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CHAPTER 1

INTRODUCTION

Ths Context

i
The in form al c re d it  markets (ICMa) have been dominating the 

c r e d it  tran sac tio n s  in  the developing co u n tr ie s , e sp e c ia lly  in  th e ir  

ru ra l a reas . At the beginning o f the f i f t i e s ,  the in form al c re d it  

agencies, p ro fess io n a l and non-professional moneylenders, accounted 

fo r over 90 percent o f the to ta l debt outstanding aga inst a l l  ru ra l 

households in  In d ia . I t  i s  true  th a t s in ce  then the volume of c re d it  

from the formal sec to r - government, cooperatives and commercial banks - 

has m u lt ip lied  s e ve ra l fo ld , thereby reducing the share of the in form al 

s e c to r . However, thanks to a high degree o f in e q u ity  in  the d is t r ib u ­

t io n  o f c r e d it  from the formal s e c to r , la rg e  sectio n s  of the ru ra l 

households continue to lean  h e a v ily  on the in form al c re d it  agencies.

Easy access, minimum procedural fo rm a lit ie s ,  prompt d isb u rsa l, f le x ib i-  

b i l i t y  in  the terms and cond itions l i k e  s e c u r ity  and repayment, persona­

l is e d  nature o f c re d it  tran sac tio n s , e tc . are some o f the reasons c ited  

by the ru ra l households fo r approaching the lo c a l  in form al c re d it  agencies. 

On the other hand, the cost of such c re d it  i s  w id e ly  acknowledged to be 

unduly h igh: high ra te  of in te r e s t ,  o ften  lead ing  to debt bondage or 

fo r fe itu r e  o f c o l la t e r a ls ,  and other forms o f e x p lo ita t io n  uthere c re d it  

i s  lin ked  uiith other tra n sac tio n s . Given the c ru c ia l  ro le  o f c re d it  in  

a g r ic u ltu r a l transform ation  and ru ra l economic growth, and the continued
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dependence o f a la rg e  proportion o f ru ra l households on the in form al 

c r e d it  agencies., d esp ite  the en try  of formal c re d it  in s t itu t io n s  in to  

ru ra l  areas and in tro d u ctio n  o f se ve ra l government sponsored ru ra l c re d it  

programmes, an indepth study of the ICMs assumes added s ig n if ic a n c e .

1.2 Ob.lectives of the Study

Desp ite  g ig a n tic  e f fo r ts  in  the c o lle c t io n  of data on d if fe re n t  

dimensions of r u ra l c re d it  through se ve ra l rounds o f A l l  In d ia  Debt and 

Investment Surveys conducted by the Reserve Bank o f In d ia , in form ation  

on seve ra l aspects o f the ICMs i s  not re a d ily  a v a ila b le .  There are wide 

data gaps; nor have a l l  a v a ila b le  data been subjected  to  meaningful an a lys is  

uiith the re lo van t p e rsp ec tive s . As a r e s u lt ,  some c ru c ia l  aspects of the 

ICMs continue to remain in  the dark . The o b je c tiv e s  of the present study 

a re ; ( i )  To assess the share of the in form al lenders in  the to ta l c re d it  

flou/s to  ru ra l  households; ( i i )  to analyse the s tru c tu re  of the in form al 

se c to r ; ( i i i )  to examine the le v e l  of in te re s t  r a te s ,  and the fa c to rs  under­

ly in g  i t s  form ulation  and to decompose i t s  components; ( i v )  to assess the 

ro le  of ICMs in  o ther areas than loan tran saction s  such as domestic resource 

m o b ilis a t io n , th e ir  a l lo c a t io n , equ ity  im pact, e tc ; and (v )  to f i l l  the data 

gaps on the s a l ie n t  featu res of the ICMs, gain s u f f ic ie n t  in s ig h ts  in to  th e ir  

strengths and weaknesses and, thereby, help in  evo lv ing  a proper p o lic y  

and le g is la t iv e  framework fo r reddressing the imbalances in  fcural c r e d it .

1.3 Scope of the Study

The ICMs have many dimensions such as s iz e ,  com position, s tru c tu re , 

segm entation, in te r- lin k a g e  w ith  other markets, v i z . ,  land , labour and
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commodity m arkets, e tc . The trends in  s iz e  and s tru c tu re  o f ICMs over 

time w i l l  have to  be examined to assess the impact of the c re d it  p o lic ie s  

introduced in  the recen t p eriod . The working o f the ICMs, the terms and 

cond itions in vo lved  l i k e  in te r e s t  r a te s ,  purposes and duration o f loans,

s e c u r it y ,  e tc . are aspects th a t need to be examined in  depth. Apart from
i

d isbursing  c re d it  what other functions do they perform? Do they c o n tr i­

bute to domestic resource m o b ilisa tio n ? Are the resources m obilised 

a llo ca te d  to optimum productives uses? To what extent the ICMs have met 

c re d it  needs o f the low income, underp rsv ilaged , segments of the ru ra l 

popu la tion , thereby improve eq u ity ? Are the terms and cond itions imposed 

by the in form al lenders e x p lo ita t iv e ?  Is  the in te r e s t  ra te  usurious?

What are the fa c to rs .u n d e rly in g  the form ation of these in te r e s t  r a te s ?

These are some o f the questions on uihich the present study w i l l  focus i t s

a tte n t io n .

1.4 Methodology

( i )  B road ly speaking, any research  e f fo r t  should s t a r t  from a

look at the s ta te  of the a r t  in  the re le van t f i e ld ,  the present f ro n t ie r

of knowledge. Accord ing ly , each p a rt of th is  study i s  being se t out 

aga in st the background o f rece ived  doctrines or a review  o f the l i t e r a t u r e .

( i i )  The problems on our agenda, l is t e d  in  the previous se c t io n , 

w i l l  be examined w ith  the a id  o f both secondary and primary data* The 

re s u lts  of the A l l  In d ia  R u ra l C red it Survey (1951-52) and three success ive  

rounds o f A ll- In d ia  Debt and Investment Su rvey, throw a lo t  of l ig h t  on
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the s iz e  and s tru c tu re  of the ICMa, the s iz e ,  purpose and duration  of 

lo an s , nature o f  s e c u r ity ,  e tc . These are c o lla te d , re tab u la ted , and 

analysed keeping in  mind the main perspectives of the present study.

above su rveys , and n a tu ra lly  so. Fo r, they are la rg e  s c a le , countrywide 

surveys and as such cannot be expected to  cap ture  a l l  the v a r ia b le s  in  

c r e d it  tran sac t io n s . Even i f  they were c o lle c te d , they were not tabulated  

and included  in  th e ir  re p o rts . Hence, we had to design some m icro-studies 

in  a few se lec ted  v i l la g e s  from the S ta tes  o f K e ra la  and Tamil Nadu.

( i v )  An in te n s iv e  survey o f sample households was conducted. A 

s e t  of household schedules covering th e ir  demographic c h a ra c te r is t ic s ,

occupation , a sse ts , sources end volume of c r e d it ,  the purpose of lo an s , 

d u ra tio n , s e c u r ity ,  in te r e s t  r a te s ,  other terms and co n d itio n s , repayments, 

d e fa u lt  r a te ,  e tc . were canvassed among the sample households.

moneylenders, p ro fess io n a l moneylenders and traders  were id e n t if ie d  and a 

s e t  o f schedules and questionnaires wer? canvassed among them. The inform ** 

t io n  e l ic i t e d  included  the types of borrowers, s c a le  o f tran sac tio n s , 

s e c u r ity  accepted, in te re s t  charged, sources o f funds, d e fa u lt  r a te ,  e tc . 

Case s tu d ies  of a sample o f c h it  funds (ROSCAS) in  one o f the se lec ted  

v i l la g e s  sought to c o l le c t  data on the ra te  o f p a r t ic ip a t io n  o f the commu­

n it y  in  th is  a c t i v i t y ,  tho volume o f business, th e ir  modes o f operation , 

the motives of the p a r t ic ip a n ts , th e ir  ro le  as a source o f c re d it  v is- a - v is  

a channel of sav ing , e tc .

( i i i )  There are major data gaps in  the published re s u lts  o f the

( in ad d it io n , a sample o f in form al lenders such as a g r ic u ltu r is t
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The recent years w itnessed a widespread co llap se  or finance  

companies, a new ve rs ion  o f p ro fess io n a l moneylenders, mass r a l l i e s  of 

p ro tests  on the p a rt o f the customers mho had lo s t  th e ir  precious savings 

deposited w ith  these agencies, and a s tro n g ly  a r t ic u la te d  demand fo r 

government in te rve n tio n  to reg u la te  and co n tro l th e ir  a c t i v i t ie s .  AgainstI
th is  background, we encountered considerab le  re lu c ta n ce , i f  not re s is ta n ce , 

on the p a rt o f moneylenders, tra d e rs , and foremen of c h it t ie s  to  respond 

to our q ueries .

In  Chapter 2 we examine the past trends and present p o s it io n  of 

th e  s iz e  o f the ICMs in  In d ia 's  ru ra l areas* An a n a ly t ic a l "model" r e la t ­

ing  s iz e  o f ICMs and the exp lanatory v a r ia b le s  is  developed and various 

hypotheses tested  using a l l  a v a ila b le  secondary data in  Chapter 5 . In  

Chapter 4, the main featu res o f  the s ix  v i l la g e s  se le c ted  fo r micro- 

s tu d ie s  and the b as ic  c h a ra c te r is t ic s  o f the sample households are preeented. 

Chapter 5 i s  devoted to an an a lys ie  of the s tru c tu re  of ICMs in  the ru ra l 

areas o f the country as a uihole, as w e ll as th a t in  the se lec ted  v i l la g e s .

In  Chapter 6 , we turn  to the question o f in te re e t  r a te  form ation, the 

fa c to re  th a t govern in te re s t  ra te s  and thd components o f the same, In  the 

fo llo w in g  chap ter, chapter 7, a l l  the re le van t prim ary data  are u t i l is e d  

to  preeent a q u a n tita t iv e  an a lye is  of the fa c to rs  determ ining in te r e s t  

r a t e .  Next we proceed to c r i t i c a l l y  examine the ro le  o f ICMs in  savings 

m o b ilisa tio n  deposito r s e c u r ity ,  a l lo c a t iv e  e f f ic ie n c y ,  and eq u ity  im pact, 

(Chapter 8 ) .  The varioue p o lic y  measures fo r e lim in a tin g  the abuses and
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d is to r t io n s  observed among in form al le n d e rs , the scope fo r lin k in g  the 

form al and in form al c re d it  agencies, e tc .  form the content o f Chapter 9 . 

In  the f in a l  chapter uie present the main find ings and conclusions 

emerging there  from.



CHAPTER 2*

S IZ E  OF INFORMAL CREDIT MARKETS

In tro d uctio n

A c le a rcu t demarcation between form al and in form al c re d it

markets i s  d i f f i c u l t  s in ce  the c r i t e r i a  would vary between co u n tr ie s .

The d esc rip tio n  o f the in form al c re d it  market by Chandavarkar captures

a l l  the s a l ie n t  fe a tu re s }

" . . . i t  i s  d i f f i c u l t  to g ive  a lo g ic a l ly  c le a rcu t and 
comprehensive d e f in it io n  of the s e c to r . In  fa c t  i t  is  
o ften  b e tte r  id e n t if ie d  by i t s  b asic  c h a ra c te r is t ic s  
such as ease of en try  and e x i t ,  freedom from o f f i c i a l  
re g u la t io n , m u ltip le  in te re s t  re la t io n sh ip s  between 
tra n sa c tio n s , sm all sca le  opera tions, and above a l l  
in fo rm a lity  o f tran sac tio n s , which co n s t itu te  i t s  primary 
economic ra t io n a le  and a lso  confers on i t s  comparative 
economic advantages over the formal f in a n c ia l  s e c to r " .  
(Chandavarkar, 1986, c ite d  in  Background Discussion 
Pap er).

One o f the b as ic  c r i t e r i a  i s  freedom from reg u la tio n s . Not th a t there 

are  no s ta tu to ry  re g u la tio n s . However, the e ffe c t iv e n e ss  o f reg u la tio n  

or i t s  enforcement would vary from one s itu a t io n  to another. For 

in s ta n ce , there  i s  s ta tu to ry  reg u la tio n  on p r iv a te  moneylending in  

In d ia ,  but adm itted ly i t  i s  observed more in  the breach, outing to  many 

loopholes in  the le g is la t io n  or weakness in  the enforcement machinery. 

For another example, many S ta te  governments have introduced le g is la ­

t io n s  to reg u la te  c h it  funds but they have managed to evade many o f the
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p ro v is io n s . Therefore , the c r i t e r i a  have to  be applied  in  a r e la t iv e  

sense. In  the present s tudy , we w i l l  group lan d lo rd s , a g r ic u ltu r is t  

moneylenders, p ro fe ss io n a l moneylenders, tra d e rs , r e la t iv e s  and fr ien d s  

under the category o f in form al lenders (as  aga inst government, cooperative  

s o c ie t ie s ,  commercial banks, l i f e  insurance and provident fund f a l l in g
I

under the formal s e c to r ) .  Not tha t they are homogeneous groups. E v id e n t ly , 

there  are some marked d iffe ren ces  among them in  th e ir  mode o f opera tions, 

nature of l in k s  w ith  th e ir  borrowers, and terms and cond itions. Hou/ever, 

they have some s im i la r i t ie s ,  v i z . ,  the personalised  nature o f the c red ito r-  

debtor re la t io n s h ip s , in fo rm a lity  in  tra n sac tio n s , using moral suasion and 

s o c ia l  compulsion ra th e r than le g a l action  to ensure payment of in te re s t  

or repayment of lo ans .

On the question o f s iz e , there i s  a conceptual problem, v i z . ,  the 

d e f in it io n  o f the term s iz e . The s iz e  of the ICM may be expressed in  

terms of a r a t io  of the to ta l volume o f c re d it  emanating from the secto r 

to the grand to ta l  o f c re d it  from both the secto rs  together. The s ize  

o f the ICM may be viewed as a stock concept, the r a t io  o f c re d it  from 

th is  secto r to the to ta l debt outstanding at any po in t of time; or i t  may 

be expressed as a flow  concept, the r a t io  o f c re d it  extended by th is  

sec to r over a period  of time to the to ta l flout of c re d it  during the same 

p erio d . In  the fo llow ing se c tio n s , we s h a ll  present our estim ates of 

the s iz e  o f the ICMs in  the co u n try 's  ru ra l se c to r.
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2.2.1 Debt outstanding In  e a r ly  seven ties

As mentioned e a r l ie r ,  the Reserve Bank o f In d ia  has bqen 

c a rry in g  out f a i r l y  comprehensive surveys on c r e d it  - A l l  In d ia  Debt 

and Investment Surveys - every ten years s in ce  the e a r ly  f i f t i e s .  The 

data thrown up by these surveys provide some b a s is , however weak, fo r 

estim ating the s iz e  of the ICM in  the ru ra l a reas.

According to the re su lts  o f the above su rvey , a t the beginning 

o f the seven ties  to ta l  cash dues outstanding aga inst a l l  ru ra l house­

holds exceeded Rs.4QQ0 c ro re s .*  Of th is  amount, the in form al secto r 

accounted fo r  about th ree- fou rths. Estim ates of the to ta l outstanding 

debt o f a l l  the Ind ian  ru ra l households due to various c re d it  agencies 

in  1971 and 1972 are presented in  Table 2 . 1 .

E v id e n t ly , the in form al secto r accounts fo r  a s iz a b le  proportion 

o f the to ta l cash dues outstanding against a l l  ru ra l households together 

in  two consecutive years a t the beginning o f the la s t  decade. For the 

two yea rs , the average comes to  n ea rly  th ree-fourths of the to ta l outstand­

ing  debt. As aga inst t h is ,  the share o f the form al c re d it  in s t i tu t io n s  

works out to only around one quarter o f the whole. I t  may be noted tha t 

among the in form al c re d it  agencies, the p ro fess io na l moneylenders account 

fo r  only about 15 percent o f the to ta l  or about 20 percent o f the c re d it  

from the in form al secto r as a whole. The r e s t  came from non^professional

moneylender8 who combine lending w ith  other a c t i v i t ie s .
* 1 c ro re  *  10  m illio n

2.2 S iz e  of the ICM in  the ru ra l aacto r
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Tab le  2*1 t Cash duea outstand!no aga inst a l l  ru ra l households c la s s if ie d  
according to C re d it  Agency

Prop o rtion  o f households Aggregate cash dues outstanding as Average fo r  1971 and 1972
C red it Agency Percent June 30 . 1971 June 30 . 1972 Rs. cro res Percent1971 1972 Rs.crores Percen t Rs.crores Percent

1 . Government 3.41 3.39 250.44 6.67 228^17 5.34 239.30 5.97
2 . Co-operative So c ie ty/  

bank 7.65 7.29 652.92 20.07 695.30 16.29 724.11 18.06
3. Commercial bank 0.44 0.49 82.22 2.19 75.94 1.78 79.05 1.97
4. Insurance 0.03 - 3.10 0.08 - mm -
5. Prov iden t fund 0 . 1 1 - 5.59 0.14 - mm -

Sub-to ta l 1094.27 29.14 999.41 23.41 1042.46 26.00

6 . Landlord 4.62 4.97 324.05 8.63 354.07 8.29 339.06 8.45
7. A g r ic u ltu ra l

moneylender 10.65 12.27 867.15 23.11 1040.49 24.37 958.32 23.90
8 . P ro fe ss io n a l

moneylender 6.49 8 .2 0 517.16 13.78 666.71 15.62 591.35 14.75
9. Trader 4.85 7.27 325.07 8 .6 6 403.73 9.46 364.40 9.09

1 0 . R e la t iv e / fr ie n d 8.82 7.43 518.79 13.86 350.30 3.20 434.55 10.83
1 1 . Others 1.43 6 .8 8 105.51 2.81 454.76 10.65 280.14 6.98

Sub-to ta l 2657.73 70.85 3270.06 76.59 2967.82 74.00

T o ta l 41.32 43.97 3752.00 10 0 4269.46 10 0 4010.28 10 0

Source* Reserve Bank o f In d ia , A l l  In d ia  Debt and Investment Su rvey , 1971-72: ( 1 ) S t a t i s t i c a l  Tables R e la t ing 
to Cash Dues Outstanding Aoainst Ru ra l Households as on 3Qth Chine 1971. Bombay, Statement I I ,

s u ta n a n t  1U. n .87. (2 ) S t a t i s t i c a l  Tables R e la t in g  to  Cqsh BorrBudngs y d  Rgpoymanta p f Rural
Households during Ju ly  1971 to June 1972 tfid Cash Dues Outstanding as on 30th June 1972,
Bombay, 1978, Statement IV ,  p .92.
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Debts outstand ing, o b v io u s ly , need not r e f le c t  the cu rren t 

s itu a t io n  regarding the sources o f c re d it  or the share of the in fo rm al 

lenders in  to ta l c r e d it ,  as the outstanding dues would in c lu d e  loans taken 

in  the p ast. The volume o f cu rren t borrowings according to sources may, 

th e re fo re , be examined.

Table 2 . 2  summarises the data on cash loans taken by the ru ra l 

households as a whole from various c re d it  agencies during 1971-72. I t  

may be noted th a t the proportion  o f households repo rting  borrowing during 

the year, and the aggregate borrowings from a l l  sources together, are 

lower than the corresponding numbers in  respect o f debt outstsnd ing.

Thus, the proportion  o f households reporting  borrowings during the year 

came to 27.73 percent o f a l l  r u ra l households, as aga inst 41.32 percent 

o f households reporting  outstanding debt. That on ly  a l i t t l e  over one 

quarter o f the ru ra l households have rep o rted ly  resorted  to borrowing 

during the re fe rence  period may be a r e f le c t io n  on the s iz e  of the to ta l 

r u ra l  c r e d it  market. The proportions o f households borrowing from a l l  

ca teg o ries  o f in form al lenders s im i la r ly  r e f le c t  on the s iz e  o f the in form al 

c r e d it  market in  ru ra l In d ia . I t  may be noted th a t the in form al secto r 

accounted for a l i t t l e  over fo u r- f if th s  o f the to ta l  borrowings by a l l  

r u ra l households together. Thus, as o f the e a r ly  s e ve n tie s , in  a r e la t iv e  

sense, tha t i s  as a proportion o f to ta l debt o u tsta id ing  or th a t o f to ta l 

borrow ings, the s iz e  o f the ICM in  the ru ra l areas i s  qu ite  la rg e  and 

comparable w ith  the s itu a t io n  in  the other le s s  developed coun tries  of 

A s ia .

2 .2 .2  Borrowings during 1971-72



12

Table 2,2 s Borrowings in  Cash during the ya'ar ended 30th June 1972 
c la s s i f ie d  by C red it Agency

C red it Agency
Proportion  o f 
households 
rep o rtin g : 

Percent

Aggregate
borrowings

Re. crores Percent

1 . Government 1.34 41.88 3.11

2 . Cooperative society/bank 3.36 2 0 1 .0 1 14.94

3. Commercial bank 0.19 22.43 1.67

% Sub-to ta l 265.32 19.72

4. Landlord 2.49 8 6 .2 2 - 6.40

5. A g r ic u ltu ra l moneylender 5.99 251.87 18.72
6 . P ro fe ss io n a l moneylender 4.43 214.43 15.93
7. Trader 6 .0 1 200.16 14.87

'  8 . Rel a t l  v e / f  r i  end 4.75 153.90 11.43
9. Others 4.73 173.49 12.89

Sub-to ta l 1080.07 80.28

_k.---
Total 27.73 1345.39 100

Source: Reserve Bank o f In d ia , A l l  In d ia  Debt and Investment Survey,
1971-72, S t a t i s t i c a l  Tables R e la tin g  to Cash Borrowing and Repay­
ments of Rural Households during Ju ly  1971 to June 1972 and Cash 
Dues outstanding as on 30th June,' 1972, o p .c i t . ,  Statement I I ,  
p. 2 Q«

2*3 Trends in  the s iz e  of ICMs

We s h a ll  noui proceed to  examine the trends in  the s iz e  of the 

ICM in  the ru ra l secto r in  recent decades. According to the re su lts  of
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the A l l  In d ia  Rura l C red it Su rvey, 1951-52, around 94 percent o f tho 

to ta l  debt outstanding aga inst a l l  r u r a l  households was due to the in form al 

lenders in c lu d ing  lan d lo rd s , a g r ic u ltu r is t  moneylenders, p ro fess io n a l money­

len d e rs , trad e rs*  r e la t iv e s  and f r ie n d s , e tc . Of the to ta l  borrowings by 

the c u lt iv a to r  households in  1951-52, v i z . ,  Rs.75Q c ro re s , n o n - in s titu t io n a l 

agencies accounted fo r about 93 percent* The share of the in form al c re d it  

agencies has s te a d ily  declined  s in ce  then, thanks to  the expansion of 

in s t i tu t io n a l  c r e d it ,  e s p e c ia lly  th a t from the cooperative  socie ties/banks 

and commercial banks,

2,3*1 Debt o u t 8 t a n d l n Q

The estim ates o f the to ta l  debt outstanding against a l l  ru ra l 

households and the shares of the formal and in form al agencies, in  1962,

1972 and 1982 are presented in  Table 2*3.

From a l i t t l e  over 85 percent in  1962, the share o f in form al

c r e d it  agencies in  to ta l  outstanding debt o f a l l  ru ra l households declined  

to  about 77 percent in  1972, and in  the next ten years i t  dropped to  about 

39 p ercen t. I t  i s  e v id e n t ly  the outcome of the steep in crease  in  c re d it  

from formal c re d it  in s t i tu t io n s .  W h ile  the la t t e r  increased  by around 

Rs,586 c ro re s , i . e .  by 142 percent and 268 percent r e s p e c t iv e ly . True, 

between 1962 and 1972, aggregate volume o f c r e d it  from in form al agencies 

d id in c re a se , but the in crease  was of a much lower order, v i z . ,  about 38

p ercen t. But in  the course of the next decade, the aggregate debt out­

standing due to th is  secto r reg is te red  an absolute d e c lin e , v i z . ,  by 

Rs,940 cro res or 28,7 percent.
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Table 2.3 : Aggregate Cash Dues Outstanding aga inst a l l  r u ra l households according to sources
A l l  In d ia

Aggregate dues Outst ending In crease  during In c re ase  during 
1972-82C re d it  Agency 1962 1972 1982 1962-72

Rs.crores Percen t Rs.crores Percent Rs.crores Percen t Rs.crores Percent Rs.crores Percen t

Formal C red it 
In s t itu t io n s 413.44 14.80 999.41 23.41 3676.00 61.20 585.97 141.73 2676.59 267.82

In form al C red it 
In s t it u t io n s ~ 2375.48 85.20 3270.06 76.59 2330.21 38.80 894.53 37.66 -939.80 -28.74

To ta l 2788.93 100 4269.46 100 6006.23 100 1480.50 53.08 1736.79 40.68

Sources: Reserve Bank o f  In d ia ,  A l l  In d ia  Ru ra l Debt and Investment Su rvey , 1961-62,
Outstanding Loans. Borrowings and Repayments o f R u ra l Households. Bombay, 
1965, Table X, p .14.
A l l  In d ia  R u ra l Debt and Investm ent Survey 1971-72, S t a t i s t i c a l  Tables 
re la t in g  to cash borrowings and Repayments o f Ru ra l households during 
Duly 1971 to Dune 1972 and Cash dues outstand ing, as Sarvekshanai. . . . . .
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There has been a moderate reduction  in  the proportion o f to ta l 

borrowings from the in form al secto r during the s ix t ie s .  The in crease  in  

borrowings from the in form al secto r between 1961-62 and 1971-72 i s  sm all 

in  both absolute and r e la t iv e  terms. The share o f the in form al sec to r i s  

apt to have f a l le n  fu rthe r during the se ve n tie s , as has happened in  the 

case o f debt outstanding due to the in form al agencies .*

Table 2.4 : Aggregate borrowings by a l l  ru ra l households according tg 
Sources

A l l  In d ia

2.5 .2  Borrowings

Aggregate borrowings Increase  during
C red it Agency 1961-62 1971-72 196:2-72

Rs.crores Percent Rs.crores Percent Rs.crores Percent

Formal C re d it 
In s t itu t io n s 2Q8.47 16.80 265.31 19.72 56.85 27.27

Inform al C red it 
In s t itu t io n s 1030.09 83.20 1080.07 80.28 50.58 4.91

To ta l 1238.55 100 1345.39 100 106.83 Q.62

Sources: The same as in  Tables 2.3

* Estim ates o f borrowings during 1981-82 are not as ye t a v a ila b le .
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The trends in  the proportion  o f households reporting  outstandihg 

debt or borrowings a lso  f a l l  along the above l in e s .  The estim ates o f these

proportions s in ce  the e a r ly  s ix t ie s  are presented in  Table 2 .5 . I t  may be
i

noted th a t the proportions o f households repo rting  debt outstanding due to 

a l l  ca teg ories  of in form al lenders have almost s te a d ily  and sh a rp ly  fa l le n  

during the p eriod . As fo r the households reporting  borrowings the propor­

t io n  in  1971-72, the la t e s t  year fo r which estim ates are a v a ila b le ,  are 

s ig n if ic a n t ly  lower than in  1961-62, except in  the case o f land lo rds and 

tra d e rs . Even in  these two exceptiona l c a te g o rie s , the proportion in  the 

l a t t e r  year are  not la rg e . That the proportions o f reporting  households 

have f a l le n  i s  a s ig n if ic a n t  in d ic a to r  o f the trend in  the s iz e  o f in form al 

c r e d it  market.

2 .5 .3  Hou8ahold p a r t ic ip a t io n

Table 2.5 s Proportion  of Households repo rting  debt to  In form al c re d it  
aoenci98

A l l  ru ra l households, A l l  In d ia

C red it agency
Househc 
debt n  

P<

>lds rep< 
its tan d ii 
ircon t

jr t in g
19»

Households reporting  
borrowings, Percent

1962 1972 1982 1961-62 1971-72

Landlord 0.9 4.62 1 . 2 0 0 .6 2.49
A g r ic u ltu ra l moneylender 32.0 10.65 2.56 2 0 .6 5.99
Pro fess io na l moneylender 1 1 . 1 6.49 2.03 7.4 4.43
Trader 7.0 4.85 0.98 5.5 6 .0 1

R e la t iv e / fr ie n d 8.3 8.82 2.93 7.2 4.75
Others 15.0 1.43 1.58 *15.1 4.73
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In  b r ie f ,  the in form al s e c to r 's  share o f  the to ta l  debt outstand­

ing  against a l l  r u ra l  households has re g is te red  a s ig n if ic a n t  and steady 

d ec lin e  between 1962 and 1982. S im ila r  i s  the trend observed in  respect 

o f the aggregate borrowings from in form al c re d it  agencies. The d ec lin in g  

trend in  the proportion  o f households reporting  outstanding debt or borrow-
»

ings from these sources a lso  seem to im ply a sh rink ing  of the s iz e  o f the 

ICM in  the Ind ian  ru ra l s e c to r .

2 .5 .4  Trends in  the o v e ra ll  s iz e  o f the ru ra l c r e d it  market

( i )  The to ta l  outstanding dues, a t cu rren t p r ic e s , has more than

doubled during the la s t  three decades. How does the trend in  the aggregate 

volume o f c r e d it  look in  r e a l terms? . How adequate i s  the in crease  in  

c r e d it  compared w ith  the c re d it  needs o f a g r icu ltu re  and ru ra l in d u s tr ie s  

in  t r a n s it io n , presumed to in vo lve  more purchased in p u ts , wage labour 

and other working c a p ita l needs? Before we get in to  such aspects, l e t  us 

take a look at the trends in  the number o f borrowers, which, a f te r  a l l ,  

i s  an im portant parameter r e f le c t in g  the s iz e  of the c re d it  markets.

(Tab le  2 . 6 ) .
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Table 2*6 * P roportion  o f Households Reporting Cash Dues Outstanding 
and Borrowing t  A l l  ru ra l households I A l l  In d ia

Percent

Items 1951-52 1961-62 1971-72 1981-82

6 . Proportion  o f households 
reporting  cash dues out­
standing N. A.

i

A ll  r u ra l households • • 62.80 41.32 19.97
C u lt iv a to r  " 66.70 44.36 22.34
N on-cu ltiva to r " 52.00 33.35 12.35

b. Proportion  of households 
reporting  borrowings

A ll ru ra l households 51.70 48.80 27.73 N.A.
C u lt iv a to r  " 58.60 52.00 29.29 N.A.
N on-cu ltiva to r " 38.60 40.00 23.44 W.A

Sources* Reserve Bank o f In d ia , A l l  In d ia  Ru ra l C red it Su rvey,
1951-52, Report o f the Committee o f D irec tio n *  The Survey 
Report, V o l . I ,  P a rt  I ,  Bombay, 1956, p .3.
A ll  In d ia  Rural Debt and Investment Survey, 1961-62, 
Outstanding Loans. Borrowings and Repayments aga inst Rural 
Hou8 ehold8 . Bombay, 1965, Table I I I .
A ll  In d ia  Debt and Investment Su rvey, 1971-72, S t a t i s t i c a l  
Tables re la t in g  to cash Due* Outstanding aga inst Rural 
Households, o p . c i t . ,  Statement I I .
A ll  In d ia  Debt and Investment Su rvey, 1981-82, Reserve Bank 
o f In d ia  B u l le t in .  1986, o p . c i t . ,  Table 5.

As shown in  the above ta b le , the in c id e n ce .o f indebtedness, i . e .  

the proportion  of households w ith  cash dues outstand ing, had f a l le n  from 

n e a r ly  two-thirds o f a l l  r u ra l households in  1961-62 to le ss  than one- 

f i f t h  by 1981-82. S im i la r ly ,  the proportion  o f households th a t have



19

reported borrowing declined  from over one-half o f a l l  ru ra l households in  

1951-52 to l i t t l e  over a quarter by 1971-72, the la t e s t  year fo r  which 

estim ates are a va ila b le *  The trend emerging from the foregoing would weem 

to in d ic a te  a welcome change to the t r a d it io n a l image a t / t h e  Ind ian  peasant 

described described as "born in  deb t, l iv e s  in  debt and d ies in  d eb t".

On the other hand, one would expect a la rg e r  p roportion  o f  ru ra l households 

than reported in  the la t e s t  round o f A ID IS , e s p e c ia lly  c u lt iv a to r  house­

holds a v a ilin g  o f c r e d it ,  as the f in a n c ia l  requirements o f the new seed- 

f e r t i l i s e r  technology are much h igher than th a t of t r a d it io n a l a g r ic u ltu re . 

In  th is  connection , i t  is  in te re s t in g  to note th a t d ec lin e  o f a s im ila r  

order s in ce  the f i f t i e s  has been reported in  the P h ilip p in e s . But in  a 

recent p u b lic a t io n , the authors w h ile  review ing the s tud ies  observed: 

"Whether th is  could be an in d ic a t io n  th a t a growing number o f farmers were 

ab le to s e lf- f in a n c e  th e ir  farm production was, however not c le a r " .

(Orlando 0 Sacay, e t . a l . ,  1985, p .5 ) .

( i i )  I t  i s  tru e , the aggregate loans outstanding in  nominal terms 

rose s ig n if ic a n t ly  during 1951-81. But in  the meantime, a l l  p r ices  —  

e s p e c ia lly  of farm inputs and wages of labour —  have r ise n  at a higher 

r a te .  We have d e fla te d  the estim ates o f aggregate cash dues outstanding, 

from a l l  sources, on the basis o f wholesale p r ic e  index as a rough appro­

x im ation , to a r r iv e  a t the estim ate o f outstanding cash dues in  r e a l terms. 

(Tab le  2 .7 ) .  The wholesale p r ic e  index may not be the most appropriate 

d e f la to r .  However, whether index number o f farm p rices  or index o f input 

p ric e s  would be a b e tte r d e f la to r  i s  a d i f f i c u l t  question to re so lve .
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Tablo 2.7 t Cash Loans Outatending: A ll Rura l Households. A ll  In d ia

Item 1961 1971 1981

1 . Aggregate cash dues outstanding, 

a. At cu rren t p rices ? Rs.crores 2788.93 3652.00 6006.23

b. At 1961-62 P r ic e s :  Rs.crores 2788.93 1954.12 1220.78
c . In crease  during proceding 

decade:

( i )  a t cu rren t p rices
Rs. cro res m 963.07 2254.23
Percent - 34.53 60.08

( i i )  a t 1961-62 p rices
Rs. crores •m (-)B34.81 (-)733.04
Percent - (- )  29.93 (- ) 37.53

2 . Average amount per household 
a t cu rren t p rices  Rs. 406.30 487.05 661.00

3. Average va lue  o f a l l  assets 
per household Rs. 5369.80 11311.00 36090.00

4. Ratio  o f cash dues outstanding 
to va lue  o f assets per 
household : Percent 7.87 4.30 1.83

Source: ( i )  A ID IS , 1961-62, Outstanding Loans, Borrowings and
Repayments of Rural Households, o p .c it .

( i i )  A ID IS , 1971-72, S t a t i s t i c a l  Tables R e la tin g  to Cash Dues 
Outstanding Against Rural Households, o p .c it .

( i i i )  A ID IS , 1981-B2, Reserve Bank o f In d ia  B u l le t in ,  19B6, 
o p .c i t .

The aggregate cash dues outstanding in  nominal terms reg is te red  

on the average, an in crease  of about 3.5 percent per annum during 1962-72 

and 6 percent over the next decade. But in  r e a l terms the v a r ia t io n  turned



out to be negative* a t the ra te  of about -3 to -3.7 percent a year.

According to a recent 8 tudy in  the United S ta te s , re a l farm debt grew

at an annual ra te  o f 4.4 percent during 1960-71, and 5.9 percent during 

1971-80. (Dean Hughes, e t . a l . ,  1986, p .17).

Again, the debt-asset r a t io  in  the ru ra l households as, a whole, 

has s te a d ily  f a l le n ,  from 7.87 percent in  1961 to 4.3 percent in  1971 and 

1.83 percent by 1981. A comparison w ith  the p o s it io n  o f U .S . farms may 

be in te re s t in g . "From 1960 to 1972 the debt to asset r a t io  rose g rad u a lly  

to reach a peak o f 18.9 percen t, a fte r  which i t  s ta b il is e d  in  the 15.5 to

16.5 percent range throughout 1979". ( I b id . ,  p .2 2 ). An a lte rn a te  estim ate 

p laces the debt-asset r a t io  on the U .S . farms a t the beginning o f the 

1970's at 31.4 percent (Aaron G Nelson, e t . a l .  1973, p .81). Thus, the 

trends in  the r a t io  o f in crease  in  debt outstanding in  r e a l terms and

debt-asset r a t io ,  seem to in d ic a te  a d ec lin e  in  the s iz e  o f the ru ra l c re d it

market in  recent periods.

( i i i )  We w i l l  next exonine the trends in  aggregate borrowing by the 

r u r a l  households as se t out in  Table 2 . 8 .

The in crease  in  to ta l borrowings by ru ra l households between 

1961-62 and 1971-72 does not appear to be very la rg e . Even in  nominal 

term s, the ra te  o f in crease  comes to 8.62 percent on ly over the decade as 

a whole, or le s s  than 1 percent per yea r. The average amount per fam ily  

had f a l le n  even in  nominal terms from Rs.180.4 to Rs.173.9. The r a t io  of 

a l i t t l e  over 6 percent o f the ru ra l income as o f 1971-72 i s  even le s s  

than the re q u is ite  r a t io  e a r l ie r  estim ated by the A l l  'In d ia  Rura l C red it
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Review Committee, v i z . ,  8 percent of net va lue  added in  a g r icu ltu re  as 

the requirement of p roductive  c re d it  fo r  the secto r - comprising 50-70 

percent of cash o u tlay  on seeds, f e r t i l i s e r  and p e s t ic id e s , 40 percent o f 

cash ou tlays  on cu rren t in p u ts , and the re s t  by way o f requirements fo r 

medium and long term c r e d it .  (Reserve Bank o f In d ia ,  1969, pp.81-82).
»

Comparable fig u res  fo r L a t in  America and Taiwan show that even in s t i t u ­

t io n a l c re d it  was much more ample, around one-th ird  o f gross farm output 

in  the 1960s, the U .S . r a t io  being 53 percent and comprising 70-90 percent 

farm c r e d it .  (L ip to n , 1976, p .544).

Table 2.8 t Aggregate Cash Borrowings t A ll  Rura l Households. A l l  In d ia

Item 1961-62 1971-72 Increase
preceding
period

over

1. Aggregate cash borrowing
Rs.crores Percent

At cu rren t p ricess
Rs. cro res 1238.54 1345.39 106.85 8.62

At 1961-62 p r ic e s :
Rs. crores 1238.54 699.63 -539.91 -43.59

2. Aggregate ru ra l income a t 
cu rren t p r ic e s :

Rs. crores 8978.20 22194.00 13216.00 147.20

3. Ratio  o f borrowing to incomes
Rs. crores 13.79 6.06

Notes Ru ra l Income i s  assumed to be 1.325 times th a t o f a g r ic u ltu ra l 
income (NOP a t fa c to r  cost in  a g r ic u ltu re )

Sources The same as of Table 2 .6 .
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Whatever the ya rd s tick  used - the debt a sse t- ra tio s  or borrowing- 

output r a t io s  - the recent trends in  outstanding debt and borrowings appear 

to suggest a sh rink ing  ru ra l c r e d it  market. T rue, th is  in fe ren ce  i s  based 

on only one source o f d a ta , v i z . ,  the re su lts  of the d if fe re n t  rounds of 

the Debt and Investment Surveys. Bu t, then, th is  i s  the on ly source o f data 

which lend themselves to an in tertem pora l comparison extending over such a 

long p e r io d .*  I f ,  as the data  im p ly , s c a le  o f r u ra l c re d it  i s  loui and 

d e c lin in g , why i s  i t  so? Is  i t  due to in s u ff ic ie n c y  o f  c re d it  a v a ila b le ,  

the supply o f c r e d it ,  or the sluggishness in  the demand fo r  c r e d it ?  Given 

the co n s is ten t and p e rcep tib le  d ec lin e  in  the proportion  o f households 

repo rting  cash dues outstand ing, as w e ll as borrowings, we would venture 

to  o ffe r  the hypothesis th a t i t  i s  the low demand fo r c r e d it ,  ra th e r than 

supply co n s tra in ts , which u nderlies  the low ra te  of a va ilin g  of c r e d it .

In  o ther words, the s iz e  o f the ru ra l c re d it  market continues to remain 

stagnan t, thanks to the sluggishness in  demand fo r  c r e d it .

( i v )  That leads to the question why the demand fo r c re d it  i s  s lugg ish  

d esp ite  the advent o f the HYl/s and the new s e e d - fe r t i l iz e r  technology, 

which in v o lv e  g rea te r  cash o u tla y ?  Is  i t  because the farmers are resource­

f u l  enough to be ab le to bear a la rg e  p a rt o f  the ad d it io n a l expenditure

* The rep resen ta tiveness  o f the sample i s  an aspect, among other th ings, 
which needs c lo se  s c ru t in y . I f  the sampling design g ives g rea te r 
weightage to households o f the upper s t r a ta ,  who presumably are under 
le s s  compulsion to borrow, the actua l trends in  the various parameters 
o f  the c re d it  market are apt to be d if fe re n t  from the one which we have 
presented above. See Appendix.
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in vo lved  in  HYVs? The find ings o f a few stud ies  conducted by the Agro- 

Economic Research Centres showed th a t in  a number o f d is t r ic t s  owned funds 

o f farmers were the preponderent source o f financ ing  farm expenditure on 

HYVs, and borrowings formed a low proportion  o f the to ta l  inpu t expendi­

tu re  o f the new v a r ie t ie s  o f  crops. Adm itted ly, the stud ies covered 

the i n i t i a l  phase o f the HYVs programme, and the p a r t ic ip a t in g  farmers 

were p u rposive ly  se lec ted  from among the r e la t iv e ly  bigger c u lt iv a to r s ,  

who had la rg e r  owned resources. But more im p o rtan tly , the in te n s it y  o f 

the use o f inputs and adoption o f c u ltu ra l p ra c t ic e s  was much lower than 

p rescrib ed . (Oesai and N aik , 1971, p ,460 ). I f  i t  were so , would the demand 

fo r  production c re d it  go up in  the fu tu re  i f  sm all and medium farmers take 

to the c u lt iv a t io n  o f HYVs and a lso  adopt the recommended le v e ls  o f input 

use and c u ltu ra l p ra c t ic e s ?  Desai and Naik are in c lin e d  to th ink  tha t 

"th e  adoption o f the new seed v a r ie t ie s ,  the le v e ls  o f inputs use and 

adoption o f the recommended c u ltu ra l p ra c t ice s  would p e rs is te n t ly  remain 

low and they, in  tu rn , w i l l  keep the demand fo r c re d it  low u n t i l  each 

times as the green revo lu t io n  s ta b i l is e s  i t s e l f " .  ( Ib id . )

The demand fo r production c re d it  in  most parts  of ru ra l In d ia  

seems to be s lugg ish  because the m a jo rity  o f the 

c u lt iv a to r  households, the sm all and medium ones, have le ss  c re d it-  

absorption c a p a c ity , thanks to th e ir  lim ite d  knowledge, awareness and 

confidence in  the new s e e d - fe r t i l iz e r  technology, and the co n s tra in ts  they 

s u f fe r  from in  g e ttin g  access to the various inputs in c lud ing  neui seeds, 

f e r t i l i s e r s ,  i r r ig a t io n  f a c i l i t y ,  e tc . Fu rth e r, they have lim ite d  access 

to in s t i t u t io n a l  c re d it  which has been making a dram atic expansion in
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recent yea rs . On the other hand, in  Pubjab and Haryana, and to a 

lim ite d  extent in  Western U tta r  Pradesh, the h ig h ly  favourab le  exper­

ien ce  of the e a r ly  adopters - mostly la rg e  farmers - w ith  the neui seed 

v a r ie t ie s  and the associated  technology drew prompt and widespread 

response from an in creas ing  number t i l l  a l l  the c u lt iv a to rs  in  th is  

subregion jo ined  the mainstream o f the green re v o lu t io n . In  the process, 

demand fo r production c re d it  in  Punjab and Haryana swelled  s ig n i f ic a n t ly ,  

as we s h a l l  see below.

The spurt in  the demand fo r c r e d it  from the c u lt iv a to r s  of 

Punjab in  the wake o f the spread o f the green re vo lu t io n  i s  re f le c te d  

in  the high proportion  o f thorn a v a ilin g  o f c r e d it .  W hile  fo r the country 

as a whole the proportion  o f c u lt iv a to r  households borrowing f e l l  s teep ly  

from 52.1 percent in  1961-62 to 29.29 percent in  1971-72, in  Punjab, i t  

increased  from 63.7 percent to 67.92 p ercen t. The estim ates o f th is  

proportion  fo r 1981-82 are not p resen tly  a v a ila b le .  S im i la r ly ,  tho pro­

p ortion  o f households reporting  cash dues outstanding as w e ll as amount 

per household are a lso  com paratively high in  Punjab. The fo llow ing  tab le  

p resents the S ta tew ise  figu res  on cash dues outstanding fo r th ree  years 

(Tab le  2 .9 ) .

The average cash dues outstanding per repo rting  household in  

both Ftinjab and Haryana during 1971 and 1981 are found to be s ig n if ic a n t ly  

h igher than the average fo r the other S ta te s , and th a t th is  gap has wide­

ned between the two periods. True, on ly a r e la t iv e ly  low and f a l l in g  

proportion  o f c u lt iv a to r  households are reported to have outstanding debt.
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Table 2.9 J Caah Dues Outstanding per Reporting Household : C u lt iv a to rs

Average va lue Cash dues outstanding per rep o rt­
S ta te of assets : ing household :

Rs. ____ U[_  . K 3 . ______ — ■ i n  m i .  - _ ± i -1 —t  - r  rm

1962 1971 1981

1. Punjab 62788.97 1288 3118.43 9580
2. Haryana 41824.67 - - 3394.00 13048
3. Himachal Pradesh 24106.74 - 1501.17 3077
4. Gu jara t 18502.19 867 2330.97 5022
5. U tta r  Pradesh 16350.22 482 971.47 2752
6. Maharashtra 16232.43 700 1477.40 4241
7. Dammu & Kashmir 15938.27 391 750.87 2995
8. B ihar 15539.07 599 839.95 1744
9. Karnataka 14929.77 975 1707.28 5715

10. Rajasthan 13947.09 1026 1617.37 4932
11. Kera la 12754.5 414 1107.57 3409
12. Madhya Pradesh 12342.03 660 1055.17 3005
13. Andhra Pradesh 11973.75 912 1655.39 4055
14. Tamil Nadu 10907.29 1081 1849.70 3911
15. West Bengal 9964.59 425 623.06 1677
16. Assam 9157.46 330 757.63 1113
17. O rissa 7382.04 392 582.68 1803

A l l  In d ia 393 1329.77 3595

Note: The s ta te s  are arranged according to the average va lue  of
assets of c u lt iv a to r  households in  the descending order.

Source: The same as in  Table 2.6.
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However, the d iffe re n ce  between the average debt outstanding per c u lt iv a to r  

household in  Punjab and Haryana on the one hand and th a t in  the other 

S ta te s  p e rs is t  a t an o v e ra ll  le v e l  a lso , (see  Table 2 .1 0 ).

Table 2.10 t  Average Cash Dues Outstanding and Borrowing per Household:
C u lt iv a to rs

pash dues 
outstand ina

Increase
during

Borrowings during

1 9 6 1 - $ V 1971-72
Rs. Rs.

Increase
during

1962
Rs.

1971
Rs.

1961-71
Rs.

1961-62 - 
1971-72

Rs.

1 . Punjab 968.20 1811.75 843.55 665 1265.16 Q o o .1 6
2 . Haryana - 1185.49 - - 667.16
3. H .P . Ml 589.66 - - - -
4. G u jarat 629.10 1246.07 616.97 370 306.45 -63.55
5. U .P . 295.50 370.36 74.87 168 166.57 -1.43
6 . Maharashtra 441.20 801.56 360.36 219 250.60 31.60
7. D  4 K 241.50 369.99 128.49 154 178.27 24.27
8 . B ihar 393.50 327.80 -65.60 10 2 6 8 .2 1 33.79
9. Karnataka 823.20 943.10 119.10 324 306.81 -16.19

1 0 . Rajasthan 815.20 920.73 115.53 388 407.98 19.98
1 1 . K e ra la 293.60 397.00 103.40 204 143.55 -60.45 :
1 2 . M .P. 907.80 445.21 37.41 166 200.80 34.81
13. A .P . 702.30 - - 269 306.56 -62.44
14. Tamil Nadu 855.20 1119.48 264.28 298 285.98 - 1 2 . 0 2

15. West Bengal 241.10 247.57 4.47 146 126.59 -19.41
16. Assam 139.90 199.35 59.45 36 30.91 -5.09
17. O rissa 131.00 186.55 55.55 55 60.16 5.16

A l l  In d ia 472.70 589.92 116.22 205 203.85 -1.15
—

*

Source: The same as Table 2 .9 .
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I t  may be noted th a t during 1971-72, the average borrowings per 

c u lt iv a to r  household in  Punjab and Haryana were seve ra l times h igher than 

th a t in  most other S ta te s . Between 1961-62 and 1971-72, the average 

increased  by a l i t t l e  over Rs.900 in  ftjn jab , w h ile  fo r a l l  the s ta te s  taken 

. together there  was a c tu a lly  a f a l l ,  though m arg inal.

2 .3 .5  In te r- reg io n a l v a r ia t io n s  in  the s iz e  o f the ICM

As observed above, the recent decades witnessed a steady and 

rap id  d ec lin e  in  the shares o f the in form al c r e d it  agencies in  the aggre­

gate debt outstanding aga inst or to ta l  borrowings by the ru ra l households. 

Thus, the proportion  of the to ta l loans outstanding against a l l  ru ra l 

households due to the in form al c re d it  agencies dec lined  from 85 percent 

period in  1962 to about 71 percent in  1972 and about 39 percent in  1982. 

However, there are considerab le  in te r- re g io n a l v a r ia t io n s  in  the ra te  of 

d e c lin e  o f the shares of these agencies, as may be noted from the fo llow ing  

ta b le . (Tab le  2 .1 1 ).

I t  may be noted th a t the percentage share o f the in form al c re d it  

agencies in  the to ta l  debt outstanding as o f 1982 ranges from 13.6 in  

M aharashtra to 69.4 in  Assam. In  seven o f the s ta te s ,  v i z . ,  Andhra Pradesh 

Assam, B ih a r , 3ammu & Kashmir, Ra jasthan , Tamil Nadu and U tta r  Pradesh, 

the share o f these, agencies exceeded the A ll- In d ia  average. That the 

same S ta te s  had shared the fea tu re  in  1971 im p lies  th a t they have some 

c h a ra c te r is t ic s  which su s ta in  the hold o f p r iv a te  lenders and r e s is t  the 

expansion o f c re d it  from the formal s e c to r. To the fa c to rs  underlying 

the in te r- re g io n a l v a r ia t io n s  in  the s iz e  o f the ICM we w i l l  re tu rn  in  

due course.
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Table 2.11 t Percentage shares o f the In form al c re d it  aoencles in  the 
aQQregate cash debt outstanding

A ll ru ra l households

S ta te s 1962 1972 1982

1 . Andhra Pradesh 90.5 86.3 59.1
2 . Assam 76.2 65.3 69.4

3. B ihar 94.9 89.3 52.8
4. G u jara t 76.3 53.1 30.0
5. Haryana - 73.6 24.2
6. Himachal Pradesh - 76.1 25.5
7. 3ammu & Kashmir 90.4 79.6 56.5
8 . Karnataka 83.9 70.3 2 1 . 8

9. Kera la 82.5 55.6 21.4

1 0 . Madhya Pradeah 84.3 68.4 33.7

1 1 . Maharashtra 53.6 32.6 13.6
1 2 . O rissa 73.6 70.0 18.1
13. Punjab 89.3 64.0 25.8
14. Rajasthan 95.4 90.6 59.1
15. Tamil Nadu 86.5 77.9 55.7
16. U tta r  Pradeah 89.1 76.6 44.9
17. West Bengal 76.7 69.4 34.5

A l l  In d ia 85.2 70.8 38.8

Source: Data fo r 1962 and 1972 the same as o f Table 2.3; th a t fo r
1982 from Sarvekshana. V o l.X I,  No.1, 1987, Table X I I ,  p .13.

Note: The boundaries and names o f s ta te s  underwent some changes
between 1962 and 1972. For example, Mysore reorganised as 
Karnataka, and Madras as Tamil Nadu.
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To sum up: In  the e a r ly  se ven tie s , about three-fourths of the 

to ta l  outstanding debt against ru ra l households and a l i t t l e  over four- 

f i f t h s  of the borrowings by ru ra l households was from the in form al 

c r e d it  agencies. S ince  then, the share o f these agencies reg is te red  

a sharp d e c lin e , to le s s  than tw o - fifth s  o f the aggregate cash loans 

outstanding as of 1982. In  f a c t ,  between 1972 and 1982, the aggregate 

debt outstanding due to the in form al lenders f e l l  even in  absolute 

terms. The f a l l  in  the share o f these agencies i s  but a continuation  

o f  the trend which se t in-from the e a r ly  f i f t i e s  which acce le ra ted  

from the s ix t ie s ,  thanks to the expansion of c re d it  from the formal 

s e c to r . Apparently, not on ly the r e la t iv e  s iz e  of the in form al secto r 

but the ru ra l c r e d it  market as a whole appears to have shrunk in  s iz e .



APPENDIX 1

A Nota on the R e l i a b i l i t y  and Com parability of the various 
rounds of AIRCIS and AIDIS

The decennial Rura l Debt and Inveatment Surveys are the only 

source of in form ation  on debt, borrowings, c a p ita l  form ation , e tc . in  

the ru ra l  household se c to r. These surveys are s t a t i s t i c a l l y  designed 

to  y ie ld  comparable aid  r e l ia b le  estim ates o f the above items fo r  a l l-  

In d ia  and in d iv id u a l S ta te s . The r e l i a b i l i t y  and com parab ility  o f the 

estim ates i s  the su b ject matter o f th is  note. The note i s  organised in  

four sectio ns  : Section  I  provides a b r ie f  account o f the method of 

approach and plan o f enquiry o f the surveys o f 1961-62, 1971-72 and 

1981-82. In  sec tio n  I I  the im p lica tio n s  of the s h i f t  in  the se le c t io n  

o f households w ith in  v i l la g e  to tho r e l i a b i l i t y  of the estim ates of 

va rious items is  gone in to . Section  I I I  d iscusses the question o f under­

estim ation . Section  IV  d iscusses the behaviour o f tho sampling variance  

over the three rounds assuming th a t the sampling technique followed for 

the s a le c t io n  o f households u iith in  the v i l la g e s  to be the same in  a l l  

the three rounds.

Section  I : Changes in  the Sampling S tra teg y  over 1961-62. 1971-72 and 
1981-82

For the 1961-62 survey the sample o f v i l la g e s  from each S ta te  

uias se lec ted  a f te r  s t r a t i f y in g  the S ta te  in to  a number-of u ltim a te  s t r a ta
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which are roughly of equal s iz e ,  being measured in  terms of the 1961 

ru ra l popu lation , and homogeneous w ith  regard to general a g r ic u ltu ra l 

co n d it io n s . The sample of v i l la g e s  w ith in  each S ta te  was a llo ca ted  among 

tho s t r a ta  in  proportion to the population s iz e  and were se lec ted  at 

random w ith p ro b a b ility  p roportiona l to s iz e ,  i . e .  popu lation . In  each 

se lec ted  v i l la g e ,  a sample o f 40 households was se lec ted  at random 

fo r in v e s t ig a t io n .

For the two rounds of 1971-72 and 1981-82 two-stage s t r a t i f ie d  

random sampling procedure, w ith  v i l la g e s  as f i r s t  stage u n its  and house­

holds as second stage u n its ,  was adopted. The ru ra l area o f the country 

was d iv ided  in to  66 ag ro-clim atic  zones tak ing in to  account population 

d e n s ity , a lt itu d e  and communication f a c i l i t i e s .  The a l l- In d ia  sample of 

v i l la g e s  were a llo ca ted  among d if fe re n t  S ta te s  on a Jo in t  consideration  

o f th e ir  ru ra l popu la tion , area under ce rea l crops and a va ila b le  in v e s t i ­

gator s treng th . The a llo c a t io n  of v i l la g e s  was fu rth e r m odified to ensure 

a minimum o f 180 v i l la g e s  in  each S ta te  except in  the sm aller S ta tes  and 

Union T e r r ito r ie s .  In  1971-72 from each stratum two independent sub­

samples o f 1 2  v i l la g e s  (w ith  few exceptions) were se lected  c ir c u la r  

s y s to m a tic a lly  w ith  equal p ro b a b ility .  In  1981-82 the sample v i l la g e s  

were se lec ted  w ith  p ro b a b ility  p roportiona l to number of house- lis ting  

and w ith replacem ent.

In  each se lec ted  v i l la g e  the households were d iv ided  in to  four 

su b -stra ta , by th e ir  area o f land possessed. Households possessing less  

than 0.05 acres formed sub-stratum 1 c a lle d  n o n -cu lt iva to rs . Tho remain­

ing  households were ranked by th e ir  area o f land possessed and then
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d iv ided  in to  th ree  sub -stra ta , v i z . ,  sm all c u lt iv a to r s ,  medium c u lt iv a to r s ,  

and la rg e  c u lt iv a to r s ,  in  such a way th a t the to ta l area owned by each 

category of households were the same. Three and tuio households re sp e c t iv e ly  

were se lec ted  from each sub-stratum in  1971-72 and 1981-82. In  both the 

years c ir c u la r  system atic sampling w ith  a random s t a r t  was fo llow ed . Thus, 

from each v i l la g e  12 households in  1971-72 and 8 in  1981-82 were se lected  

to form a sample o f 149,424 households in  1971-72 and 61,744 households 

in  1981-82.

The d is t r ib u t io n  o f v i l la g e s  fo r a l l  the three rounds . is  

provided in  Table 1 .

On the whole there seems to have taken p lace  a d e f in ite  s h if t  

in  the sampling s tra te g y  from sm aller number of v i l la g e s  w ith  la rg e r  

number o f households per v i l la g e  to la rg e r  number o f v i l la g e s  w ith sm aller 

number of households per v i l la g e .  The number o f v i l la g e s  increased  four­

fo ld  between 1961-62 and 1971-72, and the number remained almost the same 

between 1971-72 and 1981-82. The number of households per v i l la g e  

decreased from 40 in  1961-62 to 12 in  197.1-72, and to 8 in  1981-82. The 

sample s iz e ,  i . e .  the to ta l number o f households surveyed fo r  the country 

as a whole, showed on ly a marginal in crease  between 1961-62 and 1971-72 

and a marginal decrease between 1971-72 and 1981-82.
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Table 1 : D is tr ib u t io n  of Sample V illa g e s  Among D iffe re n t  S ta tes

Number o f Sample V illa g e s

S ta te 1961- 6 2 ____ 19  71 l l ! 1 N
) 

1 1 1 1 1981-82
C entra l S ta te Centra l S ta te C en tra l S ta te

Andhra Pradesh 152 336 336 287 293
Assam 75 24 180 180 160 167
Bihar 216 - 384 448 344 348
G ujarat 80 60 180 180 149 149
Haryana - - 180 60 58 174
Himachal Pradesh 6 - 96 — 70 81
3ammu & Kashmir 84 - 180 180 143 148
Karnataka 88 - 180 180 171 164
Kera la 72 - 180 180 156 156
Madhya Pradesh 136 - 360 360 255 301
Maharashtra 144 • 312 312 290 290
Manipur 3 «• 96 96 59 60
Meghalaya - - 96 - 47 58
O rissa 82 42 180 180 148 147
Punjab 80 20 180 90 148 152
Raj as than 80 22 180 180 159 155
Tamilnadu 128* - 312 312 228 225
Tripu ra 5 96 96 65 71
U tta r  Pradesh 320 - 528 528 454 441
West Bengal

1 3 6
— 276 2 2 2 219

Arunachal Pradesh,
Chandigarh, Delh i e tc . 2 36 1 2 142 164

A ll  In d ia 1889 168 4548 3910 3755 3963
(2057) (8458)* t (7718)

Notes: Figures m ithin brackets are to ta l fo r the various rounds.
* in c ludes Pondicherry

## In  add ition  to the ce n tra l and s ta te  samples there was a category 
c a lle d  ad d itio n a l sample cons is ting  of 3994 v i l la g e s .
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As the purpose o f the survey i s  to y ie ld  r e l ia b le  estim ates of 

debt, borrowings, c a p ita l form ation, e tc . the presumption underly ing  the 

s h i f t  in  the sampling s tra teg y  seems to be th a t the v a r ia t io n  in  debt, 

borrowings, e tc . across v i l la g e s  w ith in  homogeneous agro-clim atic  aomos 

and across households w ith in  v i l la g e s  i s  considerab le  and that the

betw een-village v a r ia t io n  is  sought to be captured by increas ing  the

number of households.

Thus, the main aspects o f the s h i f t  in  the sampling s tra teg y

a re :

( i )  smeiller number o f v i l la g e s  and la rg e r  number of
households per v i l la g e  in  1961 to la rg e  number
o f v i l la g e s  and sm aller number of households per 
v i l la g e  in  1971 end 1981}

( i i )  simple random sample of 40 households per v i l la g e  
in  1961 to s t r a t i f ie d  system atic sample of 12 
households and 8 households per v i l la g e  in  1971 
and 1981 re s p e c t iv e ly .

The im p lica tio n s  of these s h if t s  to the r e l i a b i l i t y  of the estim ates are 

discussed in  the next two se c tio n s .

Sec tio n  11 > Im p lica tio n s  of the S h if t  in  the S e le c tio n  of Households 
w ith in  the v i l la g e  to the R e l ia b i l i t y  o f Estim ates

A meaningful in ve s t ig a t io n  o f the im p lica tio n s  of the s h i f t  in  

the sampling s tra te g y  to the r e l i a b i l i t y  of the estim ates can only bo 

ca r r ie d  out w ith  a proper understanding o f the nature of the va r ia b le s  

in vo lved . By and la rg e , the v a r ia b le s  appearing in  the A ID IS are of two
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types: inc idence  and (q u an tity  o r ) amount per household reporting  in c id ence , 

the two together p rovid ing  estim ates for the to ta l  o f the various groups.

As an i l lu s t r a t io n ,  l e t  us take the case of debt outstanding per ru ra l 

household uthich i s  the product o f the proportion o f ru ra l households in ­

debted and the average amount o f debt outstanding per indebted household 

(rep o rting  household in  the term inology of A ID IS ). The e f f ic ie n c y  of any 

sampling s tra te g y  re s ts  in  generating r e l ia b le  estim ates of the product of 

tuio v a r ia b le s ,  v i z . ,  the inc idence  and the quan tity  per reporting  household, 

which i s  the e f f ic ie n c y  w ith which the inc idence  and q uan tity  per reporting  

household are estim ated .

F i r s t  l e t  us take the question o f the estim ation  of quan tity  or 

amount of debt, borrowings, a s s e t . . . .  e t c . ,  per reporting  household. In  

1961 these were estim ated by se le c tin g  households w ith in  v i l la g e s  using 

s t r a t i f ie d  system atic sampling. In  as much as these va r ia b le s  bear a l in e a r  

re la t io n s h ip  w ith  the v a r ia b le  used fo r s t r a t i f i c a t io n ,  v iz . ,  land owned, 

the s t r a t i f ie d  system atic sampling fo llowed in  1971 and 1981 should bo able 

to  throw up more accurate estim ates compared to the 1961 estim ates. But 

the re a l problem is  w ith the estim ates of in c id ence .

I t  may be noted at the very outset th a t the proportion of households 

reporting  debt, borrowings, or p a r t ic u la r  types of assets . . . . e t c .  nood not 

be and a re , in  many cases, not re la te d  to the v a r ia b le  used for s t r a t i f i c a ­

t io n . There is  no reason to b e lie ve  that the proportion of households 

indebted would be higher among higher s iz e  c lasses  o f landholders or v ic e  

ve rsa  (see Table 2 ).  As is  ev id en t, the pattern  is  qu ite ' the co n tra ry  w ith



v i i

Tab le 2 s Inc idence  of Debt of Ru ra l Household in  Se lec ted  S ta tes  (1981-82)

Household Percentage o f Households Reporting Cash COes
Asset Holding 

(Rs.)
Assam B ih a r G u jara t Haryana 3 4 K Karnataka Kera la Punjab Rajasthan TN UP

Up to 10 0 0 1 . 1 2 13.93 0.49 0 — 9.65 2.17 0 7.52 15.58 5.1
1000 - 5000 3.20 1 0 .6 8 5.15 15.25 10.28 15.87 19.37 13.77 18.94 2 2 .2 0 16.4
5000 - 10000 4.27 14.38 9.01 3.94 8 .8 6 21.49 17.70 20.40 18.53 26.60 17.3

10000 — 20000 5.00 1 2 . 2 2 23.80 10.38 11.24 27.14 21.87 18.73 27.46 30.25 17.8
20000 - 50000 4.82 11.85 22.77 9.92 8.25 24.17 33.61 19.96 28.20 41.23 19.6
50000 -10 0 0 0 0 3.03 10.95 22.06 8.03 9.39 31.26 32.48 13.64 23.87 41.83 14.1

100000 -500000 12.85 13.78 22.40 12.89 8.24 39.68 26.13 20.92 16.71 49.67 17.6
500000 + 0 15.61 20.56 27.20 1 2 .2 0 51.13 27.96 35.10 23.29 38.88 2 2 . 8

A ll groups 4.28 12.18 17.39 10.48 8.91 23.84 28.22 18.92 24.24 28.53 17.0

Source: Sarvekshana V o l.X . No.1 . 1986.
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on ly some o f the s ta te s  shouting a m arginal in c rease  in  inc idence  w ith s ize  
*
and most o f the s ta te s  shouting no v a r ia t io n  uiith s iz e  at a l l*

In  the absence o f a l in e a r  re la t io n sh ip  between landoutned and 

in c idence  system atic sampling is  no more e f f ic ie n t  than sim ple random 

sampling because in  such cases even w ith  system atisa tion  i t  amounts to 

arranging the households at random and,

" I f  a l l  the u n its  in  the population are arranged at 
random, then system atic sampling is  equ iva len t to simple
random sampling w ithout replacem ent.......... "  (p .156,
M.N. M urthy).

Thus, not on ly tha t the gains o f system atisa tion  disappear but a lso  ce r ta in  

o ther b iases may creep in to  the estim ates o f c e r ta in  va r ia b le s  (we turn to 

these b iases l a t e r ) .

The s t r a t i f i c a t io n  i s  not ca rr ie d  out w ith  the purpose of genera­

tin g  r e l ia b le  estim ates of in c id ence , ra th e r th e ir  s p e c if ic  aim aeems to 

be the generation of r e l ia b le  estim ates of the amount per reporting  house­

ho ld . The s t r a t i f i c a t io n  leads to  a s itu a t io n  where the lower tuio s t r a ta ,  

v i z . ,  non-cu ltiva to rs  and the c u lt iv a to rs  owning the lowest one-third of 

the area would account for over 80 percent of the households in  almost a l l  

the s ta te s  (see  Table 3 ).  Consequently, 50 percent of the sample u n its  

are chosen from two of the lower s t r a ta  accounting fo r over 80 percent of 

the ru ra l households and the re s t  50 percent o f the sample households from 

two of the upper s t r a ta  accounting fo r leas  th a i 20 percent of the ru ra l 

households.
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Table 3i D is tr ib u t io n  of Rura l Households - 1971

Percentage Percentage of Percentage of
S ta te o f non­ households households

c u lt iv a to rs owning top 
30 pc. of 
land

owning the 
next 30 pc. 
o f land

Andhra Pradesh 38 3 10

Assam 18 6 10

B ihar 20 4 9
G u jarat 36 5 9
Haryana 40 4 1 1

Himachal Pradesh 8 6 15
3ammu 4 Kashmir 6 1 2 29
Karnataka 31 5 15
K era la 10 4 7
Madhya Pradesh 18 5 17
Maharashtra 31 5 9
O rissa 23 4 1 1

Punjab 57 4 8

Rajasthan 13 3 1 2

Tamil Nadu 45 3 7
U tta r  Pradesh 2 2 5 1 1

West Bengal 34 4 13

Source: NSS, Land Holding Su rvey. 1971-72.
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This considerab ly  reduces the gains due to s t r a t i f i c a t io n  because i t  turns 

out to be a case o f la rg e  d ev ia tion s  mentioned by Murthy,

"When the a llo c a t io n  dev ia tes much from the above three 
a llo c a t io n s , there may be a few s itu a t io n s  where the 
f i r s t  term on the r ig h t  hand s ide  of (7 .3 5 )^ n o t on ly ’ 
becomes negative  but a lso  exceeds the other term in  abso­
lu te  va lue  thereby g iv in g  r is e  to a lo ss  in  e f f ic ie n c y  
due to s t r a t i f i c a t io n " ,  (p .249)

This may be shown by a few num erical examples based on tab les  2 and 3

(see  ta b le  4 ) .  As i s  evident in  every case V ( £  ) - V ( £  ) i s
us s t

n ega tive .

Table 4 t Loss in  E f f ic ie n c y  Due to S t r a t i f i c a t io n  for various valuos
o f  W and P„____ 8__  S

1/ (> .5 5 )  l V ( y ) - V ( 7  )
U8 S t

1
+ —n

k8 = 1

8*1

1 K

n  1  (  1

<S~ 8

W ( Y  
8 8 Y ) 2
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Thus, there does not seem to be any gain  due to s t r a t i f i c a t io n  

and sys tem atisa tio n . In  other words, though the sampling designs of 

1971-72 and 1981-82 are apparently d if fe r e n t ,  in  e f fe c t  they are no 

b e tte r  than srsw or.

Table 5 : V a r ia t io n  of Survey Estim ates o f Cooperative debt over 
outstanding reported by PACs ond PLDBs oa on June 30. 
1971

S ta te Percentage
v a r ia t io n

Andhra Pradesh -67.2
Assam -45.6
B iha r -45.1
G u jara t +38.2
Haryana -52.4
Himachal Pradesh -43.4
Jammu & Kashmir -50.2
Karnataka -47.0
K e ra la -43.7
Madhya Pradesh -41.8
Maharashtra -32.2
O rissa -64.6
Punjab -56.6
Rajasthan -60.7
Tamil Nadu -50.8
U tta r  Pradesh -27.6
West Bengal -29.7

A ll In d ia -38.9

Source: R B I, S t a t i s t i c a l  tab les  Re la ting  to Cash Dues
Outstanding Against Rural Households aa on 30th 
June. 1971. Bombay 1976.
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In  add ition  to the arguments put fo rth  in  Sec tio n  I I  there seem 

to e x is t  other em p irica l evidence, po in ting  to the u n r e l ia b i l i t y  and non- 

.com parab ility  o f the estim ates, some o f uihich have a th e o re t ic a l base*

I t  was reported th a t there uias considerab le  under-estim ation of

debt ouied to the co-operatives by ru ra l households in  the AIRCs of 1961-62

and AIDIS of 1971-72. In  1961-62 the under-estim ation uias of the order

o f 17 percent at the a l l  In d ia  le v e l .  By 1971-72, however, the magnitude

of underestim ation had increased  to 30 percent (ta b le  5 ). One of the

reasons a ttr ib u te d  to the under-estim ation i s  the under-reporting o f the

debt owed to the co-opera tives . For in s tan ce , the undre-reporting in
2/Maharashtra was between 3 to 37 percent in  1971-72.-/ I t  i s ,  however, not 

c le a r  whether the under-estim ation could e n t ir e ly  be a ttr ib u te d  to the 

under-reporting as the under-reporting ranges between 3 to 37 percent (fo r  

Maharashtra) w ith  the average being much lower than 37 percent. Fu rther, 

why should the degree of under-reporting in crease  between 1961 and 19717 

Thus, even i f  we a t t r ib u te  p a rt of the under-estim ation to under-reporting 

a s ig n if ic a n t  p art of the under-estim ation remains to be explained and i t  

could be a ttr ib u te d  to the s h i f t  in  the sampling s tra te g y  as we argue below.

2/ Reserve Bank o f  In d ia , S t a t i s t i c a l  Tables R e la ting  to Cash Duos Outstand­
ing Against Rural Households as on 30th June 1971. Bombay, 1976, 
pp. 6 and 7.

