The Informal Credit Markets in Rural India

I i i

S 1#07 S /\ *

L 289 )

i . /
!mm!!
R |

CENTRE FOR DEVELOPMENT STUDIES
Trivandrum

1988

NIPFP Library

HIIIIIHIHlIIlllIMHIIIIIHHIII
0 AT i g




PREFACE

The Asian Development Bank had commissioned a comparative study
of Informal Credit Markets in a few selected countries in Asia. The
country study on'India was jointly undertaken by the National Institute
of Public Finance and Policy (New Dalhi), and the Centre for Dsvelopment
Studies (Trivaendrum). The former took up the study of the urban informal
credit markets, and we,at this Centre,covered the rural soctor. The
present volume incorporates the findings of our investigation of the

informal credit markets in rural India,

The over all coordination of the work on the project was entrusted
to a study team comprising Professors T.N, Krishnan, 1.5, Gulati,
P.G,K. Panikar (Principal Coordinator), Chiranjib Sen and Mr. O.Narayana.
Drafting of the report was done by the following : P.G.K. Penikar
(Chapters 1, 2, 4, 5, 6, 8, 9 and 10), Chiranjib Sen (Chapter 3 and 7)
and D. Narayana (Appendix to Chapter 2),

We take this opportunity to express our thanks to the ADB for
sponsoring this study and liberal financial assistance. We also wish
to express our appreciation of the spirit of cooporation and understand-
ing on the part of the NIPFP. The unstinting and hard work of the
project staff, especially of Messers Jayaraj, Jose Jacob and Namboodiri
are appreciated. The support and assistance from our colleagues at the
Centre, the members of the library and administrative staff in particular
are gratefully acknowledged. Special mention may be made of Mrs. Girija
who attended to the demanding job of typing the draft of the report.

T.N. Krishnan
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1.1

CHAPTER 1

INTRODUCTION

The Context

The informel credit markets (ICMa) have been dominating the
credit transactions in the developing countries, especially in their
rural areas, At the beginning of the fifties, the informal credit
agencies, professional and non-professional moneylenders, accounted
for over 90 percent of the total debt outstanding against all rural
households in India. It is true that since then the volume of credit
from the formal sector = government, cooperatives and commercial banks =
has multiplied several fold, thereby reducing the share of the informal
sector, However, thanks to a high degree of inequity in the distribu=
tion of credit from the formal sector, large sections of the rural
households continue to lean heavily on the informel credit agencies.
Easy access, minimum procedural formalities, prompt disbursal, flexibie
bility in the terms and conditions like security and repayment, persona-
lised nature of credit transactions, etc. are some of the reasons cited
by the rural houssholds for approaching the local informal credit agencies.
On the other hand, the cost of such credit is widely acknowledged to be
unduly high: high rate of interest, often leading to debt bondage or
forfeiture of collaterals, and other forms of exploitation where credit
is linked with other transactions, Given the crucial role of credit in

agricultural transformation and rural economic growth, and the continued
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dependence of a large proportion of rural households on the informal
credit agencies, despite the entry of formal credit institutions into
rural areas and introduction of several government sponsored rural credit
programmes, an indepth study of the ICMs assumes added significance.

Objectives of the Study

Despite gigantic efforts in the collection of data on different

dimensions of rural cradit through several rounds of All India Dgbt and

Investment Surveys conducted by the Reserve Bank of India, information

on several aspects of the ICMs is not readily available., There are wide
data gaps; nor have all available data been subjected to meaningful analysis
with the relevant perspectives. As a result, some crucial aspects of the
ICMs continue to remain in the dark. The objectives of the present study
areg (1) To assess the share of the informal lenders in the total credit
flows to rural households; (ii) to enalyse the structure of the informal
sectory (iii) to examine the level of interest rates, and the factors under-
lying its formulation and to decompose its components; (iv) to assess the
role of ICMs in other aress than loan transactions such as domestic resource
mobilisation, their allocation, equity impact, etc; and (v) to fill the data
gaps on the salient features of the ICMs, gain sufficient insights into their
strengths and weaknesses and, thereby, help in evolving a proper policy

and legislative fremework for reddressing the imbalancaes in fural credit,

Scope of the Study

The ICMs have meny dimensions such as size, composition, structure,

sagmentation, inter~linkage with other markets, viz., land, labour and
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commodity markets, etc. The trends in si;e and structure of ICMs over
time will have to be examined to assess the impact of the credit policies
introduced in the recent period. The working of the ICMs, the terms and
conditions involved like interest rates, purposes and duration of loans,
security, etc, are aspects that need to be examinéd in depth., Apart from
disbursing credit what other functions do they perform? Do the; contri-
bute to domestic resource mobilisation? Are the resources mobilised

allocated to optimum productives uses? To what extent the ICMs have met

.~ credit needs of the low income,'underpravilaged, segments of the rural

population, thereby improve equity? Are the terms and conditions imposed
by the informel lenders exploitative? 1Is the interest rate usurious?
What are the factors . underlying the formation of these interest rates?
These ere some of the questions on which the present study will focus its

attention,

Methodoloay

(1) Broadly speaking, any research effort should start from a
look at the state of the art in the relpvant field, the present frontier
of knowledge. Accordingly, each part of this study is being set out

against the background of received doctrines or a reviesw of the literatura.

(i1) The problems on our agenda, listed in the previous ssction,
will be examined with the ald of both secondary and primary data. The
results of the All India Rural Credit Survey (1951=52) end three successive

rounds of All-India Debt end Investment Survey, throw a lot of light on



the size and structure of the ICMs, the size, purpose and duration of
loans, nature of security, etc. These are collated, retabulated, and

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

(iii) There ere major data gaps in the published results of the
above surveys, and naturally so. for, they are large scale, coyntrywide
surveys and as such cannot be expected to cepture all the variables in
credit transactions. Even if they were collected, they were not tabulated
and included in their reports., Hence, we had to design some micro~studies

in a few selected villages from the States of Kerala and Tamil Nadu,

(iv) An intensive survey of sample households was conducted. A
saet of household schedules covering their demographic characteristics,"
occupation, assets, sources end volume of credit, the purpose of loans,
duration, egcurity, interest rates, other terms end conditions, repayments,

default rate, etc. were canvessed among the sample houssholds.

({)/;n addition, a sample of informal lenders such as agriculturist
moneylenders, professional moneylenders and traders were identified and a
set of schedules and gquestionnaires werg canvassed among them. The informa=
tion elicited included the types of borrowers, scale of transactions,
security accepted, interest charged, sources of funds, default rate, etc.
Case studies of a sample of chit funds (ROSCAS) in one of the selected
villages sought to collect data on the rate of participation of the commu-
nity in this activity, the volume of business, their modes of operation,
the motives of the participants, their role as a source of credit vis-aevis

a channel of saving, etc,



Tha recent years witnessed a widespread collepse of finance
companies, a new version of professional moneylenders, mass rallies of
protests on the part of the customers who had lost their precious savings
depositaed with these agencies, and a strongly articulated demand for
government intervention to regulate and control their activitiee.' Against
this background, we encountered considerable reluctance, if not resistance,
on the part of moneylenders, treders, and foremen of chitties to respond

to our queries.

In Chepter 2 we examine the past trends and present position of
the size of the ICMs in India's rural areas. An ashalytical “model" relat-
ing aize of ICMs and the explanatory variables is developed and various
hypotheses tested using all available secondary data in Chapter 3. In
Chapter 4, the main features of the six villagee selected for micro-
studies and the basic characteristics of the sample households are preeented.
Chapter 5 is devoted to an analysie of the structure of ICMs in the rural
arsas of the country as a whole, as well as that in the selected villeges.
In Chapter 6, we turn to the gquestion of intereet rate formation, the
factore that govern interest rates and thd components of the same, In the
following chapter, chepter 7, all the relevant primary data are ut;liaed
to present a quentitative analyeis of the factars determining interest
rate, Next we proceed to critically examine the role of ICMs in savings
mubilisation depositor security, allocative efficiency, and equity impact,

(Chapter 8). The varioue policy measures for eliminating the abuses and



distortions observed among informal lenders, the scope for linking the
formal and informal credit agencies, etc. form the content of Chapter 9.

In the final chapter we present the main findings and conclusions

emerging there from,



2.1

CHAPTER 2-

SIZE OF INFORMAL CREDIT MARKETS

Introduction

A clearcut demarcation between formal and informal credit
markets is difficult since the criteria would vary between countries,
The description of the informal credit market by Chandaverkar captures
all the salient features:

".eeit is difficult to give a logically clearcut and

comprehensive definition of the sector. In fact it is

often better identified by its basic characteristics

such as eese of entry end exit, freedom from official

regulation, multiple interest relationships between

transactions, small scale operations, and above all
informality of transactions, which constitute its primary
economic rationale and also confers on its comparative
economic advantages over the formal financial sector".

(Chandavarkar, 1986, cited in Background Discussion

Paper).

One of the basic criteria is freedom from regulations. Not that there
are no statutory regulations. However, the effectiveness of regulation
or its enforcement would vary from one situation to another. For
instance, there is statutory regqgulation on private moneylending in
India, but admittedly it is observed more in the breach, owing to many
loopholaes in the legislation or weakness in the enforcement machinery,

For another example, many State governments have introduced legisla-

tions to regulate chit funds but they have managed to evade many of the



provisions, Therefore, the criteria have to be applied in a relative’
sense., In the present study, we will group landiorda, agriculturist
moneylaenders, professional moneylenders, treders, relatives and friends
under the category of informal lenders (as egainst government, cooperative
societies, commercial banks, life insurance and provident fund falling
under the formal sactor). Not that they are homogenesocus groups. Evidently,
there are some marked differences among them in their mode of operations,
nature of links with their'botrowers, and terms and conditions. However,
they have some similarities, viz., the personalised nature of the creditor-'
daebtor relationships, informality in trensactions, using moral suasion and

social compulsion rather than legal action to ensure payment of interest

or repayment of loans.

On the question of size, there is a conceptual problem, viz., the
definition of the term size. The size of the ICM may be expressed in
terms of a ratio of the total volume of credit emanating from the sector
to the grand totel of credit from both the sectors together. The size
of the ICM may be viewed as a stock concept, the ratio of credit from
this sector to the totsl debt outstanding at any point of time; or it may
be expressed as a flow concept, the ratio of credit extended by this
sector over a period of time to the total flow of credit during the same
periode In the following sections, we shall present our estimates of

the size of the ICMs in the country's rural sector,



2,2 Sizg of the ICM in the rural sector

2,2,1 Debt outstanding in early sgventies

As mentioned earlier, the Reserve Bank of India has begen
carrying out fairly comprehensive surveys on credit - All India Debt
and Investment Surveys - every ten years since the early fifties. The
data thrown up by these surveys provide séme basis, however weak, for

eatimating the size of the ICM in the rural areas.

According to the results of the above survey, at the beginning
of the seventies total cash dues outstanding against all rural house-
holds exceeded Rs.4000 crores.* Of this amount, the informal sector
accounted for about three-~fourths, Estimates of the total outstanding
dabt of all the Indian rural households due to various credit agencies

in 1971 and 1972 are presented in Table 2.1.

Evidently, the informal sector accounts for a sizable proportion
of the total cash dues qutstanding egainst ail rural households together
in two consecutive yeers at the beginning of the last decade. For the
two years, the average comes to nearly three-fourths of the total outstand-
ing debt. As egainst this, the share of the formal credit institutions
works out to only around one querter of the whole. It may be noted tﬁat
among the informal credit agencies, the professional moneylenders account
for only about 15 percent of the total or about 20 percent of the credit
from the informel sector as a whole.' The rest came from non~professional

mongylenders who combine lending with other activities,
* 1 crore = 10 million
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Teble 2.1 & Cash dues outstanding against all rurel households classified
gccording to Credit Agency

Proportion of households Aggregate cash dues butstandigg 8s__ |Average for 1971 and 1972
Credit Agency Percent June 30, 1971 June 30, 1972 |
1971 1972 Rsecrores |{Percent |Rs,crores Percent ¢
T T T T T T o T T L I o
1. Government 3.41 3439 250,44 6.67 228517 5.34 | 239,30 © 5,97
2, Co=operative Societx/ '
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 - - - -
S. Provident fund 0.11 - 5459 0.14 - - - -
Sub=total 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. Agricultural i
moneylender 10.65 12,27 867.15 23,11 1040,49 | 24,37 958,32 23,90
1 8. Professional
moneylender 6,49 8.20 517.16 13.78 666,71 | 15.62 591.35 14,75
9, Trader 4,85 7427 325,07 8.66 403.?3 9446 364,40 92.09
10. Ralative/friend 8.82 7.43 518,79 13.86 350,30 8.20 434,55 10.83
11, Others 1.43 6.88 105.51 2,81 454,76 | 10,65 280,14 6.98
Sub=total 2657,73 70,85 3270.06 | 76.59 2967,.,82 74,00
Total 41,32 43,97 3752,00 100 4269.,46 |100 4010.28 100

Sourées Reserve Bank of India, All Indis Debt and Investment Survey, 1971-72s (1) Statistical Tebles Relating

t II 15
to Cash Dues Outstanding Against Rural Households as on 30th June 1971, Bombay, Statemen s Pe13,
a:d Statement 1V, p.87. (2) Statistical Tables Relati to Cash Borrowfngs and R ??ta f Rur
Households during duly 1971 to June 1972 and Cash Dues Outstanding as on 30th June 1972,

Bombay, 1978, Statement IV, p,92.
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2.2.2 Borrowings during 1971=72

Debts outstanding, obviously, need not reflect the current
situation regarding the sources of credit or the share of the informal
lenders in total credit, as the outstanding dues would include loans taken
in the psst. The volume of current borrowings according to sources may,

therefore, be examined,

Table 2.2 summarises the data on cash loans teken by the rural
houssholds as a whole from various credit agencies during 1971-72, It
may be noted that the proportion of households reporting borrowing during
the year, and the aggregate borrowings from all sources together, are
lower than the corresponding numbers in respect of daebt outstanding,

Thus, the proportion of households reporting borrowings during the year
came to 27,73 percent of all rural houeeh;)lda, es egainst 41,32 percent
of households reporting outstanding debt. That only a 1ittle over one
quarter of the rural households have reportedly resorted to borrowing
during the reference period may be a reflection on the size of the total
rural credit market. The proportions of households borrowing from all
categories of informal lenders eimilarly.raflect on the size of the informal
credit market in rural India. It may be noted that the informal sector
accounted for a little over four=fifths of the total borrowings by all
rural households together. Thus, as of the early seventies, in a relative
sensa, that is as a proportion of total debt outstanding or that of total
borrowings, the size of the ICM in the rural areas is quite large and
Comparable with the situation in the other less developed countries of

Asia,
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Table 2,2 ¢ Borrowings in Cash during the year ended 30th June 1972
classified by Credit Agency

Proportion of Aggregate
Credit Agency households borrowings
’ reporting:
Percent R, crores Percent
1e Government 1.34 41.88 3.11
2. Cooperative society/bank 3.36 . 201.01 14,94
3. Commercial bank 0.19 22,43 1.67
. Sub=total 265,32 19,72
4, Laendlord 2,49 86.22 6.40
5. Agricultural moneylender 5.99 251,87 18,72
6. Professional moneylender 4,43 214,43 15.93
7. Treder 6.01 200.16 14,87
* 8. Relative/friend 4,75 153,90 11.43
9. Others 4,73 173.49 12.89
Sub=total 1080.07 80.28
Total 27,73 1345,39 100
Source: Reserve Bank of India, All India Debt and Investment Survey,

ICM in the rural sector in recent decades.

1971-72, Statistical Tebles Relating to Cash Borrowing and Repay-
ments of Rural Households during July 1971 to June 1972 and Cash
Duas outstanding as on 30th June, 1972, op.cit.,, Statement 1I,

p.20,

2,3 Trends in the size of ICMs

We shall now proceed to examine the trends in the size of the

According to the results of
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the All India Rural Credit Survaey, 1951=52, around 94 percent of the

total debt outstanding ageinst all rural ﬁouaaholds was due to the informal
lenders including lendlords, agriculturist moneylenders, professional money-
lenders, traders, relatives and friends, etc, O0f the total borrowings by
the cultivator households in 1951=52, viz., Rs.750 crores, non-institutional
agencies accounted for about 93 percent. The share of the informal credit
agencies has steadily declined since then, thanks to the expansion of
institutional credit, especially that from the cooperative societiss/banks

and commercial banks,

Debt outstanding

The estimates of the total debt outstanding against all rural
households and the shares of the formal and informal agencies, in 1962,

1972 and 1982 are presented in Table 2,3.

From a 1ittle over 85 percent in 1962, the share of informal
credit agencies in total outstanding debt of all rural households declined
to about 77 percent in 1972, and in the next ten years it dropped to about
39 percent., It is evidently the outcome of the steep increase in credit
from formal credit institutions, While the latter increased by around
Rs¢ 586 crores, i.e. by 142 percent and 268 percent respectively. True,
between 1962 and 1972, aggregate volume of credit from informal agencies
did increase, but the incresse was of a much lower order, viz., about 38
percent. But in the course of the.next decade, the eggregate débt out-
standing due to this sector registered an absolute decline, viz., by

Rs« 940 crores or 28,7 percent,
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Aggregate Cash Dues Outstanding against all rural households according to sources

All India

Credit Agency

Formal Crad.i.t
Institutions

Informal Credit

Institutions

Total

Aggregate dues Outstanding

Increase during

Increase during

1962 1972 1982 1962-72 1972-82
Rs.croreJParcent fk.croreJPercant Rs.crore; Parcent Rs.crore; Percent [Rs,crores|pPercent
— - - - - - - - - -y - - - - -y - - - - e o - - — - - - - - - - - J - - - - - - - - - - - - - ~
413,44 '14.80 999.41i 23,41 3676.00 61.20 585,97 141,73 | 2676.59| 267.82
~ 2375.48 85,20 3270.04 76.59 [2330.21 38.80 894,53 37.66 | =-939,80] -28.74
27688,93 | 100 4269.48 100 6006.23 | 100 1480,50 53,08 | 1736,79 40,68

Sourcess Reserve Bank of India, All India Rural Debt end Investment Survey, 1961-62,

1965, Table X, p.14

Qutstending Loans, Borrowings and Repayments of Rural Households, Bombay,

All India Rural Debt and Investment Survey 1971-72, Statistical Tables
relating to cash borrowings and Repayments of Rural households during
July 1971 to dune 1972 and Cash dues outstanding, as Sarvekshanaje.es..
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There has been a moderate reduction in the proportion of total

borrowings from the informal sector during the sixties.

The increase in

borrowings from the informal sector between 1961-62 and 1971-72 is small

in both absolute and relative terms,

The share of the informal aectqr is

apt to have fallen further during the seventies, as has heppened in the

cese of debt outstending due to the informal egencies.*

Table 2.4 ¢ Aggregate borrowings by all rural households acco t
Sources
All India
Aggregate borrowings Increase during
Credit Agency 1961-62 197172 1962-72
Rsecrores | Percent &.croreJ Percent| Rs.crores| Percent
- M em e R g e m s W ol w w w @ M @ w > ™ ™ ot em hn @ m wm s m w m W o e e W -
. Formal Credit
Institutions 208.47 16,80 265,31 19,72 56,85 | 27.27
Informal Credit
Institutions 1030.09 83.20 .1080.07 80,28 50,58 4,91
~Total 1238,55 | 100 1345,39 | 100 106.83 8.62
Sourcess The same as in Tables 2.3

* Egstimates of borrowings during 1981-82 are not es yet availabla.
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2.5.3 Housghold pertjcipation

The trends in the proportion of households reporting outstandihg
debt or borrowings also fall along the above lines, The estimates of these
proportions since the early sixties are presented in Table 2,5. It may be
noted that the proportions of households reporting debt outatandfng due to
all categories of informal lenders have\glmoat steadily and sharply fallen
during the period. As for the households reporting borrowings the propor-
tion in 1971-72, the latest year for which estimates are available, are
significently lower than in 1961=62, except in the case of landlords and
traders. Even in these two exceptional categories, the proportion in the
latter year ere not large, That the proportions of reporting houscholds
have fallen is a significant indicator of the trend in the size of informal

ctedip market.

Table 2.5 ¢ Proportion of Households reporting debt to informal credit
gqencies
Al rurel households, All India

Households reporting | Households reporting
debt outstanding, barrowings, Percent
Parcent

1962 1972 1982 1961=62 1971=-72

Credit agency

_Landlord 0.9 4,62 1,20 0.6 2.49
“lAgriculturel moneylender 32,0 | 10.65 |2.56 20,6 5,99
Professional moneylsnder 11.1 6.49 12,03 7.4 4,43
[rreder 7.0 | 4.85 |0.98 5,5 6,01
Relative/friend 8.3 8,82 |2,93 7.2 4,75

Dthers 15,0 1.43 |1.58 1541 4,73
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In brief, the informal sector's share of the total debt outstand-
ing against all rural households has registered a significant and steady
decline between 1962 and 1982, Similar is the trend observed in respect
of the aggregate borrowings from informal credit agencies. The declining
trend in the proportion of households reporting outstanding debt or borrow-
ings from these sources also seem to imply a shrinking of the siie of the

ICM in the Indian rural sector.

Trends_jin the overall size of the rural crodit market

(1) The total outstanding dues, at current prices, has more than
doubled during the lest three decades. How does the trend in the aggregate
volume of credit look in real terms? How adequate is the increase in |
Credit compared with the credit needs of agriculture and rural industries
in transition, presumed to involve more purchased inputs, wage labour

and other working capital needs? Before we get into such aspects, let us
take a look at the trends in the number of borrowers, which, after all,

is an importent parameter reflecting the size of the credit markets.
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Table 2.6 3 Proportion of Households Reporting Cesh Dues Outstanding
and Borrowing $ All rurel householdss All India_

Percent
I1tems 1951=52 | 1961=62 | 1971-72 | 1981=82

&. Proportion of households

reporting cash dues out- '

standing N.A.

All rural households ee’ 62,80 41,352 19,97

Cultivator " 66.70 44,36 22,34

Non-cultivator " 52.00 33.35 12,35
b. Proportion of households

reporting borrowings

All rural households 51.70 48,80 27.73 NeAs

Cultivator " 58,60 52,00 29,29 N.A,

None=cultivator " 38,60 40,00 23,44 N. A

Sources: Reserve Bank of India, All Ind1a>Rural Credit Survaey,
1951-52, Report of the Committeg of Djrection, The Survey
Report, Vol.l, Part I, Bombay, 1956, p.3.
All India Rurel Debt and Investment Survey, 196162,
Outstanding Loans, Borrowjings and Repayments against Rural
Housgholds, Bombay, 1965, Table III,
All India Debt and Investment Survey, 1971-72, Statistical

Tables relating to cash Duesd Outstanding against Rural
Households, op.cit., Statement II,

All India Debt and Investment Survey, 1981=82, Reserve Bank
of Indig Bulletin, 1986, vp.cit., Table 5.

As shouwn in the sbove table, the incidence of indebtedness, i.e.
the proportion of households with cash dues outstanding, had fallen from

nearly two=thirds of all rural households in 1961-62 to less than one-

fifth by 198182, Similarly, the proportion of households that have
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reported borrowing declined from over one-half of all rural households in
1951=-52 to little over a quarter by 1971-72, the latest year for which
estipmates are available. The traﬁd emerging from the foregoing would weem
to indicate a welcome change to the traditionsl image of/the Indian peasant
described described as "born in debt, lives in debt and dies in det“.

On the other hand, one would expect a larger proportion of rural households
than reported in the latest round of AIDIS, especially cultivator house-
holds availing of credit, as the financial requirements of the new seed-
fertiliser technology are much higher than that of traditional agriculture.
In this connection, it is interesting to note that decline of a similar
order since the fifties has been reported in the Philippines. But in a
recent publication, the authors while reviewing the studies observed:
"Whather this could be an indication that a growing number of farmers were
able to self-finance their farm production was, however not clear",

(Orlando J Sacay, etoalo’ 1985' poS)o

(1) It is true, the aggregate loans outstanding in nominal terms

rose significantly during 1951-81, But in the meantime, all prices ==
especially of farm inputs and wages of labour -~ have risen at a higher
rate. We have deflated the estimates of aggregate cash dues outstanding,
from all sources, on the basis of wholesale price index as a rough appro=-
ximation, to arrive at the estimate of outstanding cash dues in real terms.
(Table 2.7). The wholesale price index may not be the most appropriate
deflator. However, whether index number of farm prices or index of input

prices would be a better deflatbt is a difficult question to resolve.
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Table 2,7 3 Cash Loans Outstanding: All Rural Households, All India

Item 1961 197 1981

F------—-—--------r----------------.
1. Aggregate cash dues outstanding.

a. At current pricess Rs,crores | 2788,93 3652,00 6006.23
b. At 1961«62 Pricess Rs.crores | 2788,93 1954,12 1220.78

Cc. Increase during proceding
decade:

(1) at current prices

Rse« Crores - 963,07 2254,23

Percent - 34,53 60.08
(11) at 1961-62 prices

Rs. crores - («)B834.81 |(«)733.04

Percent - (=) 29,93 |(«) 37.53

2. Average amount per household
at current prices Rse 406.30 487.05 661.00

3. Average valua of all assets
per household Rse 5369,80 | 11311.00 | 36090.00

4, Ratio of cash dues outstanding
to value of assets per
household Paertent 7.87 4,30 1.83

Sourcaes (i) AIDIS, 1961=62, Outstanding Loans, Borrowings and
Repayments of Rural Households, op.cit.

(11) AIDIS, 1971-72, Statistical Tables Relating to Cash Dues
Outstanding Against Rural Households, op.cit.

(144) AIDIS, 1981-B2, Reserve Bank of India Bulletin, 1986,
op.cit.

The aggregate cash dues outstanding in nominal terms registered
on the average, an increase of about 3.5 percent per annum during 1962-72

and 6 percent over the next decade. But in real terms the variation turned



-y

21

out to be negative, at the rate of about =3 to =3,7 percent a year.
According to a recent study in the United States, real farm debt grew
at an anhual rate of 4.4 percent during 1960-71, and 5,9 percent during

1971-80, (Deen Hughes, et.al., 1986, p.17).

Again, the debt-asset ratio in the rural households as, a who;e,
has steadily fallen, from 7.87 percent in 1961 to 4.3 percent in 1971 and
1.83 percent by 1981. A comperison with the position of U.S. farms may
be interesting. "From 1960 to 1972 the debt to asset ratio rose gradually
to reach a peak of 18.9 percent, after which it stabilised in the 15.5 to
16.5 percent range throughout 1979, (Ibid., p.22). An alternafe estimate
places the debt-asset ratio on the U,S. farms at the beginning of the
1970's at 31.4 percent (Aaron G Nelson, et.al. 1973, p.81). Thus, the

trends in the ratio of increase in debt outstanding in real&terms and

debt-asset ratio, seem to indicate a decline in the size of the rural credit

market in recent periods,

(141) We will next examine the trends in eggregate borrowing by the

rural households as set out in Table 2.8,

The increase in total borrowings by rural households between
1961-62 and 1971=-72 does not appear to be very large. Even in nominal
terms, the rate of increase comes to 8.62 percent only over the decade as
a whole, or less than 1 percent per year. The average amount per family
had fallen even in nominal terms from Rs,180.4 to Rs.173.9., The ratio of
a little over 6 percent of the rurel incoma as of 1971-72 is even less

then the requisite ratio earlier estimated by the All ‘India Rural Credit



Review Committee, viz., 8 percent of net value added in agriculture as

the requirement of productive credit for the sector - comprising 50-70

percent of cash outlay on seeds, fertiliser end pesticides, 40 percent of

cash outlays on current inputs, and the rest by way of requirements for

medium and long term credit., (Reserve Bank of India, 1969, pp.81=82).

Comparable figures for Latin America and Taiwaen show that even institu=-

tional credit was much more ample, around one-third of gross farm output

in the 19608, the U.,S. ratio being 53 percent and comprising 70-90 percent

farm credit. (Lipton, 1976, p.544).

Table 2,8 s Aggreqate Cash Borrowings : All Rural Households, All India

Item

At current prices:
Rse

At 1961-62 prices:
Rse

current prices:
fise

Rse

s o @ > @ ® B> s m P W e W™ e W = o

1. Aggregate cash borrowing

crores

crores

2, Aggregate rural income at

crores

3« Ratio of borrowing to incomes

crores

1961=62

1238.54

1238.54

8978.,20

13.79

1971=72

s = @ > o o

1345.39

699.63

22194,00

6.06

Increase over
|preceding
period
Rs.crores|Percent
106.85 8.62
=539,91 =43,59
13216,00 | 147.20

Notes Rural Income is assumed to be 1.325 times that of agricultural
income (NDP at factor cost in egriculture)

Sources The same as of Tabla 2.6.
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Whatever the yardstick used - the debt esset-ratios or borrowing-
output ratios - the recent trends in outstanding debt and borrowings appear
to suggest a shrinking rural credit merket. True, this inference is based
on only one source of data, viz., the results of the different rounds of
the Debt and Investment Surveys. But, then, this is the only source of data
which lend themselves to an intertemporal comparison extending over such a
long period.* If, as the data imply, scale of rural credit is low and
declining, why is it so? 1Is it due to ihsufficiency of credit available,
the supply of credit, or the sluggishness in the demand for credit? Given
the consistent and perceptible decline in the proportion of housqﬁolda
reporting cash dues outstanding, as well as borrowings, we would venture
to offer the hypothesis that it is the low demend for credit, rather than
supply constraints, which underlies the low rate of evailing of credit,

In other words, the size of the rurael credit market continues to remain

stagnant, thanks to the sluggishness in demand for craedit,

(iv) That leads to the question why the demand for credit is sluggish
despite the advent of the HYVs and the new seed-fertilizer technology,
which involve greater cash outlay? Is it because the farmers are resource-

ful enough to be able to bear a large part of the additional expenditure

* The representativeness of the sample is an aspect, among other things,
which needs close scrutiny. If the sempling design gives greater
weightage to households of the upper strata, who presumably are under
less compulsion to borrow, the actual trends in the various parameters
of the craedit merket are apt to be different from the one which we have
presented above. See Appendix.



24

involved in HYVs? The findings of a few studies conducted by the Agro-
Economic Research Centres showed that in a number of districts owned funds
of farmers were the preponderent source of financing farm expenditure on
HYVs, and borrowings formed a low proportion of the total input expendi-
ture of the new varieties of crops. Admittedly, the studies covered

the initial phase of the HYVs programme, and the participating farmers
were purposively selected from among the relatively bigger cultivators,
who had larger owned resources., But more importantly, the intensity of
the use of inputs and adoption of cultural practices was much lower then
prescribed. (Desai and Naik, 1971, p.460). If it were so, would the demand
for production credit go up in the future if smal; and medium farmers take
to the cultivation of HYVs and also adopt the recommended levels of input
use and cultural practices? Desal and Naik are inclined to think that
“the adoption of the new seed varieties, the levels of inputs use and
adoption of the recommended cultural practices would persistently remain
low and they, in turn, will keep the demand for credit low until each

times as the green revolution stabilises itself", (Ibid.)

The demend for production cred;t in most parts of rural India
seems to be sluggish beceause the majority of the
cultivator households, the small and medium ones, have less credit-
absorption capacity, thenks to their limited knowledge, awareness and
confidence in the new seed-faertilizer éechnology, and the constraints they
suffer from in getting accees to the various inputs including new seeds,
fertilisers, irrigation facility, etc. Further, they have limited access

to institutional credit which has been making a drematic expansion in
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racent years. On the other hand, in Pubjab and Haryeana, and to a
limited extent in Western Uttar Pradesh, the highly favourable exper-
ience of the early adopters - mostly large farmers = with the new seed
varieties and the associated technology drew prompt and widespread
response from an increasing number till all the cultivators in tpis
subregion joined the mainstream of the green revolution. In the process,
demand for production credit in Punjab and Haryana swelled significantly,

as we shall see below.

The spurt in the demand for credit from the cultivators of
Punjab in the weke of the spread of the green revolution is reflected
in the high proportion of them availing of credit. While for the country
as a whole the proportion of cultivator households borrowing fell steeply
from 52,1 percent in 1961-62 to 29.29 percent in 1971=72, in Punjab, it
increased from 63,7 percent to 67.92 percent, The estimates of this
proportion for 1981=82 are not presently available. Similarly, the pro-
portion of households reporting cash dues outstending as well as amount
per household are also comparatively high in Punjab, The following table
presents the Statewise figures on cash dues outstanding for three years

(Table 2.9).

The average cash dues outstanding per reporting household in
both Punjab and Haryana during 1971 end 1981 are found to be significantly
higher than the average for the other States, and that this gep has wide-
ned between the two periods. True, only a relatively low and falling

proportion of cultivator households are reported to have outstanding debt,
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Table 2.9 3 Cash Dues Outstending per Reporting Household $¢ Cultivators

Average value | Cash dues outstanding per report-
State of assets ing household 3
Rse Rse
1962 1971 1981
B T T T o o o
1. Punjab 62788.97 1288 3118.43 9580
2, Haryana 41824,67 - 3394,00 13048
3. Himachal PradesH 24106.74 - 1501.,17 3077
4, Gujarat 18502.19 867 2330.97 | 5022
5. Uttar Predesh 16350, 22 482 971,47 2752
6. Maharashtra 16232.43 700 1477, 40 4241
7. Jammu & Kashmir | 15938,27 391 750,87 2995
8. Bihar - 15539.07 599 839,95 1744
9. Karnataka 14929, 77 975 1707.28 5715
10, Rajasthan 13947.09 1026 1617.37 4932
11, Kerala 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, Orissa 7382.04 392 582. 68 1803
All India 393 1329.77 3595

Note: The states are arranged according to the average veluse of
assets of cultivator housaeholds in the descending order.

Source: The sane as in Table 2.6.
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However, the difference between the average debt outstanding per cultivator

household in Punjab and Haryana on the one hand and that in the other

States persist at an overall level also. (see Table 2.10).

Table 2,10 3 Average Cash Dues Outstending and Borrowing per Households:

Cultivators
Cash dues Increase| Borrowings during | Incresse
State T [1961a 1961-§F) 197172 1961002 -

Rse Rse Rse Rse Rse 1971=72

T S D

1. Punjeb 968,20 | 1811.75 | 843,55 665  1265.16 (;ééé;i%:::j

2, Harysna - 1185.49 - - 667.16 -
3. H.P. - 589,66 | = - - -

4, Gujerat 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. J &K 241.50 | 369.99 | 128.49 154 178,27 24,27
8. Bihar 393,50 | 327.80 | =65.60 102 68.21 33,79
9. Karnataka 823.20 | 943,10 | 119.10 324 306.81 | =16.19
10. Rajasthan 815.20 | 920,73 | 115,53 388 407,98 19,98
11, Kerala 293,60 | 397.00 | 103.40 204 143,55 | -60.45
12, 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 | =12.02
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. Orisea 131,00 | 186.55 | 55.55 55 60.16 5,16
All India 472,70 | 589.92 | 116.22 205 203.85 -1.15

Source: The same as Table 2.9.
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It may be noted that during 1971-72, the averege borrowings per
cultivator household in Punjab and Haryana were several times higher than
that in most other States. Between 196162 and 1971-72, the average
increased by a little over Rs.900 in Punjab, while for all the states taken

. together there was actually a fall, though marginal,

2,3.5 Inter-reqional variations jn the sizg of the ICM

As observad above, the recent decades witnessed a steady and
rapid decline in the shares of the informal credit agencies in the aggre-
gate debt outstanding against or total borrowings by the rural households,
Thus, the proportion of the total loens outstanding against all rural
households due to the informal credit agencies declined from 85 percent
period in 1962 to about 71 percent in 1972 and about 39 percent in 1982,
However, there are considerable inter-regional variations in the rate of
decline of the shares of these agencies, as may be noted from the following

table., (Table 2.11).

It may be noted that the percent;ge share of the informal credit
agencies in the total debt outstanding as of 1982 rangaes from 13.6 in
Maharashtra to 69.4 in Assem. In seven of the states, viz., Andhra Pradesh
Assam, Bihar, Jammu & Keshmir, Rajasthan, Tamil Nadu and Uttar Pradeéh,
the share of these agencies exceeded the All-India average. That the
same States had shared the feature in 1971 implies that they have some
characteristics which sustain the hold of private lenders and resist the
expansion of credit from the formal sactor., To the factors underlying
the inter-regional variations in the size of the ICM we will return in

due courseg,
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Table 2.11 & Percenteqe shares of the informal credit agencies jn theg
aggregate cash debt outstanding

All rural households

States 1962 1972 1982

1. Andhra Pradesh 90.5 - 8643 5941
2, Assam 76.2 65.3 69.4
3. Bihar | 94,9 89.> 52.8
4, Gujerat 76.3 53.1 30.0
5. Haryana | - 73.6 24,2
6. Himachal Pradesh - 76.1 25,5
7. Jewmu & Kashmir 90.4 79.6 5645
8. Karnataka 83.9 70.3 21,8
9. Kerala 82,5 55.6 21.4
10, Madhya Pradeah 84,3 68,4 33.7
11. Maharashtra 53.6 32,6 13.6
12. Orissa 73.6 70,0 18.1
13. Punjab 89,3 64,0 25,8
14, Rajasthan 95.4 90.6 591
15, Temil Nadu 86.5 77.9 55,7
16, Uttar Pradesh 89.1 76.6 44,9
17. West Bengal 6.7 69.4 34,5
All India 85,2 70.8 38,8

Sources Data for 1962 end 1972 the same as of Table 2,3; that for
1982 from Sgrvekshang, Vol.XI, No.1, 1987, Table XII, p.13.

