation was 1mportant in the lean portfolic in Jind

district.

The a&above analysis indicates that backward and forward linkages

did not get importance 1n credit allocation in three rounds ot



DCFs. Though allied activities were financed their share in the
allocation was low except 1n Madura: district. The low allocation
to irrigation meant little addltlon to potential. Similarly low
allocation to machaimery in southern states implied less efficient
agriculture in these areas. Thus the objective of integrated

development through financing seemed lost i1n the process.

Table 1 : Allocation (%) to different sectors in the three distric

Sectors ' Jind W.Godavari Madurai
district district district
1.Crop loans ) 42.3 bb. b 41.5
2.Irrigation 2.2 2.8 0.9
Z.Machinery 20.9 7.6 0.7
4.Flough Animals - 0.7 .2
S.Land development -— 0.1 0.2
&B8.9 77.8 44,5
l.Froduction activities 2.7 &.8 17.5
Z2.5ervicing activities 0.4 0.6 1.8
&.1 7.4 19.3
l.Agro industries .1 6.0 .4
Z2.Marketing etc - - 0.6
Z.Bullock carts 1.4 1.7 1.6
4.5 7.7 9.6

Fertilizer & pesticide
distribution - -= G.5

Non—agricultural 20.0 7.1 0.1

IIl.Ilmplementation of DCFs

A.Delegation of responsibilities

The 1implementation of DCFs are primarily carried out by the



participating bank branches in their respective areas of
operation for schematic lending primarily for medium term credit.
The cooperatives provide short‘term credit through FACS and long
term credit through land banks for the entire district. As such
there 1s bhardly any competition among thesze instaitution for
lending. However competition does exist in the mobilaization of
savings between the cooperatives and commercial banks and among
the commercial banks gperating in the area as no boundaries are
prescribed fa} this function. AsS a result the commercial bant
branches were more concerned with meeting the targets in deposit
mobilization and ignore the credit function. this many a times
had led to misidentification of borrowers and incorrect appraisal
of their credit needs and default was the natural consequence.

The default in Jind district was as high as 81 per cth for some

bank branches in 1984-85.

As mertioned earlier the district coordinator allocates target to
different branches of his bank in the district primarily on the
basis of past performance. Very little thought 1s given to the
potential. As such many a time targets are either not achieved or
Surpassed disproportionately. This could be a retlection on the
wildness of estimates either because of unscientific methodology
used or disproportionate efforts put 1n by the field staftt for
different types of loans. The former seemed more plausible.
However , some evidence of the latter was alsc available. For
instance Qllocations were made for fertilizer trade and marteting
of {fruits and vegetables in the third round of DCF for Maduraa

district, but the disbursement was nil.



Though the integrated financing was emphasised under the
objective of DCFs 1n practice it was almost absent. The
commercial banks wereiencouraged to finance working capital needs
of the farmers but their advaacea 1n this regard were negligible.
Some of the branches did not advance crop -loans at all,

especially in Madura:i: district.

B.Monitoring and follow up

Monitoring of lending programmes is carried out at different
levels., At b}anch level under the Scheme Oriented Monitoring
information on schemes being financed is compiled in the back up
register maintained at branch level. Information on the on going
schemes is submitted to NABARD in three statements: quarterly,
half yearly and yearly returns. These returns are also submitted
to the Regional Offices of the respective banks. Though sSome bank
branches in  the selected districts send these returns on a
regular basis others were more irregular. Information on
achievement of +targets and difficulties experienced in the
implementation of various schemes. Such information is discussed
under review meetings of the DCCs for taking corrective actions
and follow up. Though performance budgeting is followed upto
branch lavel branches were only nominally involved 1in the
planning process. As such even at DCC level neither the reporting
0f their problems was branch specific nor were the actions

recommended precise for them and hence many a time the messages

were misinterpreted.