Sec tio n  I I I  i The Question o f Under Estim ation
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Le t us assume that Y  ̂  ̂ i s  the reported va lue of the v a r ia b le

whereas Y*ak i s  the true  va lue  and i s  the under-reported amount,

a l l  fo r the K^h household in  the s ^  s t r a ta  o f the i ^  v i l la g e *  Let

M. and m , r e s p e c t iv e ly ,  be the to ta l and sampled number o f households 
18  18

th A  in  the i  sampled v i l la g e .  Fu rth e r, l e t  Yft be the estim ate uaihg s tra-
A

t i f i c a t io n  and YQ be the estim ate tha t would have been obtained had there 

been no s t r a t i f i c a t io n .  The estim ates, then, fo r the 1971 scheme, are

m.0  N n 4 M
A “  n y ?  Y .i = 1 sj»1 m. .-S, is k  i s  k= 1

£  t  l i  v  v r > k  * 5  x  i  I t  >  u

1=1 ,=1 "is kfl 1=1 8=1 "is k5l i8k

VB = n S ' Hi. " l v
i=1 mi iJ

n M m N, n M m
5  “  *»■ y* + n “  <—i  u

i = 1 * L  i j  i=1 mi  Ui J

M
Now note the in te re s t in g  fa c t  that the term i s  i s  la rg e  for

m.i s
sm all c u lt iv a to r s ,  owing to la rg e  M, and same m, . I f  i t  i s  assumed

18  18

th a t U ha8 to do uiith s t r a t i f i c a t io n  then

■T r  h , .  4
i S 5** Umis  is k  i s  going to be s ig n if ic a n t ly  d if fe re n t  from

n M m.
Ui i on the average. In  other words, ths same

i  j = 1
amount o f under-reporting may cause su b s tan tia l d iffe re n ce  in  under-
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estim ation . To get the f u l l  im p lica tio n s  o f the s h i f t  between 1961 and 

1971 to under-estim ation the s ig n if ic a n t  reduction  in  the number o f second 

stage u n its  in  1971 need a lso  be kept in  mind.

The second p iece o f em p irica l evidence is  the system atic behaviour 

o f the c o e f f ic ie n t  o f v a r ia t io n  o f the estim ates of various ite m s 'in  1981- 

82 for which data is  r e a d ily  a v a ila b le . The c o e f f ic ie n t  o f v a r ia t io n  o f 

the estim ate o f the proportion o f households reporting  cash dues payable 

i s  h igher than the c o - e ff ic ie n t  of v a r ia t io n  (Cl/) o f households reporting  

land owned and bu ild ings (see Table 6 ) .  The Cl/ o f the former i s  1.98 where­

as the la t t e r  are 0.37 and 0.27 re sp e c t iv e ly . These re su lts  seem to suggest 

th a t the v a r ia b le s  l in e a r ly  re la ted  to land owned are e f f ic ie n t ly  estimated 

whereas the others are not. The point is  fu rth e r supported by the fa c t  

th a t the Cl/ fo r  n o n -cu ltiva to r households fo r a l l  items are higher than 

fo r  c u lt iv a to r  households. The Cl/ o f p roportion  of no n-cu ltiva to r house­

holds repo rting  l i a b i l i t i e s  is  higher than th a t fo r c u lt iv a to r  households 

by n ea rly  125 percent; the Cl/ fo r va lue o f p o u ltry  and liv e s to c k  owned by 

n o n -cu ltiva to r households i s  1 2  times higher than that fo r c u lt iv a to r  house­

ho lds. The percentage d iffe re n ce  is  even higher fo r va r ia b le s  such as 

non-farm equipments, average va lue of f in a n c ia l a s s e ts . . . . e t c .  Thus, the 

behaviour o f Cl/s seem to support the contention th a t the sampling design 

i s  conducive fo r  a r r iv in g  at r e l ia b le  estim ates of p hys ica l a sse ts , land- 

lw n ed ..• .e t c .  which are re la te d  to the land owned by the household but not 

fo r  estim ating  other v a r ia b le s  which do not bear such a re la t io n sh ip  w ith 

the land owned.
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Tab le  6 : C o e ff ic ie n t o f V a r ia t io n  o f A ll- In d ia  Estim ates o f Some Se lected  Items : 
NSS 37th Rotond (R u ra l)

Category o f  households C o e ff ic ie n t o f v a r ia t io n  { % )  o f estimates of
I terns 1 2 3 4 5 6 7 8 9 10 1 1 1 2

a l l  households 1.98 4.41 1 . 0 2 1 . 2 2 1 .-25 1.27 2.38 7.76 3.74 1.41 5.73 5.20
Households in  asset 
ho ld ing c la s se s  (Rs.) -

' Upto 1000 11.82 19.53 2.18 6.09 4.97 8.85 5.71 14.36 19.99 5.28 47.12 34.47
1,000 - 5,000 4.77 7.22 0.72 2 . 1 0 1.48 3.54 3.40 8.0 0 7.91 2.27 18.88 12.04
5,000 - 10,000 4.56 6.43 0.39 1.56 1.57 2.47 5.14 10.29 5.68 2.29 15.15 10.70

1 0 ,0 0 0  - 2 0 ,0 0 0 4.06 6 .8 8 0.34 1.08 1.42 1.99 5.93 8.23 4.89 1.92 14.81 9.46
20,000 - 50,000 2.78 4.39 0.33 .74 1.30 1.39 3.06 14.66 2 .8 8 1.79 10.45 1 1 . 1 0

50,000 - 1 lakh 3.04 4.83 0.31 .70 1.57 1.64 3.31 18.09 3.38 2.06 7.28 7.31
1 lakh  - 2  lakhs 2.99 4.98 0.64 .94 1.92 1.62 2.98 12.19 7.58 2.14 11.55 9.88
5 lakhs - 10 lakhs 4.63 13.88 1.87 1.90 6.49 26.91 6.39 23.64 13.18 5.49 13.18 13.38

10  lakhs - 20 lakhs 1 2 . 1 2 64.45 2.70 9.36 8.76 18. 75 12.43 60.26 26.75 2 1 . 2 0 24.13 32.03
20  lakhs and above 0 .0 0 39.08 4.44 5.66 16.99 26.55 26.23 91.32 34.57 21.56 31.43 50.28

Household typ e : I
C u lt iv a to rs 2.04 4.67 1.08 1.26 1.30 1.05 2.40 8.98 3.74 1.49 5.91 4.85 f-
n o n -cu lt iva to rs 4.58 7.23 3.20 5.35 3.58 12.32 9.57 15.57 17.08 3.48 19.92 13.34



Item  Nos. I  terns

xvi

1 Proportion  o f households reporting  cash dues payable
2  Value of cash dues payable per household
5 average va lu e  o f to ta l  assets per household
4 average va lu e  of land  owned per household
5 average va lu e  of r e s id e n t ia l b u ild ing  per household
6 average va lu e  o f l iv e s to c k  and p ou ltry  per household
7 average va lu e  of a g r ic u ltu ra l implements per household
8 average va lu e  o f non farm equipments per household
9 average va lu e  of transpo rt equipments per household

10  average va lu e  o f durable assets per household
1 1  average va lu e  o f a l l  shares per household
1 2  average va lue  of o ther f in a n c ia l assets per household

Source) Sarvekshana l/o l.X , No.1, Duly 1986
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Sec tio n  I I I t  Behaviour o f the Sampling Variance ever the Three Rounds

Ignoring the question o f the s h i f t  from sim ple random sampling 

to s t r a t i f ie d  system atic sampling in  the s e le c t io n  of households w ith in

v i l la g e s  fo r  tho reasons g iven in  Section  I I  and I I I  th is  section  focusses
\

a tte n tio n  on the behaviour o f sampling va rian ce  over the three rounds.

The expression fo r the sampling variance  o f the estim ator Y ( t o t a l  of some 

item ) based on a two stage sampled uiith srswor at both the stages fo llo w ­

ing  Murthy (1967) may be w r itte n  ass
2 2

¥(Y) -  N2 M2 (1 -f ) J l  ♦ -£ -  A  «  I  (1 -fD  - g -

J  1 J 1 ,  Mi Yi - 7 , 2  1 Mi , x2
re  »  f j lT  f e l  ( M } • wi “  Ml~  ^  ( Y i j  "  Y i)

N
f  = n/N, f i  »  mi/Mi and H n ^  Mi/N

N  m  the number of v i l la g e s ,  Mi «  the number o f households in  the i t h  
v i l la g e

Assuming th a t values o f ^7 Mi and N are the sane fo rb , w i ,

the three rounds of the survey we may w r ite ,

V  (Y ) a  ( — -—  - —— ) M2 Mi2  ( 1 - ) —V '1961 '  2057 N ; b 2057 i=1 X  U  Mi '  40

u ( Y )  a  (  — ------- _  — 1—  )  n  M <y"  +  — —  ^  M i 2  —  > —
1971 V 8458 N b 8458 i-1 1  U  Mi 12

o ' 2

V  (Y ) ss ( — 1— - —1— ) M2 + "■ |N" ' ■*- Mi2 (1- —  ) ̂V '1981  ̂ 7718 N 1 b 7718 i-1 1  U  Mi '  8
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As N i s  ve ry  la rg e  the f i r s t  term on the r ig h t  hand s id e  (between va r ian ce ) 

would decreases by approximately 76 percent between 1961 and 1971, by 73 

percent between 1961 and 1981,  and would in crease  by about 10 percent 

between 1971 and 1981.

The second term on the r ig h t  hand s id e  (w ith in  va rian ce ) would 

decrease or in crease  depending upen the va lue  o f M i 's .  Assuming a l l  the 

M i '8 to be equal to M and g iv ing  numerical values to M i t  may be seen that 

fo r la rg e  M the w ith in  va rian ce  decreases in  1971 compared to 1961 and for 

sm all values o f M w ith in  va riance  increases (Table 7 ) . ^

Table ?  : Behaviour of the w ith in  Variance (1961 to 1981)

Mi a  M W ith in  va rian ce  as a percentage of the base year value
1971/1961 1981/1971 1981/1961

500 86 166 143

200 95 168 160

150 10 2 169 172

100 119 172 204

Combining the re su lts  regarding the behaviour of between variance  

and w ith in  va rian ce  i t  may be concluded tha t the sampling v/arianco fo r 

1981 would be considerab ly higher than th a t fo r 1971 for a l l  va lues of Mi.

3/ The average va lues o f Mi are below 200 in  1971 for a l l  the s ta te s  
except Andhra Pradesh, Ke ra la  and Tamil Nadu.
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As regards the comparison between 1971 and 1961, i t  would depend on the 

r a t io  between between variance  variance  and w ith in  va riance  and thG values 

of M i.

As is  evident from Table 8 , fo r la rg e r  values of Mi and la rg e r 

share of w ith in  va riance  in  the to ta l the sampling variance  comas down 

between 1961 and 1971. But fo r values of Mi around 150 the reduction in  

sample va rian ce  is  n e g lig ib le  (between 3.2 to 4.5 p e rcen t). At the same 

time for the same ra t io s  the sampling va rian ce  in  1981 i s  considerab ly 

h igher (over 25 percent at the le a s t )  than the sampling variance  in  1961 

(fo r  Mi g rea te r than 500 a ls o ) .

When the share o f between variance  in  the to ta l  dominates, the 

sampling variance  comes down ra the r sharp ly  between 1961 and 1971. How­

e ve r, even in  such cases the reduction  i s  re la ted  to the values of M i, in  

the sense th a t fo r  la rg e r  va lues o f Mi the reduction  is  sharper and for 

sm alle r va lues of Mi the reduction i s  sm a lle r.

Thus, the behaviour of sampling va rian ce  c r u c ia l ly  depends on

the va lue  of Mi and the r a t io  of between va rian ce  to w ith in  va rian ce . As

tho value of Mi is  around 150 in  most of the states the reduction in  the

number of sample households does not bring down the w ith in  va riance  over

the various rounds of the survey but ra ise s  i t  m ild ly  between 1961 and

1971 and ra th e r sharp ly  between 1971 and 1981. Coming to the r a t io  of
2

between variance  to w ith in  va r ian ce , although may be sm aller compared
2 2 to g- wi the presence of N in  the f i r s t  term of the expression fo r sampling

varian ce  would boost the share of the between va riance  in  the t o t a l .
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Table 8 : Behaviour o f the Sampling Variance (1961 to 1981)

Sampling Variance as a Percentage of the base year value

l. 1
rs

i 
li 

i 
3 

i i i i

1
1971/1961

:4
1981/1961

R a tio  betuieen and w ith in  va r ian ce .
1s3 3 s1 

1971/1961 1981/1961 1981/1961 1981/1961
4 j 1

1971/1961 1981/1961

500 84 129 83.5 125.5 39.5 56.0 36.4 47.8
200 91.2 142.6 90.25 138.25 41.75 60.25 38.2 51.2
150 96.8 152.2 95.5 147.25 43.5 63.25 39.6 53.6

10 0 110.4 177.8 108.25 171.25 47.75 71.25 43.0 60.0
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Hence* any sharp in crease  in  the number o f f i r s t  stage u n its  (hare , 

v i l la g e s )  would bring down the sampling va rian ce  considerab ly .

However, because of the arguments provided in  Section  I I  

above i t  i s  evident th a t the sampling variance  could be higher in  the 

s t r a t i f ie d  case and hence in  a c tu a lit y  the reduction  may not be h igh.

Conclusions

On the whole, though the s h i f t  in  sampling s tra teg y  between 

1961 and 1971 i s  ab le to generate r e l ia b le  estim ates o f one component 

o f the v a r ia b le ,  v i z . ,  the amount or q uan tity  per repo rting  household, 

the estim ates of the other component, v i z . ,  in c idence  or proportion of 

households re p o rtin g , seem to be le ss  r e l ia b le .  Other em p irica l 

evidence a lso  seem to suggest th a t the estim ates are not a l l  that 

r e l ia b le .

I



CHAPTER 3

INTERREGIONAL VARIATIONS IN THE S IZ E  OF FORMAL AND 
INFORMAL CREDIT MARKETS

In  order to in v e s t ig a te  the fa c to rs  underlying v a r ia t io n s  .across
l

regions in  the s iz e  of the formal and in form al c r e d it  markets in  In d ia , 

we ca rr ie d  out a reg ression  a n a lys is  using, cross sectio n  data from the 

e a r ly  1970's .  Those data p e rta in  to 59 regions in to  uihich the country 

has been c la s s i f ie d  by the N ationa l Sample Survey (N SS ). These NSS regions 

are subregions o f each S ta te  where groups o f contiguous d is t r ic t s  have been 

combined. Each region co n s is ts  of groups o f d is t r i c t s  which have s im ila ­

r i t i e s  w ith  respect to population d ens ity  and cropping p a tte rn . On average, 

each NSS reg ion comprises 4 or 5 d is t r i c t s .  A f a i r l y  la rg e  amount of data 

e x is ts ,  p a r t ic u la r ly  fo r the e a r ly  1970's, a t the NSS region le v e l  on 

se ve ra l aspects,such as demographic c h a ra c te r is t ic s ,  in s t i tu t io n a l  and 

economic v a r ia b le s .  The Reserve Bank of In d ia 's  A ll- In d ia  Debt and In ve s t­

ment Survey which i s  ca rr ied  out in  co llab o ra tio n  w ith  the NSS o rgan isation  

a lso  presents in form ation  by NSS reg ions. I t  has th e re fo re  been p oss ib le  

to  ca rry  out a cross sectio n  in te r re g io n a l a n a ly s is . F o rtu n a te ly , data 

on a la rg e  number o f v a r ia b le s  fo r NSS regions had been compiled by 

P . Bardhan (1983), and we have been ab le to draw upon th is  ra th e r r ic h  

data  base in  our a n a ly s is .
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We have used a sim ple measure o f the s iz e  o f the form al and 

in fo rm al c r e d it  market* which i s  the average .amount o f cash dues outstand­

ing  from formal and in form al c re d it  agencies per sample household. Formal 

sec to r c re d it  agencies com prise: Government* Cooperative Banks* Commercial 

Banks* Insurance and P rov iden t Fund, Cash dues outstanding from these 

agencies have been clubbed together. S im ila r ly *  fo r  the in fo rm al secto r* 

we have added the amount outstanding due to  land lo rds* a g r ic u ltu r is t  

moneylenders* p ro fe ss io n a l moneylenders* traders * r e la t iv e / fr ie n d s  and o th e rs . 

Explanatory v a r ia b le s  are o f four types: measures o f economic dynamism, 

ag rarian  s tru c tu re  v a r ia b le s *  ag roeco log ica l cond itions and fin an ce- re la ted  

v a r ia b le s .  The va r ia b le s  used in  the a n a lys is  are the fo llo w in g :

1, Dependent V a riab les  (S iz e  of C red it Market)

CLFS a  Cash dues outstanding per household from formal secto r

CLIS ■ Cash dues outstanding per household from inform al secto r

2, Explanatory V ariab les

(a ) Measures o f Economic Dynamism

GROWTH s  Average Exponentia l annual growth ra te s  o f output of
19 major crops in  a region over the period 1962-65 
to 1970-73, Source o f data i s  B h a lla  and Alagh (1979)

OPH h  Output per Hectare; Value ( in  rupees) of output per
hectare  of 19 major crops averaged fo r 1970-71 to 
1972-73, Source: B h a lla  and Alagh.

WELLIRR m  Proportion  o f area ir r ig a te d  by w e lls  and tubew ells
in  to ta l  area ir r ig a te d .
Source: Season and Crop Reports.

FHA Value ( in  rupees) o f f e r t i l i s e r  inpu t per hectare in  
19 major crops. Source: F e r t i l i s e r  S t a t i s t i c s .  
B h a lla  and Alagh.
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GEMHA a  Gross C ap ita l Expenditure (Rs.) on a g r ic u ltu ra l
implements, machinery and transpo rt equipment per 
hectare  of 19 major crops.
Source! A l l  In d ia  Debt and Investment Su rvey, 

1971-72 (A ID IS )

(b ) Aararian  S tru c tu re  V ariab les

sx Proportion  of to ta l ru ra l households operating land 
above 7.5 acres.
Source: A ID IS , 1971-72.

a  Proportion  o f Farm Wage labourers  in  ru ra l labour 
fo rce  by usual s ta tu s  fo r  males age 15-59,
NSS 27th Round (1972-73)

= Percentage o f Rura l Population  in  1972-73 beloui 
poverty l in e  defined as Rs.15 per c a p ita  per month 
in  1960/61 p rices

a  Percentage of leased- in  area to to ta l  area operated; 
NSS 26th Round (1971-72) Land Holdings Survey.

a  Percentage Rura l Unemployment ra te  on basis of d a ily  
tim e d isp o s it io n  data from NSS 27th Ro^nd (1972-73)

ASTP00R a  Proportion  o f Rura l Households possessing Rs.1,000 
or le s s  as on Dune 30, 1971, A ID IS 1971-72.

(c )  AoroecoloQical Conditions

IRRP a Percentage o f Owned land which i s  ir r ig a te d  as on
June 30, 1971 A ID IS , 1971-72.

SOIL > Index of s o i l  ra tin g  in  reg ion , RBI B u l le t in  Oct. 1969.

(d ) F inance-Related  Variab les

C0PR0P a  Proportion  o f Households Beporting Borrowing from
Cooperative Banks, A ID IS 1971-72.

HHEPR0P a  Proportion  of Households reporting  household expendi­
tu re  as purpose o f cash dues outstand ing, A ID IS 1971-72.

LFARMP

WMPR0P

P0VP

LSPR0P

URR



CAFPROP s  Proportion  o f Households repo rting  C a p ita l expenditure 
on farm business as purpose o f cash dues outstand ing, 
A ID IS 1971-72.

CUFPROP m  Proportion  of Households repo rting  cu rren t expenditure 
on farm business as purpose o f cash dues outstanding*
A ID IS 1971-72.

CANFPRQP m  Proportion  o f Households repo rting  C ap ita l expenditure 
on non-farm business as purpose o f cash dues outstand­
in g , AIDIS 1971-72.

CUNFPROP a  Proportion  o f Households reporting  cu rren t expenditure 
on non-farm business as purpose of cash dues outstand­
in g , A ID IS 1971-72.

Resu lts  of Regression Analysis

We have attempted a simple o rd inary le a s t  squares regression  

a n a lys is  to unravel the p oss ib le  underlying fa c to rs  which determine 

v a r ia t io n s  in  the s iz e  of the formal and in fo rm al secto r c re d it  markets 

in  a comparative p e rsp ec tive . The lo g ic  of our in v e s t ig a t io n  uias to 

s y s te m a tic a lly  examine the impact of four se ts  o f v a r ia b le s  on the s ize  

o f the c re d it  market. I t  appeared reasonable to expect tha t the degree 

of economic dynamism exh ib ited  by a region would have an im portant bear­

ing  on the extent o f c re d it  market in  the reg ion . Accordingly uie se lected  

some a lte rn a t iv e  measures of economic dynamism, as l is t e d  above. These 

included  growth ra te s  in  output re ce n t ly  experienced in  the reg ion , the 

le v e l  of gross o u tp u t per h ec ta re , the q u a l i t y  of i r r ig a t io n  in  the reg ion , 

the degree o f f e r t i l i z e r  use, and the gross c a p ita l  expenditure on ag ri­

c u ltu ra l implements and machinery and transpo rt equipment. The expected 

re la t io n s h ip  between agrarian  dynamism and the s iz e  of the formal c re d it  

market was g e n e ra lly  p o s it iv e .  A p r io r i ,  however, i t  was not p oss ib le
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to in d ic a te  which May the re la t io n s h ip  would go in  the case o f the 

in form al s e c to r . .

S im ila r ly  we have explored the a sso c ia tio n  between the s iz e  o f 

the form al and in form al c r e d it  market and v a r ia b le s  r e f le c t in g  the agro- 

e co lo g ica l c h a ra c te r is t ic s  o f the region ( i r r ig a t io n  base and s o i l  ty p e ), 

and c h a ra c te r is t ic s  o f the ag rarian  s tru c tu re  (such as proportion of 

la rg e  farm ers, the proportion  o f farm wage labourers  in  the ru ra l labour 

fo rc e , the percentage of r u ra l population  below the poverty l in e ,  the 

extent o f tenancy, the unemployment ra te  in  r u ra l  a reas, and the propor­

t io n  o f households who are asset-poor. We would expect th a t the s iz e  o f 

the c re d it  market would be p o s it iv e ly  associated  w ith  the proportion o f 

la rg e  farmers and n eg a tive ly  w ith  poverty measures. I t  was of course 

d i f f i c u l t  a p r io r i  to judge which p a r t ic u la r  measures would be most c lo s e ly  

associated  w ith  s iz e  of c re d it  market. This could only be s e tt le d  

e m p ir ic a lly .

We have a lso  t r ie d  to in v e s t ig a te  the s t a t i s t i c a l  impact of 

c e r ta in  aspects of c re d it  use, such as the proportion o f households rep o rt­

ing  outstanding dues by purpose of borrowing, whether fo r household expen­

d itu re ,  or fo r expenditure on farm and non farm business under cu rren t and 

c a p ita l  item s. We a lso  wanted to  examine whether the formal end in form al 

c r e d it  markets had a com petitive  re la t io n s h ip  by in c lud ing  the proportion 

o f households repo rting  borrowing from Cooperative banks which i s  an 

im portant formal secto r c re d it  agency in  the ru ra l areas.

The p lan o f an a lys is  i s  as fo llo w s . At f i r s t  separate s e t of 

reg ressions were done using va r ia b le s  for each type , v i z . ,  economic dynamism,
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agrarian  s tru c tu re , ag roeco log ica l co n d it io n s , and fin ance- re la ted

v a r ia b le s .  F in a l ly ,  a "combined reg ress ion " was done using se lected

va r ia b le s  from each s e t .  In  th is  manner uie have sought to id e n t if y  the

explanatory pouter of d if fe re n t  ca tegories  of v a r ia b le s ,  as w e ll as to

id e n t i f y  the impact o f s p e c if ic  va r ia b le s  of each type on the s iz e  of

formal and c r e d it  markets. For purposes of comparison ute have r e ta i le d

the same s p e c if ic a t io n  o f equations fo r both formal and in form al 'sec to rs .

The regressions have been c a rr ie d  out sep a ra te ly  fo r  four separate groups

o f borrowers: v iz .  a l l  households, c u lt iv a to r s ,  a g r ic u ltu ra l labourers
2

and a l l  n o n -cu lt iva to rs . The R i s  reported are adjusted fo r degrees o f 
freedom.

The re s u lts  are reported below: F igures in  parentheses are

t- r a t io s .

I .  A l l  Households

1st sgt (Economic Dynamism V a riab les )

I  (1 ) CLFS a  37.06 + 12.26 GROWTH + 3.41 GEMHA +
(.9 4 ) (4 .7 7 )*  (2 .4 1 )*

1.11 WELLIRR + 531.19 FHA - 0.03 OPH
(2 .13 ) (.5 0 ) (.7 4 )

f t  2  a  0.51

I  (2 ) CLIS »  243.73 + 46.60 GROWTH + 0.04 GEMHA +
(3 .19 ) (4 .0 2 )*  (.0 3 )

2.73 WELLIRR + 4160.73 FHA - 0.14 OPH
(2 .7 6 )*  (2 .3 9 )*  (1 .82)

R 2  = 0.30

F igures w ith  * '  are s ig n if ic a n t
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2nd se t (A g rarian  S tru c tu re  V a riab le s )

I  (3 ) CLFS = 218.82 - 1.19 ASTPOOR - 0.60 LSPROP +
(3 .36 ) (1 .42 ) (.3 0 )

2.79 LFARMP - 3.80 POVP - 2.83 URR +
(2 .1 7 )*  (3 .6 4 )*  (.7 2 )

4.36 WMPROP
(1 .36)

I  (4 ) CLIS = 522.26 + 2.53 ASTPOOR - 0.60 LSPROP +
(4 .97 ) (0 .55 ) (0 .19)

6.08 LFARMP - 6.31 POVP - 0.40 URR +
(2 .9 4 )*  (3 .7 5 )*  (0 .06)

1.47 WMPROP 
(0 .29 )

3rd se t (A groeco log ica l V a r ia b le s )

I  (5 ) CLFS «  101.02 + 0.12 SOIL ♦ 2.32 IRRP
(1 .70 ) (0 .17 ) (1 .57 )

2
0.01

I  ( 6 ) CLIS o 185.93 + 1.04 SOJL + 7.23 I£RP
(2 .00 ) (.6 2 ) (3 .13 )

R” 2 «  0.15

4th Set (F inance-Related  V a r iab le s )

I  (7 ) CLFS s  8.63 - 3.25 HHEPROP - 6.65 CUFPROP +

(0 .25 ) (2 .56 ) (2 .41 )*

18.14 COPROP + 15.89 CAFPROP
(7 .9 8 )*  (4 .0 6 )*

0.66
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I  ( 8 ) CLIS = -85.29 + 11.62 HHEPROP - 19.75 CUFPROP ♦
(1 .30 ) (4 .8 8 )*  (3 .8 0 )*
0.76 COPROP + 31.99 CAFPROP 
(1 .18 ) (4 .3 4 )*

Combined Regression

I  (9 ) CLFS

R 2

81.21 - 
(1 .71 )
2.86 POVP + 
(4 .6 6 )*
0.68 WELLIRR 
(1 .52 )
10.40 GROWTH 
(2. 00)*
0.24 LFARMP 
(.22)
0.79

3.84 HHEPROP 
(3 .3 6 )*

1.78 (E-03) OPH - 
(.0 5 )

14.05 COPROP - 
(5 .8 9 )*
+ 2.69 WMPROP

(2 .2 8 )*
♦ 434.69 FHA h 

(.6 4 )

1.32 IRRP + 
(1 .46 )

t 9.71 CAFPROP 
(2 .6 5 )*

68 GEMHA + 
(1.11)

I  (10) CLIS

R 2

-2.93
(.0 3 )

10.89 HHEPROP 
(4 .57 )

8.53 (E-03) 
(0 .12)

OPH - 3.82 POVP -
(2 .9 8 )*

0.34 WELLIRR 
(.3 7 )
12.13 GROWTH 
(1.11)
0.68

2.35 COPROP 
(.4 7 )

2.57 IRRP 
(1 .3 * )

10.40 CAFPROP 
(1 .36)

0.52 WMPROP 
(.7 1 )
1118.62 FHA - 0.47 GEMHA 
(.7 9 ) (.3 7 )

4.
(2

I I .  C u lt iv a to rs

1st Se t (Economic Dynamism V a r iab le s )

I I (1 ) CLFS «  78.17 - 5.13 GROWTH + 4.21 GEMHA +
(1 .13 ) (.5 9 ) (3 .4 4 )*
3.15 WELLIRR + 2524.5 FHA - .06 OPH
(3 .5 3 )*  (1 .60 ) (.9 5 )

R 2  *  0.51

I I  (2 ) CLIS *  213.42 + 45.40 GROWTH - 0.12 GEMHA -I
(2 .27 ) (3 .81 ) (.0 7 )
3.91 WELLIRR + 6397.9 FHA - 0.11 OPH
(3 .2 0 )*  (2 .9 8 )*  (1 .15 )

75 LFARMP 
.0 3 )*

0.40
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2nd Sa t (A grarian  S tru c tu re  V a r iab le s )

I I  (3 ) CLFS a  198.04 - 0.42 ASTPOOR - 0.88 LSPROP +
(1 .90 ) (.0 9 ) ( , 2 7 )

7.91 LFARMP - 6.10 POVP - 1.81 URR +
(3 .8 6 )*  (3 .6 6 )*  (.2 9 )

10.06 WMPROP 
(1 .97 )

I I  (4 ) CLIS »  562.77 + 7.91 ASTPOOR + 0.10 LSPROP +
(4 .44) (1 ,42 ) (.0 3 )

8.22 LFARMP - 9.28 POVP + 0.31 URR -
(3 .2 9 )*  (4 .5 3 )*  (.0 4 )

0.21 WMPROP 
(.0 3 )

3rd Se t (A groeco log ica l V a r iab le )

I I  (5 ) CLFS «  145.15 + .83 SOIL + 3.61 IRRP
(1 .42 ) (.4 6 ) (1 .42 )

R ’2 a  .02

I I  ( 6 ) CLIS

R 2

161.98
(1 .45)

0.22

2.20 SOIL 
(1.01)

9.88 IRRP 
(3 .5 5 )*

4th Se t (F inance Re la ted  V a r ia b le s )

I I  (7 )  CLFS = -33.59 - 3.23 HHEPROP + 18.57 COPROP +
(.8 9 ) (1 .9 8 )*  (5 .5 0 )*

15.79 CAFPROP - 6.15 WFPROP
(3 .6 4 )*  (1 .8 7 )*

R 2 a 0.75
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II (8 ) CLIS = 140.88 + 3.82 HHEPROP - 5.45 COPROP +
(1 .86 ) (1 .17 ) (.8 0 )

33.70 CAFPROP - 10.60 CUFPROP
(3 .8 7 )*  (1 .60 )

I I (9 ) CLFS 46.27 - 3.36 HHEPROP + 13.79 COPROP -
(.8 0 ) (3 .1 7 )*  (5 .9 1 )*

0.02 OPH - 4.00 POVP + 5.13 WMPROP +
(.4 0 ) (4 .67 ) (3 .1 9 )*

0.16 IRRP + 0.74 LFARMP + 1.35 GEMHA +
(0 .14) (0 .51 ) (1 .8 2 )'

1.53 WELLIRR + 220.50 FHA + 8.79 GROWTH +
(2 .4 3 )* (.2 5 ) (1 .16 )

6.93 CAFPROP 
(1 .9 2 )*

R 2 0.86

I I (10) CLIS «  236.70 + 4.84 HHEPROP - 12.50 COPROP +
(2 .38 ) (2 .6 5 )*  (3 .1 3 )*

0.06 OPH - 7.32 POVP + 2.07 WMPROP +
(.7 4 ) (4 .9 9 )*  (.8 2 )

0.51 IRRP + 9.72 LFARMP - 0.15 GEMHA +
(.2 5 ) (3 .9 0 )*  (.1 2 )

0.28 WELLIRR + 4751.64 FHA + 2.98 GROWTH + 
(.2 6 ) * (3 .08 )*  (.2 3 )

16.23 CAFPROP 
(2 .6 3 )*

R 2 «  0.73
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A g ric u ltu ra l Labourers

1st Se t (Economic Dynamism V a r iab le s )

8.43 + 1.68 GROWTH + 0.07 GEMHA +
(1 .99) (3 .1 3 )*  (0 .9 )

0.10 WELLIRR 255.35 FHA - 0.01 OPH
(1 .8 1 )*  (2 .6 5 )*  (3 .0 7 )*

0.30

202.46 + 34.55 GROWTH + 0.70 GEMHA +
(3 .76 ) (5 .0 6 )*  (.7 3 )

1.19 WELLIRR + 2512.14 FHA - 0.18 OPH
(1 .71 ) (2 .0 4 )*  (3 .4 6 )*

0.37

2nd Se t (A grarian  S tru c tu re  V a r ia b le s )

I I I  (3 ) CLFS «  17.61 - 0.54 ASTPOOR + 0.13 LSPROP +
(>.20) (2 .2 2 )*  (.7 7 )

0.15 LFARMP - 0.32 POVP + 0.13 URR +
(1 .40) (3 .65 )*  (.3 9 )

0.50 WMPROP
(1 .8 5 )*

R 2  ■ 0.29

III (4) C L I S  a  3 4 2 . 1 7  -  3 . 7 4  A S T P O O R  +  1 . 0 9  L S P R O P  +

(5 .34 ) (1 . J3 )  (.5 5 )

3.68 LFARMP - 4.18 POVP - 5.92 URR +
(2 .9 1 )*  (4 .0 8 )*  (1 .53 )

2.19 WMPROP 
(.7 0 )

I I I  ( 1 ) CLFS

s 2

I I I  (2 ) CLIS

•* 2 
R *

0.47
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3rd Se t (A groeco log ica l V a r iab le s )

I I I  (5 ) CLFS »  5.98 - 0.05 SOIL + 0.29 IRRP
(1 .17 ) (.5 1 ) (2 .2 9 )*

R 2  b .05

I I I  ( 6 ) CLIS 107.33
(1 .62 )

0.24 SOIL 
('.21)

5.10 IRRP 
(3 .1 0 )*

”  2
0.12

4th Set (F inance  Re lated  V a r iab le s )

H I  (7 ) CLFS = 1.63 + 0.03 HHEPROP + 0.53 CUFPRQP
(.7 2 ) (.4 6 ) (.2 7 )

4.15 COPROP + 0.22 CAFPROP
(9 .2 0 )*  (.1 0 )

R 2  b 0.60

H I  ( 8 ) CLIS »  7.52 + 3.15 HHEPROP + 30.57 CUFPROP +
(.2 0 ) (2 .5 1 )*  (.8 9 )

30.73 COPROP + 68.43 CAFPROP 
(4 .1 2 )*  (1 .8 3 )*

R 2  «  0.40

Combined Repression

I I I  (9 ) CLFS «  8.29 - 0.07 HHEPROP - 0.13 POVP - 5.07
(1 .87 ) (.8 9 ) (2 .0 3 )*  (1 .45)

(E-03) OPH - 0.09 CAFPROP + 3.75 COPROP +
(.0 5 ) (8 .2 0 )*

0.16 WELLIRR + 0.12 WMPROP - 0.02 IRRP -
(3 .2 6 )*  (.9 9 ) (.2 1 )
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0.09 GEMHA + 0.72 GROWTH - 0.07 LFARMP +
(1 .7 ) (1 .38 ) ( . 6 6 )

77.91 FHA
(1.15)

R 2 o 0.72

111(10) CLIS »  172.99 + 2.87 HHEPROP - 3.07 POVP -
(2 .33 ) (2 .4 1 )*  (3 .0 7 )*

0.03 OPH + 41.17 CAFPROP + 20.71 COPROP - .
(0 .54 ) (1 .27 ) (2 .94 )*

0.59 WELLIRR - 1.28 WMPROP + 1.84 IRRP +
(.8 0 ) (.7 0 ) (1 .33)

0.72 GEMHA + 1.82 GROWTH + 3.83 LFARMP +
( . 88 ) ( .2 3 ) (2 .4 7 )*

148.72 FHA 
(.1 4 )

R 2  = 0.63

IV .  A ll Non-Cultivators

1st Se t (Economic Dynamism V a riab les )

IV  ( 1 ) CLFS *  20.41 + 1.40 GROWTH + 0.19 GEMHA + 0.31 WELLIRR -
(1 .86 ) (1 .01 ) (0 .98 ) (2 .2 1 )*

11.33 FHA - 6.84 (E-03) OPH
(.0 5 ) (.6 3 )

IV  (2 ) CLIS o 183.47 + 36.19 GROWTH + 0.66 GEMHA +
(3 .55 ) (5 .5 3 )*  (0 .73 )

1.75 WELLIRR + 1494.9 FHA - 0.13 OPH
(2 .6 1 )*  (1 .27) (2 .5 6 )*

R 2 »  0.41
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2 nd Sa t (A grarian  S tru c tu re  V a r ia b le s )

IV  (5 ) CLFS »  51.52 + 0.62 ASTPOOR +
(3 .83 ) (1 .05 )

0.42 LFARMP - 0.59 POVP
(1 .56 ) (2 .7 5 )*

0.74 WMPROP 
(1.22)

R ' 2 » 0.21

IV  (4 )  CLFS = 585.29 - 0.08 ASTPOOR -
(5 .58 ) (.0 3 )

3.26 LFARMP - 2.57 POVP
(2 .3 9 )*  (2 .3 3 )*

4.49 WMPROP
(1 .53)

R 2 a  0.36

3rd Se t (A groeco log ica l Cond itions)

IV  (5 ) CLFS 8  35.25 - 0.15 SOIL + 0.
(2 .87 ) (.7 0 ) (,

2
•”*0  2

IV  ( 6 ) CLIS »  155.34 - 0.54 SOIL •+ 5
(2 .41 ) (.4 7 ) (

R 2 «  0.14

0.37 LSPROP + 
(.8 9 )

- 0.40 URR -
(.4 9 )

0.09 LSPROP + 
(.0 4 )

- 3.16 URR -
(.7 6 )

21 IRRP 
69)

.40 IRRP 
3 .37 )*
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4th Se t (F inance Re lated  V a r iab le s )

I V  (7 ) CLFS a  12.25 + .17 HHEPROP - 1.46 CUNFPROP
(1 .22 ) (.4 3 ) (.5 2 )

5.09 COPROP . + 2.23 CANFPROP
(3 .2 )*  (0 .91)

R 2 = 0.17

I V  (0 ) CLIS »  -05.94 + 0.00 HHEPROP + 13.03 CUNFPROP
(1 .03 ) (4 .8 4 )*  (1 .05)

11.14 COPROP + 20.79 CANFPROP
(1 .30 ) (1 .8 1 )*

R 2  *  0.45

Combined Regression

IV  (9 ) CLFS = 43.58 + 0.12 HHEPROP + 1.63 CANFPROP +
(2 .43) (.2 7 ) ( .8 2 )

.01 OPH - 0.77 POVP - 0.10 GEMHA -
(1 .03 ) (3 .4 5 )*  (.5 5 )

0.34 IRRP + 4.94 COPROP + 0.19 WELLIRR -
(1 .07 ) (2 .3 6 )*  (1 .10)

0.14 WMPROP - 2.63 GROWTH - 183.35 FHA +
(.3 1 ) (1 .40 ) (.7 5 )

0.17 LFARMP 
(.4 6 )

R 2 »  .31

I v ( 10) CLIS a  83.54 + 6.55 HHEPROP + 18.18 CANFPROP -
(1 .06 ) (8 .4 9 )*  (2 .1 0 )*

0.04 OPH - 1.14 POVP + 0.21 GEMHA +
(.7 5 ) (1 .15 ) (1 .25)
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2.06 IRRP - 0.53 COPROP - 0.21 WELLIRR -
(1 .50 ) (.0 6 ) (.2 8 )

3.52 WMPROP + 5.66 GROWTH + 431.32 FHA +
(1 .7 7 )*  (.6 9 ) (.4 0 )

2.73 LFARMP 
(1 .6 7 )*

R 2 a  0.60.

The main find ing s  of th is  exerc ise  are tha fo llo w in g :

(a )  By and la r g e f the explanatory v a r ia b le s  g iv e  a reasonable c le a r

p ic tu re  of the fa c to rs  associated  w ith  in te r re g io n a l v a r ia t io n s  in  the

s iz e  of the form al end in form al c r e d it  markets. As a group, the- economic

dynamism subset and the finance re la te d  subset o f v a r ia b le s  exp la in  a
„2considerab le  p roportion  o f the v a r ia t io n ,  as r e f le c te d  in  the R 

(R adjusted fo r  degree of freedom). This i s  the case fo r a l l  households 

and c u lt iv a to r s . In  the case o f  case o f a g r ic u ltu ra l labourers and a l l  

no n -cu ltiva to r c a te g o rie s , the agrarian  s tru c tu re  subset and the finance- 

re la te d  subset o f v a r ia b le s  appear to be have r e la t iv e ly  g rea ter explana­

to ry  power. Aoroeco logical V ariab les  are un iform ly unimportant.

(b ) Comparing the re s u lts  fo r the formal and in form al c re d it  markets, 

uie n o tice  th a t o v e r a l l ,  fo r  a l l  households, the economic dynamism subset 

exp la ins a h igher p roportion  o f the v a r ia t io n  w ith respect to the formal 

c r e d it  market, whereas the agrarian  s tru c tu re  va r ia b le s  are more im portant 

fo r  the in form al c r e d it  market. The finance  re la ted  v a r ia b le s  seem 

s l ig h t ly  b e tte r  able to exp la in  v a r ia t io n s  w ith  respect to the formal
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s e c to r , though they are im portant a lso  in  the case of the in form al se c to r . 

The aaroeco lo g ica l v a r ia b le s  appear unim portant. Nevertheless IRRP i s  an 

im portant v a r ia b le  in  the case o f in form al sec to r c r e d it .  In  tho Combined 

reg ress io n , we are able to exp la in  80# o f the v a r ia t io n  in  the case of 

formal se c to r c r e d it  and 6 B %  o f the v a r ia t io n  in  in form al se c to r  c re d it  

in  the case o f a l l  households.

t
In  the case o f c u lt iv a to r s ,  the re s u lts  are s im ila r  to a l l  

households. However, there  i s  a notab le  d iffe re n ce  w ith  respect to the 

fin an ce- re la ted  v a r ia b le s ,  which are ab le to exp la in  a much lower propor­

t io n  o f v a r ia t io n  in  in form al c re d it  s iz e  in  case of c u lt iv a to rs  as compared 

w ith  a l l  households. On the other hand, these v a r ia b le s  are more im portant 

in  the case of formal secto r c re d it  fo r  c u lt iv a to r s ,  as compared w ith a l l  

households.

For a g r ic u ltu ra l lab o u re rs , i t  i s  noteworthy tha t agrarian  

s tru c tu re  v a r ia b le s  p lay  a remarkable ro le  in  exp la in ing  v a r ia t io n s  in  in ­

formal c r e d it ,  whereas finance  re la te d  va r ia b le s  are r e la t iv e ly  more 

im portant in  exp la in ing  formal secto rs  c r e d it .

In  case o f a l l  n o n -cu lt iva to rs . i t  i s  in te re s t in g  to note the 

r e la t iv e ly  high explanatory power of economic dynamism (o f a g r ic u ltu re ) 

and agrarian  s tru c tu re  v a r ia b le s  in  regressions p e rta in in g  to tha informal 

se c to r . F inance re la ted  va r ia b le s  are a lso  more powerful in  exp lain ing 

in fo rm al se c to r c r e d it ,  which co n tras t w ith the find ings fo r a g r ic u ltu ra l 

lab o u re rs , eventhough the l a t t e r  form a component o f n o n -cu lt iva to rs .
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The other im portant component category i s  a r t is a n s . In  the combined 

reg ress io n , the se lec ted  v a r ia b le s  exp la in-a much higher proportion  of 

the v a r ia t io n  in  case of the in form al se c to r compared i i t h  the form al 

sec to r fo r non c u lt iv a to r s .

Examining the p a r t ic u la r  independent v a r ia b le s  and the para­

meter estim ates , the fo llo w ing  conclusions emerge.

( c )  In  the reg ression  equations uiith economic dynamism. GROWTH,
GEMHA and WELLIRR are p o s it iv e  and-highly s ig n if ic a n t  in  the 
case o f a l l  households fo r  formal c r e d it ,  whereas fo r in form al 
c r e d it ,  i t  seems s tro n g ly  associated  p o s it iv e ly  w ith growth 
r a te ,  WELLIRR and also FHA. I t  is  worth n o tic in g  th a t OPH, 
which measures the le v e l of output per h ecta re , i s  not im portant.
For c u lt iv a to r s ,  the im portant v a r ia b le s  showing p o s it iv e  asso­
c ia t io n  w ith  formal c r e d it  are GEMHA and WELLIR.R, which i s  as 
expected, but n e ith e r GROWTH nor OPH seem to m atter. For 
in form al c r e d it ,  GROWTH is  p o s it iv e ly  associated  w ith  cash dues 
outstanding per household, and so ere FHA (which is  in te re s t in g ) 
and WELLIRR.

In  the case o f a g r ic u ltu ra l lab o u re rs , a ra th e r in tr ig u in g  

f ind ing  i s  th a t w h ile  GROWTH is  p o s it iv e ly  and s ig n if ic a n t ly  associated  

w ith  both formal and in form al c r e d it ,  there  i s  a negative  and s ig n i f i ­

can t a ssoc ia tion  w ith  the le v e l  o f output per hec.OPH, a v a r ia b le  c lo s e ly  

re la te d  w ith  the cropping p a tte rn . Also s ig n if ic a n t  and p o s it iv e  is  

FHA fo r  both formal and in form al c r e d it .  For a l l  n o n -cu ltiva to rs , the 

re s u lts  are broad ly s im ila r ,  p a r t ic u la r ly  fo r  in form al c r e d it .
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(d ) For the regression  equations using agrarian  s tru c tu re  v a r ia b le s ,  
the general p ic tu re  which emerges from a l l  regressions i s  th a t 
there is  a s trong , p o s it iv e  asso c ia tio n  between both formal
and in form al c re d it  and LFARMP (the  proportion  o f la rg e  farmers 
in  ru ra l popu lation ) and a strong , negative  asso c ia tio n  w ith  
POVP (the  percentage of population below the poverty l i n e ) .
This p attern  holds for a l l  Households and C u lt iv a to rs . In  the 
case o f A g r ic u ltu ra l Labourers, the proportion  o f asset poor 
(ASTPOOR) i s  im portant fo r formal c r e d it ,  along w ith  POVP, ,both 
being n e g a tive ly  and s ig n if ic a n t ly  assoc ia ted . This under-

- scores the strong negative  asso c ia tio n  between formal sec to r 
c r e d it  and economic s ta tu s . For n o n - cu lt iva to ra . only POVP is  
s ig n if ic a n t .  Otherwise the p ic tu re  i s  co n s is ten t utith th a t fo r 
a l l  households and c u lt iv a to r s .  I t  is  a lso  in te re s t in g  tha t 
fo r c u lt iv a to r s ,  formal c re d it  i s  a lso  associated  s ig n if ic a n t ly  
w ith  the WMPROP (P rop o rtion  o f farm wage labour in  male labour 
fo rc e ) ,  suggesting perhaps the importance o f modern c a p i t a l i s t  
farmers in  access to formal c r e d it .

(e )  W ith regard to the aoroeco loo ica l v a r ia b le s ,  the on ly featu re  
which i s  s t r ik in g  i s  th a t IRRP which measures the i r r ig a t io n  
base o f a reg ion i s  p o s it iv e ly  and s ig n if ic a n t ly  associated  
w ith  in form al c re d it  fo r a l l  ca tegories  of borrowers, v i z . ,  a l l  
households, c u lt iv a to r s ,  a g r ic u ltu ra l labourers  and a l l  non­
c u lt iv a to r s .  However, fo r formal c r e d it ,  i t  does not make much 
d iffe re n c e . This probably r e f le c t s  the fa c t  tha t the ex istence 
o f form al sec to r c re d it  in s t itu t io n s  in  regions r e f le c t  govern­
ment's p o lic y  dec is ions whereas in form al c r e d it  is  more c lo s e ly  
dependent on demand fac to rs  which are l i k e l y  to be a ffec ted  by 
the i r r ig a t io n  base.

( f )  In  the regression  equations using finance re la te d  v a r ia b le s , the 
p ic tu re  i s  mixed. For formal se c to r c r e d it ,  a l l  the sp e c ifie d  
V a riab le s  are s ig n if ic a n t  in  the case o f a l l  households and for
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c u lt iv a to r s . However, fo r a g r ic u ltu ra l labourers and a l l  non­
c u lt iv a to r s ,  there i s  not the case* This suggests th a t fo r 
the la t t e r  c a te g o rie s , purpose o f borrowing i s  not s t a t i s t i c a l l y  
s ig n if ic a n t .  However, the impact o f Cooperative c red is  is  
im portant. I t  i s  worth noting th a t formal c re d it  13 n eg a tive ly  
and s ig n if ic a n t ly  associated  w ith  proportion  o f households report­
ing expenditure on household account (HHEPROP) fo r a l l  households, 
whereas fo r in form al c r e d it ,  the asso c ia tio n  i s  p o s it iv e . Both 
formal and in form al secto r c re d it  are p o s it iv e ly  re la te d  wit^i 
c a p ita l expenditure and n e g a tive ly  w ith  the cu rren t expenditure 
on farm business* A broadly s im ila r  p ic tu te „h o ld s  fo r  c u lt iv a to r s . 
The ro le  o f in fo rm al c re d it  financing  o f household expenditure 
i s ,  however, not s ig n if ic a n t  fo r  c u lt iv a to r s ,  which i s  an exception 
to  the genera l p ic tu re*  The other fea tu re  worth noting i s  th a t 
there  i s  no in d ic a t io n  from cross sec tio n  data of the 1970's, 
tha t formal and in form al c re d it  p lay  a m utually com petitive  ro le .
This i s  because COPROP i s  nowhere n e g a tive ly  associated  w ith  
CLIS w ith  s t a t i s t i c a l l y  s ig n if ic a n t  parameter estim ates.

(g ) In  the combined reg ress io n , perhaps due to m u lt lc o l l in e a r it y  a 
number of v a r ia b le s  no longer have s ig n if ic a n t  parameter 
estim ates. However, the broad p ic tu re  i s  confirm ed. For a l l  
households. we fin d  formal secto r c re d it  s tron g ly  and p o s it iv e ly  
re la te d  w ith  GROWTH, CAFPROP, C0PR0P, and WMPROP, as expected.

The negative  asso c ia tio n  w ith  POVP and HHEPROP i s  a lso  s ig n if ic a n t  
as e a r l ie r .

The p ic tu re  i s  ve ry  s im ila r  fo r c u lt iv a to r s , except th a t WELLIRR 

i s  a lso  s ig n if ic a n t  and p o s it iv e .  For a g r ic u ltu ra l labourers and a l l  non- 

c u l t iv a to r s . we see once again the robust negative  assoc ia tion  w ith  poverty 

fo r  formcil c r e d it ,  and the ro le  o f cooperatives in  channelling  funds to 

these borrower (C0PR0P) i s  p o s it iv e .
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For in fo rm al c r e d it ,  we n o tice  in  a l l  cases the s trong , robust 

p o s it iv e  a sso c ia tio n  w ith  HHEPROP and the negative  assoc ia tion  uiith 

POVP (except fo r  a l l  n o n c u lt iv a to rs ),  and a lso  a strong p o s it iv e  assoc ia ­

t io n  uiith LFARMP. W ith tho other v a r ia b le s , the p ic tu re  is  mixed. In  

the combined reg ress ion  fo r  c u lt iv a to r s , there  i s  a n eg a tive , s ig n if ic a n t  

asso c ia tio n  w ith  COPROP, which appears to su ffe r  a com petitive  r e la t io n ­

sh ip  between form al and in form al c re d it  of c u lt iv a to r s ,  a conclusion 

s l ig h t ly  a t va r ian ce  w ith  the e a r l ie r  reg ression  r e s u lt .  We n o t ic e , fo r 

c u lt iv a to r s ,  the confirm ation o f p o s it iv e  asso c ia tio n  between in form al 

c re d it  and c a p ita l  expenditure as purpose o f borrowing (CAFPROP) and FHA 

( f e r t i l i z e r  per h e c ta re ).

For a g r ic u ltu ra l lab o u re rs , the a sso c ia tio n  between s iz e  of 

in fo rm al c r e d it  and household expenditure (HHEPROP) i s  p o s it iv e ,  and 

w ith  POV/P i s  n eg a tive . These are robust. Of a l l  the agrarian  s tru c tu re  

v a r ia b le s ,  LFARMP appears most im portant. For a l l  n o n cu lt iv a to rs , the 

p ic tu re  i s  s im ila r ,  w ith resp ect to  HHEPROP. But we n o tice  a lso  the 

p o s it iv e  a sso c ia tio n  o f in form al c re d it  w ith  c a p ita l expenditure i s  non­

farm business.

Conclusion

In  conclus ion , we may observe th a t the cross section  regressions 

using data by NSS regions shed some in te re s t in g  l ig h t  on the fa c to rs  asso­

c ia te d  w ith  reg io n a l v a r ia t io n s  in  formal and in form al c r e d it  markets, 

as measured by cash dues outstanding per household. Certa in  broad patterns
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emerge, as w e ll aa d iffe ren ces  in  the impact o f broad ca teg o ries  of 

explanatory v a r ia b le s ,  w ith  respect to broad c la s s  o f borrower house­

ho lds. By and la rg e , economic dynamism i s  p o s it iv e ly  re la te d  w ith  

c r e d it ,  and poverty i s  n e g a tive ly  assoc ia ted . Co-operative C red it i s  

ve ry  im portant fo r  a g r ic u ltu ra l labourers and n o n -cu lt iva to rs . There 

are  d iffe ren ces  in  the purposes o f borrowing through formal and in form al 

c r e d it ,  w ith  resp ect to household expenditure, but c a p ita l expenditure 

i s  an im portant purpose of borrowing also  fo r in fo rm al c r e d it .  There 

i s  on ly a s l ig h t  in d ic a t io n  th a t formal and in form al secto r c re d it  are 

m utually co m p etitive , on ly in  the case o f c u lt iv a to r s .  In  genera l, 

th is  does not seem to be the case in  the cross sectio n  evidence.



CHAPTER 4

THE STUDY AREAS

In troduction

As noted e a r l ie r ,  thore are major data gaps on ce r ta in  c ru c ia l 

aspects of the in form al c re d it  markets (ICMs) which form focus o f the 

present study. The Reserve Bank of In d ia  has co lle c te d  volaminous data 

on various aspects o f ru ra l c re d it  through the success ive  rounds of 

the A ll In d ia  Debt and Investment Survey (A ID IS ) .  However, published 

reports  o f the AIDIS do not in c lud e  data on some important questions 

such as terms and cond itions of in form al c re d it  transactions inc lud ing  

in te r e s t  ra te ,  s e c u r ity ,  duration of lo ans , modes of loans d isb u rsa l and 

repayment, e tc . lin kage  w ith the formal s e c to r , in te r- lin k ag e  of c re d it  

w ith  transac tions in  other markets, resource m o b ilisa tio n , a l lo c a t iv e  

e f f ic ie n c y  and equ ity im pact, e tc . a l l  o f which have a g reat bearing on 

thf? ro le  and function ing  o f the ICM. Other sources of secondary data 

are t !3 lly  d e f ic ie n t .  Therefore, scho lars  in  the past in  th e ir  pu rsu it 

o f an understanding o f the various dimensions of the ICM had to take 

recourse to in-depth m icro-studies. In  the present study also we have 

conducted some m icro-studies in  an attempt to gather data o f the re q u is ite  

type and d e t a i l .  Due to ce r ta in  co nstra in ts  o f time and co s t, primary 

data c o lle c t io n  had to bo lim ite d  to a few se lec ted  v i l la g e s  in  Ke ra la  

and Tamil Nadu. W h ile  lo c a l cond itions vary from S ta te  to S ta te ,  tho
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ru ra l scene of K e ra la  has some d is tin g u ish in g  fea tu res : ( i )  K e ra la  has 

a com paratively more commercialised a g r ic u ltu re , ( i )  The commercial 

banks had made th e ir  entry in to  ru ra l  areas o f the S ta te  from compara­

t i v e ly  e a r ly  tim es, ( i i i )  The va s t m a jo rity  o f the v i l la g e s  here have 

a function ing  cooperative  s o c ie ty , uihich in  recen t years have been con­

ducting deposit m o b ilisa tio n  campaigns, ( i v )  Recent years have'w itnessed 

m igration  of la rg e  number of K e ra lite s  to G u lf S ta te s , bring ing in  a 

s iz e ab le  flout o f rem ittances, (v )  Finance Companies have mushroomed 

during la s t  few years extending th e ir  operations in to  ru ra l a reas. Four 

v i l la g e s  from Kera la  were covered under th is  study. For comparative pur­

poses, we have a lso  included two v il la g e s  from the neighbouring S ta te , 

Tamil Nadu, the ru ra l areas of which d if f e r  so much from a ty p ic a l Kera la  

v i l la g e .  Though the l im ita t io n  of the geographical coverage would not 

warrant any g e n e ra lis a t io n , the data from these d ive rse  se tt in g s  would, 

we hope, shed some fresh  l ig h t  on the issu e  o f our concern.

4.2 S e le c t io n  of the Study Areas

The study areas were se lected  keeping in  view the various p ara ­

meters >der consideration  such as s iz e  and s tru c tu re  of ICM, in te re s t  

ra ta  and ’ 'i»r terms and cond itions of the loan tran sac tio n s , a te . W hile 

the a g r ic u ltu ra l secto r as a whole claim s a la rg e  proportion of c r e d it ,  

both formal ar> < in fo rm a l, the demand for c re d it  would vary according to 

the cropping p a tte rn , the le v e l of com m ercialisation and modernization 

o f a g r ic u ltu re . There are s ig n if ic a n t  in te rre g io n a l v a r ia t io n s  in  those 

aspects. C erta in  socio-economic tra d it io n s  l ik e  la n d l'o rd - te n ^ t,
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employer-employee re la t io n s  or in te r- lin k a g e  of c r e d it  w ith  non-credit 

tran sac tion s  also  d i f f e r  from one region to  another. The ro le  of in form al 

lenders in  resource m o b ilisa tio n  depends on (a )  the a v a i la b i l i t y  o f savings 

and (b ) a lte rn a t iv e  channels fo r the d isp o s it io n  o f savings in c lud ing

organised c re d it  in s t itu t io n s  and th e ir  terms. In  th is  connection, the
i

flow  of rem ittance from G u lf m igrants, re fe rred  to e a r l ie r ,  and the impre­

s s iv e  r is e  in  the volume bank deposits in  c e r ta in  parts  of K e ra la  should 

be one use fu l c r i t e r i a  fo r the se le c t io n  o f study areas. Thus, in  terms 

of ra te  of in c rease  in  commercial bank d ep o s its , Malappuram, T rich u r, 

and Trivandrum are ahead o f the other d is t r ic t s  in  K e ra la , growth of 

deposits during the period 1975-80 exceeding 100 percent; A lleppey, 

Cannanore, Kozhikode and Quilon w ith  a medium growth of deposits ranging 

from 80 to 100 percent; and the remaining d is t r ic t s  v i z . ,  Pa lghat, Kottayam, 

Idukk i and Ernakulam w ith  a growth ra te  of deposits below 80 percent. At 

the f i r s t  stage of sampling, th e re fo re , ute have se lec ted  Malappuram and 

T richu r from the f i r s t  group, Quilon from the second group and Kottayam 

from the th ird  group. In  terms of cropping p a tte rn , Malappuram and Trichur 

have a com paratively high proportion of the area under r ic e ,  v i z . ,  31.08 

anri 51.59 percent r e s p e c t iv e ly , as ag a in st, 18.32 and 15.52 in  Kottayam and 

Quilot'. and the  5 ta te  a ve rag e  of 28.74 p e rc e n t  in  1977-78. N o n - f o o d  crops 

cover a la rg e  p roportion , 48 percent, of the to ta l cropped area in  Kottayam, 

of which rubber alone accounts fo r 23.32 percent. Quilon f a l l s  between the 

above two extreme cases T richu r and Kottayam, w ith  about 41 percent of the 

cropped area under non-food crops. I t  may a lso  be noted that these se lec ted  

d is t r i c t s  are d is tr ib u te d  among the three topographical d iv is io n s  of the 

S ta te ,  v iz . ,  low land, midland and highland.
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At the stage two of a sam pling, one ta lu k  was s e le c te f  from 

each d i s t r i c t ,  taking in to  cons idera tion  the major crops grown, tho pro­

p ortion  of c u lt iv a to r s  in  to ta l  workers, and also  ra te  of in crease  in  

commercial bank d ep o s its . A ccord ing ly, the ta luks  of T iru r  (Malappuram) 

Chawakkad (T r ic h u r ) ,  K a n jira p p a lly  (Kottayam) and Quilon (Q u ilon ) were 

id n o t if ie d  as the most e l ig ib le  candidates according to the norms wo had 

in  mind. Keeping the same considerations in  mind, we se lec ted  the sample 

v i l la g e s  from each ta lu k . They are Thirunavaya, Thalikulam , Anikkad and 

Ezhukone from Malappuram, T r ich u r , Kottayam and Quilon d is t r i c t  re sp e c t iv e ly .

In  the s e le c t io n  o f the two v i l la g e s  from the S ta te  of T a n il Nadu 

i t  was not p o ss ib le  to capture f u l l y  the d iv e r s it y  o f its , reg io na l p a tte rn s . 

The cropping p a tte rn  of the S ta te  i s  very d iv e rs e , combining r ic e ,  coarse 

c e fe a ls ,  o ilse e d s , f r u it s  and vegetab les , sugar cane, co tton , e tc .  Of 

these , ce re a ls  covered 59 percent o f the to ta l cropped area in  the S ta te , 

and o i l  seeds 17 percent, and the remaining crops shared tho re s t  of the 

a rea . I n i t i a l l y  two d is t r i c t s ,  whose cropping pattern  broadly correspon­

ded w ith  the o v e ra ll  S ta te  p a tte rn , were id e n t i f ie d ,  v i z . ,  Madurai and 

T h iru n e lv e li .  In  both tho d is t r i c t s ,  r ic e  and coarse ce rea ls  together 

accoui ' ’d for 50 to 60 percent o f the to ta l cropped area as aga inst a 

l i t t l e  over 61 percent fo r Tamil Nadu as a whole. A ll  ce rea ls  together 

covered around three-fourths of the cropped area in  the two d is t r i c t s .

Tho re s t  of the area is  d is tr ib u te d  among o i l  seeds, pu lses, c h i l l i o s ,  

banana, co tto n , e tc . In  terms ofgrowth ra te  of a g r ic u ltu re , Madurai belongs 

to the medium growth d is t r ic t s  (1 .5  - 4.5 percent) and T h iru n e lv e li to the 

group o f low growth d is t r ic t s  (0  - 1.5 p e rcen t), according to tho estim ates 

by B h a lla  and Alagh.
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The w ork-partic ip a tion  ra te s  (1981), tho proportion of workers

- main workers and m arginal workers - to to ta l population in  the se lected  

d is t r i c t s  from K e ra la  was in  tho range o f 25 to 30 percent, w h ile  that 

in  the tu/o Tamil Nadu d is t r ic t s  came to about 43 percent. These ra tes 

more or le s s  correspond to the S ta te  average, except in  the case of 

Malappuram which is  s ig n if ic a n t ly  lower than the K e ra la  S ta te  average.

4.3 Tho Study Areas : An Overview

( i )  Th irunavaya, the sample v i l la g e  from the northern d is t r i c t  

Malappuram, is  located  about 15 KM from T iru r ,  the ta luk  headquarters. 

Muslims co n s titu te  the m ajo rity  o f the popu lation . A g ricu ltu re  seems to 

be the main source o f l iv e lih o o d , judged in  terms o f the proportion of 

workers engaged in  a g r icu ltu re  as c u lt iv a to rs  and a g r ic u ltu ra l labourers . 

R ic e , coconut, and arecanut are the p r in c ip a l crops. Although tenancy 

has been fo rm a lly  abolished in  the S ta te , a few cases of i t  have beon 

observed in  th is  v i l la g e .  In  recent yea rs , th is  v i l la g e  has witnessed

a high ra te  of em igration of labour, mainly u n sk ille d  labour, to the Gulf 

s ta t i; Approxim ately, one f i f t h  of tho households in  the v i l la g e  have 

a member or two working in  the G u lf s ta te s  and have been re ce iv in g  remi­

ttances to supplement th e ir  incomes. A high proportion  of the landhold­

ings i s  sm a ll, below 25 cen ts , which keeps down the income from a g r ic u ltu re .

( i i )  Thalikulam v i l la g e  is  lo cated  about 23 KM from T rich u r, 

the d is t r i c t  headquarters. Topograph ica lly , the v i l la g e  f a l l s  in  the low­

land reg ion , nearer the Arabian sea. Hindus, (m ainly Ezhava3 ) co n s titu te
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the m a jo rity  o f the popu lation , fo llowed by Muslims, the ra t io  between 

the two being around 2 :1 , C h ris tian s  form a sm all p roportion . A g ricu ltu re , 

household in d u s try , f is h in g , and trade co n s titu te  tho major occupations 

o f the households. R ice and coconuts are tho p r in c ip a l crops. The average 

s iz e  o f holdings is  sm a ll. The v i l la g e  has had a long tra d it io n  of send­

ing  out labour to  other parts of In d ia  l ik e  Bombay, and a lso  other co u h tr ies . 

Members of the Ezhava community used to m igrate to S r i  Lanka from e a r ly  

time3, w h ile  the m ajo rity  of Muslim emigrants ended up in  the Middle East 

co u n tr ie s . Thus, rem ittances from the emigrants became one of the p r in c ip a l 

sources o f income fo r the lo c a l community. The housing cond itions, fu rn i­

sh ing , household equipments, the q u a lity  o f dress worn by lo c a l people, e tc . 

which are obvious during a casual v i s i t  to the v i l la g e ,  g ive  one the impre­

ssion  o f a moderately high standard of l i v in g .  This i s  one s ide  of the 

c o in . The other s ide  comprises the co as ta l b e lt  where the dominant 

population group cons is ts  of Muslims, and among these housoholds, oxcapt 

the lucky ones who have one or two members working in  the G u lf co u n tr ie s , 

f ish in g  i s  the main occupation. Their d w e llin g s , domestic f a c i l i t i e s ,  e tc . 

present a sharp co n tra s t.

( i i i )  Anikad in  Kottayam ta luk  is  lo cated  around 35 IM from the 

headquarters of Kottayam d is t r i c t .  The v i l la g e  is  s itu a te d  in  the high­

land  reg ion . A high proportion o f the population here are the C h r is t ia n s . 

A g ricu ltu re  i s  the p r in c ip a l occupation. The average s iz e  o f holdings 

i s  com paratively la rg e . About 60 percent o f the c u lt iv a te d  area is  

under rubber, and the re s t  under m iscellaneous crops inc lud ing  pepper, 

coconut, arecanut, tap ioca  (ca ssa va ), e tc . The dominance of cash crops
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r e f le c t s  a com paratively high degree of com m ercia lisation  o f a g r ic u ltu re .

The cropping pattern and the in ten s ity  of cu lt iv a t io n  operations lead 

to a r e la t iv e ly  high le v e l of employment and wage rates for ag ricu ltu ra l 

labourers.

( i v )  The fourth  sample v i l la g e  from K era la  is  Ezhukono in  

Quilon ta lu k  of Quilon d i s t r i c t .  I t  is  s itu a ted  in  the midland region

o f southern K e ra la . A g ric u ltu re , ind ustry  and construction  are tho major 

occupations. R ic e , coconut, and tap ioca are the lead ing  crops of the 

v i l la g e .  Being dominated by food crops, the degree of com m ercialisation 

i s  ra the r low. The avorage s iz e  of holdings is  sm aller than in  Anikad, 

but compares favourab ly  w ith  tha t in  the two other v i l la g e s .  Thero are 

a feu/ in d u s t r ia l  establishm ents in  and around th is  area which provide 

re g u la r  employment oppo rtun ities  to the lo c a l labou r. One or two fomale 

members from every household would be employed in  the cashew fa c to r ie s .

Tho Ka llada  P ro je c t ,  an i r r ig a t io n  scheme cu rre n t ly  under implementation, 

a lso  provide employment to lo c a l workers. The combined e f fe c t  o f the 

above has made a favourab le  impact on household income.

(v )  Mookuperi v i l la g e  i s  in  Tiruchendur Taluk in  T iru n e lv e li  

d i s t r i c t  of Tamil Nadu. I t  i s  located  24 KM au/ay from Tiruchendur town, 

the ta luk  headquarters. I t  i s  w e ll connected by bus se rv ices  w ith tho 

major towns in  the d i s t r i c t .  Being in  c lo se  proxim ity w ith Nazerath, a 

lead ing  commercial cen tre , the v i l la g e  i s  in fluenced  by tho urban l i f e

s t y le .  M a jo rity  of the households belong to Nadar (C h r is t ia n )  community,
i

a dominant business c la ss  in  the d is t r i c t .  Conversion to -C hris tian ity  

from e a r ly  times had made a p o s it iv e  impact on tho socio-economic cond itions
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o f the people in  th is  v i l la g e .  For in s tan ce , tho l i t e r a c y  ra te ,  in c lud ing  

th a t of fem ales, i s  about tuiice tho S ta te  average. A g ricu ltu re  used to 

be tho dominant occupation, and paddy ( r ic e )  the p r in c ip a l crop, grams 

(p u lse s ) being grown on the dry land as a su b s id ia ry  crop. Due to 

frequent f a i lu r e  of monsoon and the re su lta n t crop f a i lu r e s ,  the c u l t i ­

va tio n  of gram has been neg lected . The a v a ila b le  ir r ig a t io n  f a c i l i t i e s  

are inadequate; the tanks and canals are fa s t  drying up. In  sum, there 

has been a steady d ec lin e  in  a g r ic u ltu re , and more and more households 

have been s h if t in g  to n o n -ag ricu ltu ra l occupations. At p resen t, p ra c t i­

c a l l y  no household is  ge tting  a steady income from a g r icu ltu re . Very 

feui households cu ltiv/ate  r ic e  and tha t too only during one season. Hence, 

n e ith e r c u lt iv a to rs  nor a g r ic u ltu ra l labourers can depend s o le ly  on a g r i­

cu ltu re  fo r th e ir  l iv e lih o o d . Some of them have ae t up business en ter­

p rise s  ou ts id e , in  some d is t r i c t  headquarters l ik e  T iru n e lv e l i ,  Madurai 

and Coimbatore and major c i t ie s  l ik e  Madras, Bangalore, Hydorabad, e tc .

These trends are re f le c te d  in  the outm igration o f people from Mookuperi.

( v i )  V i lp a t t i ,  the other sample v i l la g e  from Tamil Nadu i s  6 KM 

aiuay from tho Taluk headquarters, Kodaikanal. I t  is  a ty p ic a l t r a d it io n a l 

v i l la g e  w ith the caste  system s t i l l  v/ory s tro n g ly  entrenched. The; v i l la g e  

comprises s ix  c lu s te rs  o f households of d if fe re n t  caste  denominations.

The Brahmins are at the top of the s o c ia l h ie ra rch y . The Reddiars, P i l l a i  

and M udaliars in  th a t order co n s titu te  tho dominant economic groups.

E a r l ie r  thure used to be ce r ta in  ca s te - sp e c if ic  d iv is io n  of labou r, u/ith 

P i l l a i s  u/ho ou/ned a g rea te r proportion of land engaged in  c u lt iv a t io n ,  

and M udaliars s p e c ia lis in g  in  various business a c t i v i t ie s ,  p a r t ic u la r ly  

trad e . Of la t e ,  the l a t t e r 's  monopoly of trade has been eroded. A g ricu ltu re
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remains the major occupation in  th is  v i l la g e *  In  tho e a r ly  s ix t ie s ,  

foodgraine, such as r ic e  and vegetables l i k e  po ta to , cabbage, ca rro t 

and beans formed the crop mix, and ten years la t e r  the crop mix changed 

in  favour o f co ffe e  and banana* La te r s t i l l ,  uihen posts and d iseases 

a ffec ted  these two crops, vegetables have staged a come back. However, 

the decimation o f more p ro f ita b le  crops l ik e  co ffee  has caused consi­

derab le  damage to the v i l la g e  economy.

4.4 Household C h a ra c te r is t ic s

( i )  The se lec ted  v il la g e s  from Kera la  are la rg e r in  s iz e  than

those from Tamil Nadu, both in  terms o f area and popu lation . The average
2 ‘area o f the tu/o Tamil Nadu v il la g e s  comes to 6.01 KM , as against 14.94 KM' 

fo r  the four K e ra la  v i l la g e s .  The average population as of 1971 fo r the 

former came to about one th ird  o f the la t t e r  group o f v i l la g e s ,  i . e .  5454 

and 15116 re s p e c t iv e ly . The average s ize  o f households i s  a lso  sm aller 

in  the case o f the former group. (See Table 4 .1 ).