Note: The boundaries and namas of states 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 early seventies, about three-fourths of the
total outstanding debt against rural households and a little over four-
fifths of the borrowings by rural households was from the informal
credit agencies. Since then, the share of these agencies registered
a sharp decline, to less than two-fifths of the aggregate cash loan;
outstanding as of 1982, In fact, between 1972 and 1982, the aggregate
debt outstanding due to the informal lenders fell even in absolute
terms, The fall in the share of these agencies is but a continuation
of the trend which set in-from the early fifties which accelerated
from the sixties, thanks to the expansion of credit from the formal

sector. Apparently, not only the relative size of the informal sector

but the rurel credit market as a whole appsars to have shrunk in sizae,



APPENDIX 1

A Notg on the Rgliability and Compargbjlity of the various
rounds of AIRCIS gpd AIDIS

The decennial Rural Debt and Investment Surveys are the only
source of information on debt, borrowings, capital formation, etc, in
the rural household sector. These surveys are statistically designed
to yield comparable and reliable estimates of the above items for alle
India and individual States. The reliability and comparability of the
estimates is the subject matter of this note., The note is organised in
four sections : Section I provides a brief account of the method of
approach and plan of enguiry of the surveys of 1961-62, 1971«72 and
1981=82. 1In section II the implications of the shift in the selcection
of households within village to the reliability of the estimates of
various items is gone into. Section III discusses the question of under-
estimation. Section IV discusses the behaviour of the sampling variance
over the three rounds assuming that the sampling technique followed for
the selection of households within the villages to be the seme in all

the three rounds,

Section I: Changes in the Sampling Strateqy gver 1961-62, 1971-72 and
1981-82

For the 1961=62 survey the sample of villages from each State

was selected after stratifying the State into a number-of ultimate strata
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which are roughly of equal size, being measured in terms of the 1961
rural population, and homogeneous with regard to general agricultural
conditions. The sample of villages within each State was allocated among
the strata in proportion to the population size and were selected at
random with probability proportional to size, i.e. population. In each
selacted village, a sample of 40 households was selected at ranéom

for investigation.

For the two rounds of 1971-72 end 1981-82 two-stage stratified
random sampling procedure, with villages as first stage units and house~
holds as second stage units, was adopted, The rural area of the country
was divided into 66 agro-~climatic zones taking into account population
density, altitude and communication facilities. The all-India sample of
villages were allocated among different States on a Joint consideration
of their rural population, area under cereal crops and available investi-
gator strength., The sllocation of villages was further modified to ensure
a minimum of 180 villages in each State except in the smaller States and
Union Territories. In 1971=72 from each stratum two independent sube
samples of 12 villeges (with few exceptions) were selected circular
systematically with equal probability. In 1981-82 the sample villages
were selected with probability proportional to number of house-listing

and with replacement,

In each selected village the households were divided into four
sub-strata, by their area of land possessed. Households possessing less
than 0.05 acres formed subestratum 1 called non-cultivators. The remain-

ing households were ranked by their area of land possessed and then
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divided into three sube-strata, viz,, small cultivators, medium cultivators,
and large cultivators, in such a way that the total area owned by each
category of households were the same. Three and two households respectively
were selected from each sub-stratum in 1971-72 and 1981-82. In both the
years circular systematic sampling with a réndom start was followed. Thus,
from each village 12 households in 1971=-72 and 8 in 1981-82 wete'selected

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

in 1981=-82,

The distribution of villages for all the three rounds.is

provided in Table 1.

On the whole there seems to have taken place a definite shift
in the sampling strategy from smaller number of villages with larger
number of households per village to larger number of villeges with smaller
number of households per village. The number of villages increased four-
fold between 1961-62 and 1971=72, and the number remained almost the same
between 1971-72 and 1981=-82., The number of households per village
decreased from 40 in 1961-62 to 12 in 1971=72, and to 8 in 1981=-82., The
sample size, i.e. the total number of households surveyed for the country
as a whole, showed only a marginal increase batween 1961-62 and 1971=72

and a marginal decrease between 1971-72 and 1981-82,
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Table 1 : Distribution of Sample Villages Among Different States

Number of Sample Villages
State 196162 1971=72 1981-82
Central State Central State |Central State
—--------------------q-ﬂ------— ----- - o
Andhra Pradesh 152 - 336 336 287 293
Ass am 75 24 180 180 160 167
Bihar 216 - 384 448 344 348
Gu jarat 80 60 180 180 149 149
Haryana - - 180 60 58 174
Himachal Pradesh 6 - 96 - 70 81
Jammu & Kashmir 84 - 180 180 143 148
Karnataka 88 - 180 180 171 164
Kerala 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
Orissa 82 42 180 180 148 147
Pun jab 80 20 180 90 148 152
Rajasthan 80 22 180 180 159 155
Tamilnadu 128* - 312 312 228 225
Tripura 5 - 96 96 65 71
Uttar Pradesh 320 - 528 528 454 441
Wast Bengal 136 - 276 - 222 219
Arunachal Pradesh, '
Chandigarh, Delhi etc. 2 36 12 142 164
All India 1889 168 4548 3910 3755 3963
(2057) (8458)* (7718)

Notes: Figures within brackets are totel for the various rounds,
* includaes Pondicherry

** In addition to the central and state samples there was a category
called additional sample consisting of 3994 villages,



As the purpose of the survey is to yield reliable estimates of
debt, borrowings, capital formation, etc. the presumption underlying the
shift in the sampling strategy seems to be that the variation in debt,
borrowings, etc. across villages within homogeneous agro-climatic zomes
and across households within villages is considerable and that the
betwaeen=village variation is sought to be captured by increasing the

number of households.

Thus, the main aspects of the shift in the sampling strategy

ares

(1) smaller number of villages and larger number of
households per villege in 1961 to large number
of villages and smaller number of households per
village in 1971 and 19813

(i1) simple random sample of 40 households per village
in 1961 to stratified systematic sample of 12

households and 8 households per villege in 1971
and 1981 respectively.

The implications of these shifts to the reliability of the estimates are

discussed in the next two sections.

Section II s Implications of the Shift in the Selaction of Households
within the villege to the Reliability of Estimates

A meaningful investigation of the implications of the shift in
the sampling strategy to the reliability of the estimates can only be
carried out with a proper understanding of the nature of the variables

involved, By and large, the variables appearing in the AIDIS are of two
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typest incidence and (gquantity or) amount per household reporting incidence,
the two together providing estimates for the total of the various groups.

As an illustration, let us take the case of debt outstanding per rural
household which is the product of the proportion of rural households in=
debted and the average amount of debt outstanding per indebted household
(reporting household in the terminology of AIDIS). The efficiency of any
sampling strategy rests in generating reliable estimates of the product of
two variables, viz,, the incidence and the quantity per reporting household,
which is the efficiency with which the incidence and quantity per reporting

household are estimated.

First let us take the question of the estimation of quantity or
amount of debt, borrowings, asset,... etc;, per reporting household. In
1961 these were estimated by selecting houssholds within villages using
stratified systematic sampling. In as much as these variables bear a‘linear
relationship with the variable used for stratification, viz., land owned,
the stratified systematic sampling followed in 1971 and 1981 should be able
to throw up more accurate estimates compared to the 1961 estimates. But

the real problem is with the estimates of incidence.

It may be noted at the very outset that the proportion of households
reporting debt, borrowings, or particular types of assets ....etc. need not
be and are, in many cases, not related to the variable used for stratifica-
tion. There is no reason to believe that the proportion of houssholds
indebted would be higher among higher size classes of landholders or vice

versa (see Table 2). As is evident, the pattern is quite the contrary with
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Incidence of Debt of Rural Household in Selected States (1581-82)

Household
Asset Holding

L (o)

_Upto
1000
5000

10000
20000
50000
100000
500000

All

1000
- 5000
- 10000
~-- 20000
- 50000
-100000
-500000

-+

groups

Percentage of Households Reporting Cash Dues

Assam Bihar | Gujarat | Haryana J & K |Karnataka |[Kerala |Punjab | Rajasthan TN up
1,12 | 13,93 0.49 0 - 9.65 2,17 0 7.52 15.58 | 5.1
3.20 | 10.68 5.15 15.25 10.28 | 15.87 19,37 | 13,77 18,94 22,20 [ 16,4
4,27 14,38 9.01 3.94 8.86 21.49 17.70 20,40 18,53 26,60 | 17,3
5.00 | 12,22 23.80 10.38 11.24 | 27,14 21.87 [18.,73 27,46 30.25 | 17.8
4,82 | 11.85 | 22,77 9.92 8.25 | 24,17 33.61 19,96 28.20 41,23 119.6
3.03 10.95 22,06 8.03 9.39 31.26 32,48 13.64 23,87 41,83 [14.1

12,85 13.78 22,40 12.89 B.24 39,68 26,13 20,92 16.71 49,67 |17.6
v 15.61 | 20.56 27,20 12,20 | 51.13 27,96 |35,10 23,29 38,88 22,8
4,28 12,18 | 17.39 10,48 8,91 | 23,84 28,22 (18,92 24,24 28,53 [ 17,0

Source: Sarvekshana Vol, X, No.,1, 1986,
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only soma of the states showing a marginal increase in incidence with size

and most of the states showing no variation with size at all,

In the absence of a linear relationship between landowned and
incidence systematic sampling is no more efficient then simple random
sampling because in such cases even with systematisation it amounts to

arranging the households at random and,

"If all the units in the population are arranged at
random, then systematic sampling is equivalent to simple
random sampling without replacement, «..." (p.156,

M.N. Murthy).

Thus, not only that the gains of systematisation disappear but also certain
other biases may creep into the estimates of certain variables (we turn to

these biases later).

The stratificatlon is not carried out with the purpose of genera=-
ting reliable estimates of incidence, rather their specific aim aeems to
be the generation of reliable estimates of the smount per reporting house-
hold. The stratification leads to a situation where the lower two strata,
viz., non=cultivators and the cultivato®s owning the lowest one~third of
the area would account for over 80 percent of the heuseholds in almost all
the states (see Table 3). Consequently, 50 percent of the sample units
are chosen from two of the lower strata accounting for over 80 percent of
the rural households and the rest 50 percent of the sample households from
two of the upper strata accounting for less then 20 percent of the rural

households,
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Table 3: Djstribution of Rural Households - 1971

Percentage Percentage of | Percentage of

State of non- households households

cultivators | owning top owning the

30 pc. of next 30 pc.

land of land
T L T
Andhra Pradesh 38 3 10
Assam 18 6 10
Bihar 20 4 9
Gujearat 36 5 9
Haryana 40 4 1
Himachal Pradesh 6 15
Jammu & Kashmir 6 12 29
Karnataka 31 5 15
Kerala 10 4 7
Madhya Pradesh 18 5 17
Maharashtra N 5 9
Orissa 23 4 11
Pun jab 57 4 8
Rajasthan 13 3 12
Tamil Nadu 45 "3 7
Uttar Pradesh 22 5 11
West Bangal 34 4 13
Sources NSS, Lend Holding Survay, 1971-72.



This considerably reduces the gains due to stratification because it turns

out to be a case of large deviations mentioned by Murthy,

“When the allocation deviates much from the above three
allocations, there may be a few situations where the
first term on the right hand side of (7.35)1/not only '
becomes negative but also exceaeds the other term in abso-
lute value thereby giving rise to a loss in efficiency
due to stratification". (p.249)

This may be shown by a few numerical examples based on tables 2 and 3

(seo table 4). As is evident in every cese V (& ) - V ( e ) is

us st
negative,.

Table 4 : Loss in Efficiency Due to Stratification for various values
of NB and Ps

8 NS Ps Ns Pa ws Ps Ws Ps
e o o wme] W - @ e w e R T N T L- - et a e = @ o w = o -
1 18 03 |20 .14 .36 . .05 .10 .20
2 66 L04 67 12 «50 24 79 «30
3 «10 .05 .09 12 .09 022 «07 25
4 06 13 .04 «15 05 022 04 25
Loss -0342 -.1036 -o.0963 -e3325
1 K n 2
A A W 8
1 . ey - b - - —
VG (§)-vig) = sgti-5%)

1 K8=1 - -
+ = 5 W (Y <Y
n %et 8 8
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Thus, there does not seem to be any gain due to stratification
and systematisation. In other words, though the sampling designs of
1971=72 and 1981-82 are apparently different, in effect they are no

better than srswor.,

Table 5 : Variation of Survey Estimates of Cooperative debt gver
gutstanding reported by PACs and PLDBs as on June 30,

1971
State Percentage
variation
Andhra Pradesh -67.2
Assam -45,6
Bihar -45,.1
Gujarat +38.,2
Haryana -52,4
Himachal Pradesh -43,4
Jammu & Kashmir =50.2
Karnataka -47.0
Kerala -43,.7
Madhya Pradesh -41.8
Maharaghtra -32.2
Orissa -64,6
Punjab 56,6
Rajasthan -60.7
Tamil Nadu ] =50,.8
Uttar Pradesh =27.6
West Bengal -29,7
All India -38.9

Source: RBI, Statistical tebles Relatinqg to Cash Dugs
Outstanding Against Rural Households as on 30th
Junae, 1971, Bombay 1976.
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Section III The Questjion of Under Estimation

In addition to the arguments put forth in Section II there seem
to exist other empirical evidence, pointing to the unreliability and non-

.comparability of the estimates, some of which have a theoretical hase.

It was reported that there was considerable under=estimation of
debt owed to the co-operatives by rural households in the AIRCs of 1961-62
and AIDIS of 197172, In 1961-62 the under~estimation was of the order
of 17 percent at the all India level, By 1971=72, however, the magnitude
of underestimation had increased to 30 percent (table 5), One of the
reasons attributed to the under-estimation is the under~reporting of the
dabt owed to the co-operatives. for instance, the undre-reporting in
Maharashtra was between 3 to 37 percent in 1971-72.2/ It is, however, not
clear whether the under~estimation could entirely be attributed to the
under-reporting as the undsr-reporting ranges between 3 to 37 percent (for
Maharashtra) with the average being much lower than 37 percent, Further,
why should the degree of under-reporting increase betwesn 1961 and 19717
Thus, even if we attribute part of the unaer-estimation to under-reporting
a significent part of the under-estimation remains to be explained and it

could be attributed to the shift in the sampling strategy as we argue below.

2/ Reserve Bank of India, Statistical Tables Relating to Cash Duecs Outstand-
ing Against Rural Households as on 30th June 1971, Bombay, 1976,
PPe 6 and 7.
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Let us assume that Y is the reported value of the variable

isk

whereas Y;sk is the true value and Uiak is the under-reported amount,
h

all for the K*M housahold in the 8" strata of the 1" village. Let

Mis and mig? respectively, be the total and sempled number of households
in the 1th sampled village. Further, let ?A be the estimete usihg stre-
tification and QB be the estimate that would have been obtained had there

been no stratification. The estimates, then, for the 1971 scheme, are

N
Y = "N‘ ;: 2‘ M;B mia
A D=1 e=1 m r  Tiek
is k=1
'ﬁ M m " ﬂ_ n 4 M m
-n & b b e e D 2 2 he o
= Ms k=1 =o8=l Mg k=1 8
A
N n M m
's = n s Eﬁ“ : Yy
- i i=1
N n M m N n [y | m
=;1:-15L£YIJ+;1§15L£”1
- i 1= i 3= J

Now note the interesting fact that the term Mis is large for

mis

small cultivators, owing to large M s and sama m If it is assumed

i is®
that U has to do with stratification then
I £ M 4
i s -2 U
Mo ket isk is going to be significantly different from

M m
z —& 2} u on the average. In other words, the same

amount of under-reporting may cause substantial difference in under=-
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estimation., To get the full implications of the shift between 1961 and
1971 to under-estimation the significant reduction in the number of second

stage units in 1971 need also be kept in mind.

The second piece of empirical evidence is the systematic behaviour
of the coefficient of variation of the estimates of various items'in 1981~
82 for which data is readily available. The coefficient of variation of
the estimate of the proportion of households reporting cash dues payable
is higher than the co-efficient of variation (CV) of households reporting
land owned and buildings (see Table 6). The CV of the former is 1,98 where-
as the latter are 0.37 and 0.27 respectively. These results seem to suggest
that the variables linearly related to land owned are efficiently estimated
whereas the others are not, The point is further supported by the fact
that the CV for non-cultivator households for all items are higher than
for cultivator households. The CV of proportion of non-cultivator house-
holds reparting liabilities is higher than that for cultivator houssholds
by nearly 125 percent; the CV for value of poultry and livestock owned by
non-Ccultivator households is 12 times higher than that for cultivator house-
holds. The percentage difference is even higher for variables such as
non-farm equipments, average value of financial assets,...etc. Thus, the
behaviour of CVs seem to support the contention that the sampling design
is conducive for arriving at reliable estimates of physical assets, land=
lwned....0tc, which are related to the land owned by tha Bousehold but not
for estimating other variables which do not bear such a relationship with

the land owned,



Table 6 :
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Coefficient of Variation of All-India Estimates of Some Selected Items :

NSS 37th Rond (Rural)

1,000

5,000
10,000
20,000
50,000
1 1ekh
5 lekhs
10 lakhs
20 lakhs

Category of households

all households

Households in assst
holding classes (Rs.)

 Upto 1000

- 5,000
- 10,000
- 20,000
- 50,000
- 1 lakh
- 2 lekhs
- 10 1lakhs
- 20 lakhs

and above

Household type:
Cultivators

non=cultivators

Coefficient of variation (%) of estimates of

11.82
4,77
4,56
4,06
2,78
3.04
2,99
4,63
12.12
0.00

2.04
4,58

joe W o e

4,41

19,53
7.22
6,43
6.88
4,39
4.83
4,98

13.88

64,45

39,08

4,67
7.23

3

1.02

2.18
0.72
0.39
0.34
0.33
0.31
0.64
1.87
2.70
4,44

1.08
3420

4

1'22

6.09
2,10
1.56
1.08
74
«70
94
1.90
9.36
5.66.

1.26
5¢35

5

1.25

4,97
1.48
1.57
1.42
1.30
157
1.92
6,49
B.76
16.99

1.30
3.58

6

- = -

1.27

8.85
3.54
2,47
1.99
139
1.64
1.62
26,91
18,75
26,55

1.05
12,32

7

2,38

5,71
' 3,40
5,14
5,93
3,06
3,31
2.98
6439
12,43
26,23

2,40
9.57

8

7.76

14,36

8.00
10.29

8,23
14,66
18,09
12,19
23.64
60.26
91432

8.98
15,57

9

3.74

19,99
7,91
5.68
4,89
2,88
3.38
7.58

13,18

26,75

34,57

3.74
17,08

10

1.41

5.28
2,27
2.29
1.92
1.79
2,06
2.14
5,49
21.20
21,56

1.49
3.48

+ 11

5.73

47,12
18.88
15.45
14,81
10.45

7.28
11,55
13.18
24,13
31.43

5.91
19,92

12

5.20

34.47
12,04
10,70

9.46
11.10

7.31

9.88
13.38
32.03
50,28

4,85 &
13.34
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12

Source:

Sarvekshana

Proportion of
Value of cash
average value
average value
average value
average value
average value
average value
average value
average value
avereage value

average value
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ltems

households reporting cash dues payable

dues payeble per household

of
of
of
of
of
of
of
of
of
of

total assets per household

land owned per hougehold

residential building per household
livestock and poultry per household
egricultural implements per household
non farm equipments per household
transport equipments per household
durable sssets per household

all shares per household

other financial assets per household

Vol.X, No.1, July 1986,
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Section IV : Behaviour af the Sampling Variance ever the Three Rounds

Ignoring the question of the shift from simple random sampling
to stratified systematic sampling in the selection of households within
villages for the reasons given in Section 11 and III this section focusses
attention on the behaviour of sampling variance over the thrae‘rou;da.
The expression for the sampling vaeriance of the estimator Y (total of some

item) besed on a two stege sempled with srswor at both the stages follow-

ing Murthy (1967) may ba written as:
2 2

2 .2 b N g
V(Y) = N° M (1-?)—;— + T3

2 wi
My (1-r1) T

2 N - - 2
~ L = & o -
where b Noq f;1 ( " )5, wi Mic1 551 (vij Yi)

N

f = n/N, fi=mi/M ad M= ;Ei Mi/N

N = the number of villages, Mi = the number of households in the ith

village
2 2
Assuming that values of ﬁ; ®i; i and N are the same for
? ]

the three rounds of the survey we may write,

2
COA 2 NN —
1 1 2 2 ;2 - 2 4p \ wi
ViViges = (ps7-n") MM S + 5557 (o M O=-50) &
2
A 2 N 12 |
1 1 2 2 - N 2 ) Cwi
V S—— - T— R ——— Z - o—
(M99 = ( 5asp o) NN+ g oy M (- 3
—2
A 2 N (5
S DO 2 2 5 N = 2 8_y Wi
Vi¥igg = (g =) MM U+ 55 i M O-57) 3
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As N is very large the first term on the right hand side (between variance)
would decreasea by approximately 76 percent between 1961 and 1971, by 73
percent between 1961 and 1981, and would increase by sbout 10 percent

betwean 1971 and 1981,

The second term on the right hand side (within variance) would
decrease or increase depending upen tha value of Mi's, Assuming all the
Mi's to be equal to M and giving numerical values to M it may be seen that
for large M the within variance decreases in 1971 compared to 1961 and for

small values of M within variance increases (Table 7).2/

Table 7 : Behaviour of the within Variance (1961 to 1981)

Mi = M Within variance as a percentage of the base year value
1971/1961 1981/1971 1981/1961
500 86 166 143
200 95 168 160
150 102 169 172
100 119 172 204

Combining the results regarding the behaviour of between variance
and within variance it may be concluded that the sampling variance for

1981 would be considerably higher than that for 1971 for all valuaes of Mi.

3/ The average values of Mi are below 200 in 1971 for all the states
except Andhra Pradesh, Kerala and Tamil Nadu,
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As regards the comparison between 1971 and 1961, it would depend on the
ratio between between variance variance and within veriance and the values

of Mi.

As is evident from Table 8, for larger values of Mi and larger
share of within variance in the total the sampling variance comeé down
between 1961 and 197. But for veluss of Mi around 150 the reduction in
sample variance is negligible (between 3.2 to 4.5 percent). At the same
time for the same ratios the sampling variance in 1981 is considerably

higher (over 25 percent at the least) than the sampling variance in 1961

(for Mi greater than 500 also).

When the share of between variance in the total dominates, the
sampling variance comes down rather sharply between 1961 and 1971, How-
ever, even in such cases the reduction is related to the values of Mi, in
the sense that for larger values of Mi the reduction is sharper and for

smaller values of Mi the reduction is smaller.

Thus, the behaviour of sampling variance crucially depends on
the value of Mi and the ratio of betmean‘varianCe to within variance. 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 within variance over
the various rounds of the survey but raises it mildly between 1961 and
1971 and rather sharply between 1971 and 1981. Coming to the ratio of

2

between variance to within variance, although ‘; may be smaller compared

to c? wi the presence of N2 in the first term of the expression for sampling

variance would boost the share of the between variance in the total.
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Table 8 : Behaviour of the Sampling Variance (1961 to 1981)

Sampling Variance as a Percentage of the base year value
M1 =M Ratio between and within variance,
1:4 1:3 331 431
1971/1961 1981/1961  1971/1961 1$81/1961  1981/1961 1981/1961  1971/1961 1981/1961
500 84 129 83.5 125.5 39,5 56.0 3€.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
100 110.4 177.8 108.25 171.25 47,75 71,25 43,0 60.0
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Hence, any sharp increase in the number of first stage units (here,

villages) would bring down the sampling variance considerably.

However, because of the arguments provided in Section II
above it is evident that the sampling variance could be higher in the

stratified case and hence in actuality the reduction may not be high.

Conclusions

On the whole, though the shift in sampling strategy betwesen
1961 and 1971 is able to generate relishle estimates of one component
of the variable, viz., the amount or guantity per reporting household,
the estimates of the other component, viz., incidence or proportion of
households reporting, seem to be less reliable. Other empirical
evidence also seem to suggest that the estimates are not all that

relisble.



CHAPTER 3

INTERREGIONAL VARIATIONS IN THE SIZE OF FORMAL AND
INFORMAL CREDIT MARKETS

In order to investigate the factors underlying variations across
‘regions in the size of the formal end informal credit markets in In&ia,
we carried out a regression analysis using crﬁss section data from the
early 1970's., Those datae pertain to 59 regions into which the country
has been classified by the National Sample Survey (NSS). These NSS regions
are subregions of each State where groups qf contiguous districts have been
combined. Each region consists of groups of districts which have simila=-
rities with respect to population density and cropping pattern. On averege,
each NSS region comprises 4 or 5 districts., A fairly large amount of data
exists, particularly for the early 1970's, at the NSS region level on
several aspects,such as demographic characteristics, institutional and
economic variables. The Reserve Bank of India's All-India Debt and Invest-
ment Survey which {8 carried out in collaboration with the NSS organisation
also presents information by NSS regions. It has therefore been possible
to carry out a cross section interregional ;nalyais. Fortunately, data
on a large number of variables for NSS regions had been compiled by
P. Bardhan (1983), and we have been able to draw upon this rather rich

data base in our analysis,



32

We have used a simple measure of the size of the formal and
informal credit merket, which is the average .amount of cash dues outstand-
ing from formal and informal credit agencies per sample household, Formal
sactor credit agencies comprise: Government, Cooperative Banks, Commercial
Banks, Insurance and Provident fund, Cash dues outstanding from these
agencies have been clubbed together. Similarly, for the informal sactor,
we have added the amount outstending due to landlords, egriculturist
| moneylenders, professional moneylenders, ttaders,relative/friends and others.
Explanatory variables are of four types: measures of economic dynamispm,
agrarian structure variables, agroecological conditions end finance-related

veriables, The variables used in the analysis are tha following:

1. Dependent Varjables (Size of Credit Merkat)

CLFS = Cash dues outstanding per household from formal sector

CLIS = Cash dues outstending per household from informal sector

2, Explanatory Varjiables
(a) Measures of Economic Dynamism

GROWTH = Aversge Exponential annual growth rates of output of
19 major crops in a region over the period 1962-65
to 1970-73, Source of data is Bhaslla and Alagh (1979)

OPH = Output per Hectare; Value (in rupees) of output per
hectare of 19 major crops averaged for 1970-71 to
1972-73. Source: Bhalla and Alagh.

WELLIRR = Proportion of area irrigated by wells and tubewells
in total area irrigated.

Source: Season and Crop Reports.

FHA = Value (in rupees) of fertiliser input per hectare in

19 major crops. Source: Fertiliser Statistics,
Bhalla and Alagh. ’
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GEMHA = Gross Capital Expenditure (Rs.) on agricultural
implements, machinery and transport equipment per
hectare of 19 major crops, .
Sourcaes All India Debt and Investment Survey,
1971=72 (AIDIS)

(b) Agrarian Structure Varjables

LFARMP = Proportion of total rural households operating land
above 7.5 acres.
Source: AIDIS, 1971-72,

WMPROP = Proportion of Farm Wege labourers in rural labour
force by usual status for males age 15-59,
NSS 27th Round (1972=73)

POVP

Percentage of Rural Population in 1972=73 below
poverty line defined as Rs.15 per capita per month
in 1960/61 prices .

LSPROP = Percentage of leased-in area to total area operated;
NSS 26th Round (1971=-72) Land Holdings Survey.

URR = Percentage Rural Unemployment rate on basis of daily
time disposition data from NSS 27th Roynd (1972-73)

ASTPOOR = Proportion of Rural Households possessing Rs.1,000
or less as on June 30, 1971, AIDIS 1971=72,

(c) Agroecoloaical Condjtions

IRRP = Parcentage of Owned land which is irrigated as on
June 30, 1971 AIDIS, 1971=72,

SOIL = Index of soil rating in region, RBI Bulletin Oct. 1969.

(d) Fingncg-Related Veriab)es

COPROP = Proportion of Households Beporting Borrowing from
Cooperative Banks, AIDIS 1971=72.

HHEPROP = Proportion of Households reporting household expendie-
ture as purpose of cash dues outstanding, AIDIS 1971-72,
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CAFPROP

= Proportion of Households reporting Capital expenditure
on farm business as purpose of cash dues outstanding,
AIDIS 1971=72,
CUFPROP = Proportion of Households reporting current expenditure

on farm business as purpose of cash dues outstending,
AIDIS 197172,

CANFPROP = Proportion of Households reporting Cepital expenditure
, on non-farm business as purpose of cash dues outstand=

ing, AIDIS 1971=72,
CUNFPROP = Proportion of Households reporting current expenditure

on non-farm business as purpose of cash dues outst'and-
ing, AIDIS 197172,

Results of Regqrgssion Anglysjis

We have attempted a simple ordinary least squares regression
analysis to unravel the possible underlying factors which determine
variations in the size of the formal and informal sector c;adit markets
in a comparative perspective. The logic of our investigation was to
systematically examine the impact of four sets of variables on the size
of the craﬁit market. It appeared reasonable to expect that the degree
of economic dynamism exhibited by a region would have an important bear-
., ing on the extent of credit market in the region. Accordingly we selected
some alternative measures of economic dyhamism, as listed above. These
included growtﬁ rates in output recently ;xperiencad in the region, the
level of gross output per hectare, the quality of irrigation in the region,
the degree of fertilizer use, and the gross capital expenditure on agri-
cultural implements and machinery end transport equipment. The expected
relationship between agrarian dynamism and the size of the formal credit

market was generally positive. A priori, however, it was not possible
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to indicate which way the relationship would go in the case of the

informal sector.

Similarly we have explored the association between the size of
the formal and informal credit market and variables reflecting the agro-
ecological characteristics of the region (irrigation base and soil type),
and characteristics of the agrarian structure (such as proportion of
large farmers, the proportion of farm wage labourers in the rural labour
force, the percentage of rural populatiqn below the poverty line, the
e#tant of tenancy, the unemployment rate in rural eress, and the propor-
tion of households who are asset~poor. ﬂe would expect that the size of
the credit market would be positively associated with the proportion of
large farmers and negatively with poverty measures, It was of course
difficult a priori to Judge which particular measures would be most closely
associated with size of credit market. This could only be settled

empirically,

We have also tried to investigate the statistical impact of
certain aspects of credit use, such as the proportion of houssholds report-
ing outstanding dues by purpose of borrowing, whether for household expene
diture, or for expenditure on farm and non farm business under current and
capital items, We also wented to examine whether the formal and informel
credit markets had a competitive relationship by including the proportion
of hbuseholds reporting borrowing from Cooperative banks which is an

important formal sector credit agency in the rural areas,

The plan of analysis 48 as follows. At first separate set of

regressions were done using variables for each type, viz., economic dynamism,
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agrarian structure, agroecological conditions, and finance-related
variables, Finally, a "combined regression" was done using selected
variables from each set. In this menner we have sought to identify the
explanatory power of different categories of variables, as well as to
identify the impact of specific variables of each type on the size of
formal and credit markets. For purposes of comparison we have retaised
the same specification of equations for both formal and informal 'sectors,
The regressions have been carried out separately for four separate groups
of borrowers: viz. all households, cultivators, agricultural labourers

and all non=cultivators. The R2 is reported are adjusted for degrees of
freedom. '

The results are reported below: Figures in parentheses are
t-ratios.
I. All Households

Ist set (Economic Dynemism Variables)

I (1) CLFS - 37.86 + 12,26 GROWTH + 3.41 GEMHA +

(.94) (4,77)* (2,41)*
1.11 WELLIRR + 531,19 FHA = 0,03 OPH
ﬁ'z = 0.51

I (2) CLIS - 243,73 4+ 46.68 GROWTH + 0.84 GEMHA +

(3.19) (4.82)* (.03)
2,73 WELLIRR + 4160,73 FHA - 0.14 OPH
(2.76)* (2.39)* (1.82)
R 2 = 0.38

Figures with *- are significant
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2 set (Agrarian Structure Variables)

I (3) CLFS

1 (4) CLIS

218.82 = 1.19 ASTPOOR

- 0.60 LSPROP +
(.30)

2,79 LFARMP « 3,80 POVP - 2,83 URR +

(3.36) (1.42)
(2017)' (3064)'
4.36 WMPROP

(1.36)

0.23

522,26 + 2,53 ASTPOOR

(4.97) (0.55)

6.08 LFARMP « 6,31 POVP
(2,94)* (3.75)*
1.47 WMPROP

(0.29)

0.30

3rd set (Agroecological Variables)

1 (5) CLFs

1 (6) CLIS

101,02 + 0,12 SOIL +

(1.70) (0.17)

0.01

185.93 + 1,04 SOIL +

(2.00) (.62)

0.15

4th Set (Finance-Related Variables)

1 (7) CLFS

8,63 « 3,25 HHEPROP =

(0.,25) (2.56)

18,14 COPROP +
(7.98)*

0.66

(.72)

« 0.60 LSPROP +
(0.19)

- 0040 URR +
(0.06)

2.32 IRRP
(1.57)

7.23 IRRP
(3.13)

6.65 CUFPROP +
(2,41)*

15.89 CAFPROP

(4.06)*

\



I (8)

CLIS

.ﬁ 2

>8

=85.29 + 11,62 HHEPROP « 19,75 CUFPROP +

(1.30) (4.88)* (3.60)*
0.76 COPROP + 31.99 CAFPROP
(1.18) (4.34)*

0.58

Combined Regressjion

I (9)

I (10)

I11. Cultivators

CLFS

CLIS

8121 = 3.84 HHEPROP + 1.78 (E=03) OPH =

(1.71) (3.36)* (.05)

2.86 POVP + 14,05 COPROP « 1.32 IRRP +
(4.66)* (5.89)* (1.46)

0.68 WELLIRR + 2,69 WMPROP + 9.71 CAFPROP +
(1.52) (2,28)* (2.65)*

10.40 GROWTH + 434,69 FHA + 68 GEMHA +
(2.,00)* (.64) (1.11)

0.24 LFARMP

(.22)

0.79

«2.93 + 10,89 HHEPROP + 8,53 (E~G3)

(.03) (4,57) (0.12)

OPH - 3,82 POVP = 2,35 COPROP + 2,57 IRRP =
(2.98)* (+47) (1.33)

0.34 WELLIRR + 0.52 WMPROP + 10.40 CAFPROP +
(+37) («71) _ (1.36)
12.13 GROWTH + 1118,62 FHA = 0,47 GEMHA + 4,75 LFARMP
(1.11) (.79) («37) (2.,03)*
0.68

- ist Set (Economic Dynamism Variables)

11(1)

1 (2)

CLFS

78617 = 5,13 GROWTH + 4,21 GEMHA +

(1.13) (+59) C(3.44)%

3,15 WELLIRR + 2524,5 FHA « .06 OPH
(3.53)* (1.60) (.95)
0.51

213,42 + 45.40 GROWTH = 0,12 GEMHA +
(2.27) (3.81) (.07)

3.91 WELLIRR + 6397.9 FHA -« 0.11 OPH
(3.20)* (2.98)* (1.15)

0.40
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2nd Set (Agrarian Structure Variables)

II (3) CLFS

II (4) CLIS

198,04 - 0.42 ASTPOOR - (.88 LSPROP +
(1.90) (.09)

7.91 LFARMP
(3.86)*

10.06 JMPROP
(1.97)

0.33

(+27)
6.10 POVP - 1.81 URR +
(3.66)* (.29)

562,77 + 7.91 ASTPOOR + 0,10 LSPROP +
(4,44) (1.42) (.,03)

8,22 LFARMP -« 9,28 POVP + 0,31 URR =

(3.29)*

0.21 WMPROP
(.03) '

0,34

3rd Set (Agroecologicel Variable)

I1 (5) CLFS

11 (6) cCLIS

(4.52)* (.04)

145.15 + 83 SOIL + 3.61 IRAP
(1.42) (.46)

.02

(1.42)

161,98 + 2,20 SOIL + 9.88 IRRP
(1.45) (1.01) (3.55)*

0.22

4th Sgt (Finance Related Veriables)

II (7) CLFs

=33.59 = 3,23 HHEPROP + 18,57 COPROP +
(.89) (1.98) ¢ (5.50)*

15.79 CAFPROP
(3.64)*

0.75

6,15 WFPROP
(1.87)*
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11(8) CLIS = 140.88 + 3,82 HHEPROP = 5,45 COPROP +

(1.86) (1.17) " (.80)
33,70 CAFPROP - 10.60 CUFPROP
(3.87)* ' (1.60)

R 2 =  0.32 /

11(9) CLFS = 46,27 ~ 3.36 HHEPROP + 13.79 COPROP -

(.80) (3.17)* (5.91)*
0.02 OPH = 4,00 POVP + 5.13 WMPROP +
(.40) (4.67) (3.19)*
0.16 IRRP + 0.74 LFARMP + 1.35 GEMHA +
(0.14) (0.51) (1.82)*
1.53 WELLIRR + 220,50 FHA + B8.79 GROWTH +
(2.43)* (+25) (1.16)
6.93 CAFPROP -
(1.92)*
72 -  0.86

