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DELIVERY DF CREDIT TO RURAL POCR

BeMMe Desal”

‘Summary

Four questions that are raised in this paper are:

{1) Why is it necessary to reserve formal credit for rural poor?
(2) 1Is credit a constraint on inereasing production and incomes of the
rural peor? (3) Is existing credit delivery conducive tc increasing
their incomes? And (4) uhat improvements are required to make this
delivary more effective in increasing their incomes? Answers to thess
guestions are proposed by abstracting out the real-world experiesnces in

India, Whersver possible empirical support is alsoc given,

For analyticéi convenience issues that may be examined for delivery
of credit can be classified into two categories. One, those that could
gét considered prior to sanctioning credit. And, two, thasa that could
ba considersd onéa cradit is sanctioned, for its disbursement. The

paper is restricted to the latter category of issues.

The fermal landers seem to have ouerémphasizad the "cash" form of
delivering and recovering credit. More importantly tﬁey sasm to have
overstressed the idea of providing this form of cradit "directly" to the
Parmerss. 1In this process, they have neglected integration of informal
cradit market with the formal one. Additionally, they seesm %o have
- accentuated the very forces which lead Eo "market imperfactinnsﬁ and

"conflict“'betmeen'priuaté and snciél objectives of the formal lsnding
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agencies, Indsad, solutions to ovsrcome these problems may be Pound in
increasing use of financial instruments like rediscounting of bills and
‘papers, and that of institutional and private egents for delivery and
tecovery of credit, In either case there is a clear need to provids for
ii) least time in delivering and rescovering credit, (ii) sufficiant
éﬁoice-in the terms and conditions at which credit in kind is made -
?wailable, and {1ii) sufficient choice in terms and conditions at which
‘marketing facilities arp made available to induce prompt and regular
loan repayments. This is because realising incomes and output increases
by the ;ural pcar entails not only access to credit but also to appro-
priate technology, inputs and commodity market facilities. Thus,
generating sffactive and afficient access to these Factors sﬁould form
the important cemponent in determining terms and conditions for deli&ering

and recovering credit from the rural poor,

1I

Ros tion Credit

A pricri, raservation of Formel credit for rural poor is justified
on at least fwo grounds. First, when the share of poor ﬁouseholds in the
available loanable funds is relatively small because of the imperfections
in the rural credit market (Krishna, 1978), Imperfections in this market
may arise due to, among other factors, socio=-political, institutional,
;and infrastructural factors, Saqcndly; reservation is nseded becauss of
. the conflict between private and social objectives of the Parmal lending

1iﬁ§ﬁi£utions. This argument runs somawhat as follauss
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If these institutions are left to themselves, then tﬁey would tend
. to lend relatively mors te the larger farmors to protect their costs Froﬁ
- pisinge A priori, they would expect both administrative costs and
‘default risk to be lawer in this euant1 zrbeaai, 1978 (a)_7; These costs
being financial gosts to those institutions, their financial viability
s expected to be better ensureds This is despite the fact that the
increasss in farm output may bo smaller when credit is concentrated‘uith
;uch farmers tather than with the poor ones.z Increases in farm output

- are howevar, not a financial benefit to the lending institutions, In
:ihei;Jcancern to fulfil their private objective they are therefore
FEqmpellsd to lend relatively less to the poor households. The net
Eenefits to the lending insﬁitutions in this case are expected to be
higher, although the net benefits to the socilety as a whols may be louer.3
‘Hence arises the conflict betwsen private and social objectives of thase
,institu#ionsu//hblicy instrumaﬁts of a wide variety are therefors usod
to compensate and thereby induce the lending insﬁitutions to fulfil

‘their social objective. For example, risk funds are given to these

.1The past experisnces about the default rate among different sized farms
are, havever, contrary to this a priori axpectatlon L Desat 1978(b)/

-2Even when increases in farm output are larger when credit is concentrated

“on lapge farmers tha net benefit to the society may be lower because such

‘socioty may attach much lower weight to the income increases that are
“roalatively sharcd more by the largs farmers,