( i i )  The l i t e r a c y  and educational le v e ls  in  the se lected  

v il la g e s  broad ly correspond to the averages fo r the tu/o S ta te s . Thus, in  

three out of tho four Kera la  sample v i l la g e s ,  the proportion of l i t e r a t e  

and educated persons f a l l s  in  the range of 64 to 72 percen t, a a  per the 

1971 Census data , the S ta te  average being a l i t t l e  above 60 percent.

One of the K era la  samples dev ia ting  from th is  p attern  i s  Thirunavaya, 

the v i l la g e  uiith a predominantly Muslim popu lation . At the time o f the 

f ie ld  survey conducted by us, i t  was noted tha t only 50 percent o f the 

ch ild ren  of the school-going age uiere attending schoo ls, tho re s t  stay ing

back and attending to household du ties  or o ther work. S im ila r ly ,  the
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Table 4.1 : Demographic C h a ra c te r is t ic s  o f Se lected  V illa q e s  (1971)

P a r t ic u la r s
Ani k ad Ezhukone

K e ra la  ___
Thirunavaya Thalikulam

K era la
Tamil

V i lp a t t i

Nadu

Mookuperi
Tamil-
Nadu

Area KM2 22.18 15.77 10.93 10.89 • • 7.15 4.87

Popu la tion

Persons 
Male 
P emale 
Sex r a t io

11877
6051
5826
963

18661
9337
9324
999

13376
6436
6940
1078

16751
7763
8988
1158 1076

7535
3898
3637
933

3373
1436
1937
1349 978

Number o f Households 2026 3959 2 0 2 1 2622 1663 629

Average s iz e  o f Household: 5.9 6 .1 6 .6 6.4 6 .0 4.5 4.1 5.3
2D ensity  per KM 535 1183 1224 1538 549 1054 692.61 317

Sources D is t r i c t  Census Hand Books (1971) P a r t  X - B 

Notes Data fo r 1981 not r e a d ily  a v a i la b le .
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proportion  o f l i t o r a t e  and educated persons in  l/ i lp a t t i ,  one o f tho sample 

v i l la g e s  from Tamil Nadu, mas 38.91 percen t, p re tty  c lo se  to the S ta te  

average fo r  1971, v i z . ,  39.46 percen t. Bu t,tho  corresponding proportion 

fo r the other v i l la g e *  Mookuperi, was much h ig h e r, v i z . ,  65.05 percent 

even by 1961. Fu rth e r, u n lik e  in  the re s t  of Tamil Nadu or othor parts
»

of ru ra l In d ia  (except K e ra la ) there is  no male-female d iffe re n ce  in  the 

le v e l  o f l i t e r a c y  in  Mookuperi. I t  may be noted that uihile l i t e r a c y  ra te  

among females in  V i lp a t t i  was le s s  than oho h a lf  tha t of males, in  Mookuperi 

female l i t e r a c y  ra te  exceeds male l i t e r a c y  ra te  in  the former (Table 4 .2 ), 

notw ithstanding the fa c t  th a t the data for the la t t e r  v i l la g e  i s  one of 

the e a r l ie r  census. The proxim ity o f the v i l la g e  to Nazerath, a major 

commercial cen tre  and exposure to urban l i f e  s t y le  and m otiva tion , and a v a i l ­

a b i l i t y  of educationa l in s t i tu t io n s  w ith in  the v i l la g e  in c lud ing  a high 

schoo l, may have contribu ted  to th is  d i f f e r e n t ia l  achievement,

Tabla 4.2 > P roportion o f L ite ra tu re  and Educated Persons (1971)
Percent

P a r t ic u la rs Anikad
Kera la

Ezhukone Thiru-
navaya

Tha li-
kulam

K era la  ■Tamil Nadu
V/il— Mooku- 
p a t t i  p e ri 

1961

Tamil Nadu

Persons 71.91 69.20 46.93 64.17 60.42 38.91 65.05 39.46

Male 64.73 74.93 54.76 76.55 - 53.41 65.18 -

F emale 69.09 63.47 38.67 53.47 - 23.3 64.95 -
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( i i i )  The uiork p a r t ic ip a t io n  ra te  in  the sample v i l la g e s  

from K e ra la , 27.02 percent in  1971, is  f a i r l y  c lo se  to the o v e ra ll  

S ta te  average o f 29.12 percent. W hile  in  one of the Tamil Nadu sample 

v i l la g e s ,  V i lp a t t i ,  the r a t io  came to 39.3 percen t, about four percen­

tage points above that S ta te 's  average, in  the second v i l la g e ,  Mookuperi, 

the r a t io  f a l l s  more than ten percentage points below tho S ta te  average. 

(Table 4 .3 ).

Table 4.3 : Work p a r t ic ip a t io n  Rate in  the Se lected  V illa g e s . 1971

P a r t ic u la r s Anikad Ezhukone Thiru­
navaya

T h a li-
kulam

Kera la l/ il-
p a t t i

Mooku-
p ori

Tamil
Nadu

To ta l population 11877 18661 13376 16751 7535 3373

Workers 3180 5441 3519 4326 29.12 2964 057 35.7

Percent of 
workers 26.8 29.2 26.3 25.8 39.3 25.4

Non workers 8697 13220 9857 12425 4571 2516

Source: D is t r ic t  Census Hand Book (1971) Pa rt XB

( i v )  As fo r the occupational pa ttern  o f the workers, we n o tice  

considerab le  in te r- ro g io n a l v a r ia t io n .  A g ricu ltu re  constitu ted  the lead ­

ing occupation in  a l l  the se lec ted  v i l la g e s .  The proportion of workers 

in  th is  a c t i v i t y ,  c u lt iv a to rs  and a g r ic u ltu ra l labou re rs , f e l l  in  the 

range of 29 to 68 percent of to ta l workers. Fo res try  and f ish in g  together
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accommodated a s ig n if ic a n t  proportion o f to ta l workers in  Thalikulam 

and l/ i lp a t t i ,  v i z . ,  19 and 44 percent re s p e c t iv e ly . Thus, the primary 

secto r accounted for more than 50 percent of the to ta l  u/orkers in  three 

o f the Kera la  and one of the Tamil Nadu v i l la g e s .  M anufacturing, in c lu ­

ding re p a irs  and s e rv ic in g , accounts for around one quarter of thp workers 

in  two of the Kera la  and one o f the Tamil Nadu v i l la g e s  (Table 4 .4 ).

In  b r ie f :  Thirunavaya and Thalikulam  used to have a compara­

t iv e ly  low vo rk - p a rtic ip a tio n  ra te s . Among the workers in  tho e a r ly  

s e ve n tie s , more than two th ird s  were engaged in  a g r icu ltu re  in  the former 

v i l la g e ,  w h ile  a g r ic u ltu ra l labou r, f ish in g  and trade constitu ted  the 

main avenues of employment in  the l a t t e r .  One thing in  common between 

these two v il la g e s  is  that the opening o f an o u t le t  in  the Middle East 

in  recent years provided some r e l i e f ,  however p a r t ia l  and temporary, to 

some households whose members could find  employment there . The in flo w  

o f rem ittances s te a d ily  increased which a ttra c te d  c re d it  in s t i tu t io n s ,  

both formal and in fo rm a l, in to  these two v i l la g e s .  Whether th is  newfound 

a ffluen ce  from G u lf m igration has made any favourab le  and durable impact 

on the v i l la g e  economies i s  doubtfu l. However, the fa c t  tha t the m ajo rity  

of the households stayed outside the new stream a ffec ted  th e ir  a sp ira ­

tio ns  and generated g rea ter demand for c re d it  to meet the in c id e n ta l expenses 

connected w ith  G u lf m igration such as securing passport, V isa , NOC and other 

documents and commissions to the agents. Anikad is  com paratively more 

developed. A d is t in c t  c h a ra c te r is t ic  o f Anikad i s  the dominance of commer­

c i a l  crops such as rubber, tea  and co ffe e . The average s ize  of holdings 

i s  la rg e r  than tha t of the other se lec ted  v i l la g e s .  Hired labour and

I
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Table 4.4 i occupational Pa tte rn  o f Se lected  V illag es  (1971)

O ccu p a tio n Anikad Ezhukone T h iru n a va y a Thaliku lam V i lp a t t i M ookuperi

-  -

(1961)

1. C u l t i v a t io n 1255 (39 .4 ) 2047 (37.6 ) 8 1 9 (2 3 .3 ) 255 (5 .9 ) 820 (27 .6 ) 2 6 2 (3 0 .6 )

2. A g r ic u l t u r a l  la b o u r 9 14 (28 .7 ) 6 8 5 (1 2 .6 ) 1 4 87 (4 2 .3 ) 1015(23.5) 545 (18 .4 ) 1 0 (1 .2 )

3 . L iv e s t o c k ,  f o r e s t r y ,  
f is h in g 2 2 4 (7 .0 ) 1 0 4 (1 .9 ) 7 9 (2 .2 ) 826(19.1) 1298(43.7 ) 2 1 (2 .4 )

4, M a n u fa c tu r in g , p ro cess-  
in g , r e p a i r s , s e r v ic in g 2 0 6 (6 .5 ) 1414 (26 .0 ) 3 5 1 (1 0 .0 ) 1022(23.6) 1 2 7 (4 .3 ) 2 6 0 (3 0 .3 )

a . Household in d u s t r y 65 94 84 375 94 191
b. O ther than  househo ld  

in d u s t r y 41 1322 267 647 33 69

5, C onstrue t io n 1 4 (0 .4 ) 5 2 (1 .0 ) 2 5 (0 .7 ) 5 6 (1 .3 ) 6 8 (2 .3 ) 2 3 (2 .7 )

6 . Trade & Commerce 1 3 2 (5 .8 ) 2 3 0 (4 .2 ) 2 3 6 (6 .7 ) 663(15.3) 5 9 (2 .0 ) 1 2 9 (1 5 .0 )

7. T ra n s p o r t ,  s to ra g e  and 
com m unication 4 8 (2 .1 ) 1 2 8 (2 .4 ) 1 0 9 (3 .1 ) 126 (2 .9 ) 2 6 (0 .9 ) 1 0 (1 .2 )

B. O ther s e r v ic e s 387(12.1 ) 7 7 9 (1 4 .3 ) 4 1 3 (1 1 .7 ) 363(8 .4 ) 8 7 (2 .9 ) 1 4 2 (1 6 .6 )

T o ta l w orkers 3130(100) 5441(100) 3519(100) 4326(100) >964(100) 857(100)

So u rces  Sama as in  T ab les  1 and 2

F ig u re s  in  b ra ck e ts  s tand  fo r  p e rce n tag e s
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purchased input3 in  th e ir  production ra is e  th e ir  costs  o f c u lt iv a t io n .  

Employment o pp o rtun ities  and mage ra tes  are a lso  n a tu ra lly  h igher. The 

cropping pa ttern  ru iaes  the need for c re d it  a l l  o f uihich i s  not mot by 

formal c re d it  in s t i tu t io n a l  and in form al agoncies come to p lay not an 

in s ig n if ic a n t  ro le  here. Eahukone f a l l s  midway between Anikad at one 

end and Thirunavaya and Thalikulam  at tho o th er. W ith higher l i t e r a c y  

le v e l ,  p roxim ity to major in d u s t r ia l towns, g rea te r employment opportuni­

t ie s  outside a g r ic u ltu re , un ion isa tion  of labour and higher wage3, the 

le v e l  of income is  h igher. The ro le  of in form al lenders appears to be 

le s s  dominant. Both the Tamil Nadu v i l la g e s  are predominantly a g r icu l­

tu r a l areas; foodgrains, vegetab les , f r u it s  e tc . cover the major portion  

of the to ta l  cropped area. Lack o f adequate i r r ig a t io n  and continuous 

f a i lu r e  of r a in f a l l  fo r a few years have adverse ly  a ffected  the major 

crops. The s h if t in g  of area from ce rea ls  to other crops l ik e  vegetab les 

and f r u it s  in  one o f tho v i l la g e s ,  instead  o f saving the s itu a t io n ,  has 

made the c u lt iv a to rs  in c re a s in g ly  dependent on ex terna l market and middle­

men fo r th e ir  m arketing. W ith the setback su ffe red  by a g r icu ltu re  and 

d ec lin e  in  employment opportun ities  and incomes of both c u lt iv a to rs  and 

a g r ic u ltu ra l lab o u re rs , the m a jo rity  of the households have been experien­

cing great f in a n c ia l  s t r a in .  And the v i l la g e r s  have come to loan h e av ily  

on in form al sources of c r e d it ,  evon for meeting e sse n tia l consumption 

expenditure.

4 .5 P r o f i le  of the C red it Markets in  the Study Areas

As in  o ther ru ra l a reas, there i s  a fe lt-need  fo r c r e d it  in  our 

study areas a lso . A g ricu ltu re  being the p r in c ip a l occupation in  the m a jo rity

l
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o f the se lec ted  v i l la g e s ,  and given i t s  seasoned nature, the need for 

c re d it  on the p a rt o f the concerned households i s  obvious. This is  

p a r t ic u la r ly  so in  the case of sm all holders uiho co n s titu te  the m a jo rity  

and u/ho don’ t  have adequate resources to s e lf- f in a n ce  th e ir  c u lt iv a t io n  

operations and household consumption expenditure. A g r ic u ltu ra l and other 

ca teg ories  of mage labour add up to a s ig n if ic a n t  proportion of to ta l 

morkers whose dependence on c re d it  fo r consumption purposes should also 

be ra ther heavy. In  almost a l l  the se lected  v i l la g e s ,  there i s  a netmork 

o f formed c re d it  in s t itu t io n s  in c lud ing  commercial banks and cooperative  

s o c ie t ie s .  Against th is  backdrop me s h a ll  examine the supply of c re d it  

and th e ir  main sources in  our study areas.

( i )  In  Thirunavaya v i l la g e ,  branches o f trno scheduled commercial 

banks - South Malabar Grameen Bank and South Ind ian  Bank - are lo ca ted , 

besides one S e rv ic e  Cooperative So c ie ty  and o f f ic e  of the Urban Cooperative 

Bank. Out o f the 68 sample households, 24, over 35 percen t, have reported 

having c re d it  transactions u/ith commercial banks, mostly from South Malabar 

Grameen Bank. Some of the respondents mentioned too much o f fo rm a lit ie s  

and delay in  the sanction ing  of loans on the p a rt of commercial banks as

the reasons for not approaching them. Homever, most o f our respondents

mere favourab ly impressed mith the performance of the South Malabar Grameen 

Bank, th e ir  prompt d isb u rsa l of loans and th e ir  l ib e r a l  terms. The So rv ice

Cooperative So c ie ty  is  reported to be cu rre n t ly  facing bankruptcy, mainly

caused by high d e fa u lt ra te . The Urban Cooperative Bank advances long 

term loans on the basis of s e cu r ity  such as landed p roperty , but the sm all 

ho lders , not to speak of a g r ic u ltu ra l and other labourer's, have l i t t l e
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access to th is  source of c r e d it .  They, th e re fo re , approach frionrJs and 

r e la t iv e s ,  traders  and moneylenders. Friends and r e la t iv e s  are a major 

source of c r e d it ,  most o f u/hich i s  in te re s t  free*  K inship r e la t io n s ,  

re lig io u s  b e l ie f s ,  and in flo w  of rem ittances from the Gulf are tho facto rs  

underlying th is .  There are a few res id en t p ro fess io n a l moneylenders who 

advance loans u su a lly  on sound s e c u r ity .  Seventeen o f the sample house­

holds have borrowed from them. U su a lly , the loans are sm all in  s iz e ,  and 

repayment made in  insta lm ents* However, in te r e s t  ra te  is  high. For 

example, a loan o f Ns.2 0 0  is  taken, and is  to be repaid  in  10  weekly in s t a l ­

ments at the ra te  o f Rs.25, Rs,50 being the in te re s t  for 10 weeks. For 

another, the loan amount i s  Rs.100, repayment Rs.125, and duration ju 9t  2 \  

months. There is  another category of moneylenders, Tam ilians operating 

in  th is  v i l la g e s .  They advance loans to c u lt iv a to r s  and sm all trad e rs , 

and the s iz e  of loans is  g e n e ra lly  sm a ll, ranging from Ra.50 to Rs.200. They 

d o n 't in s is t  on any se cu r ity  other than personal su re ty . The ra te s  of 

in te r e s t  charged by them are a lso  high. For in s tan ce , when a loan of 

Rs.100 is  granted , Rs.3 is  deducted towards the charge on c re d it  ca rd , and 

the borrower has to pay Rs»12*50 every week fo r ten weeks, or a to ta l  of 

Rs. 125; i . e .  Rs.25 as in te re s t  fo r  less  tHan three months.

( i i )  In  Thalikulam , besides the S ta te  Bank of In d ia , the branches 

of four scheduled commercial banks, v iz . ,  C a th o lic  Bank, Lord Krishna Bank, 

Canara Bank and Nedungadi Bank, are functio n ing . Out of the 83 sample 

households, 18 have borrowed from the Commercial banks. The S ta te  Bank 

of In d ia  is  the main conduit through which loans under the In te n s ive  

Ru ra l Development Programme (IRD P) are d isbursed. Though a feu/ of tho 

households are reported to have ava iled  o f loans fo r self-employmont
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- major component of IRDP - many of our respondents uiere not happy w ith 

the function ing  o f th is  o f f ic e ,  p a r t ic u la r ly  the a tt itu d e  and behaviour 

o f i t s  employees. A few cases o f corrup tion  and m alp ractices have also 

been reported . For in s tan ce , one lady ava iled  of a loan under IRDP,

and tho la s t  insta lm ent paid to  a v i l la g e  o f f i c i a l  uias not c red ited  to
i

her account. She went from p i l l a r  to post and f in a l l y  she drow a blank.

In  the case of the other commercial banks, loans are mainly based on 

tho pledge o f gold ornaments, and such transactions are confined to one 

or two days a week. Fu rth er, the fo rm a lit ie s  associated  w ith  these in s t i ­

tu tio n s  are a lso  f e l t  to be too r ig id .  For in s tan ce , to get a loan on 

gold p ledge, the borrower has to be introduced to the branch manager by 

an employee in  the branch, which obviously e rre c ts  a b a rr ie r  to tho poor 

peasants or fishermen in  the v i l la g e .  One respondent reported tha t he 

had to pay a b rid e  o f Rs.400 to the f ie ld  o f f ic e r  of a scheduled commercial 

bank to obtain a lo an . The e rs tw h ile  Thalikulam S e rv ic e  S o c ie ty , a m u lti­

purpose cooperative  s o c ie ty , was converted in to  a cooperative  bank in  

1968. M a jo r ity  of the households in  Thalikulam  were sa id  to bo members.

The volume of i t s  transactions i s  im pressive . According to the Se c re ta ry , 

outstanding loans at present (e a r ly  September 1987) came to Rs,19 la k h s ;*  

the annual loan disbursements came to about Rs.12 lakhs; and d e fa u lt ra te  

works out to 25 percent. I t  is  a lso  worth mentioning that th is  cooperative  

bank has boen successfu l in  a t tra c t in g  deposits ; as of 1987 i t  came to 

R3.25 lakha . However, there i s  a fe e lin g  tha t the c re d it  needs of tho 

v i l la g e r s ,  e s p e c ia lly  the com paratively weaker segments l ik e  fishormon,

* 1 lakh  = 100000
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are not adequately met. N a tu ra lly , the c re d it  needs of such disadvantaged 

groups are met by in form al lenders . The low Income groups l ik e  fishermen 

and a g r ic u ltu ra l labourers have to depend on the in form al len d e rs , because 

the formal c re d it  in s t itu t io n s  are in a c ce s s ib le  to them. The commercial 

banks, for in s tan ce , w i l l  have downed th e ir  shu tte rs  by the time the 

fishermen re tu rn  from the sea in  the afternoon. Moreover, tho in form al 

lenders are more e a s i ly  a ccess ib le  and more f le x ib le  in  the procedures. 

There are qu ite  a few p ro fess io n a l moneylenders, more than ten of them, 

in  a n d  around Thalikulam  v i l la g e .  I t  is  the unprecedehted in flo w  of 

rem ittances which has led  to the emergence of th is  group o f moneylenders, 

the' so-ca lled  finance  companies. They are e ith e r  in d iv id u a l en te rp rises  

or p a rtnersh ips . The moneylenders a t t r a c t  deposits by o ffe r in g  higher 

in te re s t  ra te s  than the commercial banks. However, the actua l ra te  of 

in te re s t  paid on the deposits was not easy to a sce rta in . Ofcourse, they 

a lso  charge high in te re s t  on the loans g iven . For in s tan ce , one respon­

dent reported h is a va ilin g  of a loan from one o f these finance  companies. 

The nominal va lue  of the loan was Rs.5000, of which on ly Rs.4500 was d is ­

bursed and tho balance o f Rs.500 was accounted as in te re s t  on the loans 

to bo repaid in  100 instalm ents w ith in  100 days. Most of them a lso  charge 

compound in te re s t  a fte r  the duration  of the lo ans , u s u a lly , three months. 

In  some cases, the moneylenders re ce ive  a bond, a promisory note, on a 

blank paper, and subsequently in f la t e  the p r in c ip a l.  Besides p ro fess io na l 

moneylenders, there are a lso  some trader-cum-moneylenders here. For 

example, a group of f ish in g  boat owners among fishermen community in  the 

co as ta l areas of th is  v i l la g e  advance loans to fishermen who in  turn
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commit th e ir  labour se rv ice s  to the former t i l l  the loan i s  f u l ly  repa id . 

This i s  a type of lab o u r- tie ing  arrangement observed also in  other f is h ­

ing v i l la g e s  o f K e ra la . (See P la teau , Muricken, e t . a l ) .  There are a lso  a 

fern f is h  merchants or wholesale dea lers in  f is h  w h o  advance loans to 

owners of f ish in g  boats on the understanding tha t the catch  i s  so ld  to 

tho former at a p r ic e  u n i la t e r a l ly  fixed  by him, o ften  lower than tho 

p r ic e  p re v a ilin g  in  the market at the time o f s a le .  Land lo rds/ag ricu l­

t u r is t  moneylenders co n s titu te  another source o f c re d it  to housoholds 

belonging to the lower income groups l ik e  a g r ic u ltu ra l labour. The 

borrowers hypothecate the y ie ld s  from th e ir  coconut trees which the lenders 

c o l le c t  t i l l  the loan is  repa id ; by fix in g  the p r ic e  of coconuts a t a 

lower ra te  than the going market p r ic e , the lenders r e a l is e  a high ra te  

of in te re s t  going up to 25 p ercen t. Some Tam ilians have migrated to th is  

v i l la g e *  mainly the co as ta l area; they lo c a l ly  known as 11 flnnach i". lend 

money to the housewives, who are presumed to be more trustw orthy . The 

loan amounts are sm all* duration  sh o rt, say* two months, repayment in  

u/eekly in s ta lm en ts , but in te re s t  ra te  p re tty  h igh . One respondent informed 

tha t he had to pay Rs.25 towards in te re s t  on a loan of Rs.100 of two months1 

d uration .

( i i i )  In  Anikad a lso , the o ff ic e s  o f some commercial banks 

are functio n ing . The S ta te  Bank of Travancore disburses loans under the 

IRDP and also  loans fo r a g r ic u ltu ra l purposes on the s e cu r ity  of landed 

property as w e ll as go ld . Though the nominal ra te  o f in te re s t  is  low, 

tho re a l cost i s  high because tho borrower has to produce tho necessary 

t i t l e  rJeeds duly c e r t i f ie d  by the v i l la g e  o f f ic e .  Sanctioning of a loan



73

also  in vo lve s  considerab le  d e lay . The amount o f loan m ill be lim ite d  

to a com paratively lorn proportion of the va lue  of the land as o f f i c i a l l y  

assessed. A fern scheduled banks l ik e  the C en tra l Bank, and South Indian 

Bank, have th e ir  branches in  the v ic in i t y  o f Anikad. Apparently, very 

fern v i l la g e r s  approach these in s t i tu t io n s ,  as they are le ss  e a s i ly  acco->

s s ib le .  The Land Mortgage Bank at Kottayam is  a major source of c re d it  

to rubber c u lt iv a to r s  of th is  v i l la g e .  Anikad Regional Farmers* Co­

o p era tive  So c ie ty  i s  tho most im portant formal c r e d it  in s t i tu t io n  here 

provid ing  both short term and long term loans to a g r ic u ltu r is t s .  The 

So c ie ty  enjoys re fin an ce  f a c i l i t y  from N ationa l Bank fo r A g r ic u ltu ra l 

and Rural Development (NABARD) and the D is t r ic t  Co-operative Bank.

C u rre n tly , the S o c ie ty 's  loan transactions  amount to Rs.17 lakhs a year.

In  add ition  to p roductive  c re d it  for a g r ic u ltu re , the So c ie ty  also d is ­

burses loans fo r house co n stru ctio n , education, marriage and other 

household expenditures. Notmithstanding th is  netmork of formal c re d it  

in s t i tu t io n s ,  there is  a la rg e  chunk of unmet demand for c re d it  which 

i s  being mot by in form al c re d it  agencies such as p ro fessiona l moneylenders, 

a g r ic u ltu r is t  moneylendero and trad e rs . We gather than at present only 

one p ro fess io na l moneylender i s  a c t iv e  in  the v i l la g e .  S ta rted  in  1902 

w ith  an i n i t i a l  c a p ita l  of Rs.1 lakh , i t s  growth is  qu ite  im pressive ; 

c u r re n t ly ,  i t s  working c a p ita l  and to ta l deposits exceed Rs.1G lakhr. each, 

w h ile  the annual loan transactions exceed Rs.15 lakhs . Tho loans arc 

m ostly on s e c u r ity  of go ld , for short du ra tion , v iz . ,  3 months, and in te re s t  

ra te  36 percent a fte r  3 months compound in te re s t  is  le v ie d . The a g r ic u ltu r is t  

moneylenders g ive  loans on gold or personal s e c u r ity ,  and.charge d if fe re n t  

ra te s  of in te re s t  from d iffe re n t  customers. Their business is  r e s t r ic te d
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to borrowers in  uihom they have f u l l  t ru s t  and confidence. Rubber traders  

co n s t itu te  another im portant source of c r e d it  a v a ila b le  to rubber c u l t i ­

v a to rs . There are a dozen in  Anikad v i l la g e .  They lend money to rubber 

growers on the cond ition  that the la t t e r  s e l l  the produce to them u/ithin 

one month the loan is  advanced. I t  is  reported tha t the loan i s  .se ttled  

at tho time of d e liv e ry  o f rubber valued at the p re v a ilin g  p ric e  and 

th a t no in te re s t  is  charged. Apparently, the trader i s  keen to secure 

tho produce even at a co s t. There are a lso  a few other moneylenders 

u/hose c l ie n t e le  are mainly p re tty  trad e rs . The loans are small and are 

repa id  in  d a ily  instalm ents co lle c te d  by the le n d e rs 1 agents who go round. 

The in te re s t  ra te s  are so high that these lenders are lo c a l ly  known as 

"double edged swords", more usurious than the so-ca lled  "b lade companies", 

Most o f the respondents in terv iew ed  had se rious rese rva tio n s  about the 

various in form al lenders .

( i v )  Ezhukone has an o f f ic e  of the Ind ian  Overseas Bank, a 

p u b lic  secto r bank. However, the bank i s  of lim ite d  a c c e s s ib i l i t y  to 

tho m a jo rity  in  the v i l la g e .  Whereas gold is  the on ly acceptab le s e cu r ity  

in  the possession o f the common fo lk s , loans on gold s e c u r ity  are not 

transacted on a l l  working days. Fu rth e r, our respondents had rese rva tio n s  

about tho a tt itu d e  and behaviour of the bank employees. The Czhukone 

S e rv ic e  Co-operative Bank, on tho other hand, transacts  a la rgo  volume 

and range o f business. I t  d isburses loans fo r a g r ic u ltu ra l and other 

business purposes. A g r ic u ltu ra l loans are short term lo ans , one yea r, 

and ca rry  an in te re s t  of 13 percent of th is  one-half i s  subsid ised  i f  the 

loan is  repaid  in  one yea r, but f a i l in g  which f u l l  in te re s t  and p ena lty  of
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3 percent u/ill have to be borne by the borrower. Educational loans are 

a lso  granted to the members o f the co o pera tive , the ra te  o f in te re s t  

being 10  p ercen t. The loan amount is  d if fe re n t ia te d  according to the 

le v e l  o f schooling o f the intended b e n e f ic ia r ie s .  Loans are also sanc­

tioned fo r the purposes of house co nstru c tio n , medical expenses, marriageI

ceremony, e tc . Bes ides , c r e d it  tran sac tio n s , the cooperative  runs a 

s ta t io n a ry  shop where c lo th ing  and various household a r t ic le s  are 3old 

on c re d it  to the members. The duration  of such c re d it  purchases is  3 

months, and in vo lves  an in te re s t  of 18 percen t. Ezhukone Se rv ic e  Cooperative 

Bank apparently i s  mooting the c re d it  needs of a la rg e  sectio n  of the lo c a l 

community by the sca le  and d iv e r s it y  of i t s  p perations. A branch of the 

D is t r i c t  Cooperative Bank i s  a lso  function ing  here; i t s  main function  is  

extending finance  to other cooperative  s o c ie t ie s  in  th is  v i l la g e .  Inform al 

c re d it  agencies l ik e  p ro fess io na l moneylenders, a g r ic u ltu r is t  and other 

non-professional moneylenders, are also operating in  the v i l la g o  and i t s  

neighbourhood. There i s  one p ro fess io na l moneylender in  Ezhukone v i l la g e .

I t  is  a partnersh ip  firm  and designated as a 'bank*. I t  i s  o f ve ry  recent 

o r ig in  (1983) w ith  an i n i t i a l  c a p ita l o f Rs.1.5 lakh s . This bank a ttra c ts  

deposits on a la rg e  sca le  from a l l  groups in c lud ing  la rg e r  farm ers, 

households w ith  th e ir  members working in  the M iddle E a s t , re t ire d  govern­

ment employees, e tc . By now, the deposits have reached Rs.1Q lakhs. The 

bank o ffe rs  an a t t r a c t iv e  in te re s t  ra te , say 24 percen t, to i t s  d ep os ito rs . 

Tho bank claim s to have le n t  Rs.28 lakhs during tho la s t  two yea rs , loans 

fo r  other than a g r ic u ltu ra l purposes, ca rry  an in te re s t  o f 30 percent; 

on a g r ic u ltu ra l loans they charge a lower in te r e s t .  Tha bank has adopted
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a  d i f f e r e n t ia l  in te re s t  ra te  scheme, d isc rim in a tin g  between d if fe re n t  

c l ie n t s ,  apparently on the p r in c ip le  of each according to h is  a b i l i t y i  

The poor are given in te re s t- fre e  loans, c u lt iv a to rs  lower in te r e s t ,  

le s s  than 50 p ercen t, w h ile  a feui con tracto rs  are charged 46 percent.

There are a few p ro fess io na l moneylenders in  the ad jacent v i l la g e s ,  

Arumurikada and Kundara, whom residen ts  of Ezhukone approach in  times 

of need. These moneylenders extend loans on gold s e c u r ity .  However, 

they do not re ce ive  deposits .

(v )  V i lp a t t i ,  one o f the sample v i l la g e s  from Tamil Nadu, is  

sorved by s ix  branches of commercial banks under the p u b lic  s e c to r , located  

in  the adjacent p laces and two cooperative  a g r ic u ltu ra l c re d it  s o c ie t ie s  

lo ca ted  w ith in  the v i l la g e .  A com paratively high proportion of households, 

34 out o f 76, reported loan transactions w ith  tho above formal c re d it  

in s t i t u t io n s .  The commercial banks, advanced loans fo r p roductive  purposes 

such as purchase of m ilch anim als, reclam ation of land , c u lt iv a t io n  opera­

t io n , e tc . However, as noted e a r l ie r ,  a g r icu ltu re  in  th is  v i l la g o  su ffe red  

a major se t back in  recent yea rs , w ith  the re s u lt  that the d e fa u lt  of 

loans from these in s t i tu t io n a l  sources mounted. The banks, re lu c ta n t to 

take e f fe c t iv e  recovery measures, have almost suspended the grant of 

fresh  lo ans . Under tho Group Loan Scheme, each one o f the borrowers 

stands as guarantee fo r tho other members' debt and could not re ce ive  a 

fresh  loan unless a l l  the members of the group have cleared  th e ir  debts. 

There has been some re lax a tio n  of th is  ru le  in  recent years so th a t i f  

one member has repaid h is loan , he can get a fresh  loan . C erta in  instances 

o f co rrup tio n , m alp ractices and favo u ritism  have been brought to our n o tic e .
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For example, in  the case of less in f lu e n t ia l households, the services of 

an agent are necessary to get a loan, a part of u/hich has to be shared 

u/ith the agent. The cooperative soc ie ties  have come to play a leading 

ro le  in  meeting tho c red it needs of the lo ca l community. The informal 

lenders l ik e  professional moneylenders, a g r ic u ltu r is t  moneylenders, traders 

and commission agents f i l l  the gap. There is  only one resident professional 

moneylender, but the households approach f iv e  others resid ing outside.

Three of these are registered moneylenders; they are partnership firms 

under the category of finance companies, Hou/ever, they do not accept 

deposits. They follow three patterns of lending, (1) d a ily  kandu.*

(2) u/eokly kondu. and (3) monthly kandu. In a l l  the three systems, the 

duration of loans is  the same, v iz . ,  2  ̂ months. Loans are given for 

d iffe ren t purposes, and mode of repayment also va r ie s . In tho case of 

loans given to fcaders, repayment is  made through d a ily  co lle c tio n s . In 

tho case of labourers, the system follou/ed is  weekly kandus, and to formers 

loans under weekly and monthly kandus are advanced. The loans aro given on 

the basis of recommendations by some in f lu e n t ia l persons in  the lo c a l i t y ,  

and no secu rity  is  in s is ted  upon. Tho rate of in te re s t varies from 36 to 

120 percent per annum. Vegetable wholesale dealers located at Madurai and 

Kodaikanal advance loans on condition that the borrower s e lls  his crop 

to the merchant cred ito r at the p rice  decided by the la t t e r .  A typ ica l 

instance is  that of a farmer who took a loan from a vegetable merchant 

hypothecating his crop, v iz . ,  banana. When i t  urns ready for sa le , he 

delivered  the f i r s t  consignment of 100 bananas and the trader adjusted

* Kandu means mode of payment
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i t s  va lue  to the loan at Rs.130 when the going marmet p r ic e  was Rs.300.

There is  only one a g r ic u ltu r is t  moneylender here. He lends mostly to 

sm all farm ers, a g r ic u ltu ra l lab o u re rs , and trad e rs . He re so rts  to ce r ta in  

questionable p ra c t ice s  l i k e  o ve rs ta tin g  the amounts le n t ,  paying lower 

wages to labourers who have borrowed from him, o verp ric ing  tho f e r t i l i z e r  

sold  to the farmers who purchase i t  on c re d it  b a s is , e tc . However, labour- 

t ie in g  arrangement is  not common here. C u lt iv a to rs  do make wage advances 

to a g r ic u ltu ra l labourers u su a lly  for lo ss than one month, depending on 

the requirement of labour. The wage advance i s  adjusted to the weekly 

wage b i l l .

In c id e n ta l ly ,  thanks to frequent f a i lu r e  of monsoon in  recent

yoars , a g r ic u ltu re  has ceased to be a p ro f ita b le  or v ia b le  a c t iv i t y .

5ome of the e rs tw h ile  c u lt iv a to rs  have moved over to p ro fess io na l money- 

lend ing . In f a c t ,  most of the moneylenders serv ing  th is  v i l la g e  s ta rted  

th is  a c t iv i t y  only re c e n t ly ,  say from 1986.

( v i )  For Mookuperi, the Urban Cooperative Bank is  one formal 

c re d it  in s t i tu t io n  located  w ith in  the v i l la g e .  There i s  a lso  an ag ri­

c u ltu ra l c re d it  s o c ie ty . They together do not meet a very  s ig n if ic a n t  

proportion  of tho c re d it  needs of th is  v i l la g e .  In fa c t ,  only a l i t t l e  

over 10  percent of the sample households have had borrowings from them. 

In a c c e s s ib i l i t y ,  too r ig id  fo rm a lit ie s , fa vo u rit ism , and delay in  sanc­

t io n ing  o f loans are frequent complaints about the above c re d it  in s t i t u ­

t io n s . A d is t in c t iv e  fea tu re  o f th is  v i l la g e  is  tho com paratively high

proportion  of c re d it  met from fr ien d s  and r e la t iv e s .  Thanks to tho in flo w

I
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o f rem ittances from migrants w e ll s e t t le d  elsewhere, there are at any 

time a feui households w ith  surp lus funds to lend to th e ir  r e la t iv e s  and 

fr ie n d s . A v a i la b i l i t y  of in te re s t- fre e  loans from th is  source is  i t s  

p r in c ip a l a t t r a c t io n . Hence, ra ther than tak ing loans from formal and 

in fo rm al c re d it  agencies, a good proportion o f the householders approach
»

th e ir  r e la t iv e s  and fr ien d s  who have cash to spare . The system works as 

a kind of mutual aid  arrangement. There are no p ro fess io na l moneylenders 

here; however, there are some 10  reg is te red  moneylenders a t Nazerath, an 

ad jacent town from whom the households in  th is  v i l la g e  borrow. The 

moneylenders lend to a l l  occupational groups; they lend only on the pledg­

ing of gold je w e lle ry .  The s ize  of loan va r ied  from Rs.100 to Rs.1000, 

depending on the va lue of s e c u r ity . The in te re s t  ra te  i s  in  the range 

o f 30 to 120 percont. There is  one residen t a g r ic u ltu r is t  moneylender 

who lends on tho pledge of household a r t ic le s  l i k e  c y c le s , u te n s i ls ,  e tc .

To sum up: The se lec ted  v i l la g e s ,  by and la rg e , share tho s a l ie n t  

fea tu res of a ty p ic a l v i l la g e  in  th e ir  re sp ec tive  S ta te s . A g ricu ltu re  is  

the main source of liv e lih o o d  in  the m a jo rity  o f them. A l l  the study areas 

are served by formal c re d it  in s titu tio n s- , v i 2 . , cooperative  s o c ie t ie s  

and/or commercial banks. The performance of the former in  two of the 

v i l la g o s  is  exemplary in  terms o f d isb u rsa l of c re d it  and deposit m ob ili­

z a tio n . S ide  by s id e , ICMs are function ing  in  tho v i l la g e s  cato ring  to 

the unmet c re d it  needs of the households.



APPENDIX 2

Mothodoloqy

Sampling design t Se le c t io n  of V illa g e s

Four v i l la g e s  in  K e ra la  and two v il la g e s  in  Tamil Nadu mere 

covered under the m icro-stud ies.

For se le c t in g  the v il la g e s  in  Ke ra la  the growth o f deposits 

uiith commercial banks between 1975 and 1980 was used as a major c r i t e ­

r io n . The d is t r ic t s  were grouped on the basis of growth ra te s  in  bank 

deposits as fo llo w s :

High growth Above 100 percent Malappuram, T richur and
Trivandrum

Medium growth 80 to 100 percent A lleppey, Cannanore, Kozhikode
and Quilon

Loiu growth Below 80 percent Pa lgha t, Kottayam, Idukki
. and Ernakulam.

Malappuram and T richu r d is t r ic t s  from tho f i r s t  group, Quilon from tho 

second group and Kottayam from tho th ird  group were se lo c ta iJ. Uno v i l la g e  

from each o f the d is t r ic t s  was se lec ted  fo r in-depth survey.

In  se le c t in g  the v i l la g e ,  the main considerations wero the 

dominant crops c u lt iv a te d , and occupational p attern  of the v i l la g o r s .

From Malappuram d i s t r i c t ,  Thirunavaya v i l la g e  ( in  T iru r  ta lu k ) was
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se lec ted  which was found to have about 18 percent of tho main workers 

engaged in  c u lt iv a t io n ,^ o n e  of the h ighest in  the ta lu k , w ith about 

53 percent f a l l in g  in  tho category of other workers.

In  T richu r d i s t r i c t ,  Thalikulam ( in  Chawakkad ta lu k ) was surveyed 

fo r the 1961 census monograph. I t  is  a coa3 ta l v i l la g e  w ith a larcjo number 

o f m igrants to the Gulf coun tries  arid a c e r ta in  proportion o f households 

engaged in  f is h in g . So i t  wa3 thought appropriate  to s e le c t  the v i l la g e .

Coming to Kottayam d i s t r i c t ,  a high proportion o f workers in  

Kottayam ta lu k  are c u lt iv a to r s ,  and rubber i s  a major crop. A v i l la g e  

from th is  ta lu k , v i z . ,  Anikad which is  c lo se  to K a n jira p a lly ,  a lead ing 

commercial ce n tre , was se lec ted  fo r the survoy*

From Quilon d i s t r i c t ,  we opted fo r a v i l la g e  which had a d iffe re n t  

occupational p r o f i le ,  w ith a h igher proportion of workers being engaged 

in  no n -ag ricu ltu ra l a c t iv i t ie s  l ik e  in d u s try , f is h in g , co n stru ctio n , trade 

and other t e r t ia r y  a c t i v i t ie s .  Ezhukone appeared to bo the most e l ig ib le  

cand idate from the d is t r i c t .

Thus, the v i l la g e s  so lected  from Kera la  are characte rised  by 

d if fe re n t  growth ra tes  in  bank dnposits. Tho se lec ted  v i l la g e s  also 

covor tho three lead ing  crops of the s ta te , v iz . ,  paddy, coconut and

j /  As per the census (1981) d e fin it io n  c u lt iv a to r  is  one engaged e ith e r 
as employer, s ing le  worker or fa n ily  worker in  cu lt iv a t io n  of land 
owned or held, wherein growing the follow ing crops is  considered: 
cereals and m ille ts , pulses, f ib re  crops, oilseeds and sugarcana.
Hence a l l  those engaged in  growing tea , co ffe e , rubber, tobacco, 
coconut, areca e tc . are considered as other workers.
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rubber. Regional spread ia  ensured by in c lud ing  v i l la g e s  from Malappuram, 

T r ich u r , Kottayam and Quilon. Also geographical spread is  ensured by 

s e le c t in g  v i l la g e s  from the loui land , m idland, and high land reg ions.

In  tho s e le c t io n  o f the two v i l la g e s  from Tamil Nadu i t  u/as not 

p oss ib le  to do f u l l  ju s t ic e  to the d ive rse  reg io n a l p a tte rn s . Howovor, 

an attempt u/as made to capture the e s sen tia l fea tu res  of Tamil Nadu ag r i­

c u ltu re . Keeping S ta te  le v e l cropping pattern  in  mind, two d is t r i c t s ,  

Madurai and T ir u n e lv e l i ,  mere se le c te d , both o f which present equa lly  

d ive rse  cropping p a tte rn . In  both the d is t r i c t s ,  r ic e  and coarso ce rea ls  

accounted fo r by o ilse e d s , co tton , pu lses , c h i l l i e s ,  banana, e tc .

Fu rth e r , Madurai belongs to the medium (a g r ic u ltu ra l output) growth 

d i s t r i c t  (e .g . ra te  between 1.5 to 4.5 percent) and T iru n e lv e li  to the 

group of low growth d is t r ic t s  (growth ra te  of 0 to 1.5 percent) both 

having income le v e ls  above Rs. 1300 per hectare  (B h a lla  & A lagh).

For the s e le c t io n  o f v i l la g e s ,  the d is tr ib u t io n  of workers as 

per the 1981 census could not be used as the data were not re a d ily  a v a i l ­

ab le . Hence, the 1971 census tab les  were used. In  Kodaikanal ta lu k , most 

o f the v i l la g e s  had a very high proportion o f workers engaged in  p lan ta ­

t io n , orchard and liv e s to c k  a c t iv i t ie s .  From th is  ta lu k , one o f tho 

v i l la g e s ,  v i z . ,  V i l p a t t j . was found to have a s iz a b le  proportion o f tho 

area under paddy, potato and vegetab les. A ccord ing ly, l/ ilp a tt i from 

Madurai d i s t r i c t  was se lec ted  fo r tho survoy.

In  T iru n e lv e li  d i s t r i c t ,  at the second stage , we id e n t if ie d  

Tiruchendur ta luk  which had a com paratively high proportion of workers



as c u lt iv a to rs . One of tho v il la g e s , Mookuperi, growing dry crops 

with some land under tank ir r ig a t io n  was chosen. Mookuperi was found 

to bo w ell served by a commercial bank and a cooperative c re d it soc ie ty .

Soloction of Sample Households

Kerala

L is t  of households with the household ch arac te ris tic s  such as

(1 ) number of fam ily members (2 ) number of earning members (3) occupation 

of earning members (4) monthly income of the household and (5) area owned 

by tho households for the selected v illag e s  were co llected  from tho 

various taluk supply o ff ic e s . Tho households were grouped into  tvuo major 

categories: (1) households cu lt iva tin g  paddy and (2) households not c u lt i ­

vating  paddy. The households in  each category were divided in to  three 

sub-groups basedon tho source of income (as recorded in  tho Taluk Supply 

O ffices reg is te rs ) v iz . ,  (a ) households deriving tho ir incomes only from 

ag ricu ltu re  (b) those with income only from non-agricultural a c t iv i t ie s .  

The households in  each of the above throe categories were further sub­

divided into fivo  groups based on the monthly income of tho households as 

households earning (1 ) upto Rs.150 (2 ) Rs. 150-300, (3 ) Rs.300-450,

(4) lis.450-600 and (5) above Rs.600. From each group, 3% of tho households 

were selected at random for the two v illa g e s  (1) Thirunavaya and

(2) Ahikad. For the th ird  v il la g e s , Ezhukone, only 2\% of tho households 

from each group wore selected at th is v il la g e  has considerably larger



nurnbnr of households. The time ava ilab lo  mas also a factor in  lim itin g  

the sample s ize .

for Thcilikulam, me used tho l is t in g  schedule canvassed by C0ntre 

fur Science and Technology for Rural Development (CQSTFORD) among 1600 

households of the v il la g e . Approximately 5% of the to ta l number of house­

holds havo been selected through s t r a t if ie d  random sampling procedure, 

for tho purpose of our study. Duo to lack of data on cropping pattern , 

occupation, etc. mo had to use 3omo proxies for tho s t r a t if ic a t io n  of 

tho households. Tho c r ito r ia  used are tho structu re  and f a c i l i t ie s  in  

tho residence. Accordingly, a l l  tho households mere broadly c la s s if ie d  

in to  threo groups, as households having ( l )  thatched houses (2 ) t i le d  

houses and (3) terraced houses. Each of those throe groups was divided 

in to  two groups aa housoholds ( l )  having e le c t r ic  connection and (2) those 

not having e le c tr ic  connection. Each of these mas further sub-dividod 

on tho ba3i9 of tho size of land holding, as housoholds owning ( l )  loss 

than or equal to 5 cents (2 ) 6-50 cents (3 ) 51-100 cents (4 ) 101-200 conts 

and (5 ) above 200 conts. In such cases mhore the number of households 

mas too sm all, wo clubbed them with tho appropriate group.

2. Tamil Nadu

Basic data on tho ch a rac te ris tic s  of the households such a3 

s ize  of fam ily, number of earning members, occupations of earning members, 

land owned, land cu lt iva ted , otc. more co llected  by our Invostigators by 

census enumeration method. Tho housoholds mero c la s s if ie d  in to  two broad

V



categories, v iz . ,  ( l )  housoholds with land and (2) households u/ithaut 

land, Theso tuio categories of households were further divided into  sub­

groups ba3ed on tho sources of income of the household,, v iz . ,  houso­

holds getting  income (a ) only from ag ricu ltu re  (b ) only from non-agricul- 

tu ra l pursu its. F in a lly ,  households u/ho own land mere further sub-divided 

in to  5 groups based on tho s ize of land holding, v iz . ,  (1 ) below 1.00 

aero, (2) 1.00-2.00 acres ( ? )  2.00 - 3.00 acres (4) 3.00 - 5.00 acres and 

(5 ) above 5.00 acres. I t  is  not possible to se lect a uniform fraction  of 

housoholds from each of the categories in  the two v illag e s  of Tamil Nadu, 

as the composition of households and the size of tho v illag e s  wore 

d iffe re n t. Hence, 2d% of tho households who own land and 1% of the 

households who do not own any land were selected from Mookuperi v il la g e , 

while 15^ of the housoholds who own land and 10/6 of the housoholds who 

do not own any land were selected from V ilp a t t i  v il la g e . The households 

wore selected using random number of tab le from each of tho ultim ate 

stratum, with equal p robab ility  of households in  each sizo-group being 

selected . Since data on monthly income of the households were not a va il­

ab le , s ize of land holding was taken as c r ite r io n  for s t ra t ify in g  the 

households,

Tho sample housoholds from each of the solocted v illag e s  c la s s i­

fied  according to tho occupation of th e ir heads is  given in  the following 

statement.
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Sample housoholds c la s s if ie d  according to tho occupation of the heads
of households

Thiru­
navaya

Thali-
kulam

Anikad Ezhu­
kone

V il-
p a tti

Maoku-
pori

1. Cu ltivato rs 17 14 29 31 21 11

2. Othor solf-employed 
(household industry, 
c r a f t ,  trade, e tc .) 8 21 8 17 6 34

3. Sa lary earners 1 9 6 16 1 13

4. A g ricu ltu ra l and other 
casual labour 26 19 29 26 43 5

5. S k ille d  labour 6 1 2 1 4 2

6 . Others 10 19 3 4 1 14

Total 68 83 77 95 76 79

3. F ie ld  Survey

The Investigators were given in tensive  tra in ing  for a period of 

15 days and mere sent to the nearby v illag e s  of Trivandrum for pretesting 

of tho schedules and questionnaires. In tho lig h t  of th is  experience 

the schedules and questionnaires vuere modified.
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F iv e  household schedules u/ere designed. Household Schedule I 

covered tho genera l c h a ra c te r is t ic s  of the households such as demographic 

fe a tu re s , education , occupation, e tc . Schedule I I  covered the p a rt ic u ­

la r s  of a l l  loans outstanding as on 1.4.1986. Household Schedule I I I  

u/as designed to e l i c i t  in form ation  regarding a l l  borrou/als during the 

re ference  p eriod , namely, 1.4.1986 to 31.3.1987. Schedules I I  and I I I  

u/ere d iv ided  in to  tuio parts  so as to capture the transactions of cash 

and commodity loans se p a ra te ly . These tuio schedules inc lude  items l ik e  

in te re s t  r a te ,  du ra tion , s e cu r ity  o ffe red , other cond itions attached , e tc . 

w ith  regard to each of the loans outstanding as u/ell as borrowed during 

the re fe rence  period .

Schedule IV  included tho d e ta ils  on the d isp o s it io n  of f in a n c ia l 

savings by households. To asse rta in  the net f in a n c ia l savings by tho 

households during the re ference  period , the va lue of f in a n c ia l assets l ik e  

shares and deposits at tho beginning and end of the reference period ums 

gathered. Tu/o item s, cash in  hand and d ire c t  investments made during the 

re fe rence  period u/ere not included .

The f ie ld  survey was s ta rte d  in  the f i r s t  u/eek of A p r il 1987, 

and u/as completed in  tu/o months. Data c o lle c t io n  proceded in  tu/o stages. 

In  the f i r s t  stage household schedules u/ere canvassed among the sample 

households. Needless to say , the task of e l i c i t in g  accurate in form ation  

from the respondents u/as qu ite arduous, though a good proportion of them 

u/ere coopera tive . In  the second stage of the su rvey, u/e approached a feu/ 

in form al lenders u/hom u/e could id e n t ify  in  the se lec ted  v i l la g e s .



Tho informal landers rnaro id e n tif ie d  with tho help of our own sample 

housoholds and some other knowledgeable persons in  the lo c a l i t y .  We 

had prepared separata questionnaires for d iffe ren t categories of lenders 

such as professional moneylenders, a g r icu ltu r is t  moneylenders and traders. 

Information regarding th e ir lending practices to d iffe ren t typos of 

borrowers was collector! through these questionnaires. Tho questionnaires 

cov/orod in te re s t rates charged to d iffe ren t categories of borrowers, 

secu rity  accepted, percentage of defau lts , e tc . Further, in  order to 

study the linkage between formal and informal lenders and between tho 

informal lenders themselv/es, information was sought from these groups.



CHAPTER 5

STRUCTURE OF INFORMAL CREDIT MARKETS

5.1 In troduction

The inform al c re d it markets in  the ru ra l areas o f developing 

countries are heterogeneous in  the sense that c re d it flow from d iverse  

categories of lenders who d if fe r  so w idely in  th e ir  c lie n te le , sources 

o f funds, purpose o f loans, procedures, in te re s t ra te s , and other terms 

and cond itions. A s a lie n t featu re o f the ICMs, as im plied in  i t s  

a d je c tiv e , is  the in fo rm a lity  in  a l l  the aspects o f c re d it transactions; 

they, by and la rg e , function outside s ta tu to ry  reg u la tio n s. Therefore, 

i t  fo llow s that fo r the smooth functioning o f the system, i t  is  nece­

ssary that the lender has eaey access to a l l  re le van t inform ation regard­

ing the borrower, as w e ll as h is being able to keep a close watch over 

the borrower*8 a c t iv it ie s  and to exert economic and non-economic pressure 

on the la t te r  fo r ensuring the fu lfilm en t o f the terms and conditions 

of the loan* A ll these combine to make the ICM transactions highly 

persona lised  in  ch a ra c te r . I t  i e  in e v it a b le ,  th e re fo re , that the c re d it 

market gets segmented in to  severa l sub-markets.

5.2 Dimensions of Segmentation

The ICM comprises d iffe re n t sub-markets, most of them function­

ing  w ith in  the confines o f one v illa g e *  The physica l proxim ity of the 

borrower provides the lender d e ta iled  inform ation about, as utell as the

i
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a b ilit y  to excercise e ffe c tiv e  con tro l over, the form er, thereby ensuring 

payment of in te re s t and repayment of the p r in c ip a l. The ra tio n a le  under­

ly in g  the s p a tia l lim ita tio n  o f the c re d it market has bean spelled  out 

by Roth thus: In  the case o f the cu ltivato r-borrow er, a r e la t iv e ly  high 

proportion o f c re d it arrangements are underwritten by le g a l t i t l e  to 

h is  land , and the cred ito r is  in va ria b ly  in c lin e d  to se ize the land of 

the debtor.

"S ince  the cu ltiv a tio n  of the land is  almost always 
transferred  to the c re d ito r h im self, granting a loan 
underwritten by the property t i t l e  can be transacted 
only when the land given as c o lla te ra l is  near the 
hab ita tion  o f the c r e d ito r .. . .  What holds fo r the 
seizure of the land of the debtor by the c red ito r is  
equally true fo r the labour of the debtor. The cre­
d ito r 's  claim  of the labour o f the debtor and it s  use 
as a c o lla te ra l fo r the loan is  only guaranteed when 
the debtor liv e s  in  the region w ith in  the contro l o f 
the c re d ito r; that is  an area w ith in  which the so c ia l 
and economic Ju r is d ic tio n  of the c red ito r and th e ir 
attendant contro l - mechanisms are in  f u l l  sway". 
(Roth , 1903, p .31 ).

That is  about the lender *8 - supply side - approach. Looking from the 

borrower'8 end, h is access i s ,  by and large* lim ited  to the circum fe­

rence of the lo c a l c re d it market, that i s ,  w ith in  the confines o f his^ 

own v illa g e  and i t s  immediate surroundings.

"The cost to  th8 borrower going to a p o te n tia lly  
com petitive lending agent outside h is d is t r ic t  is  
l ik e ly  to be considerab le. The moneylender who 
knows him w il l  be suspicious u n t il the former esta­
b lish es a sa tis fa c to ry  repayment record . In i t ia l l y ,  
i t  is  u n lik e ly  th at he w ill be offered a com petitive 
ra te  of in te re s t, i f  indeed he oets a loan at a l l " .

(A .Bottom ley, 1964, pp.432-433, Emphasis as in  the 
o r ig in a l).
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In  fa c t ,  o p e ra t io n a lly , the c i r c l e  may get narrower; the ICMs 

are  fu r th e r  fragmented in to  c re d it  transac tions  between p a r t ic u la r  

groups o f lenders and borrowers. The former com prises, as mentioned 

above, p ro fe ss io n a l moneylenders, a g r ic u ltu r is t  moneylenders, lan d lo rd s , 

traders  and commission agents, fr ien d s  and r e la t iv e s ,  e tc . The la t t e r  

in c lu d es  broadly c u lt iv a to r s  - both owner-operators and tenant farmers - 

and n o n -cu ltiva to r households such as a r t is a n s , s a la r ie d  employees, 

a g r ic u ltu ra l and other casual labour households. The c la s s i f ic a t io n  of 

the d if fe re n t  elements in  the ICMs form ulated by H o lst seems to  be a 

neat typology* According to  th is  scheme, the transactions  in  the ICMs 

are o f two broad typ es, v i z . ,  p ro fess io n a l (comm ercial) arrangements 

and non-professional (non-commercial) arrangements. The la t t e r  i s  mainly 

among r e la t iv e s ,  fr iend s  and neighbours, based on k insh ip  re la t io n s  and 

presumably in vo lve s  no in te r e s t  payment. The loan transactions under 

the commercial category are grouped in to  (a )  land-based, (b ) commodity- 

based and (c )  money-based arrangements. Under the f i r s t  ca tegory , the 

lenders  comprise land lo rds and a g r ic u ltu r is t  moneylenders, and the custo­

mers comprise tenan ts . Commodity-based transactions  in vo lve  shop keepers 

and merchant moneylenders w h ile  sm all farmers and sm all business house­

holds come under customers* The la s t  category of transactions is  between 

fu ll- t im e  moneylenders on the one hand and sm all fanners and sm all business 

households on the other* Whereas a l l  the above are e x c lu s iv e ly  engaged 

in  'c re d it  tran sac tio n s , there are a lso  some which f a l l  under saving and/or 

saving-cum -credit arrangements l i k e  ROSCAS. (H o ls t , "The ro le  o f in fo rm al 

f in a n c ia l in s t itu t io n s  in  the m o b ilisa tio n  o f sav ings” ;  quoted in  M artin- 

van-Nieuwkoop, 1986, p*34). Thus, even w ith in  the confines of one v i l la g e ,
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there can be se ve ra l sub-markets* There are d if fe re n t  groups o f borrowers 

o f more or le s s  homogeneous types l ik e  c u lt iv a to r s ,  a g r ic u ltu ra l and 

other casual lab o u re rs , a r t is a n s , e tc . A l l  o f them are not s t r i c t l y  

homogeneous though* For example, c u lt iv a to rs  may be owner c u lt iv a to r s  

o r tenant farm ers, d if fe r in g  in  s iz e  o f ho ld ings, crops grown, etc*

And each o f these groups may have c re d it  transac tions  w ith  p a r t ic u la r  

lender type*

The ra t io n a le  underlying the typology o f segmentation is  mutual 

in te re s ts  o f the p a rt ie s  invo lved* Thue, w ith  land lo rds are the most 

e a s i ly  a ccess ib le  source o f c re d it  to tenan ts , the former i s  ab le to 

in f lu e n ce  the d ec is ions on the production process on th e ir  land as w e ll 

as to  ensure repayment of the loans* Ensuring the se rv ic e s  of able and 

hea lth y  workers during peak a g r ic u ltu ra l seasons i s  the m otivation  behind 

advancing loans by c u lt iv a to rs  to  a g r ic u ltu ra l lab o u re rs . The same lo g ic  

i s  behind lab o u r- tied  loans in  the f is h e r ie s  sec to r in  K e ra la  (P la t te a u , 

e t .a l*  1985)* S im i la r ly ,  commodity-tied loans from trader to farmers 

presumably se rve  mutual in te r e s t ;  the trad e r i s  ensured of the supply of 

the commodity-foodgrains in  Punjab or rubber or fish  in  Ke ra la  - w h ile  

tho producer i s  ab le  to smoothen out seasonal v a r ia t io n s  in  h is  cash­

flow  mechanism.

Needless to  say , the degree o f segmentation p reva len t in  the 

ICMs would depend on the options before the p rospective  borrowers on the 

one hand and the socio-economic cond itions in  a given lo c a l i t y  on the 

o th e r. W ith the expansion o f in s t i t u t io n a l  c re d it  and g rea te r equ ity  

in  i t s  de8 t r ib u t io n ,  and the weakening o f the t r a d it io n a l lender - borrower
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(lan d lo rd - ten an t, employer-employee) r e la t io n s ,  the forces underlying 

segmentation would get eroded. A c e r ta in  degree o f segmentation may 

8 t i l l  continue to p r e v a i l ,  but i t s  s u rv iv a l may be a r e f le c t io n  o f the 

personal re la t io n s  between borrowers and lenders ra th e r than the con­

ve n tio n a l economic r a t io n a le  presumed to u n d e r lie  the phenomenon of
i

segmentation.

5.3 Extent o f segmentation in  the ICM t  an overview

In  the ru ra l ICMs in  In d ia ,  no p a r t ic u la r  group appears to  any 

more to  depend e x c lu s iv e ly  on one category of len d e rs , nor does one 

category of lenders l im i t  th e ir  lendings to  one s p e c if ic  type o f  c l ie n ­

t e le .  Thus, according to the re su lts  o f the A l l  In d ia  Debt and Investment 

Survey (1971-72), households belonging to d if fe re n t  occupational groups 

l i k e  c u lt iv a to r s ,  a g r ic u ltu ra l lab o u re rs , a r t is a n s , and other non­

c u lt iv a to r s  had reported  cash loans outstanding due to  a l l  the in form al 

c r e d it  agencies, v i z . ,  la n d lo rd s , a g r ic u ltu r is t  moneylenders, tra d e rs , 

fr ien d s  and r e la t iv e s ,  and o thers . S im i la r ly ,  each o f the lender types 

had advanced loans to a l l  the occupational groups, (see Table 5 .1 ) .

The d iffe re n ce  between d if fe re n t  occupational groups in  tho 

degree o f dependence on d if fe re n t  in form al c re d it  agencies do not f a l l  

in to  a system atic  p a tte rn . True, in  the case o f c u lt iv a to r  households, 

the proportion  of cash dues outstanding owed to a g r ic u ltu r is t  moneylenders 

i s  s ig n if ic a n t ly  h igher than to other agencies. This i s  understandable.



85

Tab le 5*1 t Cash Dues outstand ing as on 30th June 1972. c la s s if ie d  according 
to C re d it  Agency and Occupational Group : Percent

- A ll- In d ia

C red it 
Agency 

O ccu p y  Co l. 
t io n  percent

Row
per­
cent

Govt. Co-op:
So c ie ­
t ie s

Comm:
banks

Sub
to ta l

Land
lo rd s

A g rl.
money­
lenders

P ro f .
money­
lenders

Tradars Friends
and

re la t iv e s

Others Sub
to t a l

To ta l
A l l
Sources

A l l  households
P 5.34 16.29 1.78 23.41 8.08 24.37 15.62 9.46 8.20 10.65 76.59 100

C u lt iv a to rs P
S

5.83
95.45

18.03
96.81

1.94
95.11

25.81 
96% 37

7.55
79.61

24.62
88.32

15.00
83.85

9.17
84.73

7.58
80.75

10.27
84.32

74.19
84.68

100
100

A g r ic u ltu ra l labou rers
P
S

0.78
0.73

2.37
0.74

0.25
0.72

3.40
0.73

21.41
13*08

28.25
5.88

16.46
5.34

9.38
5.03

10.95
6.76

10.15
4.83

96.60
6.39

100

A rtisan s
P
S

2.96
0.72

1.88
0.15

0.23
0,17

5.07
0.21

7.55
1.19

24.86
1 .3?

21.25
1.77

15.18
2.09

10.77
1.71

15.32
1.89

94.93
1.62

100

Other n o n -cu ltiva to rs
P
S

2.67
3.10

6.04
2.30

1.14
3.99

9.86
2.62

8.16
6.11

17.54
4.47

22.45
8.94

17.40
.8,15

14. 23 
10.78

15.37
8.97

?0.14 
7.31

100

A l l  Households 100 100 100 100 100 100 100 100 100 100 100 100

Source : Reserve Bank o f In d ia ,  A l l- In d ia  Debt and Investment Su rvey. S t a t i s t i c a l  Tables R e la tin g  
to  Cash Borrowings and Repayments o f Rura l Households during Ju ly  1971 to  June  1972 and 
Cash Dues Outstanding as on 30th Ju ne . 1972. Bombay, 1978, Statement IV , p p .92-127.
P s  P roportion  o f households re p o rtin g ;
S = Percentage Share o f d if f e r e n t  occupational groups in  to ta l c re d it  from each category
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F o r , a c e r ta in  proportion of the cu ltiva to r-bo rrow ers  may be tenants o f 

the l a t t e r .  An eq ua lly  high proportion  o f debt outstanding aga inst ag ri­

c u ltu ra l labourers i s  a lso  owed to a g r ic u ltu r is t  moneylenders. This nay 

a lso  be ra t io n a lis e d  on the ground tha t the lenders are a lso  presumably 

employers o f the borrowers. But the heavy dependence of other occupa­

t io n a l groups on th is  lender type cannot be exp lained  by the above lo g ic .

Coming to borrowings during the year ended 30 June, 1972, the 

same p ic tu re  emerges. C erta in  proportions o f a l l  r u ra l households had 

borrowed from a l l  the in fo rm al lenders ranging from 2,49 percent in  the 

case of land lo rds to 6.01 percent from trad e rs  (Table 5 ,2 ),  I t  i s  true  

th a t la rg e r  p roportions of c u lt iv a to r s  and a g r ic u ltu ra l labourers had 

borrowed from land lo rds and a g r ic u ltu r is t  moneylenders than from other 

in fo rm al c r e d it  agencies. This may be a ttr ib u te d  to non-cred it re la t io n ­

sh ip  between the borrowers and lenders . B u t, vary ing  proportions of 

households from other occupational groups had reported  borrowing during 

1971-72 from a l l  in form al c re d it  agencies. The proportions o f the 

borrowals by d if fe re n t  occupational ca teg ories  according to sources 

are  presented in  Table 5 .3 .
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Table 5.2 s P roportion  ( % )  o f households rep o rtin g  borrowings In  Cadh during
the year ended 30th June 1972 c la s s i f ie d  according to c re d it  Agency

A ll- In d ia

C red it
Agency

Occupation

To ta l Govt. Co-opt
So c ie ty

Commt
Banks

Land
lo rd

A g rl.
money­
lender

3r o f .
noney-
Lender

Trader Friends
and
re la t iv e s

Others

A l l  households 27.73 1.34 3.36 0.19 2.49 5.99 4.43 6 .0 1 4.75 4.73

C u lt iv a to rs 29.29 1.64 4.32 0.24 2.39 6.42 4.60 6.39 7.73 4.85

Agrl labo u re rs 23.75 0.30 1.34 0.13 10.67 14.66 10.78 1 0 . 1 1 11.29 8.40

A rtisans 25.57 0.44 ' 0.52 0.04 1.57 5.65 5.67 6.38 6 . 1 2 5.81

Other non-
c u lt iv a to r s 21.96 0.82 1 . 1 1 0.14 1.56 3.60 4.16 4.83 4.52 4.61

Soiftcet A ID IS , 1971-72, S t a t i s t i c a l  Tables R e la tin g  to  Cash Borrominos and Reoalvtnents
o f  Ru ra l Households During Duly 1971 to  June 1972 and Cash Dues 
Outstanding as on 30th June 1972. statem ent I I .  d o .  20-55.
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Table 5.3 : Sorrowings In  Cash During the year ended 30th June 1972. c la s s if ie d  by 
C re d it  Agency and O ccupational Groups ; Proportions o f  Aggregate 
Borrowings : Pe rcen t

A ll- In d ia

C red it 
Agency 

Occupation C o l.
per­
cent

Row
per­
cent

G ovt. Co-opt
S o c ie ty

Commt
Bank

C u lt iv a to rs P
S 85.87

3.14
86.76

16.66
95.77

1.90
97.76

A g r ic u ltu ra l labourers P
S 0 .8 8

9.48
0 .8 8

1.98
0.75

0.19
0.64

A rtisans p
S 1.52

1.76
0.87

0.87
0.09

0.90
0.08

Other n o n -cu ltiva to rs p
s 6.98

5.13
11.50

7.26
3.39

0.36
1.52

T o ta l 10 0 10 0 10 0 10 0

Source: Same as o f  Table 5*2

Sub­
to ta l

Land­
lo rd

A g rl.
raoney
lenders

P ro f.
money­
lenders

Trader Rel  a— 
t iv e s  
and
fr ie n d s

Others Sub
to ta l

Tota

21.70 5.83
78.18

19.06
87.42

15.64
84.26

14.47
83.54

10.72
80.51

12.56
83.66

78.28 100

2.65 15.76
13.84

21.65
6.51

15.93
5.63

14.93
5.63

16.68
8 . 2 1

12.41
5.42

97.36 100

3.53 5.80
1.38

20.24
1.64

19.09
1.82

16.69
1.70

18.98
2.82

16.46
1.94

97.26 10 0

12.75 6.06
6.60

1 1 . 8 8
4.43

18.94
8.30

19.40
9.10

14.36
8.77

16.60
8.99

87.24
87

10 0

100 10 0 10 0 10 0 100 10 0 10 0 10 0

P : Percentage share  o f d if fe r e n t  c re d it  agencies in  to ta l loans 
S i: Percentage share  o f d if fe r e n t  occupational gpoupe in  to ta l loans from 

each c re d it  agency



Much w atsr has flowed under the bridge s inoe the A ID IS 1971-72. 

The re s u lts  o f  the next round e f  the AIDIS a decade a f te r  have brought 

out a dram atic change in  the shares o f the in s t i t u t io n a l  and non-insti-  

tu t io n a l c re d it  s e c to rs . According to the la t e s t  round of the A ID IS 

(1981-B2), the proportion  o f outstanding debt e f  a l l  r u r a l  househdlda 

aa a whole owed to  in s t i t u t io n a l  agencies such as government, cooperative  

s o c ie ty ,  commercial bank, e tc ,  come to  61.2 percent in  1 9 Q 2 ,  as again3 t

29.2 percent in  1971. As a r e s u l t ,  the shares o f n o n - in s titu t io n a l 

or in fo rm al agencies in  the t o t a l  debt ewed by a l l  r u ra l households 

re g is to re d  a sharp d e c lin e , from 70.8 to 38.8 p e rcen t. This s ig n if ic a n t ,  

i f  not q u a l i t a t iv e ,  change i s  noted across both c u lt iv a to r  and non- 

c u lt iv a to r  households, as w e ll as acroaa a l l  the in form al c r e d it  ager

The s tru c tu re  o f the ru ra l  ICM i t s e l f  has undergone a se* 

in  recen t decades. The combined shares o f the so-ca lled  c o m m e r  

v i z . ,  a g r io u ltu r is t  and p ro fe ss io n a l moneylenders, landlord? 

in  the to ta l  c r e d it  from the in form al se c to r came down f r  

in  1 9 6 2  t o  6 2 , 3  p e r c e n t  i n  1 9 7 2 ,  D u r i n g  1 9 7 2 - 5 2  t h e  t  

r u r a l  h o u a a h o l d a  to  the a b o v e  agencies dec lined  not 

terms but a lso  in  abso lute terms. On the other ' 

ing  to the c r e d it  o f  r e la t iv e s  and fr iend a  re ' 

s in ce  1962, a a ig n if ic a n t  development. (se
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Much water has flowed under the bridge s in ce  the A ID IS 1971-72.

The re s u lts  o f the next round o f the AIDIS a decade a f te r  have brought 

out a dram atic change in  the shares o f the in s t i t u t io n a l  end non- insti-  

tu t io n a l c re d it  s e c to rs . According to  the la t e s t  round of the AIDIS 

(1981-82)t the proportion  o f outstanding debt o f a l l  r u ra l  househdlds 

as a whole owed to  in s t i tu t io n a l  agencies such as government, cooperative  

s o c ie ty ,  commercial bank, e tc .  come to  61*2 percent in  1982, as against

29.2 percent in  1971* As a r e e u lt ,  the shares o f n o n - in s titu t io n a l 

or in fo rm al agencies in  the to ta l  debt owed by a l l  ru ra l households 

re g is te red  a sharp d e c lin e , from 70.8 to 38.8 p ercen t. This s ig n if ic a n t ,  

i f  not q u a l i t a t iv e ,  change i s  noted across both c u lt iv a to r  and non­

c u lt iv a to r  households, as w a ll as across a l l  the in form al c r e d it  agenciea.