11(10) CLIS = 236,70 + 4,84 HHEPROP « 12,50 COPROP +
' (2.38) (2,65)* (3.13)*

0.06 OPH = 7,32 POVP + 2,07 WMPROP +
(.74) (4.99)* (.82)

0.51 IRRP + 9,72 LFARMP = 0,15 GEMHA +
(.25) (3.90)* («12)

0.28 WELLIRR + 4751,64 FHA + 2,98 GROWTH +
(.26) -(3.08)* («23)

16,23 CAFPROP
(2.63)*

R = 0.73



41

Agrjicultural iabourers

1st Set (Economic Dynamism Variables)

III (1) CLFS = 8.43 + 1.68 GROWTH + 0.07 GEMHA +
: (1.99)  (3.13)* (0.9)

0.10 WELLIRR + 255,35 FHA - 0.01 OPH
(1.81)* (2.65)* (3.07)*

R o 0.30

IIT1 (2) CLIS = 202,46 + 34,55 GROWTH + 0.70 GEMHA +

(3.76) (5.06)* (.73)

1,19 WELLIRR + 2512,14 FHA - 0.18 OPH

(1.71) (2.04)* (3.46)*
R2 = 0,37

2nd Set (Agrarian Structure Variables)

111 (3) CLFS = 17.61 = 0.54 ASTPOOR + 0,13 LSPROP +
(»e20) (2,22)* («77)
D.15 LFARMP = (0,32 POVP + 0,13 URR +
(1.40) (3.65)* (.39)
0.50 WMPROP
(1.85)*

fi_"z = 0.29

111 (4) CLIS = 342,17 « 3.74 ASTPOOR + 1,09 LSPROP +
(5.34) (1.33) (.55)
3,68 LFARMP -~ 4,18 POVP « 5,92 URR +
(2.,91)* (4.,08)* (1.53)

2.19 WMPROP
(.70)

R = 0,47



42

3rd Set (Agroecological Variables)

111 (5) CLFS

111 (6) CLIS

4th Set (Finance

111 (7) CLFS

111 (8) CLIS

5,98 - 0.05 SOIL + 0,29 IRRP
(1.17)  (.51) (2.29)*

.05

107.33 = 0.24 SOIL + 5.10 IRRP
(1.62) (:21) (3.10)*

0.12

Related Variables)

1.6> + 0,03 HHEPROP + 0,53 CUFPROP +

(o72) (.46) (.27)
4,15 COPROP + 0.22 CAFPROP
(9.20)* (.10)

0.60

7.52 + 3,15 HHEPROP + 30.57 CUFPROP +
(.20) (2.51)* (.89)

30.73 COPROP + 68.43 CAFPROP
(4,12)* (1.83)*

0.40

Combined Reqression

111 (9) CLFS

8.29 ~ 0,07 HHEPROP - 0.13 POVP « 5,07
(1.87) (.89) (2.03)* (1.45)

(E-03) OPH - 0.09 CAFPROP + 3.75 COPROP +
(.05) (8.20)*

0.16 WELLIRR + 0.12 WMPROP ~ 0,02 IRRP -
(3.26)* (.99) (.21)
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0.09 GEMHA + 0.72 GROWTH - 0,07 LFARMP +
(1.7) (1.38) - (.66)

77.91 FHA
(1.13)

R = 0.72

I11(10) CLIS = 172,99 + 2,87 HHEPROP - 3,07 POVP =

(2.33) (2.41)* (3.07)*

0.03 OPH + 41,17 CAFPROP + 20.71 COPROP =
(0.54) (1.27) (2.,94)"

0.59 WELLIRR = 1.28 WMPROP + 1.84 IRRP +
(.80) (.70) (1.33)

0.72 GEMHA + 1.82 GROWTH + 3.83 LFARMP +
(.88) (.23) (2.47)*

148,72 FHA

(+14)

IV, All Non-Cultjivators

19t _Set (Economic Dynamism Variables)

IV (1) CLFS = 20,41 + 1,40 GROWTH + 0.19 GEMHA + 0,31 WELLIRR =

(1.86) (1.01) (0.98) (2.21)"
11,33 FHA = 6,84 (E~-03) OPH
| (.05) (.63)
RZ - o

IV (2) CLIS = 183,47 + 36.19 GROWTH + 0.66 GEMHA +
(3.55) (5.53)% (0.73)

1.75 WELLIRR + 1494,9 FHA - 0.13 OPH
(2.61)* (1.27) (2.56)*

R ’ = 0.41
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2nd Set (Agrarian Structure Variables)

IV(3) CLFS = 51.32 + 0.62 ASTPOOR + 0.37 LSPROP +

(3.83) (1.05) (.89)
0.42 LFARMP « 0,59 POVP = 0,40 URR
(1.56) (2,75)" (.49)
0.74 WMPROP
(1.22)

E'Z = 0.21

1v (4) CLFS = 385,29 - 0,08 ASTPOOR « 0.09 LSPROP +

(5.%8) (.03) (.04)
3,26 LFARMP = 2,57 POVP = 3,16 URR =
(2,39)* (2,33)* (+76)
4,49 WMPROP
(1.33)

R 2 = 0.36

3rd Set (Agroecological Conditions)

IV(5) CLFS = 35,25 = 0.15 SOIL + 0.21 IRRP
(2.87) (.70) (.69)

=]
I

-.02

1v(6) CLIS = 155,34 = 0,54 SOIL -+ 5.40 IRRP
(2.41) (.47) (3.37)*

R = 0014
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4th Set (Finanqa Related Variables)

v (7) CLFS = 12,25 + .17 HHEPROP = 1,46 CUNFPROP +

(1.22) (.43) (.52)
5,89 COPROP . + 2,23 CANFPROP
(3.2)* (0.,91)

B2 = 0.7

1v (8) CLIS = -85,94 + 8,80 HHEPROP + 13,83 CUNFPROP +

(1.83) (4.84)* (1.05)
11.14 COPROP + 20.79 CANFPROP
(1.30) (1.81)*

R%2 = 0.45

Combined Reqression

iv (9) CLFS = 43,58 + 0,12 HHEPROP + 1,63 CANFPROP +

(2.43) (+27) (.82)
01 OPH = 0,77 POVP = 0.10 GEMHA =
(1.,03) (3.45)* (.55)
0.34 IRRP + 4,94 COPROP + 0,19 WELLIRR =
(1.07) (2.36)* (1.10)
0,14 WMPROP = 2,63 GROWTH « 183,35 FHA +
(+31) (1.40) (+75)
0.17 LFARMP
(«46)

- 2

R = 21

v(10) CLIS = 83,54 + 6,55 HHEPROP + 18,18 CANFPROP =
(1.06) (8,49)* (2.10)*

0.04 OPH =~ 1.14 POVP + 0.21 GEMHA +
(.75) (1.15) (1.25)
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2,06 IRRP = 0,53 COPROP = 0,21 WELLIRR =

(1.50) (.06) (.28)
3,52 WMPROP + 5.66 GROWTH + 431,32 FHA +
(1.77)* (.69) (.40)
2,73 LFARMP
(1.67)*
E 2 = 0060.

The wain findings of this exercise are tha following:
(a) By and large, the explanatory variables give a reasonable clear
picture of the factors associated with interregional variations.in the
size of thg formal and informal éredit markets, Asvé gfoup, the--@conomic
dynamism subset and the finance related subset of vﬁriables explain a
considerable proportion of the variation, es reflected in the R™2

(R2 adjusted for degree of freedom)., This is the case for all households

and cultjivators. In the cese of.case of ggricultural labourers and all

~ pon-cultivator categories, the agrarien structure subset and the finance-
related subset of variables appear to be have relatively greater explana-

tory power. Aqroecological Variables are uniformly unimportant,

(b) Comparing the results for the formal and informal credit markets,

we notice that overall, for gll housgholds, the gconomic dynamism subset
explains a higher proportion of the variation with respect to the formal
credit market, whereas the agrarjen structure variables are more important
for the informal credit market. The finance related variables seem

slightly better able to explain variations with respect to the formal
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sactor, though they are important also in ﬁhe casa of .the informal aector.‘
The eqroecologicel variables appear unimportant, Nevertheless IRRP 15 an
important veriable in the case of informal sector credit. In the Combined
regression, we are able to explain 80% of the variation in the case of

formal sector credit end 68% of the variation in informal sector credit

- in the case of all housgholds.

In the case of cultivators, the results are similar to é;;.
householda. However, there is a notable differeﬁce with respect to the
finance-related variables, which are able to explain a much lower propor-
tion of variation in informel credit size in case of cultivators as compared
with all households. On‘the other hand, these variables are'more'important
in the case of formal sector credit for cultivatora,.aa compared with all

households .

For ggrjculturel lebourers, it is noteworthy that ggrarjian

structure variables play a remarkaeble role in explaining veriations in in-
formal credit, whereas finance related variables are relatively more -

important in explaining formal sectors credit.

In case of all non-cultivators, it is interesting to note the
relatively higﬁ explanatory power of ecor;om;c dyngmism (of egriculture)
and aqrarjan structure variables in regressions pertaining to the informal
sector, Finance related variables are also more powerful in explaining
., informal sector credit, which contrast with the findings for sqricultural

labourers, eventhough the latter form a component of non-cultivators.
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The other important component category is artisans. In the combined
regression, the selected variables explain .a much higher proportion of
the variation in case of the informal sector compared #ith the formal

sactor for non cultivators.

Examining the particular independent variables and the para=

meter estimates, the following conclusions emerge.

(e) In the regression equations with gconomic dynamism, GROWTH,
GEMHA and WELLIRR are positive and-highly significant in the
éase of all households for formal credit, whereas for informal
credit, it seems strongly associated positively with growth
rate, WELLIRR and also FHA. It is worth noticing that OPH,
which measures the lave]l of output per hectare, is not important.
For cultivators, the important variables showing positive asso=
ciation with formal credit are GEMHA and WELLIRR, which is as
expected, but neither GROWTH nor OPH aeem'to matter. For
informal credit, GROWTH is positively associated with cash dues
outstending per household, and so .ere FHA (which is interesting)
and WELLIRR. '

In the case of ggrjculturel lsbourers, a rather intriguing
finding i{s that while GROWTH is positively and significantly associated

with both formal and informal credit, there is a negative and signifi-
cant association with the level of output per hec,0PH, a variable closely
related with the cropping pattern. Also significant and positive is

FHA for both formal and informal credit. For all non-cultivators, the

results are brbadly similar, particularly for informal credit,
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For the regression equations using agrarien structure variables,
the general picture which emerges frop all regressions is that
there is a strong, positive association between both formal

and informal credit and LFARMP (the proportion of large farmers

in rural population) and a strong, negative association with
POVP (the percentage of population below the poverty line).
This pattern holds for all Households end Cultivators. In the
case of Agricultural Labourers, the proportion of asset poor
(ASTPOOR) is importent for formal credit, along with POVP, both
being negatively and significantly aessociated. This under-

- scores the strong negative association between formel sector

credit and economic status. For non-cultivatora, only POVP is
eignificent, Otherwise the picture is consistent with that for

‘all households and cultivators, It is also interesting that

for cultivators, formal credit is also associated significantly
with the WMPROP (Proportion of farm wage labour in male lesbour

force), suggesting perhaps the importance of modern capitalist

farmers in access to formal credit.

With regard to the ggrogcologicsl varjables, the only feature
which is striking is that IRRP which measures the irrigation

bese of a region i8 positively and significantly essociated
with informal credit for all categories of borrowers, viz., all
households, cultivators, agricultural labourers and all none
cultivators, However, for formal credit, it does not make much
difference. This probably reflects the fact that the existence
of formal sector credit institutions in regions reflect govern-
ment 's policy decisions whereas informal credit is more closSely
dependent on demand factors which are likely to be affected by
the 1rrigation base, '

" In the regression equations using finence related veriables, the

picture is mixed, For formal sector credit, all the specified
variables are significant in the case of all households and for
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cultivators., However, for agricultural labourers and all non=
cultivators, there is not the case., This suggests that for

the latter categories, purpose of borrowing is not statistically
significant, However, the impact of Cooperative credis is
importent. It is worth noting that formel credit is negatively
and significently associated with proportion of households report-
ing expenditure on household account (HHEPROP) for all households.

whereas for informal credit, the association is positive. Both
formal and informal sector credit are positively related with
capital expenditure and negatively with the current expenditure

on farm busineas, A broadly similar pictute_holds for cultivators,
The role of informal credit financing of household expenditure

is, however, not significant for cultivators, which is an exception
to the general picture., The other feature worth noting is that
there is no indication from bross section data of the 1970 's,

that formal and informal credit play a mutually'comgetitive role.
This is because COPROP is nowhere negatively associated with

CLIS with statistically significant parameter estimates.

(g) In the combined reqression, perhaps due to multicollinearity a
number of variables no longer have significant parameter
estimates. However, the broed picture is confirmed., For all
househglds, we find formal sector credit strongly and positively
ralated with GROWTH, CAFPROP, COPROP, and WMPROP, as expected.

The negative association with POVP and HHEPROP is also significant.
as earlier,

The picture is very sim}lar for cultivators, except that WELLIRR
is alaé significant end positive. For agricultural labourers and all non-
cultivators, we see once again the robust negative association with poverty
for formal credit, and the role of cooperatives in channelling funds to

these borrower (COPROP) is positive.



51

For informal credit, we notice in all cases the strong, robust
positive association with HHEPROP and the negative sssociation with
PoVP (except for all noncultivators), and also a strong positive associae
tion with LFARMP, With tho other veariables, the picture is mixed. In -
the combined regression for cultivators, there is a negative, significant
association with COPROP, mhich‘appears to suffer a competitive relqtion—
ship between formal and informal credit of cultivators, a concluqﬁon-
slightly at variance with the earlier regression result., We notice, for
cultivators, the confirmation of positive association between informal
cradit and capital expenditure as purpose of borrowing (CAFPROP) and FHA

(fortilizer per hectare).

For agricultural Jabourers, the association between size of

informal credit and household expenditure (HHEPROP) is positive, and
with POVP is nqgative. These are robust. Of all the agrarian structure
variables, LFARMP appears most important. For all noncultivators, the
picture is similar, with respect to HHEPROP. But we notice also the
positive association of informal credit with capital expenditure is non=

farm business,

Conclué;gn

In conclusion, we may .observe that the cross section regressions
using data by NSS regions shed some interesting light on the factors asso-
ciated with }egional variations in formal end informal credit markets,

as measured by cash dues outstanding per household, Certain broad patterns
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emerge, as well as differences in the impact of broad categories of
explanatory variables, with respect to broad class of borrower house=
holds, By and large, economic dynemism is positively related with
credit, and poverty is negatively associated., Co-operative Credit is
very important for agricultural labourers and non-cultivators., There
aere differences in the purposes of borrowing through forﬁal and informal
credit, with respect to housshold expanditure, but capitel expenditure
is an important purpose of borrowing also for informal credit. There

is only a slight indication that formal and informal sector credit are
mutually competitive, only in the case of cultivators, In general,

this does not seem to be the case in the cross section evidenca.
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CHAPTER 4

THE STUDY AREAS

Introduction

As noted earlier, thare ara major data gaps on certain crucial
aspects of the informal credit markets (ICMs) which form focus of the
present study. The Reserve Bank of India has collected volaminous data
on various aspects of rural credit through the successive rounds of
the All India Debt and Investment Survey (AIDIS). However, published
reports of the AIDIS do not include data on some important gquestions
such as terms and conditions of informal credit transactions including
interest rate, security, duration of loans, modes of loans disbursal and
repayment, etc. linkage with the formal sector, inter-linkage of credit
with transactions in other markets, resource mobilisation, allocative
efficiency and equity impact, etc. all of which have a great bearing on
the role and functioning of the ICM. 0Other sources of secondary data
are ¢ ’ally deficient., Therefore, scholars in the past in their pursuit
of an understanding of the various dimensions of the ICM had to take

recourse to in-depth micro-studies. 1In the present study also we have

conducted some micro-studies in an attempt to gather data of the requisite

type and detail. Due to certain constraints of time end cost, primary
data collection had to be limited to a few selected villages in Kerala

and Tamil Nadu, While local conditions vary from State to State, the
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rural scene of Kerala has some distinguishing features: (i) Kerala has

a comparatively more commercialised agriculture. (1) The commercial
banks had made their entry into rural areas of the State from compara=-
tively early times. (iii) The vast majority of the villages here have

a functioning cooperative society, which in recent years have been con-
ducting deposit mobilisation campaigns. (iv) Recent years have witnessed
migration of large number of Keralites to Gulf States, bringing in a
sizeable flow of remittances. (v) Finance Companies have mushroomed
during last few years extending their operations into rural areas. Ffour
villeges from Kerala were coveraed under this study, For comparative pur-
poses, we have also included two villages from the neighbouring State,
Tamil Nadu, the rural areas of which differ so much from a typical Kerala
village. Though the limitation of the geographical coverage would not
warrant any generalisation, the data from these diverse settings would,

we hope, shad some fresh light on the issue of our concern.

Selection of the Study Areas

The study areas were selected keeping in view the various para-
meters ~—der consideration such as size and structure of ICM, interost
rate and -."her terms and conditions of the loan transactions, etc, While
the agricull:iral sector as a whole claims a large proportion of credit,
both formal ar! informal, the demand for credit would vary according to
the cropping pattern, the level of commercialisation and modernization
of agriculture. There are significant interregional variations in these

asrects, Certain socio-economic traditions like landlord=-tenant,
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employer-employee relations or inter-linkasge of credit with non-credit
transactions also differ from one region to another. The role of informal
lenders in resource mobilisation depends on (a) the availability of savings
and (b) alternative channels for the disposition of savings including
organised credit institutions and their terms, In this connection, the
flow of remittance from Gulf migrants, referred to earlier, ana the impre-
ssive rise in the volume bank deposits in certain parts of Kerala should

be one useful criteria for the selection of study areas, Thus, in terms

of rate of increase in commercial bank deposits, Malappuram, Trichur,

and Trivandrum are ahead of the other districts in Kerala, growth of
deposits during the period 1975-80 exceeding 100 percent; Alleppey,
Cannanore, Kozhikode and Quilon with a medium growth of deposits ranging
from 80 to 100 percent; and the remalning districts viz., Palghat, Kottayam,
Idukki and Ernakulam with a growth rate of deposits below 80 percent, At
the first stage of sampling, therefore, we have selected Malagppuram and
Trichur from the first group, UQuilon from the second group and Kottayam
from the third group. In terms of cropping pattern, Malappuram and Trichur
have a comparatively high proportion of the area under rice, viz., 31.88
anrd 51,59 percent respectively, as ag;inst, 18.32 and 15.52 in Kottayam and
Quilen. and the State aversge of 28,74 percent in 1977-78, Non-food crops
cover a large proportion, 48 percent, of the total cropped area in Kottayam,
of which rubber alone accounts for 23,32 percent. Quilon falls between the
above two extreme cases Trichur and Kottayam, with about 41 percent of the
cropped area under non=food crops., It may also be noted that these selected
districts are distributed among the three tOpographigal divisions of the

State, viz., lowland, midland and highland,
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At the stage two of a sampling, oﬁe taluk was selectef from

each district, taking into consideration the major crops grown, tho pro-
portion of cultivators in total workers, and also rate of increase in
commercial bank deposits. Accordingly, the taluks of Tirur (Malappuram)
Chawakkad (Trichur), Kanjirappally (Kottayam) and Quilon (Quilon) were
identified as the mest eligible candidates according to the norms wa had
in mind. Keeping the same considerations in mind, we selected the sample
villages from each taluk. They are Thirunavaya, Thalikulam, Anikkad and

Ezhukone from Malappuram, Trichur, Kottayam and Quilon district respectively.

In the selection of the two villages from the State of Tamil Nadu
it was not possible to capture fully the diversity of its regional patterns,
The cropping pattern of the State is very diverse, combining rice, coarse
cefeals, oilseeds, fruits and vegetables, aﬁgar cane, cotton, etc. Of
these, cereals covered 59 percent of the total cropped area in the State,
and o0il seeds 17 percent, and the remaining crops shared the rest of the
area., Initially two districts, whose cropping pattern broadly correspon=
ded with the overall State pattern, were identified, viz., Madural and
Thirunelveli. In both tho districts, rice and coarse cereals together
accou:' »d for 50 to 60 percent of the total cropped area as against a
little over 61 percent for Tamil Nadu as a whole. All cereals tonether
covered around three-fourths of the cropped area in the two districts.

The rest of the area is distributed among 0il seeds, pulses, chillies,
banana, cotton, etc, In terms ofgrowth rate of agriculture, Madurai beiongs
to the medium growth districts (1.5 = 4,5 percent) and Thirunelveli to the
group of low growth districts (0 - 1.5 percent), according to thec estimates

by Bhalla and Alagh,
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The work-participation rates (1981), the proportion of workers
- main workers and marginal workers - to total population in the selected
districts from Kerala was in the range of 25 to 30 percent, whila that
in the two Tamil Nadu districts came to about 43 percent. These rates
more or lass correspond to the State average, except in the case of

Malappuram which is significantly lower than the Kerala State averags.

The Study Areas : An Overview

(i) Thirdhavaya, the sample village from the northern district
Maleppuram, is located about 15 KM from Tirur, the taluk headquarters.
Muslims constitute the majority of the population. Agriculture secms to
be the main source of livelihood, Jjudged in terms of the proportion of
workers engaged in agriculture as cultivators and agricultural labourers.
Ricae, coconut, and arecanut are the principal crops. Although tenancy
has been formally abolished in the State, a few cases of it have beon
observed in this village. In recent years, this village has witnessed
a high rate of emigration of labour, mqinly unskilled labour, to the Gulf
state Approximately, one fifth of the households in the village have
a member or two working in the Gulf states and have been receiving romi-

ttances to supplement their incomes. A high proportion of the landhold-

ings is small, below 25 cents, which keeps down the income from agriculture.

(ii) Thalikulam village is located about 23 KM from Trichur,
the district headquarters. Topographically, the villege falls in the low~

land region, nearer the Arabien sea. Hindus, (mainly Ezhaves) constitute
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the majority of the population, followed by Muslims, the ratio between

the two being around 2:1, Christians form a small proportion. Agriculture,
household industry, fishing, and trade constitute the major occupations

of the houssholds. Rice and coconuts are the principal crops, ‘The average
size of holdings is small. The village has had a long tradition of sand-
ing out labour to other parts of Ind;a like Bombay, and also other couhtries.
Members of the Ezhava community used to migraie to Sri Lanka from early
times, while the majority of Muslim emigrants ended up in the Middle East
countries. Thus, remittances from the emigrants became one of the principal
sources of income for the local community., The housing conditions, furni-
shing, household equipments, the quality of dress worn by local people, etc,
which are obvious during a casual visit to the village, give one the impre-
ssion of a moderately high standard of living. This is one side of the
coin. The other side comprisaes the coastal belt where the dominant
population group consists of Muslims, and among these houscholds, oxcept

the lucky ones who have one or two members working in the Gulf countries,
fishing is the main occupation. Their Qwellings, domestic faciliiies, etc.

present a sharp contrast.

(i1i) Anikad in Kottayam taluk is located around 35 IM from the
headquarters of Kottayam district. The village is situated in the high-
land region. A high proportion of the population here are the Christians.
Agriculture is the principal occupation. The average size of holdings
is comparatively large. About 60 percent of the cultivated area is
under rubber, and the rest under miscellaneous crops i%cluding pepper,

coconut, arecanut, tapioca (cassava), etc. The dominance of cash crops



59

reflects a comparatively high degree of commercialisation of agriculture.
The cropping pattern and the intensity of cultivation operations lead
to a relatively high level of employment and wage rates for agricultural

labourers,

(iv) The fourth sample village from Kerala is Ezhukone in’
Quilon taluk of Quilon district. It is sjituated in the midland region
of southern Kerala. Agriculture, industry and construction are the major
occupations, Rice, coconut, and tapioca are the leading crops of the
villege. Being dominated by food crops, the degree of commercialisation
is rather low. The average size of holdings is smaller than in Anikad,
but compares favourably with that in the two other villages, There are
a few industrial establishments in and around this area which provide
regular employment opportunities to the local labour. One or two female
members from every household would be employed in the cashew factories,
The Kellada Projact, an irrigation scheme currently under implomentation,
also provide embloyment to local workers. The combined effect of the

above has made a favourable impact on household incoma,

(v) Mookuperi village is in Tiruchendur Teluk in Tirunelveli
district of Tamil Nadu. It is located 24 KM away from Tiruchendur town,
the taluk headhuarters. It is well connected by bus services with the
major towns in the district. Being in close proximity with Nazerath, a
leading commercial centrae, the village is influenced by the urban life
style, Majority of the households belong to Nadar {Christian) community,

a dominant business class in the district, Conversion to Christianity

from early times had made a positive impact on thae socio-econcmic conditions
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of the people in.this village. Ffor instance, the literacy rate, including
that of females, is about twice tho State average. Agriculture used to
be tha dominent occupation, and paddy (rice) the principal crop, grams
(pulses) being grown on the dry land as a subsidiary crop. Oue to
frequent failure of monsoon and the resultant crop failures, the culti-
vation of gram has been neglected, The available irrigation facilities
are inadequate; the tanks and canals are fast drying up. In sum, there
has been a steady decline in agriculture, and more and more households
have been shifting to non-agricultural occupations, At present, practi-
cally no household is gstting a steady income from agriculture. Very

few households cultivate rice and that too only during one season. Hence,
neither cultivators nor agricultural labourers can depend sclely on agri-
culture for their livelihood. Some of them have set up business enter-
prises outside, in some district headquarters like Tirunelveli, Madurai
and Coimbatore and major cities like Madras, Baengalore, Hyderabad, etc.

These trends are reflected in the outmigration of people from Mookuperi,

(vi) Vilpatti, the other sample villege from Tamil Nadu is 6 KM
away from the Taluk headquarters, Kodaikanal. It is a typical traditional
village with the caste system still very strongly entrenched. Thc village
comprises 8ix clusters of households of different caste denominations,

The Brahmins are at the top of the social hierarchy. Tha Reddiars, Fillei
and Mudaliars in that order constitute the dominant economic groups.
Earlier there used to be certain caste-specific division of labour, with
Pillais who owned a greater proportion of land engaged in cultivation,

and Mudaliars specialising in various business activitias; particularly

trade. ~ Of late, the latter's monopoly of trade has baen eroded. Agriculture
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remains the major occupation in this village. In the early sixties,
foodgraine, such as rice and vegetables like potato, cabbage, carrot
and beans formed the crop mix, and ten years later the crop mix changed
in favour of coffee and banana, Later still, when posts and diseases
affected these two crops, vegetables have staged a come back. However,

the decimation of more profitable crops like coffee has caused consi-

derable damage to the village economy.

Household Characteristics

(1) The selected villages from Kerala are larger in size than
those from Tamil Nadu, both in terms of area and population. The average
area of the two Tamil Nadu villages comes to 6.01 KMZ, as against 14.94 KM2
for the four Kerala villages. The average population as of 1971 for the
former came to about one third of the latter group of villages, i.e. 5454
and 15116 respectively. The average size of households is also smaller

in the case of the former group. (See Table 4.1).

(11) The literacy and educationa} lovels in the selected
villages broadly correspond to the averages for the two States. Thus, in
thres out of the four Kerala sample villages, the proportion of literate
and aeducated persons falls in the range of 64 to 72 percent, as per the
1971 Census data, the State average being a little above 60 percent.

One of the Kerala samples deviating from this pattern is Thirunavaya,
the village with a predominantly Muslim population. At the time of the
field survaey conducted by us, it was noted that only 50 percent of the

children of the school=-going age were attending schools, tho rest staying

back and attending to household duties or other work. Similarly, the
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Table 4.1 : Demographic Characteristics of Selected Villages (1971)

Kerala

Tamil Nadu

Note:

Data for 1981 not readily available,

Particul ars - ——— Kerala -] Tamil=-
- Anikad £zhukone Thirunavaya Thalikulanm Vilpatti Mookuperi Nadu
Area KM 22.18 15,77 10,93 10,89 . 7.15 4.87
Popul ation

Perscns 11877 18661 13376 16751 7535 3373

Male 6051 9337 6436 7763 >898 1436

Female 5826 9324 6940 8988 3637 1937

Sex ratio 963 999 1078 1158 1076 933 1349 978
Number of Households 2026 3959 2021 2622 1663 629
Average size of Householdg 5.9 6.1 6.6 6.4 6.0 4.5 4,1 5.3
Density per KMZ 535 1183 1224 1538 549 1654 692,61 317

Source: District Census Hand Books (1971) Part X - 8
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proportion of literate and educated persons in Vilpatti, one of tho sample
villages from Tamil Nadu, was 38,91 percent, pretty close to the State
average for 1971, viz,, 39,46 percent., But,the corresponding proportion

for the other village, Mookuperi, was much higher, viz., 65,05 percent

even by 1961, Further, unlike in the rest of Tamil Nadu or other parts

of rural India (except Kerala) thera is no male-female differenée in the
lovel of literacy in Mookuperi, It may be noted that while literacy rate
among females in Vilpatti was less than oha half that of males, in Mookuperi
female literacy rate exceeds male literacy rate in the former (Table 4.2),
notwithstanding the fact that the data for the latter villege is one of

the earlier census, The proximity of the village to Nazerath, a major
commercial centre and exposure to urban life style and motivation, and avail-

ability of educational institutions within the village including a high

school, may have contributed to this differential achievement,

Table 4.2 : Proportion of Literature and Educated Persons (1971)

Parcont
- Kerala . Kerala mIEE{l_EEEE_._ Tamil Nadu
Particulars Anikad Ezhukone Thiru= Thali- Vile Mooku=
navaya Kkulam patti peri

1961
Persons 71,91 69,20 46,93 64,17 60.42 | 38,91 65,05 29446
Male 64,73 74,93 54,76 76.55 - 53.41 65,18 -
Female .69.09 63.47 38,67 53,47 - 23,3 64,95 -
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The work participation rate in the sample villages

from Kerala, 27.02 percent in 1971, is fairly close to the overall

State average of 29.12 percent, While in one of the Tanil Nadu sample

villages, Vilpatti, the ratio came to 39.3 percent, about four percen-

tage points sbove that State's average, in the second village, Mookuperi,

the ratio falls more than ten percentage points below the State average.

(Table 4.3).

Table 4.5 @ Work participation Rate in the Selected Villages, 1971
Particulars Anikad | €zhukone | Thiru= | Thali- | Kerala | Vil- Mooku= | Tamil
navaya | kulam patti |peri Nadu
Total population| 11877 18661 13376 16751 7535 3373
Workers 3180 5441 3519 4326 29.12 2964 857 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: District Census Hand Book (1971) Part X8

(iv) As for the occupational pattern of the workers, we notice

considerable inter-regional variation.

ing occupation in all the selected villages,

Agriculture constituted the lead-

in this activity, cultivators and agricultural labourers, fell in the

range of 29 to 68 percent of total workers,

The proportion of workers

Forestry and fishing togaether
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accommodated a significant proportion of total workers in Thalikulam

and Vilpatti, viz., 19 and 44 percent respactively. Thus, the primary
sector accounted for more than 50 percent of the total workers in three
of the Kerala and one of the Tamil Nadu villages, Manufacturing, inclu-
ding repairs and servicing, accounts for around one quarter of the workers

in two of the Kerala and one of the Tamil Nadu villages (Table 4.4).

In brief: Thirunavaya and Thalikulam used to have a compara=-
tively low work-participation rates. Among the workers in the early
seventies, more than two thirds were engaged in agriculture in the former
village, while agricultural labour, fishing and trade constituted the
main avenues of employment in the latter. O0One thing in common between
these two villages is that the opening of an outlet in the Middle East
in recent years provided some relief, however partial and temporary, to
some h;useholds whose members could find employment there. The inflow
of remittances steadily increased which attracted credit institutions,
both formal and informal, into these two villages, Whether this newfound
af fluence from Gulf migration has made any favourable and durable impact
on the village economies is doubtful, However, the fFact that the majority
of the households stayed outside the now stream affected their aspira-
tions and generated greater demand for credit to meet the incidental expenses
connected with Gulf migration such as securing passport, Visa, NOC and other
documents and commissions to the agents. Anikad is comparatively more
developed. A distinct characteristic of Anikad is the dominance of commer=-
cial crops such as rubber, tea and coffee. The average size of holdings

is larger than that of the other selected villages. Hired labour and
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Table 4.4 : Uccupational Pattarn of Solectad VYillages (1971

Occupation
Cultivation
Agricultural labour

Livestock,
fishing

forestry,

Manuf acturing,
ing, renairs,

process-
servicing

a. Household industry

b. Other than household
industry

Construction

Trade & Commerce

Transport, storage and
communication

Uther services

Total workers

1255(39,4)

914(28.7)
224(7.0)
206(6,5)
65
41

14(0.4)

132(5.8)

48(2.1)

387(12.1)

31380(100)

2047(37.6)

685{12.6)
104(1.9)

14614{26.0)
94

1322
52(1.0)

230(4.2)

128(2,4)

779(14,3)

5441(100)

Thirunavaya

8719(23.3)

1487(42.3)

79(2,2)

351{10,¢C

654

236(6.7);

109(3.1)

413(11.7)

3519(100)

Thalikulam

255(5.9)

1015(23,5)

826(19.1)

1022(23.6)
375
647
56(1.3)

663(15.3)

126(2,9}

363(8.4)

4326{100)

Vilpatti
820(27.6)

545(18.4)

1298(43,7)

127(4.3)
94
33
68(2,3)

59(2,0)

26(0.9)

87(2.9)

£964(100)

k

Mookuperi
(1961)

- en o e ™ e

262(30.6)

10(1.2)

21(2.4)

260(3C.3)
191
69
23(2.7)

129(15.0)

10(1.2)

142(16.6)

857(100)

Source:

Sama as in Tables 1 and 2

Figures in brackets stend for percentagas
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purchased inputs in their production raise their costs of cultivation.
Employment opportunities and wage rates are also naturally higher. The
cropping pattern raises the need for credit all of which is not mat by
formal credit institutions, and informal agoncies come to play not an
insignificant role here. Eahukone falls midway between Anikad at one

end and Thirunavaya and Thalikulam at tho other. With higher literacy
level, proximity to major industrial towns, greater employment opportuni-
ties outside agriculture, unionisation of labour and higher wages, the
level of income is higher. The role of informal lenders appears to be
less dominant., Both the Tamil Nadu villages are predominantly agficul-
tural areas; foodgrains, vegetables, fruits etc. cover the major portion
of the total cropped area. Lack of adequate irrigation and continuous
failure of rainfall for a few years have adversely affected the major
crops. The shifting of area from cereals to other crops like vegetables
and fruits in one of tho villages, instead of saving the situation, has
made the cultivators increasingly dependent on external market and middle-
men for their marketing., With the setback suffered by agriculture and
decline in employment opportunities and incomes of both cultivators and
agricultural labourers, the majority of the households hage beaen experien~
cing great financial strain, And the villagers have come to lean heavily
on informal sources of credit, even for meeting essential consumption

expendi ture,

Profile of tho Credit Markets in the Study Areas

As in other rural areas, there is a felt-need for credit in our

study areas also. Agriculture being the principal occupation in the majority
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of the selected villages, and given its seas;nal nature, the need for
credit on the part of the concerned households is obvious. This is
particularly so in the case of small holders who constitute the majority
and who don't have adequate resources to self-finance their cultivation
oparations and household consumption expenditure. Agricultural and other
categories of wage labour add up to a significant proportion of tétal
workers whose dependence on credit for consumption purposes should also
be rather heavy. In almost all the selected villages, there is a network
of formal credit institutions including commercial banks and cooperative
societies. Against this backdrop we shall examine the supply of credit

and their main sources in our study areas.

(1) 1In Thirunavaya village, branches of two scheduled commercial
banks = South Malabar Grameen Bank and South Indian Bank -~ are located,
besides one Service Cooperative Society and office of the Urban Cooperative
Bank, Out of the 68 sample households, 24, over 35 percent, have reportsd
having credit transactions with commercial banks, mostly from South Malabar
Grameen Bank. Some of the respondents mentioned too much of formalities
and delay in the sanctioning of loans on the part of commercial banks as
the reasons for not approaching them, However, most of our respondents
were favourably impressed with the performance of tha South Mal abar Grameen
Bank, their prompt disbursal of loans and their liberal terms, The Service
Cooperative Society is reported to be currently facing bankruptcy, mainly
caused by high default rate. The Urban Cooperative Bank advances long
term loans on the basis of security such as landed property, but the small

holders, not to speak of agricultursl and other labourers, have little
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access to this source of credit. They, thérefore, approach friends and
relatives, traders and moneylenders. Ffriends and relatives are a major
source of credit, most of which is interest free. Kinship relations,
religious beliefs, and inflow of remittances from the Gulf are the factors
underlying this, There are a few resident professional moneylenders who
advance loans usually on sound security. Seventeen of the sample house-
holds have borrowed from them. Usually, the loans are small in sizas, and
repayment made in instalments, However, interest rate is high. For
example, a loan of Rs,200 is taken, and is to be repaid in 10 weekly instal-
ments at the rate of Rs,25, Rs.50 being the interest for 10 weeks.,. for
another, the loan amount is Rs,100, repayment Rs.125, and duration just 2%
months, There is another category of moneylenders, Tamilians operating

in this villages. They advance loans to cultivators and small traders,

and the size of loans is generally small, ranging from #s,50 to %5.200. They
don't insist on any security other than personal surety, The rates of
interest charged by them are also high, For instance, when a loan of

Rs¢ 100 is granted, Rs,3 is deducted tewards the charqge on credit card, and
the borrower has to pay Rs.12.50 every week for ten waeeks, or a total of

Rse 125; 1.8+ Rs.25 as interest for less than three months.