Under the District Oriented Monitorang studies were carried out



by WNABARD teams for individual districts every alternate vyear,
These cover all types of schemes under implementation. The
reports  of DUOM team .were discUussed in the DCL meetings. Various
other issues and Rroblems discussed 1n the DCC meetings range
from general operationel norms  to problems confronted by
ingdividual branches. In cne of the DCC meting the range of issues

included review of progress, sctions recommended in the earlier

meetings, monitoring of IRDF, crop loans by commercial banks,
modirfication ‘'in  the ccale of finance for crop loans, issues
raised in  the DOM study, advances to public distraibution
agenciles, etc. The actions recommended included issuing of loan

Pass boaoks to the existing and new IRDP beneficiaries and
collection of information on IRDF beneficiaries, increased crop
loan financing by banks, having cloce liasion between éénks and
agricultural department in regard to crop loans, and actions ain
relation to i1ssues raised under DOM study. In a way both S0OM and
DOM  related information and data were discussed at the district
level. However, inspite of all this, 1t 15 felt that the actions
takern at branch level] were nat 1o line with the recommendations
and often the same guestions were raised and identical answers

were repeated by various district representatives of the banks.

IV.Some Achievements

table 2 gives the achievemerts under second and third rounds of
DCFs  for the three districts, It reveals ihat the achievements
were dlsproportlmnately high for all sectors in Jdind distract
for asgriculture and allied activities 1in Madurai district and for

cther than agriculture in West Godavari dietrict, .Elsewhere the
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achievements over 80 per cent. It implied incorrect estimation of
credit gap for ditferent sectors. Within agriculture and allied
activities the achievements were less than the stipulated levels
in Madural district under investment in equipment and other 1items
in 1981 and nonproduction allied activities in 1985%(Table %) the
achievements for no—agricultural sectors was less than adeguate
for both the AAFs. In case o©of Jind district, however, the
achievements under AAF 1981 was disproportionately high across

the sectors and under different heads under agriculture.

Table 2: Sectorwise Achievements Under Second/Third Round of DCFs
(Rs. lakhs)
Sectors Jind district West Godavari Madurai district
district
(Second Round} {Second Round) {(Third Round)
I Agriculture
& allied A1 (1B7) 10908 (87) 17427 (166)

activities

Il Imndustries 814 (Z4g) 2158 (200} 2406 (B4
I11 Others &77 (231 D62 (L187) SO (B1)
Total 4512 (206) 13626 (98) 222872 (1Z2.3)

Figures in the parenthesis i1ndicate achievement as percentage of
targets

Table 2 gives the sectorwise summary of achaevement for Jind and
Madurai districts. It shows that the overall performance 1in
credit disbursement under the DCF is good for all sectors.

However, in relative terms the achievements are lower for small

scale 1ndustries and 1IRUF finmancing. In other words, the two
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Table Z: Achievement Under Third Round of DCFs for Jdind and Madura

Districts
(Rs. lakhs)

Sectors Jind distract Madurai dastrict

{DCF 1982-83) ARF 1987 ARF 1984 AAF 1990

A.Agriculture &

Allied 4800(193) 4&8&%146) 6%H15(217) 403 {(100)

activities

E.5mall scale

industries SO7 (1025 474 (13Z0) 726(193) B814¢
C.0ther sectors RR2{177) S88( 88) 1160(209) 8682 (
Total 5897 (178) 5746(135) 8411(Z14) J999(
iRDF IPL(107) - o5 594
Total Weaker
sections ——- - 3673 323
Recovery Ferformance(%) 1982-8= 198384 15984-85
A.Agriculture &
Allied &7 o2 47 53
activities ‘ .

E.Smallscale

industries 45 21 41 T
C.0ther sectors &7 46 a0 4B
Overall bé 49 47 S0

Figures in the paaarenthesis indicate per cent achievements of target

important aspects of forward linkages and equity are less
emphasized. In Madurai district the achievements are less
emphasired. In Madurai district the achievements are equally good
for 19684 and 1984 but are low for 1989, especially for other than
agriculture and allied activities. GSimilar are the achievements
under weaker sections fimancing. Just like credit disbursement,
recovery 15 relatively better 1n Jind daistract. It 15 relatively

poor for small scale industries. In FMadurai district though the
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recovery marginally improved during the third round 1n case of

small scale industries it remained low.