The s tru c tu re  of the ru ra l ICM i t s e l f  has undergone a sex-change
— - - - -

in  recen t decades. Ths combined shares of ths so-ca lled  commercial len d e rs , 

v i z . ,  a g r ic u ltu r is t  and p ro fess io n a l moneylenders, landlords a id  tra d e rs , 

in  ths to ta l  c r e d it  from the in form al secto r came down from 81.5 percent 

in  1962 to 62.3 percent in  1972. During 1972-82 the to ta l  debt o f a l l  

r u ra l households to ths above agencies dec lined  not on ly in  r e la t iv e  

terms but a lso  in  abso lu ts terms. On the other hand, cash dues outstand­

ing  to the c re d it  o f  r e la t iv e s  and fr iend s  re g is te re d  a steady in crsase  

s in ce  1962, a s ig n if ic a n t  development, (see Table 5 .4 ) .
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Tab le 5.4 s Trends in  in fo rm a l c r e d it  accord ing  to  C re d it  agencies

1962 1972 1982 In c rease during  1972-82
C re d it  Agency

n, k? C9 «r» «=>

Asiount 
Rs. c ro re s

Percen t Amount
Rs.crores

Percen t Amount 
te. c ro res

Pe rce n t

«a» «s» c£* mm

Amount
Rs.crores

Pe rce n t

Lcn d lo rd 25.05 1.07 324.05 1 2 . 2 0 242.59 10.23 (- )  81.46 (- )  25.13

A g s l. moneylender 1281.03 53.92 867.15 32.62 523.07 22.07 (-)344.08 (- )  39.67

Prof®  racs'iaylsBider 415.90 17.50 517.16 19.95 504.13 21.27 (- )  13.03 (- )  2.51

Trado? 213.98 9.00 325.07 12.23 207.15 8.74 (->117.92 (- )36  .27

R e l  a t iv s a / F r  lands 190.02 7.99 518.80 19.52 553.62 23.36 (+) 34.82 (+) 6.71

O ther sources 24B.87 10.47 105.52 3.97 338.53 14.28 (+)233.01 (+)220.82

T o ta l 2374.45 2657.74 2369.09 (-)288.65
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Large s c a le  pumping o f in s t i t u t io n a l  c r e d it ,  e s p e c ia lly  through 

commercial banks, in to  the ru ra l secto r during the seven ties  may lead  

to  a widening o f the ru ra l c re d it  market o r undermining of i t s  segmented 

t io n . S in ce  the conduct o f the la t e s t  round of the survey (1981-82), 

more p u b lic  funds have been pumped in to  the ru ra l secto r under various 

schemes l i k e  In teg ra ted  Rural Development Programme (IR D P ), R u ra l Labour 

Employment Generation Programme (RLEGP) e tc* a l l  o f which might c o n tr i­

bute to widening the options before those segments of the r u r a l  households 

which used to lean  too h e a v ily  on p a r t ic u la r  in form al lenders*

In  b r ie f ,  the find ings o f the A ID IS do not seem to  r e f le c t  depen- 

dance o f any p a r t ic u la r  group o f ru ra l borrowers e x c lu s iv e ly  on any 

p a r t ic u la r  lender type. The A l l  In d ia  estim ates in  the process of aggre­

gation  may have perhaps erased the degree o f segmentation p re v a ilin g  at 

the micro le v e l*  Therefo re , to get a tru e  p ic tu re  on the ground we w i l l  

have to observe the s itu a t io n  at the v i l la g e  le v e l*

4*4 The S tru c tu re  of ICM in  the Se lected  V illa g e s

Befo re  we turn to the ICMs in  our se lec te d  v i l la g e s ,  l e t  us take 

a look at the s tru c tu re  of the o v e ra ll  c r e d it  markets* The s tru c tu re  of 

the c r e d it  markets in  the se lec te d  v i l la g e s  under the present study seems 

to  broad ly conform to the countrywide pattern  observed e a r l ie r *  In  f iv e  

out o f the s ix  se le c ted  v i l la g e s  the share o f in form al c r e d it  agencies 

in  the to ta l  debt outstanding and in  the to ta l  borrowing i s  s ig n if ic a n t ly  

em alle r than th a t of the formal c re d it  in s t i tu t io n s .  (Table 5 *5 ) .
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Tab le  5.5 t O utstanding t o g a  : No. o f  Reporting  Households and Amount

No. o f F o ra a l C re d it  Agencies In fo rm a l C re d it  Agencies T o ta l

V i l la g e
santple
house­ No* o f  

re p o r t ­
ing
house­
ho lds

%  o f Amount ou tstand ing No. o f %  o f Amount outstanding. No. o f %  o f Amount outstand ing
holds repor­

tin g
house­
holds

T o ta l

to.

per
house­
hold

fa.

repucb- repos­
in g  t in g  
house- house­
holds holds

T o ta l

fe.

per
house­
hold
Rs.

repor­
tin g
house­
holds

repo r­
tin g
houde-
holda

T o ta l

Rs.

per
house­
holds

fe.

Thi runaway a 66 13 19,12 24200
(14 .37 )

355.88 2 2 32.35 144250
(85 .63 )

2121.32 35 51.47 168450
( 1 0 0 )

2477.21

Tholikulera 85 46 44.56 198782
(74 .67 )

2394.96 1 2 14.46 67419
(25 .32 )

812.27 58 39.04 266201
( 1 0 0 )

3207.24

Anikad 77 39 46.05 258198
(79 .60 )

3353.22 16 23.38 66187
(20 .40 )

859.57 57 69.44 324385
( 1 0 0 )

4212.79

ELzhukone 95 43 41.05 6*23762
(78 .12 )

1829.07 10 10.53 46652
(21.87)

512.13 53 51.58 222414
( 1 0 0 )

2341.20

l/ ilp a t t i 76 44 53.95 314079
(89 .66 )

4132.62 1 2 15.79 36130
(10.32)

475.39 88 69.74 350209
( 1 0 0 )

4608.01

taokupari 79 9 11.39 71813
(74 .33 )

909.02 4 5.06 24800
(25 .67 )

313.92 13 16.45 96613
( 1 0 0 )

1222.94

Notes F igu res  in  b rackets  denote percentages
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The proportion  of households repo rting  outstanding debt due to 

form al c re d it  in s t itu t io n s  i s  s ig n if ic a n t ly  la rg e r  than th a t fo r  the 

in fo rm al c re d it  agencies in  a l l  the se lec ted  v i l la g e s  except in  Thirunavaya. 

In  f iv e  of the v i l la g e s ,  the r a t io s  o f the number o f  households reporting  

outstanding loans from formal and in form al sources re sp e c t iv e ly  are in  

the range of 1.42 to 4*33, w h ile  in  the exceptiona l case i t  is  0 .5 .

As fo r the d is t r ib u t io n  of the outstanding loan amounts between the tuio 

s e c to rs , again except Thirunavaya, the shares o f form al c re d it  in s t i t u ­

tio n s  are around three-fourths or mors o f  the tota.. - in  Thirunavaya, the 

share o f in fo rm al c r e d it  agencies exceeds fo u r- f if th s  o f the to ta l amount 

ou tstand ing . Thus, in  terms of e ith e r  the p roportion  of households report­

ing  or share in  the to ta l volume o f outstanding lo a n s , the c re d it  market 

in  the m a jo rity  o f the se lec ted  v i l la g e s  is  dominated by the formal s e c to r , 

the one exception being Thirunavaya. I t  i s  s ig n if ic a n t  to note th a t the 

p roportion  of outstanding debt saved to formal c r e d it  in s t itu t io n s  by 

the n o n -cu ltiva to r households i s  a lso  q u ite  h igh : in  two of the v i l la g e s ,  

i t  is  h igher than the corresponding proportion  fo r  c u lt iv a to r  households. 

(Tab le  5 .6 ).

The d is t r ib u t io n  o f borrowings according to c re d it  agencies 

during 1986-67 conforms to the same p attern  as th a t o f  outstanding loans 

presented above. In  terras o f the proportion  o f households repo rting  

borrowing as w e ll as amounts in vo lve d , the formal se c to r has a s ig n i f i ­

cant lead  over the in form al s e c to r . In  four out of the s ix  v i l la g e s ,  

the p roportion  o f households reporting  borrowings on ly from the formal 

se c to r i s  g rea te r than those who have borrowed from in form al sources.

(Tab le  5 .7 ).
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Table 5 .6 t  Debt Outstanding c la s s i f ie d  according to occupationa l Groups and C red it Agencies

C u lt iv a to r Households Non-cu ltivator Households

Formal Agencies In form al Agencies Formal Agencies In form al Agencies
V illa g e No* o f 

repor­
t in g  
house­
holds

Amount Amount 
per re- per 
porting  sample 
house- house­
holds holds

No. o f 
repor­
t in g  
house­
holds

Amount Amount 
per re-  per 
porting  sample 
house- house­
holds holds

No. of 
repor­
tin g  
house­
holds

Amount Amount 
per re- per 
porting sample 
house- house­
holds holds

No. o f Amount Amount 
repor- per re- per 
t in g  p o rting  sanple 
house- house- house­
holds holds holds

- Rs. Rs. Rs. Rs. Rs. Rs. Rs. Rs.

Thirunavaya
Percen t

3 1333.33 235.29
6.87

7 7742.86 3168.24
93.13

10 2020.00 396.08
18.32

15 6003.33 1765.69
81.68

Thalikulam
Percen t

5 8319*80 3466.58
98.75

1 575.00 43.75
1.25

40 3929.57 2213.85
70.15

11 6081.27 942.17
29.85

Anikad
Pe rcen t

15 4255.13 2279.54
59.22

10 4395.20 1569.71
40.78

24 8098.79 3966.73
89.73

8 2779.38 453.78
10.27

Ezhukone
Pe rcen t

11 3404.50 1170.19
90.77

1 7500.00 199.05
9.23

30 4549.87 2163.75
76.81

9 4572.44 653.21
23.19

i/ ilp a t t i
Pe rcen t

12 7477.76 4273.01
95.73

1 4000.00 190.48
4.27

23 6828.13 2855.40
83.01

11 2920.91 584.18
16.98

lookuperi
Pe rcen t

3 12917.00 3522.62
82.89

1 8000.00 727.27
17.11

6 5510.33 486.21
66.24

3 5616.67 247.79
33.75
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Table 5.7 t Borrowings during tha re ference period t number of reporting  households and 
amount borrowed

A ll households

Formal C red it in s t itu t io n s  (o n ly ) Inform al C red it Agencies (o n ly ) Fron both sources Average
borrowings

V illa g e
No. of 
sample 
house­
holds

No. o f Current borrowings No. of Current borrowinas No. of Current borrowinas
per house­
hold fromrepor­

ting
house­
holds

Tota l

Rs.

per
R.H.
Rs.

per
S.H .
Rs..

R.H. Tota l

Rs.

per
R.H.
Rs.

per
S.H .
Rs.

R.H • Total

Rs.

per
R.H.
Rs.

per
S .H .
Rs.

a l l  sources 
(C o l.5, 9, 
aid 12)

1 2 3 4 5 6 7 8 9 10 11 12 13 14

Thirunavaya 68 10
(14.71)

49940 4994 734.41 34
(50.00)

49045 1442.50 721.25 14 76349.98 5453.57 1122.7S 2578.45

Thalikulam 87 19
(22.89)

101545 5344.47 1223.43 15
(18.07)

50350 3356.67 606.63 2 13975.00 6987.50 168.3' 1978.43

Anikad 77 33
(42.86)

141670 4293.03 1839.87 6
(7 .79)

8150 1388.33 105.84 12 81792.00 6816.00 1062.23 3007.74

Ezhukone 95 22
(23.16)

81250 3693.18 855.26 11
(11.58)

20950 1904.55 220.53 5 23200.00 4640.00 244.21 1320.00

V ilp e t t i 76 13
(17.11)

59370 4566.92 781.18 18
(23.68)

20440 1135.56 268.95 11 129844.99 11804.09 1708.45 2758.62

Mookuperi 79 18
(22.78)

82200 4566.67 1040.51 17
(21.52)

32705 413.99 413.99 3 3400.01 11466.67 435.44 1889.94

Notes t R.H . = Reporting Households; S.H . = Sample Households
fig u res  in  brackets denote the percentage o f households.
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The average s iz e  of loans from the formal se c to r i s  found to be la rg e r  

than th a t from the in form al s e c to r. The r a t io  o f average debt per house­

hold in  the two groups o f borrowings, i . e .  borrowers from e ith e r  formal 

or in form al sources o n ly , ranges from 1.01 in  Thirunavaya to 17.38 in
, *

Anikad. However, there  are a few households in  each v i l la g e  who have 

borrowed from both the source. N a tu ra lly ,  the amount borrowers per repo rt­

ing household of th is  group i s  h igher than the average per reporting  

household fo r  the other two groups o f households. The reason i s  fa r  to 

seek. Those households which have access to both sources of c re d it  would 

be ab le  to get h igher amounts from both.

The borrowings by c u lt iv a to r  and no n -cu ltiva to r households 

according to sources of c r e d it  are summarised in  Table 5 .8 . I t  may be 

noted th a t the c u lt iv a to r  households obtained a much la rg e r  proportion 

o f the loans from formal c r e d it  in s t i tu t io n s  except in  Thirunavaya where 

the share o f the in form al c re d it  agencies i s  about 64 percent of th e ir  

t o t a l  borrowings. I t  i s  in te re s t in g  to note th a t the non-cu ltiva to r 

households have had almost equal access to  the formal c re d it  se c to r .

The average a iz e  of loans from the formal c re d it  in s t itu t io n s  in  th e ir  

case i s  h igher than tha t o f the c u lt iv a to r  households in  the m a jo rity  of 

v i l la g e s .  In  a l l  the v i l la g e s ,  except Thirunavaya the borrowings by non­

c u lt iv a to r  households from in form al agencies, account fo r le ss  than one- 

h a lf  o f th e ir  to ta l  borrowings during the re fe rence  period . Fu rth e r, the 

p roportion  o f loans from in form al agencies to n o n -cu ltiva to r households 

i s  le s s  than th a t in  the case o f c u lt iv a to r  households in  th ree  o f the 

v i l la g e s .  Among the d if fe re n t  ca tegories o f no n -cu ltiva to r households,
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Tab le 5.8 : Borrowings c la s s i f ie d  according to Occupation o f C red it Agencies

(Rs. per household)

C u lt iv a to r  Households N on-cu ltivator Households

V i l la g e Formal _____
Rs. Percen t

In fo rm al_
Rs. Percent

T o ta l Formal 
Rs. Percent

In form al 
Rs. Percen t

To ta l

Thirunavaya 652.79 36.19 1151.25 63.81 1804.04 1256.62 48.55 1331.76 51.45 2588.38

T h a liku lan 569.87 73.56 204.81 26.44 774.69 2171.08 51.96 2007.28 48.04 4178.37

Anikad 2190.90 74.73 740.90 25.27 2931.81 3339.41 86.15 536.71 13.85 3876.12

Ezhukone 906.31 82.04 198.42 17.96 1104.73 1672.63 71.84 655.78 28.16 2328.42

V i lp a t t i 2308.17 68.36 1068.42 31.64 3376.59 2027.15 75.09 672.50 24.91 2699.65

Mookuperi

L.......

855.71 83.87 164.56 16.13 1020.27 1344.94 68.94 620.32 31.56 1965.25
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those engaged in  household in d u s try , c r a f t s ,  e tc . the self-em ployed, 

have met a r e la t iv e ly  high proportion of th e ir  c r e d it  needs from the 

formal s e c to r . Even in  the case o f a g r ic u ltu ra l and other casual labour 

households, the proportion  o f loans from the formal sec to r ranged from 

two-th irds to three-fourths of the to ta l in  th ree v i l la g e s .  (Tablb 5 .9 ).

Coming to the in form al s e c to r , fr iend s  and r e la t iv e s  co n s t itu te  

the lead ing c re d it  agency in  a l l  the s ix  v i l la g e s .  They are the one 

source from whom the la rg e s t  proportion of households are reported to 

have loans outstand ing. They a lso  account fo r  the h ighest p roportion  

o f the amounts outstanding in  a l l  the v i l la g e s ,  ranging from 56,73 percent 

in  Anikad and 100 percent in  Mookuperi, (Tab le  5 ,1 0 ). Next to fr ien d s  

and r e la t iv e s ,  p ro fess io n a l moneylenders lead  the r e s t  in  terms of the 

p roportion  of rep o rtin g  households and to ta l  amount outstanding to th e ir  

c r e d it ,  though th is  category i s  not reported  in  two o f the v i l la g e s .  

A g r ic u ltu r is t  moneylenders come next in  order in  terms o f coverage as 

v e i l  as amounts in vo lved . But outstanding loans are reported on ly in  

th ree  o f the se lec ted  v i l la g e s ,  and the to ta l  number of loans among 

them add up to on ly  s ix .  Outstanding loans due to traders  are reported 

in  on ly two v i l la g e s ,  and the number o f repo rting  households was merely 

one each. As a source of c re d it  land lo rds are accompanied by th e ir  

absence in  a l l  the v i l la g e s .

No system atic  p a tte rn  seems to  emerge from the an a lys is  of 

outstanding debts among d if fe re n t  occupational groups v is- a - v is  d if fe re n t  

ca teg o ries  of in form al lenders . The in form al agency to which any occu­

p a tio n a l group owes loans outstanding v a r ie s  from v i l la g e  to v i l la g e .



99

Table 5.9 : Borrowings by sample households c la s s i f ie d  according to c re d it  agency

Percen t

V i l la g e N* C u lt iv a to rs Household indus­
t r y .  c r a f t s  e tc . S a la ry earner A g rl. & other 

casual labourers
A l l  non­
c u lt iv a to r s

.
Formal In form al F o renal In form al Formal In form al F ormal In form al Formal Inform al

Thirunavaya ft 36.19 63.81 52.73 47.27 0.00 100.00 30.87 69.13 48.55 51.45

Thaliku lam eT> 73.56 26.44 49.70 50.30 62.73 37.27 39.85 60.15 51.96 48.84

Anikad 74.73 25.27 61.02 38.98 98.71 1.29 68.77 31.23 86.16 13.85

Ezhukone lO 82,04 17.96 79.21 20.79 87.55 12.45 75.61 24.39 71.84 28.16

V i lp a t t i "1 ̂ 68.36 31.64 56.04 43.97 N il N i l 76.89 23.11 75.09 24.91

Mookuperi - ' f t 83.87 16.13 67.96 32.04 45.92 54.08 0.00 100.00 69.44 31.56
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Table 5.10 : Cash loans outstand ing to  a l l  in fo rm al cred it-agencies
( t o t a l  fo r a l l  reporting  households)'

V il la g e A g rl. moneylenders P ro f .  moneylenders Traders R e la t iv e s & Friends Tota l

Rs. %
Rs. % Rs. % Rs. % Rs.

Thirunavaya - - - - 1200 . 0.83 143050 99.17 144250

Thalikulam - - 9919 14.71 - - - 57500 85.29 67419

Anikad 13415 20.27 14547 21.98 675 1.02 37550 56.73 66187

Ezhukone 900 1.85 11752 24.16 , - - 36000 73.99 48652

V i lp a t t i 740 2.05 9390 25.99 - - 26000 71.96 36130

Mookuperi - - - - - - 24800 100 24800
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In  the case o f c u lt iv a to r  households, fr ien d s  and r e la t iv e s  are the 

lead in g  in form al c re d ito rs  in  the m a jo rity  of the study a reas . P ro fe ­

s s io n a l and a g r ic u ltu r is t  moneylenders are a source o f c re d it  to  

c u lt iv a to r s  in  on ly  two v i l la g e s .  Traders are not reported emong c re d ito rs  

o f  th is  occupationa l group except in  Thirunavaya, but there too they have 

on ly  a m arginal r o le .  For o ther sub-groups there  i s  hard ly  any evidence 

to suggest a p a r t ic u la r  group lean ing  too h e a v ily  on one p a r t ic u la r  cate­

gory o f in form al len d e rs . On the other hand, one type o f c re d ito r  may 

have le n t  to most of the occupational groups, as fo r example, p ro fess io na l 

moneylenders, or fr ien d s  and r e la t iv e s  in  some of the v i l la g e s .  A g ricu l­

t u r is t  moneylenders and tra d e rs , on the other hand, appear as the le a s t  

prominent ca teg ories  in  most o f the study areas v is- a - v is  d if fe re n t  occu­

p a t io n a l groups.

As noted above, among the in form al len d e rs , r e la t iv e s  and fr iend s  

lead  the r e s t  by a su b s ta n tia l m a jo r ity . From the s ix  v i l la g e s ,  53 house­

holds have reported  outstanding loans due to th e ir  r e la t iv e s  and fr ie n d s . 

O bviously , loan tran sac tio n s  in  th is  sub-market are non-commercial and 

are based on k insh ip  r e la t io n s .  In  the nature o f th in g s , th is  sub-market 

i s  l i k e l y  to  be h ig h ly  segmented, both s p a t ia l ly  and s o c ia l ly .

The number o f households reporting  outstanding debt to  p ro fe ­

ss io n a l moneylenders in  four v i l la g e s  added up to on ly 19; in  Thirunavaya 

and Mookuperi no household reported outstanding debt to th is  agency.

In  the four v i l la g e s  where a few households have reported outstanding 

debt due to th is  agency, they are d is tr ib u te d  among d if fe re n t  occupational 

groups. That i s  to say , there  i s  no system atic b ias in  the d is t r ib u t io n

o f c r e d it  from p ro fess io n a l noneylenders in  favour of a p a r t ic u la r  group
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o f borrowers* Notw ithstanding t h is ,  there i s  apt to  be segmentation of 

the sub-markets the boundary being determined by lo c a l i t y .  In  the 

case of a g r ic u ltu r is t  moneylenders and tra d e rs , as observed e a r l ie r ,  the 

number o f households repo rting  outstanding debt i s  too sm all to bring
*

out any p attern  as regards the d ire c t io n  o f i t s  flow* However, these 

sub-markets are  apt to be segmented s in ce  the lenders would ra th e r p re fe r 

to  extend loans to those p a rt ie s  who are from th e ir  own hone v i l la g e ,  

known to there w e ll and over whom they have some ho ld . B u t, then, the 

number o f households repo rting  outstanding debt owed to p a r t ic u la r  ca te ­

g o rie s  o f in form al lenders in  each v i l la g e  i s  too sm all to bring out any 

inheren t system atic  p a tte rn  of lendes-borrower re la t io n s h ip .

Coming to  the borrowings from the in form al sec to r during 1986-87, 

again re la t iv e s  and fr ien d s  account fo r the la rg e s t  proportion o f loans 

in  the m a jo rity  o f the se le c ted  v i l la g e s .  (Tab le  5 .1 1 ). The share o f 

r e la t iv e s  and fr ien d s  in  the to ta l borrowings from the in form al secto r 

ranged from around 63 percent in  Anikad 79 percent in  Thirunavaya. The 

average s iz e  o f the loans from r e la t iv e s  and fr ien d s  i s  a lso , by and la rg e , 

com paratively la rg e . N a tu ra lly ,  the loans from r e la t iv e s  and fr ien d s  are 

d is tr ib u te d  among a l l  occupational groups.

In  terms o f the volume and proportion  o f lo ans , the p ro fess io n a l 

moneylenders come next in  order o f  importance. The number of loans extended 

by them va r ie s  from one in  Mookuperi to 28 in  V i lp a t t i .  Their share in  the 

t o t a l  amount of loans from the in form al se c to r  ranges from 8.23 percent 

in  Thirunavaya to 30.31 percent in  Thalikulam* The d is t r ib u t io n  of these
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Tab le 5.11 s Borronfinos c la s s i f ie d  according to C red it Aqencies

( t o t a l  fo r  a l l  household)

' ■' — 

V i l la g e
A g r ic u ltu ra l
moneylenders

P ro fe s s io n a l
noneylenders Traders R e la t iv e s/  fr ien d s T o ta l

Rs. Percent Rs. Percen t Rs. Percen t Rs. Percent Rs.

Th irunavaya 200 0.11 13750 8.23 21245 12.72 131850 78.93 167045

Thalikulam - - 35875 30.31 - - 82500 69.69 118375

Anikad 17650 19.39 15200 16.70 500 0.55 57650 63.35 91000

Ezhukone 6700 8.80 17400 22.85 - - 52050 68.35 76150

V i lp a t t i 3500 2.57 14200 10.42 21000 15.41 97600 71.60 136310

Mookuperi - - 12000 19.35 5255 8.48 44750 72.17 62005
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loens according to the occupation o f borrowers i s  shouin in  Table 5.12. 

C u lt iv a to r  households and other self-em ployed, i . e .  those engaged in  

household in d u s try , c r a f t s ,  e tc . together account fo r more than two-thirds 

o f the to ta l  loans from p ro fess io n a l moneylenders in  a l l  the v i l la g e  

together. In  tuio of the v i l la g e s ,  c u lt iv a to r  households accoun t'fo r more 

than three-fourths of the to ta l  loans from th is  source, uihile in  two other 

v i l la g e s  those engaged in  household in d u s tr ie s  and c ra f ts  cla im  more than 

one-half of the loans. The number o f loans taken by the wage labour 

households as a whole exceeded th a t by o ther occupational groups; but the 

average s iz e  o f loans to th is  group i s  sm a ll. The ir share in  the to ta l 

amount le n t  by p ro fess io na l moneylenders f a l l s  in  the range o f 5.4 to

37.09 p ercen t. In  the nature o f th in g s , th is  sub-market i s  apt to get 

segmented s p a t ia l ly ,  fo r  no p ro fess io na l moneylender would be in c lin e d  

to  lend to labour households or even c u lt iv a to r  households ou ts ide  h is  

home v i l la g e *

A g r ic u ltu r is t  moneylenders and traders  are le s s  prominent. In  

two of the v i l la g e s ,  no loans from a g r ic u ltu r is t  moneylenders were reported , 

and in  the remaining four the number o f loans va ried  from 1 (Th irunavaya) 

to 6 (A n ikad ). For a l l  the four v i l la g e s  together, the to ta l  number of 

loans comes to on ly 12. Of these 4 go to c u lt iv s to r s  and 4 to wage earners . 

Apparently those loans do not f a l l  in to  the conventional type where the 

borrower i s  a tenant or employee o f the len d e r, and where other considera­

tio n s  are  in vo lved . As fo r tra d e rs , they as a source of c re d it  are 

conspicuous by th e ir  absence in  two v i l la g e s ,  and in  one o f them ju s t  a 

s in g le  loan i s  reported .
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Table 5*12 t D is tr ib u t io n  o f loans from p ro fe ss io n a l moneylenders 
according to o ccupationa l groups

V il la g e
To ta l C u lt iv a to rs Household indus­

t r y ,  c r a f t s ,  e tc . S a la r ie d  employees A g r ic u ltu ra l 4 
o ther labou rers Others

No. Amount No. Amount 
Rs. %

No. Amount 
Rs. %

No. Amount 
Rs. %

No* Rs. ’0Un* No. Amount 
Rs. %

Thirunavaya 18 13750 2 10800 78.54 4 10 00 7.27 - - - 10 1700 12.36 2 1250 1.82

Thalikulam 23 35875 2 3500 9.75 1 1 18075 50.38 2 5000 13.95 5 1950 5.44 3 7350 20.49

Anikad 9 15200 2 11500 75.66 - - - - - - 5 1600 10.53 2 1400 9.21

Ezhukone 1 0 17400 2 3000 17.34 3 2300 36.21 2 900 5.17 2 4200 24.14 1 3000 17.24

V i lp a t t i 28 14210 3 12 0 0 8.44 6 7500 52.78 - - - 16 5270 37.09 3 240 1.69

Mookuperi 1 12 0 0 0 1 12 0 0 0 10 0 — — - — - - — - —
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In  the o ther th ree  p laces , the number of loans v a r ie d  from 7 to 30.

Of the to ta l  46 loans from tra d e rs , c u lt iv a to r s  and labour households 

rece ived  15 loans each, and the r e s t  i s  d is tr ib u te d  among the other 

occupational groups. These c re d ito rs  are mostly owners o f g racery  shops 

lo ca ted  in  the same v i l la g e  aB in  Thirunavaya or i t in e r a n t  merchants 

s e l l in g  c lo th  and domestic u te n s ils  as in  V i lp a t t i  and Mookuperi. Traders 

belonging to the conventiona l typology who advance loans to  c u lt iv a to rs  

on the cond ition  th a t the l a t t e r  s e l l  th e ir  crop to tho former have been 

reported  in  Anikad and V i lp a t t i .  But the m a jo r ity  o f traders  observed 

in  our study areas s e l l  goods on c re d it  and do not extend cash lo ans .

In  b r ie f ,  the ru ra l c re d it  market in  general has been undergoing 

a s t ru c tu ra l transform ation  in  recen t years w ith  the  expansion of tho 

form al c re d it  se c to r  undermining the ro le  of in form al len d e rs . W ith  a l l  

sectio n s  of ru ra l households g e ttin g  a share of the expanded formal secto r 

c r e d it ,  in form al lenders of the commercial type l ik e  p ro fess iona l money­

len d e rs , tra d e rs , e tc . su ffe red  a se t back. Certa in  changes in  the 

socio-economic cond itions fu rth e r  weakened the hold of in form al lenders 

over th e ir  debtors and p lac ing  re s t ra in ts  on th e ir  e x p lo ita t iv e  t a c t ic s .

The net outcome i s  a change in  the s tru c tu re  o f the ICM i t s e l f  which is  

no more dominated by lenders of the commercial type .

5.5 Other c h a ra c te r is t ic s  of the ICM

(a )  S iz e  o f loans

The average s iz e  of loans from the in form al secto r is  com paratively 

sm a ll, sm alle r than those from the formal c re d it  in s t i tu t io n s .  A la rg e r
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proportion  o f the borrowers from these agencies may belong to the low 

income groups. The bulk o f  th e ir  borrowings may be fo r  the purpose of 

meeting necessary consumption expenditures* They are a lso  com parative ly 

lo ss  c red itw o rth y , w ith  le s s  va luab le  c o l la t e r a l  s e c u r ity  to o ffe r*  On 

the  other hand, the loanab le  funds a t the d isp osa l of in form al lenders 

may also be l im ite d . Thus, fa c to rs  on both the demand fo r  and the supply 

o f c re d it  from the in form al sec to r tend to  lower the s iz e  of lo ans .

In  our study a reas , the average s iz e  o f outstanding loans ranges 

about Rs. 1984 a t V i lp a t t i  to Rs.4000 a t  Thaliku lam . As fo r the borrowings 

during the re fe rence  ye a r, the s iz e  o f loans f a l l s  in  the range o f a 

l i t t l e  over Rs.927 a t Thirunavaya to Rs.2894 a t Thaliku lam . A good propor­

t io n  o f the borrowings, from one quarter a t Thalikulam  to  two-thirds at 

Th irunavaya, i s  below ife.500. (see Table 5 .1 3 ). I t  may a lso  be noted th a t 

the average s iz e  o f loans from the in form al sec to r i s  sm aller than th a t 

from the formal se c to r .

The sm all s iz e  of loans has some cost im p lic a t io n s . O bviously, 

fo r  a g iven amount of loanab le  fund, the sm a lle r the average s iz e  o f 

lo an s , g rea te r the number o f  lo ans . The r e a l  cost of adm in istra tion

- the time the energy in vo lved  in  the d isb u rsa l o f these loans and th e ir  

re co ve ry , maintenance of accounts, e tc . fo r loans o f sm all s iz e  - would 

be h igh . N a tu ra lly ,  formal c re d it  in s t itu t io n s  develop no a lle rg y  to 

sm all-sized  lo ans .
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Table 5*13 A* Number o f Loans outstand ing c la s s i f ie d  by s iz e  o f loans from 
In form al C re d it  Agencies

S iz e  o f  loans Thirunavaya Thalikulam Anikad Ezhukone V i lp a t t i Mookuperi

Rs. No.' % No. % No. % No. % No. % No. %

1. 500 5 20.00 7 46.67 2 10.00 2 15.38 4 26.67 3 50.00
2. 501 - 1500 4 16.00 2 13.33 9 45.00 6 46.15 4 26.67 1 16.67
3. 1501 - 2500 7 28.00 - - 1 5.00 - - 3 20.00 - -
4 . 2501 - 5000 7 28.00 1 6.67 5 25.00 4 30.76 3 20.00 - -
5. 5000 -10000 1 4.00 2 13.33 3 15.00 - - 1 26.67 1 16.67
6., Above 10000 1 4.00 3 20.00 - - 1 7.69 1 - 1 16.67

T o ta l 25 100 15 100 20 100 13 190 '15 100 6 100

5.13 B j  Number o f  Loans borrowings c la s s i f ie d  by S iz e  loans from 
In fo rm a l C re d it  Agencies

S iz e  o f  loans Thirunavaya Thalikulam Anikad Ezhukone V ilp a t t i Mookuperi
Rs. No. % No. % No. %

• ■
I

% No. % No. %

1. 500 48 66.67 4 25.00 13 48.15 5 27.78 22 56.41 9 40.91

2. 501 - 1500 15 20.83 1 6.25 8 29.53 6 33.33 6 15.38 8 36.36

3. 1500 - 2500 3 4.17 3 18.75 4 14.81 4 22.22 - - 1 4.55

4. 2501 - 5000 3 4.17 6 37.50 2 7.41 2 11.11 7 17.95 3 13.64

5. 5000 - 10000 3 4.17 2 12.50 - - 1 5.56 1 2.56 - -

6. Above 10000 - - - - - - - - 3 7.69 1 4.55

T o ta l 72 100 16 100 27 100 18 100 39 100 22 100
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(b ) S e c u r ity

The n o n -cu ltiva to r households account fo r the m a jo rity  o f the 

number o f outstanding loans and borrowings from the in form al se c to r in  

a l l  but one o f the se lec ted  v il la g e s *  The s in g u la r  exception i s  tha t of 

Ezhukone inhere the proportion o f borrowings by no n -cu ltiva to r households 

i s  s l ig h t ly  le s s  than one-half; but even here, the proportion o f out­

standing loans of the group is  above th ree-fourths* The non-cu ltiva to r 

group o f households which in c lud e  a g r ic u ltu ra l and other casual lab o u re rs , 

a r t is a n s , e tc .  are  com paratively poor. A g r ic u ltu ra l and other casual 

labourers  account fo r  a s iz ab le  proportion o f the to ta l  number o f loans

- both outstanding and borrowings - in  the se le c te d  v i l la g e s .  The share 

o f  the above category o f households in  the to ta l  number of outstanding 

loans of a l l  n o n -cu ltiva to r households f a l l s  in  the range o f 25 to 82 

percen t; the corresponding proportions of the number o f borrowings ranges 

from 15 to 72 percen t. Apparently, the no n -cu ltiva to r households are le ss  

cred itw o rthy in  terms of the va lue  o f assets they can o ffe r  as c o l la t e r a l  

aga inst lo sn s . Therefo re , a com paratively h igher p roportion  of th e ir  

lo an s , i s  against personal s e c u r ity .

For the sample households as a whole, the proportion of outstand­

ing  loans aga inst personal s e c u r ity  ranges from 20 percent in  V i lp a t t i  to
(Tab le  5 .1 4 ).

95 'percent in  Th irunavaya .^  In  th ree  of the s ix  v i l la g e s ,  loans against 

personal s e c u r ity  outnumber those aga inst other forms of s e c u r ity .  Tha 

p roportion  o f borrowings against personal s e c u r ity  ranges from 30 to 79 

percent being above 50 percent o f the loans in  h a lf  o f the v i l la g e s .

G o ld , land and b u ild ings are th ree  tang ib le  assets o ffe red  as c o l la t e r a l ,  

though in  a fa r  fewer cases of e ith e r  outstanding loans or borrowings.
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Table 5.14 A t  Number o f Outstanding Loans from in fo rm al c r e d it  agencies c la s s if ie d  
according to  S e c u r ity

Th irunavaya Thalikulam Anikad Ezhukone V ilp a t t i Mookuperi
S e c u r ity

No. % No. % No. % No. % No. % No. %

Personal s e c u r ity 36 94.74 30 46.15 25 36.23 17 26.98 15 20.00 10 58.82
Gold 2 5.26 2 1 32.31 2 1 30.43 8 12.70 2 2.51 3 17.65
Land/build ing mm - 1 1 16.92 19 27.54 30 47.62 61 76.25 2 11.76
Others - - 3 4.61 4 5.78 8 12.70 1 1.25 2 11.76

T o ta l 38 10 0 65 10 0 69 10 0 63 100 80 100 17 10 0

5.14 B : Number o f Borrowings from in fo rm al c r e d it  agencies c la s s if ie d  according 
to  s e c u r ity

S e c u r ity Thirunavaya Thalikulam Anikad Ezhukona V ilp a t t i Mookuperi
No. % No. % No. % No. % No. % No. %

Personal s e c u r ity 77 78.57 1 2 30.77 37 37.96 17 30.36 35 52.24 27 51.92
Gold 18 18.37 24 61.54 42 42.86 16 28.57 8 11.94 2 1 40.38
Land/build ing 3 3.06 3 7.69 18 18.39 20 35.71 2 1 31.34 2 3.85
Others - - - mm 1 1 . 0 2 3 5.36 3 4.48 2 3.85

To ta l 98 10 0 39 10 0 98 10 0 56 100 67 100 52 10 0
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O bviously , the type o f s e c u r ity  would vary  between d if fe re n t  

groups of households. For in s tan ce , the p roportion  of the loans aga inst 

land or bu ild ings as the s e c u r ity  in  the case o f c u lt iv a to r  households 

should be g rea te r than tha t o f other oOcupational groups. However, be 

i t  noted th a t even in  the case o f c u lt iv a to r s ,  land  or b u ild ing  i s  ,not 

the s e c u r ity  fo r the m a jo rity  o f lo ans. Fo r the 'o th e r self-em ployed ' 

group, i . e .  those engaged in  household in d u s try , c r a f t s ,  trad e , restau ­

ra n ts , e tc . personal s e c u r ity  and gold together account fo r a su b s ta n tia l 

p rop ortion . The la rg e s t  p roportion  o f loans to a g r ic u ltu ra l and other 

labour households i s  against personal s e c u r ity .  As between d if fe re n t  

lender typ es, we do not observe any marked d iffe re n ces  in  the s e cu r ity  

accepted aga inst lo ans.

The im p lica tio n s  of a high proportion  o f the outstanding debt 

and borrowings aga inst personal s e cu r ity  are obvious. The lenders have 

to  have a strong hold over th e ir  c l ie n t e le .  Th is leads to  segmentation 

o f the ICMs.

(c )  Duration of loans

Given the type of lenders in  the ICM, the sources and quantum 

o f loanab le  fund8 and nature of the c re d it  tra n sa c tio n s , the duration  of 

loans in  th is  market should be sh o rt. As i s  w e ll documented, the in form al 

lenders in  the ru ra l areas in  In d ia  and other th ird  world coun tries  gene­

r a l l y  do not re ce iv e  d ep o s its , but lend out o f th e ir  own resources. In  

the  nature of th in g s , funds a t the d isposa l of an in form al lender w i l l  be
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lim ite d .  At the same tim e, too many p o te n t ia l borrowers may be approach­

ing  him. Therefo re ,' the lenders would not l i k e  to  lock  th e ir  funds in  

long term or medium term lo ans . As noted e a r l i e r ,  in  our study areas, 

the la rg e s t  p roportion  of in form al c re d it  - loans outstanding and 

borrowings - i s  from fr ien d s  and r e la t iv e s .  The funds at th e it  d isposal 

to re p e a t, are l im ite d , and fu r th e r , th e ir  s ta tus  changes from day to 

day; th a t i s ,  to d ay 's  lenders w i l l  be tomorrow's borrowers. I f  so , these 

households, w h ile  ab le to spare some cash now w i l l  a n t ic ip a te  s h o r t fa l l  

in  th e ir  income in  the fu tu re  sooner or l a t e r .  They, th e re fo re , are 

compelled to r e s t r i c t  the duration  o f th e ir  loans to any p a rty , however 

c lo se  the re la t io n s h ip . F in a n c ia l co n s tra in ts  and pressure of demand 

may compel the o ther in form al c re d it  agencies a lso  to r e s t r i c t  the dura­

t io n  o f th e ir  lo an s .

In  the m a jo rity  of the se lec ted  v i l la g e s ,  the la rg e s t  proportion  

of loans outstanding and of borrowings are o f le s s  than one year dura­

tio n  (Table 5 .15A). In  h a lf  o f the v i l la g e s ,  more than fo u r- f if th s  of 

khe outstanding loans due to in form al agencies have a duration  o f one 

year or le s s .  Anikad w ith  the h ighest proportion  o f outstanding loans,

85 percent fo r  5 years or over, i s  a t the other end of duration s c a le . 

Coming to the borrowings during the la s t  one year (1986-87), the pattern

across the v i l la g e s  i s  more or le ss  the same as in  the case of outstand­

in g  loans (Tab le  5.15 B ) ,  In  th ree  o f these v i l la g e s ,  loans w ith  duration

o f  one year or le s s  exceed 90 percent in  two v i l la g e s ,  loans o f the above

duration  add up to  more than 60 p ercen t. And in  the rem aining v i l la g e ,  

v i z . ,  Anikad, they come to about 30 percent where as loans w ith  longest 

d u ra tio n , f iv e  years and above, co n s titu te  over 70 p ercen t. I t  may be
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Table 5.15 A : Number o f Loans Outstanding due to  In form al C red it Agencies 
According to  D uration

Duration _ Thirunavaya Thalikulam Anikad Ezhukone V i lp a t t i Mookuperi
(months) No. % No. % No. % No. % No. % No. %

1 - 6 12 48.00 14 93.33 2 10.00 3 23.08 2 13.33 4 66.67
6 - 1 2 12 48.00 - - 1 5.00 3 23.08 2 13.33 1 16.67

12 - 24 1 4.00 - - - - - - - - - —

24 - 36 - - - - - - - - 6 40.00 - -
36 - 60 — - 1 6.67 - - - - 2 13.33 - —

. 60 - - 17 85.00 7 53.85 3 20.00 1 16.67

To ta l 25 100 15 100 20 100 13 100 ' 15 100 6 100

5.15 B » Number o f Borrowings from In form al C red it Agencies according 
to Duration

Duration Thirunavaya Thalikulam Anikad Ezhukone <c H* >atti Mookuperi
(months) No. % No. % No. % No. % No. % No. %

1 - 6 6 5 90.28 15 93.75 7 25.93 5 27.78 26 66.67 19 86.36
6 - 1 2 6 8.33 - - 1 3.70 6 33.33 2 5.13 3 13.64

12 - 24 1 1.39 - — - - - - - - - -
24 - 36 5 12.82 - -
3 6 - 6 0 1 2.56

60 - - 1 6.25 19 70.37 7 38.89 5 12.82 - -

T o ta l 72 100 16 100 27 100 18 100 39 100 22 100
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re c a lle d  th a t Anikad has h ig h ly  commercialised a g r icu ltu re  demanding heavy 

investm ent w ith  a com paratively long ges ta tio n  p erio d . Given the d ire c t io n  

o f the flow  of c r e d it ,  i t s  duration turns out to be long.

In  an e a r l ie r  sec tio n  we examined the s iz e  of lo ans . I s  there 

any re la t io n sh ip  between the s iz e  and duration  o f lo ans? On the one hand, 

there are strong reasons fo r  th is  type o f landers to  r e s t r i c t  both the 

s iz e  and duration  o f lo ans . On the other hand, c re d it  used fo r c e r ta in  

purposes l i k e  investm ent as mentioned above in  the case o f Anikad, tends 

to be both la rg e  in  volume and long in  d u ra tio n . Therefore , the associa ­

t io n  cannot be u n id ire c t io n a l.  The a n a lys is  of co r re la t io n  between s ize  

o f loans - outstanding and borrowings - and th e ir  duration  has y ie lded  

the fo llow ing  r e s u lt s .

C o rre la tio n  c o e f f ic ie n ts  of loan s iz e  and duration

Outstandlno loans Borrowings

Thirunavaya 0 . 2 7 0  0 . 5 0 0 *

Thalikulam  0 . 1 1 0 ,  0 . 5 5 4 *

Anikad - 0 . 0 6 0  0 . 3 5 7

Ezhukone 0.314 0.034
V i l p a t t i  - 0 . 0 1 3  0 . 3 9 5 *

Mookuperi 0 . 8 2 4 *  0 . 1 0 8

* In d ica te s  tha t the C o e ff ic ie n ts  i s  s ig n if ic a n t  at 
5 %  le v e l .

Thus, the co r re la t io n  between s iz e  o f outstanding loans and 

th e ir  d u ra tio n , as agreed upon at the time the loans were taken, i s  p o s it iv e
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in  th ree  out o f the four K e ra la  v i l la g e s ;  and in  one of the v i l la g e s  from 

Tamil Nadu i t  i s  not on ly p o s it iv e  but s ig n if ic a n t  5 percent le v e l .  The 

c o r re la t io n  c o e f f ic ie n t  is  negative  in  one each o f the v i l la g e s  from the 

two S ta te s . As fo r  the a sso c ia tio n  between the s iz e  of borrowings during 

the re fe rence  period  and duration  o f lo a n s , the c o e f f ic ie n t  of c o r re la ­

t io n  i s  p o s it iv e  in  a l l  the s ix  v i l la g e s .  I t  may be noted that the 

c o e f f ic ie n ts  are s ig n if ic a n t  a t 5 percent le v e l  in  three in s tan ces . Thus, 

ap paren tly , the re s u lts  of the above an a lys is  seems to suggest th a t fo r  

our sample households the assoc ia tion  between s iz e  o f loans and duration 

i s  g e n e ra lly  p o s it iv e .  However, no g e n e ra lisa t io n  can be drawn from 

these r e s u lt s ,  g iven  the l im ita t io n  of the data such as sm all number of 

observations and hete rogen ity  o f the borrowers and len d e rs .

4.6 In te r  lin kag e  o f  C re d it , Land, Labour and Community Market

One of the c h a ra c te r is t ic s  o f the ICM which leads to i t s  segmenta­

t io n  ie  the in te r lin k a g e  between c re d it  and transac tions  in  land , labour 

and commodity markets. Given tho s o c ia l s t ru c tu re , power r e la t io n s ,  lim ite d  

access to formal c re d it  sources and h igh ly  personalised  nature of in form al 

c r e d it  tra n sa c tio n s , the options before a good proportion  o f borrowers 

are  lim ite d  to p a rt ie s  w ith  whom they have other t ie s *  th e ir  land lo rds i f  

they are wage ea rne rs , v i l la g e  merchant8 o r th e ir  agents trad ing  in  food- 

g ra in s  or other crops or farm inputs i f  they are c u lt iv a to r s .  The lenders 

under each category presumably have strong reasons fo r p re fe rr in g  th e ir  

re sp e c tiv e  c l ie n t e le ,  and a lso  on the p a rt of borrowers fo r approaching 

p a r t ic u la r  sources o f c r e d it .  W hile  such assoc ia tiona  f a c i l i t a t e  c re d it  

tra n sa c tio n s , the la t t e r  tends to re in fo rce  the form er.
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The ra t io n a le  underly ing  the in te r lin k a g e  of c r e d it  and othor 

m arkets, and the extent of i t s  p revalence have a ttra c te d  a g rea t dea l of 

research  e f fo r ts  in  recen t yea rs . I t  has been argued tha t the co n jo in t 

e x p lo ita t io n  in  in te r lin k e d  markets by a dominant party  l i k e  the land lo rd  

enhances h is  power more than he otherw ise would have enjoyed had he been 

operating in  on ly one market. (Bharadw aj, 1980, p . ) .  In te r lin k e d , 

p e rso na lised , tran saction s  also  act as a form idable b a rr ie r  to en try  for 

a new p o te n t ia l com petitor from ou ts id e , and i s  thus a source of addi­

t io n a l monopoly power fo r the dominant partner in  such transactions 

(Bardhan, 1980, ) .  I t  i s  fu rth e r  argued th a t

" In te r l in k in g  o f transac tions  in  d if fe r e n t  markets 
i s  a lso  a very e f fe c t iv e  way fo r the dominant party  
to avoid s o c ia l or le g a l co n tro ls  on charging high 
p ric e s  in  some markets and to s e le c t  c r i t e r i a  for 
ra t io n in g  scarce  reso u rces ". ( I b id . ,  p .9 4 ).

Bardhan observes th a t the l in k  between c re d it  con tracts  and 

lab o u r- tie in g  arrangements i s  one of the most im portant aspects of pro­

duction re la t io n s  in  a poor ag rarian  economy. Thanks to c e r ta in  d is t in c t  

c h a ra c te r is t ic s  of a g r ic u ltu ra l production in  these economies such as the 

weather fa c to r ,  u n p re d ic ta b ility  o f the tim ing of d if fe re n t  operations, 

the time co n s tra in t , e tc .

"the  employer i s  u su a lly  keen on en tering  in to  some 
im p l ic i t  or e x p l ic i t  co n tract w ith workers about a 
dependable supply of labour a t the r ig h t  t im e . . . . .  
S in ce  the employer puts a high premium on quick and 
ready a v a i l a b i l i t y  of labou r, he i s  u su a lly  prepared 
to  p rovide th e ir  t ie d  or committed aorkers w ith  wage 
advances long before the crop i s  harvested , and w ith  
other kinds o f consumption c r e d it ,  some times- at 
in te r e s t  ra te s  below what the p ro fess io n a l v i l la g e  
moneylenders aould charge fo r such c r e d it " .
( I b id . ,  p .93).
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During the course of a survey of se lec ted  v i l la g e s  in  Eastern  In d ia  i t  

was found th a t in  68 percent of the cases in  West Bengal and 33 percent 

in  B ihar the casual labourer takes advances from h is  employer aga inst 

fu tu re  commitment o f  labou r; and in  such cases he works a t lower than 

market wage ra te  a t the time of employment. The payment of in te r e s t  thus 

takes the forms of wage cu t. (Bardhan and Rudra, 1978, p .379). Reporting 

on the re su lts  o f another survey on the terms and cond itions of labour 

co n trac ts  in  West Bengal, Bardhan and Rudra observed th a t in  86 out of 

the 1 1 0  sample v i l la g e s ,  the system o f loans aga inst labour ex is ted .

Under th is  system , known as Dadan. a labourer takes cash or g ra in  loan 

in  the lean  season from a p o te n t ia l employer aga inst commitment of fu tu re  

labour when the la t t e r  needs i t .

" In  58 o f these v i l la g e s  the number of labour days in  
which the loan i s  repaid  by the labourer i s  ca lcu la te d  
a t an imputed wage ra te  which i s  below the market wage 
p re v a ilin g  at the time of repayment. The imputed wage 
ra te  i s  sometimes p re fixed  a t a g iven le v e l  which i s  
below the market wage ra te  by a fixed  d i f f e r e n t ia l .
The d iffe re n ce  between the ru lin g  wage ra te  and the 
imputed or accounting wage i s  the im p l ic i t  cost o f the 
lo a n " . (Bardhan and Rudra, 1981, p.93; See also 
Bardhan and Rudra, 1979, p.1483).

In  a recen t study on c re d it  market in  Sanbalpur d i s t r i c t ,

K a ila s  Sarap (1986) has made a d e ta ile d  an a lys is  o f in te r lin k a g e  of 

c r e d it ,  and la n d , labour and commodity transac tions  among sm all and 

m arginal farm ers, tenants and a g r ic u ltu ra l labour households in  the 

reg io n . The study has brought out the presence of a v a r ie ty  of lin ked  

c r e d it  tran sac tio n s  in vo lv in g  lan d , lab o u r, inpu ts  and output, w h ile
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c re d it  i s  c e n tra l in  a l l  types o f lin k a g e . However, t ie in g  o f c re d it  w ith  

output and labour are the two most im portant forms of lin k a g e . The lenders 

w ith  whom lab o u r- tie in g  arrangements are entered in to  were g e n e ra lly  b ig 

c u lt iv a to r s .  The labourers take consumption lo ans , in  cash or g a in ,

during the lean  period w ith  the outstanding th a t they would work fo r the
i

lendar-employer a t the t in e  of h is  need; th is  type of lin k in g  consumption 

c r e d it  w ith  labour was observed in  about one-th ird  o f the households.

The commitnent o f fu tu re  labour services i s  o ften  a t a predetermined wa$e 

which i s  lower than the market wage p re v a il in g  at the time of the  execu­

tio n  of work. Thanks to  the d iffu s io n  o f the HYV technology, the success 

o f which depends on the tim e ly  performance of d if fe re n t  c u lt iv a t io n  

op e ra tio ns , and u n ce rta in ty  about the supply of wage labour a t c ru c ia l  

periods in  the crop growing season, c u lt iv a to rs  p lace  a high premium on 

the quick and ready a v a i la b i l i t y  o f lab o u r. They, th e re fo re , p re fe r  to 

o f fe r  c re d it  aga inst camtaitted labour s e rv ic e s .

L ink ing  o f land le a se  and c re d it  markets used to be another 

major type o f in te r lin k a g e . I t  has been argued th a t in  the  context of 

in p e r fe c t  c a p ita l  m arkets, lin k in g  i s  m utually conven ient!

"a  tenant lack ing  s u ita b le  c o l la t e r a l  may fin d  in  h is 
land lo rd  the on ly source o f c r e d it ,  w h ile  the land­
lo rd  may be w il l in g  to provide c r e d it  to  h is  tenant 
because he i s  b e tte r informed about h is  ten an t's  loan 
repayment c a p a c ity , and a lso  because he can accept 
c o l la t e r a ls  which are not acceptab le to other 
sources of c r e d it " .  (P a n t, 1980, p .243).

As noted in  the case o f other types , in te r lin k a g e , o f c re d it  and land less  

markets a lso  enhance the power of the c re d ito r ,  i . e .  the landlord-cum-moneylender.

i



119

"Where reg u la tio n *  prevent the exoercise  of monopoly 
power in  on* o f the m arkets, then, by l in k in g  trans­
actions in  th is  market w ith  those in  which the land­
lo rd  has u n re s tr ic te d  monopoly power, the land lo rd  
n e u tra lis e s  the adverse impact of the c o n tro l" .  
( I b id . ,  p .244).

L ink ing  of tenancy and c re d it  is  viewed as a convenient screening device 

fo r  the s e le c t io n  of borrowers. (Sraverman and Guasbh, 1984, p .360 ).

As fo r the extent o f i t s  p reva lence , according to the re su lts  of a 

•ample survey o f eastern  In d ia  in  the la t e  s e ve n t ie s , land lo rds emerged 

as an im portant source o f c re d it  fo r  tenant farm ers: 51 percent of the 

tenants in  West Bengal, 50 percent in  B ih a r and 55 percent in  U tta r  

Pradesh reported  tak ing consumption loans from la n d lo rd s , a l l  repayable 

in  g ra ins from the harvest shares o f the ten an ts . Landlords sharing 

o f the costs o f c u lt iv a t io n ,  as w e ll as advancing production loans also 

worked out to more or le s s  o f the above order.

"Production  loans as w e ll as cost-sharing  obviously 
in d ic a te  a strong in te re s t  on the p a rt o f the land­
lo rd  in  p roductive  investm ent on the tenant fa rm s ...
A l l  th is  i s  a fa r  c ry  from tha usurious land lords 
•Uninterested in  p roductive  investm ent". (Bardhan and 
Rudra, 1978, p .377; See a lso  Rudra, 1975, p .1050-1051).

Of the to ta l cash dues outstanding aga inst a l l  ru ra l households 

a t  the end of Ju n e , 1978, the proportion  owed to  traders commission 

agent8 were estim ated a t 8.7 percent, th e ir  share o f the to ta l due to 

a l l  in form al c re d it  sources came to 12.2 p ercen t. The bulk o f the c re d it  

from traders  and commission agents, v i z . ,  B4.4 percent was taken away by 

c u lt iu a to r s .  (See Tables 4.2 and 4.3 in  the e a r l ie r  s e c t io n s ).  Presumably, 

a s iz a b le  proportion  of such c re d it  is  l in k e d , inpu t or output l in k e d ,
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"p e tty  merchants and shop keepers in  the ru ra l areas 
s e l l in g  to or buying from, farmers obviously  have 
su b s ta n tia l advantages in  th a t th e ir  contacts w ith  
farmers i s  in tim a te . They too can w e ll assess the 
c r e d it  worthiness of in d iv id u a l farm ers, adm inister 
loans a t low cost and m aintain  the continuous sur­
v e i l la n c e  of in d iv id u a l fa m ilie s  which i s  so often  
needed in  poor ru ra l l o c a l i t i e s " ,
(Ghosal, 1973, p .26 ).

According to  the study on c re d it  in  Sambalpur d i s t r i c t  re fe rre d  to 

e a r l i e r ,  c r e d it  and input/output lin kage  was observed in  the case of 

a good proportion  of the sm all farm ers. (Sa rap , o p . c i t . ,  Table 3 ,2 f 

p .32. See a lso  Kurup, 1976),

Needless to say , in  a vast country o f In d ia 's  s iz e ,  there  are 

bound to  be considerab le  in te r- re g io n a l v a r ia t io n s  in  the s tru c tu re  and 

function ing  of the ru ra l in form al c re d it  market. The ro le  of the d if fe re n t  

ca teg ories  of len d e rs , the extent to which d if fe re n t  groups of r u ra l  house- 

holds depend on them, the p revalence and modes o f in te r- lin k a g e , the 

degree of e x p lo ita t io n , e tc . w i l l  n a tu ra lly  va ry  from region to reg ion .

In te r lin k a g e  of c re d it  and land lease  i s  not observed in  any o f 

our study areas. In  none of the se lec ted  v i l la g e s ,  loans from ltfid lo rd s  

have been reported . In  Kera la  tenancy had been abolished in  the e a r ly  

s e ve n t ie s . Though tenancy continues to  p re v a il  in  Tamil Nadu, the land­

lo r d 's  hold over tenants has apparently weakened, presumably they have no 

longer any in c e n t iv e  to extend loans to th e ir  tenants. The fa c t  tha t in  

our s e le c ted  v i l la g e s  the c u lt iv a to r  households have been able to  obtain
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loans from the form al c r e d it  in s t itu t io n s  has a lso  eroded the hold of 

the land lo rds as a source of c re d it  on e x p lo ita t iv e  terms and cond itions.

Commodity-tied loans have been observed in  same o f tho v i l la g e s .

For in s tan ce , a t Anikad rubber c u lt iv a to r s  have been tak ing short term, 

one to two weeks' d u ra tion , loans from rubber dea lers  on the cond ition  

th a t they s e l l  th e ir  produce to th e ir  c re d ito rs . However, i t  may be 

noted th a t the rubber growers have easy access to formal c r e d it  in s t i t u ­

t io n s . Moreover, being educated and reso u rce fu l they are not at the 

re ce iv in g  end. On the other handy i t  would appear as though the traders 

are  more keen on extending the loans to the growers in  order to get hold 

o f the produce than the la t t e r  in  g e ttin g  the lo an . There i s  a high degree 

o f com petition among the traders and the c u lt iv a to r s  are aware of i t .  The 

l a t t e r  a lso  keep th e ir  eyes and ears open to the d a ily  p r ic e  trends of 

rubber at d if fe re n t  marketing centres which are reported in  the lo c a l  news­

papers and by the A l l  In d ia  Radio. The tcaders do not charge any in te re s t  

on such commodity-tied loans. Nor are they ab le  to le v y  an im p l ic i t  

in te r e s t  by underpric ing  the produce. In  V i lp a t t i  vegetab le  c u lt iv a to rs  

are  reported to take loans from traders from the wholesale markets. The 

c u lt iv a to r s  are committed to dispose o f th e ir  produce through th e ir  c re d ito rs  

a t  a pro-determined p r ic e .  The loan is  repaid  through the d e liv e ry  of ccop 

which is  valued at a p r ic e  lower than the going p r ic e .  Thus, there  is  some 

im p l ic i t  in te re s t  in vo lved  in  the tran sac tio n s . At Thalikulam , linked  

c re d it  tran sac tio n s  are reported in  the f ish in g  in d u s try . The boat owners, 

m a jo rity  o f whom do not belong to th is  v i l la g e *  depend on the lo c a l middlemen
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TcV'fo r  marketing th e ir  and obta in ing  sho rt term c r e d it .  The middle­

men auction the catch on the beach. The f is h  venders g e n e ra lly  are 

not ab le to pay the p r ic e  on the spo t, but req u ire  some tim e. But 

in  the meantime, the boat owners need cash to meet the expense such as 

co st of opera tions, maintenance o f the boat, payment of wages, e tc .

They, th e re fo re , »eek c re d it  from the middlemen on the cond ition  that 

the catch  w i l l  be sold  through them a t a p r ic e  a r b i t r a r i l y  fixed  by 

the middlemen. Though the loans are avowedly in te r e s t  f re e , there i s  

apt to be a concealed in te r e s t  in  the p r ic e  f ix a t io n .

The fishermen o f Thalikulam  who belong to the lowest s t r a ta  of 

so c ie ty  lead  a hand to mouth ex is ten ce . Employment i s  seasonal and even 

during the fish in g  season th e ir  earnings are su b ject to la rg e  v a r ia t io n s . 

The ir access to in s t i t u t io n a l  c re d it  i s  lim ite d  and th e ir  employers, the 

boat owners, are the on ly source of c r e d it .  Whenever they are in  finan ­

c i a l  s t r e s s ,  they take loans from boat owners, committing th e ir  se rv ice s  

to  the l e t t e r .  The co n tract i s  u su a lly  fo r one year. The loan i s  

ad justed from th e ir  wages. Apparently no in te re s t  is  charged on the 

lo an s , as the boat owners are keen on ensuring the se rv ice s  o f experien­

ced and hard working fishermen during the peak season.
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To sum upt The ru ra l c re d it  markets in  the developing coun tries  

are g e n e ra lly  dominated by in form al c r e d it  agencies. The ICMs in  these 

areas are ch a rac te r ised  by personalised  tran sac tio n s  and th e re fo re  seg­

mented. In te r lin k a g e  o f c r e d it  w ith  lan d , labour and commodity markets 

i s  a lso  observed. However, w ith  expansion of form al c re d it  and weakening 

o f the t r a d it io n a l  in s t itu t io n s  l i k e  tenancy and bonded labou r, the 

s tru c tu re  of the ICMs would undergo some transform ation . The com petition 

o f formal c re d it  in s t itu t io n s  which lend a t subs id ised , in te re s t  ra tes  

would make moneylending by in form al lenders l i k e  p ro fess io n a l moneylenders 

in c re a s in g ly  no n- leu ra tive  and u n a tt ra c t iv e . The pressure would bo f e l t  

a lso  by la n d lo rd s , a g r ic u ltu r is t  moneylenders and tra d e rs . The outcome 

would be a steady d ec lin e  in  the quantum of c re d it  from the above 

agencies. Given the in e q u itab le  d is t r ib u t io n  of in s t i tu t io n a l  c r e d it ,  

the households who are denied access to i t  would have to  r e ly  on in form al 

c r e d it  sources. Even in  th e ir  case , the non-pro fessional, non-commercial, 

c r e d it  agencies, namely, r e la t iv e s ,  fr ien d s  or neighbours would emerge 

as the p r in c ip a l sources o f c r e d it .  In  the process, in te r lin k a g e  of 

c r e d it  w ith  lan d , labour and commodity markets would a lso  get g rad ua lly  

eroded. The find ings o f our f i e ld  stud ies seem to exem plify the above 

in fe ren ces  on the s tru c tu ra l transform ation  o f the ICMs in  the wake of 

a steady expansion of formal c re d it  and changes in  the s o c ia l and in s t i ­

tu t io n a l se t up in  the ru ra l areas o f the country.
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Inform al lenders t  a few case stud ies

To id e n t i f y  sources o f in form al c r e d it  l i k e  p ro fess iona l 

moneylenders, a g r ic u ltu r is t  moneylenders, e tc . and to e l i c i t  accurate 

in form ation  on th e ir  sources of funds, business tu rnover, the terms 

and cond itions of loan transactions are adm itted ly d i f f i c u l t  even during 

normal tim es. C e rta in  recent developments in  K e ra la  have made the task 

more d i f f i c u l t .  S ince  the f i r s t  quarter of 1987 there  has been a grow­

ing  m an ifesta tion  of the erosion  of the soundness and c r e d ib i l i t y  of the 

finance  companies or the so-ca lled  "b lade companies", as re f le c te d  in  

the massive runs on those in s t itu t io n s  by depositors in  d if fe re n t  parts 

o f  the S ta te .  A la rg e  number of finance companies downed th e ir  shu tters  

and th e ir  p ro p rie to rs  decamped, leav in g  a la rg e  number of persons from 

a l l  walks o f l i f e  who, a ttra c te d  by the high ra te s  o f in te r e s t ,  l e f t  most 

o f th e ir  savings w ith  these agencies. N a tu ra lly ,  th is  evoked strong 

p ro tests  from the pub lic  and demands fo r penal action  aga inst the c u lp r its  

and s tr in g e n t reg u la tio n  to prevent th e ir  recu rrence . In  the wake of 

these developments, the S ta te  Government in i t ia t e d  steps to issu e  an 

o rd inance, c lo s in g  the various loopholes in  the K era la  Moneylenders' A ct. 

And these developments had made the p r iv a te  moneylenders more in a c ce s s ib le  

and re t ic e n t  when we launched our f ie ld  su rveys. We faced se rio u s  d i f f i ­

c u lt ie s  in  e l i c i t in g  the re le van t in form ation  from moneylenders in  the
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tuio Tamil Nadu v i l la g e s  a lso . In  the case o f Mookuperi* the v i l la g e r s  

borrow from moneylenders lo ca ted  at Nazerath. When our In ve s t ig a to r  

approached one of them in  h is  o f f ic e  he was so rude th a t canvassing o f 

the questionnaire  had to be given up. A new c la s s  of moneylenders 

belonging to Devar caste  i s  emerging here of la t e .  Thoy are eq u a lly  

unapproachable. An o f f i c i a l  o f the same cas te  advised our f ie ld  s t a f f  

not to approach the newly emerging group o f lenders le s t  i t  a f fe c t  comple­

t io n  of o ther fa ce ts  of our study* i f  not personal r is k s .  In  V i lp a t t i*  

the moneylenders were le e s  rude* but eq u a lly  re lu c ta n t in  parting  w ith  

the re q u is ite  in fo rm ation . For th a t m atter, even borrowers were re lu c ta n t 

to  g ive  any d e ta i ls  r e la t in g  to the a c t i v i t ie s  o f  the p ro fess io n a l money­

le n d e rs . The case s tud ies  presented below may be considered against th is  

background.

A questionnaire  was canvassed among such of these in form al 

lenders in  the se lec ted  v i l la g e s  as we could id e n t if y  and who could be 

persuaded to respond to our q ueries . The queries included th e ir  sources 

o f funds* the types of th e ir  c l ie n te le *  amount le n t*  s e c u r ity  accepted* 

ra te  of in te r e s t  charged* average duration  o f loans* mode of repayment* 

d e fa u lt  ra te*  e tc . Besides fr iend s  and re la t iv e s *  p ro fess io na l money­

lenders* a g r ic u ltu r is t  moneylenders and traders  were the main sources of 

in fo rm al c r e d it  among the sample households surveyed in  the course of 

th is  s tudy . We have canvassed our questionnaire  only among moneylenders 

and tra d e rs . Needless to say* aga inst the p a r t ic u la r  background re fe rre d  

to e a r l ie r *  the reBpndents e s p e c ia lly  those from K e ra la  were more suspi­

cious about the o b je c tives  of the study and re lu c tan t- to  re ve a l a l l  the 

f  a c ts .
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on c re d it  tran sac tio n s  on a commercial b a s is . Only one o f  them is  a 

fu l lt im e  moneylender* v i l e  is  a Tam ilian res id in g  in  the v i l la g e  in  a 

rented b u ild in g . He has been lending mostly to sm all farm ers, a g r icu l­

tu ra l labourers and sm all tra d e rs . The loan amounts are sm a ll, Rs.300
i

being the maximum. Loans are advanced aga inst personal s e c u r ity .  

Repayments are in  weekly insta lm ents which he h im se lf c o l le c ts  by going 

from house to  house. Duration o f the loan i s  10 weeks. He does not 

accept d ep o s its , but when he fe e ls  la ck  o f l iq u id i t y  he borrows from h is  

fr ien d s  or o ther moneylenders in  Tamil Nadu. Last year he gave loans to 

105 persons, a sum o f about Rs. 14000. Of these 75 borrowers were small 

c u lt iv a to r s ,  and 15 each a g r ic u ltu ra l labourers  and other households.

The ra te  o f in te r e s t  charged i s  h igh. For example, loan o f Rs.100 is  

repa id  in  10 weeks at the ra te  o f Rs.12.8 per week, Rs.28 being the ra te  

o f in te r e s t  fo r  2^ months. The remaining four combine moneylending with 

o ther a c t i v i t ie s .  Two o f them, w ith  medium s iz e  land ho ld ings, 3.25 and

10.9 acres each, and income from a g r ic u ltu re  a t Rs*15000 and Rs.50000 

re s p e c t iv e ly  during 1986, may be designated as a g r ic u ltu r is t  moneylenders, 

though one o f them,, besides c u lt iv a t io n ,  c a r r ie s  on arecanut trade . He 

advances loans to arecanut c u lt iv a to r s  on cond ition  th a t the nuts when 

r ip e  be so ld  to him. H is c l ie n ts  are sm all and medium c u lt iv a to r s ,  s iz e  

o f  loans sm all and duration  5 to 6 months. During 1986 he advanced loans 

to 8 such c l ie n t s ,  and a to ta l sum o f 8s. 7400. In te re s t  i s  exactafd by 

under-pric ing  the commodity by 10  to 2 0 %  o f the going p r ic e  when d e liv e re d  

as repayment of loans* Thus, the ra te  o f in te r e s t  would work out to

( i )  In  Thirunavaya we could id e n t if y  f iv e  moneylenders, ca rry ing
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about 505C per yea r. He did no t repo rt any d e fa u lt .  He s e l ls  the nuts 

so procured to a w holesaler who i s  a source of c re d it  when he i s  in  need 

o f cash. The second one under th is  category had in h e r ite d  a la rg e  hold­

ing  and a g r ic u ltu re  has been h is  main occupation. He s ta rte d  moneylending 

a c t iv i t y  u*ayback in  1940. During the i n i t i a l  period he gave loans in
»

k ind , r ic e  in c lu d ing  seed, and la t e r  sw itched over to cash lo ans . H is 

c l ie n t s  were c u lt iv a to r s ,  la rg e  and medium. Owing to in creas ing  d e fau lt 

r a te ,  the d i f f i c u l t i e s  he faced in  l i t ig a t io n  and a lso  h is  advancing 

age (he i s  now over 70 y e a rs ),  he has been reducing h is  loan tran sac tio n s . 

During the la s t  two years he gave only 13 lo an s , a to ta l  sum of Rs. 2  lakh s . 

The loan s iz e  ranged from Rs.500 to Rs.35000. The ra te  of in te re s t  reported 

to be le v ie d  i s  20  percen t. There i s  one case of a moneylender fo r whom 

the main occupation i s  sa id  to  be a g r ic u ltu re , but the area under c u l t i ­

va tio n  during la s t  year was a bare 20 cents y ie ld in g  an income o f Rs.20 0 0 .

In f a c t ,  he i s  a r e t ir e d  C iv i l  s e rv a n t, and h is  w ife  a re t ire d  teacher.

They have in vested  th e ir  past savings and re tirem en t b en e fits  such as 

g ra tu ity  and p rovident fund in  c re d it  tran sac tio n s . They are having 

f in a n c ia l  transac tions  w ith  a few p ro p le , mostly medium and sm all farm ers. 

S e c u r ity  depended on the s iz e  o f the lo an : sm all loans on personal s e c u r ity ,  

and fo r  la rg e r  lo an s , above Rs.5000, landed p roperty . During 1986, 15 loans 

were g iven , most o f them to c u lt iv a to r s ,  and they added upto Rs.52000. Mode 

o f loan repayment was f le x ib le ,  both lumpsum and insta lm ent systems were 

allow ed. According to the len d e r, the ra te  o f in te re s t  charged v a r ie d , 

but the average would be 30 percen t.
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( i i )  At Thalikulam  we could con tact four p ro fess io n a l moneylenders, 

th ree  o f them being in d iv id u a l en te rp r is e s , and one a partnersh ip  firm .

As d if fe re n t  from t r a d it io n a l p ro fess io n a l moneylenders, these agencies 

re ce iv e  d ep o s its , a common designation  used by them i s  ' t r u s t s ' .  The 

o ld es t among these (Ja n a ta  T ru st) i s  an in d iv id u a l e n te rp r is e , ,set up in  

1964 w ith  an i n i t i a l  investm ent o f fts.1000. The p ro p rie to r  depended on 

deposits  from h is  friend s and r e la t iv e s  as the source o f loanab le  funds.