(11) In Thalikulam, besides the State Bank of India, the branches
of four scheduled commercial banks, viz.,, Catholic Bank, Lord Krishna Bank,
Canara Bank and Nedungadi Bank, are functioning. Out of the 83 sample
households, 18 have borrowed from the Commercial banks, The State Bank
of India is the main conduit through which loans under the Intensive
Rural Development Programme (IRDP) are disbursed. Though a few of tho

households are reported to have availed of loans for self-smployment
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- major component of IRDP - many df our respondents were not happy with
the functioning of this office, particularly the attitude and behaviour

of its employees. A few cases of corruption and malpractices have also
been reported. Ffor instance, one lady availed of a loan under IRDP,

and tho last instalment paid to a village official was not credited to

her account, She went from pillar to post and finally she drow ; blank.
In the case of the other commercial banks, loans are mainly based on

tho pledge of gold ornaments, end such transactions are confined to one

or two days a week, Further, the formalities associated with these insti-
tutions are also felt to be too rigid. For instance, to get a loan on
gold pledge, the borrower has to be introduced to the branch manager by

an employee in the branch, which obviously errects a barrier to the poor
peasants or fishermen in the village. One respondent reported that he

had to pay a bride of Rs.400 to the field officer of a scheduled commercial
bank to obtain a loan. The erstwhile Thalikulam Service Society, a multi-
purpose cooperative society, was converted into a cooperative bank in
1968. Majority of the households in Thalikulam were said to be members.
The volume of its transactions is impressive. According to the Secretary,
outstanding loans at present (early Sepf@mber 1987) came to Rs,19 lakhs;*
the annual loan disbursemants came to about Rs.12 lakhs; and default rate
works out to 25 percent., It is also worth mentioning that this cooperative
bank has boen successful in attracting deposits; as of 1987 it came to
Rse25 lakhs, However, there is a feeling that the credit needs of tho

villagers, especially the comparatively weaker segments like fishermon,

* 1 lakh = 100000
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are not adequately met. Naturally, the creéit needs of such disadvanteged
groups are met by informal lenders. The low income groups like fishermen
and agricultural labourers have to depend on the informel lenders, because
the formal credit institutions are inaccessible to them, The commercial
banks, for instance, will have downed their shutters by the time the
fishermen return from the sea in the afternoon. Moreover, tho informal
lenders are more sasily accessible and mor e flexible in the procedures,
There are quite a few professional moneylenders, more than ten of them,

in and around Thalikulam village. It is the unprecedehted inflow of
remittances which has led to the emergence of this qroup of monaeylenders,
the so-called finance companies. They are either individual enterprises
or partnerships, The moneylenders attract deposits by offering higher
interest rates than the commercial banks, However, the actual rate of
interest paid on the deposits was not easy to ascertain, Ofcourse, they
also charge high interest on the loans given. For instance, one respon-
dent reported his availing of a loan from one of these finance companies,
The nominal value of the loan was s.5000, of which only Rs.4500 was dis=-
bursed and the balance of Rs.500 was accounted as interest on the loans

to be repaid in 100 instalments within 100 days. Most of them also charge
compound interest after the duration of the loans, usually, three months.
In some cases, the moneylenders receive a bond, a promisory note, on a
blank paper, and subsequently inflate the principal. Besides professional
moneylendaers, there are also some trader-cum=moneylenders here. For
example, a group of fishing boat owners among fisharmen community in the

coastal areas of this village advance loans to fishermen who in turn
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commit their labour services to the former till the loan is fully repaid,.
This is a type of labour-tieing arrangement observed also in other fish-
ing villages of Kerala. (See Plateau, Muricken, et.al). There are also a
few fish merchants or wholesale dealers in fish wh§ advance loans to

owners of fishing boats on the understanding that the catch is sold to

the former at a price unilaterally fixed by him, often lower than tho
price prevailing in the market at the time of sale. Landlords/agricul=
turist moneylenders constitute enother source of credit to houscholds
belonging to the lower income groups like agricultural labour. The
borrowers hypothacate the yields from their coconut trees which the lenders
collect till the loan is repaid; by fixing the price of coconuts at a
lower rate than the going market price, the lenders realise a high rate

of intarest going up to 25 percent. Some Tamilians have migrated to this
village, mainly the coastal area; they locally known as "Annachi'", lend
monay to the housewives, who are presumed to be more trustworthy. The
loan amounts are small, duration short, say, two months, repayment in
waekly instalments, but interest rate pretty high. 0Ons respondent informed
that he had to pay Rs.25 towards interest on a loan of Rs,.100 of two months'

duration,

(11i) In Anikad also, the offices of some commercial banks
are functioning. The State Bank of Travancore disburses loans under the
IRDP and also loans for agricultural purposes on the security of landed
property as well as gold. Though the nominal rate of interest is low,

the real cost is high because the borrower has to produce the necessary

title deeds duly certified by the willage office. Sanctioning of a loan
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also involves considerable delay. The amount of loan will be limited

to a comparatively low proportion of the value of the land as officially
assessed. A few scheduled banks like the Central Bank, and South Indian
Bank, have their branches in the vicinity of Anikad. Apparently, very

few villagers approach these institutions, as they are less easily.acce~
ssible. The Land Mortgage Bank at Kottayam is a major source of credit

to rubber cultivators of this village. Anikad Regional Farmers' Co-
operative Sociasty is thc most important formal credit institution here
providing both short term and long term loans to agriculturists. The
Society enjoys refinance facility from National Bank for Agricultural

and Rural Development (NABARD) and the District Co-operative Bank.,
Currently, the Society's loan transactions amount to Rs.17 lakhs a year.

In addition to productive credit for agriculture, the Society alsc dis-
burses loans for house construction, education, marriage and other
household expenditures. Notwithstanding this network of formel credit
institutions, there is a large chunk of unmet demand for craedit which

is being met by informal credit agencies such as professional monaylonders,
agriculturist moneylenders and traders. We gather than at present only
one professional moneylender is active in the village. Started in 1962
with an initial capital of Rs.1 lakh, its growth is quite impressive;
currently, its working capital and total deposits exceed Rs.18 lakhs each,
while the annual loan transaetions exceed Rs.15 lakhs. The loans are
mostly on security of gold, for short duration, viz., 3 months, and interest
rate 36 percent after 3 months compound interest is levied. The agriculturist
moneylenders give loans on gold or personal security, and.charge different

rates of interest from different customers. Their business is restricted
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to borrowers in whom they have full trust and confidence. Rubber traders
constitute another important source of credit available to rubber culti-
vators., Thare are a dozen in Anikad village. They lend money to rubber
growers on the condition that the latter sell the produce to them within
one month the loan is advanced. It is reported that the loan is settled
at tho time of delivery of rubber valued at the prevailing price and

that no interest is charged. Apparently, the trader is keen to secure
the produce even at a cost. There are also a few other moneylonders
whose clientele are mainly pretty traders, The loans are small and are
repaid in daily instalments collected by the lenders' agents who go round.
The interest rates are so high that these lenders are locally known as
"double edged swords", more usurious than the so=-called "blade companies",
Most of the respondents interviewed had serious reservations about the

various informal lenders,

(iv) Ezhukone has an of fice of the Indian Overseas Bank, a
public sector bank. However, the bank is of limited accessibility to
the majority in the village. Whereas gold is the only acceptable securjity
in the possession of the common folks, léans on gold security are not
transacted on all working days. Further, our respondents had reservations
about tho attitude and behaviour of the bank employees. The Ezhukone
Service Co-operative Bank, on the other hand, transacts a largo volume
and range of business, It disburses loans for agricultural and other
business.purposea. Agricultural loans are short term loans, one year,
and carry an interest of 13 percent of this one-half is subsidised if the

loan is repaid in one year, but failing which full interest and penalty of
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3 percent will have to be borne by the borrower. Educational loans are
also granted to the members of the cooperative, the rate of interest

being 18 percent. The loan amount is differentiated according to thé
level of schooling of the intended beneficiaries. Loens are also sanc-
tioned for the purposes of house construction, medical expenses, parriage
ceremony, etc, Besidaes, credit transactions, the cooperative runs a
stationary shop where clothing and various household articles are sold

on credit to the members, The duration of such credit purchases is 3>
months, and involves an interaest of 18 percent. Ezhukone Service Cooperative
Bank spparently is mecting the credit needs of a large section of the local
community by the scale and diversity of its pperations, A branch of the
District Cooperative Bank is also functioning here; its main function is
extending finance to other cooperative societies in this village. Informal
credit agencies like professional moneylenders, agriculturist and other
non-professional moneylenders, are also operating in the village and its
neighbourhood. There is ona professional moneylender in Ezhukone villago.
It is a partnership firm and designated as a 'bank', It is of very recent
origin (1983) with an initial capital of &.1.5 lakhs, This bank attracts
deposits on a large scale from all groups including larger farmors,
housgholds with their members working in the Middle East, retired govern-
ment employees, etc., By now, the deposits have reached fs.10 lakhs, The
bank offers en attractive interest ratae, say 24 percent, to its depositors,
The bank claims to have lent Rs.28 lekhs during tho last two years, loans
for other than agricultural purposes, carry an interest of 30 percent;

on agricultural loans they charge a lower interest. Tha bank has adopted
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a differential interest rate scheme, discriminating between different
clients, apparently on the principle of each according to his ability?d
The poor are given interest-free loens, cultivators lower interest,
less than 30 percent, while a few contractors are charged 46 percent.
There are a few professional moneylenders in the adjacent villages,
Arumurikada and Kundara, whom residents of Ezhukone approach in times
of need. These moneylenders extend loans on gold security. However,

they do not receive deposits.

(v) Vilpatti, one of the sample villages from Tamil Nadu, is
sorved by six branches of commercial banks under the public sector, located
in the adjacent places and two cooperative agricultural credit societies
located within the village. A comperatively high proportion of households,
34 out of 76, reported loan transactions with the above formal credit
institutions, The commercial banks, advanced loans for productivo purposes
such as purchase of milch animals, reclamation of land, cultivation opere-
tion, etc. However, as noted earlier, agriculture in this villago suffered
a major set back in recent years, with the result that the default of
loans from these institutional sources aounted. The banks, reluctant to
take effective recovery measures, have almost suspended tha grant of
fresh loans. Under tho Group Loan Scheme, each one of the borrowers
stands as quarantee for tho other members' debt and could not receive a
fresh loan unless all the members of the group have cleared their dobts.
There has been some relaxation of this rule in recent years so that if
one member has repaid his loan, he can get a fresh loan. Certain instances

of corruption, malpractices and favouritism have been brought to our notice.
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For example, in the case of less influential households, tha sgrvices of

an agent are necessary to get a loan, a part of which has to be shared

with the agent. The cooperative societies have come to play a leading

role in meeting tho credit needs of the local community., The informal
lenders like professional moneylenders, agriculturist moneylendegs, traders
and commission agents fill the gap. There is only one resident professional
moneylender, but the households spproach five others residing outside.
Three of these are registered moneylenders; they are partnership firms
under the category of finance companies, However, they do not accept
deposits. They follow three patterns of lending, (1) daily KggggQ*

(2) weckly kendu, and (3) monthly kandu, In all the three systems, the
duration of loans is the same, viz., 2% months. Loans are given for
different purposes, and mode of repayment also varies, In the case of
loans given to taders, repayment is made through daily collections. In
tho case of labourers, the systom followed is weekly kandus, and to farmers
loans under weekly and monthly kandus are advanced. The loans aere given on
the basis of recommendations by some influential persons in the locality,
and ne security is insisted upon. Tho rgte of interest varies from 36 to
120 percent per annum, Vegetable wholesale dealers located at Madurai and
Kodaikanal ‘advance loans on condition that the borrower sells his crop

to the merchent creditor at the price decided by the latter, A typical
instance is that of a farmer who took a loan from a vegetable merchant
hypothecating his crop, viz., banana. When it was ready for sale, he

delivered the first consignment of 100 bananas and the trader adjusted

* Kandu means mode of payment
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its value to the loan at Rs,130 when the going marmet price was fs.300.

There is only one agriculturist moneylender here. He lends mostly to

small farmers, agricultural labourers, and traders. He resorts to certain
questionable practices like overstating the amounts lent, paying lower
wages to labourers who have borrowed from him, overpricing the fertilizer
sold to the farmers who purchase it on credit basis, etc. However, labour-
tieing arrangement is not common here. Cultivators do meke wage advances
to egricultural labourers usually for less than one month, depending on

the requirement of labour. The wage advence is adjusted to the weekly

wage bill.

Incidentally, thanks to freguent failure of monsoon in recent
yoars, agriculture has ceased to be a profitable or viable activity,
Some of the erstwhile cultivators have moved over to professional money-
lending. Infact, most of the moneylenders serving this village started

this ectivity only recently, say from 1986.

(vi) For Mookuperi, the Urban Cooperative Bank is one formal
credit institution located within the village. There is also an agri=
cultural credit society. They togather do not meeﬁ a very significant
proportion of the credit needs of this village., Infact, only a little
over 10 percent of the sample households have had borrowings from them,
Inaccessibility, too rigid formalities, favouritism, and delay in sanc-
tioning of loans are frequent complaints about the ahbove credit institu-
tions, A distinctive feature of this village is the comparatively high

proportion of credit met from friends and relatives, Thanks to the inflow
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of remittances from migrants well settled elsewhere, there are at any
time a few households with surplus funds to lend to their relatives and
friends, Availability of interest-free loans from this source is its
principal attraction. Hence, rather than taking loans from formal and
informal credit agencies, a good proportion of the householders approach
their relatives and friends who have cash to spare. The system works as
a kind of mutual eid arrangement. There are no professional moneylenders
here; however, there are some 10 registered moneylenders at Nazerath, an
adjacent town from whom the households in this village borrow. The
moneylenders lend to ell occupational groups; they lend only on the pledg-
ing of gold jewellery. The size of loan varied from Rs,100 to £s,1000,
depending on the value of security, The interest rate is in the range

of 30 to 120 percent. There is one resident agriculturist moneylender

who lends on the pledge of household articles like cycles, utensils, etc,

To sum up: The selected villages, by and large, share the salient
features of a typical village in their respective States, Agriculture is
the main source of livelihood in the majority of them. All the study areas
are served by formal credit institutionsy, viz., cooperative societies
and/or commercial banks. The performance of the former in two of the
villagos is exemplery in terms of disbursal of credit and deposit mobiliw~
zation., Side by side, ICMs are functioning iq the villages catering te

the unmet credit needs of the households.
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Methodology

1. Sampling desjgn : Salection of Villages

Four villages in Kerala and two villoges in Temil Nadu were

covered under the micro-studies.

For selecting the villages in Kerala the growth of deposits
with commercial banks betwean 1975 and 1980 was used as a major crite-
rion, The districts were grouped on the basis of growth rates in bank

deposits as follows:

High growth Above 100 percent Malappuram, Trichur and
Trivandrum

Medium growth 80 to 100 percent Alleppey, Cannanore, Kozhikode
and Quilon

Low growth Below 80 percent Palghat, Kotteyam, Idukki

and Ernakul am.

Malappuram and Trichur districts from tho first group, Quilon from the
second group and Kottayam from the third group werc selectad. Une village

from each of the districts was selected for in-depth survey.

In selecting the village, the main considerations wero the
dominant crops cultivated, and occupational pattern of the villagers.

From Malappuram district, Thirunavaya village (in Tirur taluk) was
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selected which was found to have about 18 percent of the main workers
engaged in CUltivation,l/one of the highest in the taluk, with about

53 percent falling in the category of other workers.,

In Trichur district, Thalikulam (in Chawakkad taluk) was surveyed
for the 1961 census monograph. It is a coastal village wilh a large number
of migrants to the Gulf countries and a certain proportion of houscholds

engaged in fishing. So it was thought appropriate to select the village.

Coming to Kottayan district, a high proportion of workers in
Kottayam taluk are cultivators, and rubber is a major crop. A village
from this taluk, viz,, Anikad which is clese to Kanjlirapally, a lsading

commercial centre, was selected for the survoy.

From Quilon district, we opted for a village which had a different
occupational profile, with a higher proportion of workers being engaged
in non-agricultural activities like industry, fishing, construction, trade
and other tertiary activities, Ezhukone appeared to be the most eligible

candidate from the district.

Thus, the villages selected from Kerala are characterised by
dif ferent growth rates in bank doposits. The sslected villages also

cover tho three leading crops of the state, viz., paddy, cocaonut and

1/ As per the census (19681) definition cultivator is one engaged either
as employer, single worker or family worker in cultivation of land
owned or held, wherein growing the following crops is considered:
cereals and millets, pulses, fibre crops, oilseeds and sugarcanac,
Hence all those engaged in growing tea, coffee, rubber, tobacco,
coconut, areca etc, are considered as other workers.
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rubber. Regional spread is ensured by including villages from Malappuram,
Trichur, Kottayam and Quilon. Also geographical spread is ensured by

selecting villages from the low land, midland, and high land regions.

In the selection of the two villages from Tamil Nadu it was not
possible to do full justice to the diverse regional patterns., Howevor,
an attempt was made to capture the essential features of Tamil Nadu agri=-
culture. Keeping State level cropping pattern in mind, two districts,
Madurai and Tirunelveli, were selected, both of which present equally
diverse cropping pattern. In both the districts, rice and coarsc cereals
accounted for by oilseeds, cotton, pulses, chillies, banana, etc.
Further, Madurai belongs to the medium (agricultural output) growth
district (e.g. rate between 1.5 to 4.5 percent) and Tirunelveli to the
group of low growth districts (growth rate of 0 to 1.5 percent) both

having income levels above Rs.1300 per hectare (Bhalla & Alagh).

For the selection of villages, the distribution of workers as
per the 1981 census could not be used as the data were not readily avail-
able. Hence, the 1971 census tables were used. In Kodaikanal taluk, most
of the villages had a very high proportién of workers engaged in planta~
tion, orchard and livestock activities. From this taluk, one of the
villages, viz,, Vilpatti, was found to have a sizable proportion of tho
area under paddy, potato and vegetables., Accordingly, Vilpatti from

Madurai district was selected for the survoy.

In Tirunelveli district, at the second stage, wa identified

Tiruchendur taluk which had a comparatively high proportion of workors
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as cultivators. One of the villages, Mookuperi, growing dry crops

with some land under tank irrigation was chosen. Mookuperi was found

to bo well served by a commercial bank and a cooperative credit society.

Solectiorr of Sample Households

1. Kerala

List of households with the household characteristics such as
(1) number of family members (2) number of earning members (3) occupation
of earning members (4) monthly income of the household and (5) area owned
by tho housseholus for the selected villages were collected from tho
various taluk supply offices. Tho households were grouped into two major
categories: (1) households cultivating paddy and (2) households not culti-
vating paddy. The households in each category were divided into threa
sub-groups basedon the source of income (as recorded in the Taluk Supply
Offices registers) viz., (a) households deriving their incomes only from
agriculture (b) those with income only from non-sgricultural activitiaes,
The households in each of the above three éategories were further sube
divided into five groups basad on the monthly income of the houscholds as
households earning (1) upto Rs,150 (2) Rs.150-300, (3) Rs.300-450,
(4) Rse450-600 and (5) above Rs.600., From each group, 3% of the houscholds
werc selected at random for the two villages (1) Thirunavaya and
(2) Anikad, For the third villages, Ezhukone, only 23% of the households

from each group wore selected at this village has considerably larger



number of households. The time available was also a factor in limiting

the sample size.

For Thalikulam, we used the listing schedule canvassed by Contre
for Science and Technology for Rural Development (COSTFORD) among 1600
households of the village. Approximately 5% of the total number .of house-
holds have been selected through stratified random sampling precedure,
far the purpose of our study, Due to lack of data on cropping pattern,
occupation, etc, we had to use soma proxies for the stratification of
the households. The criteoria used are the structure and facilities in
thae residence, Accordingly, all the houscholds waere broadly classified
into three groups, as houscholds having (1) thatched houses (2) tilod
"houses and (3) terraced houses. Each of these three groups was divided
into two groups as housaholds (1) having electric connection and (2) thosae
not having electric connection. Each of these was further sub-dividod
on the basis of the size ef land holding, as households owning (1) less
than or equal to 5 cents (2) 6-50 cents (3) 51-100 cents (4) 101-200 cents
and (5) above 200 cents, In such cases where the number of houscholus

was too small, we clubbed them with the appropriate group.

2. Tamil Nadu

Basic data on the characteristics of the households such as
size of family, number of earning members, occupations aof garning members,
land owned, land cultivated, etc. were collected by our Investigators by

census onumoreation method, The housaholds were classified into two broad
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catogories, viz., (1) households with land and (2) households wilhout
land, Thaese two categories of househnlds were further divided into sub-
groups based on Lhe sources of income of the household,, viz., house-
holds getting income (&) only from agriculture (b) only from non-agricul-
tural pursuits, Finally, households who own land were further sub-divided
into 5 groups based on the siza of land holding, viz., (1) baloq 1.00
acro, (2) 1.00-2.00 acres (3) 2,00 ~ 3.00 acres (4) 3.00 - 5.00 acres and
(5) aobove 5.00 acres. It is not possible to select a uniform fraction of
hous cholds from each of the categories in the two villages of Tamil Nadu,
8s the composition of households and the size of tho villages wers
different, Hence, 20% of tho houscholds who own land and 7% of the
households who du not own any land were sélected from Mookuperi village,
while 15% of the houscholds who own land and 10% of the houscholds who

do not own sny land were selected frem Vilpatti village., The houscholds
were selected using random number of table from each of tho ultimate
stratum, with aqual probability of households in each size~group being
salected. Since data on monthly income of the households were not avail-
able, size of land holding was taken as criterion for stratifying the

households,

Tho sample houscholds from each of the solected villagos classi-
fied according to the occupation of their heads is given in the following

statemant,
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Sanple households classified according to the occupation of the heads
of hguseholds

Thirue- Thali- Anikad Ezhu- Vil-  Mooku=-
navaya kulam kone patti pori
1. Cultivators 17 14 29 21 21 1M1
2. Other seclf-employed
(household industry,
craft, trade, etc.) 8 21 8 17 6 34
3. Salary sarners 1 9 6 16 1 13
4, Agricultural and other
casual labour 26 19 29 26 43 5
5. Skilled labour 6 1 2 1 4 2
6. Others 10 19 3 4 1 14
Total 68 83 77 95 76 79

3, Field Survaey

The Investigators were given intensive training for a period of
15 days and were sent to the nearby villages of Trivandrum for pretesting
of the schedules and guestionnaires. In the light of this expericnce

the schedules and questionnaires were modified,
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Five househaold schedules wers designed. Household Schedule I
covered the general characteristics of the households such as demographic
features, education, occupation, etc. Schedule Il covered the particu-
lars of all loans outstanding as on 1.,4,1986., Household Schedule III
was designed to elicit information regarding all borrowals during the
reference period, namely, 1.4.1986 to 31.3,1987, Schedules Il and 111
were divided into two parts so as to capture the transactions of cash
and commodity loans separately. These two schedules include items like
interest rate, duration, security offered, other conditions attached, etc.
with regard to each of the loans gutstanding as well as borrowed during

the reference period.

Schedule 1V includaed the details on the disposition of flnancial
savings by households. To assertain the net financial savings by the
housgeholds during the reference period, the value of financial assets like
shares and deposits at the beginning and end of the reference period was
gathered. Two items, cash in hand and direct investments made during the

reference period were not included.

The field survey was started in the first week of April 1987,
and was completed in two months, Data collection proceded in two stages,
In the first stage household schedules were canvassed among the sample
households. Ngedless to say, the task of eliciting accurate information
from the respondents was quite arduous, though a good proportion of them
were cooperative. In the second stage of the survey, we approached a few

informal lenders whom we could identify in the selected villages.
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The informal lendors were identified with the help of our own sample
households and some other knowledgeable persons in the locality, We

had prepared separate questionnoires for different categories of lenders
such as professional moneylenders, agriculturist moneylenders and traders,
Information reqarding their lending practices to different types of
borruwers was colloctaed through thesa guestionnairaes, The quesLiunnairns
covared interest rates charged to different categories of borrowers,
security accepted, perceontage of defaults, etc, Further, in order to
study the linkege between formal and informel lenders and between theo

informal lenders themselves, information was sought from these groups.
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5.2

CHAPTER 5

STRUCTURE OF INFORMAL CREDIT MARKETS

Introduction

The informal credit markets in the rural areas of developing
countries are heterogensous in the sense that credit flow from diverse
categories. of lenders who differ so widely in their clientele, sources
of funds, purpose of loans, procedures, interest rates, and other terms
and conditions. A salient feature of the ICMs, as implied in its
adjective, is the informality in all the aspects of credit transactions;
they, by and large, function outside statutory regulations. Therefore,
it follows that for the amootﬁ functioning of the system, it is nece-
ssary that the lender has essy access to all relevant information regard-
ing the borrower, as well as his being able to keep a close watch over
the borrower's activities and to exert economic and non=economic prassure
on the latter for ensuring the fulfilment of the terms and conditions
of the loan. All these combine to make the ICM transactions highly
personalised in character. It ie inevitable, therefore, that the credit

market gets segmented into several sub-markets,

D Saqm tion

The ICM comprises different sub-markets, mast of them function-
ing within the confines of one village. The physical prbximity of the

borrower provides the lender detalled information about, as well as the
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ability to exéarclae effoctive control over, the former, thereby ensuring
payment of interest and repayment of the principal, The rationale under-
lying the apatial'limitation of the credit market has been spelled out

by Roth thus: In the case of.the cultivator-borrower, a relatively high
proportion of credit arrangements are underwritten by legal title to

his land, and the creditor is invariably inclined to seize the land of

the debtor.

"Since the cultivation of the land is almost always
transferred to the creditor himself, granting a loan
underwritten by the property title can be transacted
only when the land given as collateral is near the
habitation of the creditor.... What holds for the
seizure of the land of the debtor by the creditor is
equally true for the labour of the debtor. The cre-
ditor's claim of the labour of the debtor and its use
as a collateral for the loan is only guaranteed when
the debtor lives in the region with in the control of
the creditor; that is an area within which the social
and economic jurisdiction of the creditor and their
attendant control - mechanisms are in full sway".
(Roth, 1983, p.31).

That is about the lender's - supply side = approech. Looking from the
borrower's end, his access is, by and large, limited to the circumfe-
rence of the local credit market, that is, within the confines of his,

own village and its immediate surroundings.

"The cost to the borrower going to a potentially
competitive lending agent outside his district is
likely to be considerable. The moneylender who
knows him will be suspicious until the former esta-
blishes a satisfactory repayment record. Initially,
it is unlikely that he will be offered a competitive
rate of interest, if jindegd he qets 2 loan at al}".
(A.Bottomlay, 1964, pp.432-433, Emphasis as in the
original).
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In fact, operationally, the circle may get narrower; the ICMs
are further fragmented into credit transactions between particular
groups of lenders and borrowers. The former comprises, as mentioned
above, professional moneylenders, agriculturist moneylenders, landlords,
traders and commission agents, friends and relatives, etc. The latter
includes broadly cultivators « both owner~operators and tenant farmers -
and nonecultivator housscholds such as artisans, salaried employees,
agricultural and other casual labour households. The classification of
the different elements in the ICMs formilated by Holst seems to be a
neat typology. According to this scheme, the transactions in the I1CMs
are of two broad types, viz,, professional (commercial) arrangements
and non-professional (non-commercial) arrangements. The latter is mainly
among relatives, friends and neighbours, based on kinship relations and
presumably involves no interest payment. The loan transactions under
the commercial category are groupe& into (a) land=based, (b) commodity=
based and (c) money~based arrangements, Under the first category, the
lenders comprise landlords and agriculturist moneylenders, and the custo=
mers comprise tenants, Commodity-based transactions involve shop keepers
and merchant moneylenders while small farmers and small business housoe
holds come under customers. The laat category of tranéactions is between
full-time moneylesnders on the one hand and small farmers and small business
households on the other., Whereas all the above are exclusively engaged
in credit transactions, there are also some which fall under saving and/or
saving-cum-credit arrangements like ROSCAS. (Holst, hThe role of informal
financial institutions in the mobilisation of savings", quoted in Martin-

van-Nieuwkoop, 1986, p.34). Thus, even within the confines of one village,
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there can be several subemarkets. There are different groups of borrowers
of more or less homogeneous types like cultivators, sgricultural and

other casual lsbourers, artisans, etc., All of them are not strictly
homogeneous though. For example, cultivators may be owner cultivators

or tenant fermers, differing in size of holdings, crops grown, etc.

And each of these groups may have credit transactions with particular

lender type.

The rationale underlying the typology of segmentation is mutual
interests of the parties involved. Thue, with landlords are the most
easily accessible source of credit to tenaents, the former is able to
influence the decisions on the production process on their land as well
as to ensure repayment of the loans. Ensuring the services of abla and
healthy workers during peak agricultural seasons is the motivation behind
advencing loans by cultivators to agricultural labourers. The same logic
is behind labour-tied loens in the fisheries sector in Kerala (Plattesu,
et.al. 1985). Similarly, commodity-tied loans from trader to farmers
presumably serve mutual interest; the trader is ensured of the supply of
the commodity=foodgrains in Punjab or rubber or fish in Kerala = while
the producer is able to smoothen out seasonal variations in his cashe

flow mechanism,

Needless to say, the degree of segmentation prevalent in the
I1CMs would depend on the options before the prospective borrowers on the
one hand and the socio=economic conditions in a given locality on the
other. With the expansion of institutional credit and greater equity

in its destribution, and the weakening of the traditional lender - borrower
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(landlordetenant, employer-employee) relations, the forces underlying

segmentation would get eroded. A certain degree of segmentation may

still continue to prevail, but its survival may be a reflection of the

personal relations betwaeen borrowers and lenders rather than the con-
ventional economic rationale presumed to underlie the phenomenon of

segmentation,

Extent of seqmentation fin the ICM 3 an overvieow

In the rural ICMs in India, no particular group appears to any
more to depend exclusively on one category of lenders, nor does one
category of lenders limit their lendings to one specific type of clien-
tele. Thus, according to the results of the Ail India Debt and Investment
Survey (1971-72), households belonging to different occupational groups
like cultivators, agricultural labourers, artisans, and other non-
cultivators had reported cash loans outstanding due to all the informal
credit sgencies, viz,, lendlords, agriculturist moneylenders, traders,
friends and relatives, and others. Similarly, each of the lender types

had advanced loans to all the occupational groups. (see Tahle 5.1).

The difference between different occupational groups in tho
degree of dependance on different informal credit agencies do not fall
into a systematic pattern. True, in the case of cultivator househclds,
the proportion of cash dues outstanding owed to agriculturist moneylenders -

is significantly higher than to other agencies. This is understeandable.
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Table 5.1 ¢ Cash Dues outstanding as on 30th June 1972, classifjed according
to Credit Agency and Occupational Group 3 Percent
. All=India
Credit Row
Agency per- Govt.| Co-ops | Comms | Sub Land | Agrl. |Prof., |[Traders | Friends [Others |Sub |[Total

Occupe- Col. cent Socie=- | banks | total | lords| money= [money= and total |All
tion parcent ties lenders [lender relatived Sources
All houssholds )

P 5.,34| 16.29 1.78| 23,41 | 8,08] 24,37 | 15.62 | 9,46 8.20 10,65 {76.59 | 100
Cultivators P 5.83] 18,03 194 | 25,81 | 7.55| 24,62 | 15,00 | 9.17 7.58 10.27 [74.19 | 100

S 95,45| 96,81 | 95,11 | 96437 | 79.61| 88.32 | 83,85 | 684,73 | 80,75 84,32 84,68 | 100
Agriculturel labourers

P 0.78| 2,37 0,25 3.40 [21,41] 28,25 | 16,46 | 9,38 | 10,95 10.15 96,60 | 100

S 0.73]| 0.74 0.72| 0.73 |13.,08] 5.88 5.34 | 5,03 6.76 4,83 | 6,39
Artisans

P 2,96 1.88 0,23 | 5.07 | 7.55| 24,86 | 21,25 | 15,18 | 10,77 15,32 P4,93 | 100

S 0.72] 0,15 0,17 0021 | 1,19] 1,33 1.77 | 2.09 1.7 1.89 | 1.62
Other non-cultivators

P 2,67 6.04 1.14 | 9.86 | 8,16| 17,54 | 22,45 |[17.40 14,23 15.37 p0.14 | 100

S 3,10 2.30 3,99 | 2,62 | 6.11{ 4,47 8.94 | . 8,15 |[10.78 8,97 | 7.31
All Households 100 100 100 100 100 100 100 100 100 100 $ 00 100

Source: Reserve Bank of Indiay, pli1.India Debt and Investment Survey, Statistjical Tables Relating
to Cash Borrowings end Repayments of Rural Households during July 1971 to June 1972 and

Cash Dues Outstanding as on 30th June, 1972, Bombay, 1978, Statement IV, PPe«92-127,

P = Proportion of households reportingg
S = Percentage Share of different occupational groups in total credit from each category
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For, a certain proportion of the cultivatoreborrowers may be tenants of
the latter. An equally high proportion of debt outstanding againat agri-
cultural labourers is also owed to agriculturist moneylenders. This may
also be rationalised on the ground that the lenders are also presumably
employeré of the borrowers, But the heavy dependence of other occupa-

tional groups on this lender type cannot be explained by the above logic,

Coming to borrowings during the year ended 30 June, 1972, the
same picture‘euerges. Certain proportions of all rural households had
borrowed from all the informal lenders ranging from 2,49 percent in the
case of landlords to 6,01 percent from traders (Table 5.2). It is true
-that larger proportions of cultivators and agricultural labourers had
borrowed from landlords and agriculturist moneylenders than from other
informal credit agencies. This may be attributed to non-credit relatione
ahip between the borrowers and lenders, But, varying proportions of
housgholds from other occupational groups had reported borrowing during
1971=-72 from all informal credit sgencies, The proportions of the
borrowals by different occupational categories according to sources

are presented in Table 5.3.
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Teble 5.2 s Proportion (%) of households reporting borrowings in Cadh during
the year ended 30th June 1972 classified according to credit Agency

All=India
Credit Total | Govt, | Co=ops Commt: | Land | Agrl, rof, ([lrader |Friends |Others
. Agsncy Society | Banks | lord | money- [money~ and
Occupation lender Jender relatives

All households 27.73 | 1.34 3436 0.19 2,49 5.99 4,43 6.01 4,75 4,73
Cultivators 29.29 | 1.64 4,32 0.24 2.39 6.42 4,60 6439 7.73 4,85
Agrl labourers 23,7 | 0.30 1.34 0.13 10,67 14,66 |[10.78 | 10,11 11.29 8,40
Artisans 25,57 | 0.44 " 0.52 0.04 1.57 5.65 5.67 6.38 6.12 5.81
Other non- -

cultivators 21,96 | 0.82 1.11 0.14 1.56 3.60 4,16 4,83 4,52 4,61

Sodica:_

AIDIS, 1971-72, Statistical Tables Relating to Cash Borrowings and'Rggg;xmggts
of Rural Households During July 1971 to June 1972 and Cash Dues

Outstanding as on 30th June 1972, statement 11, pp, 20-55.
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. Credit Agency and Occupational Groups 3 Proportions of Aggregate
Borrowings s Percent

All-India

Occupation

Artisans

Total

Credit
Agency

COlo
per-
cent

- e ap & > s W e @ = -

Cultivators

Agricultural labourers

Other non—cultivators

o

6,98

100

Govt,

3.14
86.76

Co~ops

16.66
95.77

1.98
0.75

0.87
0.09

Comms Sub~ Land- Agrl.
Society Bank total lord

1.90-
97.76

21,70

2,65

3¢53

12.75

100

5.83
78,18

15.76
13.84

5.80
1.38

money

lenders lenders

19.06
87,42

21,65
6451

20,24
1.64

11.88

100

Praf.
money-

Trader

Rel &=
tives
and
friends

10,72
80.51

16.68
8.21

18.98
2,82

14,36
8.77

100

Others

12,56
83,66

12,41
5.42

16,46
1.94

16,60
8,99

100

Sub
total

Total

78.28 100

97.36 100
97,26 100
87.24 100
87

100

Source: Same as of Table 5,2

P 8 Percentage share of different credit agencies in total loans

S & Percentege share of different occupational goupe in total loans from

each credit agency
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Much watsr has flowed under the bridge sinoe the AIDIS 1971-72.
The results of the next round ef the AIDIS a decade after have brought

out a dramatic change in the shares of the institutional and non-instie=

tutional credit sectors. According to the latest round of the AIDIS

(1981-82), the proportion of outstanding debt ef all rural housshdlds
as a whole owaed to institutional agencies such as government, cooperative

society, commercial bank, etc. come to 61.2 percent in 1982, e against

29.2 percent in 1971, As a result, the shares of noneinstitutional

or informal agencies in the total debt ewed by all rural households

registored a sharp decline, from 70.8 to 38,8 percent., This significant,

if not qualitative, change is noted across both cultivator and non-

cultivator households, as well as across all the informal credit ager

The structure of the rural ICM itself has undergone aifér
in recent decades. The combined shares of the so-called commer
viz., agrioulturist and professional moneylenders, 1andlords
in the total credit from the informal sector came down fr
in 1962 to 62.3 percent in 1972, During 1972~82 the t
rural households to the above agencies declined not
terms but also in absolute terms. On the other ’
ing to the credit of ralatives and friends re

since 1962, a significent development., (se’
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Much water has flowed under the bridge since the AIDIS 197172,
The results of the next round of the AIDIS a decade after have brought
out a dramatic change in the shares of the institutional end non-insti-
tutional credit asectors. According to the latest round of the AIDIS
(1981-82), the proportion of outstanding debt of all rural househdlds
as a whole owed to institutional agencies such as government, cooperative
society, commercial bank, etc. come to 61,2 percent in 1982, a8 against
29.2 percent in 1971, As a reeult, the shares of non-institutional
or informal agencies in the total debt owed by all rural houssholds
registersd a sharp decline; from 70,8 to 38,8 percent. This significant,
ifbnot qualitative, change is noted across both cultivator end non-

cultivator houssholds, as well as across all the informal credit agenciea.