;?In.the caleculus of social benefit coest analysis of these institutions the
. 4ncreases in output are considered a social benefit, The increases in
,admlnistratlus costs are considered a social cost, because they consume
‘nation's rosources. But increases in default rate is not a social cost
a8 they represent mere transfer paywments from one to anothsr. The net
benefit tec the socliety may be higher if credit is not concertrated with
-tha larger farmers, although the net benefits to the lending institu~
tiones could be lower in this event,
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institutions to provide a cover to the bad and doustful debts that may
arisa when they lénd to poorer households. Similarly, concessional
.rafinanca.facilitios and also a subsidy tc meet higher managerial costs
.are provided. These instruments are believed to aid reservation of

formal credit for the rural pooT.

Is Indian public policy guided by the "imperfect market" related
or the "conflict" related Justification for regervation of formal credit
for the rural poor? Answer seems to be that it is guided by both these

factors,

I11

t C nt o o tion

Is crodit a constraint to incfeasing poor households: ihcﬂmes and
output? Answer is both 'yes' and inb}. It is 'yes' in the senss that
delivering credit is a necessary condition to raising their output and
incomos. Hnwéuer, roalizing these increascs by such houscholds réquires
samething more than credit /Pantwala 19667, Accoss to profitable and
less risky technclogy, and also to modern inputs and pfoduct markets are
soma of the Gthér requirementa of these families /C.H.H, Rao 1970 aﬁd
'1976, Vyas 1968 and 1978, Nalior 1966, and Donald 1976_7; it is in this
‘sanaé the ansuwer is ‘nc', Hence daiiuaring crédit alone-is not a
éur?icient, although a necossary, condition to incraésing output and
incomes of thgsa familics, Indead inrthe absonce of tho accoss to

appropriate technology, modern inputs and product markets fulfilling



hecussary condition can rosult into a self‘-—dnfeating‘ procoss of immosow
risation ﬁf these families, This is bocause theoir liability to meet
ioan obligaficns increases withoﬁt incroascs in tholr incomas.  In such -
~conﬂiticn thoy somctimos borrow from informal londers br aven liqﬁidatu
‘the asssts they havo purchased from the formal eredit to repay these
losn obligations /~Desal and Varma 1978, R8I, 1975{a}/. Evidonce shouing
such ﬁutcamés are gasicr to find than thosc showing successful cutcomos
of delivoring credit, Tho latter type of evidonces are invariably

Pound when the access to other requirements is also met /Dosai and
- Naik 1971, Jodha 1974, Krishna 1978, Maitra 1978, Patil 197§7i Even
- among such ‘casas thefe hay oxist some uhich bagin to shos uncertainty
about the continuity of the initial increasas in uufput_and incomas
‘Z?échauri 1978, Maitra 1978, Kingra 19?§;ﬂ This is mainly becausc of
the weakening of the access to raquirsments other than credit, It is
:élso part;ylbecausa o lack of accoss to working capital credit, To
caneluda; délivmring cradit in isolation of other reqﬁiraments is sglf=
defagting to the vory objective of improv;ng tho ihcnmea of ths rurai
poor, This is particularly so wheh the informal lendors can relaﬁively
. easily meat the nther.rgquiremants for the lovel Df_taphnnlogy usad_by

such familios / Dosai 1976_/.

Has tho conschsus on thesc conclusions omerged in Irdia from its
recont oxporioncos of tho programmes like SFOA, MFAL, ote?  Answor scoms
to bo in the aPfirmativo /Pandey 1574, RAI 1975{(a), RBI 1976, Maitra 1978,
Unsai and Varma 1978, and Shah 1978/, 5imilar donsonsus is also Bmérging
from the experiencos in other doveloping countrics [Lelc 1976, Donald 1976,

Rdams and Tommy 1974, and Lipton 1971/
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Exist Crodit. A e