The o f f ic e  o f the t ru s t  i s  lo ca ted  in  h is  own b u ild in g , and there  are s ix  

employees in vo lv in g  a monthly s a la ry  b i l l  o f Rs.3590. Though an in d iv id u a l • 

e n te rp r is e , the s c a le  o f transac tions  is  q u ite  im press ive . During the 

l a s t  two yea rs , deposits to the tune o f fts.4 lakhs have been re ce ived , and 

the annual tu rn  over of loan transactions i s  claim ed to be Rs.25 lakhs on 

the average i  According to the p ro p r ie to r , in te r e s t  i s  paid on deposits 

a t the ra ta  of 1 2  to 14#. 5mall farm ers, a g r ic u ltu ra l labour and f is h e r ­

men households comprise the major groups o f borrowers. Loans are extended 

aga inst gold and personal s e c u r ity .  Duration of the loans v a r ie s  from 60 

to  10 0  days. The ra te  o f in te r e s t  charged was reported to be 24$. During 

la s t  year on ly 4% o f the borrowers or 16# o f  the outstanding loan amount 

was d e fau lted . The second e n te rp rise  (K a l la ra  farm) was s ta rted  in  1970 

w ith  an i n i t i a l  investm ent o f Rs.8000. He has a lso  been re ce iv in g  d ep os its . 

The o f f ic e  o f the en te rp rise  i s  lo ca ted  in  a rented b u ild in g . There are 

two paid employees and th e ir  monthly s a la ry  w i l l  add up to Rs.650. To ta l 

deposits  rece ived  during the la s t  two years came to Rs.22000. On d ep o s its , 

in t e r e s t  i s  paid a t the ra te  of 10 to 13$£, as reported by the p ro p rie to r . 

T o ta l loan tran saction s  during the la s t  two years added up to Rs.4.5 lakh s . 

The s iz e  o f loans i s  sm a ll, in  the range o f Rs.50 to fts.1000. Low income 

groups of households in c lu d ing  fisherman and a g r ic u ltu ra l labourers ere
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h is  p r in c ip a l borrowers. The ra te  of in te r e s t  charged on the loan uias 

s ta ted  to  be 2 4 %  on the average. The d e fau lt  ra te  is  not too h igh , 5 %  

o f the borrowers, and 20 %  o f the loan amount, g iven  the fa c t  th a t the 

m a jo r ity  o f h is  c l ie n te le  belong to the low income groups. Another in d i­

v id u a l p ro p rie to rsh ip  (Sukumar T rust) s ta r te d  in  the m id-six ties ,and  w ith  

an i n i t i a l  investm ent of fts.7000 has made an im pressive growth. The 

en te rp r ise  has grown apparently on the basis  of deposits from friends 

and r e la t iv e s ,  in vo lv in g  a nominal in te re s t  o f . 1 2 %  o n ly . He has housed 

h is  o f f ic e  in  a rented b u ild in g , and i s  ass is ted  by a s t a f f  o f 3 members. 

The annual turn over o f loan transac tions increased  from Rs.22.6 lakhs in

1985 to Rs.26 lakhs in  1986. The ra te  o f in te r e s t  on loans was reported 

to be 24%. The d e fa u lt  ra te , both in  terms o f the number of borrowers 

and loan amount was in s ig n if ic a n t ,  v i z . ,  ju s t  1% . The fourth  i s  a 

partnersh ip  firm  ( Id a s s ia r  T rust) w ith  15 partners  s ta rted  re ce n t ly  

(1984). The i n i t i a l  investm ent of Rs.3 lakhs was contributed  by the 

p a rtn e rs . I t  accepts d ep o s its , the to ta l  deposits rece ived  during the 

l a s t  two years comes to Rs. 2 1  la k h s , and the in te r e s t  paid on deposits 

reported  being 10 to  12.5%. I t  i s  lo ca ted  in  a b u ild n g  belonging to 

the SNDP T rust (S ree  Narayana Dharma Pa rip a lan a  Sangham), an organ isation  

representing  a p a r t ic u la r  caste  (Ezh ava ). There are four employees in c lu d ­

ing  the manager, the to ta l  monthly s a la ry  b i l l  coming to Rs.1500. The main 

borrowers o f the t ru s t  comprise sm all farmers and fisherm en. The in te re s t  

on loans was claimed to  be only 18%, but according to some respondents 

from ths v i l la g e  the ac tu a l ra te  of in te r e s t  charged worked out to  30% 

or more. Loans are mostly short term, upto 6 months, and secured against 

the pledge o f go ld .
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( i i i )  At Anikad, we could contact a dozen in form al len d e rs : one profe­

s s io n a l moneylender, four a g r ic u ltu r is t  moneylenders and seven traders  or 

d ea le rs  in  rubber. The p ro fe ss io n a l moneylender s ta rte d  h is  business 

qu ite  re c e n t ly  (1983), w ith  an i n i t i a l  c a p ita l  o f fe.2.5 lakhs . The source 

o f h is  funds included  h is  own household income, (he i s  c u lt iv a to r ,  w ith  

over 4 acres , th ree-fourths o f which i s  under ru b b e r), and con tribu tions 

from h is  b ro th e rs . The en te rp r ise  rece ived  d ep o s its , the t o t a l  of which 

fo r  the la s t  two years was reported a t about Rs.4.5 lak h s , mostly from 

fr ien d s  and r e la t iv e s .  The in te re s t  paid on the deposits was reported 

to be 24#. The o f f ic e  o f th is  e n te rp r ise  i s  lo ca ted  in  a rented b u ild ing  

fo r  which monthly ren t being fe.500. There i s  no s a la r ie d  s t a f f  attached .

The s ca le  o f tran sac tio n s  has been q u ite  im p ress ive . Tota l turn over came 

to about Rs.18 lakhs in  1985 and a l i t t l e  over Rs.19 lakhs next yea r. The 

loans are given m ostly on the s e c u r ity  of gold pledged w ith  the firm . 

Duration o f the loans ranged from 3 months to one yea r, and repayment 

e ith e r  in  lumpsum or insta lm ents i s  a llow ed. Most of h is  c l ie n te le  are 

sm all farm ers, 219 of whom were re c ip ie n ts  o f loans during the la s t  two 

yea rs . The ra te  of in te re s t  came to 36# on the average. The four ag ri­

c u l t u r is t  moneylenders had medium to la rg e  holdings in  the range of 3.75 

to  14.75 acres . Rubber i s  the p r in c ip a l cro p , accounting fo r  more than 

tw o-th irds of the cropped area . The income from a g r icu ltu re  during the 

l a s t  one year ranged from Rs.7000 to  Rs.30Q00. Three out o f the four norm ally 

borrow from the lo c a l cooperative  c re d it  in s t i t u t io n s ,  Anikad Regional Farm 

Cooperative Bank. M a jo rity  o f th e ir  c l ie n te le  comprised c u lt iv a to r s ,  

fo llowed by a g r ic u ltu ra l labo u re rs . Tho loans are o f short term d u ra tio n ,
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3 to 6 months, and are issued  aga inst the security* of go ld , land and, 

to  a lim ite d  ex ten t, personal. There seems to be a u n ifo rm ity  in  the 

r a te  of in te r e s t  charged; a l l  the four have reported  36%. One of the 

four in  the ca teg ory , the person udth the la rg e s t  number of households, 

v i z . ,  75 of which 55 co n s t itu te  c u lt iv a to r s .  The maximum amount le n t  to 

an in d iv id u a l v a r ie s  from Rs,500 among a g r ic u ltu ra l labourers to Rs.5000 

uiith la rg e  c u lt iv a to r s .  He depends s o le ly  on h is  own resources, and 

does not accept deposits or borrow from o thers . During the la s t  one year 

he has le n t  a to ta l  amount o f Rs.1 lakh  on which he charged 36 to 60% as 

in te r e s t .  The duration  o f these loans is  3 months. About 10% o f the 

borrowers have d e fau lted , which co n stitu ted  5% o f the loan amount. Traders 

form a major source of c r e d it .  We could con tact e igh t o f them in  the 

v i l l a g e .  A l l  o f them are d ea lers  in  rubber. By and la rg e , th e ir  lending 

i s  financed w ith  own resources; none of them had accepted d ep o s its , and 

on ly  h a lf  o f them had to seek c re d it  from cooperative  s o c ie ty , commercial 

banks or fr ien d s  and r e la t iv e s .  Annual turn over of loan transactions 

re g is te re d  a s ig n if ic a n t  in c rease  between 1985 and 1986. In  1986, i t  

ranged from Rs.5.1 lakhs to Rs.23 lakh s . Together these e igh t persons 

extended loans t o ta l l in g  a l i t t l e  over Rs.79 lakh s . They l im i t  th e ir  lo a i  

tran sac tio n s  to c u lt iv a to r s ,  obviously to rubber c u lt iv a to r s ,  who are 

committed to s e l l  th e ir  produce to the trader - c re d ito rs . Apart from 

th is  co n d it io n , there i s  no other s e c u r ity .  There i s  no e x p l ic i t  in te r e s t  

charged on the lo ans . According to these tra d e rs , there  is  no under- 

p r ic in g  of the commodity when d e live red  fo r  s e t t l in g  the loan outstand ing. 

The duration  o f the loan i s  sh o rt, say 1 to A weeks. Perhaps, the grouting
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com petition among rubber dea lers  and the sho rt duration  of the loans 

may be the fa c to rs  underlying in te re s t- fre e  lo a n sy i f  tru e .

( i v )  At Ezhukone^ no could con tact f iv e  in form al le n d e rs , four 

of whom were p ro fe ss io n a l moneylenders and one an a g r ic u ltu r is t  money­

le n d e rs . A l l  o f these en te rp rises  were of recen t o r ig in ,  s ta rte d 'd u r in g  

the present decade. Given th e ir  com paratively sho rt l i f e  and i n i t i a l  

investm ent, th e ir  ra te  of growth i s  im press ive . For example, one enter­

p r is e  s ta rted  in  1985 w ith an i n i t i a l  c a p ita l  o f Rs.30000 had a turn over 

o f  loans to the tune o f Rs.5 la k h s ; another s ta r te d  in  1983 w ith  an i n i t i a l  

investm ent o f Rs.1.5 lakhs reported i t s  to ta l  loan tran sac tion  o f fe.19 

lakhs in  1986. Of the fo u r, only one, the o ld es t among them has rece ived  

deposits so fa r ;  the other three are of more recent o r ig in ,  s in ce  1985, 

and they are ye t to  e s ta b lish  th e ir  c r e d ib i l i t y .  Two o f them have augmented 

own resources by borrowing from fr ien d s  and r e la t iv e s  on which they pay an 

in te r e s t  o f  12 to 1 5 % ,  Two of them are function ing  w ith  an o f f ic e  in  a 

rented  b u ild in g . The annual tu rn  over o f loan transactions va ried  from 

Rs.1.5 lakhs to  Rs. 19 lakhs . Gold, landed property or personal s e c u r ity  

i s  the basis  on which loans are extended.- In te re s t  charged from 30 to 

36%. The d e fa u lt  ra te  is  g en e ra lly  low. Of the fo u r, the o ld est i s  a 

p artnersh ip  o f four members. Set up in  1983, i t  (Kumar Bankers) i s  a 

t y p ic a l finance  company. I t s  i n i t i a l  c a p ita l was Rs.1.5 lakh s , contribu ted  

by four p a r t ie s .  The bank i s  located  in  the p ro p r ie to r 's  own b u ild ing  and 

has e ig h t employees. The monthly s a la ry  b i l l  amounts to Rs.30QQ. D eposits , 

re ce ived  from friend s  and r e la t iv e s  during the la s t  two years to ta lle d  

Rs. 10 lakhs on which in te re s t  paid va ried  from 12 to 2 4 % .  Between 1985 

and 1986, to ta l  loan  transactions  more than doubled from Rs.9 lakhs to
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Rs. 19 la k h s . The s iz e  of loans f a l l  in  a wide range, from Rs.20 to Rs.2 

lakhs I  Businessmen, Gu lf m igrants, and farmers utere the main ca tegories  

o f  borrowers. Duration o f loans va ried  from 6 months to 3 yea rs . The 

r a te  o f in te r e s t  charged came to 30% on the average. On loans fo r  ag ri­

c u ltu ra l purposes, the bank charges a lower in te r e s t .  Tho bank (ias 

adopted a d i f f e r e n t ia l  in te re s t  scheme, d isc rim in a tin g  between d if fe re n t  

group of c l ie n t s ,  apparently on the p r in c ip le  of each according to h is  

a b i l i t y .  The poor are given in te re s t- fre e  lo ans ; c u lt iv a to rs  lower 

in te r e s t  a t le s s  than 30%, w h ile  a few co n tracto rs  are charged 46%. The 

a g r ic u ltu r is t  moneylender has 4 acres o f land o f h is  own, one fourth  of 

which i s  under paddy and tho re s t  under coconut and tap io ca . Income 

from th is  source during la s t  year came to Rs.20000. He uses h is  own funds 

fo r  h is  lending a c t i v i t ie s ,  though o cca s io n a lly  he borrows from h is  k ith  

and k in . The amount borrowed during la s t  year was Rs.10000. During th a t 

p erio d , he extended loans to 145 persons, 85 of whom were c u lt iv a to r s ,

10 a g r ic u ltu ra l labourers and 50 businessmen. The s iz e  of loans ranged 

from Rs.50 (a g r ic u ltu ra l labo u r) to Rs.2000 (businessmen)* The average 

duration  o f loan was reported to be 3 months and in te re s t  ra te  36%. Only 

4% o f the borrowers seem to  have defau lted  who accounted fo r  about 10% 

o f  the to ta l  loan amount.

(v )  In  Mookuperi, one o f the p ro fess io n a l moneylenders, opera- 

t in g  from Nazareth, owns 5 acres of land . His c u lt iv a t io n  a c t iv i t ie s  

have dec lined  as a re s u lt  o f p e rs is ta n t drought co nd itio ns . His fa th e r 

had entered the f ie ld  o f moneylending as e a r ly  as 1945. At p resen t,
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h is  investm ent in  the business comes to Rs.1.75 lakhs* He does not accept 

d ep o s its . He o cca s io n a lly  used to borrow from other moneylenders to 

whoa he paid an in te re s t  o f 24$G; but during the la s t  tuio years he has 

not resorted  to borrowing* The annual turnover o f loan tran sac tio n s  in

1986 was reported  to be Rs*2*4 lakh s . The on ly s e c u r ity  acceptable to
I

him i s  gold* The normal duration  o f loan i s  s ix  months. The ra te  of 

in te r e s t  charged by him i s  30%. He lends to  a l l  occupational groups; 

however, fo r  reasons of r is k  o f d e fa u lt ,  c u lt iv a to r s  have lower p r io r i t y  

than s a la r is d  c la sses  and business people* Borrowings by the la s t  group 

are  at a peak during f e s t iv a l  seasons l ik e  D iv a l i ,  Pongal and Christmas. 

Such loans are of short d u ra tion , 15-20 days, and he charges 7 to 10% 

in te r e s t  fo r th is  sho rt p eriod . The d e fa u lt  r a te  was reported to be 

Rs*10000 to fe*15000 per y e a r , which i s  not too high given the sca le  of 

turnover during 1986* The a g r ic u ltu r is t  moneylender in  the v i l la g e  owns 

a l i t t l e  over 5 acres , o f which 2  acres are ir r ig a te d *  He combines ag r i­

cu ltu re  w ith  monsylending; fo r the la t t e r  he depends on h is  own resources. 

He lends mostly to p e tty  traders and lab o u re rs , the s iz e  o f loans varying 

from Rs.50 to Rs.2000. I f  gold i s  not a v a i la b le ,  a r t ic le s  l i k e  c y c le s , 

u te n s i ls ,  e tc .  are  accepted as s e c u r ity .  In te re s t  charged comes to 60% 

per year.

( v i )  For V i lp a t t i ,  one party  which cooperated w ith  us most i s  a 

finance  company which has the e a r l ie s t  s t a r t  of lending in  th is  v i l la g e .  

Th is i s  a re g is te re d  firm  w ith  an o f f ic e  lo cated  at Kodaikanal. Every 

F r id a y , the p ro p rie to r o r h is  agent v i s i t s  V i lp a t t i  fo r ca rry ing  on the 

c r e d it  tra n sa c tio n s . This firm  was s ta r te d  in  1962 by a Muslim Moneylender
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s e t t le d  down in  Kodaikanal. The present owner of the firm s was an 

employee w ith  the firm  t i l l  1972 when i t s  p ro p rie to r tran s fe rred  the 

e n t ir e  a sse ts , i . e .  loans due to him as a g i f t .  The present ownor s ta rted  

a fresh , as i t  were, w ith  an i n i t i a l  c a p ita l o f Rs,50000 p art of which was 

from c o lle c t io n  o f outstanding loan amounts due to the present company,
»

and the r e s t  h is  own sav ings. He n e ith e r accepts deposits nor borrows 

fo r  the conduct of the business. H is c l ie n t e le  in c lud e  c u lt iv a to r s ,  

trad e rs  and a g r ic u ltu ra l labou rers . The ra te s  of in te r e s t  vary from 24# 

in  the case o f b ig  farmers to 90# fo r tra d e rs . The second case is  d i f f i ­

c u l t  to c la s s i f y ;  he i s  n e ith e r a p ro fess io na l moneylender, nor a g r icu l­

t u r is t  moneylender. He owns 15 acres o f land of which on ly one-th ird  i s  

c u lt iv a te d .  Besides c u lt iv a t io n ,  he c a r r ie s  on trade  in  seeds, f e r t i l i z e r ,  

e tc . Moneylending he s ta rte d  very  re ce n t ly  (1985), w ith  an i n i t i a l  c a p ita l 

o f Rs.50,000. He lends to sm all and marginal farm ers, a g r ic u ltu ra l lab o u re rs , 

shop keepers, e tc . A g r ic u ltu ra l labourers who are granted loans are 

committed to work fo r the c re d ito r  when he needs th e ir  s e rv ic e s . The 

loans are on the b asis  o f the d a ily  Kandur system , and adjusted to the 

d a i ly  wage b i l l .  The wages are reckoned a t Rs.2 per day below the going 

r a te ,  and th is  deduction forms the in te re s t  on the loan . The loan amount 

v a r ie s  from Rs.50 to Rs.200. To c u lt iv a to r s  the loans are in  k ind, v i z . ,  

f e r t i l i z e r s  (and seed s ). He takes f e r t i l i z e r s  from wholesale traders  

on c re d it  and d is tr ib u te s  the same to farmers a lso  on c r e d it .  On the 

c r e d it  purchases from wholesalers he has to pay an in te re s t  of 18# w hile  

on c re d it  sa le s  to  h is  outcomers he charges from 24# to 36# in te r e s t .

H is business turnover an th is  account during 1984-85 was reported as 33 

tonnes of f e r t i l i z e r  worth Rs.15000; during 1985-86 the turnover had sharp ly
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dec lined  to 4 tonnes, valued at Rs.4000. On h is  transac tions  in  seeds, 

no in form ation  uias forthcoming. On the loans to the shop keepers, in te re s t  

i s  deducted in  advance. For in s tan ce , on ly Rs.800 i s  d isbursed fo r  a loan 

o f Rs.1000 the duration  of which i s  100 days. We s h a ll  now present the 

case o f a vegetab le  t ra d e r . He i s  h im self a sm all c u lt iv a to r ,  but h is  

main occupation i s  vegetable trad e . He lends to  sm all and medium farm ers, 

in  the range of Rs.500 to Rs.1000. Loans are given on the cond ition  that 

the borrowers s e l l  th e ir  vegetables to him. The p ric e  o f  vegetables so 

d e live red  i s  fixed  a t Rs.4 le s s  per bag than the going p r ic e  p re v a ilin g  in  

the apex market a t Madurai. In  case the borrower hypothecates the crop 

in  advance, the deduction on the p r ic e  i s  even h igher, because o f the 

longer w a iting  period on the p a rt o f the trader- lender in  procuring the 

crop , and the r is k  o f lo ss  inheren t in  p ric e  f lu c tu a t io n s . The trader 

disposes o f the crops through commission 'Mandi' owners a t M adurai, who 

g ive  c re d it  to the farmers and traders  of vegetab les . They on ly act as 

middlemen. I t  is  estimated th a t the annual turnover of trade on vegetables 

a t  these mandies comes to Rs. 2  lakh s . The mandie owners have advanced 

Rs. 15000 to 20 sm all farm ers, Rs.22000 to  .medium and (Is.5000 la rg e  farmers 

a t V i lp a t t i ,  The growing crop i s  the s e c u r ity  fo r the lo ans . Tho commi­

ss ions in  vogue a t present are Rs.4 per bag o f potatoes, Rs.2 per bag of 

tu r n if  and so n a i, and 10  paiae per rupee worth of beans. Thus, in  V i lp a t t i  

c r e d it  and marketing are in te r lin k e d  to a g reat extent thanks to  the 

p re v a ilin g  cropping p a tte rn .



CHAPTER 6

INTEREST RATE FORMATION IN THE RURAL ICMs

In tro d uctio n

I t  la  g e n e ra lly  held tha t the in te r e s t  ra te s  in  the ru ra l ICMs 

o f developing coun tries  are exhorb itan t. The usurious in te re s t  ra te  has 

many im p lic a t io n s . I t  in h ib it s  the use of c re d it  fo r  p roductive purposes 

and d iv e r ts  c re d it  in to  s o c ia l ly  unproductive channels l ik e  conspicuous 

consumption, hoarding, and sp ecu la tio n . The high cost of c re d it  from 

in fo rm al sources, on which households from the lower income and asset 

c la sses  depend h e a v ily ,  accentuates in e q u a lit ie s  in  the c re d it  market.

As has been argued (Bhad uri, 1975), high in te r e s t  ra tes  charged by in form al 

lenders  lead  to d e fa u lt  of loan and eventual fo r fe itu re  o f land and other 

assets  o ffe red  as c o l la t e r a l  by the borrower. High in te re s t  ra te s  may 

perpetuate indebtedness on the p a rt of some borrowers who are compelled 

to keep on borrowing to rupay past debts, thereby cementing in te r- lin k ag es  

o f c re d it  w ith lan d , lab o u r, and commodity markets. No wonder tha t th is  

phenomenon has a ttra c te d  so much a tten tio n  of academicians and p o lic y  

makers a l ik e .  The le v e l of in te re s t  ra te s  in  the ICMs, nominal and re a l 

r a te s ,  e x p l ic i t  and im p l ic i t  in te r e s t ,  the fac to rs  underlying the high 

r a te s ,  the r e la t iv e  shares of the d if fe re n t  exp lanatory v a r ia b le s , the 

uiide range of in te r e s t  ra te s  p re v a ilin g  in  the ICM of the same lo c a l i t y ,  

in ter-group  and intra-group d iffe ren ces  in  in te re s t  ra tes  are the major 

issues  on which recent research  e f fo r ts  have been focussed.
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5.2 Leve l o f In te re s t  ra te s  in  the ru ra l ICMs

As pointed out by Sarap ,

"C a lc u la t io n  of in  the in form al c re d it  market presents 
some d i f f i c u l t i e s .  For in s ta n ce , a portion  of such 
loans i s  made in  kind and the kind ra te  of in te re s t  
in vo lve s  va lu a tio n  o f commodities advanced as l o w  and 
refund l i a b i l i t i e s .  In  some cases such as kind to 
cash lo an s , the in te re s t  ra tes  attached to the loans 
are subsumed because w h ile  the loan l i a b i l i t i e s  in  
terms o f quan tity  of g ra in  remains constan t, the va lue  
o f the same quan tity  of g ra in  a t the time o f loan repay­
ment d if f e r s  from the time o f loan o f fe r .  Some tim es, 
c re d ito rs  overva lue  the commodities advanced as loan 
and undervalue the repayable commodities".
(Sa rap , 1986, pp. 115-116).

The above s itu a t io n  a r ise s  in  the loan tran sac tion s  of a lin ked  type, 

the focus of sa rap 's  a n a ly s is . Im p lic i t  or concealed in te re s t  in  in te r ­

lin k e d  c re d it  tran sac tio n s , which escapes the estim ates based on data 

o f macro s tu d ie s , has a lso  been brought out by a number of other resear­

ch e rs . Apart from th is ,  there  are other co n s tra in ts  in  the estim ation  

o f e f fe c t iv e  in te r e s t  ra tes  on inform al c r e d it .  For in s tan ce , i t  is  a 

common p ra c t ic e  to  deduct in te r e s t  from the p r in c ip a l a t tho time of 

loan disbursement. For another, in te re s t  at an annual ra te  i s  le v ie d  

even when the duration  o f the loans i s  only a feui months. L a s t , but most 

im portan t, i t  i s  d i f f i c u l t  to obta in  the necessary in form ation  e ith e r 

from the borrower, who i s  seldom w il l in g  to d ivu lg e  the in form ation  fo r 

obvious reasons. The in form ation  on the in te re s t  ra te s  charged on loans 

from in fo rm al lenders to c u lt iv a to r  households was co lle c te d  by the A l l  

In d ia  Rura l C red it Survey during 1951-52, and included in  one of tho rep o rts .
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According to the find ings of th is  su rvey, tho proportion o f c u lt iv a to r  

households paying an in te re s t  ra te  o f 25 percent and above ranged from 

27 percent in  B ih a r to about 70 percent in  O rissa . (Reserve Bank of 

In d ia , 1955, p .67 ), Apart from th is  crude approximation of the propor­

t io n  of c u lt iv a to r  households paying an in te re s t  above a c e r ta in  r a te ,  

the rep o rt does not conta in  any in form ation  on th is  question , However, 

the reports  of the two rounds of the A ll In d ia  Debt and Investment Survey, 

1961-62 and 1971-72, conducted by the Reserve Bank o f ’ I.ndia, d id not 

conta in  even ttjis  b i t  o f in fo rm ation . That agency-wise data on the ra te s  

of In te re s t  are not a v a ila b le  has been noted in  the rep o rts . (Reserve 

Bank of In d ia ,  1969, p*119; Reserve Bank o f In d ia ,  1977, p .143). But 

uthy such c ru c ia l  data are not a v a ila b le  i s  l e f t  unexplained.

In  the course of our micro s tud ies «e attempted to c o l le c t  inform a­

t io n  on in te r e s t  charged by in form al lenders such as p ro fess io na l money­

len d e rs , a g r ic u ltu r is t  moneylenders, tra d e rs , and fr iend s  and r e la t iv e s .

As brought out in  other s tu d ie s , we observed considerab le  in form ation  gap 

on the p a rt o f the respondents regarding the ac tu a l or e f fe c t iv e  ra te  of 

in te r e s t  due on th e ir  lo ans. For in s tan ce , a c e r ta in  OTnual ra te  of in te re s t  

i s  charged even when the loans are of shorter du ra tion . Advance deduction 

o f in te re s t  a t the time of d isb u rsa l o f loans i s  not uncommon; tuhore a 

trader advances loans to a grower vegetables, in te re s t is  concealed in  the 

undervaluation  of the crop which the la t t e r  is  under o b lig a tio n  to s e l l  to 

the former at a predetermined p r ic e ,  s ig n if ic a n t ly  lower than the going 

p r ic e .  These lim ita t io n s  must be kept in  mind when examining the data 

presented below. The average (weighted) ra te s  of in te re s t  cash loans



taken by the sample households in  the se lec ted  v i l la g e s  are se t bout in  

Table 6«1 •

127

Table 6.1 t  Average ra te  of in te re s t  on loans from Inform al C red it Agencies

(Percent per annum)

C red it
^ \ A g e n c y

P ro fe ss io n a l
moneylenders

A g r ic u ltu r is t
moneylenders Traders Friends & 

R e la t iv e s

V illa g e Average C.V. % Average C.V. % Average C .V . , % Average

Thirunavaya 54 127 MB MB M n i l — N il
Thalikulam 53 10 •mam am am am m N il
Anikad 41 104 29 54 6 0 ^ — N il
Ezhukone 30 17 34 10 — — mm N il
V i lp a t t i 60 86 24 0 13 161 N il
Mookuperi 2 4 ^ 1» mm am am mm N il — mm 43 .03^

Only one observation
b/  Out o f 15 borrowings from fr ien d s  and r e la t iv e s ,  11 are 

in te r e s t  f r e e .

(a )  P ro fe ss io n a l moneylenders

Thus, the average ra te s  of in te re s t  on borrowings from p ro fess iona l 

moneylenders is  seen to range from 30 percent in  Ezhukone to 60 percent in  

V i lp a t t i .  There is  considerab le  v a r ia t io n  among households in  the seme 

v i l la g e s  in  the ra te s  of in te r e s t  charged by th is  group of len d e rs , as 

r e f le c te d  in  the high c o e f f ic ie n t  o f v a r ia t io n  in  three out of f iv e  v i l la g e s  

where borrowings are reported from th is  source. I t  i s  s ig n if ic a n t  that the 

m a jo r ity  of the loans borrowed bear high in te r e s t ,  above 24 percent a year.
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The fo llo w ing  ta b le  (Table 6 .2 ) shows the d is t r ib u t io n  of loans according 

to in te re s t  r a te .  .

Table 6.2 s Number o f borrowings from p ro fess io n a l moneylenders 
c la s s i f ie d  according to ra te  o f in te re s t

I t  may be noted th a t more than one-half o f the to ta l loans ca rry  

an in te re s t  ra te  above 36 percent; fu r th e r , the in te re s t  ra te  on n ea rly  

one-half of the to ta l  number of loans i s  above 60 percent. I t  may also be 

noted tha t they are mostly d is tr ib u te d  between two v i l la g e s ,  v i z . ,  Thirunavaya 

and V i lp a t t i .  In  f a c t ,  of the to ta l 18 loans reported  from Thirunavaya, 

the in te r e s t  ra te  on 15 of them is  120 percent; in  V i lp a t t i ,  14 and of the 

22 in  the above-60 percent in te r e s t  loans ca rry  a uniform ra te  o f 12 per­

cen t. Apparently, in  the other four v i l la g e s ,  such h ig h - in te re st loans 

are  absent.
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Befo re  coming to the ra te  o f in te r e s t  charged by a g r ic u ltu r is t  

moneylenders, we have to note the com paratively minor ro le  of th is  agency 

as a source o f c r e d it .  In  a l l  the v i l la g e s  together, only 12 loans are 

reported  from the source. (Table 6 .3 ).  In  two of them, Thalikulam  and 

Mookuperi, they are  epparently absent. In  Thirunavaya on ly  a s o l i t a r y
»

loan has been reported and th a t i s  avowedly in te re s t- f re e . In  V i lp a t t i ,  

Ezhukone and Anikad, the number of loens came to  2, 3 and 6 re s p e c t iv e ly . 

Of these, in  V i lp a t t i  and Ezhukone the range i s  w ith  in  24 to 36 p ercen t, 

w h ile  in  Anikad i t  f a l l s  in  the range of 18-60 p ercen t. Thus, the range 

o f v a r ia t io n  of in te r e s t  ra te s  reported in  the case o f th is  category o f 

c re d ito rs  seems to  be s ig n if ic a n t ly  le s s  than tha t fo r professonal 

moneylenders.

(b ) A g r ic u ltu r is t  Moneylenders

Table 6* Number of Loans from A g r ic u ltu r is t  Moneylenders c la s s if ie d  
according to ra te  of in te re e t

V il la g e
Rate of 
In te re s t Th iru ­ T h a li­ Anikad Ezhukone V i l ­ Mooku­ A ll
Percent

0

navaya kulam

•

p a t t i p e ri

1 - 6 - - - - - - -
6 - 1 2 - - - - - - -

1 2  - 18 - - - - - - -
18 - 24 - - 2 - - - 2

24 - 36 - - 3 3 2 - 6

36 - 60 - - 1 - - mm 1

60 & above - - - - - - -
A ll 1 N il 6 3 2 N il 1 1
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In  two o f the se lec ted  v i l la g e s ,  v i z . ,  Thalikulam  and Ezhukone, 

traders  are not reported as a source o f c r e d it .  They are most prominent 

in  Thirunavaya where 27 loans have been reported  from th is  source, and 

in  Mookuperi where the number came to 8 . However, the loans are avowedly 

in te re s t- f r e e . Only in  V i lp a t t i ,  in te re s t  i s  reported on loans from th is
*

source, a t ra te s  ranging from 10  to 60 p ercen t, the weighted average 

being 13.33 percen t.

The 27 cases reported in  Thirunavaya are not a c tu a lly  cash lo ans , 

but s e l l e r '8 c r e d it ,  i . e . ,  consumer goods purchased from lo c a l merchants 

on c r e d it .  A good proportion  of the concerned households belong to lower 

income s t r a ta  l i k e  headload workers and other casua l lab o u re rs , and the 

purposa being obv iously  consumption, the e la s t i c i t y  of demand is  bound to 

be low . The voluma o f tran sac tio n s  is  a lso  com paratively low , the average 

coming to le s s  than Rs.450. In  Mookuperi a ls o , loans reported are a c tu a lly  

c r e d it  purchases, mostly u te n s ils  and c lo thes  from it in e ra n t  merchants.

No e x p l ic i t  in te r e s t  i s  charged on the goods so ld  on c re d it  in  these two 

v i l la g e s .  However, we have to take note of the fa c t  that these traders  

meet urgent, com paratively in e la s t ic ,  demand o f the p a r t ic ip a t in g  households * 

who have very lim ite d  options. Being short of l iq u id  asse ts , tho other 

option before the concerned households would bs to borrow from lo c a l money­

lenders at a high co s t . Therefore , they should be prepared to recompense 

the traders who provide them goods on c r e d it .  As fo r tho tra d e rs , on the 

o ther hand, though m aintain ing good re la t io n s  w ith th e ir  customers is

(c )  Traders
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e sse n tia l for the smooth running of th e ir  business, being sm all merchants 

w ith  lim ite d  resou rces , the opportun ity cost of extending c re d it  sa le s  

i s  bound to be h igh . They a lso  command some m onopolistic or o l ig o p o lis t ic  

powers over th e ir  customers. Under these circum stances, o ve rp ric in g  of 

goods so ld  on c re d it  to e l i c i t  some in te r e s t  i s  not an u n lik e ly  proposi­

t io n . The p ra c t ic e  of c u lt iv a to r  households in  V i lp a t t i  taking loans 

from vegetab le  merchants in  the wholesale markets o f Kodaikanal and Madurai 

vue have a lready re fe rre d  to . In  the case of such lo ans , the c u lt iv a to r-  

borrouier hypothecates h is  crop which has to be so ld  to the c re d ito r  a t a 

pre-determined p r ic e .  The trader-cum-lender gets a wide margin, which 

in c lud es  a lso  a high ra te  of in te r e s t .  Compared to other borrowers, th  me 

who a v a i l  o f c re d it  from tra d e rs , whether as cash loans or commodity 

lo an s , are more vu lnerab le  to usury, the extent o f which they may not be 

aware them selves. Nor are we in  a p o s it io n  to estim ate the im p l ic i t  or 

concealed in te r e s t  in  such c r e d it  tran sac tio n s .

(d ) Friends and R e la t iv e s

As noted befo re , fr ien d s  and r e la t iv e s  co n s titu te  the lead ing 

source of in form al c re d it  in  our se lec ted  v il la g e s  - both in  terms of the 

number o f loans and volume of c r e d it .  Almost a l l  these loans are reported 

to be in te re s t- f r e e ,  except in  V i lp a t t i  and Mookuperi. In  tho form er, of 

the 13 loans from fr ien d s  and r e la t iv e s ,  9 are in te re s t  f re e . On the remain­

in g  4 lo ans , in te re s t  is  charged ranging from 16 to 120 percen t. In  Mookuperi, 

the to ta l number of loans from th is  source comes to a t ,  out of fchich two- 

th ird s  are w ithout in te r e s t ;  the in te re s t  ra te  on the remaining f iv e  ranges
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from 24 to 120 p ercen t. However« the average (weighted) ra te  o f in te re s t  

m  a l l  loans from th is  source even in  these two v i l la g e s  w i l l  be much 

lower than the in te re s t  ra te s  on loans from formal c r e d it  in s t i tu t io n s .  

O v e ra ll ,  loans from fr ien d s  and r e la t iv e s  are in te re s t- f re e ,  and being 

extended fo r non-pecuniary cons ide ra tio ns , they are non-commercial. The 

d is t r ib u t io n  o f loans from a l l  in form al c re d it  agencies, except fr ien d s  

and r e la t iv e s ,  in  the se lec ted  v i l la g e s ,  c la s s i f ie d  according to ,th e  

average ra tes  o f in te re s t  is  presented in  Table 6.4

Table 6.4 ; D is tr ib u t io n  o f loans from Inform al C red it Agencies 
c la s s i f ie d  according to average ra te  of in te re s t

V il la g e
Rate o f
In te re s t
Percent

Thiru­
navaya

T h a li­
kulam

Anikad Ezhukone V i l ­
p a t t i

Mooku­
p e r i

A l l

0 31
(63 .3 )

1
(4 .3 )

- 2
(5 .4 )

8
(88 .9 )

42
(28.96)

0 - 6 - 1
(4 .3 )

- - - -

I

6 - 1 2 - - - - 2 -
1

2
(1 .37)

1 2 - 2 4 - 3
(13 .0 )

2
(12 .5 )

1
(7 .7 )

6
(16.2 )

1
(11 .0 )

13
(8 .27 )

24 -  36 2
(4 .1 )

17
(73.9 )

7-
(43 .0 )

12
(92 .3 )

2
(5 .4 )

40
(27.58)

36 — 60 — —

(12 .5 )
-

(8 .1 )
- 5

(3 .44)
60 & above 16

(32.7 ) (4 .3 )
5

(31 .3 )
- 22

(59 .5 )
- 44

(30.34)

A l l 49
(100)

23
(100)

16
(100)

13
(100)

37
(100)

9
(100)

147
(100)

Note: F igures in  brackers denote percentages.



133

I t  may be noted th a t ,  notw ithstanding q u ite  a fetu in te re s t- fre e  

lo ans , the la rg e s t  number o f loans are those w ith  an in te re s t  ra te  of 

60 percent and above* However, th is  group o f loans are concentrated 

in  two v i l la g e s ,  Thirunavaya and V i lp a t t i ,  which together account fo r  

more than fo u r- f if th s  o f these high in te re s t  loans*

5.3 Facto rs underlying in te re s t  ra te s

A major th ru st of the research  e f fo r ts  on in te re s t  ra tes  in  the 

ICMs of developing coun tries  has been d irec ted  at id e n t ify in g  the explana­

to ry  va r ia b le s  underlying i t *  One se t of s tud ies  attempted to decompose 

the components of the in te re s t  ra te s . In  th is  con tex t, Bottomley (see 

fo r  instances Bottom ley, 1963, 1965, 1975) had id e n t if ie d  four components 

o f in te re s t  r a te s , v i z . ,  (a )  the opportun ity cost o f noney in vo lved ,

(b ) the premium fo r adm inistering the lo an , ( c )  the premium fo r r i s k ,  and 

(d )  monopoly p r o f i t .  Of these , "ad m in istra tio n  charges, together udth the 

premium fo r r is k  are probably the major determ inants of the high le v e l  of 

in te re s ts  which obtain  throughout the underdeveloped w o rld ". (Bottom ley, 

1963, p .646). Commenting on the above, Chandavarkar (1965) has argued 

th a t "the degree o f monopoly power of the lender may w e ll be the most 

im portant s in g le  determ inant of in te re s t  r a te s " .  M illa rd  Long (1968) and 

Charles N isbet seem more or le ss  to agree w ith th is  p o s it io n . Bhaduri 

examines the form ation of usurious in te re s t  ra te s  in  backward a g r icu ltu re  

aga inst the background of the p e c u l ia r i t ie s  o f ag rarian  c re d it  market 

such as i t s  is o la t io n ,  i t s  h igh ly  personalised  natu re , the exceptiona l 

econonic power o f the len d e r, the kinds o f c o l la te r a ls  accepted by p r iv a te  

lenders - though unmarketable in  the organised money market - the le n d e r 's
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a b i l i t y  a r b i t r a r i l y  to va lue  such c o l la te ra ls  and to se t the in te re s t  

r a te .  In  th is  s itu a t io n ,  there i s  no r is k  o f d e fa u lt ;  in  the event of 

d e fa u lt ,  the va lue  of tran s fe rred  c o l la t e r a ls  would exceed the va lue  of 

defau lted  r is k ,  thanks to the undervaluation  of the c o l la t e r a ls .

"Lend er's  r is k  is  then reduced to an ir r e le v a n t  
co n ce p t...  W ith le n d e r 's  r is k  reduced to an i r r e l e ­
vant concept, ususious ex tra c tio n  can be seen to
form the very basis of in te re s t  ra te s  in  unorganised
money markets. S in ce  d e fa u lt on a loan taken against 
undervalued c o l la t e r a ls  works to the economic advan­
tage of the len d e r, he w i l l  q u ite  n a tu ra lly  have en 
in c e n t iv e  to  ra is e  the in te re s t  ra te  to a le v e l 
which induces d e fau lt  of both p r in c ip a l and in te re s t  
on a la rg e  s c a le " .  (Bhad uri, 1977, p .351).

V^he form ation of usurious in te re s t  ra te s  in  the in form al c re d it  

markets of developing coun tries  may be examined from the demand and supply 

s id e s . Looking from the demand s id e , the purpose fo r  which the loan i s

used - the degree o f e la s t i c i t y  o f demand fo r the goods on which the loan

amount is  spent which in  turn i s  re f le c te d  on the e la s t ic i t y  of demand 

fo r  funds - the borrow er's access to a lte rn a t iv e  sources of c r e d it ,  the 

borrow er's income and asset le v e ls ,  e tc . have a bearing on the in te re s t  ra te . 

Looking from the supply s id e , the degree of monopoly power of the lend er, 

h is  hold on the borrower in  the form o f non-cred it l in k s ,  h is  p o s it io n  in  

the ru ra l power s tru c tu re  and a b i l i t y  to enforce the terms and cond itions 

o f lo an s , e tc . in flu en ce  the ra te  o f in te r e s t .  Bandyopadhyay (1981) has 

analysaed the fa c to rs  underlying in te r-farm  v a r ia t io n s  in  in te re s t  ra te s  

in  West Bengal. Tho fa c to rs  which have been id e n t if ie d  to be re le v a n t  are

(a )  nature of s e c u r it y ,  (b ) purpose o f borrowing, (c )  duration of loan 

(d ) s iz e  of ho ld ing , and (e ) s iz e  o f lo ans . Of these, the purpose of lo an ,
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whether fo r consumption or p roduction , i s  a fa c to r  which determines the 

degree of e la s t i c i t y  of demand fo r  c re d it  and the s iz e  of ho ld ing , a 

proxy fo r the resource p o s itio n  and bargaining streng th  of the borrowers. 

The nature of s e c u r it y , duration  of the lo an , s iz e  o f lo an s , and s iz e  of 

ho ld ing  tire v a r ia b le s  which in flu en ce  the le n d e r 's  assessment o f the 

c r e d it  worthiness of the borrower, and costs o f adm inistering the loans. 

The data y ie ld ed  by the study shouted co r re la t io n  between in te re s t  r a te s ,  

and the v a r ia b le s  l is t e d  above, and the signs are along the expected 

l in e s *  p o s it iv e  in  the case of unsecured, consumption purpose, short 

d u ra tio n , and sm all s ized  loans and negative  in  the case o f s ize  of 

ho ld ing , (Bandyopadhyay, pp. 103*110).

Sarap (1986) examines the d i f f e r e n t ia l  ra te s  of in te re s t  on 

Ioots from in form al lenders in  Sambalpur d i s t r i c t ,  O rissa  s ta te ,  and 

brings out the in flu en ce  of the purpose o f lo ans , the s iz e  o f lo ans , cash 

d e f ic it/ s u rp lu s  p o s it io n  of households, e tc . The find ings o f the f ie ld  

survey brings out th a t in te r e s t  ra tes are h igher on linked  c re d it  trans­

a c tio n s , on loans fo r  medical purposes, loans o f sm all s iz e ,  a id  those 

taken by households uiith c a sh - d e fic it  p o s it io n .

"Our find ings show that in  the in te r- lin k e d  c re d it  trans­
actions the borrowers have to pay h igher ra tes  of in te re s t  
compared to non-linked c re d it  tra n sac tio n s , th a t as much 
as 25%  o f the to ta l e f fe c t iv e  in te re s t  was hidden in  
such tra n sac tio n s , that even w ith in  the in te r- lin k e d  
c re d it  market in te re s t  ra tes  va r ie d  fo r d if fe re n t  borrow­
e rs  depending upon the in e la s t i c i t y  of demand fo r  lo ans , 
which, in  tu rn , i s  in fluenced  by the purpose of lo a n ".
(Sa rap , p .123).
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Karkal (1967) p ro ffe rs  a longer l i s t  of tho facto rs  a ffe c t in g  

in te r e s t  ra te s  in  the unorganised c re d it  market. They aret (1 ) element 

o f r is k  in vo lved  in  lend ing , ( 2 ) c re d it  worthiness of the borrou/er,

(3 ) l iq u id i t y  o f s e c u r ity ,  (4 ) m onopolistic or monosonistic s itu a t io n  

of the trader - moneylender, (5 ) extent o f urgency, i . e ,  e la s t i c i t y  of 

demand fo r  funds coupled uiith in e la s t ic  or lim ite d  supply of funds w ith 

the len d e r, ( 6 ) a v a i la b i l i t y  of owned and borrowed funds w ith  th,o len d e r, 

(7 ) adequate s e c u r ity  behind the loan , ( 8 ) s iz e  and period of lo an , and 

(9 ) other socio-economic fa c to rs . (K a rk a l, p .83).

In  b r ie f ,  the purpose of loan or e la s t i c i t y  of demand fo r 

c r e d it ,  s iz e  o f lo ans , i t s  d u ra tio n , nature o f s e c u r ity ,  asset s iz e  or 

c r e d it  worthiness of the borrower, and degree of monopoly co n tro l on 

the p art of the lender are the fa c to rs  underlying in te re s t  ra te s  in  the 

ICMs. However, in  the f in a l  anays is , they a l l  seem to b o il down to the 

resource p o s it io n  o f the borrower, asset s iz e ,  or cash d e f ic it/ s u rp lu s  

p o s it io n . The e la s t i c i t y  of demand fo r c r e d it ,  s iz e  and duration  of lo an , 

s e c u r ity  and c re d it  worthiness of the borrower vary p o s it iv e ly  w ith s ize  

of assets . The borrowers at the bottom rung g e n e ra lly  have more urgent 

o r in e la s t ic  demand, take loans o f sm a lle r s iz e  fo r shorter du ra tion , 

are  perceived  to have le ss  c re d it  w orth iness, and le ss  c o l la t e r a l  s e cu r ity  

to o f fe r ;  fu rthe r they have l i m i t e d  o p t io n s  other than in f o r m a l  s o u r c e s  

such as p ro fess io n a l moneylenders. So o ther th ings being the same, the 

ra te  o f in te re s t  on loans from in form al c re d it  agencies should vary 

in v e rs e ly  w ith  the s iz e  of borrowers' assets.
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Returning to our se lec ted  v i l la g e s , as noted e a r l ie r ,  loans 

from fr ien d s  and r e la t iv e s  are in te re s t- fre e . Borrowings from a g r ic u l­

t u r is t  moneylenders are not reported in  h a lf  of the se lected  v i l la g e s .  

Loans from traders  are reported in  four of the v i l la g e s ,  but in  tu/o of 

them they are apparently in te re s t  fre e . On the other hand, p ro fess io na l 

moneylenders have wider presence and la rg e r  s c a le  of tran saction s  than 

a g r ic u ltu r is t  moneylenders and tra d e rs . There fo re , we s h a ll focus, our 

a tte n tio n  on the loan tran sac tion s  of p ro fess io n a l moneylenders in  the 

s e le c ted  v i l la g e s .

( i )  Purpose of the loan

I t  i s  g e n e ra lly  presumed that loans put to consumption purposes 

ca rry  h igher in te r e s t  ra te s , because the demand fo r consumption loans i s  

more in e la s t ic .  In  our study areas a ls o , the average ra te  o f in te re s t  

on 'consumption lo a n s ' in  i t s  w ider cannotation (in c lu d in g  loans used 

fo r b u ild ing  houses, m arriage, e t c . )  i s  h igher than tha t on loan3 used 

fo r production or other purposes, (see Table 6 .5 ).

I t  may be noted th a t out of the to ta l 88 loans from tho profe­

s s io n a l moneylenders in  a l l  the v i l la g e s  together, loans fo r consumption 

per se add up to 47 or o v g t  ono-half. Of these 47 lo ans , 45 ca rry  an 

in te r e s t  ra te  of 75 percent or above.



138

Table 6.5 : Average ra ta  of in te re s t  (p e rcen t) on loans from p ro fess io n a l 
moneylenders c la s s if ie d  according to purpose

-■■■.................. ..........
V il la g e

Purpose Thiru­
navaya

— ——— ——-—i

T h a li­
kulam

...........

Anikad Ezhukone V i l ­
p a t t i

Mooku­
p eri

A ll

1. Production

O' 
o 

'—
-»

 o 13.0
( 2 )

36.0
( 1 )

- 75.0
(7 )

24.0
( 1 )

(27)

2. Consumption 125.0
( 8 )

105.0
(13)

76.0
(4 )

30.0
( 2 )

75.0
( 2 0 )

(47)

3. Construction and - 
re p a irs  o f house

16.0
(3 )

mm 31.0
( 2 )

- - ( 8 )

4. M arriage 125.0
( 1 )

30.0
( 2 )

50.0
( 2 )

17.0
( D

- ( 6 )

5. Education - 36.0
( 1 )

mm - ( 1 )

6 . Others 124.0
(3 )

28.0
(3 )

48.0
( 2 )

30.0
( 1 )

- - (9 )

A l l (18) (23) (9) ( 1 0 ) (27) ( 1 ) 88

Note x Figures in  brackets denote the number o f lo ans .

( i i )  Occupation o f  borrowers

Among d if fe re n t  occupational groups, a g r ic u ltu ra l and other casual 

labourers  account fo r more than one—h a lf  of the number of loans from the 

p ro fe ss io n a l moneylenders in  three of the se lec ted  v i l la g e s ,  though th e ir  

share of the to ta l amount of c re d it  from th is  source is  com paratively 

sm a ll. Belonging to the lowest income and asset c la s s ,  a la rg e r  propor­

t io n  o f th e ir  loans would be used fo r consumption purpose. Thus, thanks
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to th e ir  loui income le v e l ,  the demand fo r e s s e n t ia l consumption goods, 

and, th e re fo re , the re su lt in g  demand for c re d it  to meet i t ,  turns out to 

be more in e la s t ic  than c re d it  fo r other purposes. That i s ,  i t  is  not the 

purpose of the loan which determine the in te re s t  r a te ,  but ra th e r the 

resource p o s it io n  of the borrowing groups. The average ra tes  o f in te r e s t  

on loans from p ro fe ss io n a l moneylenders to a g r ic u ltu ra l and other casual 

labou rers  in  ju x ta p o s it io n  w ith  those to c u lt iv a to r s  and s a la ry  earners 

are presented in  Table 6 . 6 .

Table 6 . 6  t Average Rates o f In te re s t  on loans from p ro fess io n a l 
moneylenders according to occupational groups

V illa g e
Occupation

Thirunavaya
Thalikulam
Anikad
Ezhukone
V i lp a t t i
Mookuperi

C u lt iv a to rs

35.00
30.00
39.00
21.00  

40.00

S a la ry  earners

30.00

30.00

Wage earners

125.00
28.00
67.00
36.00
34.00

Thus, in  three out of the f iv e  v i l la g e s ,  loans taken by a g r icu l­

tu ra l and other casual labourers  bear s ig n if ic a n t ly  higher in te re s t  ra te s , 

Only in  two v i l la g e s  in te re s t  on consumption loans borrowed by c u lt iv a to r  

households are h igher, but in  one o f them the d iffe re n ce  i s  m arg inal.
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( i i i )  S iz e  of loans

Another v a r ia b le  which is  c ite d  to a f fe c t  the in te re s t  ra te  in  

the ICMs i s  s iz e  of the lo an . I t  i s  presumed th a t the in te r e s t  ra te s  on 

loans from in form al agencies vary  in v e rs e ly  w ith  the s iz e  of lo ans . The 

avowed reason fo r  the in ve rse  re la t io n s h ip  i s  the higher ad m in is tra tive  

costs  on sm aller lo ans. The average ra tes  o f in te re s t  on loans from
I

p ro fess io n a l moneylenders in  our study areas c la s s i f ie d  according to s ize  

o f lo an s , are given in  the fo llow ing  ta b le .

Table 6.7 t  Average ra tes  of in te re s t  o f loans from p ro fess io n a l 
moneylenders according to s iz e  of loans

V il la g e  
S iz e  of''v\ ^  
loans Rs.

Thiru­
navaya

T h a li­
kulam

Anikad Ezhukone V i lp a t t i Mookuperi

r ..........................

| Upto 500 125 29 82 30 84
(16) (11) (5 ) (2 ) (20)

500 - 1500 30 45 30 53
1 (3 ) (3 ) (2 ) (4 )

i 1500 - 2500

l
" 28

(3 )
- 28

(3)
90
(2)

i 2500 - 5000l|
i

35
(1 )

67
(6 )

32
(3 )

N il
(1 )

! 5000-10000
i
Ii

35
(1 )

- 36
(1 )

-

'
I| •

| Above 10000
I
;

- -
1

; 24 
! <1)

A l l  (No. of loans) 18 23 9 10 | 27
I

1
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The ra te s  of in te re s t  do not seam to f a l l  s te a d ily  as the s iz e  

o f loan in creases  in  a l l  the se lec ted  v i l la g e s .  However, the average 

ra te s  of in te re s t  in  the case of loans of the sm allest s iz e  arc  s ig n i f i ­

c a n t ly  h igher in  some o f the v i l la g e s .  In  two o f the se lec ted  v i l la g e s ,  

v i z . ,  Thirunavaya and V i lp a t t i ,  the co r re la t io n  between the two va r ia b le s  

i s  h ig h ly  s ig n if ic a n t ,  v i z . ,  -0.9940 and -0.6778; in  Anikad, the c o e f f i ­

c ie n t  is  not s ig n if ic a n t ,  v i z . ,  -0.4221. On the other hand, in  two of 

the v i l la g e s ,  Thalikulam  and Ezhukone, the c o r re la t io n  i s  p o s it iv e ,  

though not s ig n if ic a n t ,  v i z . ,  0.3749 and 0.9623. In  Mookuperi, i t  may 

be r e c a l le d ,  there has been only one observation .

6.4 Components of in te r e s t  ra te s

( i )  A d m in is tra tive  Costs

Even i f  the c o r re la t io n  between the s iz e  of loan and in te re s t  

r a te  were negative  and s ig n if ic a n t ly  high in  a l l  the v i l la g e s ,  i t  could 

as w e ll be a spurious re la t io n s h ip , a mere s t a t i s t i c a l  co incidence .

Higher in te re s t  ra te s  on sm all s ized  loans need not n e ce ssa r ily  be due to 

the higher a d m in is tra tiv e  co a ts . As P la t te u , e t . a l  have observed;

"Fo r the theory of ad m in is tra tive  costs to be v a l id ,  two 
basic  cond itions must be met: (a )  ad m in is tra tive  costs 
must be perceived  as such by the lenders and (b ) they 
must be assessed in  monetary te rm s ... n e ith e r of these 
cond itions can be taken fo r granted. For one th ing , 
lenders do not u su a lly  keep d e ta ile d  accounts of th e ir  
money transac tions and superv is ion  costs are l ik e ly  to  
be low in  overcrowded areas where s o c ia l co n tro l is  
easy. For another th in g , the time and energy which they 
have to spend ino rder to c o l le c t  the in te r e s t  payments 
and to recover the p r in c ip a l o f the loans are not nece­
s s a r i ly  considered by them as having a money equ iva len t 
and as for«Lng a cost-component l ia b le  to enter in to  
economic ca lcu a tio n  p erta in ing  to th e ir  moneylending 
b usiness". (P la te a u , e t . a l ,  o p . c i t . ,  p .320).
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With tho entry o f tho new generation o f p ro fess iona l moneylenders, 

the finance  companies, the transac tion  costs might in c rease . The now 

moneylenders * s c a le  of transactions i s  la rg e r .  They m ob ilise  sawings.

For canvasing d ep o s its , c o lle c t io n  of in te re s t  and recovery of p c in c ip le s , 

keeping accounts, e tc . they have to employ paid s t a f f  and m aintain an 

o f f ic e .  Therefo re , some costs are in vo lve d , which would in crease  w ith 

the volume of tran sac tio n s . The a d m in is tra tive  costs incu rred  by p sample 

o f p ro fess io na l moneylenders in  the se lec ted  v i l la g e s  are shown in  Table 6 .8 .

Table 6.8 : Costs o f Adm inistering Loans fo r P ro fe ss io n a l moneylenders 
in  the se lec ted  v i l la g e s  1986

V illa g e
Lender
Se r ie s

Annual
turn
over
Rs.

A dm in is tra tive  
Rent Sa la ry

cost Rs. 

Tota l

..........
R a tio  of 
c o l . 6 to 
c o l . 3 %

In te re s t  ra te  
reported by

The The 
lender borrower

1 2 3 4 5 6 7 8 9

Thirunavaya 1 3422400 3600 12000 15600 0.45 24.0 54
Thalikulam 1 2600000 6000 54600 60600 2.33 24.0

2 250000 600 7800 8400 3.36 24.0
3 300000 N.R. 18000 18000 * 6.00 30.0 53
4 2600000 600 4000 40600 1.56

(3 .51)
24.0

(25.5)

Anikad 1 1916250 6000 120000 18000 0.93 36.0 41

Ezhukone 1 500000 1200 N il 1200 0.24 36.0
2 150000 2400 14200 15600 10.40 36.0
3 1900000 NR 36000 36000 i 1.89 30.0 30 X
4 500000 NR 1200 1200 < 0.24

(3 .19 )
36.0

V i lp a t t i 1 100000 NR NR NR X 0.00 NR 60
Mookuperi 1 100000 2100 - 2100 2.10 30.0

2 125000 - - - 0.00 30.36 24X
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I t  i s  seen tha t ad m in is tra tive  costs in  tho K ara la  v i l la g e s  

v a ry , on the average, from 0.45 percent o f annual turn over in  Thirunavaya 

to 3.31 percent in  Thalikulam . As against th is ,  no a d m in is tra tive  costs 

are reported  in  V i lp a t t i ,  and i t  works out to 2.10 percent in  Mookuperi. 

In c id e n ta l ly ,  M illa rd  Long had "co n s e rv a t iv e ly ” assumed the average adminis­

t r a t iv e  cost o f ru ra l c re d it  as 3 percen t. (Long, o p . c i t . ,  p .282). I t  

i s  s ig n if ic a n t  to note tha t the in te re s t  ra te s  charges by d if fe re n t  money­

lenders as reported  by them selves, do not shout a co n s is ten t re la t io n sh ip  

to th e ir  tran sac tio n  co s ts . In  other words, in te re s t  ra tes  do not vary 

p a r i pasu uiith ad m in is tra tive  co s ts . In  the same v i l la g e ,  fo r example, 

Thalikulam  or Ezhukone p ro fess io na l moneylenders udth d if fe re n t  adminis­

t r a t iv e  costs charge the same ra te  of in te r e s t .  Whether these adm in is tra ­

t iv e  costs are high and whether they can exp la in  the high in te re s t  ra te s

p re v a ilin g  in  the study a reas, the answer appears to  be neg a tive . Fo r,

the average ad m in is tra tive  costs in  most of the v i l la g e s  do not seem to 

co n s t itu te  a high proportion of the ac tu a l in te re s ts  paid by the

borrowers. (Compare columns 7 and 9 in  the ta b le ) .

In  tho l ig h t  of the foregoing i t  seems tha t the higher in te re s t  

ra tes  on sm all s iz e  loans can not be explained by the premium on adminis­

te r in g  such lo ans . The explanation probably l i e s  in  the socio-economic 

c h a ra c te r is t ic s  of ths borrowers. Qthor th ings being the same, tho 

average s iz e  of loans should vary d ir e c t ly  w ith  the s iz e  of a sse ts .

Needless to say , i t  does not imply that a l l  sm all loons are taken by 

households of the lower s t r a ta .  The average s iz e  o f loans takon from the 

p ro fe ss io n a l moneylenders by our sample households belonging to d if fe re n t  

asset c lasses  is  se t out in  Table 6 .9 .
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Table 6.9 : Average fiiz e  o f loans from p ro fe ss io n a l moneylenders c la s s i f ie d  
accord ing to asset c la sses

V il la g e Thirunavaya j Thalikulam  \ Anikad Ezhukone V i lp a t t i  | Mookuperi A ll
A s s e t ^ \ ,  
c l asses 

Rs.

No. Amount
Rs.

1 
•

1 
O 

1 
1 z Amount

Rs.
No. Amount

Rs.
No. Amount

Rs.
No. Amount

Rs.
No. Amount

Rs.
No. Amount

Rs.

1. Upto 500 - 1 - mm - - 15 919.83 - — 16 799.84
2. 5000 - 10000 - - - 1 200.00 - - 5 100.00 - - 6 116.67
3. 10000 - 15000 - - - 2 700.00 - - 1 300.00 - - 3 633.37
4. 15000 - 20000 3 200.00 3 300.00 - - 1 500.00 - - - - 7 285.91
5. 20000 - 30000 3 133.33 3 2066.67 4 525.00 - 5 264.00 - - 15 668.00
6. 30000 - 50000 3 133.33 3 275.00 - 2 2100.00 2 550.00 - - 10 652.50
7. 50000 - 100000 4 187.50 7 1728.57 1 1500.00 2 1500.00 - - - - 14 1267.83
a .  100000 & above 5 2300.00 6 2308.33 1 10000.00 5 1940.00 - - 1 12000 18 4075.00,

A ll 18 763.89 23 1559.78 23 1688.88 10 1740.00 28 507.50 1 12000 89
'
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I t  i s  tru e  tha t the average s iz e  o f loans does not s te a d ily  

in c rease  w ith  the s iz e  of household asse ts . However, by and la rg e , 

average s iz e  o f loans in  the lower s t r a ta  is  sm alle r than tha t in  the 

top asset c la s s e s . The co r re la t io n  between the va lue  of assets and loan 

s iz e  is  found to bo p o s it iv e  in  four out of the f iv e  v i l la g e s ,  and 

h ig h ly  s ig n if ic a n t  in  Anikad and Thirunavaya, v i z . ,  0.9374 and 0.7806, 

but not s ig n if ic a n t  at Ezhukone, 0.4593 and Thaliku lam , 0.2695. ,V i lp a t t i

i s  an exception where the c o r re la t io n  is  h ig h ly  s ig n if ic a n t ,  but n ega tive .

In  b r ie f ,  sm alle r s iz e  o f assets o f the borrowers, lower th e ir  

c re d it  w orth iness, sm alle r the s iz e  o f loans and higher the ra te  of 

in te r e s t .  Thus, the in te re s t  ra te s  and s iz e  of assets may be in v e rs e ly  

r e la te d , as shown in  Table 6.10.

Table ©.10 : Average ra te  of in te re s t  on loans from p ro fess iona l 
moneylenders according to asset c la s s

V illa g e -
Asset Thiru- T h a li­ Anikad Ezhukone l/ ilp a t t i Mookupori
Class navaya kulam

Rs.

Upto 120 (1 )
500 - 1000 120(1)

1000 - 2500 20(7)
2500 - 5000 30(1) ...84(4) |
5000 - 10000 120(1) 120(5)

10000 - 15000 34(2) 36(1)
15000 - 20000 125(3) 30(3) • 30(1)
20000 - 30000 124(3) 207(3) 62(4) 63(5)
30000 - 50000 125(3) 27(3) 30(2) 32(2)
50000 -100000 125(4) 9 (7) 60(1) 21(2) •

100000 & above 40(5) 27(6) 36(1) 33(5) — 24(1)

Note: F igures in  brackets stand fo r  the number of loans
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Although in te re s t  ra te  does not s te a d ily  f a l l  w ith  in crease  in  

the va lue  of a sse ts , there  seems to be an in ve rse  re la t io n s h ip , however 

weak. The c o e f f ic ie n t  of co r re la t io n  between the tuio va r ia b le s  is  

negative  in  a l l  the f iv e  v i l la g e s  for uihich s u f f ic ie n t  number of observa­

tio n s  are a v a ila b le  except Ezhukone* However, i t  is  s ig n if ic a n t  only 

fo r  Thirunavaya, v i z . ,  -0.7699.

( i i )  Riak premium

We have b r ie f ly  re fe rre d  e a r l ie r  in  th is  chapter to the views 

on premium fo r r is k  as a determ inant of in te re s t  rates in  the ICMs. I t  

may be re c a lle d  tha t w h ile  Bottomley inc ludes premium fo r r is k  as one of 

the im portant determ inants, Bhaduri concludes tha t r is k  of d e fa u lt  is  to 

the advantage of the lender and i s ,  th e re fo re , i r r le v a n t  in  the determina­

tio n  of in te r e s t  ra te . Basu (1984) seems more or le s s  to agree with 

Bh ad u ri '8 p o s it io n  th a t "lenders r is k  i s  indeed non-existent and one of 

the motives in  ra is in g  i  £ " in te re s t  ra te  7 could be to encourage d e fa u lt " ,  

( p . 154). Mohan Rao (1980), on the other hand, questions the th e o re t ic a l 

adequacy Bh ad u ri's  model fo r tho conclusion he draws from i t .

"A comparison of the r is k  premium theory and Bhaduri'a  
model shows tha t they are to some extent based on 
opposite &et of assumptions: w h ile  the r is k  premium 
theory i s  based on free  com petition, in vo lu n ta ry  
d e fa u lt , and exogenously caused d e fa u lt ,  Bhaduri's  
model assumes monopoly power, vo lun tary  d e fau lt and 
d e fa u lt  induced by in te re s t  ra te .  The problem is  
s itu a te d  in  non-com petitive p re - c a p ita lis t  context 
where the le n d e r 's  freedom to s e t  the in te re s t  ra te  
i s  r e la t iv e ly  unchekced by market fo rces ; fo r tho 
c re d it  re la t io n s  that are the sub ject o f the theory
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o r ig in a te  and assume wide economic s ig n if ic a n c e  only 
in  h is t o r ic a l ly  id e n t i f ia b le ,  p ro - c a p ita lis t  mode of 
p roduction . The nature and context of such c re d it  
re la t io n s  req u ire  fu rth e r e la b o ra t io n . . . "
(Rao, 1980, p .164).

Raj has taken a more balanced p o s it io n . W h ile  d e fa u lt  r is k  i s  not ru led  

ou t, he has se t a l im i t  to the mark-ups on in te r e s t  ra te s .

" In  p ra c t ic e  the extent of the le n d e r 's  r is k  would 
tend to be re f le c te d  not so much in  actua l mark-ups 
on the pure ra te  of in te re s t  but in  the degree of 
c r e d it  ra t io n in g  imposed by the lenders on the borrowers.
For w h ile  higher in te re s t  rates could act as a d e le rran t 
to la rg e r  borrowing the problem is  not so lved  from the 
le n d e rs ' po in t of view i f  th e ir  own r is k - ra t in g  i s  
h igher than of the borrowers. In  fa c t ,  h igher in te re s t  
ra tes  would have a s ig n if ic a n t  d e terren t e f fe c t  only 
i f  the borrowers concerned have assets that to lose  
in  the even of d e fa u lt .  But i s  i s  when the assets that 
could have been taken over by the lender in  the event 
o f d e fa u lt  are not la rg e  - e ith e r  because the borrowers 
have few assets or because there are obstac les  to 
acq u iring  them - that the r is k s  are g rea te r fo r the 
le n d e r, and i t  i s  p re c is e ly  in  these circum stances 
th a t the borrower might be tempted to p lace  a lower 
ra t in g  on the r is k s  in vo lved . Moreover, i t  i s  only 
w ith in  a narrow range th a t in te re s t  ra te s  can be 
e f f e c t iv e ly  ra ised  to cover an tic ip a ted  r is k s  o f d e fau lt 
w ithout such higher in te re s t  ra te s  themselves becoming 
a fa c to r  in creas in g  tho p ro b a b ility  of d e fa u lt " .
(R a j,  1979, p .113).

In essence, Raj has argued that " the higher rates of in te re s t prevalent 

i n these oconomiaa cannot bo wholly (or perhaps even la rg e ly ) explained

sim ply in  terms of r is k  premia to compensate fo r expected 

lo a n s " .  ( I b id . ,  p .114. Emphasis added).
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Tho c o l la t e r a l  or s e c u r ity  o ffe red  has obviously  a bearing on 

r is k .  Borrowers uiith no s e c u r ity  or lou, va lue  c o l la t e r a l  would have a 

g rea te r p ropensity to d e fa u lt .  Their ouin ra tin g  o f the va lue of tho 

c o l la t e r a l  may be loui, lower than the volume of lo ans . In  such s itu a t io n  

they may be considered high r is k  c l ie n ts  and charged higher in te r e s t .

In  our study areas the ra te  of in te re s t  charged on unsecured loans 

(m ostly on personal s e c u r ity )  are h igher than on loans against go ld , 

th e  c o l la t e r a l  p re fe rred  by the p ro fess io na l moneylenders in  the 

se le c ted  v i l la g e s  (see Table 6 .11 ).

Table 6.11 : D is tr ib u t io n  o f borrowings according to in te re s t  ra te  
and s e cu r ity

V illa g e
S e c u r ity Anikad Ezhukone Thirunavaya T h a li­

kulam
V i l ­
p a t t i

Mooku­
p eri

Gold 36
(1)

30
(10)

35
(2 )

20
(20)

- -

Land or house - - - - 0.0
(1)

-

Personal s e c u r ity 62
(7)

- 124
(16)

93
(3 )

65
(26)

24
(1)

No durables 36
(D

— ' - — — -

Total 9 10 18 23 27 1

Note: F igures in  brackets show the number of loans.
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( i i i )  Opportunity co3t o f money

Bottom ley 's  id e n t if ic a t io n  o f the opportun ity cost of the money 

in vo lved  as one o f the components of ru ra l in te re s t  i s  g e n e ra lly  accepted. 

The opportun ity cost of money i s  defined as the re tu rns on a lte rn a t iv e  

r is k - fre e  investm ents. As Bottomley (1964) put i t :

"L e t  us suppose th a t a p a r t ic u la r  v i l la g e  moneylender 
has more cash than he needs. What can he do w ith the 
excess? He can in v e s t  in  r e a l e s ta te , fixed  in te re s t  
s e c u r i t ie s ,  and so fo rth . I f  g en e ra lly  com petitive  
cond itions o b ta in ,ap a rt from moneylending investments 
should be forced down to e q u a lity  w ith the ra te  of 
re tu rn  on investm ents w ithout e ith e r  r is k  or adminis­
t r a t iv e  co s ts , such as government bonds. The opportunity 
cost of moneylender's cash would the re fo re  equal the ra te  
o f re tu rn  on such s e c u r it ie s  ancJ i t  is  probably appro­
p r ia te  fo r us to consider i t  as such".
(Bottom ley, 1964, p. ) .

Raj has questioned the above presumption l im it in g  the options before

the ru ra l len d e rs , and hypothesised tha t holding commodity stocks w i l l

b ie ld ,  b e tte r  re tu rns than government bonds, and th a t

" i f  the main agencies in vo lved  in  lending are a g r icu l­
tu ra l moneylenders and tnaders, and both have the 
a lte rn a t iv e  of holding commodity stocks to lending 
( i . e .  to holding promissory n o te s ), the ra te  o f 
re tu rns re a liz a b le  on commodity stocks i s  l i k e ly  to
have a s ig n if ic a n t  in flu en ce  on the ra te  of in te re s t
charged on lo a n s " . (R a j,  o p . c i t . ,  p .125).

The le n d e r 's  opportun ity cost is  in v a r ia b ly  viewed as tho 

earnings foregone from p oss ib le  a lte rn a t iv e  investm ents. Tho underlying 

assumption is  tha t the len d e r, whether p ro fess io n a l or non-professional
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" In  agrarian  economies there are feui agencies engaged 
sim ultaneously in  both borrowing and lend ing , and so 
not on ly are there  no in s t i t u t io n a l  arrangements fo r 
in te rm ed ia tion  between savers and in ve s to rs  but such 
lending as is  done i s  almost w holly out of the own- 
wealth of the in d iv id u a ls  or households concerned".
( I b id . ,  p .111).

This may be true  of a s t a t ic  ag rarian  economy, when both the demanfi 

fo r  funds can be envisaged w ith dynamic changes in  a g r ic u ltu re , as for 

example, w ith the new high y ie ld in g  seed v a r ie t ie s  and g rea te r use of 

f e r t i l i z e r s ,  a g r ic u ltu ra l m achinery, e tc . as in  Punjab and Haryana, or 

mechanisation o f f ish in g  in  Kera la  or h igher consumption expenditure 

by way o f house co n stru c tio n , purchase o f consumer durab les, or for 

purpose o f financing  em igration to the Gulf as in  K e ra la . Given the 

co n s tra in ts  on supply o f funds from formal c r e d it  in s t i tu t io n s ,  a good 

p roportion  o f ru ra l households may turn to in form al c re d it  agencies.