The structure of the rural ICM itself hes undergone afsex-chéngsl
in recent decades. Ths combined shares of ths so-called commercial lenders,
viz., egriculturiat and professional moneylenders, landlords and traders,
in ths totel credit from the informal sector came down from 81,5 percent
in 1962 to 62.3 percent in 1972, Ouring 1972-82 the total debt of all
rural households to ths above agencies declined not only in relative
terms but also in absoluts terms. On the other hand, cash dues outstand-
ing to the credit of relatives and friends registered a ateady increase

since 1962, a significant development. (see Table 5.4).
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Teble 5.4 3 Trends in informal credit according to Credit sgencies

Credit Agasncy

Lendlord

Agzi,. moneylender
Prof, monsylender
Trader
Relatives/Friends

Other scurces

Total

1962 1972 1982 Increase during 1972-82

Amount Parcent Amount Percent Amount Percent Amount Percent
Rs,crores Rs.Crores Rs,crOres Rs.Crores

25,05 1.07 324,05 12.20 242,59 10,23 (=) 81.46 (~) 25.13
1281,03 53;92 867.15 32,62 523,07 22,07 |(=)344.08 (=) 39.67

415,90 17.50 517.16 19,95 504.13 21.27 (=) 13.03 (=) 2,51

213.98 9.00 325,07 12.23 207.15 8,74 |(=)117,92 (=)36 .27

190.02 7.99 518,80 19,52 553,62 23.36 |(+) 34,82 (+) 6.M

248,87 10,47 105.52 3.97 338,53 14.28 |[(+)233.01 (+)220,.82
2374,.45 2657.74 2369,09 (~)288,.65
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Large scale pumping of institutional credit, especially through
commercial banks, into the rural sector during the seventios may lead
to a widening of the rural credit market or undermining of its segmentae-
tion. Since the conduct of the latest round of the survey (1981-82),
more public funds have been pumped into the rural sector un&er various
schemes like Integrated Rural Development Progremme (IROP), Rural Labour
Employment Generation Programme (RLEGP) etc. all of which might contri=
bute to widening the options before those segments of the rural households

which used to lean too heavily on particular informal lenders,

In brief, the findings of the AIDIS do not seem to reflect depen
dance of any particular group of rural borrowers exclusively on any
particular lender type. The All India estimates in the process of aggre-
gation may have perhaps erased the degree of segmentation prevailing at
the micro level. Therefore, to get a true picture on the ground we will

have to observe the situation at the village level,

The Structure of ICM in the Selected Villages

Before we turn to the ICMs in our selected villeges, let us take
a look at the structure of the overall credit markets, The structure of
the credit markets in the selected villages under the present study seems
to broadly conform to the countrywide pattern observed earlier. In five
out of the six selected villeges the share of informal credit agencies
in the total debt outstanding and in the total borrowing is significantly

emaller than that of the formal credit institutions. (Table 5.5).
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Table 5.5 & Outstanding Loens 3 No. of Reporting Households and Amount

Villege

Thirunavaya
Thelikulem
Anikad
Fzhwuione
Vilpatti

jlockuperd

No. of

samplo
hous e
holds

ks e = wp e

68

82

77

95

76

79

Formal Credit Agencies Informel Credit Agencies Total
No., of % of Amount ocutstanding | No. of % of Amount outstanding | No. of % of Amount outstanding
i:‘g’“"‘ :f"n;‘" Total per L“\g”t' :fg;"' Total  per ::g;‘" ::f‘;" Total per
house- housg= :g:ga— house- house- :2239- house- houdo- :o;:e~
holds holds holds  holds holds holds olds
&. k. B. k. h. B.
13 1912 24200 355,88 22 32.35 144250 2121.32 35 51.47 168450 2477.21
(14.37) (85.63) (100)
46 44,58 198782 2394,96 12 14,46 67419 812,27 S8 39,04 266201 3207.24
(74.67) (25.32) (100)
39 46,05 258198 3353,22 18 23,38 66187 859,57 57 69,44 324385 4212,79
(79.60) (20,40) (100)
43 41,05 673762 1829,07 10 10,53 48652 512.13 53 51.58 222414 2341,20
(78,12) (21.87) (100)
44 53.95 314079 4132.62 12 15.79 36130 475,39 86 69.74 350209 4608,01
(89.68) (10.32) (100)
9 11.39 71813 909.02 4 5.06 24800 313,92 13 16,45 96613 1222.94
(74,33) (25.67) (100)

Notes Figures in brackets denote percentages
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The proportion of households repor—ting outstanding debt due to
formal credit institutions is significently larger than that for the
infornal credit agencies in all the selected villages except in Thirunavaya.
In five of the villeges, the ratios of the number of households reporting
outstanding loans from formal and informal sources respectively are in
the range of 1.42 to 4.33, while in the exceptional case it is 0.5.

As for the distribution of the outstanding loan amounts between the two
sectors, again except Thirunavaya, the shares of formal credit institu-
tions are around three-fourths or more of the tota. - in Thirunavaya, the
share of informal credit agencies exceeds four~fifths of the total amount
outstanding. Thus, in terms of either the proportion of houssholds report-
ing or share in the total volume of outstanding loans, the credit market
in the majority of the selected villages is dominated by the formal sector,
the one exception being Thirunavaya, It is significant to note that the
proportion of outstanding debt saved to formal credit institutions by

the non-cultivator households is also quite high: in two of the villages,
it is higher than the corresponding proportion for cultivator households,

(Table 5.6).

The distribution of borrowings according to credit agencies
during 1986=-87 conforms to the same pattern as that af outstanding loans
presented above. In terms of the proportion of households reporting
borrowing as well as amounts involved, the formal sector has a signifi-
cant lead over the informal sector. In four out of the six villages,
the proportion of households reporting borrowings only from the formal
sactor is greater than those who have borrowed from informal sources.

(Table 5.7).
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Table 5.6 : Debt Outstanding classified according to occupational Groups end Credit Agencies
Cultivator Households Non=cultivator Households
Formal Aggncias Informal Agencises Formal Agencies Informal Agencies

Y111°9° No. of Amount Amount [No. of Amount Amount |[No. of Amount Amount [No, of Amount Amount
repor- per re- per . - |[Tepor- per re- per repor- per re- per repor= per re- per
ting porting sample {ting porting sample |[ting porting sample iting porting sample

house- house- house-_ |house- house= house~ (house- house- house- |house~= house~ house-

holds holds holds holds holds holds holds holds holds holds holds holds

A Rs. s Rse Res T s, fise Rse s

Thirunavaya 3 1333.,33 235,29 7 7742,86 3168,24} 10 2020.00 396,081 15 6003,33 1765.69
Percent 6,87 93,13 18,32 81.68

Thalikulam .5 8319380 3466.58 1 575.00 43.75] 40 3929,57 2213.85} 11 6081,27 942,17
Percent 98,75 1.25 70,15 29,85

Anikad 15 4255,13 2279.54| 10 4395,20 1569,71| 24 8098,79 3966,73 8 2779.38 453,78
Percent 59,22 40,78 89.73 10,27

Ezhukone 11 3404,50 1170.19 1 7500,00 199,05} 30 4549,.87 2163.75| 9 4572,44 653,21
Percent 29,77 9.2% 76,81 23.19

Vilpatti 12 7477,76 4273.01 1 4000.00 190.,48| 23 6828,13 2855,40 | 11 2920,91 584,18
Percent 95.73 4,27 83,01 16.98

Mookuperi 3 12917.00 3522,62 1 8000,00 727,27 6 5510.,33 486,21 3 5616.67 247.79
Percent 82,89 17.11 66,24 33,75
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Table 5.7 s Borrowings during the reference period t number of reporting houssholds and

amount borrowed

All housgholds

Average
Formal Credit institutions (only) Informal Credit Agencies (only) From both sources borrowings
No. of No. of : . . per house-
Vill ssmle repore -——UEEent borrowings No. of ____ Current borrowjngs | No. of _Current borrowings hold from
age amp P Total  per per R.H, Total per per R.H, Total  per per |all sources
house=- ting
holds hous e R.Ho SeHe R.H. SoHo R.H. S.H. (col.s, 9’
holds Rs. Rse Rs..- Rse Rs. Rs, Rse Rs. R and 12)
1 2 3 4 5 6 ' 7 8 9 10 1 12 13 14
Thirunavaya 68 10 49940 4994 734.41| 34 49045  1442,50 721.25 14 76349,98 5453,57 1122.79 2578.45
(14.71) (50.00)
Thalikulem a3 19 101545 5344,47 1223.43| 15 50350 3356.67 606,63 2 13975,00 6987.50 168,371 1978.43
(22.89) (18.07)
Ani kad 7 33 141670 4293,03 1839.87| 6 8150 1388.33 105.84 12 81792.00 6816.00 1062.23 3007.74
(42,86) (7.79)
Ezhukone 95 22 81250 3693.18 B855.26] 11 20950 1904,55 220,53 5 23200.00 4640.00 244.21 1320,00
(23.16) (11.58)
Vilpetti 76 13 59370 4566.92 781.18| 18 20440 1135,56 268,95 1 129844.99 11804.09 1708.49 2758.62
(17.11) (23.68)
Mookuperi 79 18 82200 4566.,67 1040,51| 17 32705 413,99 413,99 3 3400,01 11466.67 435,44 1889.94
(22.78) (21.52)

Notes : R.,H, = Reporting Houssholds;

S.,H, = Sample Households

figures in brackets denote the percentage of households,
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The average size of loans from the formal sector is found to be larger

than that from the informal sector. The ratio of average debt per house-
hold in the two groups of borrowings, i.e. borrowers from either formal

or informal sources only, renges from 1,01 in Thirunavaya to 17,38 in
Anikad. However, there are a few households in each village who ‘have
borrowed from both the source, Naturally, the amount borrowers per report-
ing household of this group is higher than the average per reporting
household for the other two groups of households, The reason is far to
seek. Those households which have access to both sources of credit would

be able to get higher amounts from both.

The borrowings by cultivator and non-cultivator households
according to sources of credit are summarised in Table 5,8, It may be
noted that the cultivator houssholds obtained a much larger proportion
of the loans from formal credit institutions except in Thirunavaya where
the share of the informal credit egencies is about 64 percent of their
total borrowings, It is interesting to note that the non-cultivator
households have had almost equal access to the formal credit sector.

The averege aize of loans from the formal credit institutions in their
case is higher than that of the cultivator households in the majority of
villages, In all the villeges, except Thirunavaya the borrowings by non-
cultivator households from informal agencies, account for less than one-
half of their total borrowings during the reference period. Further, the
proportion of loans from informal agencies to non-cultivator households

is less then that in the case of cultivator households in three of the

villages. Among the different categories of non-cultivator houssholds,
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¢ Borrowings classified according to Occupation of Credit Agencies

(Rs. per household)

‘Cultivator Houssholds

None-cultivator Households

Villege Formal Informal
Rse Percent Rs, Percent
Thirunaveya 652,79 36,19 | 1151,25 63,81
Thalikul = 569.87 73,56 204,81 26,44
Anikad 2190,90 74,73 740,90 25.27
Ezhukone 906.31 82.04 | 198.42 17.96
Vilpatti 2308.17 68,36 | 1068,42 31.64
Mookuperi 855,71 83.87 | 164,56 16,13

Total
1804,04
774,69
2931.81
1104,73
3376.59

1020,27

Formal Informal

Rse Percent Rse Percent
1256.62 48,55 1331.76 51.45
2171.,08 51,96 2007.28 48,04
3339.,41 86,15 536,71 13,85
1672,6> 71,84 655,78 28,16
2027.15 75,09 672,50 24,91
1344,94 68,94 620,32 31,56

Total
2588,38
4178,37
3876.12
2328,42
2699.65

1965,25
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those engaged in household industry, crafts, etc. the self-employed,
have met a relatively high proportion of their credit needs from the
formal sector. Even in the case of agricultural and other casual labour
households, the proportion of loans from the formal sector ranged from

two=thirds to three-fourths of the total in three villages. (Tablb 5.9).

Coming to the informal sector, friends and relatives constitute
the leading credit agency in all the six villages, They are the one
source from whom the largest proportion of households are reported to
have loans outstanding, They also account for the highest proportion
of the amounts outstanding in all the villages, ranging from 56,73 percent'
in Anikad and 100 percent in Mookuperi. (Table 5.10). Next to friends
and relatives, professional moneylenders lead the rest in terms of the
proportion of reporting households and total amount outstanding to their
credit, though this category is not reported in two of the villeges,
Agriculturist moneylenders come next in order in terms of coverage as
well as amounts involved. But outstanding loans are reported only in
three of the selected villages, and the total number of loans among
them add up to only six. Outstending loans due to traders are reported
in only two villages, and the number of reporting households was merely
one each. As a source of credit landlords are accompanied by their

absence in all the villages.

No systematic pattern seems to emerge from the analysis of
outstanding debts emong different occupational groups vis-a~vis different
categories of informal lenders. The informal agency to.which any oCCu=

pational group owes loens outstanding varies from village to village.
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Table 5.9 : Borrowings by sample households classified according to credit agency
Percent

Y] Household indus- Agrl, & other All non-

~
Village by Cultivators try, crafts etc, Selsry esrner casual lebourers cultivators _ |

\\;“"“ fFormal Informal | Formal Informel | Formal Informal | Formal Informal | Formal Informal

.------&------—.---------_---------.--------------“-----—
Thirunavaya (% | 36.19 63,81 52.73 47,27 c.00 100.00 30.87 69.13 48,55 51,45
Thalikulam ¢ 73.56 264,44 49,70 50,30 62,73 37.27 39.85 60,15 51.96 48,84
Anikead 7 74.7 25,27 61.02 38,98 98.71 1.29 68.77 31.23 86.16 13,85
£zhukone U5 | 82,04 17,96 79.219 20,79 87.55 12.45 75.61 24,39 71.84 28,16
Vilpatti 1% 68.36 31.64 56,08 43,97 Nil Nil 76,89 23.11 75.09 24,91
Mookuperi 18 83.87 © 16.13 67.96 32,04 45,92 54,08 0.00 100.00 69.44 31,56




Table 5.10 ¢

100

Cash loans outstanding to all informal credit-agencies

(total for all reporting households) "

Village Agrl. moneylenders | Prof. moneylenders Traders Relatives & Friends Total
..--.Hst.---------fs:-...%-----ni'---.%--.--Ri'--- _% 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 500 1.85 11752 24,16 - - 36000 73,99 48652
Vilpatti 740 2,05 9390 25,99 - - 26000 71.96 36130
Mookuperi - - - - - - 24800 100 24800
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In the case of cultivator households, friends and relatives are the
leading informal creditors in the majority of the study aress. Profe-
ssional and egriculturist moneylenders are a source of credit to
cultivators in only two villages., Traders are not reported among creditors
"of this occupational group except in Thirunavaya, but there too Qhey have
only a marginal role. For other sub-groups there is hardly any evidence
to suggest a particuler group leaning too heavily on one particular cate-
gory of informal lenders. On the other hand, one type of creditor may
have lent to most of the occupational groups, as for example, professional
moneylenders, or friends and relatives in some of the villages. Agricul-
turist moneylenders and traders, on the other hand, sppear as the least
prominent categories in most of the study areas viswa-vis different occu-

pational groups.

As notsd abovae, among the informal lenders, relatives and friends
lead the rest by a substantial majority. From the six villagaes, 53 house-
holds have reported outstanding loans due to their relatives and friends.
Obviously, loan transactions in this sube-market are non-commercial and
are based on kinship relations. In the nature of things, this sub-market

is likely to be highly segmented, both spatially and socially.

The number of households reporting outstanding debt to profe-
ssional wmoneylenders in four villeges added up to only 19; in Thirunavaya
and Mookuperi no household reported ocutstanding debt to this agency,

In the four villages where a few households have reported outstanding
debt due to this agency, they are distributed among different occupational

groups. That is to say, there is no systematic bias in the distribution

of credit from professional Moneylenders in favour of a particular group
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of borrowers. Notwithstanding this, there is apt to be segmentation of
the sub-marketé the boundary being determined by locality. In the

case of agriculturist -moneylenders and traders, as observed earlier, the
number of houssholds reporting outstanding debt is too small to bring
out any pattern as regards the direction of its flow. Howéver, these
sub-markets ere ap£ to be segmented since the lenders would rather prefer
to extend loans to those parties who are from thair own home village,
known to them well and over whom they have some hold. 68ut, then, the
number of households reporting outstanding debt owed to particular cate-
gories of informal lenders in each village is too small to bring out any

inherent systematic pattern of lendes-borrower relationship.

Coming to the borrowings from the informal sector during 198687,
again relatives and friends account for the largest proportion of loans
in the majority of the selected villages. (Table 5.,11). The share of
relatives and friends in the total borrowings from the informal sector
ranged from around 63 percent in Anikad 79 percent in Thirunavaya. .The
average 8ize of the loans from relatives and friends is also, by and large,
comparatively large., Naturally, the loans from relatives and friends are

distributed among all occupational groups,

In terms of the volume and proportion of loans, the professional
moneylenders come next in order of importance. The number of loans extended
by them varies from one in Mookuperi to 28 in Vilpatti., Their share in the
total amount of loans from the informal sector ranges from 8,23 percent

in Thirunavaya to 30.31 percent in Thalikulam, The distribution of these
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Table 5.11 ¢ Borrowings classjfied according to Credit Agencies
(total for all housshold)

Agricultural

Professional

Village moneylenders moneylenders Traders Relatives/friends Total
fse Percent Rse  Parcent Rse Percent s, Percent Rs,
Thirunavaya 200 .11 13750 8,23 '21245 12.72 131850 78,93 167045
Thalikul am - - 35875 30,31 - - 82500 69.69 118375
Anikad 17650 19.39 15200 16.70 500 0.55 57650 63,35 91000
t£zhukone 6700 8. 80 17400 22,85 - - 52050 68,35 76150
Vilpatti 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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loans according to the occupation of borrowers is shown in Table 5,12,
Cultivator households and other self-employed, i.e. those engaged in
household industry, crafts, etc. together account for more than two-thirds
of the total loans from professional moneylenders in all the village
together. In two of the villages, cultivator households account'for more
than three-fourths of the totel loans from this source, while in two other
v111a§;s those engaged in hquaehold industries and crafts claim more than
one=half of the loans, The number of loans taken by the wage labour
households as a whole exceeded that by other occupational groups; but the
average size of loans to this group is small. Their share in the total
amount lent by professional moneylenders falls in the range of 5.4 to
37.09 percent. In the nature of things, this sub-market is apt to get
segmented spatially, for no professional moneylender would be inclined

to lend to labour households or even cultivator households outside his

home village.

Agriculturist moneylenders and traders are less prominant. In
two of the villages, no loans from agriculturist moneylenders were reported,
and in the remaining four the number of ioana varied from 1 (Thirunavaya)
to 6 (Aniked). For all the four villages together, the total number of
loans comes to only 12, O0f these 4 go to cultivstors and 4 to wage earners.
Apparently those loans do not fall into the conventional type where the
borrower is a tenant or employee of the lender, and where other considera=
tions are involved, As for traders, they a8 a source of credit are
conspicuous by their absence in two villages, and in one of them just a

single loan is reported.
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Table 5,12 s Distribution of loans from professional moneylenders
according to occupational groups

Village

Thalikul am

Anikad

' Ezhukone
Vilpatti

Mookuperi

Household {ndus-

Agricultural &

Thirunavaya

Total Cultivators try, crafts, stc. Saleried employeaJ other labourers Otheti__ _
R I T o T o T Ot
18 13750 2 10800 78.54 4 1000 7.27 - - - 10 1700 12,36 2 1250 1.82
23 35875 | 2 3500 9.75| 11 18075 50.38 2 5000 13.95 5 1950 5.44 3 7350 20.49
9 15200 2 11500 75,66 - - - - - - 5 1600 10,53 2 1400 9.21
10 17400 2 3000 17,34 3 2300 36.21 2 900 5.17 2 4200 24,14 1 3000 17.24
28 14210 > 1200 8.44 6 7500 52.78 - - - 16 5270 37.09 3 240 1.69

1 12000 1 12000 100 - - - - - - - - - - - -
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In the other three places, the number of loans varied from 7 to 30.

0f the total 46 loans from traders, cultivators and labour households
received 15 loans each, and the rest is distributed among the other
occupational groups. Thaese creditors are mostly owners of gracery shops
located in the same village as in Thirunavaya or itinerant merchants
selling cloth and domestic utensils as in Vilpatti and Mookuperi. Treders
belonging to the conventional typology who advance loens to cultivators

on the condition tﬁat the latter sell their crop to the former have been

reported in Anikad and Vilpatti. But the majority of traders observed

in our study areas sell goods on credit and do not extend cash loans,

In brief, the rural credit market in general has been undergoing
a structural transformation in recent years with the expansion of the
formal credit sector undermining the role of informal lenders. With all
sections of rural households getting a share of the expanded formal sector
credit, informal lenders of the commercial type like professional moneye
lenders, traders, etc. suffered a set back, Certain changes in the
socio-aconomic conditions further weekened the hold of informal lenders
over their debtors and placing restraints on their exploitative tactics,

The net outcome is a change in the structure of the ICM itself which is

no more dominated by lenders of the commercial type.

Other charactorjstjcs of the ICM

(a) Sizg of loans

The average size of loans from the informal sector is comparatively

small, smaller than those from the formal credit institutions, A larger
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proportion of the borrowers from these ageﬁcies may belong to the low
income groups. The bulk of their borrowings may be for the purpose of
meeting necessary consumption expenditures. They are also comparatively
loss creditworthy, with less valuable collateral security to offer. On
the other hand, the loanable funds at the disposal of informal lenders
mey also be limited. Thus, factors on both the demand for and the supply

of credit from the informal sector tend to lower the size of loans,

In our study areas, the average size of outstanding loans ranges
about Rs, 1984 at Vilpatti to Rs.4000 at Thalikulam, As for the borrowings
during the reference year, the size of loans falls in the range of a
little over Rs.927 at Thirunavaya to Rs,2894 at Thalikulam. A good propor-
tion of the borrowings, from oné quarter at Thalikulam to two-thirds at
Thirunavaya, is balow fs,500. (see Table 5.13). It may also be noted that
the average size of loans from the informal sector is smaller than that

from the formal sector,

The small size of loaens has some cost implications., Obviously,
for a given amount of loanable fund, the smaller the average size of
loans, greater the number of loans, The real cost of administration
- the time the enérgy involved in the disbursel of these loans and their
recovery, maintenance of accounts, etc. for loans of small size = would
be high. Naturally, formal credit institutions develop no allergy to

small-sized loans,
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Table 5,13 A: Number of Loans outstanding classified by size of loans from

Informal Credit Agencies

Thi T
Size of loans hirunavaya halikulam Anikad tzhukone Vilpatti Mookuperi
fe No. % No. % No. % No. % No. % No. %
1. S00 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 - - ;1 500 | - - 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
Total 25 100 15 100 20 100 13 100 15 100 6 100

5.13 Bs Number of Loans borrowings classjfied by Size loans from
Informal Credit Agencies : :

Size of loans Thirunaveya | Thalikulam | Anikad Ezhukone Vilpatti Mookuperi
i
fise No. % No., & No., % No. % No. ;3 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 | & 22,22 - - 1 4,55
4, 2501 - 5000 3 4,17 6 37,50 | 2 7.41 | 2 1.1 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
Total 72 100 16 100 27 100 18 100 39 100 22 100
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(b) Security

The non-cultivator households account for the majority of the
number of outstanding loans and borrowings from the informal sector in
all but one of the selected villages. The singular excaption‘is that of
Ezhukone where the proportion of borrowings by non=cultivator households
is slightly less than one-half; but even here, the proportion of out-
standing loans of the group is above three-fourths. The nonecultivator
group of households which include agricultural and other casual labourers,
artisans, etc, are comparatively poor. Agricultural and other casual
labourers account for a sizable proportion of the total number of loans
- both outstanding and borrowings -~ in the selected villages. The share
of the above cataegory of housgholds in the total number of outstanding
loans of all non-cultivator households falls in the range of 25 to 82
percent; the corresponding proportioha of the number of borrowings ranges
from 15 to 72 percent. Apperently, the nonecultivator households are less
- creditworthy in terms of the value of assets they can offer as collateral
against loans., Therefore, a comparatively higher proportion of thair

loens, i8s against personal security,

For the sample households as a whole, the proportion of outstand-

ing loans against personal security ranges from 20 percent in Vilpatti to
) v (Table 5.14).

95‘percent in Thirunavaya.[ In three of the six villages, loans against
personal security outnumber those sgainst other forms of security. The
proportion of borrowings against personal security ranges from 30 to 79
percent being above 50 percent of the loans in half of the villages.
Gold, land and buildings are three tangible assets offered as collateral,

though in a far fewer cases of either outstanding loans or barrowings,
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Table 5.14 A ¢ Number of Outstanding Loans from informal credit agencies classified
according to Security
Thirunavaya| Thalikulaem Anjikad Ezhukone Vilpatti Mookuperi
Security
No, y 4 No. % No. y 4 No. % No. % No. )4
Personal sgcurity 36 94,74 30 46.15 25 36,23 17 26.98 15 20,00 10 58,82
Gold 2 5.26 21 32,31 21 30.43 8 12,70 2 2,51 3 17,65
Land/building - - 11 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
Total 38 100 65 100 69 100 63 100 80 100 17 100
5.14 B ¢ Number of Borrowings from informal credit agencies classified according ’
to security
Thirunavaya | Thalikulam Anikad Ezhukone Vilpatti MookUperi'
Security
No. R No, % No. % No. % No. % No. %
Personal security 77  78.57 12 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 21 40,38
Land/building 3 3.06 3 7.69 18 18,39 20 35.7M 21 31.34 2 3.85
Others - - - - 1 1.02 3 5.36 3 4,48 2 3.85
Total 98 100 39 100 98 100 56 100 67 100 52 100
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Obviously, the type of security would very between different
groups of households., For instance, the proportion of the loens against
land or buildings as the security in the case of cultivator households
should be greater than that of other ogcupational groups. However, be
it noted that even in the case of cultivators, land or building is not
the sacurity for the majority of loens. For the ‘other self-employed'
group, i.e. those engaged in household industry, crafts, trade, restau=
rants, etc. personal security and gold together account for a substantial
proportion., The largest proportion of loans to agricultural and other
labour households is against personal security. As between different
lender types, we do not observe any marked differences in the security

accepted against loans,

The implications of a high proportion of the cutstanding debt
and borrowings against personal security are obvious. The lendars have
to have a strong hold over their clientele. This leads to segmentation

of the ICMs,

(e¢) Duration of loans

Given the type of lenders in the ICM, the sources and quantum
of loanable funds and nature of the credit transactions, the duration of
loans in this merket should be short. As is well documented, the informal
lenders in the rural areas in India and other third world countries gene-
rally do not receive deposits, but lend out of their own resources. In

the nature of things, funds at the disposal of an informal lender will be
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limited. At the same time, tao many potential borrowers may be approach-
ing Aim. Therefore, the lenders would not like to lock their funds in
long term or medium term loans. As noted earlier, in our study araas,
the largest proportion of informal credit - loans outstanding and
borrowings - is from friends and relatives. The funds at their disposal
to repeat, are limited, and further, their status changes from day to
day; that is, today's lenders will be‘tomorrow's borrowers. If so, these
households, while able to spare some cash now will anticipate shortfall
in their income in the future sooner or later, They, therefore, are
compelled to restrict the duration of their loans to any party, however
close the relationship. financial constraints and pressure of demand
may compel the other informal credit agencies also to restrict the dure-

tion of their loans,

In the majority of the ealécted villages, the largest proportion
of loans outstanding and of borrowings are of less than one year dura-
tion (Table 5.15A). In half of the villeges, more than four-fifths of
kha outstanding loans due to informal agencies have a duration of one
year or less., Anikad with the highest.proportion of outstanding loans,
85 percent for 5 years or over, is at the other end of duration scale.
Coming to the borrowings during the last one year (1986-87), the pattern
across the villages is more or less the same as in the case of outstand-
ing loans (Table 5.15 B). In three of thase villeges, loens with duration
of one year or less exceed 90 percent in two villages, loans of the above
duration add up to more than 60 percent. And in the remaining village,
viz,, Anikad, they come to about 30 percent where as loans with longest

duration, five years and above, constitute over 70 percent. It may be



113

Table 5,15 A ¢ Number of Loans Outstanding due to Informal Credit Agencies
According to Duration

Duration - Thirunavaya | Thalikulam Anikad Ezhukone Vilpattd Mookuperi
(months) No. % |No. % No. % No. % No. % No. %
1« 6 12 48,00 14 93,33 2 10.00 > 23,08 2 13,33 4 66,67
6 - 12 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 53.8 3 20,00 1 16,67
Total 25 100 15 100 20 100 13 100 15 100 6 100
5,15 B 3 Number of Borrowings from Informal Credit Agencies according
to Duration
ODuration Thirunavaya | Thalikulam Anikead Ezhukons Vilpatti Mookuperi
(months) No, Pt No. % No. No. % No. % No, %
1=- 6 65 90.28 15 93,75 7 25,93 5 27,78 26 66,67 19 86,36
6 - 12 6 8.33 - - 1 3.70 6 3333 2 5.13 3 13.€4
12 - 24 1 1.39 - - - - - - - - - -
24 - 36 5 12,82 - -
36 - 60 1 2,56
60 - - 1 6.25 19 70,37 7 38,89 5 12,82 - -
Total 72 100 16 100 27 100 18 100 39 100 22 100
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recalled that Anikad has highly commercialised agriculture demanding heavy
investment with a comparatively long gestation period, Given the direction

of the flow of credit, its duration turns out to be long.

In an earlier section we examined the size of loans. 1s there
any relationship between the size and duration of loans? On the éne hand,
there are strong reasons for this type of lenders to restrict both the
size and duration of losns, On the other hand, credit used for certain
purposes like investment as mentioned sbove in the case of Anikad, tends
to be both large in volume and long in duration. Therefore, ths associa-
tion cannot be unidirectional. The analysis of correlation between size
of loans - outstanding and borrowings -~ and their duration has yielded

the following results.

Correlation coefficients of loan size and duration

Qutstanding loans Borrowjngs

Thirunavaya 0.270 0.500*
Thelikul am 0.110 0.554*
Anik ad «0.060 0.357
Ezhukone 0.314 0.034
Vilpatti -0,013 0.395*
Mookuperi 0.824* 0.108

* Indicates that the Coefficients is significant at
5% level,

Thus, the correlation between size of outstanding loans and

their duration, as agreed upon at the time the loans were taken, is positive
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in three out of the four Kerala villages; and in one of the villages from
Tamil Nadu it is not only positive but significant 5 percent level. The
correlatioq coefficient is negative in ons each of the villeges from the
two States. As for the association between the size of borrowings during
the reference period and duration of loans, the coefficient of correle-
tion is positive in all the six villeges. It may be noted that ;he
coefficients are significant at 5 percent level in three instances. Thus,
apparently, the results of the above analysis seems to suggest that for
our sample households the essociation between size of loans and duration
is generally positive. However, no generalisation can be drawn from
these results, given the limitation of the data such as small number of

observations and heterogenity of the borrowers and lenders.

Inter linkege of Credit, Land, Labour and Community Market

One of the characteristics of the ICM which leads to its segmente-
tion is the interlinkage between credit and transactions in land, 1labour
and commodity markets. Given the social structure, powsr relations, limited
access to formal credit sources and highly personalised nature of informal
credit transactions, the options before a good proportion of borrowers
are limited to parties with whom they have other ties: their landlords if
they are wage earners, village merchants or their agents trading in food-
grains or other craps or farm inputs if they are cultivators. The lenders
under each category presumably have strong reasons for preferring their
respective clientele, and alao on the part of borrowers for approaching
particular sources of credit. While such associations facilitate credit

transactions, the latter tends to reinforce the former.
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The rationale underlying the interlinkage of credit and other
markets, and the extent of its prevalence have attracted a great deal of
research efforts in recent years. It has been argued that the conjoint
exploitation in interlinked markets by a dominant party like the landlord

enhances his power more than he otherwise would have enjoyed had he been

operating in only one merket. (Bharadwaj, 1960, p. ). Interlinked,
personalised, transactions also act as a formidable barrier to entry for
a new potential competitor from outside, and is thus a source of addi-
tional monopoly power for the dominant partﬁer in such transactions

(Bardhan, 1980, )e It is further argued that

"Interlinking of transactions in different markets
is also a very effective way for the dominant party
to avoid social or legal controls on charging high
prices in some markets and to select criteria for
rationing scarce resources®. (Ibid., p.94).

Bardhan observes that the link between credit contracts and
labour-tieing arrangements is one of the most important aspects of pro-
duction relations in a poor égrarian aconomy. Thanks to certain distinct
characteristics of agricultural production in these economies such as the
weather factor, unpredictébility of the.timing of different operations,

the time constraint, etc.

"the employer is usually keen on entering into some
implicit or explicit contract with workers about a
dependable supply of labour at the right time.ee.e.
Since the employer puts a high premium on quick and
ready availability of labour, he is usually prepared
to provide their tied or committed 'workers with wage
advances long before the crop is harvested, and with
other kinds of consumption credit, some times- at
interest rates balow what the professional villege
moneylenders would charge for such credit”,

(Ibid., pe93).
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During the course of a survey of selected villages in Eastern India it
was found that in 68 percent bf the cases in West Bengal and 33 percent
in Bihar the casual labourer takes advances from his employer against
future commitment of labourj and in such cases he works at lower than
market wage rate at the time of employment. The payment of 1nteFest thus
takes the forms of wage cut. (Bardhan.and Rudra, 1978, p.379). Reporting
on the results of another survey on the terms and conditions of labour
contracts in West Bengal, Bardhan and Rudra observed that in 86 out of
the 110 sample villeges, the system of loans against labour existed.
Under this system, known as Dadan, a labourer takes cash or grain loan
in the lean season from a potential employer against commitment of future

labour when the latter needs it,

"In 58 of these villages the number of labour days in
which the loan is repaid by the labourer is calculated
at an imputed wage rate which is below the market wage
prevailing at the time of repayment. The imputed wage
rate is sometimes prefixed at a given level which is
below the market wage rate by a fixed differential,
The difference between the ruling wage rate and the
imputed or accounting wage is the implicit cost of the
loan", (Bardhan and Rudra, 1981, p.93; See also
Bardhan and Rudra, 1979, p.1483),

In a recant study on credit market in Sambalpur district,
Kailas Sarap (1986) has made a detailed analysis of interlinkage of
credit, and land, labour and commodity transactions among small and
marginal farmers, tenants and agricultural labour houscholds in the
region. The study has brought out the presence of a variety of linked

credit transactions involving land, labour, inputs and output, while
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credit is central in all types of linkege. However, tieing of credit with
output and labour are the two ﬁost important forms of linkage. The lenders
with whom labour-tieing arrangements are entered into were generally big
cultivators, The labourers takae consumption loans, in cash or gain,
during the lean period with the outstanding that they would work ror the
lender-employer at the time of his needj; this type of linking consumption
credit with labour was observed in about one=-third of the households,

The commitment of future labour srvices is often at a predetermined wafe
which is lower than the market wage prevailing at the time of the execu-
tion of work, Thanks to the diffusion of the HYV technology, the success
of which depends on the timely performance of different cultivation
operations, and uncertainty about the supply of wege labour at crucial
periods in the crop growing season, cultivators place a high premium on
the quick and ready availability of labour. They, therefore, prefer to

offer credit against cominitted labour services.

Linking of land lease and credit markets used to be another
major type of interlinkage. It has been argued that in the context of

imperfect capital markets, linking is mutually convenients

"a tenant lacking suitable collateral may find in his
landlord the only source of credit, while the land-
lord may be willing to provide credit to his tenant
because he is better infarmed about his tenant's loan
repayment capacity, and also because he can accept
collaterels which are not acceptable to other

sources of credit". (Pant, 1980, p.243).

As noted in the case of other types, interlinkage, of credit and landless

markets also enhance the power of the creditor, i.e. the landlord-cum-moneylender,
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"Where regulations prevent the exeercise of monopoly
power in one of the markets, then, by linking trans=
actions in this merket with those in which the land-
lord has unrestricted monopoly power, the landlord
noutralises the edverse impact of the control".
(Ibide, p.244).

Linking of tenancy and credit is viewed as a convenient screening device
for the selection of borrowers. (Braverman and Guasbh, 1984, p.360),
As for the extent of its prevalence, according to the results of a
sample survey ef eastern India in the late seventies, landlords emerged
as an important source of credit for tenant farmers: 51 percent of the
tenants in West Bengal, 50 percent in Bihar and 55 percent in Uttar
Pradesh reported taking consumption loans from landlords, all repayable
in grains from the harvest shares of the tenants. Landlords sharing
of the costs of cultivation, es well as edvancing production loans alsao
worked out to more or less of the above order.