Tho foaturcs of oxisting cradit delivery in India aro now discussed .
for crop loans, consumption loans, torm loans for purchase of minor irrie
gation assets, and term loans for purchass of milch animals. Both the
cooporativos and QOﬁmercia% banksi delivery of credit for these purposes
would bo discussad, Nuraoﬁer, with a viow to judging how good is the
gccésa to credit and alss to othar‘raquiremcnts of the rural poor for
increasing their income features of the. delivery of cradit ¢an be
diacusaod with poference to (1) length of time taken to deliver credit
aftaz;tha sanction is decidod, (2) time at which it is rocoverod,

(3) forms and arrangemonts through which crodit is dolivérad,a and
.(&)‘fbrms and arrangements through which credit is rscovered. The
incantives that the first two variablcs would provide to tho borcowcrs
rtu increase their production and incomes ape too chvious to elaborate

hago,. Houever, the remaining two variables necd somc slucidation,

Credit being highly fungible it can be transformed into any use.
Honce the forms and arrangements for the dolivery of eredit should be
such that they improve the possibility of using credit for the p;rpuso
for uhiph it is giuen; More importéntly, tho terms and cnndétiuns
asgociatod with the various forms and arrangements by which credit is
delivored would determine the accoss to other inputs and servicos.  This
in turn would determine tho axtent of increasps in output and incomes of
tﬁe borrowcrss fMoreover, thcsa'fcrme.must be such that they do not

rosult into use of lot of timg in disbursing loans. What is stated about



the offects of forms in which crodit is given is also applicabls to the
offects of:the forms. and arrangemonts by which crodit is recovera&.
Recovery of credit through marketing of produce implics making available
‘an access to commodity markaﬁ. Similarly recovering credit in the form
of labour work sorvices implies providing an accoss to lébour mafkct.
Bqth of those are true for the forms in which informal lﬁndors recover
loans. Nonay-lénders' forms ‘of loan disbursement may ensurc use of
credit for intended purposcs. Their forms of credit recovery imply;
Prom the borrqwcrs' viewpoint, not only Flexibilify but also an assured
~access to marketing of output and even tb tho aﬁployment.ur.ratheﬁlwork

abpa&tunities’4 Zﬁésai 1976, Ghatak 1976, Wharton 1975, Hoppor 19617.

Bue to non-availability of data it is not possiblo tofquanﬁify the
effocts of the carlier mentioncd four variables. Howover, o;e ofton
hears about the delayé in disbufsément of loans, and also about the
unsuitable dates for repaymont pf 1oans.5 Hore_sorious prbblom i;.tho
inadéquacy of tho oxisiing forms and arrangements by which cradit is
bﬁth dolivered and recovered by tho lending institutions in India, To:

this we now turne

4 e commonly found bonded labour in rural arcas has its rocts in the
multiple function :gsystem of the informal londors. Their multie
functional rolo by way of providing credit, marketing and omploymont

or work opportunitics impliss that thorc is a ¢loar nood to recegnize
tho importance of multiple sorvices for strongthoning crodit programmos
aimed at rural dcvelopmant,  Among tho various scrvices and inputs
neodod the formal crodit agency including credit co-operatives unlike
the informal lendors would find complex diroctly crganize work or '

rathor cmployment opportunitics for the rural poore

_sThosc factors tngather with inadoguate superuisioh of crodit usc are
considered to have thoir boaring on divorsion and overducs of lcans

/R8I, 1975(b), Dosai and Rao 1978/



Loans for the carlior ﬁontioned four pﬁ:pnsos can bo dolivered in
tho form of cash or inputs/asscts/matorials or a cumbination of tho two,
Uhile crop_loans arc supplied in some coMbination of those two forms by
.bath cooﬁeratiua and commorcial bénks, tha consumption loans arae
'invariahly given in caéh by theose institutions cxcopt by‘thc grain gd-
oporatives. 'Tcrm lpans for purchaso of minor irrigation assots and that _
fur_déit}-animals aro also given in both theso forms, although the cagh
form.is‘porhgps more widoly proualcﬁt. Lack of'datarpracludo us from
'qaantifying tho proportions in which total crodit is daliueroq in cash
and kind forms by the two typus of 1nst1tutlnns. chuired data for this
aro roadlly availablu only for two years for crop—loans suppliod by COm
operatives. In 1974=75 they dolivorod ecrodit in kind to the oxtent of
about 23 porcent af.the total crop=loans advanced. Thp cerrosponding

proportion for 1973-~74 was only 10 percent.