The supply of loanab le  funds may a lso  in crease  as a re s u lt  of tho increase  

in  sav ings, generated by the aforementioned fa c to rs  l ik e  dynamic changes 

in  a g r ic u ltu re , mechanisation o f f ish in g  or flow  o f rem ittances, and 

these are a ttra c te d  by the p ro fess io n a l moneylenders, thanks to the 

lower in te re s t  ra tes  o ffe red  by the fo rm al. c re d it  in s t i tu t io n s .

In  the l ig h t  o f the foregoing, p ro fe ss io n a l moneylenders no 

more l im i t  th e ir  lending a c t iv i t ie s  to th e ir  ouin funds, but a t t ra c t  

deposits or borrow from those households w ith  sav ings. Thus, the in te re s t  

they have to pay on such deposits or loans would be the minimum co3 t  of 

the money .they lend to o thers . In  most of our se lec ted  v i l la g e s ,  the

moneylenders, lends out of h is  own savings.
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p ro fess io n a l moneylenders are seen to have taken deposit and/or loans 

from the households of the re sp e c tive  v i l la g e s .  (Table 6 .1 2 ).

Table 6.12 t  Loan transac tions  o f a sample of p ro fess io n a l moneylenders 
in  the se lec ted  v i l la g e s

V illa g e Money­
lender
S e r ia l

No.

Total
amount
le n t

Rs.

In te re s t
charged

%

Deposits/
loans
rece ived

Rs.

In te re s t
paid

%

Source

Thirunavaya 1 3422400 24 200000 19.5 Friends and 
r e la t iv e s

Thalikulam 1 2600000 24 400000 12.0 -do-
2 500000 24 22000 10-13 -do-
3 500000 30 200000 10-12 -do-
4 2500000 24 N.R. 12 -do-

Anikad 1 1916250 36 447000 24 -do-

Ezhukone 1 15000 36 w
2 2800000 30 1000000 12-24 -do-
3 500000 36 - - -

V i lp a t t i 1 52150 24-36
2 15000 - - - -

Mookupori 1 N.R. 30-36 _
2 N.R. 30-36 “

That the m a jo rity  o f the sample p ro fess io n a l moneylenders from 

K era la  v i l la g e s  have been depending on externa l funds to support th e ir  

lend ing  a c t i v i t ie s  is  c le a r  from the foregoing ta b le . (Table 6 .1 2 ).

The in te re s t  they had to pay on deposits rece ived  even from friend s and 

r e la t iv e s  ranged from 10 to 24 percent is  not n e g lig ib le  e ith e r .
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That g ives an in d ic a t io n  o f the opportunity cost o f the money in vo lved . 

As against th is ,  the p ro fess io na l moneylenders in  the two Tamil Nadu 

v i l la g e s  have not reported re ce iv in g  any deposits or borrowings. Presu­

mably, th is  may be due to the sm alle r s ca le  o f th e ir  loan tran sac tio n s .

Monopoly P r o f i t

Chandavarkar contends tha t Bottomley "overlooks that the' elements 

o f monopoly and ologopoly in  the lending business may be even more im portant 

as an exp lanation o f high ra te  of in te r e s t  in  these economies than the r is k  

premium and ad m in is tra tion  charges". He attempts to prove tha t tho 

"degree o f monopoly power o f the lender may w e ll be the most im portant 

determ inant of in te re s t  o te s " .  (Chandavarkar, 1965, p .323). The basis 

o f h is  a ssertio n  is  that

"the  a v a ila b le  evidence a t le a s t  fo r In d ia  suggests that 
the 'd en s ity*  of moneylenders as a p ro fess io n a l c lass  
is  very low and as such h igh ly  conducive to monopoly 
in  the business both w ith in  and outside  the v i l la g e .  
W hile  the figu res below show that pure monopoly could 
be sa id  to ex is t in  only 11.5 percent of Indian 
v i l la g e s ,  i . e .  those w ith  one res id en t moneylender, 
th e ir  number and concentration  in  the other v i l la g e  
in  the sample are a lso  more in d ic a t iv e  of ologopoly 
than com petition. I t  is  s ig n if ic a n t  tha t the category 
w ith four or more res id en t moneylenders, which may be 
regarded as nearest to com petitive  amongst a l l  the 
f iv e  groups, accounts fo r only 10.3 p ercen t".

( L o c . t i t ) .

Long has argued that Chandavarkar's use of the number o f moneylenders 

in  a v i l la g e  as a measure of com potition i 3 m islead ing .
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" In  64 percent o f a l l  v i l la g e s  in  the sample c ite d  by 
Chandavarkar, there was not a s in g le  reported 

le n d e r ! I f  one lender in  a v i l la g e  im p lies  monopoly, 
what do03 tho absence of lenders im p ly. I suggest 
tha t i t  does not moan there is  no borrowing, for the
fig u re  c ite d  are on ly fo r lenders who responded to the
in q u iry  . . . .  and many c re d ito rs  presumably did not 
consider themselves moneylenders or fo r some other 
reasons fa i le d  to r e p ly " .  (Long, 1968, p .277).

Tho fig u res  c ite d  by Chandavarkar are from the repo rt of the A ll In d ia  

Rura l C red it Survey, 1951-52. S in ce  then the s tru c tu re  of the ru ra l 

c re d it  market has undergone major changes. As we have observed e a r l ie r ,

tho share of formal c re d it  in s t itu t io n s  in  the to ta l borrowings by ru ra l

households has increased  n ea rly  ten fo ld , from around 6 to over 61 per­

cent between 1951-52 and 1981-82. Consequently, what ever monopoly power 

tho p ro fess io n a l moneylenders had p rev io u s ly  would have been g re a t ly  

eroded.

Most o f our study areas, i t  may be r e c a l le d ,  are served by formal 

c re d it  in s t itu t io n s  l ik e  cooperative  s o c ie t ie s  and/or commercial banka. 

Friends and r e la t iv e s  are a major source of c r e d it .  N a tu ra lly , profe­

s s io n a l moneylenders are lenders of tho la s t  re s o r t .  In  some of tho 

se lec te d  v i l la g e s ,  there is  more than one p ro fess io n a l moneylender. Under 

these circum stances, the degree o f monopoly power fo r any one of tho 

moneylenders i s  apt to be weak. And, th e re fo re , monopoly p ro f i t  cannot 

exp la in  the high ra te  of in te re s t  charged by them.

Which of the four components o f in te re s t  ra tes  discussed above

—  tho opportun ity cost o f the money in vo lve d , ad m in is tra tive  co s t , r is k  

premium and nonopoly p ro f i t  —  is  the most im portant, i t  is  d i f f i c u l t  

to say . To g en e ra lise  tha t "ad m in is tra tio n  charges, together w ith the
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premium fo r r is k  are probably the major determ inants of the high le v e l  of 

in te re s ts  uihich obta in  throughout the underdeveloped world" (Bo tto m ley ), 

or "th e  degree o f monopoly pou/er of the lender may uiell be the most 

im portant s in g le  determ inant of in te re s t  rates" (Chandavarkar) is  too 

sweeping. O bviously, given the g rea t d iv e r s it y  o f the socio-economic 

cond itions in  any country , to  to speak o f between co u n tr ie s , the r e la t iv e  

ro le  of the fa c to rs  or shares o f the components would vary  from reg ion to 

reg ion . This d iv e r s it y  was brought out by the in te r - v i l la g e  d iffe ren ces  

in  the d if fe re n t  parameters in vo lved . In  f a c t ,  we observed d iffe re n ce s  

in  the ad m in is tra tive  costs or d e fa u lt  ra te  between p ro fess io na l money­

lenders from the same v i l la g e .

To sum up, the average ra te  of in te r e s t  on loans from p ro fess io na l 

moneylenders, the p r in c ip a l commercial in fo rm al c r e d it  agency in  our 

se lec ted  v i l la g e s ,  was seen to vary from 24 to 60 percen t. Wide v a r ia ­

tio ns  in  in te re s t  ra te s  charged by p ro fess io na l moneylenders w ith in  the 

same v i l la g e  were a lso  observed. The loan propose, 3 iz s  and s e cu r ity  

emerge as tho p r in c ip a l fa c to rs  underlying the in t r a - v i l la g e  va r ia t io n s  

in  in te re s t  ra te s . Loans used fo r consumption purpose, loans of small 

s iz e  and those w ith  no c o l la t e r a l  s e c u r ity  u/ere seen to bear h igher in te re s t  

r a te .  Borrowings from low income n o n -cu ltiva to r households g en e ra lly  

share the above c h a ra c te r is t ic s .

Data from our f ie ld  studies also seem to imply that r isk  premium 

and monopoly p ro f it  are not important elements in  the in te re s t ra te  charged 

by professional moneylenders. Risk of defau lt is  apt to be taken care of
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by c re d it  ra tio n in g  ra the r than by mark-ups of in te re s t  ra te s . W ith the 

emergence o f a lte rn a t iv e  sources of c r e d it ,  monopoly p ro f it  has ceased 

to  be re le v a n t fo r a good proportion of the ru ra l households. On the 

other hand, opportun ity cost of money, i . e .  in te r e s t  on deposits or 

borrouials, is  an e l ig ib le  candidate fo r co n s id e ra tio n . Under tho 

emerging system of finance companies, a d m in is tra tiv e  costs may a lso  

assume im portance.



CHAPTER 7

FACTOHS UNDERLYING INTEREST RATES VARIATION IN THE SAMPLE
VILLAGES

The find ing s  of our survey of se lec ted  sample v i l la g e s  r e f le c t

the ex istence  of u/ide v a r ia t io n s  in  the ra tes  o f in te re s t  (c a lcu la te d

on an annual b a s is ) on loans both from formal as w e ll as in form al

agencies. This has ofcourse been observed in  o ther s tud ies  a lso .

Under cond itions o f im perfect markets as w e ll as fragmented markets,

one would expect to observe a wide spectrum of ra te s  ra th e r than a

tendency fo r the ra tes  to  converge. In  the th e o re t ic a l and em p irica l

l i t e r a tu r e  reviewed e a r l ie r ,  the fo llow ing  fa c to rs  have been id e n t if ie d

as having an im portant bearing on the ra te  of in te r e s t :  the s iz e  and
d if fe r in g

duration  of lo an s , the purpose of borrowing (which r e f le c t s  the^under- 

ly in g  e la s t i c i t y  of demand fo r c r e d it )  the nature o f the s e c u r ity  o ffe red , 

the c re d it  worthiness or bargaining power of the borrower as re f le c te d  

in  the s iz e  of land holding or the va lue o f to ta l  assets.

In  th is  chap ter, we have put the survey data to c lo se r s c ru tin y  

w ith  a view to id e n t ify in g  the r e la t iv e  importance of these determining 

fa c to rs  in  exp la in ing  v a r ia t io n s  in  in te re s t  ra te s . The an a lys is  is  

c a r r ie d  out on the basis o f loan wise d a ta , i . e .  each l o a n  i s  trea ted  as 

an o b serva tion . We have confined the a n a lys is  to each lo an , s in ce  the 

c a lc u la t io n  of the re levan t in te re s t  ra te  is  much eas ie r in  th a t case;
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The main exp lanatory v a r ia b le s  used in  th is  a n a lys is  are :

LAND : C u lt iv a te d  Area ( in  Cents)
DUK : Duration o f Loan ( in  months)
T0A5ST : To ta l va lue  of Assets
EDU : Education le v e l o f the Head o f Household uthich has borrowed.

S IZ E  : S iz e  o f the loan .

In  ad d itio n , there  are the fo llow ing  q u a lita t iv e  v a r ia b le s .

OCCU : Occupation o f the head of the borrowing household. This
i s  coded as fo llo w s: 1 =* C u lt iv a to r ; 2 = A g r ic u ltu ra l
or Casual N on-agricu ltu ra l labour; 3 = Non c u lt iv a to r .

AGENCY : Tho agency from which the loan has been taken. This is
coded as fo llo w s: 1 = Formal sector* 2 = A g ric u ltu ra l 
Moneylender; 3 = P ro fe ss io n a l Moneylender; 4 = Traders;
5 «= Friends and R e la t iv e s .

SECU : S e c u r ity  o ffered  coded as fo llo w s : 1 = Gold, other
durab les; 2 = Land, B u ild in g s ; 3 = Personal S e c u r ity ;
4 = D eposit.

PURPOSE : Purpose of loan coded as: 1 = Production ; 2 = Consumption;
3 s  Fam ily Expenses (m arriage, education e t c . ) ;
4 = Others.

REASON : Reason given fo r agency p re ference . Coded as :
1 = Low In te re s t  Rate, Subsidy e t c . ;  2 = Urgency of 
Requirement; 3 = Easy Terms (such as repayment schedules, 
easy a ccess ).

\/ILC0 : V il la g e  Code. This is  coded as fo llo w s: 1 = Mookuperi;
2 = V i lp a t t i ;  3 = Anikad; 4 = Ezhukone; 5 = Thirunavaya;
6 = Thalikulam .

The plan of the an a lys is  i s  as fo llo w s. In  the f i r s t  phase, we 

sub jected  the data fo r a l l  the v i l la g e s  pooled together, to two types of 

a n a ly s is .  We f i r s t  ca rr ie d  out a s e r ie s  of one way an a lys is  of va riance  

fo r  formal and in form al se c to r loan sep a ra te ly  w ith  respect to tho fo llo w ­

ing  groupings: VILCO; OCCU; AGENCY (Formal and Inform al secto r loans
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combined) SECU and PURPOSE. The re su lts  are given beloui. These shoui 

ve ry  s ta rk ly  tha t in  no case mas the F r a t io  on the ANOVA s ig n if ic a n t .  

Thus fo r none of the above mentioned q u a lita t iv e  va r ia b le s  i s  there 

much homogeneity in  the data. The only v a r ia b le  where the F - r a t io  is  

r e la t iv e ly  high i s  VILCO, suggesting th a t a disaggregated an a lys is  

s e p a ra te ly  fo r each v i l la g e  might be worthw hile. In  a way, th is  ra the r 

nega tive  fin d in g  i s  very in te re s t in g  in  i t s  own r ig h t ,  because i t  

suggests th a t a g rea t deal of heterogen ity  and v a r ia b i l i t y  e x is t  in  the 

in te r e s t  ra te .

COMBINED ANOVA fo r a l l  V illa g e s  Together

1. F ormal

V a riab le  IRATE 
By V a riab le  VILCO

Analys is  of Variance

Source D .F. Sum of 
Squares

Mean
Squares

' F 
Ra tio

I
F

Prob.

Between Croups 5 10350.7730 2070.1546 1.1948 .3107
W ith in  Groups 451 781419.1964 1732.6368

To ta l 456 791769.9694

Inform al Analysis  of Variance

Source D .F . Sum of 
Squares

Mean
Squares

F
^atio

F
Prob.

Between Groups 5 1275671.007 255134.2015 1.7537 .1225
W ith in  Groups 282 41025507.44 145480.5228

Tota l 287 42301178.44 14



159

2. Formal

V a r ia b le  IRATE
By V a riab le  OCCU

A nalysis  o f  Variance

Source D .F. Sum of 
Squares

Mean
Squares

F
Ratio

F
Prob.

Betu/een Groups 2 3750.4188 1875.2094 1.0804 .3403
W ith in  Groups 454 788019.5506 1735.7259

To ta l 456 791769.9694
■

II

Inform al

V a r iab le  IRATE 
By V a r iab le  OCCU

Analysis of Variance

Source D .F. Sum o f 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 2 258399.2682 129199.6341 .8758 .4176
W ith in  Groups 285 42042779.18 147518.5234

Total 287 42301178.44

3. V a riab le  IRATE 
By V a riab le  AGENCY

A nalysis  of Variance

Source D .F. Sum of 
Squares

Mean
Squares

... . ""
F

R atio
F

Prob.

Between Groups 4 365304.6974 91326.1744 1.5737 .1794

W ith in  Groups 740 42944263.04 58032.7879

Tota l 744 43309567.74
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4. Formal

V ariab le  IRATE
By V ariab le  SECU

Analysis of Variance

Sources D .F. Sum o f 
Squares

Mean
Squares

F
Ratio

F
Prob.

Betu/een Groups 3 5803.3078 1934.4359 1.1149 .3426
W ith in  Groups 453 78966.6616 1735.0257 i

To ta l 456 791769.9694

Inform al

V a riab le  IRATE 
By V a riab le  SECU

Analysis  of Variance

Source D .F . Sum o f 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 2 67184.3370 33592.1685 .2267 .7973
W ith in  Groups 285 42233994.11 148189.453G

Total 287 42301178.44

5. Formal

V a riab le  IRATE 
By Variance PURPOSE

Analysis  of Variance

Source D .F. Sum of 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 3 21.2973 7.0991 .0041 .9996

W ith in  Groups 453 791748.6721 1747.7896

To ta l 456 791769.9694
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Inform al

V a riab le  IRATE

By V a riab le  PURPOSE

Analysis  of Variance

Source D .E. Sum of 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 3 181242.4169 60414.1390 .4Q 74 .7478

W ith in  Groups 284 42119936.03 1483Q9.6339 1

Total 287 42301178.44

In  the next phase of the a n a ly s is , wo attempted a regression  

ex e rc ise , again fo r  a l l  the v i l la g e  combined. In  these regression  we 

regressed the Rate o f In te re s t  (on in form al c r e d it )  on LAND, DUR, S IZ E , 

T0AS5T and EDU, along w ith separate sets of dummy v a r ia b le s , to allow 

fo r d if fe re n t  le v e l  ( in  the constant term ). The dummy v a r ia b le s ; which 

we t r ie d  in  separate  regression  equations were: VILCO, OCCU, AGENCY,

SECU, PURPOSE and REASON. The re s u lt  o f th is  regression  exerc ise  are 

reported below. Once again , thu find ings are s t r ik in g ,  though nogativo . 

A l l  the reg ression  equations do extremely p o o rly , and have hard ly  any 

explanatory power. Hardly any o f the form ulated economic va r ia b le s  are 

s ig n if ic a n t ,  and of the dummy va r ia b le s  on ly VILCO showis some s t a t i s t i c a l  

s ig n if ic a n c e . Thus we conclude that the data do not beyond to a popula­

t io n  w ith  uniform c h a ra c te r is t ic s ,  and i t  was thought best to ca rry  out 

the an a lys is  sep a ra te ly  fo r v i l la g e s .  In  a sense, th is  i s  not su rp ris in g  

because the v i l la g e s  have been se le c ted  w ith  p a r t ic u la r  a tten tio n  to th e ir  

representing  d if fe re n t  types of s itu a t io n s  w ith respect to a la rg e  number 

of c h a ra c te r is t ic s .
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Combined Regressions: (F igu res  in  parentheses are t- va lu es , and R squares
are adjusted fo r degree of freedom)

1. IRATE »  288.28 - 215.47 VILC05 - 2.10 DUR - 0.02 LAND
(3 .73 ) (-2.64) (-0.747) (0.208)

- 185.35 VILC01 + .0.0048 S IZ E  - 171.68 VILCG4
(-3.79) (-0.82) (-1 .68 )

- 0.00015 T0ASST - 48.03 EDU - 191.12 VILC03
(-0 .76) (-1.38) (-2.10)

-(167.77) UILC02 
(-1.84)

R Square = 0.0091

2. IRATE = 180.01 - 89.38 0CCU2 - 1.92 DUR + 0.0028 LAND
(3 .11 ) (-1.59) (-0.738) (0.038)

+ 0.0068 S IZE  - 60.35 EDU - 0.00024 TOASST
(1 .15) (-1.92) (-1.203)

- 65.63 0CCU1
(-1.05)

R Square = 0.0039

3. IRATE = 127.47 - 56.34 AGENCY4 - 0.00023 TOASST
(2 .30) (-0.834) (-1.19)

- 12.65 AGENCY2 - 2.55 DUR + 0.0041 LAND
(-0.019) (-0.964) (0.056)

- 46.62 EDU + 0.0069 S IZE  + 2.27 AGENCY3
(-1.53) (1.165) (0.041)

R Square = -0.0067
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4. IRATE = 06.94 + (25.40) SECU3 - 44.68 EDU + 0.0075 SIZE
(1 .22 ) (0.397) (-1.48) (1 .27)

+ 0.0096 LAND - 0.00025 TOASST + 0.05 DUR
(0 .13 ) (-1.31) (0.001)

- 91.67 SECU2
(-0.530)

R Square = —0.0041

5. IRATE = 112.42 + 61.77 PURP0SE3 + 0.0086 LAND - 2.50 DUFl
(1 .50 ) (0.840) (0.117) (-0.952)

- 50.06 EDU - 0.00026 TOASST - .10.41 PURPuSEI
(-1 .64) (-1.38) (-0.129)

+ 0.0059 S IZE  - 4.18 PURP0SE2
(0.974) (-0.058)

R Square «  -0.0037

6 . IRATE = 104.3 + 22.32 REAS0N2 - 0.00024 TOASST- 2.41 DUR
(2 .11 ) (0.241) (-1.272) (-0.911)

- 0.0079 LAND - .0.0073 S IZ E  + 22.98 REASUN1
(0.107) (1.231) (0.460)

- 48.34 REAS0N1 
(-1.563)

R Square = -0.0053

The next phase of tho a n a ly s is , uie ca rr ie d  out ANOl/A (one urny) 

w ith  roapoct to samo v/ariabloa as e a r l ie r ,  fo r  both formal and in fo rm a l 

sec to r loan s e p a ra te ly , fo r each v i l la g e .  These re su lts  are reported 

below:
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In summary, the re su lts  shorn the fo llow ing  p a tte rn s :

(a )  V il la g e  : flnjkad

The F r a t io  i s  h ig h ly  s ig n if ic a n t  w ith  respect to AGENCY. Also,

SECU and PURPOSE are s ig n if ic a n t  for formal sec to r lo ans . OCCU is  in ­

s ig n if ic a n t .  For the in form al secto r lo ans , however, nono of the v a r ia b le s , 

v i z . ,  OCCU, SECU and PURPOSE are s ig n if ic a n t  in  the ANOVA. This shows a 

la ck  of homogeneity w ith respect to these groupingsin tho data.

(b ) V il la g e  : Ezhukone

Here aga in , the F r a t io  w ith  respect to AGENCY is  h igh ly  s ig n i­

f ic a n t .  For formed secto r c r e d it  OCCU, SECU and PURPOSE arc  h igh ly  

s ig n if ic a n t .

In  case of in form al secto r c r e d it ,  SECU on ly is  h ig h ly  s ig n if ic a n t .

(c )  V il la g e  : Thirunavaya

Once again , the F r a t io  w ith  respect to  agency is  h igh ly  s ig n i­

f ic a n t .  For formal secto r lo an , once again OCCU, SECU and PURPOSE show

s ig n if ic a n t  d isc r im in a tio n .

( rJ) V il la g e  : Thalikulam

AGENCY again y ie lrb  a high F r a t io .  For formal secto r c r e d it ,  

noneof the groupings appear to show a high d isc rim in a tin g  power. OCCU 

i s  on ly weakly s ig n if ic a n t .  For in form al c r e d it ,  ftonB o f  ^ e  va r ia b le s  

y ie ld  a s t a t i s t i c a l l y  s ig n if ic a n t  F - ra t io .
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(a ) V il la g e  : V i lp a t t i

Here again AGENCY is  h ig h ly  s ig n if ic a n t .  For tho formal secto r 

c r e d it ,  tue f in d  OCCU, SECU and PURPOSE to be s t a t i s t i c a l l y  s ig n if ic a n t .  

In  the case of in form al secto r c r e d it ,  in  th is  v i l l a g e ,  SECU, PURPOSE 

and OCCU are a lso  h ig h ly  s ig n if ic a n t .

( f )  V illaQ B  : Mopkupori

In  th is  v i l la g e  a lso , AGENCY is  s ig n if ic a n t .  For formal c re d it  

PURPOSE is  h ig h ly  s ig n if ic a n t ,  and OCCU is  ve ry  weakly s ig n if ic a n t .  For 

in form al c r e d it ,  PURPOSE i s  h ig h ly  s ig n if ic a n t .

V i l la o e  w ise flNOVA*

Anikad

F ormal

V ariab le  IRATE 
By V ariab le  OCCU

A nalysis  o f Variance

Source D .F . Sum of 
Squares

Mean
Squares

F
ra t io

F
Prob.

Between Groups 2 2.9997 1.4998 ,1106 .8954
W ith in  Groups 1 1 0 1600.8350 13.5664

To ta l 1 2 0 1603.8347 r
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V a riab le  IRATE 
By V a riab le  OCCU

Anikad (Contd ,)

Analysis  of Variance

Source D .F. Sum of 
Squares

Mean
Squares

F
Ra tio

F
Prob.

Between Groups 4 36911.2512 9227.8128 81.9233 .0 0 0 0

W ith in  Groups 163 18360.2666 112.6397

Tota l 167 55271.5179

L.  . - ............ .

t

V a riab le  IRATE 
By Variab le  SECU

Analysis  of Variance

Source D .F. Sum o f 
Squares

Moan
Squares

F
Ratio

F
Prob.

Between Groups 3 375.3200 125.1067 11.9148 .0 0 0

W ith in  Groups 117 1228.5147 10.5001

Total 1 2 0 1603.8347

Variab le  IRATE 
By Variab le  PURPOSE

A na lys is  o f Variance

Source D .F . Sum o f 
Squares

Mean 
Squares

F
Ratio

F
Prob.

Between Groups 3 255.7638 85.2546 7.399 .0 0 0 1

W ith in  Groups 117 1348.0709 11.5220

Tota l 1 2 0 1603.8347
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Anikad (C on td .) 

Inform al

V a riab le  IRATE 
By V ariab le  OCCU

A nalysis  o f Variance

Source D .F. Sum o f 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 2 2170.3798 1085.1899 .9563 .3922
W ith in  Groups 44 49930.9393 1134.7941 »

Total 46 52101.3191

V ariab le  IRATE 
By V a riab le  SECU

A nalysis  of Variance

Source D .F . Sum o f 
Squares

Mean
Squares

F
Ratio

F
Prob.

Bstu/een Groups 1 806.2858 806.2858 .7073 .4048
W ith in  Groups 45 51295.0333 1139.8896

Tota l 46 52101.3191

V ariab le  IRATE 
By V a riab le  PURPOSE

A nalysis  of Variance

Source D .F . Sum of 
Squares

Mean
Squares

F
Ratio

F
Prob.

Betu/een Groups 3 5769.7501 1923.2500 1.7850 .1643
W ith in  Groups 43 46331.5691 1077.4784

Tota l 46 52101.3191
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Ezhukone

F ormal

V a r iab le  IRATE 
By V a riab le  OCCU

A nalys is  of Variance

Source D .F. Sum o f 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 2 100.5008 50.2504 3.1265 .0489 !
W ith in  Groups 86 1382.2183 16.0723

\

Total 88 1482.7191 I

V a riab le  IRATE 
By V a r iab le  SECU

Analysis  o f Variance

Sou rce D .F. Sum of 
Squares

Mean
Squares

F
Ratio

!
F

Prob.

Between Groups 2 245.1688 122.5844 8.5187 .0004
W ith in  Groups 86 1237.5503 14.3901

Total 88 1482.7191

Variab le  IRATE 
By V a riab le  PURPOSE

A na lys is  of Variance

Source D .F . Sum of
S qu ar ea

Mean
Squares

F
Ratio

F
Prob.

Between Groups 3 569.222 189.7407 17.6552 .0 0 0 0

W ith in  Groups 85 913.4969 10.7470

Tota l 88 1482.7191
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Inform al

V a r iab le  IRATE 
By V a riab le  OCCU

Analysis  of Variance

Ezhukone (Contd .)

Source D .F. Sum of 
Squares

Mean
Squares

F
R a tio

F
Prob.

Between Groups 2 588.2996 279.1498 1.1709 .3248
W ith in  Groups 28 6675.4423 238.4087 »
Tota l 30

--------
7233.7419

Variab le  IRATE 
By Variab le  SECU

Analysis of Variance

Source D .F. Sum of 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 2 4124.8008 2062.4004 18.5746 .0000

W ith in  Groups 28 3108.9412 111.0336

Total 30 7233.7419

Variab le  IRATE 
By V a riab le  AGENCY

Analysis o f Variance

Source D .F. Sum of 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 3 877.1419 292.3806 1.2419 .3139
W ith in  Groups 27 6356.6000 235.4296 ii
Total 30 7233.7419 :
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Ezhukone (C on td .)

V a riab le  IRATE 
By V a riab le  AGENCY

Analysis  of Variance

Source D .F. Sum of 
Squares

Mean
Squares

F
Ratio

F
Probw

Between Groups 3 5739.7031 1913.2344 64.7514 .0000

W ith in  Groups 116 3427.4969 29.5474

Total 119 9167.2000 1

Thirunav/aya

V a r iab le  IRATE 
By Variab le  AGENCY

Analys is  of Variance
Source D .F. Sum of 

Squares
Mean
Squares

F
Ratio

F
Prob.

Between Groups 4 194666.8353 48666.7088 435.9788 0 . 0

W ith in  Groups 131 14623.0470 111.6263

Tota l 135 209289.8824

Formal

V a riab le  IRATE 
By V a riab le  OCCU

Analysis  of Variance

Source D .F. Sum o f 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 2 52.6541 26.3270 3.8495 .0308
W ith in  Groups 36 246.7818 6.8551

Tota l 38 299.4359
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Thirunavaya (C on td .)

Va riab le  IRATE 
By V a riab le  SECU

Analysis  of Variance

Source D .F . Sum of 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 2 94.9609 47.4804 8.3594 .0 0 0 0

W ith in  Groups 36 204.4750 5.6799

Total 38 299.4359 | \

V a riab le  IRATE 
By Va riab le  PURPOSE

A na lys is  of Variance

Source D.'F . Sum of 
Squares

Mean
Squares

F
R a tio

F
Prob.

Between Groups 3 59.7216 19.9072 2.9006 .0483
W ith in  Groups 35 239.7143 6.8490

Tota l 38 299.4359

Inform al

Variab le  IRATE 
By V a riab le  OCCU

Analysis of Variance

Source D .F . Sum of 
Squares

Mean
Squares

F
R a tio

F
Prob.

Between Groups 2 792.6567 3986.3284 1.8802 .1582
W ith in  Groups 94 199297.26 2120.1198

Ttbtal 96 207263.9175
I______ ...
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V ariab le  IRATE 
By Va riab le  SECU

A nalysis  o f Variance

Source D .F. Sum o f 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 1 59.0853 59.8853 .0275 .8683
W ith in  Groups 95 207204.0323 2181.0951

Total 96 207263.9175
’ ...

Variab le  IRATE 
By V a riab le  PURPOSE

Analysis  of Variance

Source D .F. Sum of 
Squares

Mean
Squares

F
R atio

F
Prob,

Between Groups 3 12221.2241 4073.7414 1.9424 .1281
W ith in  Groups 93 195042.6934 2097.2333

Total 96 207263.9175

Thalikulam

V ariab le  IRATE 
By Va riab le  AGENCY

Analysis  o f Variance

Source D .F. Sum of 
Squares

Mean
Squares

F
^atio

F
Prob.

Between Groups 2 4549625.352 2274812.676 6.0789 .0032
W ith in  Groups 10 1 37795894.76 374216.7798

Total 103 42345520.12
---------
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Thaliku lam  (Contd .) 

F ormal

V ariab le  IRATE 
By Variab le  OCCU

Analys is  of Variance

Source D .F. Sum of 
Squares

Mean
Squares

F
R a tio

F
Prob.

Botween Groups 2 42113.4990 21056.7495 2.0034 .1425
W ith in  Groups 70 735740.8298 10510.5832 ♦

Total 72 777854.3288

V a ria b le  IRATE 
By V a riab le  SECU

Analysis  o f Variance

Source D .F. Sum of 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 3 10975.1667 3650.3889 .3292 .8043
W ith in  Groups 69 766879.1621 11114.1908

Tota l 72 777854.3288

Variab le  IRATE 
By Variab le  PURPOSE

Analysis o f Variance

Source D .F. Sum of 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 3 7344.5678 2448.1193 .2192 .0027
W ith in  Groups 69 770509.7610 11166.8081

To ta l 72 777854.3288
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Thalikulam  (C on td .) 

In form al

V ariab le  IRATE 
By V a riab le  OCCU

Analysis  o f Variance

Source D .F. Sum of 
Squares

Mean
Squares

F
Ratio

F
Prob.

Betu/en Groups 
W ith in  Groups

Total

2

2 B

30

480564.7484
40113884.80

40594449.55

240282.3742
1432638.743

.1677 .8464

V a riab le  IRATE 
0y V a riab le  SECU

Analysis  of / ariance

Source D .F. Sum of 
Squares

Mean
Squares

F
R a tio

F
Prob.

Between Groups 
W ith in  Groups

Total

1

29

30

2426354.112
38168095.44

40594449.55

2426354.112
1316141.222

1.8435 .1850

V ariab le  IRATE 
By V a riab le  PURPOSE

Analysis of Variance

Source D .F. Sum o f 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 3 3762454.151 1254151.384 .9194 .4447
W ith in  Groups 27 36831995.40 1364147.978

Tota l 30 40594449.55
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Vllpattj,.
V ariab le  IRATE 

By V a riab le  AGENCY

Analys is  of Variance

Source D .F . Sum o f 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 4 160823.0327 40205.7502 100.6041 *00

W ith in  Groups 142 56704.2462 399.3257 1

Total 146 217527.2789

F ormal

V a riab le  IRATE 
By V a riab le  OCCU

Analysis  of Variance

Source D .F. Sum o f 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 2 4.0044 2.4 2.4111 .0955
W ith in  Groups 90 09.6607 .9963

Total 92 94.4731

V a ria b le  IRATE 
By V a riab le  SECU

A nalys is  o f Variance

Source D .F. Sum o f 
Squares

Mean
Squares

F
R atio

F
Prob.

Between Groups 2 12.4190 6.2095 6.8108 .0018
W ith in  Groups 90 02.0541 .9117

Tota l 92 94.4731
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V a riab le  IRATE 
By V a riab le  SECU

V i lp a t t i  (Contd .)

Analysis  of Variance

Source D .F . Sum of 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 2 12.4190 6.2095 6.8108 .0018

W ith in  Groups 90 82.0541 .9117

Tota l 92 94.4731

V a riab le  IRATE 
By V a riab le  PURPOSE

Analysis  of Variance

Source D .F . Sum of 
Squares

Mean
Squares

F
R a tio

F
Prob.

Between Groups 2 4.8595 2.4297 2.4402 .0929
W ith in  Groups 90 89.6136 .9957

Total 92 94.4731

Inform al

V a riab le  IRATE 
By V a riab le  OCCU

Analys is  of Variance

Source D .F . Sum of 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 2 15663.0332 7831.5166 3.1184 .0528
W ith in  Groups 51 129000.4483 2511.3813

Tota l 53 143743.4815
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V i lp a t t i  (C o n td .)
V a riab le  IRATE 

By V a riab le  SECU

Analysis  o f Variance

Source D .F . Sum of 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 2 67652.5481 33826.2741 22.6721 .0000

W ith in  Groups 51 76090.9333 1491.9791

To ta l 53 143743.4815
1

V ariab le  IRATE 
By Variab le  PURPOSE

A na lys is  o f Variance

Source D .F . Sum o f 
Squares

Mean
Squares

F
R a tio

F
Prob.

Between Groups 3 65833.0648 21944.3549 14.0831 .0000

W ith in  Groups 50 77910.4167 1558.2083

Tota l 53 143743.4815

Mookuneri

V a r ia b le  IRATE 
By Variab le  AGENCY

Analysis of Variance

Source D .F. Sum of 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 3 1958.1328 652.7109 2.2780 .0877
W ith in  Groups 66 18910.5100 286.5229

Tota l 69 20868.6429
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V a riab le  IRATE 
By V a r iab le  OCCU

Analysis  of Variance

Mookuperi (C on td .)

Source D .F . Sum o f 
Squares

Mean
Squares

F
R a tio

F
Prob.

Between Groups 
W ith in  Groups

To ta l

2

39

41

7.3017
77.1030

84.4048

3.6509
1.9770

1.8467 .1713

1

V a riab le  IRATE 
By V a riab le  SECU

Analysis  o f Variance

Source D .F . Sum of 
Squares

Mean
Squares

F
R a tio

F
Prob.

Between Groups 
W ith in  Groups

Tota l

3
38

41

2.7964
81.6083

84.4048

.9321
2.1476

.4340 .7299

V ariab le  IRATE 
By Va riab le  PURPOSE

Analysis o f Variance

Source D .F. Sum o f 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 
W ith in  Groups

To ta l

3
38

41

36.6453
47.7595

84.4048

12.2151
1.2568

9.7190 .0 0 0 1
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Mookufteri (Contd .) 

In form al

V a riab le  IRATE .
By V a riab le  OCCU

Analysis  of Variance

Source D .F . Sum of 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 2 609.4286 304.7143 .3789 .6885
W ith in  Groups 25 20106.0000 804.2400 t

Tota l 27 20715.4286

V a riab le  IRATE 
By V a riab le  PURPOSE

Analysis  of Variance

Source D .F. Sum of 
Squares

Mean
Squares

F
Ratio

F
Prob.

Between Groups 3 8623.0286 2874.3429 5.7048 .0043
W ith in  Groups 24 12092.4000 503.8500

Total 27 20715.4286

I t  i s  thus very c le a r  th a t uihen the data fo r d if fe re n t  v i l la g e s  

are analysed se p a ra te ly , the re su lts  are' much more m eaningful. However, 

the r e la t iv e  heterogen ity  of in form al secto r in te r e s t  ra te s , as compared 

uiith the formal sec to r i s  c le a r ly  brought out.
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F in a l ly ,  we have attempted a se t of reg ression  analyses of IRATE w ith  

a t t r a c t iv e  s p e c if ic a t io n s  o f explanatory va r ia b le s  fo r  each v i l la g e  

se p a ra te ly . This has been done on ly for in form al secto r lo ans . We have

maintained a s e t of explanatory v a r ia b le s ,  as e a r l i e r ,  and have va ried

the dummy s p e c if ic a t io n . Because o f r e la t iv e ly  few degree of freedom, 

we have not t r ie d  to  the use more than one type of dummy v a r ia b le  in  a 

s in g le  equation. The re su lts  fo r these v i l la g e  w ise regressions ,are 

g iven  below.

I . Anikad

1. IRATE *  59.23 - 24.25 PURPQSE3 - 16.34 EDU + 4.99 r"R
(2 .72 ) (-1.272) (-2 .097)* (2 .5 4 ;*

- 47.34 J3URP0SE1 + 0.142 LAND - 0.00102 S IZE
(-2 .33) (0 .69 ) (0.389)

- 16.91 PURP0SE2 - 0.00013 TOASST
(-0.946) (-0.696)

R Square a  0.246

2 . IRATE = 56.46 - 37.66 REAS0N2 - 0.0024 S IZE  + 1.45 DUR
(6 .45 ) (-2 .131)* (-1.351) (-0.104)

- 0.60 EDU + 0.029 LAND - 47.79 REAS0N1
(0.186) (- 5 .6 7 2 )*  - (0 .2 7 6 )

- 0.000039 TOASST 
(6 .4 5 )*

R Square = 0.531
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3. IRATE a

R Square =

4. IRATE

R Square =

I I .  Ezhukone

1. IRATE

R Square =

2. IRATE

Anikad (Contd .)

30.14 + 2.63 0CCU2 + 5.59 DUR - 10.23 EDU 
(1 .79 ) (0.191) (2 .9 4 )*  (-1.29)

- 0.0014 S IZ E  + 0.058 LAND - 3.30 0CCU1
(-0.561) (0 .28 ) (-0.23)

- 0.000045 TOASST 
(-0.24)

0.140

11.74 + 65.19 AGENCY4 - 6.03 EDU + 36.21 AGENCY2’
(1 .72 ) (2 .9 5 )*  (-1.29) (4 .0 5 )*

- 75.37 AGENCY3 - 0.00080 S IZ E  - 0.11 LAND
(7 .4 0 )*  (-0.53) (0 .89 )

- 1.79 DUR - 0.000093 TOASST
(-1.20) (0.781)

0.668

29.90 - 4.50 0CCU2 - 7.26 EDU + 1.24 DUR 
(2 .10 ) (-0.54) (-1 .4 ) (2 .2 7 )*

- 0.00063 S IZ E  - 0.052 LAND - 0.000035 TOASST
(-0.941) (-1.02) (0.757)

- 12.51 0CCU1 
(-1.401)

0.250

6.23 + 20.85 AGENCY3 - 0.90 EDU + 0.000023 TOASST 
(1 .27 ) (5 .1 1 )*  (-0.39) (0 .79 )

+ 26.54 AGENCY2 - 0.00025 S IZE  + 0.606 DUR - 0.036 LAND 
(5 .0 4 )*  (-0.641) (1 .69 ) (-1.16)

R Square «* 0.712
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3. IRATE »  6.77 + 7.235 PURP0SE3 - 0.058 LAND + 1 .02  DUR
(0 .75 ) (1 .11 ) (-1.26) (3 .2 3 )*

+ 0.93 EDU - 0.00043 S IZ E  - 15.21 PURP0SE1 
(0 .24 ) (-0 .72) (-1.65)

+ 2.496 PURP0SE1 - 0.000230 TOASST 
(0.302) (0.510)

R Square a  0.346

Ezhukono (Contd .)

4. IRATE «  15.43 + 5.05 REAS0N2 - 1.31 EDU - 0.06 LAND
(1 .61 ) (0.650) (-0.383) (-1.212)

- 0.0000067 S IZ E  + 1.10 DUR - 0.00 REAS0N1
(0.011) (2 .141 )* (-1.05)

- 0.000025 TOASST 
(0.579)

R Square = 0.336

I I I .  Thirunavaya

1. IRATE = 43.90 - 4.07 0CCU2 - 1.13 DUR - 4.00 EDU
(3 .61 ) (-0.350) (-1 .03) (-0.626)

+ 0.044 LAND - 0.00045 S IZ E  - 9.60 0CCU1 
(2.206) (-0.349) (-0.597)

- 0.000080 TOASST 
(-1.00)

R Square = 0 . 0 2 1

2. IRATE a  9.30 - 4.90 AGENCY4 - 0.0000013 TOASST - 0.740 AGENCY2 
(2 .09 ) (-1 .53) (-0 .00) (-0.06)

- 0.00075 S IZ E  - 1.94 EDU + 110.63 AGENCY3
(-0.46) (-0 .96) (31 .59 )*

- 0.056 DUR - 0.003 LAND
(-2 .60 )*  (-0.65)

R Square = 0.934
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3. IRATE = 40.02 - 12.15 PURP0SE3 + 0.03 LAND + 16.49 PURP0SE1
(2 .84 ) (0.866) (-0.158) (1 .01)

- 0.00054 S IZ E  - 1.83 EDU - 0.80 DUR
(-0.43) (-0.24) (-0.68)

- 1.72 PURP0SE2 - 0.0000896 TOASST
(-0.125) (-1.25)

R Square a  0.045

Thirunavaya (C on td .)

4 . IRATE a  68.75 - 39.85 REAS0N2 + 0.0000045 S IZE
(7 .89 ) (-1.39) (0.004)

+ 0.000034 TOASST - 10.55 EDU + 53.83 REAS0N1 
(0 .54 ) (-1.62) (-6 .22 )*

- 1.94 DUR - 0.14 LAND 
(- 2 .1 )*  (0.798)

R Square a  0.316

IV . Thalikulam

1. IRATE *= 650.99 - 654.93 0CCU2 + 20.25 DUR + 8.88 0CCU1
(0 .80 ) (-0.952) (0.167) (0.011)

- 0.09 LAND + 0.074 S IZE  - 0.0025 TOASST - 491.63 EDU 
(-0.334) (1.256) (-0 .97) (-1.53)

R Square a  - 0.095

2. IRATE a  2531.86 - 2360.80 AGENCY3 + 0.128 LAND + 94.51 DUR 
(2 .50 ) (-2 .8 3 )*  (0 .504) (0.892)

- 0.0025 TOASST - 472.41 EDU - 0.098 SIZE 
(-1 .18) (-1.78) (-1.23)

R Square a  0.181
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3. IRATE »  465.57 + 628.81 PURPHSE1 - 393.23 EDU
(0 .51 ) (0.909) (-1.17)

+ 0.0081 LAND - 0.0013 TOASST - 18.64 DUR 
(0 .02 ) (-0.49) (-0.14)

- 11.98 PURP0SE2 + 0.053 S IZ E  - 224.21 PURP0SE3 
(-0.019) (0 .761) (-0.201)

R Square a  - 0.128

4. IRATE -  1562.98 - 351.25 REAS0N2 - 0.04 LAND - 0.0043 TOASST
(2 .04 ) (-0.434) (-0.126) (-1.934)*

- 152.18 DUR + 0.062 S IZ E  - 460.74 EDU 
(-1.223) (-0.897) (-1.704)

+ 2327.85 REAS0N1 
(2 .913 )*

R Square = 0.177

V. V i lp a t t i

1. IRATE a  82.33 - 15.39 PURP0SE3 + 9.27 EDU - 0.05 LAND 
(3 .12 ) (-0.657) (0.958) (-1.006)

- 1.571 DUR - 24.11 PURP0SE1 + 0.000006 SIZE
(-4 .576)* (-1.006) (0.004)

- 0.0031 TOASST + 24.01 PURP0SE2 
(-0.682) (1.028)

R Square a  0.631

2. IRATE a  124.95 - 45.25 REAS0N2 - 3.07 EDU - 0.00033 S IZE
(7 .6 ) (-1.41) (-0.30) (-0.19)

- 0.027 LAND - 28.28 REAS0N1 - 1.54 DUR
(-0.43) (-1 .64 ) (-4 .4 2 )*

- 0.00066 TOASST 
(-1.2 1)

R Square a 0.52
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3. IRATE a  111.04 - 7.24 0CCU2 - 1.66 DUR - 10.004 EDU 
(6 .53 ) (-0 .51) (-4 .8 3 )*  (-0.894)

- 0.04 LAND - 0.00065 S IZ E  - 3.26 0CCU1
(-0.680) (-0.382) (-0.179)

- 0.00049 TOASST 
(-0.827)

R Square = 0.490

V i lp a t t i  (C on td .)

4. IRATE = 66.91 - 21.71 AGENCY4 - 0.00061 S IZ E  - 16.69 AGENCY2
(4 .74 ) (-1.37) (-0.462) (0.729)

- 6.69 EDU - 0.018 LAND - 1.32 DUR + 44.18 AGENCY3
(-0.826) (0.378) (-4 .1 1 )*  (3 .42 )*

- 0.000061 TOASST 
(-0.144)

R Square = 0.692

V I.  Mookuperi

1. IRATE = 30.47 + 5.66 0CCU2 - 6.70 0CCU1 + 3.45 DUR
(1 .35 ) (0 .21 ) (-p.42) (2 .0 4 )*

- 0.00010 TOASST - 0.00032 S IZ E  - 20.87 EDU
(1 .45 ) (0.211) (-1.80)

+ 0.042 LAND 
(1 .71)

R Square = 0.155 •

2. IRATE s  34.59 - 24.79 AGENCY4 - 18.66 EDU - 0.57 AGENCY3 
(1 .77 ) (-2 .4 5 )*  (-1 .05) (-0.021)

+ 3.92 DUR - 0.000100 TOASST - 0.00046 S IZE 
(2 .537 )* (-1.736) (-0.296)

+ 0.036 LAND 
(1.689)

0.343



186

Mookuperi (Contd .)

3. IRATE = - 1.98 - 4.28 PURP0SE3 - 0.00014 TOASST
(-0 .09 ) (-0.28) (-3 .52 )*

+ 2.61 DUR - 0.0026 S IZ E  - 1.57 PURP0SE2
(2 .7 )*  (-2 .767)* (-0.09)

+ 1.10 EDU + 0.024 LAND + 55.53 PURP0SE1 
(0.129) (1.696) (2 .9 6 )*

R Square = 0.741

4 . IRATE »  14.537 + 13.21 IREAS0N1 - 0.000097 TOASST
(0 .57 ) (1.154) (-1.431)

+ 0.00046 S IZE  + 4.08 DUR - 19.34 EDU 
(0 .32 ) (2 .39 )*  (-1 .77)

+ 0.04 LAND 
(1 .65 )

R Square = 0.235

As can be seen, these estim ates shout a g rea t deal of improvement 

over the combined regressions reported e a r l i e r t u/here a l l  the v i l la g e  

data had been combined. However, the f i t s  are s t i l l  not f u l l  s a t is ­

fa c to ry  in  most cases, and th is  c a l i  fo r fu rth e r research . Nevertheless 

the find ing s  are in te re s t in g . As befo re , u/e have maintained a sot of 

exp lanatory v a r ia b le s  in  a l l  the equations. These are EDU, DUR, LAND, 

S IZE  and TOASST, as before. The a lte rn a t iv e  dummy s p e c if ic a t io n s  are 

fo r PURPOSE, REASON, OCCU and AGENCY. For reasons 6 f b re v it y ,  we have 

reported  the find ings in  a "raw " form, and not sep ara te ly  w ritte n  out

the equations fo r  each va lue  of the dummy v a r ia b le . Our main purpose
types o f dummy

here i s  to obtain  an id ea  of the^variab les which m atter.
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The main fin d in g s  are as fo llo w s :

( a ) V il la g e  * Anikad

Among a l l  the equations,the o v e ra ll  explanatory power of the 

equation w ith  AGENCY dummy v a r ia b le  i s  the h ig h es t, fo llowed by the equa­

t io n  w ith  REASON. This suggests tha t a la rg e  p a rt of v a r ia t io n  in  IRATE 

i s  accounted fo r by these two (q u a l i t a t iv e )  v a r ia b le s .  Among th ĵ other 

v a r ia b le s  the re s u lt  are not constant, and v a r ia b le s  appear to change 

in  s t a t i s t i c a l  s ig n if ic a n c e  as the dummys are v a r ie d . However, one 

n o tice sa  s ig n if ic a n t  p o s it iv e  assoc ia tion  between IRATE and OUR in  two 

o f the equations. One way to view these re s u lts  is  to recognise the 

alternative dummy s p e c if ic a t io n s  are a way of so rtin g  the data according 

to d if fe re n t  c r i t e r i a .  In  th is  p e rsp ec tive , we note tha t when the data 

are  "so rte d " by PURPOSE, IRATE va r ie s  n e g a tive ly  w ith  the education le v e l 

o f the borrower (EDU). When we s o rt  by REASON, then the negative  asso- 

e la t io n  between IRATE and v a r ia b le  r e f le c t in g  land  holding and asset 

va lue  becomes apparent.

(b ) V il la g e  : Ezhukone

In  th is  v i l la g e  a lso , there appears to  be a f a i r l y  robust

p o s it ive  and s t a t i s t ic a l l y  s ig n if ic a n t re la tionsh ip  between IRATE and

the duration  o f the loan (OUR). None of the other v a r ia b le s  show high

s t a t i s t i c a l  s ig n if ic a n c e . However, the ro le  of AGENCY as a dummy
_ 2

v a r ia b le  i s  extremely s ig n if ic a n t  here, and the R i s  q u ite  high when 

th is  i s  used. D if fe re n t  agencies charge very d if fe re n t  ra te  o f in te re s t  

in  th is  v i l l a g e ,  regard less of most other fa c to rs .
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(c )  V il la g e  : Thirunavaya

Here, there  i s  an extremely strong assoc ia tion  between IRATE 
_2

and AGENCY, and the R i s  very h igh . The explanatory power of a l l  the 

other equations i s  poor, though the equation using REASON is  m arg ina lly  

b e t te r .  In  th is  v i l la g e ,  fo r  both the equations using AGENCY and REASON 

dummy v a r ia b le ,  we n o tice  a strong negative  a sso c ia tio n  between IRATE
I

and the duration  of the loan (DUR). This i s  in  co n tras t w ith  the 

p a tte rn  observed fo r the v i l la g e s  Anikad and Ezhukone. None of the 

o ther va r ia b le s  in  the reg ression  are s ig n if ic a n t .

(d ) V ll la q e  : Thalikulam

The exp lanatory power of the regression  equations is  not high 

under any s p e c if ic a t io n .  C le a r ly  there  are fa c to rs  here which a f fe c t  

the in te re s t  ra te  which we have not been ab le to  cap ture. In  the two 

equations th a t do r e la t iv e ly  w e l l ,  i . e . ,  w ith  AGENCY and REASON wo find  

a weak negative  asso c ia tio n  between the ra te  o f in te re s t  and education 

(EDU) and the va lue  o f to ta l  assets (TOASST) of the borrower. This 

suggests the importance of bargaining power in  the determ ination of the 

in te r e s t  ra te  in  th is  v i l la g e .  .

(e )  V illaQ e  : V i lp a t t i

In  th is  v i l la g e ,  no p a r t ic u la r  dummy v a r ia b le  s p e c if ic a t io n
_2

i s  c le a r ly  su p e r io r, they a l l  do reasonably w e ll in  terms of W , tho 

best equation being the one w ith AGENCY. What s ta n d o u t ve ry  sharp ly
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in  th is  v i l la g e  i s  the strong negative  asso c ia tio n  between the ra te  of 

in te r e s t  (IRATE) and loan duration  (OUR). .

( f )  V il la g e  : Mookuperi

In  th is  v i l la g e ,  IRATE v a r ia t io n  are best explained by PURPOSE 

o f borrowing, aa th is  equation using th is  as a dummy v a r ia b le  does the 

b es t. The ro le  o f AGENCY i s  not as im portant in  th is  v i l la g e ,  in  con­

t r a s t  w ith  most o thers . Here we n o tice  a robust p o s it iv e  and s ig n if ic a n t  

a sso c ia tio n  between IRATE and OUR, which holds in  a l l  the equations.

We also f in d  th a t in  th is  v i l la g e ,  tho c h a ra c te r is t ic s  of the borrower 

m atters more* There i s  the expected negative  a sso c ia tio n  between IRATE 

and TOASST in  the PURPOSE equation, but the t  - r a t io  fo r th is  v a r ia b le  

i s  on the high s id e  in  other equations a ls o . This is  true also  fo r EOU, 

which also  in d ic a te s  a negative  asso c ia tio n . Thus r ic h e r  and b ette r 

educated borrowed tend to pay a lower in te re s t  ra te  fo r th e ir  loans. 

However, there. 13 a lso  a counter tendency, in  th a t th e ir  appears to  be 

a week, p o s it iv e  re la t io n sh ip  between IRATE and the s iz e  of landholding 

o f the borrower (LAND).

Conclusion •

These regression  equations estim ates r e f le c t  the heterogen ity 

o f  the in form al c re d it  market in  the se lec ted  v i l la g e s .  R e la t iv e ly  few 

g e n e ra lisa t io n s  can be made. However, in  moat v i l la g e s  the ro le  of 

supply s id e  c h a ra c te r is t ic s  such as AGENCY is  im portant in  exp la in ing
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tho IRATE. Loan c h a ra c te r is t ic s  a re  im portant in  some cases, p a r t ic u la r ly  

the loan duration  (DUR). However, the d ire c t io n  of asso c ia tio n  va r ie s  

from v i l la g e  to  v i l la g e .  PURPOSE and REASON a lso  p lay  a ro le  in  some 

v i l la g e s .  By and la rg e , the c h a ra c te r is t ic s  of borrower* do not p lay 

a ve ry  im portant r o le ,  except in  one v i l la g e .  Of ths v a r ia b le s  th a t 

m atter TOASST and EDU are worth no ting . But these assoc ia tions are weak 

in  most cases, con tra ry  to  expectation about in form al secto r c r e d it .

Th is is  somewhat su rp r is in g . The regression  estim ates are 6Xplb£fetttry 

in  na tu re , and fu rth e r  d e ta ile d  an a lys is  may help sharpen our knowledge 

about in form al se c to r in te re s t  ra te  form ation.



CHAPTER 8

ROLE OF INFORMAL CREDIT MARKETS : SAVINGS MOBILISATION,
ALLOCATIVE EFFICIENCY AND EQUITY IMPACT

In tro d uctio n

F in a n c ia l in te rm ed ia ries  p lay  an im portant ro le  in  economic 

growth by way o f s tim u la ting  and m ob ilis ing  savings and a llo c a tin g  

savings to  more p roductive  channels o f investm ent. The v ic io u s  c i r c le  

o f low sav ings , low investm ent and low ra te  o f growth syndrome o f under­

development i s  an e s s e n t ia l p a rt o f the rece ived  d o c trin es . Savings o f 

the household s e c to r , which dominates the economy o f a developing 

coun try, remain low p a r t ly  because o f the low in ce n tive s  fo r Sav ing , 

thanks to the lim ite d  oppo rtun ities  fo r investm ent in  th e ir  own house­

hold en te rp rises  or elsewhere. F in a n c ia l in term ed ia tion  may stim u la te  

savings o f r u ra l households by provid ing rem unerative channels fo r th e ir  

d isp o s it io n  and o ffe r in g  a t t r a c t iv e  re tu rns on them. The domestic 

resources so m obilised  are placed at the d isposa l o f en terp rises  short 

of funds, thereby help financing  investment on a la rg e r  s c a le . Horn 

s ig n if ic a n t  i s  the ro le  of in form al c re d it  agencies in  domestic resource 

m o b ilis a t io n ?  To what extent they m ob ilise  sav ings? Are they able to 

s tim u la te  a d d it ive  sav ings? Is  the s e c u r ity  o f deposits w ith them ensured? 

How are the resources so m obilised a llo c a te d ?  Are they channelised in  

to such d ire c t io n s  as to ensure a l lo c a t iv e  e f f ic ie n c y ?  What i s  the



192

impact o f resource a llo c a t io n  on e q u ity ?  Thaoe are some o f the 

questions th a t are examined in  the present chapter.

8.2 Role of In form al C red it Market In  Domestic Resource M ob ilisa tio n

8 . 2 . 1 . The Se tt in g

The paradox o f high saving  and low growth ra te  su rfac ing  in  

the Ind ian  economy in  recen t years a ttra c te d  wide a tte n t io n . The Working 

Group on Savings appointed by the Government o f In d ia  against th is  back­

ground in  i t s  repo rt observed th a t w h ile  the saving ra tes  in  the pub lic  

and p r iv a te  co rporate  secto rs  recorded on ly modest in crease  over the 

period  1951-52 to 1978-79, the r a t io  o f household saving  to gross domestic 

product more than doubled. (Reserve Bank o f In d ia ,  1982, Table 5 .8 , p .53). 

The saving performance o f the ru ra l  households a lso  seems to be qu ite  

im p ress ive . According to  one estim ate , gross savings of a l l  r u ra l house­

holds increased  more than th ree  and a h a lf  times between 1951-52 and 

1978-79, w h ile  net f in a n c ia l  savings re g is te red  a fo rty - fo ld  in c rease . 

(Ashoka Mody, 1983, Tables 1 and 3 ) .  During th is  p eriod , the proportion 

of f in a n c ia l savings to to ta l  savings o f the ru ra l households had also 

r is e n  commensurately. Thus, not only the ru ra l households' p ropensity 

to  save has improved, but more o f th e ir  savings i s  tending to  be suscep­

t ib le  to f in a n c ia l in te rm ed ia tio n . This period  a lso  w itnessed an unpre­

cedented expansion o f formal c re d it  in s t i tu t io n s  l i k e  cooperative  s o c ie t ie s  

and commercial banks, e s p e c ia lly  o f the l a t t e r  a f te r  the n a t io n a lis a t io n  

o f major banks in  the la t e  s ix t ie s .  Between 1969 and 1984, number of a l l  

commercial bank o f f ic e s  increased  from 8262 to 45332, i . e .  by 548.6 percent.
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The bulk o f th is  ad d ition  was in  the ru ra l a reas . Moreover, a a ide  range 

of saving media such as tho National Saving C e r t i f ic a t e !  U n it T ru st,

Poet O ff ic e  Savings Bank, e tc . has been in troduced , thereby widening the 

options before the save rs . Houievor, i t  i s  worth noting th a t the ra te  

o f re tu rns  on these investm ents is  com paratively low . S ince  the govern­

ment i s  committed to a p o lic y  of low landing ra te s  on loans from banks 

and cooperative  in s t itu t io n s  to p r io r i t y  secto rs  l i k e  a g r ic u ltu re , the 

in te re s t  on deposits i s  a lso  kept low or below what may be c a lle d  equi­

lib r iu m  ra te  o f in te r e s t .  I f  due allowances is  made fo r  in f la t io n ,  the 

r e a l ra te  of in te r e s t  on the deposits turns out to  be much lower than 

the nominal ra te  o ffe red . The in form al c r e d it  agencies o ffe r  higher 

in te r e s t  ra te s ; but there  i s  an element o f r is k  invo lved  in  en trusting  

the savings w ith  these agencies.

8 .2 .2 . Scope fo r savings m o b ilisa tio n  by in form al lenders

Of the in form al lenders in  the ru ra l a reas , except the p ro fe ­

s s io n a l moneylenders, a l l  other categories p ra c t is e  moneylending as only 

a su b s id ia ry  or p a rt time a c t iv i t y .  Among these , as mentioned e a r l ie r ,  

lo an  transactions by fr ien d s  and r e la t iv e s ,  who account fo r  not too sm all 

a share , are of a non-commercial typ e , and they are apt to be lending 

out o f th e ir  own savings. As fo r p ro fess io na l moneylenders, the scope 

fo r  m o b ilisa tio n  o f savings would depend on the sca le  of th e ir  loan trans ­

a c tio n s . Thanks to the massive expansion o f the formal c re d it  in s t itu t io n s  

in  to ths ru ra l a reas , and the segmentation of the ICM, the sca le  of an 

average p ro fe ss io n a l moneylender's loan tran sac tio n s  I t  l i k e l y  to be
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c u r ta i le d ,  unless he extends h is  area of operations to  other v i l la g e s  

or urban areas. Owing to  the co n stra in ts  in h ib it in g  the en try  o f a 

moneylender to u n fam ilia r  a reas , a t y p ic a l moneylender l im it s  h is  trans­

actions to  an area around h is  res id ence , thereby keeping down h is  annual 

tu rnover. I f  so* most o f the moneylenders can meet the demand fo r  

c r e d it  from th e ir  savings and have le s s  need fo r  tapping other sources 

to  supplement th e ir  own resources. Hence, un less new investment oppor­

tu n it ie s  ou ts ide the t r a d it io n a l a g r icu ltu re  and household in d u s tr ie s  

open up, demand fo r c re d it  i s  l i k e l y  to remain low and the ro le  o f 

p ro fe ss io n a l moneylenders in  n o b ilis in g  household savings l i k e l y  to be 

m inim al. I f ,  on the other hand, there i s  a growing demand fo r c re d it  

fo r  purposes u su a lly  not met by formal c re d it  agencies l ik e  consumption, 

house co n s tru c tio n , purchase o f consumer du rab les, e tc . and there  are 

p o te n t ia l borrowers in d if fe re n t  to the cost o f c r e d it ,  then the money­

lenders would become more a c t iv e  in  savings m o b ilis a tio n . The emergence 

o f a new breed o f p ro fess io n a l moneylenders, the finance  companies so- 

c a l le d ,  exem plifies  th is  s itu a t io n .  (More about i t  l a t e r ) .  In  the case 

o f  non-professional moneylenders l i k e  a g r ic u ltu r is t  moneylenders and 

tra d e rs , they might be accepting deposits or loans from others to  a 

l im ite d  ex ten t, but m ainly fo r financing  th e ir  p r in c ip a l a c t i v i t ie s ,  v i z . ,  

a g r ic u ltu re  or trade  as the case may be. F inancing  of loans to th e ir  

U n i t e d  c l ie n t e le  w ith  borrowed funds does not seem to be a v ia b le  propo­

s i t io n .  W ith  these general observations, we s h a l l  now proceed to  examine 

the a c tu a l s itu a t io n  on the ground.
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The composition o f household assets may be taken as an in d ic a t io n  

o f the d isp o s it io n  o f household sav ings. A predominant share of the 

assets  o f ru ra l households in  In d ia , and other developing co u n tr ie s , 

used to comprise p h ys ica l a sse ts . Even at the beginning o f th is  decade, 

according to the re su lts  of the la t e s t  round o f the A l l  In d ia  Debt and 

Investment Survey (1981-82), o f the to ta l  assets o f a l l  ru ra l households, 

(Rs.36090 per household), the va lue  o f p h ys ica l assets such as land , 

b u ild in g s , l iv e s to c k ,  a g r ic u ltu ra l machinery, non-farm business equip­

ments, durable household a s se ts , e tc . added up to Rs.35693 or 98.3 per­

ce n t, w h ile  f in a n c ia l  assets in c lud ing  shares , d ep os its , dues re ce iv a b le , 

e tc .  cane to ju s t  a l i t t l e  over 1 p ercen t. (Reserve Bank o f In d ia , 1986, 

p .442). Houiever, the proportion  o f savings in  the form o f f in a n c ia l 

assets to to ta l  household savings has increased  se ve ra l fo ld  between 

e a r ly  f i f t i e s  and la t e  s e ve n tie s , as per the find ings o f the Working Group 

on Sawings. Gross savings in  the form of f in a n c ia l  assets which was 

estim ated a t 0 .5  percent o f GDP (as aga inst 6.1 percent in  the form of 

p h ys ica l assets and to ta l  domestic saving of 9.5 percent) in  1951-5? 

rose to 6 . 6  percent o f GDP in  1978-79 (the  r a t io  o f saving in  the form 

o f p h ys ica l assets and to ta l  domestic saving to  GDP being 9.2 percent 

and 22.2 percent r e s p e c t iv e ly ) .  (R B I,  1982, o p . c i t . ,  Table 5 .8 , p .33 ).

I t  may be noted th a t these estim ates o f saving in c lud e  th a t of a l l  house­

holds proper, both ru ra l and urban, as w e ll as unincorporated e n te rp r ise s . 

A break-up o f the savings o f  the household s e c to r , y ie ld s  an estim ate

8 . 2 . 3 ,  S a v i n g s  d i s p o s i t i o n  o f  r u r a l  h o u s e h o ld s
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o f to ta l  net f in a n c ia l  savings fo r  the ru ra l secto r a t Rs.930 crores as 

aga inst aggregate savings o f Rs.3650 c ro re s , i . e .  a l i t t l e  over 26 percent. 

(Mody, l o c . c i t . )  This would work out to 2.34 percent of the estimated 

ru ra l income fo r  the country as a whole.

8 .2 .4 . Asset composition and savings of the sample households

( i )  In  our study areas too , the p o r t fo lio  o f assets r e f le c ts  

a ve ry  high preference fo r p h ys ica l a sse ts . Of the to ta l  assets as on 

1 A p r i l ,  1987, the proportion o f p h ys ica l assets to t o t a l  assets among 

our sample households ranges from 93.9 to 98.94 percent; o b v ious ly , the 

share  o f f in a n c ia l  assets i s  ve ry  low f a l l in g  in  the range of 1.06 to 

6.71 percen t. I t  i s  s ig n if ic a n t  to note th a t even in  the case o f the 

8ample households from the K e ra la  v i l la g e s ,  the proportion o f savings in  

the form o f f in a n c ia l assets i s  so n e g lig ib le . That the proportion of 

f in a n c ia l  assets i s  lowest in  Anikad, where a g r ic u ltu re  i s  h ig h ly  commer­

c ia l is e d ,  i s  indeed su rp r is in g . (Table 8 .1 ).

Table 8.1 s Composition o f Assets o f Sample Households aa on 1.4.1-?87

Rs. par household

' " ' ' ' \ A s s e t  type P h ys ica l F in a n c ia l To ta lV i l la g e '" - ^ Rs. % Rs. %

Thirunavaya 144500.74 98.85 1866.01 1.15 146186.76
Thalikulam 253249.42 93.29 18212.18 6.71 271462.23
Anikad 183467.66 98.94 1969.58 1.06 185437.24
Ezhukone 138649.32 97.26 390.71 2.74 139040.03
V i lp a t t i 20960.82 97.37 565.08 2.63 21525.90
Mookuperi 96486.90 94.13 6020.45

1 ....-
5.87 102507.35
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( i i )  Coming to the savings by our sample households, i t  may bs 

mentioned a t the ou tset th a t our estim ates are l im ite d  to savings in  thg 

form of f in a n c ia l  a sse ts . S in ce  the focus of the present study i s  on 

savings m o b ilis a t io n , ra tho r than estim ates o f to ta l  savings, data an 

savings by sample households in  the form of f in a n c ia l  assets only mere 

c o lle c te d . I t  may a lso  be noted th a t the estim ates are of gross savings. 

Though the estim ates o f f in a n c ia l savings are net o f reduction  in  assets 

l i k e  shares and d ep o s its , they are not net o f changes in  l i a b i l i t i e s  by 

«ay o f borrowings. The estim ates, based on the balance sheet method, 

are  presented in  Table 8 .2.

Thus, in  a l l  the se lec ted  v i l la g e s ,  except Thirunavaya, f in a n c ia l 

savings have been p o s it iv e ,  ranging from Rs.121 per household at V i lp a t t i  

to  Rs. 10883 a t Thalikulam . The in crease  in  f in a n c ia l  assets exceeded 

100 percent in  four of the v i l la g e s .  Thirunavaya i s  an exceptional case 

where the average saving i s  negative  representing  a decrease of over 87 

percent compared to the to ta l  a t the beginning o f the re ference  period .

( i i i )  The broad composition of f in a n c ia l savings cons is ts  of 

add ition  to sh ares , mostly of cooperative  s o c ie t ie s ,  and deposits . The 

la t t e r  in c lud es deposits w ith  formal c r e d it  in s t itu t io n s  l ik e  co opera tives , 

commercial banks, and co n tr ib u tio n  of l i f e  insurance premium, as w e ll as 

in fo rm al c r e d it  agencies such as sub scrip tion  to c h it  funds, and deposits 

w ith  p ro fess io na l m oneylenders/finance companies. The shares o f formal 

and in form al c re d it  agencies in  the to ta l deposits are se t out in  

Table 8 .3.
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Tab le  8.2 : F in a n c ia l  Sav ings o f Samara Households

(Rs. per household)

Aes»t type Sources Deposits To ta l
V i l l a g l * ^ At the  be­

g in n in g  o f 
th e  year

At the  
©nd of 
the  year

D if fe ­
rence At tbe be­

g inn ing  o f 
tine year

At the 
end of 
the  year

D if fe -  '  
rence At the be­

ginning of 
the  year

At the 
end o f 
the  year

D i f f e ­
rence

Th irunavaya 1.70 1.55 -0.15 2727.96 1684.59 -1043.3' 2729.66 1686.14 -1014.52
(-87.87)

Thaliku lam 13.34 13.84 0 .0 0 7306.02 18189.04 10883.02 7319.86 18202.88 10883.02
(148.68)

Anikad 180.52 229.55 49.03 989.91 1725.11 735.2G 970.43 1954.86 984.23
(101.42)

Czhukone 26.41 26.78 0.37 1810.42 3879.92 2069.50 1836.83 3906.70 2069.87
(118.69)

V i lp a t t i 536.13 345.28 9.15 105.55 1 1 1 .SS 441.68 121.03 
(27 .40 ) i

Mookuperi 180.38
1

174.17 - 6 . 2 1 1326.26 5846.29 4620.03 1506.64 6020.46 4513.82
(299.59 )

F ig u re s  in  b ra ck e ts , l a s t  c o l . ,  stand fo r  percentage chance over ths 
re fe re n c e  p e r io d .
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Table 8.3 t Ths ahera3 o f Formal and In fo rm al C red it AqsnclBB In  the SavinqB of 
Sample Houaeholda

Thirunavaya T h a li kulem Anikad Ezhukone V i lp a t t i Mookuperi

C re d it  Agency
At the be­
g inn ing o f  
th e  year

Change
during
the
year

At ths be ­
g inn ing  o f 
the year

Change
during
th e
year

At the be­
g inn ing of 
the  year

Change
during
the
year

At the  be­
g inn ing  o f 
the year

Change
during
the
year

At the be­
ginning of 
the year

Change
during
the
year

At ths be­
g inn ing  o f 
the year

Change 
: during 
the 
year

Cooperatives 1126.76 43.24 740.97 9383.14 102.47 433.85 478.16 86.24 -7.89 22.33 156.96 1956.37
Coaraarcisl banks 1385.76 -985.65 29.52 283.73 866.71 132.06 953.05 360.32 13.55 35.69 610.76 1931.14
Government - - - - - - 32.16 586.10 neg 241.37 404.93
Insurance - - 6024.1Q 1204.82 - - 201.98 950.64 84.11 53.73 115.70 130.38

Sub - to ta l 2512.52
(29.10)

-940.40
(90 .32 )

6794.58
(93.00)

10871.69
(9 9 .9 0 )

969.39
(97.93)

565.91
(76.97)

1672.35
(92.37)

1985.50
(95.94)

105.55
(100)

111.75
(100)

1124.99
(91.74)

4423.32
(94.74)

C h it funds 50.15 -12.41 23.49 7. ?1 20.52 169.29 117.28 41.58 - - - 12.66
Pro fe ss io n a l morey— 
lend e ra/ fir , ance Comp*. ' 165.29 -83.56 6.02 3.62 %

Others n is3 - - 481.93 0.00 - - - 20.79 42.42 - - 101.27 184.55
Sub - to ta l 215.44

(7 .00 )
-103.97
(9 .66 )

511.44
(7 .03 )

11.33
(0 .1 0 )

20.52
(2.07)

169 .29
( 2 3 . 0 3 )

133.07
( 7 . 6 3 )

54.00
(4.06)

- 101.27
( 8 . 2 6 )

*  o l  '"’ 4

Tota l 2727 .96
(10 0)

- 1 0 4 3 . 3 7
(100)

! 7 3 0 6 .C2 
! (100 )

1 0e 8 .C 2
( 1 0 0 )

969,91
(10C)

775. 20
(•30)

1810 .42
(10 0)

2069.50
(100)

505.55
(100)

111.75
( 10 0 )

1 226 .24
(10 0)

4620.03
(100)
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8 . 2 , 5 ,  Savings M o b ilisa t io n  by Inform al Agencies

( i )  An Overview

I t  may be noted th a t of the to ta l deposits of the sample 

households on the i n i t i a l  d a te , the share o f in form al agencies ranges

from 2.1 percent in  Anikad to 8.5 percent in  Mookuperi; in  one of the

v i l la g e s ,  form al c r e d it  in s t i tu t io n s  accounted fo r  the e n t ire  deposits . 