"Production loans as well as cost-sharing obviously

indicate a strong interest on the part of the land-

lord in productive investment on the tenant farms...

All this is a far cry from the usurious landlords

sninterested in productive investment", (Bardhan and
Rudra, 1978, p.377; See also Rudra, 1975, p.1050=-1051).

Of the total cash dues outstanding against all rural households
at the end of June, 1978, the proportion owed to traders and commission
agents were estimated at 8,7 percent, their share of the total due to
all informal credit sources came to 12,2 percent., The bulk of the credit
from traders and commission agents, viz,, B4.4 percent was taken away by
cultivators, (See Tables 4,2 and 4.3 in the earlier sections). Presumably,

a sizable proportion of such credit is linked, input or output linked,
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bscause

"petty merchants and shop keepers in the rural areas
salling to or buying from, farmers obviously have
substantial advantaeges in that their contacts with
farmers is intimate. They too can well assess the
credit worthiness of individual farmers, administer
loans at low cost and maintain the continuous sur~
veillance of individuel families which is so often
needed in poor rural localities",

(Ghosal, 1973, p.26).

According to the study on credit in Sambalpur district referred to
earlier, credit and input/output linkage was observed in the case of
a good proportion of the small farmers. (Sarap, op.cit., Table 3.2,

pe32. See also Kurup, 1976).

'

Neaedless to say, in a vest country of India's siza, there are
bound to be considerable inter-regional variations in the structure and
functioning of the rural informsl credit market., The role of the different
catggories of lenders, the extent to which different groups of rural house-
holds depend on tham, the prevalence and modes of inter-linkage, the

degree of exploitation, etc. will naturally vary from region to region.

Interlinkage of credit and landleese is not observed in any of
our study areas. In none of the selected villages, loans from landlords
have been reported, In Kerala tenancy had been abolished in the early
seventies. Though tenancy continues to prevail in Tamil Nadu, the land-
lord's hold over tenants has apparently weekened, presumably they have no
longer any incentive to extend loans to their tenants., The fact that in

our selected villages the cultivator households have been able to obtain
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loans from the formal credit institutions has also eroded the hold of

the landlords as a source of credit on exploitative terms and conditions,

Commodity-tied loans have been observed in some of the villages.
For instance, at Anikad rubber cultivators have been taking short term,
one to two weeks' duration, loans from rubber dealers on the condition
that they sell their produce to their creditors, However, it may be
noted that the rubber growers have easy access to formal credit institu-
tions., Moreover, being educated and resourceful they are not at the
receiving end. 0On the other hand, it would appear as though the traders
ar§ more keen on extending the loans to the growers in order to get hold
of the produce then the latter in getting the loan. There is a high degree
of competition among the traders and the cultivators are aware of it. The
latter also keep their eyes and ears open to the daily price trends of
rubber at different marketing centres which are reported in the local news-
papers and by the All India Radio. The tpaders do not charge any interest
on such commodity-tied loans. Nor are they able to levy en implicit
interest by underpricing the produce. In Vilpatti vegetable cultivators
are reported to take loans from traders from the wholesale markets, The
cultivators are committed to dispose of their produce through their creditors
at a pre-determined price. The loan is repaid through the delivery of eeop
which is valued at a price lower than the going price. Thus, there is some
implicit interest involved in the transactions, At Thalikulam, linked
credit transactions are reported in the fishing industry. The boat ouners,

majority of whom do not belong to this village, depend on the local middlemen
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for marketing their cagk and obtaining short term credit. The middle-
men auction the catch on the beach. The fish venders generally are
not able to pay the price on the spot, but require some time., But

in the meantime, the boat owners need cash to meet the expense such as
cost of operations, maintenance of the boat, payment of wages, etc.
They, therefore, seek credit from the middlemen on the condition that
the catch will be sold through them at a price arbitrarily fixed by
the middlemen. Though the loans are avowedly interest free, there is

apt to be a concealed interest in the price fixation.

The fishermen of Thalikulam who belong to the lowest strata of
sociaty lead a hand to mouth existence. Employment is seasonal and even
during the fishing season their earnings are subject to large variations.
Their access to institutional credit is limited and their employers, the
boat owners, are the only source of credit. Whenever they are in finan-
cial Bstress, they take loans from boat owners, committing their services
to the letter., The contract is wusually for one year, The loen is
adjusted from their wages. Apparsntly no interest is charged on the
loans, as the boat owners are keen on-ensuring the services of experien-

ced and hard working fishermen during the peak season,
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To sum up: The rural credit markets in the developing countries
are generally dominated by informal credit agencies. The ICMs in these
areas are characterised by personalised transactions and therefore seg-
mented. Interlinkage of credit with land, labour and commodity markets
is also observed. However, with expansion of formal credit and weakening
of the treditional institutions like tenancy and bonded labour, the
structure of the ICMs would undergo some tranaformation. The competition
of formal credit institutions which lend at subsidised, interest rates
would make moneylending by informal lenders like professional moneylenders
increasingly non-leurative and unattractive. The pressure would bo felt
also by landlords, sgriculturist moneylenders and traders., The outcome
would be a steady decline in the quantum of credit from the above
agencies. Given the inequitable distribution of institutional credit,
the households who are denied access to it would have to rely on informal
credit sources. Even in their case, the non-professional, non-commercial,
credit agencies, namely, relatives, friends or neighbours would emerge
as the principal sources of credit, In the process, interlinkage of
credit with land, labour and commodity markets would also get gradually
eroded. The findings of our field studies seem to exemplify the above
inferences on the structural transformation of the ICMs in the wake of
a steady expansion of formal credit and changes in the social and insti-

tutional set up in the rural areas of the country,



APPENDIX 3

Infor onders $ f c studles

To identify sources of informal credit like professional
moneylenders, agriculturist moneylenders, etc. and to elicit accurate
information on their sources of funds, businass'turnover, the terms
and conditions of loan trangactions are admittedly difficult even during
normal times., Certain recent developments in Kergla have made the task
more difficult, Since the first quarter of 1987 there has been a growe
ing manifestation of the erosion of the soundness and credibility of the
finance companies or the so-called "blade companies", as reflected in
the massive runs on theae inatitutions by deposfitors in different parts
of the State. A large number of finance companies downed their shutters
and their proprietors decamped, leaving a large number of persons from
all walks of life who, attracted by the high rates of interest, left most
of their savings with these agencies, Naturally, this evoked strong
protests from the public and demands for penal action against the culprits
and stringent requiation to prevent their recurrance. In the wake of
these developments, the State Government initiated steps to issue an
ordinance, closing the various loopholes in the Kerala Moneylenders®' Act.
And these developments had made the private moneylenders more inaccessible
and reticent when we launched our field surveys. We faced serious diffie

culties in eliciting the relevant information from moneylenders in the
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two Tamil Nadu villeges also, In the caae'of Mookuperi, the villagers
borrow from moneylenders located at Nazerath, When our Investigator
approached one of them in his office he was so rude that canvassing of

the questionnaire had to be given up., R new class of moneylenders
belonging to Devar caste is emerging here of late. Theoy are equally
unapproachable. An official of the same caste advised our field staff
not to approach the newly emerging group of lenders lest it affect comple-
tion of other facets of our study, if not personal risks. In Vilpatti,
the moneylenders ware less rude, but equally reluctant in parting with
the requisite information. For that matter, even borrowers were reluctant
to give any details relating to the activities of the professional money=
lenders. The case studies presented below may be considered against this

background,

A questionnaire was canvassed among such of these informal
lenders in the selacted villages as we could identify and who could be
persuaded to respond to our queries., The queries included their sources
of funds, the types of their clientele, amount lent, security accepted,
rate of inierest charged, average duration of loans, mode of repayment,
default rate, etc. Besides friends and relatives, professional money=
lenders, agriculturist moneylenders and traders were the main sources of
informal credit among the sample households surveyed in the course of
this study. We have cenvaessed our questionnaire only among moneylenders
and traders. Needless to say, against the particular background referred
to earlier, the respndents especially those from Kerala were more suspi-
cious about the objectives of the study and reluctant-to reveal all the

facts,
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(1) In Thirunavaya we could identify five monaeylenders, carrying

on credit transactions on a commercial basis. Only one of them is a !
fulltime moneylender.‘Vﬁ: is a Tamilian residing in the village in a
rented building. He has been lending mostly to small farmers, agricule
tural labourers and small traders. The loan amounts are small, Rs,300
being the maximum. Loans are advanced against personal security.
Repayments are in weekly instalments which he himself collects by going
from house to houses. Ouration of the loan is 10 weeks. He dcaes not
accept deposits, but when he feels lack of liquidity he borrows from his
friends or other moneylenders in Tamil Nadu. Last year he‘gaVG loans to
105 persons, a sum of about Rs,14000. Of these 75 borrowers were small
cultivators, and 15 each agricultural labourers and other households,
The rate of interest charged is high. For example, loan of Rs.100 is
repaid in 10 weeks at the rate of Rs.12.8 per week, R3.28 being the rate
of interest for 2% months. The remaining four combine moneylending with
other activities. Two of them, with medium size land holdings, 3.25 and
10.9 acres each, and income from agriculture at Rs.15000 and Rs.50000
respectively during 1986, may be designated as agriculturist moneylenders,
though one of them, besides cultivation, carries on arecanut trade. He
advances loans to arecanut cultivators on condition that the nuts when
ripe be sold to him, His clients are small and medium cultivators, size
of loans small and duration 5 to 6 months. During 1986 he advanced loans
to 8 such clients, and a totel sum of R,7400., Interest is exacted by
under=pricing the commodity by 10 to 20% of the going price when delivered

as repayment of loans, Thus, the rate of interest woyld work out to



iv

about 50% per year. He did not report any default. He sells the nuts

80 procured to a wholesaler who is a source of credit when he is in need

of cash. The second one under this category had inherited a large hold-
ing and agriculture has been his maln occupation. He started moneylending
activity wayback in 1940, During the initial period he gave loans in

kind, rice including seed, and later switched over to cash loans. His
clients were cultivators, large and medium. Owing to increasing default
rate, the difficulties he faced in litigation and also his advancing

age (he is now over 70 years), he has been reducing his loan transactions.
During the last two years he gave only 13 loans, a total sum of fs,2 lakhs,
The loen size ranged from Rs.500 to Rs.35000. The rate of interest reported
to be levied i8 20 percent. There is one case of a moneylender for whom
the mein occupation is said to be agriculture, but the area under culti-
vation during last year wes a bare 20 cents yfelding an income of Rs,2000,
Infact, he is a retired Civil servant, and his wife a retired teacher.

They have invested their past savings and retirement benefits such as
gratuity and provident fund in credit transactions. They are having
financial transactions with a few prople, mostly medium and small farmers.
Security depended on the size of the loans: small loan§ on personal security,
and for larger loans, ebove Rs,5000, landed property. During 1986, 15 loans
were given, most of them to cultivators, and they added upto Rs.32000. Mode
of loan repayment was flexible, both lumpsum and instalment systems were
allowed. According to the lender, the rate of interest charged varied,

but the average would be 30 percent.



(11) At Thalikulam we could contact four professionel moneylenders,
three of them being individual enterprises, and one a partnership firm,
As differant from traditional professional moneylenders, these agencies
receive deposits, a common designation used by them is ‘trusts'. The
oldest among these (Janata Trust) is an individuel enterprise, set up in
1964 with an initial investment of Rs.1000. The proprietor depended on
deposits from his friends and relatives as the source of loanable funds.
The office of the trust is located in his own building, and there are six
employees involving a monthly salary bill of Rs,3590. Though an individual -
enterprise, the scale of transactions is quite impressive. Ouring the
last two years, deposits to the tune of Rs.4 lakhs have been received, and
the annual turn over of loan transactions is claimed to be Rs.25 lakhs on
the average ! According to the proprietor, interest is paid on deposits

at the rata of 12 to 14%. Small farmers, agricultural labour and fisher=-
men households comprise the major groups of borrowers, Loans are extended
against gold and personal security., Ouration of the loans varies from 60
to 100 days. The rate of interest charged was reported to be 24%¥. During
1ast year only 4% of ihe borrowers or 16% of the outstanding loan amount
was defaulted. The second emterprise (Kallara farm) was started in 1970
with an initial investment of fs.8000. He has also been receiving deposits.
The office of the enterprise is located in a rented building. There are
two paid employees and their monthly salary will add up to Rs.650. Total
deposits received during the last two years came to fs.22000. On deposits,
interest is paid at the rate of 10 to 13%, as reﬁorted by the proprietor.
Total loan traensactions during the last two years added up to fs,4.5 lakhs.
The size of loans is small, in the range of Rs,50 to Rs.1000. Low income

groups of households 4including fishermen and agricultural labourers ere
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his principal borrowers. The rate of interest charged on the loan was
stated to be 24% on the averege. The default rate is not too high, 5%

of the borrowers, and 20% of the loan amount, given the fact that the
majority of his clientele belong to the low income groups, Another indi-
vidual proprietorship (Sukumar Trust) started in the mid-sixties, and with
an initial investment of Rs.7000 has made an impressive growth. The
enterprise haé grown apparently on the basis of deposits from friends

and relatives, involving a nominal interest of 12% only. He has housed
his office in a rented building, and is assisted by a staff of > members.
The annual turn over of loan transactions increased from Rs.22.6 lakhs in
1985 to Rse26 lakhs in 1986, The rate of interest on loans was reported

to be 24%. The default rate, both in terms of the number of borrowers

and loan amount was insignificant, viz., just 1%, The fourth is a
partnership firm (Idassiar Trust) with 15 partners started recently
(1984). The initial investment of Rs.3 lakhs was contributed by the
partners. It accepts deposits, the total deposits received during the
last two years comes to fs,21 lakhs, and the interest paid on deposits
reported being 10 to 12,5%. It is located in a build ng belonging to

the SNDP Trust (Sree Narayana Dharma Paripalana Sangham), an organisation
representing a particular caste (Ezhava). There are four employees include
ing the manager, the total monthly salar); bill coming to Rs.1500. The main
borrowers of the trust comprise small farmers and fishermen. The interest
on loans was claimed to be only 18%, but according to some respondents
from the village the actual rate of interest charged worked out to 30%

or more. Loans are mostly short term, upto 6 months, ahd secured against

the pledge of gold.
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(1i1) At Anikad, we could contact a dozen informal lenders: one profe-
ssional moneylender, four agriculturist moneylenders and seven traders or
dealérs in rubber., The professional moneylender started his business
quite recently (1983), with an initial capital of Rs.2.5 lakhs. The source
of his funds included his own household income, (he is cultivator, with
over 4 acres, three-fourths of which is under rubber), and contributions
from his brothers. The enterprise received deposits, the total of which
for the last two years was reported at about Rs.4.5 lakhs, mostly from
friends and relatives. The interest paid on the deposits was reported

to be 24%. The office of this enterprise is located in a rented bbilding
for which monthly rent being Rs.500. There is no salaried staff attached.
The scale of transactions has been quite impressive. Total turn over came
to about Rs.18 lakhs in 1985 and a little over Rs,19 lakhs next year. The
loans are given mostly on the security of gold pledged with the firm,
Duration of the loens ranged from > months to one year, and repayment
either in lumpsum or instalments is allowed. Most of his clientele are
small farmers, 219 of whom were recipients of loans during the last two
years. The rate of interest came to 36% on the average. The four agri-
culturist moneylenders had medium to large holdings in the range of 3.75
to 14,75 acres. Rubber is the principal crop, accounting for more than
two=thirds of the cropped area. The income from agriculture during the
last one year ranged from Rs,7000 to fs.30000. Three out of the foug normally
borrow from the local cooperative credit institutions, Anikad Reqgional Farm
Cooperative Benk. Majority of their clientele comprised cultivators,

followed by agricultural labourers, The loans are of short term duration,
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3 to 6 months, and are issued against the security of gold, land and,

to a limited extent, personal. There seems to be a uniformity in the
rate of interest charged; all the four have reported 36%. One of the
four in the category, the person with the largest numbef of houscholds,
viz., 75 of which 55 constitute cultivators, The maximum amount ;ent to
an individual varies from Rs.500 among agricultural labourers to Rs.5000
with large cultivators, He depends solely on his own resources, and

does not accept deposits or borrow from others. ODuring the last one year
he has lent a total amount of Rs.1 lakh on which he charged 36 to 60% as
interest. The duration of these loans is 3 months. About 10% of the
borrowers have defaulted, which constituted 5% of the loan amount. Traders
form a major source of credit. We could contact eight of them in the
village. All of them are dealers in rubber, By and large, their lending
is financed with ouwn resources; none of them had accepted deposits, and
only half of them had to sesk credit from cooperative society, commercial
banks or friends and relatives. Annual turn over of loan transactions
registered a significant increase between 1985 and 1986. In 1986, it
ranged from Rs,5.1 lakhs to Rs,23 lakhs, ngether these eight persons
extended loans totalling a little over Rs,79 lakhs, They limit their loan
transactions to cultivators, obviously to rubber cultivators, who are
committed to sell their produce to the trader - creditors. Apart from
this condition, there is no other security. There is no explicit interest
charged on the loans, According to these traders, there is no under=-
pricing of tﬁe commodity when delivered for settling the loan outstanding.

The duration of the loan is short, say 1 to 4 weeks. Perhaps, the growing
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competition among rubber dealers and the short duration of the loans

may be the factors underlying interest-free loans, if true,

(iv) At Ezhukone, we could contact five informal lenders, four
of whom were professional moneylenders and one an agriculturist money-
lenders. All of these enterprises were of recent origin, started:during
the present decade. Given their comparatively short 1ife and initial
investment, their rate of growth is impressive. Ffor example, one enter-
prise started in 1985 with an initial capital of Rs.30000 had a turn over
of loans to the tune of Rs.5 lakhsj another started in 1983 with an initial
investment of Rs.1.5 lakhs reported its total loan transaction of 15,19 |
lakhs in 1986, Of the four, only one, the oldest among them has received
deposits so ferj; the other three are of more recent origin, since 1985,
and they ere yet to establish their credibility. Two of them have augmented
own resourcaes by borrowing from friends and relatives on which they pay an
interest of 12 to 15%. Two of them are functioning with an office in a
rented building. The annual turn over of loan transactions varied from
Rse1e5 lakhs to Rse19 lekhs, Gold, landed property or personeal security
is the basis on which loans are extended.. Interest charged from 30 to
36%. The default rate is generally low. Of the four, the oldest is a
partnership of four members. Set up in 1983, it (Kumar Bankers) is a
typical finence company. Its initial capital was Rs.1.5 lakhs, contributed
by four parties. The bank is located in the proprietor's own building and
has eight employees. The monthly salary bill amounts to Rs.3000. Deposits,
received from friends and relatives during the last two years totalled
Rs. 10 lakhs on which interest paid varied from 12 to 24%. Between 1985

and 1986, total loan transactions more than doubled from Rs.9 lakhs to



Rs¢19 lakhs, The size of loans fall in a wide range, from Rs,20 to Rs,2
lakhs! Businessmen, Gulf migrants, and farmers were the main categories
of borrowers. Duration of loans varied from 6 months to 3 yeesrs. The
rate of interest charged came to 30% on the average, On loans for agri-
cultural purposes, the bank chaerges a lower interest. Tho bank has
adopted a differential interest scheme, discriminating baetween different
group of clients, apparently on the principle of each according to his
ability. The poor are given interest-free loans; cultivators lower
interest at lass than 30%, while a few contractors are charged 46%. The
agriculturist moneylender has 4 acres of land of his own, one fourth of
which is under paddy and tho rest under coconut and tapioca. Income
from this source during last year came to Rs,20000. He uses his own funds
for his lending activities, though occasionally he borrows from his kith
and kin, The amount borrowed during last year was Rs,10000. Ouring that
period, he extended loans to 145 persons, 85 of whom were cultivators,

10 agricultural labourers and 50 businessmen. The size of loans ranged
from Rs.50 (agricultural labour) to Rs¢2000 (businessmen), The average
duration of loan was reported to be 3 months and interest rate 36%. Only

4% of the borrowers seem to have defaulted who accounted for about 10%

of the total loan amount.,

(v) 1n Mookuperi, one of the professional moneylenders, opera-
ting from Nazareth, owns 5 acres of land, His cultivation activities
have declined as a result of persistant drought conditions. His father

had entered the field of moneylending as early as 1945. At present,



his investment in the business comes to Rse1.75 lakhs, He does not accept
deposits, He occasionally used to borrow from other moneylenders to

whom he paid an interest of 24%; but during the last two years he has

not resorted to borrowing., The annual turnover of loan transactions in
1986 was reported to be Rs,2.4 lakhs. The only security acceptable to

him is gold, The normal duration of loan is six months. The rate of
interest charged by him is 30%. He lends to all occupational groups;
however, for reasons of risk of default, cultivators have lower priority
than salaried classes and business people. Borrowings by the last group
are at a peak during festival seasons like Divali, Pongal and Christmas,
Such loans are of short duration, 15-20 days, and he charges 7 to 10%
interest for this short period. The default rate was reported to be
Rs¢10000 to Rs.15000 per year, which is not too high given the scale of
turnover during 1986, The agriculturist moneylender in the village owns
a little over 5 acres, of which 2 acres are irrigated. He combines agri-
culture with moneylending; for the latter he depends on his own resources.
He lends mostly to petty traders and labourers, the size of loans varying
from Rs,50 to Rs.2000. If gold is not available, articles like cycles,

utensils, etc. are accepted as security. Interest charged comes to 60%

per year,

(vi) For Vilpatti, one party which cooperated with us most is a
finance company which has the earliest start of lending in this village.
This is a registered firm with an office located at Kodaikanal, Every
Friday, the proprietor or his agent visits Vilpatti for carrying on the

credit transactions., This firm was started in 1962 b{ a Muslim Moneylender
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settled down in Kodaikanal, The present owner of the firms was an
employee with the firm till 1972 when its proprietor transferred the
entire assets, i.,e. loans due to him as a gift, The present ownor started
afresh, as it were, with an initial capital of Rs,50000 part of which was
from collaection of outstanding loan amounts due to the present cqmpany,

and the rest his own savings., He neither accepts deposits nor borrouws

for the conduct of the business., His clientele include cultivators,
traders and agricultural labourers, The rates of interest vary from 24%
in the case of big farmers to 90% for traders. The second case is diffi-
cult to classify; he is neither a professional moneylender, nor agricul-
turist moneylender, He owns 15 acres of land of which only one-third is
cultivated. Besides cultivation, he carries on trade in seeds, fertilizer,
etc. Moneylending he started very recently (1985), with an initial capital
of Rs,50,000, He lends to smell and marginal farmers, agricultural labourers,
shop keepers, etc, Agricultural labourers who are granted loans are
committed to work for the creditor when he needs their services. The
loans are on the basis of the daily Kandur system, and adjusted to the
daily wage bill. The wages are reckoned_at Rse2 per day below the going
rate, and this deduction forms the interest on the loan. The loan amount
varies from Rs.,50 to Rs,200, To cultivators the loans are in kind, viz.,
fertilizers (and seeds). He tekes fertilizers from wholesale traders

on credit and distributes the same to farmers also on credit. 0On the
cradit purchases from wholesalers he has to pay an interest of 18% while
on credit sales to his outcomers he charges from 24% to 36% interest.

His business turnover on this account during 1984-85 was reported as 33

tonnes of fertilizer worth Rs¢150003 during 1985=-86 the turnover had sharply
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declined to 4 tonnes, valued at fs,4000. On his transactions in seeds,

no information was forthcoming. 0On the loans to the shop keepers, interest
is deducted in advance. For instance, only Rs.800 is disbursed for a loan
of Rs,1000 the duration of which is 100 days. We shall now present the
case of a vegetable trader. He is himself a small cultivator, but his
main occupation is vegetable trade. He lends to small and medium farmers,
in the range of Rs,500 to Rs,1000, Loans are given on the condition that
the borrowers sell their vegetables to him, The price of vegetables so
delivered is fixed at Rs.4 less per bag than the going price prevailing in
the apex market at Madurai. In case the borrower hypothécates the crop

in advance, the deduction on the price is even higher, because of the
longer waiting period on the part of the trader-lender in procuring the
crop, and the risk of loss inherent in price fluctuations. The trader
disposes of the crops through commission 'Mandi' owners at Madurai, who
give credit to the farmers and traders of vegetables. They only act as
middlemen. It is estimated that the annual turnover of trade on vegetables
at these mandies comes to Rs,2 lakhs, The mandie owners have advanced

Rs, 15000 to 20 small farmers, Rs,22000 to medium and Rs.5000 large farmers

at Vilpatti, The growing crop is the security for the loans, The commi-
ssions in vogue at present are fs.4 per bag of potatoes, fs,2 per bag of
turnif and sonai, and 10 paise per rupee worth of beans. Thus, in Vilpatti
credit and marketing are interlinked to a great extent thanks to the

prevalling cropping pattern,
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CHAPTER 6

INTEREST RATE FORMATION IN THE RURAL ICMs

Introduction

It is generally held that the interest rates in the rural ICMs
of developing countrias are exhorbitant. The usurious interest rate has
many implications, It inhibits the use of credit for productive purposes
and diverts credit into socially unproductive channels like conspicuous
consumption, hoarding, and speculation. The high cost of credit from
informal sources, on which households from the lower income and asset
classes depend heavily, accentuates inequalities in the credit market,
As has been argued (Bhaduri, 1975), high interest rates charged by informal
lenders lead to default of loan and eventual forfeiture of land and other
assets offered as collateral by the borrower. High interest rates may
perpetuate indebtedness on the part of some borrowers who are compelled
to keep on borrowing to rupay past debts, thereby cementing inter-linkages
of credit with land, labour, and commodity merkets. No wonder that this
phenoménon has attracted so much attention of academicians and policy
makers alike. The level of interest rates in the ICMs, nominal and real
rates, axplicit and implicit interest, the factors underlying the high
rates, the relative shares of the different explanatory variables, the
wide range of interest rates prevailing in the ICM of the same locality,
inter-group and intre-group differences in interest rates are the major

issues on which recent research efforts have been focussed.
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5.2 Level of interest rates jin the rural ICMs

As pointed out by Sarap,

"Calculation of in the informal credit market presents
some difficulties. For instance, a portion of such
loans is made in kind and the kind rate of interest
involves valuation of commodities advanced as loan. and
refund liabilities, In some cases such as kind to

cash loans, the interest rates attached to the loans

are subsumed because while the loen liabilities in )
terms of quantity of grain remains constant, the value
of the same quantity of grain at the time of loan repay-
ment differs from the time of loan offer. Some times,
creditors overvalue the commodities advanced as loan

and undervalue the repayable caommodities",

(Sarap, 1986, pp. 115=116).

The above situation arises in the loan transactions of a linked type,
the focus of sarap's analysis. Implicit or concealed interest in inter~
linked credit transactions, which escapes the estimates based on data
of macro studies, has also been brought out by a number of other resear=~
chers, Apart from this, there are other constraints in the estimation
of effective interest rates on informel credit, For instance, it is a
common practice to deduct interest from the principal at tho time of
loan disbursement. For another, interest at an annual rate is levied
even when the duration of the loans is only a few months. Last, but most
important, it is difficult to obtain the necessary information eithar
from the borrower, who is seldoﬁ willing to divulge the information for
obvious reasons, The information on the interest rates charged on loans
from informal lenders to cultivator households was collected by the All

India Rural Credit Survey during 1951-52, and included in one of tho reports.
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According to the findings of this survey, tho proportion of cultivator
households paying an interest rate of 25 percent and above ranged from

27 percent in Bihar to about 70 percent in Orissa. (Reserve Bank of
India, 1955, p.67). Apart from this crude approximation of the propor-
tion of cultivator households paying an interest above a certain rate,
the report does not contain any information on this question, However,
the reports of the two rounds of the All India Debt and InVestment’Survey,
1961=62 and 1971-72, conducted by the Reserve Bank of India, did not
contain even this bit of information. That agency-wise data on the rates
of Interest are not availsble has been noted in the reports. (Reserve
Bank of India, 1969, p.119; Reserve Bank of India, 1977, p.143). But

why such crucial data are not available is left unexplained.

In the course of our micro studies we attempted to collect informa-
tion on interest charged by informal lenders such as professional money-
lenders, agriculturist moneylenders, traders, and friends and relatives,

Rs brought out in other studies, we observed considerable information gap

on the part of the respondents regarding the actual or effective rate of
interest due on their loans. For instance, a certain annual rate of interest
is charged even when the loans are of shorter duration. Advance deduction

of .interest at the time of disbursal of loans is not uncommon; whare a
trader advances loans to a grower vegetables, interest is concealed in the
undervaluation of the crop which the latter is under obligation to sell to
the former at a predetermined price, significantly lower than the going
price. These limitations must be kept in mind when examining the data

presented below. The average (weighted) rates of interest cash loans
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taken by the sample households in the selected villages are set bout in

Table 6.1,

Table 6.1 3 Average rate of interest on loans from Informal Credit Agencies

(Percent per annum)

Friends &
Relatives

Professional Agriculturist

Credit moneylenders mongylenders

Agency

Traders

Village Average C.V. % | Average C.V, ¥ |Average C.V. & | Avereage

> o @ o @ o= = - @ o ap W B W e M a G G G B P G G g WD e W Gn as W e == - e = eres e

Thirunavaya 54 127 - - nil - Nil
Thalikulam 53 10 - - - - Nil
Anik ad 41 104 29 54 609/ - Nil
Ezhukone 30 17 34 10 - - Nil
Vilpatti 60 86 24 0 13 161 Nil
Mookuperi 24g/ - - - Nil - 43.032/

a/ Only one observation

b/ Out of 15 borrowings from friends end relatives, 11 are
interest free,

(a) Professional moneylenders

Thus, the average rates of interest on borrowings from professional
moneylenders is seen to range from 30 percent in Ezhukone to 60 percent in
Vilpatti, There is considerable variation among households in the same
villages in the rates of interést charged by this group of lenders, as
reflected in the high coefficient of variation in three out of five villages
where borrowings are reported from this source. It is significant that the

majority of the loans borrowed bear high interest, above 24 percent a year.



128

The following table (Table 6.2) shows the distribution of loans according

to interest rate.

Table 6,2 $ Number of borrowings from professional moneylenders
clessified according to rate of interest

Rate o Thirve Thali= | Anikad |Ezhukone| Vil=- Mooku- | All
Interest navaya | kulam patti | peri
Parcent

P - - - - - - - - - o - - e - - o - - - - - -— - - - - - - - - - - - - - -
1=-6 - 1 - - - - A
6 - 12 - - - - - - | -
12 - 24 - 3 - 1 2 1 7
24 - 36 2 17 4 9 1 - 33
36 - 60 - - 1 - 2 - 3
Above 60 16 1 4 - 22 - 43
All 18 23 9 10 28 1 88

It may be noted that more than one-half of the total loans carry

an interest rate above 36 percent; further, the interest rate on nearly
one=half of the total number of loans is above 60 percent. It may also be
noted that they are mostly distributed between two villages, viz., Thirunavaya
and Vilpatti., In fact, of the’total 18 loens reported from Thirunavaya,

the interest rate on 15 of them is 120 percent; in Vilpatti, 14 and of the

22 in the above-~60 percent interest loans carry a uniform rate of 12 per=-
cent, Apparently, in the other four villages, such high-interest loans

are absent.
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(b) Agriculturist Moneylenders

Before coming to the rate of interest charged by agriculturist
moneyleonders, we have to note the comparatively minor role of this agency
as a source of credit. In all the villages together, only 12 loans are
reported from the source. (Table 6.3). In two of them, Thalikulam and
Mookuperi, they are spparently absent. In Thirunavaya only a solitary
loan has been reported and that is avowedly interest-free. In Vilpatti,
Ezhukone and Anikad, the number of loans came to 2, 3 and 6 respectively.
0f these, in Vilpatti and Ezhukone the range is with in 24 to 36 percent,
while in Aniked it falls in the range of 18-60 percent, Thus, the range
of variation of interest rates reported in the case of this category of
creditors seems to be significantly less than that for professonal

moneylenders,

Table 63 Number of Loans from Agriculturjst Moneylenders classjfied

according to rate of intereet

Village
?:t:rgzt Thiru- | Thali- | Aniked [Ezhukone| Vil- |Mooku-| ALl
Percent navaya | kulam patti) peri
o - - _ - - - -
1- 6 - - - - - - -
6 - 12 - - - - = - -
12 - 18 - - - - = - -
18 - 24 - - 2 - = = 2
24 - 36 - - 3 3 2 - 8
36 - 60 - - 1 - - - 1
60 & above - - - - = = -
ALl 1 Nil 6 3 . 2 Nil o § 11
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(c) Ireders

In two of the selected villages, viz., Thalikulem and Ezhukone,
traders are not reported as a source of credit. They are most prominent
in Thirunavaya where 27 loans have been reported from this source, and
in Mookuperi where the number came to 8, However, the loans are avowadly
interest-free. Only in Vilpatti, interest is reported on loans from this

source, at rates ranging from 10 to 60 percent, the weighted average

being 13.33 percent,

The 27 cases reported in Thirunavaya are not actually cash loans,
but seller's credit, i.e., consumer goods purchased from local merchants
on credit, A good proportion of the concerned households belong to lower
income strata like headload workers and other casual labourers, and the
purpos s being obviously consumption, the elasticity of demand is bound to
be low. The volums of transactions is also comparatively low, the average
coming to less than fs,450, In Mookuperi also, loans reported are actually
credit purchases, mostly utensils and clothes from itinerent merchants,

No explicit interest is charged on the goods sold on credit in these two
villages, However, we have to take note of the fact that these traders
meet urgent, comparatively inelastic, demand of the participating households
who have very limited options. Being short of liquid assets, the other
option before the concerned housecholds would be to borrow from local money-
lenders at a high cost. Therefore, they should be prepared to recompense
the traders who provide them goods on credit, As for the traders, on the

other hand, though meintaining good relations with their customers is
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essential for the smooth running of their business, being small merchants
with limited resources, the opportunity cost of extending credit sales

is bound to be high. They also command some monopolistic or oligopolistic
powers over their customers, Under these circumstances, overpricing of
goods sold on credit to elicit some interest is not an unlikely proposi-
tion. The practice of cultivator households in Vilpatti taking loans

from vegetable merchanté in the wholesale markets of Kodaikanal and Madurai
we have already referred to. In the case of such loans, the cultivator-
borrower hypothecates his crop which has to be sold to the creditor at a
pre-determined price. The trader-cum-lender gets a wide margin, which
includes also a high rate of interest, Compared to other borrowers, th se
wvho avail of credit from traders, whether as cash loans or commodity
loans, are more vulnerable to usury, the extent of which they may not be
aware themselves. Nor are we in a position to estimate the implicit or

concealed interest in such credit transactions,

(d) Friends and Relatives

As noted before, friends and relatives constitute the leading
source of informal credit in our selected villages -~ both in terms of the
number of loans and volume of credit. Aimost all these loans are reported
to be interest-free, except in Vilpatti and Mookuperi. In the former, of
the 13 loans from friends and Eelatives, 9 are interest free. On the remain-
ing 4 loans, interest is charged ranging from 16 to 120 percent. In Mookuperi,
the total number of loans from this source comes to at, out of which two-

thirds are without interest; the interest rate on the remaining five ranges



from 24 to 120 percent.
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However, the average (weighted) rate of interest

.n all loens from this source even in these two villages will be much

lower than the interest rates on loans from formal credit institutions,

Overall, loans from friends and relatives are interest-free, and being

extended for non-pecuniary considerations, they are non-commercial.

The

distribution of loans from all informal credit agencies, except friends

and relatives, in the selected villages, classified according to the

average rates of interest is presented in Table 6.4

Table 6,4 3 Distribution of loans from Informal Credit Agencies
classified according to average rate of interest

Village
?3§Z:Z§t Thiru- | Thali- | Aniked | Eshukone| Vile |Mooku-| All
Percent navaya kglan patti|peri |
0 31 1 - - 2 8 ;42
(63.3) (4.3) (5.4) |(88.9) (28.96)
(4.3)
6 = 12 - - - - 2 - 2
(1.37)
12 - 24 - 3 2 1 6 1 13
(13.0) | (12.5) | (7.7) (16.2)!(11.0)1(8,27)
24 - 36 2 17 7- 12 2 - .40
(4.1) (73.9) | (43.8) | (92.3) |[(5.4) (27.58)
36 - 60 - - 2 - 3 - 5
| (12.5) (8.1) (3.44)
60 & above 16 1 5 - 22 - 44
(32.7) | (4.3) | (31.3) (39.5) (30.34)
All 49 23 16 13 37 9 147
(100) (100) (100) | (100) (100) |(100) |(100)
Notes Figures in brackers denote percentages.
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It may be noted that, notwithstanding quite a few interest-free
loans, the largest number of loens are those with an interest rate of
60 percent and above., However, this group of loans are concentrated
in two villages, Thirunavaya and Vilpatti, which together account for

more than four«fifths of these high interest loans.