The figures for the sector as a whole do not indicate what 1s .
happening within the sector. 1In order to know that the various
sub-systems of a particular sector got sufficient share 1n order
to develop both éhe forward and backward linkages for the overall
development pf the district we ve taken the agricultural systern
afd non—-agricultural system. Agricultural system consists of
three subsystems: AIS, AFS and AMFS. AFS is divided 1into a)
production i.e, crop loans, b) investment consisting of
irrigation, machlneries etc. c) allied activities which is sut
divided into 1) productive activities like dairy, sheep: piggery

etc and ii) non— productive like gobar gas plants etc.

In the three districts no credit was disbursed to AlS (seed,
fertilizers, pesticide, etc). There may be few input dealers
operating with cash credit limits. 1t however ,does not i1ndicate
any conscious effort to develop the system. Likewise AMFS
received no cred:it support under the DCFs for the three
districts. In West Godavari district 1n the second round of DCF.
Crop loan recorded achievements of 57 per cent of the target. In
case of eqgquipments like tractors, threshers, carts, etc the
achievements were 14% per cent and for agro processing |
industries like rice milling, o1l extraction, flour mills the}

achievements were 454 per cent of the target. (Table 4)



Table 4: Achievements Under Different Fortfolios

(Rs.lakhs)
Sectors Madurai district Jind West Godavari
' district district
AAP 1981 AAF 1985 AARF 1982 DCF (1980-82)
A.Agri System ..
l1.Input Supply - ' - —-= -
2.Prod System
a)Crop loan 2769(210) IP3P(164) 1221(141) 2133(87)
b) Investment
i) Irrigation. 14(175) 375(120) BO(145) 110(52)
ii)Equipments 43( 58) 229(120) 403(171) 708(143)
iii) Others 209( 77) 800(189) 71(296) 113({ Bs)
c)Allied
activities
1)FProduction 992(113%) 83I%( 99) 132(128) IX2( 81)
ii)Non—production --- 30( 37) —— 1
S.Marketing &
Frocessing —— - - 1613(456)
B.Non-agricultural
System F3I1( Bb6) 28479 53) 463(138) 676(226)
All Sectors 4564 (100) 8711(100) 2370(100) 568B6(100)

Among the branches of commercial banks_in the selected districts
the achievements vcaried widely.While somebranches far exceeded
their target some lagged behind (Table 3). Even within the
sector there is lot of variation with regard to achiévements

aMmong various loan portfolios.
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Table 3: Sectorwise & Bankwise Achievements Under Second Round of D(
for Jind District. (Re. Lakhs)
Bankg Agricul ture 581 Others Total
FNEB S67(280) 173(282) 64(110) BO&6 (250
SEOF 119( 88) B2(200) 112(238) 314(140
CHI 29( 59) 49 (221) 19(100) ?7(107;
NEI 27( 87) S(°23) 2( 47) 41(¢( 57
DEC 113(332 70(368) 30(158) 213 (300
SE1 260(510) F( 47) 74(255) 342(349,
UCO BANK 18(112) @( 1) 1( 30) 19( 79)
BO1 240(960) 33(183) bE(733) 3IP(652)
COo-0OF &
FLDES 1947(158) F1¢( ) 302¢ ) 2340(190)
e ey g o . e o B Bt e o e s A e e e
Total 3321(187) 314 (248) &677(332) 4511(206)
@ less than 0.5
Source: Punjab National Bank, District Credit Plan(1983-85),Jind

Haryana
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A. Estimates of credit gap

The disprqportionate achievement of target is a clear indication
of inaccurarte estimate of credit gap. Apparently the methodology
formulated is simple and appropriate. However, there may be
problems related ta reliability of data and assumptions made on
productivity of loan funds, acceptance of schemes by people, unit
cost etc may be unrealistic.Furthermore the data supplied by the
developmental, agencies may be incomplete. It may be desirable
that the lead banks should use the information supplied by the
developmental agencies on planned targets as guide and assess the
credit gap on the basis of the potential with respect to
identified activities. It is stressed that the lead banks should
maintain the base line data which should be updated and revisead

rs

for successive DCFs. 1t would facilitate correct estimation of

credit gap.