Coming to tha in crease  in  f in a n c ia l savings in  the form o f deposits 

during the re fe rence  p eriod , the share o f in fo rm al agencies f a l l s  in  

the range o f 0 . 1  percent in  Thalikulam  to 25.0 percent in  Anikad. The 

two in form al agencies w ith  isnom some savings are entrusted  are profs- 

s s io n a l moneylenders or finance companies and c h it  funds. However, be 

i t  noted th a t the former reported in  only two v i l la g e s ,  w h ile  tho

la t t e r  i s  represented in  Lve out o f the s ix  v i l la g e s .

We had a lso  co l :ted  data from a few sample in form al lenders 

in c lu d in g  p ro fess io n a l moneylenders, a g r ic u ltu r is t  moneylenders and 

traders  on the sources of funds and annual tu rn  over of loan tran sac tio n s . 

The sample i s  pu rposive ly  chosen, depending on th e ir  reaponsivenoss, 

and the fin d in g s  need not be rep re sen ta tiv e . W ith th is  due cau tion , we 

p resent the data in  respect o f p ro fess io na l moneylenders in  the ta b le  

below. (Tab le  8 .4 ).
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Table 8.4 t  Annual Average Turnover o f loans and sources o f funds 
o f p ro fess io n a l moneylenders

V illa g e No. o f 
ssnp le 
lenders

Annual
turnover

Rs.

Borrowings/
Deposits

Rs.

C o l. (4 ) as %  

o f  Col. (3 )

( 1 ) ii
.—

* 
§

CM

11 i i I 
u

 
I 1 »

ii 
i 

iI 
1 ' i i i

(5 )

Thirunavaya 1 13750 1500 10.90
Thalikulam 4 788750 77750 9.85
Anikad 1 1856573 223500 12.13

Ezhukone 4 591625 146875 24.82

V i lp a t t i 1 95000 n i l

Mookuperi 3 144167 3500 2.42

U=-. ........  .......... ■■ ....... . ■ ---

One th ing  which emerges from the foregoing ta b le  i s  th a t the 

p ro fe ss io n a l moneylenders, by and la rg e , c a rry  on th e ir  loan tran s ­

actions mostly w ith  th e ir  own funds. The extent o f dependence on borrou*- 

ings or deposits would be le s s  than one-tenth of the volume of th e ir  

c r e d it  tran sac tion s  in  the m a jo rity  o f the se lec ted  v i l la g e s .  In  other 

words, the average p ro fess io n a l moneylender borrowers or a t t ra c ts  deposits 

to  supplement h is  own funds and deposit m o b ilisa tio n  i s  not h is  primary 

o b je c t iv e . However, as mentioned e a r l ie r ,  a new breed of moneylenders 

have emerged in  recen t years who have se t th e ir  s ig h ts  high and extend 

tho f ro n t ie r s  of th e ir  operations.

( i i )  F inance Companies

The growth and d e c lin e  o f th is  type o f f in a n c ia l  in te rm ed ia r ie s  

has been dram atic and sp e c ta cu la r. S in ce  the m id-seventies, finance
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companies - a l ia s  f in a n c ia l  e n te rp r ise s , investm ent co rpo ra tions , bankers, 

t r u s ts ,  e tc .  - sprouted l i k e  mushrooms a l l  over K e ra la  in  both urban 

and ru rc ’ areas. There has been a s ig n if ic a n t  in crease  in  the outm igration 

o f workers from K e ra la , e s p e c ia lly  to the M iddle Cast C ountries, s in ce  mid- 

se ve n tie s . The in flo w  o f  rem ittances reached unprecedented le v e l .  Accord­

ing  to one es tim ate , fo re ig n  rem ittances to K e ra la  increased  from Rs.1500- 

1875 m ill io n  during 1975-77 to Rs.7340-9175 m ill io n  in  1980-81; rem ittances 

as a p roportion  o f the S ta te  Domestic Product r^se from 6 - 8  percent to 

22-28 p ercen t. (G u la t i and Modi, 198?, Table 1 p .70, mimeographed).

The in flo w  o f rem ittances stim u lated  a spu rt o* a c t iv i t ie s  l ik e  constru­

c t io n  o f r e s id e n t ia l  b u ild in g s , cinema thea tre ? and h o te ls , purchase of 

r e a l e s ta te , c a rs , sco o te rs , trucks and variot, onaumer durables l ik e  

te le v is io n  and video  s e ts ,  r e f r ig e ra to r s ,  e tc . hereby stim u la ting  the 

demand fo r c r e d it .  Thanks to the low re tu rns on the various saving media 

promoted by the government and formal c re d it  in s t i t u t io n s ,  the households 

w ith  some savings were on the lookout fo r more lu c r a t iv e  channels. On the 

other hand, there were se ve ra l co n s tra in ts  on ob ta in ing  c re d it  fo r the 

above purposes from formal c r e d it  in s t i t u t io n s , l in c e  they d id not belong 

to  the p r io r i t y  se c to rs . At the same tim e, there  emerged a growing number 

o f p o te n t ia l borrowers who ware more concerned w ith  easy and prompt d is ­

b u rsa l of c re d it  than i t s  co s t . Thus, f in a n c ia l  in term ed ia tion  became 

an a t t r a c t iv e  p ro p os itio n , fo r  a lender could make a reasonable margin 

o f p r o f i t  even a f te r  paying an in te re s t  s ig n i f ic a n t ly  higher than the 

dep os it r a te  o f formal c r e d it  in s t i tu t io n s .  The above fa c to rs  contribu ted  

to  the rap id  spread o f finance  companies.
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There are no firm  estim ates o f the number o f finance  companies 

tran sac tin g  business in  the S ta te ,  the volume o f.d ep o s its  or th e ir  s ca le  

o f loan tran sac tio n s . According to the Revenue Department o f the S ta te  

Government, the number of firm s reg is te red  and obtained l ic e n c e  fo r 

moneylending business came to  about 4000, whi’ a the Economic D iv is io n  of 

the Cochin o f f ic e  of the Reserve Bank o f In d i ”, has estim ated the to ta l  to 

be over 10000, (K e ra la  Kaumudi. 5 August, 1986), As against th is ,  

according to the K e ra la  Small F in a n c ie rs ' A sso c ia tion , the to ta l  o f these 

finance  companies function ing  in  Ke ra la  came to about 12000, Praka3 h has 

estim ated th a t in  T richu r town alone there  we""' some 1500 partnersh ip  

firm s ca rry in g  on f in a n c ia l  a c t i v i t ie s ,  ( P r t ’ jh ,  1984), In  Kottayam 

town w ith in  one KM on the same road 30 fin an r companies conducted busi­

ness, 12 of them being lo ca ted  under the same oof, (K e ra la  Kaumudj.

9 August, 1987),

Estim ates of deposits are more d i f f i c u l t  to o b ta in , 'Gueatim ates' 

o f deposits w ith  some p a r t ic u la r  companies were reported in  the lo c a l d a il ie s  

l i k e  K e ra la  Kaumudi. M alaya la  Manorama. MathrufrhumjL. e tc . For example, the 

deposits co lle c te d  by the Kottayam o f f ic e s  o f ^marias and O rien ta l Finance 

and Exchange Companies were reported to be Rs.5 m ill io n  and Rs. 1 0  m illio n  

re s p e c t iv e ly .  The New In d ia  Finance Compan had m obilieed deposits to the 

tune of Rs. 2 0  m il l io n ,  the Lab o lla  Arsha Bharat had Rs.65 m ill io n  by the 

m iddle o f  th is  yea r. (K e ra la  Kaumudi, d if fe re n t  issues during May 1987). 

Estim ates o f to ta l  deposits of the finance  companies in  a few centres a re , 

however, a va ila b le *  Thus, according to  the re s u lts  o f a sample survey of 

24 p artnersh ip  firm s in  T richu r town, which i s  estimated to have more than 

1500 such firm s, the to ta l deposits came to  Rs.150.5 lakh s . The volume of
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deposits among these 24 firm s ranged from Rs,3 lakhs to Rs* 11 lakhs or 

above. The to ta l  deposits o f 1300 firm s in  T richu r town i s  estim ated 

as Rs.100 c ro res . (Prakash , 1984, o p . c i t . ,  pp.2131-32). On the above 

b a s is , the average per company would work out to Rs.0.06 cro re  or Rs«6 

la kh s . Nayar in  h is  survey of 114 finance  corporations d is tr ib u te d  

over the four southern S ta te s , Andhra Pradesh, Karnataka, K e ra la  and 

Tamil Nadu, estim ated the to ta l  volume o f outstanding deposits of these 

sample firm s at Rs.3530.46 lakhs as on 31 March, 1980, and the deposits 

m ob ilised  during the prededing one year a t Rs.3373.78 lakh s . (Nayar, 1982, 

Table 5, pp.26 ). The average deposits outstanding and rece ived  during 

the past one year mould work out to  Rs.30.97 lakhs and Rs.29.59 lakhs 

re s p e c t iv e ly . The survey covered 32 companies d is tr ib u te d  at 7 centres 

in  K e ra la . The to ta l  deposits outstanding o f these 32 firm s came to a 

l i t t l e  over Rs.975 lakh s , and the average per firm  would work out to  about 

Rs.30.5 lakh s , about the same as the average fo r  a l l  the 114 firm s together. 

The above figu res  would g ive  an in d ic a t io n  o f the volume o f to ta l  deposits 

m ob ilised  by the finance companies in  th is  S ta te .

True, there  are c e r ta in  p ro v is io ns  in  the Banking Companies Act 

and Kera la  Moneylenders Act which impose r e s t r ic t io n s  on the number of 

d ep o s ito rs , amount of d ep os its , in te r e s t  paid on deposits or charged on 

lo an s , e tc . For in s tan ce , according to  the form er, the maximum number o f 

deposits perm itted i s  25 i f  the concern i s  an in d iv id u a l p rop rie to rsh ip  

and 250 in  case i t  i s  a p a rtn e rsh ip . The S ta te  le g is la t io n  imposed c e i l ­

ings on in te r e s t  ra te s  on deposits rece ived  and loans d isbursed, v i z . ,

15 percent and 19.5 percent re s p e c t iv e ly . The r e s t r ic t io n  on tho number



205-

o f deposits was circumvented by the same p ro p rie to rs  f lo a t in g  se ve ra l 

firm s under d if fe re n t  names, as fo r  example: T r in i t y  T ru st, T r in it y

Je w e lle r s ,  T r in i t y  F in a n c ie rs , T r in it y  En te rp r ise s ; Josecos Investm ents, 

Oosecos Fashion Je w e lle rs , Dosecos F in an c ie rs ; Muthuttu F in a n c ie rs , 

Muthuttu M ini Bankers, Muthutu C h it t i  Fund, Muthuttu Bankers, Muthuttu 

Mutual Funds, M ini Muthuttu F in a n c ia l C h it t i  Fund, Muthuttu Kuries and 

so on. Coming to  in te re s t  ra te  o ffered  on deposits co lle c te d  or in te re s t  

ra te s  charged on lo an s , they were in v a r ia b ly  h igher than those perm itted

under the p ro v is io ns  o f the p re v a ilin g  law .

The boom in  a c t iv i t ie s  l i k e  co n s tru c tio n , trad e , e tc . and the 

spread o f finance  companies m utually re in fo rce d  each o ther. Se ve ra l 

o f the en te rp rises  a ttra c te d  by the p o s s ib i l i t y  of high and quick returns 

from investm ent in  these grey areas and the ease o f obtain ing c re d it  from 

fin ance  companies soon s ta rte d  g e ttin g  in to  the red and s ta rted  d e fa u lt ­

ing  repayment o f lo ans.

"The mushroom growth £  o f finance  companies_7 w ith in  
a short span led  to a su b s ta n tia l in c rease  In  supply 
o f c r e d it .  In  the beginning, loans were issued  on ly  
to c r e d it  worthy business. Later due to com petition 
between firm s , loans began to be issued  to a l l  and
su n d ry .. .  The easy a v a i la b i l i t y  o f c r e d it  led  to
la rg e  over borrowings and re su lted  in  over tra d e ".
(P rakash , 1987, p .39).

Some o f the finance  companies d ive rted  the deposits in to  financing  th e ir  

ou/n ven tu res. The la b e l la  Arshabharat Company, an a l ib i  fo r La b e lla  

F in a n c ie rs , ca s t i t s  net wide s e tt in g  up e n te rp rises  in  such d ive rse  

f ie ld s  cement, f e r t i l i z e r s ,  co n stru c tio n , p a in ts , beaverages, p lan ta ­

t io n s ,  t r a v e ls ,  m arketing, food, t e x t i le s ,  d i s t i l l e r y , f i lm  development,
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and so on. The p ro p rie to r of Shalimar F in an c ie rs  f u l f i l l e d  one o f h is  

pet dreams, v i z . ,  to  ac t in  a hero 's  ro le  in  a movie, by h im se lf producing 

a cinema, financed of course, w ith  the deposits c o lle c te d . O rien ta l 

Finance and Exchange Company had in v ite d  i t s  own doom by lock ing  up the 

funds in  re a l e s ta te , f ilm  in d u s try , e tc . To c i t e  another example,

Adithya Finance Company, w ith  148 branches and over 180 extension centres 

in  the S ta te ,  has been running se ve ra l other en te rp rises  in c lu d ing  a 

supermarket. The in e v ita b le  r e s u lt  o f extending loans to  en te rp rises  of 

dubious v i a b i l i t y  or d iv e rt in g  the deposits to  support the finance  companys' 

o ther a c t i v i t ie s  i s  the erosion o f th e ir  l iq u id i t y  to a s lender margin, 

so slender a margin th a t the whole s tru c tu re  might come down the moment 

a few depositors get an alarm s ig n a l.  The run on these finance companies 

and th e ir  downing the sh u tte rs , the p ro p rie to rs  decamping w ith  the lo o t 

le a v in g  hundreds of thousands o f th e ir  h e lp le ss  customers in  u t te r  d is ­

tre s s  were d a i ly  occurrences reported during the la s t  one yea r. When the 

customers went to the o f f ic e s  o f th e ir  re sp e c tiv e  concerns to take back 

deposits or in te r e s t  on the same f a l l in g  due on the s t ip u la te d  dates, or 

repay the loan and take back the hypothecated go ld , they were asked to 

come back la t e r ,  i f  the o f f ic e  was open. More o ften  than n o t, the o f f ic e  

was closed w ith  no member o f the s t a f f  around. The p ro p r ie to r 's  where­

abouts were unknown. M a jo r ity  o f the company s t a f f ,  who had got th e ir  job 

a f te r  g iv in g  s iz a b le  amounts as s e c u r ity  had now lo s t  th e ir  job as w e ll 

as .se cu r ity , were themselves in  u t te r  d is t re s s .  The run on the finance  

companies spread l i k e  w ild  f i r e  and in  such a s itu a t io n  th e ir  normal 

p ra c t ic e  o f coming to each o th e r 's  rescue could not redeem the s itu a t io n .
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The c lo su re  o f a f e r n  firm s was being reported  every day from e a r ly  th is  

year w ith  the fru s tra te d  customers holding demonstration in  fro n t of 

the closed doors or 'dharnas* a t the gates o f the p ro p r ie to rs ' residences. 

The ta le s  o f woe o f the aggrieved p a rt ie s  who fo r fe ite d  a l l  th e ir  savings 

f i l l e d  the pages o f the lo c a l d a i l ie s .

In  on ly two of our se lec ted  v i l la g e s ,  v i z . ,  Thalikulam  and

Ezhukone, we c a n t e  across some finance companies and they too are p resen tly  

keeping a low p r o f i le .  In  the former v i l la g e ,  there are a t  present four 

firm s , m a jo rity  o f  them being partnersh ip  firm s. A l l  o f then have rece ived  

d ep o s its , the to ta l  deposits rece ived  during the la s t  two years ranging 

from Rs.20,000 to Rs.2 lakh s . The reported  ra te  o f in te re s t  i s  1 2  to 14 

percen t. At Ezhukone, m e  came across two f irm s . One of them, an in d i­

v id u a l p ro p rie to rsh ip , was s ta rte d  only 1986, and has not been re ce iv in g  

deposits a t the time of our su rvey. The second one i s  a partnersh ip  firm

w ith  four p a rtn e rs , and functions in  a separate  o f f ic e  bu ild ing  under the

cap tion  of a bank. The firm  rncoivod dopooito to tho tune of Rs.10 lakha 

in  the course o f la s t  two yea rs , an im pressive reco rd . I t  has a d iffe re n ­

t i a l  in te r e s t  r a te  system , paying d if fe re n t  ra te s  of in te re s t  to d if fe re n t  

groups o f deposito rs and ranging from 1 2  percent to 50 p ercen t. Tha loojost 

ra te s  of in t e r e s t ,  12 p ercen t, are paid to Gulf, em igrants ' households, 

medium r a te s ,  2 5  percent to c u lt iv a to r s  and h ighest r a te s ,  50 percent to 

employees. The ra t io n a le  underly ing  th is  d if fe r e n t ia t io n  appears to  be 

" to  each according to h is  need". The general erosion o f confidence in  

the finance  companies in  the S ta te  has n a tu ra lly  a ffected  the tempo of 

business a c t iv i t ie s  o f these few su rv iv in g  firm s a lso .
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Tho crash  o f the finance  companies seems to  be ra th e r due to 

th e ir  l ib e r a l  extension o f c re d it  to  some en te rp rises  or a c t i v i t ie s  of 

obvious v i a b i l i t y  which have grown out o f a l l  p roportions, than to "the  

steep f a l l  in  the G u lf rem ittances , the severe drought in  1982-83 and 

f a l l  in  the p rices  o f a g r ic u ltu ra l p r o d u c t s . . a s  averred in  a recent 

re p o rt . (P rakash , 1987, o p . c i t . ,  p .3 8 ). I t  I s  not tha t a l l  finance 

companies had m isa llo ca ted  or mismanaged th e ir  funds. But the f a i lu r e  

o f a few companies to meet th e ir  due commitments to  th e ir  customers was 

enough to  arouse susp ic ion  in  the minds o f the customers o f o ther firm s 

a lso  and cause a genera l run on a l l  f irm s . A fte r  a l l ,  even a norm ally 

s ta b le  and f in a n c ia l ly  sound bank could co llap se  i f  i t  suddenly faces 

a run, as i t  happened on more than one occasion in  the p a s t .*

C e r ta in ly ,  the fin ance  companies have been successfu l in  m ob ili­

s ing the savings of r u ra l  households in  K e ra la . They entered the scene 

a t a time when, thanks to c e r ta in  fo rtu ito u s  circum stances, a la rg e  

number o f households in  c e r ta in  pockets of the S ta te  were l e f t  w ith  sur­

p lus funds. True, there were o ff ic e s  o f the commercial banks and post 

o f f ic e  savings banks w ith in  easy reach , but the in te r e s t  o ffered  on deposits 

was not a t t r a c t iv e  enough. The new in form al f in a n c ia l  in te rm ed ia ries  

exp lo ited  th is  s itu a t io n  and m obilised these sav in g s , perhaps to a g rea te r 

extent than formal aavings media. However, whether such savings m obilised 

by them were put to  p roductive  use i s  another question . As the finance  

companies were charging ex cess ive ly  high in te r e s t  on th e ir  lo ans , an

* The l iq u id a t io n  o f the Travancore and N ationa l Quilon Bank, a id  the 
P a la i C en tra l Bank are w e ll known examples.
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in te r e s t  ra te  beyond the normal re tu rns from any p roductive investm ent, 

i t  should appear th a t the fu n c tio n a l purpose o f savings m ob ilisa tio n  i s  

not served* E v id e n t ly , the m o b ilisa tio n  e f fo r ts  proved to be counter­

p roductive* Now th a t the va s t m a jo rity  o f them have estab lished  th e ir  

la ck  o f c r e d ib i l i t y  and concern fo r  th e ir  c l ie n t e le ,  th e ir  ro le  in  savings 

m o b ilisa tio n  w i l l  remain a sad memory of the past in  the minds o f a l l  

concerned.

( i i i )  C h it funds

C h it funds belong to a type o f indigenous f in a n c ia l in te rm ed ia ries  

which have been p rovid ing  the savings and c re d it  f a c i l i t i e s  to d if fe re n t  

communities from very  e a r ly  times* There has always been a f e l t  need fo r 

an arrangement or mechanism fo r pooling the savings and meeting the c re d it  

requirements o f a community, ir r e s p e c t iv e  o f the type o f so c ie ty  or le v e l  

o f economic development. Before  formal c re d it  in s t itu t io n s  entered the 

scene, i t  was the in form al in te rm ed ia ries  who f i l l e d  the gap; even a fte r  

the former,has made considerab le  headway, the l a t t e r  continues to p lay a 

major ro le  in  the developing co u n tr ie s , e s p e c ia lly  in  th e ir  ru ra l areas. 

In form al saving and c re d it  assoc ia tions are a c t iv e  in  most o f these 

co u n tr ie s , as reported  in  a s e r ie s  o f recent s tu d ie s . (See fo r example, 

Bouman, 1977; M ira c le , e t . a l . ,  1980). Under th is  arrangement, the members 

o f an asso c ia tio n  make regu la r co n trib u tio n s  to  a fund which i s  a llo ca ted  

to  each member by l o t ,  auction  or some other m utually agreed form ula.

"A member saves u n t i l  he re ce ive s  the fund, a fte r  which
he s ta r ts  to repay a loan  in  in s ta lm en ts . In  other
words, the fund rece ived  by members a t in term ed iate
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po in ts in  the l i f e  o f  the c y c le  in c lud es a portion  
equal to the sum o f th e ir  past and cu rren t contribu ­
t io n s , p lus a p ortion  which i s  a loan to be repa id  on 
th e ir  fu tu re  co n tr ib u tio n s . Not on ly does the c r e d it  
ro ta te ,  the saving p os itio n s  ro ta te  too. Therefore,
I  p re fe r the term ro ta t in g  saving and c re d it  associa ­
tio n s  - ROSCA, fo r  s h o r t " .  (Bouman, o p . c i t . ,  pa37)«

Easy a c c e s s ib i l i t y ,  sim ple procedures, f l e x i b i l i t y ,  and a d a p ta b ility  to 

many purposes have been noted as the fa c to rs  accounting fo r  th e ir  popu­

l a r i t y .  ( I b i d . ,  p p .37-39; see a lso : M ira c le , o p . c i t . ,  p p .701-708).

There i s  considerab le  d iv e r s it y  in  the o rg an isation  and function ­

in g  of c h l t t le 8 . the Ind ian  ve rs io n  o f ROSCA. They d i f f e r  in  th e ir  s iz e  

(number o f members in s ta lm en ts , to ta l  fu n d ), l i f e  of the c y c le ,  the way 

in  which the order o f ro ta t io n  i s  determined ( l o t ,  auction , or a rb it ra ry  

s e le c t io n  by the forem an), p e r io d ic ity  (d a i ly ,  weekly, monthly, q u a rte r ly , 

e t c . )  d is t r ib u t io n  o f d iscounts in  auction c h i t t ie s ,  e tc . (Nayar, 1973, 

Chapters 2-5} see a lso : Radhakrishnan, 1973, Chapters 3-4).

I r r e s p e c t iv e  of the type o f a sso c ia tio n s , savings co n s titu te  a 

core fea tu re  of the c h i t t ie s .  "P a r t ic ip a n ts  in  these in form al banking 

arrangements seem to  b e lie ve  th a t they have more than they would i f ,  

in s te a d , they saved in  a s o l i t a r y  fash ion because o f the d is c ip l in e  of 

having to re g u la r ly  meet u/ith the r e s t  o f the group and make a d ep o s it", 

(M ira c le , s t . a l ,  o p . c i t . ,  0 .707 ). Bouman a lso  concurs w ith  th is  view :

"The foremost reason fo r  jo in in g  a ROSCA i s  probably the "fo rced " saving 

element. Through the r e g u la r ity  o f sm all d ep o s its , which otherw ise might 

be spent on t r i v i l i t i e s ,  one i s  ab le to accumulate more s iz a b le  sums fo r 

a worthwhile cause". (Bouman, o p . c i t , ,  p .3 8 ). Saving fo r  a ra in y  day or
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fo r  meeting unforeseen contingencies has been the main m otivation  fo r  many 

people Jo in in g  c h i t t ie s .  In  f a c t ,  during the e a r ly  phase o f i t s  evo lu tion  

c h l t t ie s  mere p r im a r ily  savings asso c ia tio n s ; during th a t pha3e the pooled 

savings or the c a p i t a l ,  was d is tr ib u te d  by l o t .  When the demand fo r c re d it  

en larged , c h i t t ie s  became savinga-cum -credit a sso c ia t io n ) in  the process, 

the lo t  c h i t t ie s ,  were rep laced  by auction c h i t t ie s ,  s in ce  the la t t e r  

accommodated the c re d it  needs of the subscribers  according to th e ir  urgency.

"The main drawback o f other forms of c h i t t ie s  i s  th a t 
they are unable to meet the c re d it  needs o f the subs­
c r ib e r s ,  and, i f  a t a l l  they can, i t  i s  not a t the 
appropriate  time or 6n a proper s c a le . The auction 
c h i t t y , on the other hand, can g ive  away a f a i r l y  
la rg e  sum o f money as the p rize  amount when the subs­
c r ib e r  needs i t .  By ju s t  subscrib ing  one or two 
insta lm ents to an auction c h it t y  o f the desired  va lue , 
a subscriber w i l l  be ab le to ra is e  a su b s ta n tia l amount. 
The access to a la rg e  lump sum a t an investm ent o f a 
sm all amount enables many an en te rp ris in g  in d iv id u a l 
to  s t a r t  new business or trades or sm all in d u s tr ie s  
o r to expand the ex is tin g  ones w ith  the help o f which 
they can e a s i ly  repay the fu tu re  insta lm ents of the 
c h i t t y .  Personal c re d it  of such magnitude w ith  pro­
v is io n  fo r  repayments extending over a f a i r l y  long 
p erio d , indeed, makes th is  c h it t y  unique in  the f ie ld  
o f f in a n ce ". (Nayar, o p . c i t . ,  p .52 ).

Coining to the growth o f c h it  funds, K e ra la  and Tamil Nadu 

accounted fo r a major share . According to  N ayar's  estim ate , there  were 

5257 working c h i t t ie s  in  K e ra la  in  1967-68, w ith  an annual turn over of 

Rs.6378 lakh s ; the corresponding number fo r Tamil Nadu were 3043 and 

Rs.1442.4 lakh s . (N ayar, o p . c i t . ,  Tables 2-A, and 2-B, p p .165-166). As 

aga inst t h is ,  Radhakrishnan estimated the number o f c h it t ie s  in  K e ra la , in  

1967 at 12491, and th e ir  annual turnover at Rs.7500 lakh s . (Radhakrishnan,
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o p . c i t . ,  p .37). In  the case of K e ra la , the l a t t e r  estim ate i s  tw ice  as 

high as the form er, both in  terms o f the number and volume o f tu rnover.

For Tamil Nadu, no comparable figu res  fo r  the above period are included 

fo r  want o f r e l ia b le  data* However, Radhakrishnan has c ite d  the informa­

t io n  furn ished  by the Tamil Nadu C h it Funds A ssocia tion  according to 

which a t the end of 1972 there  were 557 reg is te red  c h it  companies, who 

were members of th is  a sso c ia tio n . I f  we take in to  account those who were 

not members, then the to ta l  may r is e  to 1 0 0 0 , the annual turnover of these 

companies would come to  Rs.60 cro res in  1971 and fe*96 cro res in  1972-73. 

Besides these re g is te red  c h i t t i e s . there  are a lso  q u ite  a few unauthorised 

ones, though run by re g is te red  companies. Their number was reported to  

be 19216 in vo lv in g  Ks.7.55 c ro re s . ( Ib id ,  p .45 ).

To what extent the c h i t t ie s  are ab le  to  s tim u la te  and m ob ilise  

savings are the b asic  questions we are p resen tly  concerned w ith* Nayar's 

hypothesis i s  th a t a c h it t y  maximises the quantum o f in d iv id u a l savings*

"A person can be induced to jo in  a c h it t y  in  which the 
amount o f h is  p e r io d ic  sav ings. As fo r in s tan ce , i f  
h is  a b i l i t y  to  save is  Rs. 1 0 0  a month, ha can be admitted 
to a c h it t y  the monthly co n trib u tio n  o f which i s ,  say ,
Rs.125 because owing to  a high ra te  of d iv idend , the 
ac tu a l monthly co n tr ib u tio n  w i l l  be much le s s  than the 
sp e c if ie d  p e rio d ic  su b sc rip tio n . In  most o f  the in s t a l ­
ments the subscrip tion  w i l l  be Rs.100 or s t i l l  le s s " .
(Nayar, o p . c i t . ,  pp.52-53).

The Banking Commission (1972) does not agree w ith  th is  hypothesis. The 

Commission observed,

"th e  estim ated re tu rn  on the savings o f a subscriber to 
a c h it  fund depends on a number o f fa c to rs  and assump­
t io n s . I t  depends, among other sav in g s , on the d iscount
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o ffe red  by su b sc rib e rs , the commission o f the foreman* 
the duration  of the c h i t ,  the period fo r  which the 
p riz e  winner has to  w a it before he gets the p r iz e , the
in te r e s t  he may save earned on h is  savings elsew here» 
and the re tu rn  th a t he can obta in  by in ve s tin g  h is  
p r iz e  amount,. . .  In  no case can a l l  members get more 
than what they co n trib u te  because u n lik e  a commercial 
bank, a c h it  fund does not get any re tu rn  on c a p ita l 
employed, from anybody except from the members o f the 
c h it  fund". (Banking Commission, p .117).

The Commission's conclusion i s  th a t "as savings in s t itu t io n s  c h it  funds 

do not o f fe r  to  a l l  th e ir  savers schemes superio r to those o ffe red  by 

commercial banks and other f in a n c ia l in s t i t u t io n s ” • ( I b id . ,  p .120 ). As

fo r  m o b ilisa tio n  of sav ings , in  the case o f c h it  funds, the commission

pointed out th a t u n lik e  other f in a n c ia l in te rm e d ia r ie s , the c o l le c t iv e  

savings o f one group are  made a v a ila b le  to the same group by ro ta t io n .

That i s ,  f in a n c ia l in te rm ed ia tion  i s  lim ite d  between members of the same 

group.

Desp ite the a v a i la b i l i t y  o f a lte rn a t iv e  savings media o f commer­

c i a l  banks and other f in a n c ia l in s t itu t io n s  which supposedly o f fe r  better 

re tu rns than the savings o f subscribers to c h it  funds, why do they continue 

to  f lo u r is h  in  both the ru ra l and urban areas? Why do the C h it funds 

a t t r a c t  more and more people to  jo in  them d esp ite  ce r ta in  i r r e g u la r i t ie s  

and m alp ractices brought out from time to  tim e? One probable explanation 

i s  th a t ,  as mentioned e a r l ie r ,  there i s  an element o f  saving d is c ip l in e  

or compulsory saving  once the membership o f a c h it t y  i s  taken. Any uiay, 

i t  seems reasonable to presume tha t c h it  funds to generate more savings 

than would be the case in  th e ir  absence. As fo r the m o b ilisa tio n  of
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sav in g s , i t  i s  true  tha t the c o lle c t io n  o f savings o f one group are shared 

by the same group. But does th is  negative  m o b ilisa tio n  o f savings and 

f in a n c ia l in te rm ed ia tio n , one wonders. The fa c t  tha t under ths c h it  fund 

scheme ansfer o f funds from the savers to users does not in vo lve  in te r ­

m ediaries helps to  e lim ina te  in te rm ed ia tion  costs* The b u ilt- in  p rov is ion  

fo r  c re d it  serves as an ad d it io n a l in ce n t iv e  *or saving by c h it  funds 

su b sc rip tio n .

Coming to our study a reas , w h ile  a l l  he se lec te d  v i l la g e s  from

K e ra la  had c h it  funds function ing  in  th e ir  a reas , they were not reported

in  one o f the two v i l la g e s  from Tamil Nadu. Among the four Ke ra la  v i l la g e s ,

Ezhukone had the la rg e s t  proportion o f housed ds reporting  membership o f

c h i t t ie s .  Hence, we chose Ezhukone fo r the ly o f th is  in s t i tu t io n .  Our

enquiry was lim ite d  to a sample of 12 c h it t y  ^ ite rp r is e e  of which 11 are
33

p r iv a te  firm s and one a co o pera tive . They are conducting^currently running 

c h i t t ie s  d is tr ib u te d  between them. Among the 11 p r iv a te  f irm s , one to 

three c h it t ie s  are being run s im u ltaneously , w h ile  the Ezhukone Se rv ic e  

Cooperative Bank is  running 6 c h it t ie s  c u r re n t ly .  A l l  o f them are auction 

c h i t t ie s .  The p e r io d ic it y  v i z . ,  monthly, am he number o f insta lm ents/ 

su b sc rib e rs , v i z . ,  40, are uniform fo r a l l  thase c h i t t ie s .  The monthly 

su b sc rip tio n  per member ranged from fe.25Q t  Hs.1250.

I t  i s  s ig n if ic a n t  to note the high degree o f p a r t ic ip a t io n  by the 

lo c a l  community. The to ta l number o f subscribers to the 33 running c h it t ie s  

comes to 1320. Even a llow ing  fo r  the p o s s ib i l i t y  o f one person subscrib ing  

to more than one c h it t y  s im ultaneously, the proportion of households p a r t i ­

c ip a t in g  in  th is  a c t i v i t y  appears to  be com paratively la rg e . Mote over,
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besides the 12 firm s we have surveyed, the re  i s  l i k e ly  to  be an equa lly  

la rg e  number o f s im ila r  c h it  funds in  Ezhukone, according to informed 

sources. Then, there are a lso  c h i t t ie s  o f other types d if fe r in g  in  

p e r io d ic it y ,  procedures, e tc .  Mention may be made o f d a ily  c h it t ie s  to 

which p e tty  tra d e rs , wage earners , housewives, e tc . subscribe . E v id e n t ly , 

c h it t y  is  a popular f in a n c ia l in s t i t u t io n .  W ith  the r ig h t  to take the 

to ta l sawing of the e n t ire  period even at the ^ginning of a c h i t t y ,  and 

re ce ive  d ividend a f te r  b idd ing , and the b u ilt> in  p ro v is io n  fo r  borrowing, 

auction  c h i t t ie s  are a convenient saving media. As a source of c re d it  

a lso  c h it t ie s  are a t t r a c t iv e .  En titlem ent t c  ‘ irrow the c h it t y  amount 

in  any in s ta lm en t, f a c i l i t y  o f easy repayment in  in s ta lm en ts , r ig h t  to  

re ce ive  d ividends even a f te r  tak ing  the c h it t y  amount, minimum procedural 

fo rm a lit ie s  are the reasons c ite d  by our respondents fo r the a t t r a c t iv e ­

ness of ch i t t i es as a c re d it  agency.

The s ca le  of saving-cum -credit tran sac tion s  i s  qu ite  im press ive . 

I t  mey be re c a lle d  th a t among the c h it t ie s  covered by our su rvey , there 

were 1520 subscribers  w ith  the monthly sub scrip tion  ranging from Rs.250 

to Rs.1250. The to ta l  gross sub scrip tion  (w ithou t d iscoun t) fo r the 55 

running c h it t ie s  would come to Rs.7.7 lakhs month or over Rs.92 lakhs 

per yea r. I f  the transactions  in  the other s h it t y  en te rp rises  are also 

in c lu d ed , the to ta l turn over wouldewell fux ther.

I t  has to  be noted th a t the c h it t ie s  are saving-cum -credit media. 

The subscribers are savers or in ves to rs  fo r a c e r ta in  period; but as and 

when they succeed in  the b idd ing , they turn  borrowers fo r the r e s t  o f the 

p erio d . I t  is  true  th a t the retu rns on the savings by way of subscrip tion
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are low . But the im p l ic i t  in te re s t  on the borrowing, i . e .  the p rize  amount 

re ce ived , a lso  seems to be com paratively loot. At any r a te ,  the margin of 

d iffe re n ce  between the two ra te s  may turn  out to  be le s s  than in  the case 

of a lte rn a t iv e  c r e d it  in s t i tu t io n s .

We s h a ll  analyse the p ro f i le  o f a term inated c h it t y  in  Ezhukone. 

(See Annexe T a b le ). L ik e  the running c h it t ie s  in  our sample, the present 

one uras a monthly auction c h i t t y .  I t  had 40 members, and the average 

su b sc rip tio n  (g ro ss ) was Rs.625. In  the auction the com petition fo r  bidd­

ing  seems to have been ra th e r acute in  the f i r s t  h a lf  o f the c h it t y  period , 

as re f le c te d  in  the high d iscoun t. During the f i r s t  twenty months, the 

average d iscoun t, in c lud ing  the foreman's commission of lfe.1250, came to 

Rs. 6738 or about 27 percent o f the C ap ita l (Rs./"~;00) as aga inst Rs.2548 or

10 percent during the la t e r  h a lf  o f the c h i t t y .  The subscribers shose 

to ta l  net su b sc rip tio n  exceeded the p riz e  amount (c a p ita l  le s s  d iscount 

in c lu d in g  tho foreman's commission) may be trea ted  as borrowers, and the 

others as in v e s to rs . The to ta l su b sc rip tion  per member, net of d iscount, 

cane to Rs.21572.25. Thus, 26 out o f the 40 subscribers turned out to  be 

borrowers. The remaining 14 members, in c lud ing  the foreman, may be con­

s idered  to be in v e s to rs , s in ce  they apparently were not in te re s te d  in  

bidding and thereby reduce the surplus of pr ze amount over su b scrip tio n .

As a f i r s t  approximation, we may t r e a t  the d iffe re n ce  between 

p r iz e  amount and to ta l net su b sc rip tion  as in te r e s t  paid or rece ived  by 

a Subscriber depending on h is  s ta tu s  whether as borrower or in v e s to r .

The r a t io  o f the d iffe re n ce  to the p riz e  amount would in d ic a te  the ra te  

o f  in te re s t  (Ramamurthy, p .227). In  our sample, the in te re s t  r a te  fo r
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tha borrower members ranged from 0,57 to 6,98 percent; on the other hand, 

fo r the in ve s to r members, the excess o f tho p rize  money over th e ir  to ta l 

su b scrip tion s  c a r r ie d  an im p lic it  in te re s t  in  the range of 0,57 to 2,75 

percen t. The sm all margin o f d iffe re n ce  between the ra tes  on savings and 

borrowings may be noted. However, th is  i s  a crude estim ate . For one 

th in g , the in te r e s t  ra tes  on loans and on investments would not be uniform . 

The in te re s t  r a te  re le va n t fo r  borrower-membe:; i s  the opportun ity cost 

o f c r e d it ,  in te r e s t  charged on s im ila r  loans by other c re d it  agencies.

On the other hand, the in te re s t  ra te  on su b scrip tio n s  by investor-members 

should be the ra te  in  deposits o ffered  by c re d it  in s t i tu t io n s .  Obviously, 

the former i s  h igher than the l a t t e r .  For another, when the l i f e  of a 

c h it t y  exceeds one yea r, a simple in te re s t  ra te  would not capture the f u l l  

cost or b en e fit  o f a tra n sac tio n . In  the l ig h t  of the foregoing Nayar 

(1973 and 1975) has applied 12 percent in te r e s t  on borrowals, the p rize  

amount rece ived  by successfu l b idders, and 4 percent in te re s t  on in ve s t­

ments, the su b sc rip tio n s , both compound, in  the estim ation of d iscount 

ra te s  in  the case of a sample of a few term inated c h i t t ie s .

Be th a t «s i t  may, a s ig n if ic a n t  proportion  o f the households 

a t  Ezhukone subscribe to the c h it  funds, i n ? r i t e  o f the fa c t  th a t the 

v i l la g e  is  served by commercial banks and c  ^operative so c ie t ie s  which 

o f fe r  saving and c re d it  f a c i l i t i e s .  The fa c t  th a t the Ezhukone Se rv ice  

Cooperative So c ie ty  i t s e l f  is  cu rre n t ly  running q u ite  a few c h i t t ie s  i s  

a r e f le c t io n  of tho a ttra c t iv e n e s s  of th is  media fo r  m o b ilisa tio n  o f 

sav ings .
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8.3 A llo c a t iv e  E f f ic ie n c y  o f ICMs 

8 .3 .1 . C r i t e r ia

As noted befo re , the ICMs In  ru ra l  areas are segmented, thereby 

making the loan tran sac tion s  la rg e ly  persona lised . The p a rt ie s  in vo lved  

are known to each other f a i r l y  c lo s e ly .  Thusj the in form al c re d it  

agencies are easy to approach. The tran sac tio n s  in v o lv e  a minimum of 

p rocedural fo rm a lit ie s ,  v e r i f ic a t io n  o f documents, e tc . D isbursa l of 

the loans i s  prompt. In fo rm a lity  in  procedures and promptness in  the 

d isposa l of loan ap p lica tio n s  have a bearing on the a l lo c a t iv e  e f f ic ie n c y  

o f the ICMs.

Another aspect in  terms o f which the e f f ic ie n c y  of ICMS i s  

assessed i s  the a llo c a t io n  o f c r e d it  purpose-wise. I t  i s  presumed th a t 

the  a llo c a t io n  o f the in form al secto r c r e d it  i s  not op tim a l, tha t a 

la rg e r  p roportion  of i t  i s  used to finance  unproductive o u tla y s , or those 

w ith  lower s o c ia l b en e fits  or re tu rns  l i k e  hoard ing, specu la tion  and con­

sumption, p a r t ic u la r ly  conspicuous consumption. Whether the a llo c a t io n  

o f  the whole or a major p a rt o f in form al c r e d it  i s  sub-optimal or not 

i s  a debatable question . Even i f  i t  i s ,  t  ie purpose-wise a llo c a t io n  of 

c r e d it  i s  in  the hands o f i t s  users ra th e r than w ith the len d e rs . I t  i s  

the borrower who decides fo r  what purposes the loans are to be used though 

they may o ften  d i f f e r  from the p r io r i t ie s  o f p lanners and p o lic y  makers. 

Therefo re , to adjudge the a l lo c a t iv e  e f f ic ie n c y  o f ICMs on the basis of 

the  purposes fo r which c re d it  from in form al sources i s  a c tu a lly  used 

v is- a - v is  the p r io r i t y  purposes in  the p e rsp ec tive  o f p o lic y  makers does 

not seem to be very m etrtingful.
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8 .3 .2 . Consumption c re d it  vs production c re d it

One o f the l i v e  issues in  the l i t e r a t u r e  on ICMs has been the 

d ire c t io n  and purpose o f c re d it  there in ,  and p a r t ic u la r ly  the ro le  of 

in form al lenders in  the p ro v is io n  o f consumption c r e d it ,  so -ca lled . That 

the dichotomy o f c re d it  in to  production c re d it  and consumption c re d it  

concep tua lly  u n sa tis fa c to ry  had been pointed out by seve ra l scho lars  in  

the p ast, (see  fo r examine, M e llo r , 1966, Chapter 17). The fu n g ib i l it y  

o f production and consumption c re d it  has been again re ite ra te d  in  a 

recen t study:

"One o f the main featu res of sm all h o ld e rs ' a g r icu ltu re  
i s  the in te g ra tio n  o f household expenditures and expen­
d itu re  re la te d  to the financing  of farming a c t iv i t ie s .
Therefo re , i t  i s  qu ite  d i f f i c u l t  to id e n t i f y  the re a l 
purpose of a loan a farmer app lies  fo r .  A loan can 
fo rm a lly  be d irected  to something p roductive  but the 
money which should have been used to fin an ce  th is  
investm ent in  case there  was no loan can now be used 
fo r  o ther purposes. I t  has to be re a lis e d  tha t money 
i s  fung ib le  and th a t in  many cases tha end o f a loan 
can not be monitored. Hence, i f  purposes of loans are 
discussed i t  must be kept in  mind tha t these are ju s t  
the purposes mentioned by the app lican ts  of loans and 
tha t funds are not n e ce ssa r ily  used fo r financing  
these purposes". (M artien  van Nieukoop, o p . c i t . ,  p .^8).

W h ile  drawing a d is t in c t io n  betweer production c re d it  and 

consumption c r e d it ,  there seems to be a va lua  judgement, im p lic it  or 

e x p l i c i t ,  th a t the la t t e r  i s  le s s  d e s ira b le , tha t i t  presumably d iv e rts  

the savings o f the community to channels of low s o c ia l re tu rns or bene­

f i t s  such as sp ecu la tio n , conspicuous consumption, e tc . This presumption 

i s  unca lled  fo r . A good proportion  o f the so-ca lled  consumption c re d it
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i s  used to most necessary consumption* Eq ua lly  unwarranted i s  the 

presumption equating consumption c re d it  w ith  c re d it  from in form al 

sources. O bviously, the f a c t  o f the m atter i s  tha t the sources of 

c re d it  and i t s  purpose depend on c e r ta in  c h a ra c te r is t ic s  o f the house­

holds concerned such as th e ir  asset and income le v e ls , access to 

d if fe re n t  c re d it  agencies, the p r io r i t ie s  o f purposes, e tc . W hile 

households in  the upper s t r a ta ,  have g rea te r  access to form al c re d it  

in s t i t u t io n s ,  those a t the other end o f  the s ca le  have to  depend more 

on in form al c re d it  agencies. S im i la r ly ,  whereas households in  the higher 

s t r a ta  may use a g rea te r proportion  o f  c re d it  fo r financing  productive 

expenditure, thoss at the lower s t r a ta  re so rt  to borrowing fo r  meeting 

consumption expenditure.

Given the in e q u a lity  in  the d is t r ib u t io n  o f in s t i t u t io n a l  c r e d it ,  

i t  i s  n a tu ra l th a t households in  the lower s t r a ta  have to lean  h e a v ily  on 

the the in form al c re d it  agencies. The find ings o f the A ll In d ia  Debt and 

Investment Survey (1971-72) bring out sharp ly  the extreme ekewness in  the 

d is t r ib u t io n  o f c re d it  from the government, cooperative  s o c ie t ie s  and 

commercial banks. The shares o f households belonging to d if fe re n t  asset 

groups in  the to ta l  cash dues outstanding from the above three sources 

are s e t out in  Table 8 .5 . I t  may be noted th a t the percentage share from 

each o f the sources r is e s  sharp ly  as the s i ? e  o f household asset holding 

in c re a se s . The cooperatives and commercial banks account fo r a la rg e r  

p roportion  of in s t i t u t io n a l  c re d it  than the government. Of the to ta l 

c r e d it  extended by the above sources, the shares of the bottom four c lasses  

o f households, which co n s t itu te  more than h a lf  the number of r u r a l  households,
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add up to about 12 percent o f to ta l  c r e d it  from the government, 6 percent 

o f to ta l  c re d it  from the cooperatives and a l i t t l e  over 2 percent o f to ta l 

commercial bank c r e d it .  As aga inst th i3 , the corresponding shares of the 

households in  the h ighest three asset c la s se s , i . e .  above Rs.30000, which 

co n s t itu te  le ss  than one-tenth o f the t o t a l ,  come to 40.17 percen t, 49.87 

percent and 68.88 percent re s p e c t iv e ly . In  f a c t ,  the shares of c re d it  

from the cooperatives and commercial banks in  the case o f the top asset 

c la s s ,  co n s titu t in g  le ss  than 1 percent of a l l  r u ra l households fa r  

exceed the corresponding shores o f the bottorr four asset groups.

Table 8.5 : Share of each asset group in  the aaoreQate cash duss 
outstanding owed to formal c re d it  in s t itu t io n s  as on 
30th June 1971

Asset Group
Proportion  
o f house­
holds %

Government Co-operative
So c ie ty

Commercial
Bank

1 2 3 4 5

Upto 500 11.20 0.64 0.13 0,20
500 - 1000 8.35 0.46 0.30 0.25

1000 - 2500 15.53 3.61 1.48 0.70
2500 - 5000 16.13 7.28 3.84 1.01
5000 - 10000 18.33 14. 1 ' 9.93 3.99

10000 - 15000 9.71 11. 5 10.14 3.02
15000 - 20000 5.72 9.76 8.19 7.24
20000 - 30000 6.22 12.92 16.11 14.72
30000 - 50000 4.04 15.90 18.54 19.81
50000 - 100000 2.94 15.45 19.16 21.54

100000 - above 0.95 8.82 12.17 27.53

To ta l 100 100 100 100
Source: A l l  In d ia  Debt end Investment Survey 1971-72, S t a t i s t i c a l  Tables

H nlotlng to Cash duos outstanding aga inst ru ra l houaoholda no on 
30th June 1971, Reserve Bank o f In d ia , 1976, p .97,
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Data on the purpose-wise d is t r ib u t io n  o f c re d it  from each o f 

the c re d it  agencies are not r e a d ily  a v a ila b le . However, the d is tr ib u ­

t io n  of to ta l  c r e d it  c la s s i f ie d  according to c r e d it  agencies, and that 

according to purpose fo r each asset group are a v a ila b le  in  the reports  

o f the A n  In d ia  Debt and Investment Survey* When these are p laced in  

ju x tap o s itio n  they should g ive  us some in s ig h t  in to  the phenomenon tue 

are try in g  to unscramble. We now proceed to  examine these data* In  

Table 8*6 we present the data on the sources and uses of funds borrowed 

by the ru ra l households to d if fe re n t  asset groups during the year ended 

30th Dune 1972* We observe s ig n if ic a n t  d iffe ren ces  between asset groups 

in  the s izg  and sources of c re d it  on the one hand and the purposes to 

which they are reported to be used on the other* For in s tan ce , the 

average s iz e  o f loans in  the top asset c la ss  i s  about 30 times th a t of 

the lowest asset group. The proportion of loans from inform al c re d it  

agencies i s  a l i t t l e  o*/er 98 percent o f the to ta l  borrowings o f households 

in  the low est stratum ; th is  p roportion  drops to about 60 percent in  the 

case of households a t the other end o f the asset s c a le . The proportion 

o f c re d it  from in form al agencies almost s te a d ily  f a l l s  w ith  in crease  in  

tho s iz e  of a sse ts . Coming to the use o f c r e d it ,  the proportion of i t  

put to p roductive  use, comprising farm and non-farm business, v a r ie s  

d ir e c t ly  w ith  the s iz e  o f household asset ho ld ings, ranging from about 

10 percent w ith households in  the bottom stratum  to about 64 percent among 

households from the top stratum* Opposite i s  the trand in  the case of the 

p roportion  of c r e d it  used to finance  household expenditure, which f a l l s  

from about 78 percent to a l i t t l e  over 26 percent between the two extreme 

s tra ta *



223

Tab le  8.6 t Borrow ings In  Cash accord ing  to C re d it  Aqsncy and Purpose R u ra l 
Households o f  D if f e r e n t  Asset Groups. 1971-72

A l l  In d ia  : A l l  Households

Household Propor­ Borrow ings Sourcg Purpose AM n
asse t
ho ld ings

t io n  o f  
households

T o ta l t  Rs. 
per house­
hold

F orraal In fo rm a l Farm 4 non-farm 
business

Household
Expenditure

Rs. Rs. % % Rs. % Rs. % fe. %

Upto 500 11.28 39.34 1.98 98.01 3.93 9.98 30.66 77.93 4.75 12 .0 ?
500 - 1000 2.35 60.36 3.72 96.28 6.54 10.83 46.54 77.1P 7.29 12.07

1000 - 2500 15.53 83.54 6.64 93.35 15.17 18.15 58.66 70.21 9.70 11.61
2500 - 5000 16.13 107.90 10.40 89.60 22.53 20.83 71.65 66.40 13.71 12.70
5000 - 10000 18.33 149.14 11.57 88.42 44.99 30.16 87.32 58.54 16.82 11.27

10000 - 15000 9.71 221.12 16.32 83.67 84.09 38.02 114.73 51.88 22.30 10.08

15000 - 20000 5.72 250.42 24.82 75.17 107.14 42.78 118.71 47.40 24.56 9.80
20000 - 30000 6.22 323.97 22.67 77.33 126.43 39.02 158.14 48.81 39.40 12.16
30000 - 50000 4.84 413.24 26.31 73.68 104.62 47.09 171 .93 41.60 46.69 11.69
50000 -100000 2.94 665.17 34.83 65.16 352.92 53.05 241.05 36.23 71.21 10.70

100000 &  above 0.95 1162.78 40.12 59.87 739.65 63.61 305.06 26.23 118.01 10.14

T o ta l 100 173.89 19.71 80.27 (  4.29 36.97 90.15 51.84 19.46 11.19
I

Source t Department o f  S t a t i s t i c s ,  A l l  In d ia  Debt and Investm ent Survey 1971- 72, S t a t i s t i c a l  Tab les
R e la tin o  to  Cash Borrow ings and Repayments o f R u ra l Households Pu rin a  Ju ly  1971 to  June 1972
and Cash Dues Outstanding as on 30th Ju ne , 1972, Reserve Bank o f  In d ia ,  Bombay 1978, Tab le  2 
( p .132) and Tab le  3 ( p . 136).
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The break up of cash dues outstanding as on 30th June, 1972, 

according to sources and uses o f funds d isp la ys  the same p a tte rn .

(Tab le  8 .7 ). The share of in form al c re d it  agencies came to about 96 per­

cent of to ta l cash dues outstanding aga inst households in  the low est asset 

group from which i t  s te a d ily  f e l l  in  tho case o f households of the upper 

s t r a ta ,  coming down to about 10 percent w ith  those in  the top c la s s .

The r is e  in  the proportion  o f c re d it  going in to  farm and non-farm busi­

ness w ith  in crease  in  the s iz e  o f assets i s  com paratively s teep , from 

about 11 percent to 7? p ercen t. As against t h is ,  the proportion of c re d it  

accounted fo r  by household expenditure declined  from about 78 percent to

16 percent.

Apparently, the seven ties  witnessed some s ig n if ic a n c e  changes 

in  the sources and uses o f funds. Thus, the share o f formal c re d it  i n s t i ­

tu tio n s  in  the to ta l cash dues outstanding against a l l  households together, 

as on ?0th June 1981, came to a l i t t l e  over 61 percent compared to about

29 percent ten years back. The proportion  o f to ta l  c re d it  used in  farm

and non-farm business by households o f a l l  the s t r a ta  together camo to 

about 69 percent in  1981 as against 50 percent e a r l ie r .  N a tu ra lly , the 

proportion of c re d it  used for household expenditure d ec lin ed , to nearly 

h a lf  the e a r l ie r  f ig u re . (See Table 8 .8 '.  However, the pattern  of v a r ia ­

t io n  across the asset groups in  respect o f the sources and uses o f funds

con tinues, and n a tu ra lly  so . More o ve r, i t  i s  s ig n if ic a n t  to noto th a t

the degree of in e q u a lity  in  the d is t r ib u t io n  o f in s t i tu t io n a l  c re d it  has 

been accentuated. The in ter-group  d iffe ren ces  in  the re lia n c e  on in form al 

c re d it  sources has widened. Thus, w h ile  the households in  the bottom



225

Tabla 8,7 s Percen tage D is t r ib u t io n  o f Households re p o rtin g  and averaoe amount o f Households 
o f  Cash duea ou tstand ing  by asse t groups c r e d it  aQency purpose, as on 30.6.1971

A l l  Households

Household asset 
Hold ing

(Rs. 000)

Percentage
o f

Households T o ta l

Rs.

Sources

%

iform al
........................  Pur

Farm & non-farm 
business

pose
Household Expenditure

Others

% Rs. % Rs. % Rs. %

95.85 8.47 10.58 62.25 '’7.75 9.35 11.68
95.78 19.02 14.27 97.52 73. 16.79 12.59
91.97 44.79 20.73 146.96 68.01 24.32 11.26
87.07 87.06 29.14 178.13 59.63 33.55 11.23
80.53 165.96 40.23 205.87 49.91 40.67 9.87
74.91 270.57 47.70 252.44 44.50 44.29 7.81
69.00 364.38 54.09 248.81 36.93 60.46 8.97
63.79 567.88 59.49 315.50 33.05 71.24 7.46
60.33 848.97 64.15 383.93 29.01 90.52 6.84
54.42 1373.12 70.55 420.37 21.60 152.85 7.85
49.83 2690.31 72.72 576.12 15.57 433.15 11 .71

71.07 243.52 50.00 199.26 40.91 44.28 9.09

500
1000

2500
5000

10000

15000
20000

50000
50000

100000

T o ta l

Upto 500 
-  1000

- 2500
- 5000
-  10000

- 15000
-  20000

- 30000
- 50000
-  100000 

k  above

11.28
8.35

15.53
16.13
18.33

9.71
5.72 
6.22 

4.84 
2.94 
0.95

100

80.06
133.32
216.07
298.73
412.51
567.28
673.66
954.65

11323.43
1946.33
3699.58

3.92
4.23
8.03

12.93
19.47
25.09
31.00
36.21
39.67
45.58
50.17

487.05 28.93

Source : A l l  In d ia  Debt and Investm ent Survey* 1971-72, S t a t i s t i c a l  Tables R e la tin g  to Cash Dues 
O utstanding Against R u ra l Households on 30th Dune, 1977, Table 2, p .97 and 3, p .101.
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Tab le  8 .8  : Pe rcen tage  D is t r ib u t io n  o f Amounts o f Outstanding Cash Dues con tracted  
from In s t i t u t io n a l  and N o n - in s t itu t ic n a l C re d it  Agencies fo r  Each 
Household Asset Hold ings Group« as on >0.6.1981

A l l  In d ia  : A l l  Households

Household P ro p o rtio n T o ta l Sources Purpose f̂ Q thersN
O utstand ing 

Rs. (000)

o f
Households

Rs.

Foriasl

%

In fo rm a l

%

Farm

Rs.

4 Non-farm 
business 

%

Household
Expenditure
Rs. %

cT
■ fe. %

5.75 53.22 8.92 91.08 8.11 15.23 *♦ i . ̂ 4 78.80 3.17 5.95
1 - 5 18.18 159.98 28.60 71.40 46.96 29.35 94.96 59.35 18.06 11.28
5 - 10 14.58 246.94 32.55 67.45 101.80 41.22 110.95 44.92 34.19 13.84

10 - 20 18.68 394.87 45.69 54.31 .212.22 53.74 136.01 34.44 46.64 11.82
20 - 50 23.77 670.48 55.06 44.94 431.05 64.28 182.05 27.15 57.33 8.55

50 - 100 11.89 1037.85 57.99 42.01 741.33 71.42 200.32 19.30 75.26 7.25
100 - 500 7.60 2365.70 76.37 23.69 1915.39 80.96 239.06 10.10 211.25 8.92
500 & above 0.35 16343.30 94.90 5.10 15793.12 96.63 263.32 1.61 287.44 1.75

T o ta l 100 652.69 61.21 38.79 450.42 68.99 145.76 22.32 56.19 8.60

Source : Estim ated  from va r io u s  Tables in  Sarvekshana. V o l .X I ,  No.1, Ju ly  1987, M in is try  o f P lann ing  
Government o f  In d ia ,  New D e lh i.
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stratum  had reported  a l i t t l e  over 91 percent of th e ir  to ta l  outstanding 

c re d it  to be due to in form al agencies, i t  was on ly 5 percent in  the case 

o f the top asset group. The corresponding proportion  in  1971, i t  may be 

r e c a l le d ,  uiere around 96 percent and 50 percent r e s p e c t iv e ly . The changes 

in  the purposes to which c re d it  was d ire c ted  ere a lso  more pronounced in  

the case o f households belonging to the h igher-aaset c la sse s . S ince  the 

c la s s  in te r v a ls  o f the asset groupings fo r the two periods are d if fe re n t ,  

comparisons have some lim ita t io n s .

Among the two broad groups o f households, v i z . ,  c u lt iv a to rs  and 

n o n -cu lt iva to rs , the form er, by and la rg e , a llo c a te s  a g rea te r proportion 

o f c re d it  to  p roductive  purposes than the l a t t e r .  According to the 

re s u lts  o f the la t e s t  round (1981-82) o f the A l l  In d ia  Debt and Investment 

Su rvey , the proportion  o f to ta l cash dues outstanding a llo t te d  to  produ­

c t io n  purposes, i . e .  farm and non-farm business, came to 63.93 percent 

in  the case o f c u lt iv a to r  households as aga inst 37.74 percent in  the case 

o f the other group. A sm alle r p roportion  o f c r e d it ,  a l i t t l e  over 20 per­

cen t, i s  used to  finance  household expenditure by the former compared to 

about 51 percent in  respect of the la t t e r  group of households. In te r ­

group d iffe re n ce s  in  the proportion  o f c r e d it  from in s t i tu t io n a l  and 

n o n - in s titu t io n a l sources a lso  show s ig n if ic a n t  d iffe re n ce s . Thus, the 

p roportion  of c r e d it  from formal c r e d it  in s t itu t io n s  came to 63.2 percent 

in  1981 in  the case o f c u lt iv a to r  households, w h ile  the no n -cu ltiva to r 

households had met an id e n t ia l  p roportion  o f th e ir  c re d it  needs from 

in form al agencies. (Sarvekshana, V o l.X I ,  No.1, 1987, Tdble 8, pp. S-71).
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The exp lanation fo r  the above inter-group d iffe ren ces  in  the sources and 

purposes of c r e d it  l i e s  to a la rg e  extent in  the d iffe ren ces  in  the le v e ls  

o f income and assets of the two groups o f households. Thus, the non­

c u lt iv a to r  households who have on the average lower income a v a i l  o f c re d it  

more fo r meeting consumption expenditure* and fo r  the purpose they have 

g rea te r access w ith  in form al agencies. Fu rther* the apparent r e s t r ic t io n s  

on formal c r e d it  in s t itu t io n s  extending c re d it  fo r  consumption purposes 

are enforced more s t r i c t l y  aga inst lower income households l i k e  non­

c u lt iv a to r s .

Needless to say* among the c u lt iv a to r  households themselves* 

there  are apt to be considerab le  d iffe re n ce s  in  the sources and uses o f 

funds. The p roportion  of c re d it  used fo r production purposes depends* 

among other th in g s , on the le v e l  o f technology. The spread of high y ie ld ­

ing  va r ie tie 8 (H Y V s ) and in te n s it y  in  the use of chemical f e r t i l i z e r s  

and p es tic id e s*  mechanisation* e tc . may be taken as in d ice s  o f tho le v e ls  

o f technology in  a g r ic u ltu re . I r r ig a t io n  f a c i l i t i e s  to a la rg e  extent 

govern to success o f  the new a g r ic u ltu ra l technology, Punjab, Haryana 

and Western U tta r  Pradesh stand out from the r e s t  o f In d ia  in  the success 

o f the so -ca lled  Green R evo lu tio n . The spread o f HYVa in  the region has 

been n e a rly  to ted . The annual compound r^ te  o f growth o f f e r t i l i z e r  

consumption in  the Northern Region - which in c lud es ftjnjab and Haryana - 

during 1960-61 to 1900-81 has been estim ated a t 16.29 percent as aga inst 

9.91 percent fo r A ll- In d ia . (Daya Krishna and S .B ,S a r in ,  "Regional 

Dimensions o f A g r ic u ltu ra l Growth", in  Regional Dlmentlon o f In d ia 's  

Economic Growth, Proceedings o f Seminar Held a t N a in it a l ,  1982, Annexure 

Table 5, p .89 ). Punjab and Haryana topped the l i s t  o f s ta te s  in  the
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in te n s it y  o f cropp ing, r a t io  o f gross-cropped area to net sown area in  

the la t e  se ve n tie s , the index working out to 159 and 151 re sp e c tiv e ly  

compared to the A ll- In d ia  average o f 123. The proportion o f ir r ig a te d  

area to net sown area as o f 1978-79 carae to 78.09 percent and 52.55 per­

cent re sp e c t iv e ly  in  Punjab and Haryana, the h ighest among a l l  the S ta te s .

( ib id .  Annexure IV ,  p .87 ). The index of in te n s it y  of i r r ig a t io n ,  i . e .
t

r a t io  o f gross ir r ig a te d  area to net ir r ig a te d  area , came to 169 and 155 

re s p e c t iv e ly  in  Punjab and Haryana, again lead ing  the other S ta te s . The 

in te r- S ta te  Punjab and Haryana, again lead ing  the other S ta te s . The 

in te r- S ta te  d iffe re n ces  in  the purposes in  which to ta l c re d it  was used 

by c u lt iv a to r  households broadly r e f le c t s  the d iffe ren ces  in  the le v e ls  

o f a g r ic u ltu ra l technology and associated  fa c to rs . Thus, the proportion 

o f outstanding cash dues in  mid-1981 used in  farm business amounted to 

78.84 percent and 76.71 percent re s p e c t iv e ly  in  the case o f c u lt iv a to rs  

from Punjab and Harayana, the second *nd th ird  h ighest among a l l  the 

S ta te  as aga inst the a ll- S ta te s  average o f about 64 percent. Fu rth e r, 

in  the proportion  o f c re d it  used as c a p ita l  expenditure in  farm business, 

Punjab and Haryana top the l i s t .  On the other hand, the proportion of 

cash dues outstanding accounted fo r  by household expenditure in  these two 

S ta te s , 13.4 percent and 12.5 percent re s p e c t iv e ly ,  turned out to be 

among the lo w est. In  Table 8.9 we present the d is t r ib u t io n  of outstand­

ing  dues in  d if fe re n t  S ta te s  according to purpose o f use. In  ju x tap o s itio n  

w ith  the above we also  present data on the shares o f formal and in form al 

c r e d it  agencies in  the to ta l debt outstand ing. I t  may be noted tha t 

the share o f c re d it  from formal c re d it  in s t i tu t io n s  in  Punjab and Haryana
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is  s ig n if ic a n t ly  above th a t of the m a jo rity  o f S ta te s . I t  seems th a t , 

by and la rg e , the share o f formal c re d it  v a r ie s  d ir e c t ly  w ith  the propor­

tio n  o f c re d it  used in  farm business, and in v e rs e ly  w ith  tha t o f house­

hold consumption expenditure.

Table 8.9 : Purpose-wise D is tr ib u t io n  o f C re d it . 1981
C u lt iv a to r  Households

Purpose-uiise d is t r ib u t io n Share o f the Cred it
o f dues outstanding Agencies

S ta tes
Farm Household Formal Inform al
business expenditure

% % % %

1. Karnataka 79.14 12.26 78.70 21.29
2. Punjab 78.84 13.40 76.77 23.23
3. Haryana 76.71 12.48 80.35 19.65
4. G u ja ra t 76.31 18.70 71.61 28.40
5. Maharashtra 74.06 9.05 87.78 12.23
6. Madhya Pradesh 73.94 15.15 67.46 32.54
7. O rissa 63.90 15.38 83.46 16.55
8. Andhra Pradesh 63.79 21.64 43.53 56.48
9. U tta r  Pradesh 62.74 22.08 59.24 40.77

10. Tamil Nadu 57.27 24.12 45.27 54.73
11. West Bengal 52.55 34.52 65.55 34.65
12. Rajasthan 48.28 31.98 42.46 57.54
13. B ihar 46.68 26.12 49.07 50.91
14. Himachal Pradesh 42.51 37.91 71.42 28.58
15. Kera la 37.25 21.36 78.74 21.25
16. Assam 26.59 40.45 26.04 73.97
17. Jammu & Kashmir 21.79 30.15 45.82 54.19

A ll  S ta te 63.93 20.07 63.15 36.85

Source * Sarvekshana. V o l.X I ,  No.1, Ju ly  1987, Table 12, pp. S-99 - 101.,---- ------- -------j
*» • 0* cfrVI 
1\ Q-tfgK
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Against th is  backdrop* we now proceed to  examine the function ing  

o f the ICM in  our study a reas. The purpose-wise d is tr ib u t io n  the in form al 

secto r c re d it  among the sample households i s  s e t out in  Table 8.10. The 

proportion  of c re d it  put to production, farm and non-farm business, 

purposes i s  com paratively low (except in  Mookuperi) ranging from 6 percent 

to  27 percen t. As against t h is ,  consumption in c lud ing  household expendi­

tu re , construction  and re p a irs  of houses, purchase of consumer durab les, 

education , m arriage and other ceremonies, e tc .  accounted fo r  more than 

one h a lf  o f the to ta l borrowings from th is  sec to r in  f iv e  of the v i l la g e s .  

However, i t  may be noted th a t consumption per se claimed a com paratively 

low p roportion , vary ing  from about 4 per cent in  Ezhukone to  a l i t t l e  

over 21 percent in  Mookuperi. Among the items under the broad category 

o f  consumption, construction  and re p a irs  o f r e s id e n t ia l bu ild ings co n sti­

tu te  tho s in g le  most im portant one in  a l l  but one v i l la g e .  Tho share of 

th is  items f a l l s  in  the range o f 21 to 45 percent of the to ta l  in form al 

se c to r c r e d it .  O bviously, housing cond itions g re a t ly  in flu en ce  health  

and p ro d u c t iv ity  of the members of a household. Hence, expenditure on 

th is  item is  a t le a s t  p a r t ly  p roductive  or may be treated  as productive 

consumption. Another lead ing  item  under consumption i s  expenditure on- ' 

m arriage and o ther ceremonies, i t s  share exceeding o n e- fifth  in  h a lf  of 

the v i l la g e s .  There may be a considerab le  amount o f avo idab le waste in  

th is  item . Bu t, then, a ty p ic a l householer does not have much o f an 

o p tio n , thanks to s o c ia l compulsion. This has became a fa c t  o f l i f e ,

7 .3 .4  The Study Areas
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Table 8.10 t Purpose-wise Distribution o f Credit frow Infomal Agencies

Thirunavaya T h a lik u lan Anikad Ezhukone V i lp a t t i Mookuperi
Purpose o f Loans Amount

Rs.
Share

%
Amount

fe .
Share

%
Amount

Rs.
Share

%
Amount

Rs.

! 
 ̂

^ 
i 

a
,1.

 
..

...
.

Amount
Rs.

Share
%

Amount
Rs.

Share
%

1. Production

1.1 C u lt iv a t io n - - - - 6300 - 850 - 23500 - - -

1.2 Non-fern business 31250 - 7500 18100 7000 7000 41200

Sub to t a l 31250 18. 71 7500 6.34 24400 27.14 7850 14.69 30500 22.46 41200 66.45

2. Consumption
2.1 Household expenditure 33895 8.32 14325 12.10 8500 9.15 2100 3.93 21810 16.06 13330 21.50
2.2 C onstruction  & re p a irs  

o f bouses 71000 42.50 49500 41.82 24970 27.77 11300 21.14 61500 45.28
2.3 Purchase o f construction  

durables 400 0.24 «• 5175 8.34
2.4 Education 9000 16.84 - - 1800 2.90
2.5 K e rr i age and other 

cereoonies 21450 12.84 2 BOO 2.37 27150 30.19 12200 22.S3 12000 18.84 200
j

0.32

Sub t o t a l 106745 63.90 66625 56.28 60620 67.42 34600 64.73 95310 70.18 20515 33.07

3. Repayment o f  pase debts 26850 16.07 11750 9.93 4900 5.45 11000 20. 5B 10000 7.36 300

00•o

T o ta l 167045 1*63751 89920 53450 '135810 620C5

i
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and expenditure on th is  item  is  almost a 'necessary consum ption', so to 

say . Repayment of past debts claimed not an in s ig n if ic a n t  proportion o f 

in form al c r e d it .  The assessment o f the fu n ctio n a l ro le  o f financing  of 

th is  item is  more p rob lem atic. Fo r, the debt in  question may have been 

incu rred  for meeting production and/or consumption expenditure. Fu rth e r, 

g iven the high ra te  o f in te re s t  on loans from in form al agencies, the l i v e l i ­

hood o f households indu lg ing  in  conspicuous consumption w ith borrou/ed funds 

i s  le s s .  The average s iz e  o f loans borrowed fo r consumption per se a lso

appears to  be sm all (Tab le  8 .11 ). I t  may be noted tha t the bulk o f the

loans taken for th is  purpose, more than three quarter o f the number of

loans in  f iv e  o f the v i l la g e s ,  are  below Rs.1500.