Factors underlyjng jinterest rates

A major thrust of the research efforts on interest rates in the
ICMs of developing countries has been directed at identifying the explana-
tory variables underlying it. One set of studies attempted to decompose
the components of the interest rates, In this context, Bottomley (see
for inatances: Bottomley, 1963, 1965, 1975) had identified four components
of interest rates, viz., (a) the opportunity cost of money involved,
(b) the premium for administering the loan, (c) the premium for risk, and
(d) monopoly profit, Of these, "administration charges, together with the
premium for risk are probably the major determinants of the high level of
interests which obtain throughout the underdeveloped world". (Bottomley,
1963, p.646). Commenting on the above, Chandavarkar (1965) has argued
that "the degree of monopoly power of the lender may well be the most
importent single determinant of 1nterest‘rates". Millard Long (1968) and
Charles Nisbet seem more or less to egree with this position., Bhaduri
examines the formation of usurious interest rates in backward agriculture
against the background of the peculiarities of agrarian credit market
such as its isolation, its highly personalised nature, the exceptional
economic power of the lender, the kinds of collaterals accepted by private

lenders - though unmarketable in the organised money market - the lender's
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ability arbitrarily to value such collaterals and to set the interest
rate. In this situation, there is no risk of defsasult; in the event of
default, the value of transferred collaterals would exceed the value of
defaulted risk, thanks to the undervaluation of the collaterals.

"Lender 's risk is then reduced to an irrelevant

concept... With lender's risk reduced to an irrele-

vant concept, ususious extraction can be seen to

form the very basis of interest rates in unorganised

money markets. Since default on a loan taken against

undervelued collaterals warks to the economic advan-

tage of the lender, he will quite naturally have en

incentive to raise the interest rate to a level

which induces default of both principal end inlerest
on a large scale", (Bhaduri, 1977, p.351).

vfhe formation of usurious interest rates in the informal credit
markets of developing countries may be examined from the demand and supply
sides. Looking from the demand side, the purpose for which the locan is
used -~ the degree of elasticity of demand for the goods on which the loan
amount is spent which in turn is reflected on the elasticity of demand
for funds - the borrower's access to alternative sources of credit, the
borrower's income and asset levels, etc. have a bearing on the interest rate.
Looking from the supply side, the degree of monopoly power of the lender,
his hold on the borrower in the form of non-credit links, his position in
the rural power structure and ability to enforce the terms and conditions
of loans, etc. influence the rate of interest. Bandyopadhyay (1981) has
analysaed the factors underlying inter~farm variations in interest rates
in West Bengal. The factors which have been identified to be relevant are
(a) nature of security, (b) purpose of borrowing, (c) duration of loan

(d) size of holding, and (e) size of loans. Of these, the purpose of loan,
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whether for consumption or production, is a factor which determines the
degree of elasticity of demand for credit and the size of holding, a
proxy for the resource position and bargaining strength of the borrowers.
The nature of security, duration of the loan, size of loans, and size of
holding are variables which influence the lender's assessment of the
credit worthiness of the borrower, and costs of administering the loans.
The data yielded by the study showed correlation between interest'rates,
and the variables listed above, and the signs are along the expected
liness positive in the case of unsecured, consumption purpose, short
duration, and small sized loans and negative in the case of size of

holding. (Bandyopadhyay, pp. 103-110).

Sarap (1986) examines the differential rates of interest on
loans from informal lenders in Sambalpur district, Orissa state, and
brings out the influence of the purpose of loans, the size of loans, cash
deficit/surplus position of households, etc. The findings of the field
survey brings out that interest rates are higher on linked credit trans-
actions, on loans for medicsel purposes, loans of small size, and those

taken by households with cash-deficit position,

"Our findings show that in the inter-linked credit trans-
actions the borrowers have to pay higher rates of interest
compared to non-linked credit transactions, that as much
as 25% of the total effective interest was hidden in

such transactions, that even within the inter-linked
credit market interest rates varied for different borrow-
ers depending upon the inelasticity of demand for loans,
which, in turn, is influenced by the purpose of loan".
(sarap, p.123).
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Karkal (1967) proffers a langer list of tha factors affecting
interest rates in the unorganised credit market. They are: (1) element
of risk involved in lending, (2) credit worthiness of the borrower,

(3) liquidity of security, {(4) monopolistic or monosonistic situation

of the trader - monsylender, (5) extent of urgency, i.e. elasticity of
demand for funds coupled with inelastic or limited supply of funds with
the lender, (6) availability of owned and borrowed funds with the lender,
(7) adequate security behind the loen, (8) size and period of loan, and

(9) other socio-economic factors. (Karkal, p.83).

In brief, the purpose of loan or elasticity of demand for
credit, size of loans, its duration, nature of security, asset size or
credit worthiness of the borrower, and degree of monopoly control on
the part of the lender are the factors underlying interest rates in the
ICMs., However, in the final anaysis, thay all seem to boil down to the
resource position of the borrower, asset size, or cash deficit/surplus
position. The elasticity of demand for credit, size and duration of loan,
security and credit worthiness of the borrower vary positively with size
of assets, The borrowers at the bottom rung generally have more urgent
or inelastic demand, take loans of smaller size for shorter duration,
are perceived to have less credit worth{ness. and less collateral security
to offer; further they have limited options other than informal sources
such as professional moneylenders. So other things being the same, the
rate of interest on loans from informal credit agencies should vary

inversely with thp size of borrowers' assets,



137

Returning to our selected villages, as noted earlier, loans
from friends and relatives are interest-free. Borrowings from agricul-
turist moneylenders are not reported in half of the selected villages.
Loans from traders are reported in four of the villages, but in two of
them they are apparently interest free. On the other hand, professional
moneylenders have wider presence and larger scale of transactions than
agriculturist moneylenders and traders, Therefore, we shall focus, our
attention on the loan transactions of professional moneylenders in the

selected villages,

(1) Purpose of the loan

It is generally presumed that loans put to consumption purposes
carry higher interest rates, because the demand for consumption loans is
more inelastic., In our study areas also, the average rate of interest
on 'consumption loans' in its wider cannotation (including loans used
for building houses, marriage, etc,) is higher than that on loans used

for production or other purposes. (see Table 6,5),

It may be noted that out of the total 88 loans from tho profe-
ssional moneylenders in all the villages together, loans for consumption

per se add up to 47 or over one-half. Of these 47 loans, 45 carry an

interest rate of 75 percent or above,
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Table 6.5 3 Average rate of interest (percent) on loans from professional
moneylenders classified according to purpose

! i H ! ! '

Purbose Village irpnjpy-| Thali- |Aniked | Ezhukona |Vil- |Mooku- | ALl |
P ‘navaya kul am patti |peri 1
------ R R il e e R R
| |
i i
1. Production ! 40,0 13.0 36.0 - 75.0 |24.0 (27) |
L) | @ ) (7 () i
2. Consumption  1125.0 | 105.0 | 76.0 | 30,0 . 75.0 | -  |(a7) '
L (8) | (13) (4) (2) (20) !
3. Construction and = 16.0 - 31.0 - - (8)
repairs of house (3) (2) g |

4. Marriege 125.0 | 30.0 | 50.0 | 17.0 - - } (6)
1) | @ @ | O | | |
| l |

5, Education - - i - 3640 | = | = (1)
! (1) i ! | f
i ! | |

6. Others 124,0 | 28.0 ' 48,0 30.0 - ' = . (9)
: Gy G (@ (1) | i

ALl (18) 1 (23) - (9) (10) (27) (1) . es

Note s Figures in brackets denote the number of loans.

(1i) Occupztion of borrowers

Among different occupational groups, agricultural and other casual
lsbourers account for more than one-half of the number of loans from the
professional moneylenders in three of the selected villages, though their
share of the total amount of credit from this source is comparatively
small, Belonging to the lowest income and asset class, a larger propor-

tion of their loans would be used for consumption purpose. Thus, thanks



139

to their low income level, the demand for essential consumption goods,
and, therefore, the resulting demand for credit to meet it, turns out to
be more inelastic than credit for other purposes. That is, it is not the
purpose of the loan which datermine the interest rate, but rather the
resource position of the borrowing groups. The average rates of interest
on loans from professional moneylenders to agricultural and other casual
labourers in juxtaposition with those to cultivators and salary earners

are presented in Table 6,6,

Table 6.6 ¢ Average Rates of Interest on leans from professional
moneylenders according to occupational groups

o 0 ti |
ccupation 5
Vill;;;\\\\\\\\\\ Cultivators alary earners Wage earners
-------—--\-------- ----- ----‘--- ----- -
i
|
Thirunavaya 35,00 - : 125.00
Thalikulam . 30,00 30,00 ! 26,00
Anikad 39.00 - i 67.00
' ! ,
! Ezhukone : 21.00 30,00 , 36.00
| Vilpatti ? 40,00 - ! 34,00
| : ’
; Mookuperi | - : - ! -
;

Thus, in three out of the five villages, loans taken by agricul-
tural and other casual labourers bear significantly higher interest rates.
Only in two villages interest on consumption loans borrowed by cultivator

households are higher, but in one of them the difference is marginal,
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(1i1) Size of loans

Another variable which is cited to affect the interest rate in
the ICMs is size of the loan., It is presumed that the interest rates on
loans from informal agencies vary inversely with the size of loans. The
avowed reason for the inverse relationship is the higher administrative
costs on smaller loans, The average rates of interest on loans from

professional moneylenders in our study areas classified according to size

of loans, are given in the following table.

Table 6.7 ¢ Average rates of interest of loans from professional
moneylenders according to size of loans

sty Village |y .| Thali-| Anikad| Ezhukone | Vilpatti | Mookuperi
navaya | kulam
loans Rs.

r - w ow @ @ = - - oo w @ w® w @ W o = @ @ w | ® = = > - > o e = - > - r—

i i

| Upto 500 125 | 29 82 30 84 -
| (16) | (11) (5) (2) (20)

: l |

. 500 - 1500 I - 30 a5 30 53 -

| g Gy |G | (@ (4)

i |

| 1500 - 2500 - 28 - 28 90 . -

| (3) (3) (2) |

| 2500 - 5000 . 35 | 67 - 32 Nil - |

| - () (6) (3) (1)

| soo00 - 10000 35 - | 36 - - -

| () ) i |

5 . i : E : i

| Above 10000 - - - - - 24

i ALl (No. of loans) | 18 | 23 |, 9 10 27 o |
i 1 : 1 |
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The rates of interest do not seem to fall steadily as the size
of loan increases in all the selected villages. However, the average
rates of interest in the case of loans of the smallest size are signifi=
cantly higher in some of the villages. In two of the selected villages,
viz., Thirunavaya and Vilpatti, the correlation between the two variables
is highly significant, viz., =0.9940 and -0.6778; in Anikad, the coeffi-
cient is not significant, viz., -=0.4221., On the other hand, in two of
the villages, Thalikulam and Ezhukone, the correlation is positive,
though not significant, viz., 0.3749 and 0.9623. In Mookuperi, it may

be recalled, there has been only one observation,

Components of interest rates

(i) Administrative Costs

Even if the correlation between the size of loan and interest
rate were negative and significantly high in all the villeges, it could
as well be a spurious relationship, a mere statistical coincidence.
Higher interest rates on small sized loans need not necessarily be due to

the higher administrative costs, As Platteu, et.al have observed;

"For the theory of administrative costs to be valid, two
basic conditions must be met: (a) asdministrative costs
must be perceived as such by the lenders and (b) they
must be assessed in monetary terms... neither of these
conditions can be taken for granted. For one thing,
lenders do not usually keep detailed accounts of their
money transactions and supervision costs are likely to
be low in overcrowded areas where social control is
easy. For another thing, the time and energy which they
have to spend inorder to collect the interest payments
and to recover the principal of the loans are not nece-
ssarily considered by them as having a money equivalent
and as forming a cost-component liable to enter into
economic calcuation pertaining to their moneylending
business", (Plateau, et.al, op.cit., p.320).



the finance companies, the transaction costs might increase.
moneylenders' scale of transactions is larger.

For canvasing deposits, collection of interest and recovery of pcinciples,

With the entry of the new generation of professional moneylenders,
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The now

They mobilise savings.

keeping accounts, etc, they have to employ paid staff and maintain an

office,

the volume of transactions,

Therefore, some costs are involved, which would increase with

The administrative costs incurred by p sample

of professional moneylenders in the selected villages are shown in Table 6.8.

Table 6,8 ¢ Costs of Administering Loans faor Professional moneylenders

in the selected villages 1986

T

; Lender Annual __ﬁgginistrative cost Rs, Ratio of | Interest rate ?
Village Series 2322 ; Rent Salary Total ggi.g ;o reported by |
; * The The @
Rse : lender borrower |
1 2 13 — 5 o [T e Ty T ?
; |
Thirunavaya 1 3422400 é 3600 12000 15600 0.45 24,0 54 i
Thalikul am 1 2600000 6000 54600 60600 2.33 24.0
2 250000 600 7600 8400 3e36 24,0
3 300000 N.R. 18000 18000 « 6.00 30.0 53
4 2600000 600 4000 40600 1.56 24.0
. : (3.31) (25.5)
Anikad 1 1916250 6000 12000@ 18000 0.93 36.0 41
Ezhukone 1 500000 1200 Nil 1200 0.24 36.0
2 150000 2400 14200 15600 10.40 36,0
3 |1900000 NR 36000  36000%| 1.89 30,0 307
4 500000 NR 1200 1200 < 0.24 36,0
(3.19)
Vilpatti 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 24"
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It is seen that administrative costs in the Kerala villeges
vary, on the average, from 0,45 percent of ennual turn over in Thirunavaya
to 3.31 percent in Thalikulam. As against this, no administrative costs
are reported in Vilpatti, and it works out to 2.10 percent in Mookuperi.
Incidentally, Millard Long had "conservatively" assumed the average adminis-
trative cost of rural credit as 3 percent. (Long, op.cit., p.282). It
is significant to note that the interest rates charges by differgnt money-
lenders as reported by themselves, do not show a consistent relationship
to their transaction costs. In other words, interest rates do not vary
pari pasu with administrative costs., In the same village, for example,
Thalikulam or Ezhukone professional moneylenders with different adminis-
trative costs charge the same rate of interest. Whether these iadministra-
tive costs are high and whether they can explain the high interaest rates
prevailing in the study areas, the answar appears to be negative. For,
the average administrative costs in most of the villages do not seem to
constitute a high proportion of the actual interests paid by the

borrowers. (Compare columns 7 and 9 in the table).

In the light of the foregoing it seems that the higher interest
rates on small size loans can not be explained by the premium on adminis-
tering such loans. The explanation probébly lies in the socio-economic
characteristics of the borrowers. Other things being the eama, the
average size of loans should vary directly with the 8ize of assets.
Needless to say, it does ﬁot imply that all small loens are taken by
households of the lower strata. The average size of loans takon from the
profa@ssional moneylenders by our sample households belonging to different

asset classes is set out in Table 6,9.
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Table 6.9 : Average S5ize of loans from professional mongylenders classified
according to asset classes

i - - . ;
Village Thirunavaya| Thalikulam | Anikad Ezhukone  Vilpatti | Mookuperi | ALl ;

| Asset No. Amount No. Amount | No. Amount No. Amount = No. Amount |No. Amount | No. Amount

| Glasses Ro | Ao Rs. R R Rs. I R

R - s
1. Upto 500 - - g 1 - - - - - i 15 919.83 | = - 16 799.84
2. 5000 - 10000 - - ? - - 1 200.00 - - i 100.00 - - - 116,67
3. 10000 - 15000 e 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 3 133.335 3 2066.67 4 525,00 | = - 5 264,00 - - : 15 668.00i

. 6, 30000 - 50000 | 3 133.335 3 275.00 : - - 2 2100.00 2 550,00 - - ; 10 652.50]i
7. 50000 - 100000 4 187,50 7 1728.57 1 1500.00 2 1500.00 = = | = - 14 1267.83
8. 100000 & above 5 2300.00£ -] 2308.33l 1 10000.00€ 5 :

194000 - = 1 12000 18 4075.00

ALl 18 763.89 23 1559.78 ' 23 1688.88 10 1740,00 | 28 507.50 1 12000 89

i i . .’




145

It is true that the average size of loans does not steadily
increase with the size of household assets.- However, by and largs,
average size of loans in the lower strata is smaller than that in the
top asset classes., The correlation between the value of assets and loan
size is found to be positive in four out of the five villages, and
highly significant in Anikad and Thirunavaya, viz., 0.9374 and 0.7806,
but not significant at Ezhukone, 0.4593 and Thalikulam, 0.,2695. \Vilpatti

is an exception where the correlation is highly significant, but negative.

In brief, smaller size of assets of the borrowers, lower their
credit worthiness, smaller the size of loans and higher the rate of
interest. Thus, the interest rates and size of assets may be inversely

related, as shown in Table 6.10,

Table é.10 $ Average rate of interest on loans from professional
moneylenders according to asset class

Village
Asset- Thiru- | Thali- | Anikad | Ezhukone | Vilpatti Mookuperi
Class \\\\\\\ navaya | kulam
Rse .
> @ e w ws w m w - e e e hm o e o o e e e o e e b oo w m o wowm w moee ow ow

Upto 120(1)
500 - 1000 . 120(1)
1000 - 2500 20(7)
2500 - 50000 30(1) .}..B4(4)
5000 - 10000] ‘ 120(1) 120(5)
10000 - 15000 34(2) 36(1)

20000 125(3) 30(3)‘

15000 - - 30(1) -

20000 - 30000 124(3) | 207(3) | 62(4) 63(5) |
30000 - 50000 125(3) | 27(3) 30(2) 32(2) i
50000 -100000( 125(4) 9(7) | e0(1) | 21(2) - ‘
100000 & abOVj 40(5) | 27(6) | 36(1) | 33(5) - 24(1)

Notes Figures in brackets stand for the number of loans,
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Although interest rate does not steadily fall with increase in
the value of assets, there seems to be an inverse relationship, however
weak, The coefficient of correlation betweean the two variables is
negative in all the five villages for which sufficient number of observa-
tions are available except Ezhukone. However, it is significant only

for Thirunavaya, viz., =0.7699.

(11) Risk premjum

We have briefly referred earlier in this chapter to the views
on premium for risk as a determinant of interest rates in the ICMs, It
may be recalled that while Bottomley includes premium for risk as one of
the important determinants, Bhaduri concludes that risk of default is to
the advantage of the lender and is, therefore, irrlevant in the determina-
tion of interest rate. Basu (1984) seems mure or less to agree with
Bhaduri's position that "lenders risk is indeed non-existent and one of
the motives in raising i Z’interast rate 7could be to encourage default",
(p.154). Mohan Rao (1980), on the other hand, questions the theoretical
adequacy Bhaduri's model for the conclusion he draws from {it.

"A comparison of the risk premium theory and Bhaduri's

model shows that they ere to some extent based on

opposite set of assumptions: while the risk premium

theory is based on free competition, involuntary

default, and exogenously caused default, Bhaduri's

model assumes monopoly power, voluntary default and

default induced by interest rate. The problem is

situated in non-competitive pre-capitalist context

where the lender's freedom to set the interest rate

is relatively unchekced by market forces; for the
crodit relations that are the subject of the thaory



147

originate and assume wide economic significance only
in historically identifiable, pre-capitalist mode of
production. The nature and context of such credit
relations require further elaboration...”

(Rac, 1980, p.164),

Raj has taken a more balanced position. While default risk is not ruled

out, he has set a limit to the markeups on interest rates.

"In practice the extent of the lender's risk would

tend to be reflected not so much in actual mark-ups

on the pure rate of interest but in the degree of

credit rationing imposed by the lenders on the borrowers.
For while higher interest rates could act as a delerrant
to larger borrowing the problem is not solved from the
lenders' point of view if their own riskerating is
higher than of the borrowers. In fact, higher interest
rates would have a significant deterrent effect only

if the borrowers concerned have assets that to lose

in the even of default. But is is when the assets that
could have been taken over by the lender in the event
of default are not large - either because the borrowers
have few assets or because there are obstacles to
acquiring them - that the risks are greater for the
lender, and it is precisely in these circumstances

that the borrower might be tempted to place a lower
rating on the risks involved. Moreover, it is only
within a narrow range that interest rates can be
effectively raised to cover anticipated risks of default
without such higher interest rates themselves becoming

a factor increasing tho probability of default".

(Raj, 1979, p.113).

In essence, Raj has argued that "the higher rates of interest prevalent

in thase economies cannot bo wholly (or perhaps even largely) explained

simply in terms of risk premia to compensate for expected default of

loans". (Ibid., p.114. Emphasis addaed).
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The collateral or security offered has obviously a bearing on

riske.

greater propensity to default,

collateral may be low, lower than the volume of loans.

Borrowers with no security or low value collateral would have a
Their own rating of the value of the

In such situation

they may be considered high risk clients and charged higher interest.

In our study areas the rate of interest charged on unsecured loans

(mostly on personal security) are higher than on loans against gold,

the collateral preferred by the professional moneylenders in the

selected villages (see Table 6.11).

Table 6.11 ¢ Distribution of borrowings according to interest rate
and security

Securit Village | \nikad | Ezhukone Thirunavaya | Thali~ | Vil~ | Mooku-
Y kul am patti| peri
o = = ® e @ e e e o w e wm e e w e e ow e @ ow w =moeow - e e e s wm e e e e e
Gold 36 30 35 28 - -
(1) (10) (2) (20)
Land or house - - - - 0.0 -
(1)
Personal security 62 - 124 93 65 24
(7) (16) (3) (26) | (1)
No durables 36 - - - - -
(1)
Total 9 10 18 23 27 1

Note: Figures in brackets show the number of loans,
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(iii) Opportunity cost of mongy

Bottomley's identification of the opportunity cost of the money
involved as one of the components of rural interest is generally accepted.
The opportunity cost of money is defined as the returns on alternative

risk-free investments. As Bottomley (1964) put it:

"Let us suppose that a particular village moneylender

has more cash than he needs. What can he do with the
oxcess? He can invest in real estate, fixed interest
securities, and so forth. If generally competitive
conditions obtain,apart from moneylending investments
should be forced down to equality with the rate of

return on investments without either risk or adminigs=
trative costs, such as government bonds. The opportunity
cost of moneylender's cash would therefore equal the rate
of return on such securities and it is probably appro-
priate for us to consider it as such",

(Bottomley, 1964, p. ).

Raj has questioned the above presumption limiting the options before
the rural lenders, and hypothesised that holding commodity stocks will
bield, better returns than government bonds, and that

"if the main agencies involved in lending are agricule

tural moneylenders and tpaders, and both have the

alternative of holding commodity stocks to lending

(i.0. to holding promissory notes), the rate of

returns realizable on cemmodity stocks is likely to

have a significant influence on the rate of interest
charged on loans". (Raj, opecite, ps125).

The lender's opportunity cost is invariably viewed as the
earnings foregone from possible alternative investments, The underlying

assumption is that the lender, whether professional or non-professional
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moneylenders, lends out of his own savings.

"In agrarian economies there are few agencies engaged

simultaneously in both borrowing and lending, and so

not only are there no institutional arrangements for

intermediation between savers and investors but such

lending as is done is almost wholly out of the own-

wealth of the individuals or households concerned".

(Ibide, p.111).
This may be true of a static agrarian economy, when both the demang
for funds can be envisaged with dynamic changes in agriculture, as for
example, with the new high yielding sead varieties and greater use of
fertilizers, agricultural machinery, etc. as in Punjab and Haryana, or
mechanisation of fishing in Kerala or higher consumption expenditure
by way of house construction, purchase of consumer durables, or for
purpose of financing emigration to the Gulf as in Kerala. Given the
constraints on supply of funds from formal credit institutions, a good
proportion of rural households may turn to informal credit agencies.
The supply of loanable funds may also increase as a result of the increase
in savings, generated by the aforementioned factors like dynamic changes
in agriculture, mechanisation of fishing or flow of remittances, and

thase are attracted by the professional moneylenders, thanks to the

lower interest rates offered by the formal credit institutions.

In the light of the foregoing, professional moneylenders no
more limit their lending activities to their own funds, but attract
deposits or borrow from those households with savings. Thus, tha interest
they have to pay on such deposits or loans would be the minimum cost of

the money they lend to others. In most of our salected villagaes, the
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professional moneylenders are seen to have taken deposit and/or loans

from the households of the respactive villages. (Table 6.12).

Table 6,12 : Loan transactions of a sample of professional moneylenders
in the selected villages

A Money- | Total Interest Deposits/ | Interest .
Village lender | amount charged loans paid @ource
Serial | lent received '
No. Rse % Rse %
Thirunavaya 1 3422400 24 200000 19.5 Friends and
relatives

Thalikulam 1 2600000 24 400000 12.0 -do=-

2 500000 24 22000 10-13 -do=-

3 500000 30 200000 10«12 =g~

4 2500000 24 N.R, 12 -do-
Anikad 1 1916250 36 447000 24 =do=
Ezhukone 1 15000 36 - - -

2 2800000 30 1000000 12-24 ~do=-

3 500000 36 - - -
Vilpatti 1 52150 2436 - - -

2 15000 - - - -
Mookupori 1 N.R. 30=36 - - -

2 N.R. 30-36 - - -

That the majority of the sample professional moneylenders from
Kerala villages have been debending on external funds to support their
lending activities is clear from the foregoing table. (Table 6.12).
The interest they had to pay on deposits received even from friends and

relatives ranged from 10 to 24 percent is not negligible either.
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That gives an indication of the opportunity cost of the money involved.
As against this, the professional moneylenders in the two Tamil Nadu
villages have not reported receiving any deposits or borrowings. Presu-

mably, this may be due to the smaller scale of their loan transactions.

Monopoly Profit

Chandavarkar contends that Bottomley "overlooks that the elements
of monopoly and ologopoly in the lending business may be even more important
as an explanation of high rate of interest in these economies than the risk
premium and administration charges"., He attempts to prove that the
"degree of monopoly power of the lender may well be the most important
determinant of interest mtes". (Chandavarkar, 1965, p.323), The basis

of his assertion is that

"the available evidence atleast for India suggests that
the 'density' of moneylenders as a professional class
is very low and as such highly conducive to monopoly
in the business both within and outside the village.
While the figures below show that pure monopoly could
be said to exist in only 11.5 percent of Indian
villages, i.e. those with one resident moneylender,
their number and concentration in the other village
in the sample are also more indicative of ologopoly
than competition, It is significant that the category
with four or more resident moneylenders, which may be
regarded as nearest to competitive amongst all the
five groups, accounts for only 10.3 percent",
(Loc.tit).

Long has argued that Chandavarker's use of the number of moneylenders

in a village as a measure of competition is misleading.
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"In 64 percent of all villages in the sample cited by

Chandavarkar, there was not a single reported

lender! 1If one lender in a village implies monopoly,

what does the absence of lenders imply. 1 suggest

that it does not mean there is no borrowing, for the

figure cited are only For lenders who responded to the

inquiry .... and many creditors presumably did not

consider themselves moneylenders or for some other

reasons failed to reply". (Long, 1968, p.277).
The figures cited by Chandavarkar are from the report of the All India
Rural Credit Survey, 1951=52, Since then the structure of the rural
credit market has undergone major changes. As we have observed earlier,
the share of formal credit institutions in the total borrowings by rural
houscholds has increased nearly ten fold, from around 6 to over 61 per=
cent between 1951=52 and 1981-82, Consequently, what ever monopoly power

the professional moneylenders had previously would have been greatly

eroded.

Most of our study areas, it may be recalled, are served by formal
credit instituytions like oooperative societies and/or commercial banks,
Friends and relatives are a major source of credit. Naturally, profe-
ssional moneylenders are lenders of the last resort. In some of the
selected villages, there is more than one professional moneylender. Under
these circumstances, the degree aof monopo}y power for any one of the
moneylenders is apt to be weak, And, therefore, monopoly profit cannot

explain the high rate of interest charged by them.

Which of the four components of interest rates discussed above
-~ tho opportunity cost of the money involved, administrative cost, risk
premium and monopoly profit -~ is the most importent, it is difficult

to say, To generalise that "administration charges, together with the
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premium for risk are probably the major determinants of the high level of
interests which obtain throughout the undandevaiopad world"™ (Bottomley),
or "the degree of monopoly power of the lender may well be the most
important single determinant of interest mtes" (Chandavarkar) is too
sweeping. Obviously, given the great diversity of the socio-sconomic
conditions in any country, to to speak of between countries, the relative
role of the factors or shares of the components would vary from region to
region. This diversity was brought out by the inter-village differences
in the different parameters involved., In fact, we observed differences
in the administrative costs or default rate between professional money-

lenders from the same village.

To sum up, the average rate of interest on loans from professional
moneylenders, the principal commercial infarmal credit agency in our
selected villages, was seen to vary from 24 to 60 percent., Wide varia-
tions in interest rates charged by professional moneylenders within the
sane village were also observed, The loan propose, size and security
emerge as the principal factors underlying the intra-village variations
in interest rates. Loans usaed for consumption purpose, loans of small
8ize and those with no collateral security were seen to bear higher interest

rate. Borrowings from low income non-cultivator households generally

share the above characteristics,

Data from our field studies also seem to imply that risk premium
and monopoly profit are not importent elements in the interest rate charged

by professional moneylenders. Risk of default is apt to be taken care of



155

by credit rationing rather than by mark-ups of interest rates. With the
emergence of alternative sources of credit, monopoly profit has cerased
to be relevant for a good proportion of the rural households. On the
other hand, opportunity cost of money, i.e. interest on deposits or
borrowals, is an eligible candidate for consideration. Under the
emerging system df finance companies, administrative costs may also

assume importance.



CHAPTER 7

FACTUORS UNDERLYING INTEREST RATES VARIATION IN THE SAMPLE
VILL AGES

The findings of our survey of selected sample villages reflect
the existence of wide variations in the rates of interest (calculated
on an annual basis) on loans both from formal as well as informal
agencies. This has ofcourse been observed in other studies also.
Under conditions of imperfect markets as well as fragmented markots,
one would expect to observe a wide spectrum of rates rather than a
tendency for the rates to converge. In the theoretical and empirical
literature reviewed earlier, the following factors have been identified
as having an important bearing on the rate of interest: the size and

differing
duration of loans, the purpose of borrowing (which reflects the[under-
lying elasticity of demand for credit) the nature of the security offered,
the credit worthiness or bargaining power of the borrower as reflccted

in the size of land holding or the value of total assets,

In this chapter, we have put the survey data to cleser scrutiny
with a view to identifying the relative importance of these determining
factors in explaining variations in interest rates. The analysis is
carried out on the basis of loan wise data, i.e. each loan is treated as
an observation. We have confined the analysig to each loan, since the

calculation of the relevant interest rate is much easier in that case;

\
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explanatory variables used in this analysis are:

In

e

.2

Cultivated Area (in Cents)
Duration of Loan (in months)
Total value of Assets

Education level of the Head of Household which has borrowed.

Size of the loan.

addition, there are the following qualitative variables,

Occupation of the head of the borrowing household., This
is coded as follows: 1 = Cultivator; 2 = Agricultural
or Casual Non-agricultural labour; 3 = Non cultivator.

The agency from which the loan has been taken. This is
coded as follows: 1 = Formal sectory 2 = Agricultural
Moneylender; 3 = Professional Moneylender; 4 = Traders;
5 = Friends and Relatives,

Security offered coded as follows: 1 = Gold, other
durables; 2 = Land, Buildings; 3 = Personal Security;
4 = Degposit. .

Purpose of loan coded as: 1 = Production; 2 = Consumption;
3 = Family Expenses (marriege, education etc.);
4 = Others.

Reason given for agency preference. Coded as 3

1 = Low Interest Rate, Subsidy etc.; 2 = Urgency of
Raquirement; 3 = Easy Terms (such as repayment schedules,
@asy access).

Village Code. This is coded as follows: 1 = Mookuperij;
= Vilpatti; 3 = Anikad; 4 = Ezhukone; 5 = Thirunavaya;
6 = Thalikulam,

The plan of the analysis is as follows. In tha first phase, we

subjected the data for all the villages pooled together, to two types of

analysis.,

We first carried out a series of one way analysis of variance

for formal and informal sector loan separately with respect to tho follow-

ing groupingss VILCO; OCCU; AGENCY (Formal and Informal sector loans
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combined) SECU and PURPUSE. The results are given below. These show
very starkly that in no case was the F ratio on the ANUOVA significant.
Thus for none of the above mentioned qualitative variables is there
much homogeneity in the data. The only variable where the f - ratio is
relatively high is VILCO, suggesting that a disaggregated analysis
separately for each village might be worthwhile. In a way, this rathor
negative finding is very interesting in its own right, because it
suggests that a great deal of heterogenity and variability exist in the

interest rate.

GOMBINED ANOVA for all Villages Together

1. Fformal

Variable IRATE
By Variable VILCO

Analysis of Variance

! f
Sourcae D.f. Sum of Mean ; F F
Squares Squares | Ratio | Prob,
Between Groups 5 10350.7730| 2070.1546 | 1.1948 | ,3107
Within Groups 451 781419.1964| 1732.6368
Total 456 791769.9694
Informal Analysis of Variance
I
Source D.F. Sum of Maan FOF F
Squares Squares Ratio Prob.
Betwesn Groups 5 1275671.,007| 255134,2015 1.7537| .1225
Within Groups 282 41025507.44 | 145480.5228
Total 287 42301178.,44 | 14




2. Formal

Variable IRATE
By Variable OCCU
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Analysis of Variance

Source D.F. Sum of Mean F F
Squares Squares Ratio Prob.

Between Groups 2 3750.4188 | 1875,2094 | 1,0804 | .3403

Within Groups 4564 788019.5506 | 1735.7259 '

Total 456 791769.9694 !
i
|

Informal
Variable IRATE
By Variable OCCU
Analysis of Variance
Source D.F, Sum of Mean F F
Squares Squares Ratio Prob.,

Between Groups 2 258399.2682 | 129199.6341 .8758 | .4176

Within Groups 285 42042779.18 | 147518,5234

Total 287 42301178.44

Se Variable IRATE
By Variable AGENCY
Analysis of Variancae
Source D.F. Sum of Mean F F
Squares Squares Ratio Prob.

Betwaeen Groups 4 365304.6974 91326.,1744 | 1.5737 | 1794

Within Groups 740 42944263,04 | 58032,7879

Total 744 43309567.74




4. Formal

Variable IRATE
By Variable SECU
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Analysis of Variance

Sources Sum of Mean F F
Squares Squares Ratio |Prob.
Betwean Groups 3 5803.3078 1934.4359 | 1.1149 | . 3426
Within Groups 453 78966.6616 1735.0257 '
Total 456 791769.9694
Informal
Variable IRATE
By Variable SECU
Analysis of Variance
Source D.F. Sum of Mean F f
Squares Squares Ratio |Prob.
Between Groups 2 67184,3370 33592.168% .2267 |,7973
Within Groups 285 42233994.11 148189.4530
Total 287 42301178, 44
5. Formal
Variable IRATE
By Variance PURPOSE
Analysis of Variance
Source D.F. Sum of Mean F F
Squares Squares Ratio |Prob.
Batween Groups 3 21,2973 7.0991 .0041 9996
Within Groups 453 791748.6721 1747,7896
Taotal 456 791769.9694
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Informal

Variable IRATE
By Variable PURPUSE

Analysis of Variance

Source D.E. Sum of Mean F F
Squares Squares Ratio Prob,
Between Groups 3 181242,4169 60414,1390 .4074 | .7478
Within Groups 284 42119936.03 | 148309.6339 ,
Total 287 42301178.44

In the next phase of the analysis, wa attempted a regression
exercise, again for all the village combined. In these regression we
regressed the Rate of Interest (on informal credit) on LAND, DUR, SIZE,
TOASST and EDU, along with separate sets of dummy variables, to allow
for different level (in the constant term). The dummy variablesj which
we tried in separate regression equations were: VILCO, OCCU, AGENCY,
SECU, PURPOSE and REASON. The result of this regression exercise are
reported below. Once egain, the findings are striking, though nagative.
All the regression equations do extremely poorly, and have hardly any
explanatory power, Hardly any of the formulated economic variables are
significant, and of the dummy variables only VILCD shows some statistical
significance. Thus we conclude that the data do not beyond to a popula-
tion with uniform characteristics, and it was thought best to carry out
the analysis separately for villages. In a sense, this is not surprising
because the villages have been selected with particular attention to their
representing different types of situations with respect to a large number

of characteristics,
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Combined Reqressiona: (Figures in parentheses are t-valuea, and R squeres
are adjusted for degree of freedom)

1. IRATE = 288.28 - 215.47 VILCOS = 2.10 DUR - 0.02 LAND
(3,73) (=2.64) (=0.747) (0.208)

- 1B85.35 VILCO1 + _0.0048 SIZE - 171.68 VILCO4
(=3.79) (-0.82) (-1.68)

- 0.00015 TOASST - 48,03 €EDU - 191,12 VILCO3
(=0.76) (=1.38) (=2.10)

~(167.77) VILCO2
(-1.84)

R Square = 0.0091

2. IRATE 180.01 - 89.38 0CLU2 - 1,92 DUR + 0.0028 LAND

(3.11) (=1.59) (-0.738) (0.038)

+ 0.0068 SIZE - 60,35 EDU - 0,00024 TOASST

- 65,63 0CCuU1

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 + 00,0069 SIZE + 2,27 AGENCY3
(-1.53) (1.165) ) (0.041)

R Square = =0.0067



4, IRATE
R Square
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R Squara

6. IRATE
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86,94 + (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

112.42 + 61,77 PURPOSE> + 0,0086 LAND - 2,50 DUR

(1.50) (0.840) (0.117) (~0.952,
- 50,06 EDU - 0,00026 TOASST - 10.41 PURPUSE1
(=1.64) (=1.38) (~0.129)
+ 1.0059 SIZE - 4,18 PURPOSE2
(0.974) (-0.058)
-0.0037

104.3 + 22,32 REASON2 - 0,00024 TOASST - 2,41 DUR

(2.11) (0.241) (=1.272) (=0.911)
- 0.0079 LAND - 0.,0073. SIZE + 722,98 REASUN1
(0.107) (1.231) - (0.460)
- 48,34 REASON1
(=1.563)

next phase of tho analysis, we carried out ANDVA (one way)

to same variables as earlier, for both formal and informal

sector loan separately, for each village. These results are reported

below:s
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In summary, the results show the following patterns:

(a) Village ¢ Anikad

The F ratio is highly significant with respect to AGENCY, Also,
SECU and PURPOSE are significant for formal sector loans. OCCU is in-
significant., For the informal sector loans, however, mono of the variables,
viz,, OCCU, SECU and PURPOSE are significant in the ANOVA. This‘shoma a

lack of homogeneity with respect to these groupingsin tho data.