Thc oxlating dovices of dolluerlng crop-loans in kind by tha
cummorcial banks, and those FDr term=loans in kind For tho purchasc of.
minor irr;gat;on assots and dairy animals by both cooperatives and

commercial banks can bo classified into the following threes

(a) rolmbursomcnt, against theo cash rccelpts, to tho borrnucrs
| for the prior cash paymonts made by them Fnr tho purchase
of inputs/materlals/assots,
(b) diroct’ paymontu to the dealors (oithcr in cash or by cheque)
wha sell thcaa lnputs/maturlals/assmts to the cllants
sanctioned creodit, e.g. dairy—animals-purchased.frum

gattle markct,
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{c) making_paymcnts through an agri-card6 or some such systom, to
tho doalers who aro appointed in advance to soll inputs to the

clients sanctioned creodit,

Considering the discussions in Soctions I and iII tho ranking of
praforances of both poor rural familics and that of tho londing insti-
tutions Por the throo types of existing dovices is hypoﬁhesized in
Tablo 1. Bua to non-availability of data on costs and beonefits associsted
with tho three devices, the hypothesized results could not be exmmined *
for their validation or othorwisc.

~Tablo 1  Hypothosized Ranking of Proferonces For

Altornative Devices of Dolivering Crodit
in Kind

Dovices Ranking by

Poor Familiss Lending Institutions

(a) Roimbursomont against cash -
' receipts to tho borrowors 3 s 1

{b) Making dircct payments to
the dealers whe soll to the
clicnts sanctioned credit 1 _ 2

(¢) Making payments through an
agri-card or some such systom
to the doalor appointed in
advance for the clients 2 3

6An agri-card ontitles the holdors to purchasc his scasonal rocurring
requiremonts from approved doalors on proscntation of tho card with
out any transaction in cash. _This systom has boon introduced by ong
of the nationaliscd banks in lndid. '
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Comparcd to the forms in which credit is dclivered, the formé
through which iﬁ is rocovered by the t@o types of agcncies arc highly
restrictive. In 197475 coopofatiues racouernd_c;op—lnans through
markoting of producec to the extont ﬁf about 12 pecrecent of their oute
outstanding loans, This percentago has not much changod sinco 1968-69
(Table 2). Simil;r data for commcreial banks are hot available, although
“all crop-luahs oxcept sﬁgarcano loans advanccd by them are rccduﬁred
ﬁnly in ¢aéh. Instancos of recovering term-loans given by these 5anks
for purchase of milch-—animals through ﬁilk cooperatives arc fairly
commons - In such instances also cffoctiveness and efficicncy of the
arrangements through which crodit is rocoverad very greatly. Partly
this éould be becausc the non= crodit institutions are not rewarded
for providing scrvices that aid recovery of loans jﬁéitra 1978,

Kingra 1 97&7.

 Tho oxisting forms of rocovering loans for thé earlier mentioned
four. purposes by the two types of lending agencics can also be

classificd as follows:

(a) Directly from the clicntsg

(b) Adjustod against tho sale procceds of tho clicnts
obtained from marketing oporations of the agency
itselfs for oxamplo, crcdit—cum—markotibg CODpO=
rative socioties rocovor loans by marketing tho
producos

(¢) Adjusted against.thc sale prococods of the clionts

obtained from tho assurcd marketing facilitios

provided by agoncics other than lending agencics.