E. Estimation of loanble funds

1t may be pointed out that except for refinance, other components
of resource availability are arbitrarily assumed. For instance
recovery 1s assumed at certain levels, depaosits are increased b
some percentage etc. A more scientific approach using potentia.
savings, income generation from a~sets created with loan use, etc

may be considered for precise estimates.

C. Allocation ot loanable funds

1. Allocation of loanable funds are made for different activities
and for different banks. the individual banks reallocate their

targets among their branches. It was found that these allocations
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were made purely on the basis of development programmes and
number  of branches of the bank but not on the the basis of
potential for credit absorpéion or credit requirements in the
command areas of the bank branches. Even the reallocations of
target by acommercial banks to its branches by the district
coordinator were similarly decided. As such the allocations were
- either inadequate or excessive. Sometimes reallocations are made
on the request of the branch managers. In the final analysis some
needy are left unserved or overfinancing and indiscriminate
financing would be the consequence. Thus the objective of
judicious allocation is nullified. It is therefore suggested that
allocations may be made to individual branches at lead bank level

on the basis of their potential for credit disbursement for

different activities.

2. Equity and efficiency are two conflicting objectives of formal
credit. Since the developmental agencies would be mare inclined
towards equity objective, it could be over emphasised leading to
high lending costs and increased default as viability criteria is
violated. It is therefore essential to strike at a balance in the
allocation such that it serves the identified population and at

the sametime the system remains stable.

3. Developing and exploiting backward and forward linkages is
significant for integrated development of the district. In the

successive DCPs this aspect is grossly neglected and allocations
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are- highly concentarated for the production subsystem, Even
within the production subsystem, a major proportion of allocation
was for crop loans. ‘At some piaces allied production activities
were given increased importance. Similarly at some place
irrigation investment got significant share while at other places
machinery was an importanat item financed. In other words
emphasis at these places was shifting from only exploting the
potential te also increasing the potential and increasing
efficiency re;pectively.lt is suggested that activity mix

financed should develop/ exploit linkages and generate potential

and achieve efficiency in Production.

4., Infrastructure development is Crucial for efficient ’use of
capital and credit at individual level. Development finance must
facilitate their development. Examples could be road transport,
storage, procesing, electrification, market yards etc. In other

words inmportance of indirect fimance should be duly recongnised.

D. Coordination

One main objective of lead bank scheme is to ensure effective
coordination not only among the financial institutions but alsc
between financial and developmental and administrative agencies,
The objective is carried through DCCs/BCCs at district and block
levels., Some important isues related to coordination are discuse

below.

l. It is reported that the lead bank offices do not get adequate

17



response to its requests for information from the Participating
financial and nonfinancial agencies. This was evident from an
appraoching through lead bank'office for certain data on credit
programmes of some bank branches. The branch managers did not
oblige us with the regusite informatiop even after our repeated

visits and requests through LBQ.
2. At the branch level it was reported that the targets are

imposed on them. They were not involved in the Credit planning.

Nor their feedback was valued accordingly.

3. The district coordinators, a link between the lead bank and

4. Though the wide range of issues regarding implementation of
tredit programmes in the area are discussed repeatedly in the
DCC/ECC meetings, little follow up action was reported. While
lead banks have no statutory control on banks/branches,
developmental agencies participate only upto disbursement of
loans. In other words delegation of roles is defective for

effective coordination,

E. Monitoring and Control

1. While information under scheme oriented monitoring is
submitted to NABARD and regional offices of the concerned banks

by individual branches, in many cases they are more irregular,

is



Also the information reported sometimes is based on hearsay
rather than on actual varification. As such the reported success

is not real as is reflected from the detoriating recovery.

2. The district coordinators allocate and reallocate targets
among thier branches. But the achievements are reported for all
the branches of a bank collectively. As such monitoriung at

branch level is left entirely to the individual banks and lead

‘banks had no linkages at branch level.

3. Monitoring is considered the function of finsncial agencies
alone and developmental agencies are beleived to have no role
beyond disbursement of loans. Thus many & time had led to

4

default because of misidentification.

4. At branch level both technical and nontechnical staff were
reported to be inadequate. It had 1led to problems of
misidentification, incorrect appraisal and poor follow up adding
to default. Lack of proper training was also responsible for poor

appraisal and hence increased default.

19