Table 8.11 : Number and S iz e  o f Loans (Borrow ings) used fo r  Consumption

Loan
Rs.

V il la g e

s iz e
Up to 500 500-

1500
1500-
2500

2500-
5000

5000-
10000

>10000
Consu­
mption
T o ta l

A ll
purpose
To ta l

Thirunavaya No.
%

29
80.56

7
19.44

36
100

98

Thalikulam No.
%

4
36.37

2
18.18

3
27.27

1
9.09

1
9.09

11
100

39

Anikad No.
%

15
71.43

4
19.05

1
4.76

- 1
4.76

21
100

98

Ezhukone No.
%

1
33.33

2
66.67

3
100

56

V i lp a t t i No.
%

20
80.00

4
16.00

1
4.00

25
100

67

Mookuperi No.
%

6
30.00

9
45.00

2
10.00

3
15.00

20
100

52
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In  b r ie f ,  the sources o f c re d it  and i t s  purpose vary across the 

asset c lasses  of households. The proportion  o f c re d it  from formal c re d it  

in s t i tu t io n s  and th a t put to production purposes vary w ith  the s iz e  of 

household a sse ts . On the other hand, the proportion  o f c r e d it  from 

in form al agencies and that used to meet consumption expenditure va ry  

in v e rs e ly  w ith  the asset c la s s .  A high proportion  of c re d it  from in form al 

agencies in  the se le c ted  v i l la g e s  i s  used fo r  non-production purposes.

Of th is  necessary consumption accounts fo r  a com paratively sm all share , 

the re s t  going in to  items l ik e  house co n stru c tio n , repayment of o ld  debt,

m arriage and other ceremonies, e tc . A ll  consumption c r e d it ,  th e re fo re ,

can not be deemed to be w aste fu l or in p ro d u c tive . Neither i s  a l l  c re d it  

from the in form al secto r absorbed in  consumption o u t la y , nor i s  a l l  con­

sumption expenditure met by in form al c r e d it .  A fte r a l l ,  c re d it  is

fu n g ib le .

7.4 Equ ity  Impact

Eq u ity  aspect of c re d it  has two elem ents, namely i t s  d is tr ib u ­

t io n  and terms. C red it from the formal se c to r comprising government, 

cooperative  in s t i tu t io n s ,  and commercial banks i s  h e a v ily  subsid ised . 

N a tu ra lly ,  the formal se c to r c re d it  i s  the moat sought a f te r .  But the 

procedural fo rm a lit ie s  in vo lved , the documents to be produced, not to 

speak o f the money and re a l cost to be borne by the p rospective  borrowers 

are h e a v ily  weighted aga inst the households from the lower incomc/asset 

s t r a t a .  No wonder th a t the d is t r ib u t io n  o f formal c re d it  i s  unequal, 

more unequal than that o f c r e d it  from the in form al agencies (Tab le  8 ,12 ).
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Table 8,12 * D is tr ib u t io n  o f Cash Dues Outstanding according to 
Sources and asset groups, 1982 
A l l  ru ra l households. A l l  In d ia

Household asset 
holding

(Rs, 000 's )

Proportion  o f Share o f d if fe re n t  
households asset holding c la ss

Formal Inform al 
(Cum ulative Percentages)

Upto 1 5,75 0,08 1,35

1 - 5 25,93 2,55 11,35

5 - 1 0 38,52 6,02 23,07

10 - 20 57,20 16,00 42,39
2 0 - 5 0 80,97 42,00 76,91
50 - 100 92,06 43,42 78,59

100 - 500 99,65 84,09 98,53
500 4 above 100,00 100,00 100,00

SourC3* Estim ated from various tab les  in  G .O .I.  N .S .S .O ., 
Sarvekshana, V o l.X I ,  No,1, J u l y ,  1987,

The Lorenz r a t io s  in  resp ect o f outstanding debt aga inst a l l  r u ra l house­

holds ouied to the government, cooperatives and commercial banks in  1982 

come to 0,4954, 0,5218 and 0,7001 re s p e c t iv e ly . For a l l  the above sources 

as a whole i t  works out to 0,6057, as aga inst 0,206? fo r a l l  the in form al 

c r e d it  agencies. E v id e n t ly , the proportion  o f c r e d it  from the in form al 

lenders reaching the lower income groups o f households i s  g rea te r than 

th a t from the formal c r e d it  sources. Thus, in form al c re d it  apparently 

helps to redress the in e q u ity  in  the d is t r ib u t io n  o f formal c r e d it .
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We s h a l l  now examine the degree o f e q u a lity  in  the ICMs o f our 

se le c ted  v i l la g e s .  In  the ad jo in ing  tab le  (Tab le  8,13) we s e t  out the 

d is t r ib u t io n  o f loans from a l l  in form al sources combined in  the se lected  

v i l la g e s .  The d is t r ib u t io n  o f the loans from the in form al secto r does 

not appear to  be ve ry  eq u itab le . The share of the top asset c la s s  of 

households, which c o n s t itu te  le s s  than percent in  a l l  the v il la g e s  

f a l l s  in  the range o f 45 to 74 p ercen t, except V i lp a t t i  where the second 

h ighest c la ss  accounts fo r  a l i t t l e  over 49 percen t. I t  i s  in te re s t in g  

to note th a t the degree of in e q u a lity  in  the d is tr ib u t io n  of in form al 

sec to r c re d it  in  the se lected  v i l la g e s  i s  s l ig h t ly  h igher than th a t of 

c r e d it  from the form al s e c to rs . The Lorenz r a t io s  o f  the d is tr ib u t io n  

of loans from the two secto rs  are given in  the fo llow ing  statem ent.
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T ab le  g . u  t D is t r ib u t io n  o f  lo ans  from a l l  In fo rm a l c r e d it  aoencies 
by a s s e t  c la s s  in  th e  se le c te d  v i l l a g e s

Asset C lass Th irunavaya Tha liku lam Anikad Ezhukone V i lp a t t i Mookuperi
Rs* per household Amount

Rs.
P e rce n t Amount

Rs.
P e rce n t Amount

Rs.
P e rcen t Amount

Rs.
Pe rcen t Amount

Rs.
Pe rcen t Amount

Rs.
Pe rcen t

- - - - - - - - 200 0.14 - - —

500 - 1000 - mm - - 2077 2.11 - - 250 0.18 400 0.06
1000 - 2500 - mm - - 2400 2,44 - - 7440 5.45 1600 2.58

2500 - 5000 - - 8500 4.62 - - - - 11500 8.43 1300 2.10

5000 - 10000 - - - - 3350 3.41 - - 3500 2.56 3258 5.29
10000 - 15000 - «*> 1500 0.82 5250 5.34 - - 4000 2.93 2000 3.23
15000 mm 20000 2550 1.51 3400 1.85 4700 4.78 500 0.62 500 0.36 - -

20000 - 30000 3910 2.31 11200 6.09 9550 9.71 - - 21820 16.00 225 0.03
30000 - 50000 11850 7.01 11205 6.09 1500 1.52 11200 13.80 20100 14.74 8450 13.63
50000 - 100000 37100 21.95 46079 25.04 6750 6.86 9300 11.46 67000 49.15 16650 26.85

100000 & above 113635 67.22 102150 55.51 62 800 63. 84 60150 74.12 - - 28100 45.32

T o ta l 169045 100 184034 100 98377 100 81150 100 136310

.

100 62005 100
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Tab le  8,14 t D is t r ib u t io n  o f the number o f  lo ans  from form al and in form al 
c r e d it  aoencles

Household Th irunauaya Tha liku lam An.Lkad
asset Hold ings 

(Rs.) F ormal In fo rm a l F ormal In fo rm al Formal In fo rm a l

No. percen t No. Pe rcen t No. P e rce n t No. Pe rcen t No. Percen t No. Pe rcen t

Upto 500 mm - - - - _ - — — _

500 - 1000 - - - - - - - - - - 3 5.88
1000 - 2500 - - - - - - - - - - 1 1.96
2500 - 5000 - - - ' - 2 3.92 2 3.77 - - - -
5000 - 10000 - - - - 1 1.96 - - 6 5.13 5 9.80

10000 - 15000 - - - - - - 2 3.77 10 8.55 6 11.76
15000 - 20000 3 8.11 7 7.07 4 7.84 6 11.32 4 3.42 2 3.92
20000 - 30000 2 5.41 11 11.11 4 7.84 5 9.43 12 10.26 12 23.53
30000 - 50000 4 10.81 9 9.09 5 9.80 7 13.21 11 9.48 1 1.96
50000 - 100000 10 27.03 27 27.27 7 13.73 13 24.53 19 16.24 4 7.84

100000 & above 18 48.65 45 ‘ 45.45 28 54.90 18 33.96 55 47.01 17 33.33
All group 37 100 99 100 51 100 53 100 117 100 51 100

Contd
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T ab le  8.14 C o n td ...

Household _____ Sstiyfe i1olaOl V i l p a t t i Mookuperi
a s s e t  ho ld ing

(Rs.)
Formal 

No. Pe rcen t

In fo rm a l 

No. Pe rcen t

Formal 

No. Pe rce n t

In fo rm a l 

No. Pe rcen t

Formal 

No. Percent

In fo rm a l 

No. Pe rcen t

Upto 500 - - - - - «• 1 1.85 mm mm — —

500 - 1000 - - - - - - 3 5.56 - - 1 3.57
1000 - 2500 ■- - - - 3 3.23 9 16.67 - - 3 16.71
2500 - 5000 1 1.15 - - 8 8.60 7 12.96 1 2.38 2 7.14
5000 «• 10000 2 2.30 - - 13 13.98 6 11.11 2 4.76 4 14.29

10000 - 15000 3 3.45 - - 10 10.75 3 5.56 4 9.52 3 10.71
15000 - 20000 3 3.45 1 3.13 7 7.53 1 1.85 mm - - -
20000 - 30000 6 6.90 - - 15 16.13 11 20.37 5 11.90 1 3.57
30000 - 50000 6 6.90 4 12.50 17 18.28 7 12.96 7 16.67 3 10.71
50000 - 100000 23 26.44 11 34.38 18 19.35 6 11.11 7 16.67 3 10.71

100000 & above 43 49.43 16 50.00 2 2.15 - - 16 38.10 8 28.57

A l l groups 87 100 32 100 93 100 54 100 42 100 28 100
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Table 8.15 i Concentration o f formal and in form al secto r c re d it  in  
se le c ted  v i l la g e s

V il la g e Lorenz ra t io

In form al Formal

Thirunavaya 0.2572 0.1767

Thalikulam 0.2696 0.1812

Anikad 0.3236 0.3070

Ezhukone 0.2131 0.1658
V i lp a t t i 0.5066 0.0903

Mookuperi 0.3552 0.2614

The Lorenz ra t io s  o f the d is t r ib u t io n  o f in form al secto r 

c r e d it  appears to be ra th e r low in  a l l  the v i l la g e s  except V i lp a t t i .

I t  i s  true  th a t the corresponding r a t io s  o f  loans from the formal 

se c to r are lo w er, though on ly  m arg in a lly . Given the sm all s iz e  o f the 

sim ple we should not hasten to g en e ra lise  from the above fin d in g s . For 

the ru ra l areas in  the country as a whole, there  i s  apt to be lo ss  in ­

e q u a lity  in  the d is t r ib u t io n  o f c r e d it  from in form al sources than tha t 

from the formal c r e d it  s e c to r . The fa c to r  underly ing  the d iffe re n ce  i s  

th e ir  e a s ie r  a c c e s s ib i l i t y  to the low  income households ra th e r than th e ir  

concern fo r  eq u ity . There i s  no reason to presume th a t the in form al 

c r e d it  agencies should be m otivated by considerations o f e q u ity . The 

fa c t  o f the m atter i s  th a t they extend more c re d it  to the lower income
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groups of households than the formal c r e d it  In s t itu t io n s  because of 

personal re la t io n sh ip s  and fo r other considerations*

In te re s t  ra te  and other terms and cond itions o f loans have th e ir  

im p lica tio n s  fo r  e q u ity . E v id e n t ly , loans from the in form al c re d it  

agencies ca rry  much higher in te r e s t  ra te s  than those from the formal 

c r e d it  in s t i tu t io n s ,  though the l a t t e r  i s  h e a v ily  subsid ised . The other 

terms and cond itions and m alp ractices associated  w ith  the in form al lenders 

are  a lso  e x p lo ita t iv e ,  e s p e c ia lly  so in  the case o f disadvantaged groups 

o f households. Thus, the equ ity  impact of more equal d is tr ib u t io n  o f 

in form al c r e d it  i s  more than o f fs e t  by the exo rb itan t in te re s t  ra te  and 

ex to rtio n a te  terms and cond itions associated  w ith  i t .

One aspect c ite d  in  favour o f in form al c re d it  agencies i s  th a t 

they p rovide consumption c re d it  which i s  g e n e ra lly  not a v a ila b le  from 

th e ir  coun terparts . I t  i s  tru e  tha t w ithout access to the in form al sources, 

a good proportion  o f the ru ra l households would f in d  i t  d i f f i c u l t  to  t id e  

over periods o f f in a n c ia l s t re s s .  The other s id e  o f the co in  i s  that 

the extremely vu lne rab le  p o s it io n  o f th e ir  c l ie n te le  embolden the lenders 

to exact maximum p r ic e  fo r the c r e d it .  A fte r a l l ,  i t  i s  not humanitarian 

co n s id e ra tio ns , the d es ire  to save the needy from s ta rv a t io n , which 

m otivate  the in fo rm al lenders to extend c re d it  to them.

The d is t r ib u t io n  o f  in form al c r e d it  does not seem to be according 

to the need o f p a r t ic u la r  borrowers e ith e r .  The lower income households 

do not seem to be ab le  to meet a l l  th e ir  c re d it  requirements from these 

in fo rm al agencies. Apparently, the in fo rm al lenders p ra c t ise  c e r ta in
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c r e d it  ra tio n in g  on the basis o f th e ir  assessment of the c re d it  worthiness 

o f the p rospective  borrowers and the s e c u r ity  uihich the l a t t e r  can p rovide. 

By and la rg e , in  our se lec ted  v i l la g e s ,  the average s iz e  of loans in  the 

case of the households from the louier s t r a ta  i s  sm a ll, in  both absolute 

and r e la t iv e  terms.

In  b r ie f ,  i t  is  true th a t the in form al c re d it  agencies f i l l  the 

c re d it  gap experienced by the disadvantaged groups o f ru ra l households 

to some ex ten t. By provid ing c re d it  to meet e s s e n t ia l consumption, 

they rescue some sections from s ta rva t io n  and d is t re s s .  However, the 

cost of th is  c r e d it ,  which g en e ra lly  v a r ie s  in v e rs e ly  w ith the borrowers' 

resource p o s it io n , i s  too high to make a favourab le  equ ity  impact on 

those who m ostly depend on th is  source.

To sum up t  The scope fo r savings m o b ilisa tio n  by in form al 

c r e d it  agencies in  a t y p ic a l Ind ian  v i l la g e  used to  be lim ite d , thanks 

to co n stra in ts  on both the demand and supply s id e s . Landlords, a g r icu l­

t u r is t  moneylenders and traders  ca rr ie d  on the lending business as a 

p a rt  time a c t i v i t y  which they could manage w ith  th e ir  own savings. Even 

p ro fe ss io n a l moneylenders d id  not fe e l the need to tap o th e r 's  savings 

m ainly because the c re d it  requirements of th e ir  customers could be met 

w ith  own resources. However, w ith  in crease  in  demand fo r c re d it  and 

supply o f l iq u id  funds w ith some households, the in form al c re d it  agencies, 

the  p ro fess io na l moneylenders in  p a r t ic u la r ,  began to  a t t r a c t  savings by 

o ffe r in g  h igher in te r e s t  ra te s . The new breed of p ro fess io n a l money­

lenders - finance  companies - have been ab le  to mop up considerab le  volume



243

o f savings in  K e ra la  and Tamil Nadu in  recen t years by o ffe r in g  a t t r a c t iv e  

re tu rns  and other in ce n tive s*  B u t, fo r the savings entrusted w ith  these 

in fo rm al agencies there was hard ly  any s e c u r it y ,  as v iv id ly  brought out 

by the c lo su re  o f the finance  companies in  K e ra la  in  recent days* Another 

in form al c re d it  agency which m obilises household savings i s  the c h it  fund. 

The c h it  funds have expanded considerab ly in  these two S ta te s . Thanks 

to some o f th e ir  d is t in c t  c h a ra c te r is t ic s  such as the r ig h t  to  taka the 

to ta l savings o f the e n t ire  period  at the beginning o f a c h i t t y ,  to 

re ce ive  d ividend a f te r  b idd ing , the b u ilt- in  p ro v is io n  fo r borrowing, e tc . 

the auction  c h it t ie s  are a convenient saving media. Though i t  i s  an 

in form al agency, the s e c u r ity  of the p a r t ic ip a n ts ' savings is  ensured by 

the community pressure*

As fo r  a l lo c a t iv e  e f f ic ie n c y ,  the in fo rm al c re d it  agencies are 

more e a s i ly  a ccess ib le  and have le s s  transac tion  costs* True, a la rg e r  

proportion  o f c re d it  from these sources i s  a l lo t te d  fo r consumption expen­

d itu re .  B u t, a l l  consumption c re d it  i s  not n e ce ssa r ily  unproductive, as 

fo r  example necessary consumption* N e ither i s  a l l  consumption expenditure 

met w ith  in form al c r e d it ,  nor i s  a l l  in form al c re d it  used fo r consumption. 

The purpose w ise d is t r ib u t io n  of in form al c r e d it  would depend upon the 

borrow ers ' resources* However, in form al c r e d it  may be more prove to be 

spent on non-essentia l or conspicuous consumption, hoarding and specu la­

t io n , investm ent in  non-viab le en te rp r is e s , e tc*  The a llo c a t io n  o f c re d it  

from tho finance companies, re fe rred  to e a r l ie r ,  exem plifies th is  propo­

s it io n *  The. d ive rs io n  o f the funds to unproductive uses erodes the
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f in a n c ia l  v i a b i l i t y  of such en terp rises  and the d ep le tion  o f the savings 

m obilised  by them, as i l lu s t r a t e d  e a r l ie r .

We have noted th a t the equ ity  impact o f the transac tions  in  the 

ICM is  n e g lig ib le  i f  not n ega tive . A fte r a l l *  in  the nature of th in g s , 

the in form al lenders m otivated p r im a r ily  by p r o f i t  are not concerned 

w ith  e q u ity .
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Annexe Table I P r o f i le  o f a term inated auction  c h it t y

In s t a l ­ P r iz e Discount Forman's Dividend Dividend Amount per Discount
ment amount Commission a v a ila b le par sub­ subscriber as %  o f

fo r d is ­ s c r ib e r a t the C ap ita l

______Rs.____ _____Rs._____ _____Rs.______ tr ib u t io n in st^ m o n t :

1 2 3 4 5 6 7

1 2500 _ _ 625.00 30
2 17500 7500 1250 6250 156.25 468.75 30
3 17500 7500 1250 6250 156.25 468.75 30
4 17500 7500 1250 7250 156.25 468.75 30
5 17500 7500 1250 6250 156.25 468.75 30
6 17500 7500 1250 7250 156.25 468.75 30
7 17500 7500 1250 6250 156.25 468.75 30
8 17500 7500 1250 6250 156.25 468.75 30
9 18490 6510 1250 5260 131.50 493.50 26.04

10 17710 7290 1250 6040 151.00 174.00 29.16
11 17500 7500 1250 6250 156.25 468.75 30
12 17790 7210 1250 5960 149.00 476.00 28,84
13 17500 7500 1250 6250 156.25 468.75 30
14 17500 7500 1250 6250 156.25 468.75 30
15 17500 7500 1250 6250 156.25 468.75 30
16 18470 6530 1250 5280 132.00 493.00 26.12
17 18550 6450 1250 5200 130.00 495.00 25.8
18 18910 6090 1250 4840 121.00 504.00 24.36
19 18750 6250 1250 5000 125.00 500.00 25
20 19070 5930 1250 4680 117.00 508.00 23.72
21 20190 4810 1250 3560 89.00 536.00 19.24
22 20710 4290 1250 3040 76.00 549.00 17.16
23 20510 4490 1250 3240 81.00 544.00 17.96
24 20760 4210 1250 2960 74.00 551.00 16.84

Contd
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25
26
27

28

29
30
31

32

33
34
35
36
37
38
39
40
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21990
20050
21550

22150

22050
23750
23050
23150

23270
23250

23390

23610
23630

23750
23750

23750

3010
4250
3450

2850
2950

1250
1950
1850

1730

1750
1610
1390
1370
1250
1250
1250

1250
1250

1250

1250
1250

1250
1250

1250
1250

1250
1250

1250

1250
1250
1250

1250

1760
3000

2200

1600

1700

700

600
480

500
360
140

120

44.00
75.00

55.00
40.00

42.50

17.50

15.00
12.00

12.50

9.00
7.00
3.00

581.00
550.00

570.00

585.00
582.50 
6250.0C

607.50
610.00

613.00
612.50
616.00 
618.00 

622.00
625.00
625.00
625.00



CHAPTER 9

ALTERNATIVE APPROACHES TO INFORMAL CREDIT SECTOR 

In trod uction

The in fo rm al s e c to r , notw ithstanding the reduction  in  i t s  

r e la t iv e  share in  to ta l ru ra l c r e d it ,  continues to meet a s ig n if ic a n t  

p roportion  o f the to ta l c r e d it  requirements o f the ru ra l households.

As is  g en o ra lly  agreed, the in form al lenders are noted fo r  th e ir  easy 

a c c e s s ib i l i t y ,  prompt d isb u rsa l o f lo an s , minimum procedural fo rm a lity , 

g re a te r  f l e x ib i l i t y  regarding the purpose, d u ra tio n , s e cu r ity  and repay­

ment and other aspects o f c re d it  tran sac tio n s . The d e fa u lt ra te  i s  a lso  

low er. There is  a l im i t  to the expansion of c re d it  from the formal 

se c to r due to co n s tra in ts  o f resources and o rg an isa tio n a l and adm in istra ­

t iv e  s e t up. Therefore , the in form al se c to r w i l l  r e ta in  i t s  ro le  in  

ru ra l c r e d it .  However, the in form al lenders have earned a bad repu tation  

fo r  th e ir  usurious in te re s t  ra tes  and various m a lp rac tices . What are the 

options before us in  r e c t if y in g  the shortcomings o f  the in form al c re d it  

agencies and a t the same time taking advantage o f th e ir  strong p o in ts ? 

Regu lation  o f the function ing  o f p r iv a te  moneylenders, and p ro v is io n  of 

s u ita b le  a lte rn a t iv e s ,  (A g r ic u ltu ra l F inance Sub-Committee, p .81) promot­

ing  l in k s  between formal and in form al s e c to r , (R u ra l C red it Survey Report, 

V o l . I I ,  pp .133-34) o ffe r in g  e f fe c t iv e  com petition to the l a t t e r ,  and



248

transform ing i t  in to  formal f in a n c ia l in s t i tu t io n s  are some of the 

suggestions (H u lst*  1985) th a t have come up. We s h a ll  examine these 

proposals below.

9.2 Regulation  of moneylendlng a c t iv i t ie s

Aa i s  w ide ly  recognised p r iv a te  moneylenders have been indulg ing 

in  various questionable p ra c t ic e s .

"Moneylenders because o f th e ir  strong socio-economic 
p o s itio n  in  the v i l la g e s  and a lso  because o f compara­
t iv e  absence of a lte rn a t iv e  lending in s t itu t io n s  of 
organised type, are in  a p o s itio n  to re so rt  to various 
o b jec tio n ab le  p ra c t ic e s  in  th e ir  f in a n c ia l dealings 
w ith  th e ir  c l ie n ts  in  ru ra l a reas. These are obtain­
ing thumb-impression o f borrowers (who are g en e ra lly  
i l l i t e r a t e  and ignoran t and extremely needy and hard 
pressed) on blank papers, demanding or deducting 
advance in te re s t*  m anipulating accounts* taking con­
d it io n a l s a le  deeds re la t in g  to borrowers' land or 
house as a so rt of insurance against the p o s s ib i l i t y  
o f f a i lu r e s  to repay the p r in c ip a l,  exacting free  
se rv ice s  o r s e rv ic e  in  nominal payment of various 
s o r t s . . .  from debtors* thus reducing the borrowers 
to the s ta tu s  of s e r f  or sem i-serf* non-issue of 
re ce ip ts  on payment of in te re s t  and p r in c ip a l*  charg­
ing high ra tes  of in te r e s t ,  fo rc ing  a g r ic u ltu r is t  
borrowers to s e l l  th e ir  produce to moneylenders at 
pre-determined p rices  and so on ". (Suresh Chandra Mehta* 
1987* pp.68-69).

The exhorb itant in te r e s t  ra te  and various m alp ractices p reva len t in  the 

ru ra l ICM had a ttra c te d  wide a tten tio n  o f the p u b lic  and the demand for 

rem edial measures became in c re a s in g ly  a r t ic u la te d . I t  i s  in  responsa to 

th is  th a t the Government o f In d ia  and the S ta te  Governments introduced 

various measures to remedy the e x p lo ita tio n  and aberrations in  the ICM.
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One se t of p o lic ie s  were aimed a t regu la ting  a c t iv i t ie s  and operations 

o f the moneylenders. The other sought to bu ild  up an a lte rn a t iv e  by 

widening and strengthen ing organised c re d it  in s t itu t io n s  l ik e  cooperative 

s o c ie t ie s .

S ta r t in g  w ith  the Deccan A g r ic u ltu r is ts  R e l ie f  Act in  1979, the 

Government o f In d ia  and various S ta te  Governments enacted se ve ra l lams 

covering  th is  f i e ld .  Some of the im portant p ro v is io ns  o f the Moneylenders 

Acts in  the Ind ian  Union as of 1951-52, are : re g is t ra t io n  of moneylenders, 

lic e n s in g  of moneylenders, maintenance o f accounts in  the p rescribed  forms, 

p ro h ib it io n  aga inst showing in  books o f accounts or in  any other document 

a sum la rg e r  than what has been a c tu a lly  le n t ,  fu rn ish ing  p e r io d ic a l s ta te ­

ments of accounts to  the debtors in  p rescribed  form g iv ing  f u l l  d e ta ils  

about each loan as and when advanced, is su e  o f re ce ip ts  to the debtor fo r 

every payment re ce ive d , p ro h ib it io n  aga inst tak ing  unlaw ful charges fo r 

expenses, p ro v is io n  to e n t i t le  a debtor to deposit a t any time in  a court 

o f law an amount in  p a rt or f u l l  payment o f a loan to  be paid to h is  c r e d ito r ,  

in s t i t u t io n  o f s u its  by debtors fo r tak ing  accounts and fo r having dues 

from them determ ined, p ro tectio n  of debtors from m olestation and in tim id a ­

t io n ,  in fringem ent of the p rov is ions of the law to  be made a c rim ina l 

o ffence  punishable w ith  f in e  and in  appropriate  cases w ith imprisonment, 

e tc .  as brought out in  a d e ta ile d  Sta tew ise  ta b le  (Table 21.1) in  the A ll 

In d ia  Rura l C red it Survey (A IRCS) Report. (Reserve Bank o f In d ia , 1956, 

o p . c i t . ,  pp .406-409). The enactments covers a l l  of the foregoing p ro v is io n s , 

( ib id .  410-415). On the working and e f fe c ts  o f these Acts in  d if fe re n t  S ta te s , 

the Committae o f D ire c tio n  o f AIRCS conducted an enquiry by canvassing a 

general questionna ire  among the concerned groups, l i k e  o f f ic e  bearers o f
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cooperative  s o c ie t ie s  and o f f i c i a ls  of the cooperative  department, c u l t i ­

v a to rs , e tc . The ir responses in d ica ted  strong re se rva tio n s . ( Ib id . ,  pp.689- 

691). Adm itted ly, there has been la rg e  s ca le  and country-wide evasion of 

the law . The Committee o f D ire c t io n  o f the RCS came to  the conclusion th a t 

"th e  co n tro l sought to be exercised  through le g is la t io n  has had l i t t l e  

e f fe c t  on the moneylender or h is  operations beyond p u tting  him to the nece­

s s i t y  of d ev is ing  a v a r ie ty  o f le g a l comouflage fo r  a wide range of 

i l l e g a l i t y " .  (RCS, Survey Report, V o l . I I ,  p .361). Questionable p ra c tice s  

l i k e  demand fo r advance in te r e s t  payment, tak ing s ignatu re  or thum impre­

ss ion  on a blank paper w ith a view to in s e r t  any a rb it ra ry  amount i f  the 

debtor becomes ir r e g u la r  in  payment, demand fo r co n d it io n a l s a le  deeds, 

charging higher than the perm iss ib le  in te re s t  ra te , m aintain ing d u p lica te  

account books, even doing business w ithout obta in ing  l ic e n c e , e tc . have been 

repo rted . As fo r the reasons why tho enactments could not prevent i l l e g a l  

tra n sac tio n s , Karkal has emphasised the fo llo w in g : (1 ) the customers are 

a ttra c te d  by the agencies by the s e c re t iv e  nature of th e ir  business;

(2 ) the agencies accept in f e r io r ,  unmarketable, s e c u r it ie s ;  and (3 ) the 

agencies a lso  a llow  la rg e r  margin, i . e .  advance la rg e  amount of the va lue 

o f the s e c u r it y .  (Gopal Kar k a l ,  1967, p .104). The l im ita t io n s  o f le g is ­

l a t i v e  enactments to d ir e c t ly  suppress usury and other forms of exp lita-  

t io n s  have been observed elsewhere in  the l i t e r a t u r e .  (See fo r  e .g . ,  S h ro ff ,  

U .N ., 1950, FAO, 1953, a l l  c ite d  by K a rka l, pp. 104-105).

Se ve ra l amendments to c lo se  the loopholes in  the e a r l ie r  enactments 

have been introduced subsequently. For example, the K e ra la  Moneylenders Act,
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1950, was emended in  1963, 1986 and 1987. The Tamil Nadu Moneylenders Act, 

1956, was amended upto 1987. These amendments included  in s is ta n c e  on 

ob ta in ing  l ic e n s e  fo r ca rry in g  on moneylending, s t ip u la t io n  o f maximum 

in te r e s t  ra te s  on lo a n s , re g u la r ly  record ing and m aintain ing account fo r 

each debtor in  s u f f ic ie n t  d e t a i l  in c lud ing  the date o f the lo an , amount 

o f the p r in c ip a l,  r a te  o f in te re s t  charged on the lo an , is su e  o f re ce ip ts  

to the debtor fo r  every payment made by him, and a statement o f account 

on h is  re q u is it io n ,  e tc .  (Government o f  K e ra la , Kera la  Moneylenders Act, 

1958 as amended by Act 33 o f 1963, K e ra la  Moneylenders (Amendment) Act, 

1986, Kera la  Moneylenders (Amendment) Act 1987; Government of Tamil Nadu, 

Tamil Nadu Moneylenders Act 1957 as amended upto February, 1987).

9.3 Development o f A lte rn a t iv e  C red it In s t itu t io n s  to o ffe r  e f fe c t iv e  
com petition

The A g r ic u ltu ra l F inance Sub-Committee appointed by the Government 

of In d ia  in  i t s  repo rt had observed:

"The va s t business o f the moneylender c la ss  cannot be 
a l l  taken over by any other agency in  a short p eriod .
8ut i t  i s  p o ss ib le  to a f fe c t  the working and characte r 
of th e ir  business im m ediately. One means o f a ffe c t in g  
th is  business i s ,  of course, th a t of le g a l re g u la tio n .
An even more e f fe c t iv e  way of a ffe c t in g  i t  i s ,  how­
e ve r, the p ro v is io n  of s u ita b le  a lt e rn a t iv e s " .
(Government of In d ia ,  1945, p .3 1 ).

The Rura l C red it Review Committee a f te r  making a d e ta ile d  review  o f the 

trends in  the demand fo r  and the supply o f c r e d it  s in ce  the time of the 

Rura l C red it Survey (1951-52) a rr iv e d  at more or le s s  the same conclusion .
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W ith the widening gap between demand and supply o f c re d it*  the committee, 

w h ile  r e it e r a t in g  th a t the cooperativee w i l l  have to be strengthened as 

in  the past and co n t in u a lly  trea ted  as the p r in c ip a l agency o f ru ra l c r e d it ,  

suggested th a t the p o te n t ia l i t ie s  o f commercial banks should be f u l l y  

u t i l i s e d .  (Reserve Bank o f In d ia , 1969, p .412 ).

The major th ru st o f the ru ra l c r e d it  p o lic y  in  recen t years has 

been in s t i tu t io n a l is a t io n  o f r u ra l c r e d it .  Thue, in  the Fourth F iv e  Year 

P lan  (1969-74), main re lia n c e  was placed on cooperative  c re d it  system fo r 

p ro v is io n  of a g r ic u ltu ra l c r e d it .

"W h ile , as in  the p ast, cooperatives w i l l  have to be 
strengthened and treated  as the p r in c ip a l agency fo r 
a g r ic u ltu ra l c r e d it ,  the approach in  the Fourth Plan 
w i l l  be to ensure th a t a g r ic u ltu ra l production i s  not 
in h ib ite d  by the weakness o f the coopera tives . In  
areas where cooperative  c re d it  s tru c tu re  i s  weak, 
there w i l l  be a s p e c ia l e f fo r t  to p rovide a lte rn a t iv e  
in s t i t u t io n a l  s o u rc e s ...  For meeting the gap in  ag r i­
c u ltu r a l c r e d it ,  the p o te n t ia l i t ie s  of commercial 
banks have to be f u l l y  m o b ilised ". (P lann ing  Commission, 
Fourth F iv e  Year P lan , pp.140-141).

The im portant ro le  of cooperatives as the p r in c ip a l source o f ru ra l c re d it  

was stressed  in  the F i f t h  Plan a lso .

"Cooperation represents in s t i tu t io n  o f the p r in c ip le  
and impulse of mutual a id . I t  has the m erit o f combin­
ing  freedom and opportun ity fo r the sm all man w ith  the 
b en e fit  o f la rg e-sca le  management and o rg an isa tio n . 
Cooperation i s ,  th e re fo re , em inently su ited  to bring 
about the desired  socio-economic changes in  the context 
o f  the e x is tin g  cond itions in  the coun try. Thus the 
b u ild ing  up of a strong and v ia b le  cooperative  s e c to r, 
w ith  s p e c ia l emphasis on the needs of the peasants, the 
workers and the consumers, w i l l  bs one o f the major 
o b je c t iv e s  of n a tio n a l p o lic y  in  the F i f t h  P la n " . 
(P lann ing  Commission, D ra ft F i f t h  F iv e  Year P lan ,
V o l . I I , p . 78).
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However, in  the meantime, the ac tu a l experiences in  the f ie ld  ra ised  

serious rese rva tio n s  about the a b i l i t y  of the cooperative  system alone to 

meet ths growing demand fo r c re d it*  This led  to the government's taking 

s o c ia l con tro l over the commercial banks in  1968. The measures o f so c ia l 

co n tro l g ive  a new d ire c t io n  to the c re d it  p o lic y  o f commercial banks 

which began to ev ince  in te re s t  in  a g r ic u ltu ra l c r e d it .  (R B I,  1969-70, p .111). 

Atiout the same tim e, the N ational C red it Council gave a more s p e c if ic  d ire ­

c t io n a l lead  and in d ica ted  c e r ta in  minimum ta rg e ts  o f lending to a g r icu ltu re  

by commercial banks. The n a t io n a lis a t io n  of 14 commercial banks (1969) 

which came in  quick succession gave a fu rth e r f i l l i p  to  the p o lic y  of 

g e ttin g  the banks in c re a s in g ly  in vo lved  in  a g r ic u ltu ra l/ ru ra l c r e d it .  The 

p rog ress ive  l ib e r a l is a t io n  o f branch lic e n s in g  p o lic y  by the Reserve Bank 

o f  In d ia  in  favour o f ru ra l and semi-urban a reas , i s  another major p o lic y  

measure in  the same d ire c t io n  adopted during the F i f t h  Plan Pe riod . V illa g e  

adoption scheme under which some p ub lic  secto r banks 'adopted' some v il la g e s  

i s  an in n o va tive  programme under which the concerned banks extended c re d it  

to  the disadvantaged groups on l ib e r a l  terms. Other measures th a t were 

taken to a s s is t  the weaker sections in c luded : ( i )  s e tt in g  up of sp e c ia l 

agencies c a lle d  Sm all Farmers Development Agencies (SFDA), and M arginal 

Farmers and A g r ic u ltu ra l Labourers Development Agencies (MFAL) to help these 

groups, and ( i i )  s t ip u la t io n  by the Reserve Bank fo r  se tt in g  aside a s p e c if ic  

po rtion  of a g r ic u ltu ra l advances made by Centra l Cooperative Banks to prim ary 

a g r ic u ltu ra l c r e d it  s o c ie t ie s  fo r  econom ically weak farm ers. The foregoing 

measures were intended to provid ing  increased  c re d it  on r e la t iv e ly  s o ft  

terms and b e tte r  f a c i l i t i e s  to sm all and econom ically weak farmers uiith a
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view  to removing d is p a r it ie s  between d if fe re n t  ca tegories  o f farm ers, and 

reducing reg iona l d is p a r it ie s  in  the a v a i la b i l i t y  of c re d it .  (R B I,  1972-73,

p .122; R B I,  1973-74, p .128). In  the S ix th  F iv e  Year P lan , 1978-83, a

major o b je c t iv e  o f a g r ic u ltu ra l c re d it  p o lic y  was s ta ted  to be

"a  p rog ress ive  in s t i tu t io n a l is a t io n  w ith  a multi-agency 
approach and the earmarking of an in c re a s in g ly  la rg e r  
share fo r the weaker s e c t io n s . . .  The main burden of 
p rovid ing  c re d it  would continue to be on the cooperative 
s e c to r . The Commercial Banks would a lso  be expected to 
assume g rea te r r e s p o n s ib il it ie s  fo r supplementing the 
e f fo r ts  o f the cooperative  c re d it  agencies". (P lanning 
Commission, D ra ft F iv e  Year P lan , 1978-83, p .151; See 
a lso : R B I, M u lti Agency Approach in  A g r icu ltu ra l F in an ce ).

In  1978, the Government of In d ia  appointed a Working Croup to study the

progress o f a g r ic u ltu ra l c re d it  from commercial banks w ith  sp e c ia l re fe ­

rence to sm all and m arginal farm ers. As recommended by the group, the 

Reserve Bank advised commercial banks to ensure th a t a t le a s t  50 percent 

o f th e ir  to ta l  d ire c t  a g r ic u ltu ra l advances would meet the requirements 

o f the sm all and marginal farmers by the end o f the F i f t h  P lan . (R B I,  

1978-79, p . 168). Ensuring a su b s ta n tia l in crease  in  the flow o f c r e d it ,  

p a r t ic u la r ly  to the weaker sectio ns  of the popu la tion , continues to be 

the declared  p o lic y  o b je c t iv e  in  the sphere o f a g r ic u ltu ra l c re d it  during 

the Seventh P lan . (P lann ing  Commission, Seventh F iv e  Year P lan , V o l . I I ,  

1985, p .42 ). Two other major p o lic y  measures w ith  an e g a lita r ia n  o b je c t iv e  

in troduced during the se ve n tie s , v i z . ,  ( i )  extending consumption loans to  

weaker sectio n s  upto 10 percent of th e ir  borrowings from commercial banks, 

and ( i i )  in troducing  the D if f e r e n t ia l  Rate of In te re s t  Scheme are worth 

mentioning in  th is  connection. (R B I,  1971).
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The re s u lts  o f these p o lic ie s  are re f le c te d  in  the geometric 

in c rease  in  the number of the ru ra l  branch o f f ic e s  o f commercial banks, 

and th a t o f in s t i t u t io n a l  c re d it  e s p e c ia lly  from commercial banks in  the 

ru ra l a reas . Thus, o f the to ta l number o f bank o f f ic e s  dpened in  1969- 

70, 1216 o r 66 percent were in  ru ra l a reas , and in  1970-71, another 1208 

branches or 64 percent o f  the to ta l  were opened in  ru ra l a reas. The to ta l  

outstanding advances to  a g r icu ltu re  by scheduled banks increased from 

Rs.44.58 crores as on June 30 on 1969 to Rs. 188.42 cro res in  June 1969 and 

Rs.341.77 crores in  June 1970. (R B I,  1969-70, 1970-71). By the end of 

June , 1986, according to p ro v is io n a l estim ates, the corresponding fig u re  

had soared to Rs.8959.95 c ro re s . (R B I,  1985-86, p .238).

True, the a v a i la b i l i t y  o f in s t i tu t io n a l  c re d it  has reg is te red  

an im pressive r is e .  However, high le v e l o f ovsrdues and d e fau lt  ra te  have 

begun to su rface  on an in creas in g  s c a le . "The main co n s tra in t in  the c re d it  

flout has been low re co ve r ie s , high le v e l  o f overdues and consequent i n e l i ­

g i b i l i t y  o f a la rg e  number o f cooperative  in s t i tu t io n s  fo r re fin a n c in g ". 

(D ra ft  F iv e  Year P lan , 1978-83, o p . c i t . ,  p .151 ). "The main co n s tra in t in  

the c re d it  flow  has been low re co ve r ie s , high le v e l  of overdues and con­

sequent i n e l i g i b i l i t y  o f a la rg e  number o f cooperative  in s t itu t io n s  fo r 

r e f in a n c in g " . ( L o c . c i t ) .  "During 1982-83, the r a t io  o f overduos ta  debt 

a t  the le v e l  of prim ary a g r ic u ltu ra l c re d it  s o c ie t ie s ,  as w e ll as at the 

l e v e l  o f prim ary land development banks was reported  to be 40 to 42$.

The recovery p o s it io n  in  the case o f  commercial banks has been even worse 

and the proportion  o f overdues to debt in  th is  case stood at 47$ in  

1982-83". (Seventh F iv e  Year P la n , o p . c i t . ,  p*44; See a ls o : Dantwala, 

p .31 ). What are the im p lica tio n s  of these high d e fa u lt  ra te s ?
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Would these mounting overdues and d e fau lts  lead  to an eventual reduction 

o f the flow o f in s t i tu t io n a l  c re d it  and resurgence of in form al agencies, 

as i t  happened in  the Ph ilip p in e s  in  s im ila r  circum stances under tho 

Masagaia 99 Programme?

9.4 Promotion of l in k s  w ith  the formal sec to r

A th ird  a lte rn a t iv e  suggested (H o ls t , 1985) is  promoting lin k s  

between the formal and in form al se c to rs . Such l in k s  presumably would 

widen the f in a n c ia l  market. They would enlarge the flow  of funds in to  

tho ru ra l a reas, on the one hand, and f a c i l i t a t e  the m o b ilisa tio n  of 

household savings on the o th e r. Another advantage claimed i s  th a t the 

lin kag e  w i l l  reduce the cost of in te rm ed ia tion  o f c r e d it .

Are the formal and in form al c re d it  secto rs  segmented? Are the 

ICMs in su la ted  from the impact of the p o lic ie s  pursued by the monetary 

a u th o r it ie s ?  Are the two secto rs  su b s titu te s  or complementary to each 

o th e r? Those are some of the issues debated in  the l i t e r a tu r e .

The formal and in form al c re d it  secto rs  in  In d ia  had estab lished  

con tacts  w ith each other fo r  q u ite  some time now. As pointed by K arka l, 

the f l o w  of funda  from tho co u n try 's  c e n tra l bank, the Reserve Bank of 

In d ia , to the commercial banks and cooperative  s o c ie t ie s  reaches the 

in form al s e c to r , thanks to the p o s it io n  and in f lu e n ce  of lan d lo rd s , ag rl-  

c u l t u r is t  moneylenders, e tc . in  the ru ra l a reas. The n a t io n a lis a t io n  of 

commercial banks in  1969 and the b ig  push to branch expansion in to  the 

ru ra l areas s in ce  then have helped to fu rth e r strengthen the l in k  between
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the two 8ac to rs . In creas ing  number of p ro fess io n a l moneylenders and 

traders  have come to borrow from the commercial banks and cooperative  

s o c ie t ie s  fo r  on-lending to th e ir  customers. However, the l in k  botuiaen 

the tuio secto rs continues to be ra th e r  weak as fa r  as the ru ra l areas 

are concerned.

The main th ru st of the c re d it  p o lic y  o f recen t years has been 

to l ib e r a l is e  p ro v is io n  of c r e d it  from the Reserve Bank and commercial 

banks to the p r io r i t y  secto rs  in c lu d ing  a g r ic u ltu re . As a r e s u lt ,  more 

and more c re d it  a t concessional ra te  o f in te r e s t  has flowed in to  the 

ru ra l s e c to r . As observed e a r l ie r ,  the share o f formal c r e d it  in s t itu t io n s  

in  the to ta l cash dues outstanding against ru ra l households m u ltip lied  

s e ve ra l fo ld  s in ce  the middle of th is  cen tu ry . O bviously, the s iz e  of 

the ICM in  ru ra l In d ia  has shrunk, a t le a s t  fo r  the p resen t. In  the 

p rocess, the hold o f p r iv a te  lenders over th e ir  c l ie n t e le  has been weakened 

and presumably the monopoly p r o f i t  in  the in te re s t  ra te  kept down. Thus, 

i t  would seem th a t the in form al secto r i s  not t o t a l ly  immune to the c re d it  

p o lic ie s  v is- a - v is  a g r ic u ltu re , hand ic ra fts  and o ther p r io r i t y  sec to rs .

The formal and in fo rm al c re d it  secto rs  are su b s titu te s  fo r each 

other ra th e r than complementary. A ty p ic a l households f i r s t  preference 

i s  fo r c re d it  from the formal sec to r because of i t s  lower co s t, inc lud ing  

the cost obta in ing  the lo an . Only when tha t i s  not a ccess ib le , i t  would 

approach an in form al c re d it  agency. True, the m a jo rity  of ru ra l households 

may not be ab le  to meet a l l  th e ir  c r e d it  requirements from the formal c re d it  

sources, and in form al c re d it  may be sought by them to supplement c re d it
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obtained from the formal s e c to r . But th is  does not a lt e r  the fa c t  th a t the 

two secto rs  are su b s titu te s  fo r each o ther.

The in te r e s t  ra te  p o lic y  i s  l ik e ly  to a f fe c t  the pattern  of 

d isp o s it io n  o f the household sav ings . F in a n c ia l reg ression  in  tho form 

o f keeping down the deposit ra te s  of commercial banks and cooperativ/e 

s o c ie t ie s  in  order to minimise the burden of subsidy on in te re s t  on loans 

to  the p r io r i t y  secto rs  w i l l  a f fe c t  the flow  of savings to the formal 

s e c to r . In form al lenders are ab le to compete w ith  the commercial banks 

and cooperative  so c ie tie s/b ank s , and a t t r a c t  more deposits by o ffe r in g  

h igher in te r e s t  r a te s .  This has im portant im p lica tio n s  fo r  susta in ing  

the tempo of c re d it  flow  from tho form al s e c to r .

A major d iffe re n ce  between the formal and in form al c r e d it  secto rs 

underlined  in  the l i t e r a t u r e  i s  th a t o f ad m in is tra tion  co s ts— the cast 

o f processing loan  a p p lic a t io n , d isb u rsa l of lo ans , and recovery . Hence 

i t  is  argued th a t , i f  com petition o f formal c r e d it  i s  to  be e f fe c t iv e ,  

the tran sac tio n  costs of formal se c to r have to be lowered. To a c h iv e  

t h is ,  i t  i s  suggested th a t the methods and p ra c t ice s  of the in form al sector 

may be emulated. The above reasoning does not seem to hold w ater. In  the 

f i r s t  p lace , the cost of in form al c r e d it  to  the borrower, notw ithstanding 

i t s  in fo rm a lity  and lower tran sac tion  co s ts , i s  now low . Second, such of 

those borrowers who borrow from the in form al lenders do so not because of 

th e ir  lower co s ts , but because the formal c re d it  sources are le ss  a ccess ib le  

to them. Th ird , the le v e l  of adm in istra tion  costs o f the formal se c to r , 

e s p e c ia lly  th a t o f government and commercial banks has a f lo o r  beloui which 

i t  cannot be brought down owing to the costs o f procedural fo rm a lit ie s ,
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s t a f f  s tru c tu re , pay, e tc . As the formal sec to r in s t itu t io n s  handle 

o th e rs ' funds fo r u/hich they are accountable, they have to ensure the 

s e c u r ity  o f the funds loaned out; fo r  th is  a minimum of procedural 

fo rm a lit ie s  i s  unavoidable. And l a s t ,  but not le a s t ,  a higher le v e l  

of transactions costs of the formal se c to r i s  not a major co n s tra in t 

on the flow  o f funds to the p rospective  borrowers.

Promoting l in k s  w ith  the in form al se c to r i s  another approach 

suggested. The s tra te g y  in vo lves  coopting in form al lenders inc lud ing  

inpu t sup p lie rs  and output purchasers by re fin anc ing  the c re d it  invo lved  

in  th e ir  tran sac tio n s . I t  i s  presumed th a t th is  w i l l  f a c i l i t a t e  the 

flow  o f funds from the formal se c to r to sm all borrowers more cheap ly.

The above suggestion ra ise s  se ve ra l questions. F i r s t ,  cannot 

the desired  g o a ls , namely reaching c re d it  from the formal secto r to 

"sm all borrow ers", be a tta ined  w ithout the s e rv ic e  o f the in form al agents? 

A fte r a l l ,  we do have at present a wide network o f cooperative  s o c ie t ie s  

and branches o f commercial banks spread over the country s id e . In  1982-63, 

there  were over 94000 prim ary a g r ic u ltu ra l c re d it  s o c ie t ie s  in  the ru ra l 

areas of the coun try , w ith  a membership of 63.5 m il l io n .  The cooperative 

s o c ie t ie s ,  besides extending c r e d it ,  were a lso  engaged in  various a c t iv i t ie s  

l i k e  marketing o f a g r ic u ltu ra l produce, s a le  o f f e r t i l i z e r s  and consumer 

goods, e tc . which e s tab lish  d ire c t  con tact w ith  a wide range of p o te n tia l 

borrowers. Being g rassroo t le v e l  o rgan isations w ith s ta tu to ry  p rovis ions 

fo r e le c ted  bodies and democratic functio n ing , the so c ie t ie s  ensure ce r ta in  

degree o f community p a r t ic ip a t io n  and invo lvem ent. They are more e a s ily  

approachable fo r the sm all borrowers than other sources of formal c re d it .



260

They a lso  have a com paratively le s s  tran sac tion  cost they are operating 

w ith  sm alle r s t a f f  and le s s  expensive estab lishm ent. Notwithstanding 

th e ir  p o te n t ia l i t ie s ,  i f  the d is tr ib u t io n  o f cooperative  c re d it  i s  in ­

e q u itab le , th a t merely r e f le c t s  the in e q u a lit ie s  in  the d is t r ib u t io n  of 

assets and other in e q u it ie s  in  the socio-economic o rder.

Adm itted ly, the success o f the s tra teg y  o f promoting l in k s  w ith 

the in form al se c to r would req u ire  a mechanism to  monitor the on-lending

ra te s  and to ensure tha t the in form al lenders do not take advantage of

access to cheaper in s t i t u t io n a l  c re d it  to  make abnormal p ro f it s .  How­

e ve r, the c rea tio n  o f such monitoring mechanism would e n ta i l  co s ts , and 

i t s  e f fe c t iv e  and im p a rt ia l function ing  under the p re v a ilin g  soci-economic

se t up i6  to more e a s i ly  sa id  than done.



CHAPTER 10

SUMMARY AND CONCLUSIONS

The ICMs dominate ru ra l  c re d it  in  the developing coun tries  

thanks to th e ir  easy a c c e s s ib i l i t y ,  minimum procedural fo rm a lit io s , 

prompt d isb u rsa l of loans and g rea te r f l e x ib i l i t y  on th e ir  terms and 

cond itions compared to  form al c re d it  in s t i tu t io n s .  I t  is  presumed 

th a t ICMs, by meeting the c re d it  needs of sm all farmers and other 

disadvantaged groups o f households u su a lly  by passed by the form al 

c re d it  in s t i tu t io n s ,  make an equ ity  im pact. The ICMs are a lso  c red ited  

w ith  lower tran sac tio n  costs and a l lo c a t iv e  e f f ic ie n c y .  On the other 

hand, the ICMs are featured  by a high degree o f segmentation in to  

se ve ra l sub-markets, each w ith  p a r t ic u la r  ca teg ories  o f lenders and 

borrowers, and d if fe r in g  in  the s iz e , purpose and duration  of lo ans , 

in te r e s t  ra te s  and other terms and co nd itio ns . The present study is  

an attempt to assess the s iz e ,  s tru c tu re  and ro le  o f the ICMs in  In d ia 's  

r u ra l s e c to r , keeping in  view  the various perspectives  in  the rece ived  

d o c tr in e s .

As in  other developing co u n tr ie s , the ICMs claimed a l io n 's  

share of to ta l  ru ra l c r e d it  in  In d ia  a lso  t i l l  r e c e n t ly . In  e a r ly  

s e v e n t ie s , the ICMs accounted fo r about th ree  fourths of the to ta l debt 

outstanding and fo u r- f if th s  o f the to ta l borrowings o f the Ind ian  ru ra l 

households. B u t, thanks to the massive in fu s io n  o f loans from formal
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c red it  in s t i tu t io n s  s in ce  then, re f le c t in g  c e r ta in  important p o lic y  changes 

in  the f ie ld  of c r e d it ,  the s iz e  of the ICMs mas fu rthe r c u r ta ile d ; th e ir  

share of the to ta l  cash dues outstanding came down to about 59 percent 

by the beginning of the present decade* The f a l l  in  the share of these 

in form al agencies i s  but a con tinuation  o f the trend uihich s e t in  from 

the e a r ly  f i f t i e s  and which acce le ra ted  from the s ix t ie s .

The s tu c tu re  of the ru ra l  ICMs is  ch a racte rised  by segmentation.

The ru ra l ICMs are fragmented in to  se ve ra l sub-markets based on the lender 

and borrower typ es . The p a rt ic ip a n ts  in  each sub-market are presumed to 

be t ie d  together by mutual in te re s ts  based on non-cred it re la t io n sh ip s  

as fo r example, between land lo rds and tenan ts , a g r ic u ltu ra l moneylenders 

and farm labour households, or traders and c u lt iv a to r s .  The streng th  of 

tenancy, ag rarian  production re la t io n s  and other socio-economic in s t i t u ­

tio n s  are the fa c to rs  underlying segmentation* W ith  the massive in fu s io n  

o f c re d it  from the formal secto r in to  the ru ra l areas in  recent years 

mentioned above, and other socio-economic changes, the s tru c tu re  of the 

ru ra l  ICMs i t s e l f  has undergone some major changes. Apparently, the 

segmentation of the ru ra l c re d it  market i s  g e tting  eroded. The in creas ­

ing  com petition from the formal c re d it  se c to r has made moneylending le ss  

and le s s  lu c r a t iv e  and a t t r a c t iv e  fo r p r iv a te  in s t itu t io n s  i s  weakening

the hold o f land lo rds and a g r ic u ltu r is t  moneylenders on th e ir  e rs tw h ile

c l ie n t e le  and reducing the scope fo r usury and other forms o f e x p lo ita t io n .

The combined e f fe c t  of the above changes i s  a s t ru c tu ra l transform ation
lenders

o f the ICMs, as re f le c te d  in  the reduced ro le  of the in form al^of the 

commercial typ e , and an in crease  in  the proportion  o f in form al c re d it  

emanating from r e la t iv e s ,  fr ien d s  and o thers .
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In  our study areas, tho average ra te  of in te re s t  on loans from 

the p ro fess io na l moneylenders ranged from 24 to 60 percent. More than 

one>half o f the number o f loans ca rr ie d  an in te re s t  ra te  above 60 percent, 

u/hile an equal proportion  of the amount o f loans bore an in te re s t  above 

36 percen t. In  tu»o of the se lec ted  v il la g e s  in te r e s t  on a high propor­

t io n  o f the loans was 120 percen t. Taking loans from a l l  in form al c re d it  

agencies in  the s ix  v i l la g e s  together, the in te r e s t  on n ea rly  one-third 

o f the to ta l  number of loans exceeded 60 p ercen t. E v id e n t ly , tho ra te  of 

in te r e s t  on in form al c r e d it  i s  high by any standard . The purpose of lo ans , 

th e ir  s iz e , nature o f s e c u r ity ,  c re d it  worthiness o f the borrower and the 

e la s t i c i t y  of demand fo r funds seem to have a bearing on the in te re s t  

r a te s .  In  our study a reas , the average ra te  o f in te re s t  on consumption 

loans i s  h igher than th a t on loans used fo r  production or other purposes. 

The ra te  o f in te r e s t ,  by and la rg e , tends to va ry  in v e rs e ly  w ith  the s ize  

of loans; the c o r re la t io n  between the two v a r ia b le s  i s  found to  be negative 

in  f iv e  v i l la g e s  and h ig h ly  s ig n if ic a n t  in  two o f the v i l la g e s  which 

account fo r  a la rg e r  proportion of loans from p ro fess iona l moneylenders.

The average in te r e s t  on loans taken by a g r ic u ltu ra l and other casual 

lab o u re rs , whose demand fo r c re d it  is  le s s  e la s t ic  and whose c re d it  worthi­

ness is  low and have nothing but personal s e c u r ity  to o f fe r ,  is  h igher 

than that charged on loans taken by other occupational groups. As fo r 

the components of in te re s t  ro te ,  thanks to p r iv a te  and s o c ia l preesure 

on the borrowers, d e fa u lt  ra te  o f in form al se c to r  loans is  com paratively 

low ; and th e re fo re  the premium fo r r is k  does not seem to be re le v a n t. 

Monopoly p ro f i t  a lso  has ceased to be re le van t as, w ith the exponentia l 

growth o f the formal se c to r c r e d it ,  the in form al c re d it  agencies l i k e



264

p ro fess io n a l moneyl«nders have lo s t  th e ir  m onopolistic or o l ig o p o lis t ic  

p o s it io n . As aga inst th is ,  the opportunity coat o f money used and admi­

n is t r a t iv e  cost assume s ig n if ic a n c e , e s p e c ia lly  when the moneylenders 

en large the s ca le  o f th e ir  transac tions and come to depend on borrowed 

funds to supplement th e ir  own resources.

The ro le  o f  ICMs i s  u su a lly  assessed applying such c r i t e r i a  as 

domestic resource m o b ilis a t io n , a l lo c a t iv e  e f f ic ie n c y  and equ ity im pact.

In  a com paratively s t a t i c  s itu a t io n , the scope fo r savings m o b ilisa tio n  

by in form al lenders i s  l im ite d . In  such a se t up both the demand fo r 

c r e d it  and supply of savings may be l im ite d . But w ith  some dynamic changes 

in  the agrarian  economy or spurt of a c t i v i t ie s  in  o ther secto rs l ik e  f ish e ­

r ie s  and co n stru c tio n , or purchase of consumers durab les, e tc . the demand 

fo r c r e d it  may r is e  beyond what can be met from the p ro fess io na l money­

le n d e rs ' own resources. The in f lu x  o f rem ittances from the G u lf Emigrants 

in  K e ra la  has generated considerab le  sav ings. The p ro fess iona l moneylenders 

have been ab le to m ob ilise  a la rg e  chunk of these savings by o ffe r in g  more 

a t t r a c t iv e  re tu rns than the formal c re d it  in s t i tu t io n s .  The mushrooming 

o f the finance companies in  K e ra la  in  recen t years exem plifies th is  trend. 

However, the funds so m obilised were d iverted  to  channels o f  low or no 

re tu rns  w ith the r e s u lt  th a t the finance companies co llapsed  l i k e  a house 

o f  ca rds, fo r fe it in g  the depositors o f a l l  th e ir  sav ings. The success of 

the in form al c r e d it  agencies in  savings m o b ilisa tio n  i s  more a r e f le c t io n  

of the u n r e a l is t ic a l ly  low or sub-optimal in te r e s t  ra te  on deposits o ffered  

by the formal c re d it  in s t i tu t io n s  than the ingenu ity  and c a p a b i l i t ie s  of 

the in form al c r e d it  agencies* The fa c t  tha t the la t t e r  does not guarantee
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depositor s e c u r ity  more than o ffs e ts  the a t t ra c t io n  o f higher in te re s t  

ra te s  o ffe red  by them. Whether the ICMs d isp la y  b e tte r a l lo c a t iv e  e f f ic ie n c y  

i s  equa lly  dubious. True, w ith the in form al lenders there is  minimum pro­

cedura l fo rm a lit ie s  and d e la y , g rea te r f l e x i b i l i t y ,  e tc . These c h a ra c e r t is t ic s  

help  to louier the tran sac tio n  co s ts . But these cond itions do not n e ce ssa r ily  

ensure a l lo c a t iv e  e f f ic ie n c y .  M otivated as they are apt to be by a quick 

buck and nothing e ls e , the in form al lenders venture in to  financing  en ter­

p rise s  o f poor f in a n c ia l v i a b i l i t y ,  not to speak of any s o c ia l b e n e f it ,  as 

exem plified  by the record o f the finance companies in  K e ra la . As fo r 

the ICMs equ ity  im pact, i t  may be true that the s o c ia l ly  and econom ically 

disadvantaged groups of households, who are by-passed by the formal c re d it  

in s t i t u t io n s ,  are ab le  to  meet th e ir  u rgen t, e s s e n t ia l consumption requ ire ­

ments w ith  c r e d it  from thess in form al sources. But i t  is  a lso  true  tha t 

the borrowers have to pay through th e ir  nose fo r the c re d it  obtained from

the sources. The low income households have ea s ie r  access to the profe­

s s io n a l moneylenders; but they are charged h igher in te re s t  ra te s  than 

the borrowers from the upper income or asset s t r a ta .

In  b r ie f ,  the s iz e  o f the ICMs has shrunk in  recen t years thanks

to the expansion o f the formal c re d it  s e c to r . The s tru c tu re  o f the ICMs

i t s e l f  has undergone a transform ation w ith the d ec lin e  in  the share of

in form al lenders o f the commercial type, w h ile  r e la t iv e  and fr ien d s  emerging

as the lead ing  sources o f in form al c r e d it .  N everthe less, the average ra te

o f in te r e s t  in  the ICMs remains h igh. In te r- lin k ag e  o f the c re d it  market
and

w ith  the lan d , labour^commodity markets f a c i l i t a t e  the exaction  o f concealed 

in te r e s t  o f a high order. As against these , the ICMs have some p o s it iv e  

fea tu res  such as easy a c c e s s ib i l i t y ,  low in fo rm atio na l and ad m in is tra tive
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co s ts , and supply o f c re d it  to the low  income households u su a lly  bypassed 

by the formal s e c to r .

In  the l ig h t  of the above, we w i l l  consider the various p o licy  

options to ta ck le  the shortcomings o f the ICMs and the p o s s ib i l i t ie s  of 

making use of th e ir  p o s it iv e  aspects. One obvious remedy recognised for 

q u ite  sometime i s  reg u la tio n  of moneylending a c t i v i t ie s .  L e g is la t io n  

c o n tro llin g  p r iv a te  moneylending had been in i t ia t e d  more than a century 

ago. S in ce , then considerab le  improvement has been made in  the le g a l 

framework, widening i t s  scope,-closing  o f loopholes and tigh ten ing  of the 

enforcement m achinery. S t i l l  some loopholes ren a in • In te re s t  ra te s  much 

above the p erm iss ib le  l im i t  continue to be charged, and o ther p rovis ions 

in  the enactments are evaded or circum vented. I t  is  no wonder, s in ce , 

a f te r  a l l ,  the in form al lenders l ik e  lan d lo rd s , a g r ic u ltu r is t  moneylenders, 

p ro fess io n a l moneylenders, e tc . belong to those socio-economic c lasses  

which enjoy considerab le  in flu en ce  and power. Thus, i t  was re a lis e d  in  

due course th a t re g u la tio n  of moneylending was not enough and th a t a lte r ­

n a t iv e  sources of c re d it  have to  be provided.

In  the e a r ly  phase o f  n a tio n a l economic planning the main th ru st 

was p laced on cooperative  c re d it  in s t i tu t io n s .  But the co o p e ra tive  did 

not r is e  upto the expectations; the quantum o f c r e d it  uias inadequate and 

i t s  d is t r ib u t io n  in e q u ita b le . Hence from the la t e  s ix t ie s ,  the government 

adopted a m ulti-agency approach, drawing the newly n a tio n a lised  commercial 

banks in to  financ ing  a g r icu ltu re  and other p r io r i t y  secto rs in  the ru ra l 

a reas. The outcome o f th is  re o r ie n ta t io n  o f  the c r e d it  p o lic y ,  as re f le c te d  

in  the enlargement o f the share o f the form al secto r in  to ta l ru ra l c r e d it ,
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has been documented e a r l ie r .  Desp ite the exponential growth of formal 

se c to r c r e d it ,  there are some p e rcep tib le  lacunae in  the function ing  of 

the formal sec to r such as in e q u it ie s  in  the d is t r ib u t io n  of c r e d it ,  

apparently high tran sac tio n  costs and low recovery ra te .

Under the ex is tin g  order there i s  no b u i l t  - in  mechanism to

ensure la rg e r  share of formal c re d it  to the disadvantaged sm all borrowers. 

The fa c t  that the formal c re d it  in s t itu t io n s  are not able to recover a 

s ig n if ic a n t  proportion  o f the loans advanced and th a t they are unable to 

m ob ilise  the savings o f ru ra l households to the f u l l  extent have mado them 

in c re a s in g ly  dependent on the Reserve Bank o f In d ia ,  other f in a n c ia l 

in s t i tu t io n s  l ik e  the NABARD and the government fo r funds to ca rry  on 

th e ir  lending a c t i v i t ie s .  Obviously th is  i s  not a v ia b le  arrangement.

An a lte rn a t iv e  approach suggested i s  th a t of lin k in g  the in form al 

sec to r to the formal s e c to r . The avowed ra t io n a le  o f th is  i s  th a t o f taking

advantage o f the low  in fo rm ationa l and ad m in is tra tiv e  costs o f ths former,

thereby reaching c re d it  to the sm all borrowers at cheaper ra te . Given 

the socio-economic in e q u a lit ie s  in  the ru ra l se t up, i t  i s  doubtfu l whether 

l in k in g  o f the two sec to rs  w i l l  ensure th a t cheaper c re d it  from the formal 

sec to r w i l l  reach the more needy group o f sm all borrowers. Adm itted ly, 

the success o f the s tra te g y  of promoting l in k s  between the two secto rs  

would req u ire  a mechanism to monitor the onlending ra tes  and to ensure 

th a t the in form al lenders do not take advantage of cheaper in s t i t u t io n a l  

c re d it  to make abnormal p r o f i t s .  However, the establishm ent of such a 

mechanism would e n ta i l  costs and i t s  e f fe c t iv e  and im p a rt ia l function ing  

under the p re v a ilin g  se t up i s  more e a s i ly  sa id  than done.
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Moreovert can not the desired  g o a l, v iz * ,  reaching c re d it  from 

the formal se c to r  to sm all borrowers, be a tta ined  w ithout the s e rv ic e  of 

the in form al len d e rs , one wonders. A f t e r a l l ,  we do have a t present a 

wide network o f cooperative  s o c ie t ie s  and branches of commercial banks 

spread over the coun trys ide . In  1982-83, there were over 94000 primary 

a g r ic u ltu ra l c r e d it  s o c ie t ie s ,  w ith a to ta l membership o f  63.5 m ill io n . 

Besides these , there  were seve ra l non-cred it cooperatives* The cooperative 

s o c ie t ie s ,  ap art from extending c r e d it ,  were a lso  engaged in  various a c t i ­

v i t i e s  l i k e  marketing of a g r ic u ltu ra l produce, s a le  of f e r t i l i z e r s  and 

consumer goods, e tc . which help to e s ta b lish  d ire c t  contact uiith a wide 

range of b e n e f ic ia r ie s .  Being grsssroo t le v e l  o rgan isations w ith s ta tu to ry  

p ro v is io n  fo r e lected  bodies and democratic fu n ctio n ing , the cooperative 

s o c ie t ie s  ensure a c e r ta in  degree of community p a r t ic ip a t io n  and in vo lve ­

ment. They are more e a s i ly  a ccess ib le  fo r  the sm all borrowers than other 

sources o f formal c r e d it .  They a lso  have com parative ly low transac tion  

costs  as they are operating w ith sm a lle r , le s s  expensive estab lishm ent. 

Notw ithstanding these p lus p o in ts , i f  the d is t r ib u t io n  o f cooperative  c re d it  

i s  in e q u ita b le , th a t merely r e f le c t s  the in e q u a lit ie s  in  the p re v a ilin g  

socio-economic o rder.

The main th ru st o f the cu rrent c r e d it  p o lic y ,  v is- a - v is  the ru ra l 

se c to r  in  general and a g r ic u ltu re  in  p a r t ic u la r ,  i s  extension of cheap 

c r e d it .  The in te r e s t  on loans from the formal sec to r i s  h e a v ily  subsid ised 

and kept down a t a sub-optimal le v e l .  The cost to the p u b lic  se c to r  of 

such across-the-board su b s id isa tio n  i s  mounting. The self-imposed low 

c e i l in g  on lending ra te s  acts as a co n s tra in t on the formal c re d it  in s t i t u ­

tio n s  o ffe r in g  reasonably high in te r e s t  and a ttra c t in g  d ep osits . Fu rth e r,
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la x i t y  in  the recovery o f loans has led  to mounting d e fa u lts . Rural c re d it  

has of la t e  become h igh ly  p o l i t ic is e d .  The recent e ffo r ts  of massive 

in je c t io n  of c re d it  in to  the ru ra l households nicknamed "loan  melas" have 

a ttra c te d  a not o f adverse comments from the p u b lic . The loan melas 

uihat the ap p e tite  o f the ru ra l  households who ask fo r  more. The re c ip ie n ts  

o f the loan take them fo r  g i f t s .  The p ropensity to d e fa u lt has almost 

become a p a rt o f  th e ir  c u ltu re . The bank o f f ic e rs  dare not take recovery 

measures le s t  they in v i t e  tro ub le  fo r themselves.

The present c r e d it  p o lic y  v is- a- v is  the ru ra l secto r c a l ls  fo r 

a c r i t i c a l  e va lu a tio n . In  the f i r s t  p la ce , as mentioned above, c re d it  

i s  h e a v ily  subs id ised . Such across-the-board subsidy in vo lv in g  heavy drain  

on the exchequer i s  uneconomic and unwarranted. I f  a t a l l  some subsidy on 

loans from the formal sec to r i s  a must, the b en e fit  should be lim ite d  to 

the deserving lout incomo groups o f households. The re s to ra t io n  of in te re s t  

ra tes  to an optimum le v e l  i s  c a lle d  f o r ,  though i t  may be an unpopular 

s tep . A f t e r a l l ,  even the form al c re d it  in s t itu t io n s  must recover afcleast 

the opportun ity cost o f the money in vo lved . Recovery of loans extended 

by the formal se c to r needs to be enforced more re s o lu te ly  and w ithout fear 

or favou r. The demands fo r moratorium on repayment and even fo r w ritin g  

o f f  of the outstanding debts from c e r ta in  quarters must be re s is te d  ra the r 

than encouraged, as some p o l i t ic ia n s  of the ru lin g  and opposition  p a rtie s  

have been doing o f la t e .  The formal c re d it  in s t itu t io n s  must a lso  pursue 

the goal of s e lf- re l ia n c e .  The in creas in g  dependence on the ce n tra l Bank 

and the government fo r rep len ish in g  th e ir  funds i s  an unhealthy trend .

For th is  purpose, as observed above, recovery measures have to be tightened .
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Thasa in s t i tu t io n s  should a lso  in te n s ify  th e ir  deposit m o b ilisa tio n  

e f fo r t s .  They w i l l  a f  course have to o f fe r  h igher in te re s t  on depos its . 

There i s  mo po in t in  keeping the deposit ra te s  too loui, or below a 

reasonab le le v e l ,  turn ing a b lind  eye to the more a t t r a c t iv e  channels 

fo r  the savers or the in f la t io n  r a te .
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