Forms of Crop-Loans Advanced and Rocovercd

Tablo 2

by Primary Agricultural Cooporative Socictios

11

*Includos.modium—torm loans; broak up of Rs.3,65,000 not availablao,

NA = Not Availablo.

a

Indi

in India
(Amount in 000 Rupeos)
Total Amount Amount of | Amount of 3 as a G5 as a
Yoars.  Amount - Recoversed Loan - Loans of 2 % of 4
Recovered  Through Advancod Advancod
_ Markoting . in Kind
K 2 3 4 5 6 7
196162  34,30,750 NA 46,10,817 NA 4 . -
196869  42,09,679 4,48,014  52,19,27 NA 1048 -
1969-70  45,52,368 4,06,007  48,77,692 N 849 -
1970-T1  50,46,466 4,78,279  S1,93,377 N 19,8 =
197172 53,61,845 5,97,234 54,095,445 NA 1.7 -
197475  78,15,547 9,08,511  78,25,977 18,42,422 1.6 23,5
Sourcest Rescrve Bank of India, § i Stat

196162, and 1968=69 through
1974=75, Part I, Crodit Socictios,
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In Tablo 3, tho hypothaosized ranking of preforoncos for thoso

throo alternative devicos arc prosentod. Thoss hypothosized rosults

could alsoc not bo tested for their validity, becausc of -nonavailability

of data on costs and bencfits associatod with thesc altornative devices,

Howover, rosults presented in both Table 1 and 3 show lack of

B S
synchrenization in the preoferences of lenders and borrovers.

Table 3

Hypothesized Ranking of Proferences
For Altcrnative Devices For Rocovery

of Loans

" Devices

Ranking by -

Poor Familics

(a)

(b)

(e)

Dircctly from tho clicnts

. Adjustcd against the salo

precocds of the clionts of
the clients obtainod from
the markecting opcrations

~ of the londing agoney itsclf

Ad justod against tho salc
procecds of the clionts of
the clionts obtainod fzom
tho assurcd markoting
facilitics provided hy
othgr agoncics

Lending Institutions

» 2 .

Before uo'conciudo, the above discusscd hypothesizod rankings

could be further refined if accurate information can bo obtained on

(1) time takon in delivoring and rocovoring leoans (il) extont of chaico
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~,4n tho torms and conditions including soloction of various inputs and
tho unit cost of acquiring them by way of loans, and (1ii) extont of
choice in tho torms and conditions including prices at which markoting
facilitics arc mada available to induce promﬁt and rogular ropaymont of
inans. The rqsults intended bohind delivering erodit in kind and
rocovaring it fhfough markeoting sorvicos will not arisc, if these three
factoré érc not adcquatély considercds Limitations that arisc from such
inadoquacics arc oftcn roported to have inhibited the g:owth in incomos
and oﬁ%put of the smallor farmers, Indoed, therefore, thesc throo
factors constitutc tho major diroctions in which dolivery of formal

cradit noods to be improvod.

Y

Congluysions

h To\concludo; the formal londors coom to have overcmphasized tho
"Cash" form of delivering and rocovoring crodit. Morc importantly thoy
soem to have ovorstrossed the idea of providing this form of orodit
"diroctly"™ to the Parmers. In this prdcéss, thoy have noglectod
intogration of informal crodit market with the formal onc. Additionally,
- thoy scom to have accentuated the very forcos which load to "market
iﬁperf&ctions“ and "conflict" botwaen private aﬁd social objcctivos of
the formal lending agenciocs. Indeed, sclutions to ovorcome these
problems may be found in increasing usc of financial instruments like

rodiscounting of bills and papors, and that of institutional and private
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agents for delivery and Tocovery of credit. In either case thore is a
clear need to provide for (i) least time in-dalivering and recovering
credit, (ii) sufficient choice in the torms and.conditions at which
credit in kind is made available, and (iii) sufficiont choics in topms
and conditiané at which marketing Fabilitias are made available to
induce prompt and regular logn repayments, This is because realising
incomes and output incresses by the rural poof entails not only access
to credit but also to appropriate technolegy, inputs and commodity
market facilities. Thus, generating offective and aefficient access to
those factors should form the important component in determining terms

and conditions for delivering and recovering credit from the rural poor,
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