(b) Village : Ezhukone

Here again, the F ratio with respect to AGENCY is highly signi-
ficant. For formal sector credit OCCU, SECU and PURPOSE are highly
significant,

In case of informal sector credit, SECU only is highly significant.

(c) Village : Thirunavaya

Once again, the F ratio with respect to agency is highly signi-
ficant, For formal sector loan, once again OCCU, SECU and PURPOSE show

significant discrimination,

(d) Village : Thalikulam

AGENCY again yield a high F ratio. For formal sector credit,
~
noneof the groupings appear to show a high discriminating power. OCCU
is only weakly significant. For informal credit, fngna of the variables

yield a statistically significant F-ratio,
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(e) Village : Vilpatti

Here again AGENCY is highly significant. For the formal sccter
credit, we find 0CCU, SECU and PURPOSE to be statistically significant.
In the case of informal sector credit, in this village, SECU, PURPUSE

and OCCU are also highly significant,

(f) Village : Mookupori '

In this village also, AGENCY is significant, For formal credit
PURPOSE is highly significant, and OCCU is very weakly significant. Ffor

informal credit, PURPOSE is highly significant,

Village wise ANOVA -

Anikad

Formal

Variable IRATE
By Variable OCCU

Analysis of Variance

Source D.F. Sum of Mean F F
Squares Squares ratio Prob.
Between Groups 2 ' 2.9997 1.4998 «1106 | .8954
Within Groups 118 1600.8350 13,5664
Total 120 1603.8347 r




Anikad (Contd,)

Variable IRATE
By Variable 0OCCU
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Analysis of Variance

Source D.F. Sum of Mean F | F
Squares . Squares Ratio | Prob,
Between Groups 4 36911.2512 | 9227.8128] 81,9233 .0000
Within Groups 163 18360.2666 112,6397
|
Total 167 55271.5179 ! '
?
Variable IRATE
By Variable SECU
Analysis of Variance
Source D.F. Sum of Mean F F
Squares Squares Ratio | Prob.
Between Groups 3 375.3200 125.1067 |11.9148 | 000
Within Groups 117 1228,5147 10. 5001
Total 120 1603,8347 ;
Variable IRATE
By Variable PURPGOSE
Analysis of Variance
z
Source D.F, Sum of Mean F F E
Squares Squares Ratio Prob.,
Between Groups 3 255,7638 85.2546 7.399 .0001
Within Groups 117 1348,0709 11.5220
Total 120 1603.8347




Anikad (Contd.)

Informal

Variable IRATE
By Variable OCCU

167

Analysis of Variance

Source D.F. Sum of Mean F F
Squares Squares Ratio Prob.
Between Groups 2 2170.3798 | 1085.1899| .9%63 | 3922
Within Groups 44 49930,9393 | 1134,7941 '
Total 46 52101.3191
Variable IRATE
By Variable SECU
Analysis of Variance
Source D.F. Sum of Mean F F
Squares Squares Ratio | Praob.
Between Groups 1 806.2858 B06.2858 | .7073 .4048
Within Groups 45 51295.0333 | 1139.8896
Total 46 52101.3191
Variable IRATE
By Variable PURPOSE
Analysis of Variance
Source D.F. Sum of Mean F F
Squares Squares Ratio |Prob.
Between Groups 3 5769.7501 1923,2500 | 1.7850 |.164>
Within Groups 43 46331,5691 1077.4784
Total 46 52101.3191




Ezhukone

Formal

Variable IRATE
By Variable OCCU
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Analysis of Variance

Source D.F. Sum of Mean F F
Squares Squares Ratio | Prob,
Between Groups 2 100.5008 50,2504 3.1265 | .0489
Within Groups 86 1382.2183 | 16,0723 '
Total 88 1482,7191 !
Variable IRATE
By Variable SECU
Analysis of Variance
{
Source D.F. Sum of Mean F F 1
Squares Squares Ratio |Prob, !
I
Between Groups 2 245,1688 122.5844 8.5187 | .0004 1
Within Groups 86 1237.5503 14,3901 ’
Total 88 1482,7191 5
Variable IRATE
By Variable PURPOSE
Analysis of Variance
] Source D.F. Sum of Mean F F
Squares Squares Ratio Prob.
Between Groups > 569.222 189.7407 17.6552 |,0000
Within Groups 85 913.4969 10.7470
Total 88 1482,7191




Ezhukone (Contd.)

Informal

Variable IRATE
By Variable OCCU
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Analysis of Variance

Source D.F. Sum of Mean F F
Squares Squares Ratio | Prob,
Between Groups 2 588,2996 279,1498 | 1,1709 | .>248
Within Groups 28 6675,4423 28,4087
Total 30 7233,7419
Variable IRATE
By Variable SECU
Analysis of Variance
Source D.F. Sum of Mean F F
Squares Squaraes Ratio | Prab,
Between Groups 2 4124,8008 2062,4004 | 18.5746] .0000
Within Groups 28 3108,9412 111.0336
Total 30 7233,7419
Variable IRATE
By Variable AGENCY
Analysis of Variance
Source D.F. Sum of Maan F F
Squares Squares Ratio {Prab,
Between Groups > 877.1419 292,3806 12419 |.3139
Within Groups 27 6356.6000 235.4296
Total 30 7233.7419 |
]




Ezhukone (Contd.)

Variable IRATE
By Variable AGENCY
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Analysis of Variance

Source D.F. | Sum of Maan F F |
Squares Squaraes Ratio Probe
Between Groups 3 5739.7031 1913.2344 | 64,7514 | 0000
Within Groups 116 3427.4969 29,5474
Total 119 9167.2000 ‘
Thirunavaya
Variable IRATE
By Variable AGENCY
Analygis of Variance
Source D.F. | Sum of Maan F F
Squares Squares Ratio Prob,
Between Groups 4 194666,.8353 | 4B666,.7088|435.9788| 0.0
Within Groups 131 14623.0470 111.6263
Total 135 2092689.8824
Formal
Variable IRATE
By Variable OCCU
Analysis of Variance
Source D.F. Sum of Mean F F
Squares Squares Ratio Prob.,
Between Groups 2 52.6541 26,3270 3.8495 .0308
Within Groups 36 246,.7818 6.8551
Total 38 299.4359




Thirunavaya (Contd,)

Variable IRATE
By Variable SECU

1m

Analysis of Variance

Source D.F, Sum of Maan F F
Squares Squares Ratio Prob,
Between Groups 2 94,9609 47,4804 8.3594 .0000
Within Groups 36 204.4750 5.6799
Total 38 299,4359 J
Varjable IRATE
By Variable PURPOSE
Analysis of Variance
Source D.F. Sum of Mean F F
Squares Squares Ratio Prob.,
Between Groups 3 59.7216 19.9072 2,9006 .0483
Within Groups 35 239.7143 6.8490
Total 38 299.4359
Informal
Variable IRATE
By Variable OCCU
Analysis of Variance
Source D.F.| Sum of Mean F F
Squares Squares Ratio Prob.
Between Groups 2 792,6567 3986.3284 | 1,8802 .1582
Within Groups 94 199297.26 2120.1198
Total 96 207263.9175
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Thirunavaya (Contd.)

Variable IRATE
By Variable SECU

Analysis of Variance

Source D.F., Sum of Mean F F
Squares Squares Ratio Prob.
Between Groups 1 59.8853| 59,8853 |.0275 .8683
|
Within Groups 95 | 207204.0323 | 2181.0951 |
Total 96 | 207263.9175 ‘

Variable IRATE
By Variable PURPOSE

Analysis of Variance

Source D.F. Sum of Mean F F
Squares Squares Ratio Prob,
| Between Groups 3 12221.,2241 | 4073.,7414 11,9424 1281
§ Within Groups 93 195042,.6934 | 2097.2333
i Total 96 | 207263.9175

Thaljkul am

Variable IRATE
By Variable AGENCY

Analysis of Variance

Source D.F. Sum of Mean F F
Squares Squares Ratio Prab.
Between Groups 2 | 64549625.352| 2274812.676 6.07689 | .0032
Within Groups 101 37795894.7% 374216,7798
Total 4J 103 42345520.12
!
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Thalikulam (Contd.)
Formal

Variable IRATE
By Variable OCCU

Analysis of Variance

Source D.F. | Sum of Mean F F
Squares Squares Ratio | Prob,
Batween Groups 2 42113,4990  21056.7499 2.0034| .1425
Within Groups 70 735740.8298! 10510.5833 ,
Total 72 777854,3288

Variable IRATE
B8y Variable SECU

Analysis of Variance

Source D.F. | Sum of Mean F F
Squares Squares Ratio | Prob.
Between Groups 3 10975.1667 3658,3889 .3292 | .8043
Within Groups 69 766879.1621 11114.1908
Total 72 777854.3288

Variable IRATE
By Variable PURPOSE

Analysis of Variance

Source D.F, S5um of Mean F F
Squaras Squsares Ratio | Prob,
Between Groups 3 7344,5678 2448,1193| .2192 «8827
Within Groups 69 770509.7610 11166.8081
Total 72 777854,3288 _j




Thalikulam (Contd,)

Informal

Variable IRATE
By Variable OCCU
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Analysis of Variance

Source D.F. Sum of Mean F F
Squares Squares Ratio |Prob,
Betwen Groups 2 480564,7484 | 240282.3742|.1677 | .8464
Within Groups 28 40113884.80| 1432638,743 ,
Total 30 40594449,55
Variable IRATE
By Variable SECU
‘ Analysis of Variance
Source D.F. Sum of Mean F F
Squares Squares Ratio {Prob.
Between Groups 1 2426354,112 | 2426354,11211.8435|,.1850
Within Groups 29 38168095.44 | 1316141,222
Total 30 40594449,55
Variable IRATE
By Variable PURPOSE
Analysis of Variance
Source D.F, | Sum of Mean F F
Squares Squares Ratio Prob.
Hetween Groups 3 3762454,151 1254151.384 | 9194 | 4447
Within Groups 27 36831995,40 1364147,978
Total 30 4B8594449,55




Vilpatti

Variable IRATE
By Variseble AGENCY

175

Analysis of Variance

Source D.F. Sum of Mean F F
Squares Squares Ratio | Prob.
Between Groups 4 160823,0327 | 40205,7582| 100.6841 .00
Within Groups 142 56704.2462 399,3257 ,
Total 146 217527.2789
Formal
Variable IRATE
By Varisble OCCU
Analysis of Variance
Source D,F. | Sum of Mean F F
Squares Squares Ratio | Prob.
Between Groups 2 4,8044 2.4 2,411 | .0955
Within Groups 90 89,6687 9963
L__Total 92 94,4731
Variable IRATE
By Variable SE&CU
Analysis of Variance
Source D.F, Sum of Mean F F
Sguares Squares Ratio | Prab,
Betwaeen Groups 2 12.4190 6.2095 6.,8108 | .0018
Within Groups 90 82.0541 «9117
Total 92 94,4731




Vilpatti (Contd.)

Variable IRATE
By Variable SECU
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Analysis of Variance

Source D.F. | Sum of Mean F F
Squares Squares Ratio{ Prob,
Between Groups 2 12.4190 6.2095 6.8108| .0018
Within Groups 90 82.0541 «9117
Total 92 94,4731
Variable IRATE
By Variable PURPOSE
Analysis of Variance
Source D.F. | Sum of Mean F F
Squares Squares Ratio Prob,
Between Groups 2 4,8595 2,4297 2,4402 | .0929
Within Groups 90 89.6136 «9957
Total 92 94,4731
Informal
Variable IRATE
By Variable OCCU
Analysis of Variance
Sourcae D.F. | Sum of Mean F F
Squares Squaraes Ratio Prob,
Between Groups 2 15663,0332 | 7831.,5166 | 3.1184 | ,0528
Within Groups 51 129080,4483 2511.3813
Total 53 143743,4815




Vilpatti (Contd.)
Variable IRATE

By Variable SECU

m

Analysis of Variance

Source D.F. | Sum of Mean F F
Squares Squaraes Ratio Prob,
Between Groups 2 67652,5481} 33826,2741 | 22.6721 | .0000
Within Groups 51 76090.9333 1491,979N1
Total 53 143743,4815
Variable IRATE
By Variable PURROSE
Analysis of Variance
Source D.F. | Sum of Mean F F
Squares Squares Ratio Prab.
Between Groups 3 65833.,0648 | 21944,3549 | 14,0831 | 0000
Within Groups 50 77910, 4167 1558.2083
Total . 53 143743,4815
Mookuperi
Variable IRATE
By Variable AGENCY
Analysis of Variance
Source D.F. | Sum of Mean F F
Squares Squares Ratio Praob.
Between Groups 3 1958,1328 652,7109 2,2780 .0877
Within Groups 66 18910.5100 286.5229
Total 69 20868.56429




Mookuperi (Contd.)

Variable IRATE
By Variable OCCU
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Analysis of Variance

Source D.F. | Sum of Mean F F
Squares Squares Ratio Prab.
Between Groups 2 7. 3017 306509 1 08467 0171}
Within Groups 39 77.1030 1.9770
Total 41 84.4048
Variable IRATE
By Variable SECU
Analysis of Variance
Source DFe | Sum of Mean F F
Squares Squares Ratio Prob,
Between Groups 3 2,7964 9321 «4340 « 7299
Within Groups 38 81.6083 2,1476
Total 41 84,4048
Varieble IRATE
By Variable PURPOSE
Analysis of Variance
Source D.F. | Sum of Mean F F
Squares Squares Ratio Prab,
Between Groups 3 3646453 12,2151 9.7190 | .0001
Within Groups 38 47,7595 1.2568
Total 41 | 84,4048




Mogkuperi (Contd.)

Informal

Variable IRATE
By Variable OCCU

179

Analysis of Variance

Source D.Fe | Sum of Mean F F
Squares Squares Ratio Prob,
Between Groups 2 609,.4286 04,7143 3789 .6885
Within Groups 25 20106.0000 804.2400 )
Total 27 20715.4286
Variable IRATE
By Variable PURPOSE
Analysis of Variance
Source D.F. Sum of Mean F F
Squares Squaraes Ratio Prob.
Between Groups 3 8623,0286 2874,3429 | 5.7048 |.0043
Within Groups 24 12092.4000 503,.8500
Total 27 20715.4286

It ia thus very clear that when the data for different villages
are snalysed separately, the results are much more meaningful.

the relative heterogenity of informal sector interest rates, as compared

with the formal sector is clearly brought out.

Howaver,
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Finally, we have attempted a set of regression analyses of IRATE with
attractive specifications of explanatory veriables for each village
separately. This has been done only for informal sector loans. We have
maintained a set of explanatory variables, as earlier, and have varied
the dummy specification, Because of relatively few degree of freedom,
we have not tried to the use more than one type of dummy variable in a
single equation. The results for these village wise regressions ,are

given below.

1. Anikad

1. IRATE = 59,23 - 24,25 PURPOSE3 - 16,34 EDU + 4,99 "R
(2.72) (-1.272) (-2.097)*  (2.54,*

- 47,34 PURPOSE1 + 0,142 LAND = 0,00102 SIZE
(=2.33) (0.69) (0.389)

- 16.91 PURPOSE2 - 0,00013 TOASST
(=0.946) (-0.696)

=]

Square = 0,246

2, IRATE = 56.46 - 37.66 REASON2 - 0.0024 SIZE + 1.45 DUR
(6.45) (-2.131)* (=1.351) (-0.104)

- 0.60 EDU + 0,029 LAND = 47,79 REASON1
(0.186) (=5.672) * < (0.276)

- 0.000039 TOASST
(6.45)*

R Square = 0.531



Anikad (Contd.)

Se

4.

I1. Ezhukone

1.

2.

IRATE

ﬁ'Square

IRATE

R Square

IRATE

R Square

IRATE

ﬁ'Squara
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30,14 + 2,63 0OCCU2 + 5,59 DUR « 10,23 EDU

(179) (0.191) (2.94)* (=1.29)
- 0.0014 SIZE + 0.058 LAND - 3.30 OCCU1
(=0.561) (0.28) (=0.23)
- 0.000045 TOASST
(=0.24)
0.140

11.74 + 65,19 AGENCY4 -~ 6,03 EDU + 36,21 AGENCY2'

(1672) (2.95)* (=1.29) (4405)*
- 75.37 AGENCY3 - 0.00080 SIZE - 0,11 LAND
(7.40)* (=0.53) (0.89)
- 1.79 DUR = 0.000093 TOASST
(=1.20) (0.781)
0.668

29,90 = 4,50 OCCU2 - 7,26 EDU + 1,24 DUR

(2.10) (=0.58) (=1.8) (2.27)*

- 0.00063 SIZE = 0,052 LAND = 0.000035 TOASST
(-00941) (-1.02) (00757)

- 12,51 0CCU1

(=1.401)

0.250

6.23 + 20,85 AGENCY3> ~ 0,90 EOU + 0.000023 TOASST

(1 027) (5.11).’ (-0.39) (0079)

+ 26,54 AGENCY2 - 0.,00025 SIZE + 0.606 DUR = 0.036 LAND
(5.04)* («0.641) (1.69) (=1.16)

0,712
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Ezhukene (Contd.)

S

4,

II1. Thirunavaya

1.

2,

IRATE

E'Squara

IRATE

R Square

IRATE

ﬁ'squara

IRATE

R Square

6.77 + 7,235 PURPOSE3 = 0,058 LAND + 1,82 DUR
(0.75) (1.11) (=1.26) (3.23)*

+ 0,93 EOU - 0,00043 SIZE - 15,21 PURPOSE1

+ 2,496 PURPOSE1 - 0.000238 TOASST
(0.302) (0.518)

0.346

15,43 + 5,05 REASON2 - 1,31 EDU = 0,06 LAND

(1.61) (0.658) («0.383) (=1.212)
-~ 0.,0000067 SIZE + 1,10 DUR - 8,08 REASON1
(0.011) (2.141)* (-1.05)
- 0.000025 TOASST
(0.579)
0.336

43,90 - 4,87 0CCU2 - 1,13 DUR - 4,88 EDU
(3.61) (~=0.358) (=1.03) (-0.626)

+ 0.044 LAND - 0.00045 SIZE - 9,60 OCCU1

(2.206) (=0.349) (=0.597)
- 0,000080 TOASST
(-1.08)
0.021

9,38 - 4,98 AGENCY4 - 0.0000013 TOASST - 0.748 AGENCY2
(2.89) («=1.53) (-0.08) (=0.06)

- 0.00075 SIZE = 1.94 EDU + 110.63 AGENCY3
(=0.46) (=0.96) (31.59)*

- 0.856 DUR = 0,003 LAND
(-2.66)' (-0.65)

0.934
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Thirunaveya (Contd.)

3e

4.

IV, Thalikulam

1.

2.

IRATE

E'Squara

IRATE

R Square

IRATE

R Square

IRATE

40,02 - 12,15 PURPOSE3 + 0,03 LAND + 16.49 PURPOSE1

(2.84) (0.866) (-0.158) (1.01)

- 0.00054 SIZE - 1,83 EDU - 0.80 DUR

(=0,43) (=0,.24) (-0.68)

- 1,72 PURPOSE2 - 0,0000896 TOASST
(=0.125) (=1.25)

0.045

68,75 - 39,85 REASON2 + 0,0000045 SIZE

(7.89) (-1.39) (0.004)

+ 0.000034 TOASST - 10,55 EDU + 53,83 REASON1
(0.54) (=1.62) (=6,22)*

= 1.94 DUR = 0,14 LAND

(=2.1)* (0.798)

0.316

650.99 - 654,93 0CCU2 + 20,25 DUR + 8,88 OCCu1

(0.,80) (=0.952) (0.167) (0.,011)

« 0,09 LAND + 0,074 SIZE - 0,0025 TOASST - 491,63 EDU
(=0.334) (1.256) (=0.97) (=1.53)

- 0.095

2531,86 = 2360.,80 AGENCY3> + 0,128 LAND + 94,51 DUR

(2.50) (=2,83)* (0.504) (0.892)

« 0.0025 TOASST - 472.41 EDU = 0,098 SIZE
(=1.18) (=1.78) (=1.23)

0.181
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Thalikulem (Contd.)

3. IRATE m  465.57 + 628.81 PURPOSE? - 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 PURPOSE2 + 0,053 SIZE « 224.21 PURPOSE3
(«-0.,019) (0.761) (-0.201)

R Square = - 0,128

4, IRATE = 1562,98 = 351,25 REASON2 - 0,04 LANO - 0,0043 TOASST
(2.04)  (-0.434) (=0.126)  (<1.934)*

- 152,18 DUR + 0,062 SIZE - 460.74 EDU
(=1.223) (~0.897) (=1.704)

+ 2327.85 REASON1
(2,913)*

o]

Square = 0,177

Vo Vilpatti

1. IRATE = 82,33 - 15,39 PURPOSE3 + 9,27 EDU ~ 0.05 LAND
(3.12) (=0.657) (0.958) (=1.006)

-~ 1.571 DUR = 24.11 PURPOSE1 + 0.000006 SIZE
(=4.576)* (~1.006) (0.004)

- 0.,0031 TOASST + 24.01 PURPOSE2
(-0.682) (1.028)

R Square = 0,631

2. IRATE = 124,95 - 45,25 REASON2 - 3.07 EDU - 0.00033 SIZE
(7.6) (=1.41) (=0.30) («0.19)
~ 0,027 LAND - 28,28 REASON1 - 1.54 DUR
(=0.43) (=1.64) (=4.42)"
- 0.00066 TOASST
(=1.21)
R Square = 0,52



Vilpatti (Contd.)

S

4.

IRATE

ﬁ'Square =

IRATE

R Squeare =

VI, Mookuperi

1.

2.

IRATE

R Square

IRATE

R Square
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111.04 - 7,24 0CCU2 - 1,66 DUR - 10,004 EDU

(6.53) (=0,51) (=4,83)* (-0.894)
- 0,04 LAND - 0.00065 SIZE - 3.26 OCCU1
(-0.680) (-0.382) (=0.179) -
- 0.00049 TOASST
(-0.827)
0.490

66.91 - 21,71 AGENCY4 - 0,00061 SIZE - 16.69 AGENCY2

(4,74) (=1.37) (-0.462) (0.729)

- 6,69 EDU = 0,018 LAND = 1,32 DUR + 44,18 AGENCY3
- 0.000061 TOASST

(=0.144)

0.692

30,47 + 5,66 0CCU2 - 6,70 OCCU1 + 3,45 DUR

(1.35) (0.21) (-p.42) (2.04)*

- 0.00010 TOASST - 0,00032 SIZE - 20.87 EDU
(1445) (0.211) (-1.80)

+ 0,042 LAND
(1.71)

0.155

34,59 ~ 24,79 AGENCY4 - 18,66 EDU - 0,57 AGENCY3

(1.77) (=2.45)* (=1.85) (=0.021)

+ 3,92 DUR = 0.000108 TOASST - 0.00046 SIZE
(2,537)* (=1.736) (=0.296)

+ 0,036 LAND

(1.689)

0.343
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Mookuperi (Contd.)

3, IRATE = = 1,98 = 4,28 PURPOSE3 - 0.00014 TOASST
(-0.09) (=0.28) (=3,52)*
+ 2.61 DUR = 0.0026 SIZE = 1.57 PURPOSE2
(2,7)* (=2.767)* (-0,09)
+ 1.10 EDU + 0,024 LAND + 55,53 PURPOSE1
(0.129) (1.696) (2,96)*
R Square = 0,741

4, IRATE = 14,537 + 13.21 REASON1 - 0,000097 TOASST

(0.57) (1.154) (=1.431)
+ 0.00046 SIZE + 4.08 DUR = 19,34 EDU
(0.32) (2.39)* (=1.77)
+ 0.04 LAND
(1.65)
R Square = 0235

As can be seen, these estimates show a great deal of improvement
over the combined regressions reported earlier, where all the village
data had been combined, However, the fits are still not full satise
factory in most ceses, and this callb for further research. Nevertheless
the findings are interesting. As before, we have maintained a set of
explanatory variables in all the equations. These are EOU, OUR, LAND,
SIZE and TOASST, as before. The alternative dummy specifications are
for PURPOSE, REASON, OCCU and AGENCY. For reasons 6f brevity, we have
reported the findings in a "raﬁ" form, and not separately written out
the equations for each value of the dummy variable. Our main purpose

types of dummy
here is to obtain en idea of the/variables which matter.
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The main findings are as follows:

(a) Villaeqe : Anjkad

Among all the equationg,the overall explanatory power of the
equation with AGENCY dummy variable is the highest, followed by the equa-
tion with REASON, This suggests that a large part of variation in IRATE
is accounted for by these two (qualitative) verisbles. Among the other
variables tha result are not constant, and variables appear to change
in statistical significance as the dummys are varied,. Homever, one
noticesa significant positive association between IRATE and DUR in two
of the equations. One way to view these results is to recognise the
alternativwe dummy specifications are a way of sorting the data accﬁrding
to different criteria. In this perspective, we note that when the data
are "sorted" by PURPOSE, IRATE varies negatively with the education level
of the borrower (EDU). When we sort by REASON, then the negative asso-
ciation between IRATE and variable reflecting land holding and asset

value becomes apparent,

(b) Villege ¢ Ezhukone

In this village also, there apbears to be a fairly robust
positive and statistically significant relationship between IRATE and
the duration of the loan (DUR). None of the other variables show high
statistical significance. However, the role of AGENCY as a dummy
variable is extremely significant here, and the 52 is quite high when

this is used, Different agencies charge very different rate of interest

in this village, regardless of most other factors,
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(c) Village : Thirunavaya

Here, there is an extremaly strong association between IRATE
and AGENCY, and the ﬁg is very high. The explanatory power of all the
other equatiors is poor, though the equation using REASON is marginally
better. In this village, for both the equations using AGENCY and REASON
dummy variable, we notice a strong negative association between IRATE
and the duration of the loan (DUR). This is in contrast with the'
pattern observed for the villages Anikad and Ezhukone. None of the

other variables in the regression are significant.

(d) Village : Thalikulam

The explanatory power of the regression equations is not high
under any specification. Clesrly there are factors here which affect
the interest rate which we have not been able to cepture. In the two
equations that do relatively well, i.e., with AGENCY and REASON we find
a weak negative association between the rate of interest and education
(EDU) and the value of total assets (TOASST) of the borrower. This
suggests the importance of bargaining power in the determination of the

interest rate in this villags.

(e) Village : Vilpatti

In this village, no particular dummy variable Specificatioh
2
is clearly superior, they all do reasonably well in terms of R , the

best equation being the one with AGENCY. What standsout very sharply
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in this village is the strong negative association between the rate of

interest (IRATE) and loan duration (DUR).

(f) Village : Mookuperi

In this village, IRATE variation are best explained by PURPOSE
of borrowing, e this equation using this as a dummy variable does the
best. The role of AGENCY is not as important in this villege, in cone
trast with most others, Here we notice a robust positive and significant
association between IRATE and DUR, which holds in all the equations.

We also find that in this village, the characteristics of the borrower
matters more. There is the expected negative association betwéeq.IRATE
and TOASST in the PURPOSE equation, but the t = ratio for this variable
is on the high side in other equatiom® also, This is true also for EDU,
which also indicates a negative association, Thus richer and better
educated borrowes tend to pay a lower interest rate for their loans.
However, there.is also a counter tendency, in that their appears to be
a week, positive relationship between IRATE and the size of landholding

of the borrower (LAND).

Conclusion

These regression squations estimates reflect the heterogenity
of the informal credit market in the selected villages. Relatively few
generalisations can be mede. However, in most villages the role of

supply side characteristics such as AGENCY is important in explaining
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tho IRATE. Loan characteristics are. important in some cases, particularly
the loan duration (DUR). However, the direction of association varies

from village to village. PURPOSE and REASON also play a role in some
villages. By and large, the characteristics of borrowers do not play

a very important role, except in one village. Of the variables that
matter TOASST and EDU are worth noting. But these associations are weak

in most cases, contrary to expectation about informal sector cred;t.

This is somewhat surprising. The regression estimates are expYofhtory

in nature, and further detailed analysis may help sharpen our knowledge

about informal sactor interest rate formation.



CHAPTER 8

ROLE OF INFORMAL CREDIT MARKETS s SAVINGS MOBILISATION,
ALLOCATIVE EFFICIENCY AND EQUITY IMPACT

8.1 Introduction

Financial intermediaries play an important role in economic
growth by way of stimulating and mobilising savings and allocating
savings to more produétive channels of investment. The vicious circle
of low savings, low investment and low rate of growth syndrome of under-
development is an essential part of the received doctrines. Savings of
the household sector, which dominates the economy of a devaloping
country, remain low partly because of the low incentives for Raving,
thanks to the limited opportunities for investment in their own house-
hold enterprises or elsewhere. Financial intermediation may stimulate
savings of rural households by providing remunerative channels for their
disposition and offering attractive returns on them. The domestic
resources so mobilised are placed at the disposal of enterprises short
of funds, thereby help financing investment on a larger scale., How
significant is the role of informal credit agencies in domsestic resource
mobilisation? To what extent they mobilise savings? Are they able to
stimulate additive savings? Is the security of deposits with them ensured?
How are the resources so mobilised allocated? Are they channelised in

to such directions as to ensure allocative efficiency? What is the
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impact of resource allocation on equity? These are some of the

questions that are examined in the present chapter.

Role of Informal Credit Market in Domestic Resource Mobilisation .

8.2.1. The Setting

The paradox of high saving and low growth rate surfacing in
the Indian sconomy in recent years attracted wide attention. The Working
Group on Savings appointed by the Government of India against this baCke
ground in its report observed that while the saving rates in the public
and private corporate sectors recorded only modest increase over the
period 1951-52 to 1978=79, the ratio of housshold saving to gross domestic
product more than doubled. (Réserve Bank of India, 1982, Table 5.8, p.33).
The saving performeance of the rural households also seems to be quite
impressive. According to one estimate, gross savings of all rural house-
holds increased more than three and a half times between 1951-52 and
1978-79, while net financial savings registered a forty-fold increase.
(Ashoka Mody, 1983, Tables 1 and 3). Ouring this period, the proportion
of financial savings to total savings of the rural households had also
risen commensurately. Thus, not only the rural households® propensity
to save has improved, but more of their savings is tending to bs suscep=
tible to financial intermediation. This period also witnessed an unpre-
cedented expansion of formal credit institutions like cooperative societies
and commercial banks, especially of the latter after the nationalisation
of major banks in the late sixties. Between 1969 and 1984, number of all

commercial bank offices increased from 8262 to 45332, i.e. by 548.6 percent,
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The bulk of this addition was in the rural areas. Moreover, a wide range
of saving media such as the National Saving Certificate, Unit Trust,
Poet Office Savings Bank, etc. has been introduced, thereby widening the
options before the savers. However, it is worth noting that the rate

of returns on these investments is comparatively low. Since the govern=
ment is committed to a pelicy of low lending rates on loans from banks
and cooperative institutions to priority sectors like agriculture, the
interest on deposits is also kept low or below what may be called equi-
librium rate of interest, If due allowances is made for inflation, the
real rate of interest on the deposits turns out to be much lower than
the nominal rate offered, The informal credit agencies offer higher
interest rates; but there is an element of risk involved in entrusting

the savings with these agencies.

8.,2,2., Scope for savings mobilisatien by informal lenders

0f the informal lenders in the rural areas, except the profe-
ssional moneylenders, all other catégories practise moneylending as only
a subsidiary or part time activity. Among these, as mentioned earlier,
loan transactions by friends and relatives, who account for not too small
a share, are of a non-commercial type, and they are spt to be lending
out of their own savings, As for professional moneylenders, the scope
for mobilisation of savings would depend on the scale of their loan trans-
actions, Thanks to the massive expansion of the formal credit institutions
in to the rural areas, and the segmentation of the ICM, the scale of an

average professional moneylender's loan transactions is likely to be
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curta:lled, unless he extends his area of operations to other villages

or urban areas. Owing to the constraints inhibiting the entry of a
moneylender to unfamiliar areas, a typical moneylender limits his trans-
actions to an area around his residence, thereby keeping down his annual
turnover, If so, most of the moneylenders can meet the demand for

credit from their savings and have less need for tapping other sources

to supplement their own resources. Hence, unless new investment oppor-
tunities outside the traditional agriculture and household industries
open up, demand for credit is likely to remain low end the rcle of
professional moneylenders in mobilising household savings likely to be
minimal. If, on the other hand, there is a growing demand for credit

for purposes usually not met by formal credit agencies like consumption,
house construction, purchase of consumer durables, etc. and there are
potential borrowers indifferent to the cost of credit, then the monoy-
lenders would become more active in savings mobilisation. The emergence
of a new breed of professional moneylenders, the finance companies so~
called, exemplifies this situation. (More about it later). In the case
of non=professional moneylenders like agriculturist moneylenders and
traders, they might be accepting deposits or loans from others to a
limited extent, but mainly for financing their principal activities, viz,,
agriculture or trade as the case may be. Financing of loans to their
limited clientele with borrowed funds does not seem to be a viable propo-
eition. With these general observations, we shall now proceed to examine

the ectual situation on the ground.
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8.2.3, Savings disposition of rural houscholds

The composition of household assets may be taken as an indication
of the disposition of household savings., A pradominant share of thas
assets of rural households in India, end other developing countries,
used to comprise physical assets. Even at the beginning of this decade,
according to the results of the latest round of the All India Debt and
Investmant Survey (1981=82), of the total assets of all rural households,
(Rs« 36090 per housshold), the value of physical assets such as land,
buildings, livestock, agricultural machinery, non-farm business equip=
ments, durable household aseets, aetc. added up to Rs.35693 or 95.3 per-
cent, while financial assets including shares, deposits, dues receivabls,
etc. cane to just a little over 1 percent. (Reserve Bank of India, 1986,
p.442). However, the proportion of savings in the form of financial
assets to total household savings has increased several fold betweon
early fifties and late seventies, as per the findings of the Working Group
on Savings. Gross savings in the form of financial assets which was
estimated at 0,5 percent of GDP (as against 6.1 percent in the form of
physical assets and total domestic saving of 9,5 percent) in 1951-52
rose to 6.6 percent of GDP in 1978-79 (the ratio of saving in the form
of physical assets and total domestic saving to GDP being 9.2 percent
and 22.2 percent respectively). (RBI, 1982, op.cit., Table 5.8, p.33).

It may be noted that these estimates of saving include that of all house-
holds proper, both rural and urban, as well as unincorporated enterprises.

A break-up of the savings of the household sector, yields an estimate
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of total net financial savings for the rural sector at fs.930 crores as
against aggregate savings of Rs.3650 crores, i.e. a little over 26 percent.
(Mody, loc.cit.) This would work out to 2,34 percent of the sstimated

rural income for the country as a whole.

8.2.4. Asset composition and savings of the sample households

(1) In our study areas too, the portfolio of assets reflects
a very high preference for physical assets, O0Of the total assets as on
1 April, 1987, the proportion of physical assets to total assets among
our sample households ranges from 93.9 to 98.94 percent; obviously, the
share of financial assets is very low falling in the range of 1.06 to
6.71 percent, It is significant to note that even in the case of the
sample households from the Kerala villages, the proportion of savings in
the form of financial assets is so negligible., That the proportion of
financial assets is lowest in Anikad, where agriculture is highly commer-

cialised, is indeed surprising. (Table 8.1).

Table 8.1 3 Composition of Assets of Sample Houssholds &s on 1,4,1787

Rs, par household
= 1

V;I;;;;\ﬂgfff\fype -- Physical% m.Financia; Total

Thirunevaya 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
Vilpatti 20960.82 97,37 565.08  2.63 21525,90
Mookuperi 96486.90 94,13 | 6020.45  5.87 102507.35
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(ii) Coming to the savings by our sample households, it may bs
mentioned at the outset that our estimates are limited to savings in the
form of financial assets. Since the focus of the present study is on
savings mobilisation, rathor than estimatss of total savings, data cn
savings by sample households in the form of financiel essets only were
collected. It may also be noted that the estimates are of gross savings.
Though the estimates of financial savings are net of reduction in assets
like shares and deposits, they are not net of changes in liabilities by
way of borrowings. The estimates, based on the balance sheet method,

are presented in Table 8,2,

Thus, in all the selected villages, except Thirunavaya, financial
savings have been positive, ranging from Rs.121 per household at Vilpatti
to Rs,10883 at Thalikulam. The increase in financial assets exceeded
100 percent in four of the villages. Thirunavaya is an exceptionsl case
where the average saving is negative representing a decrease of over 87

percent compared to the total at the beginning of the reference period.

(11i) The broad composition of financial savings consis®s of
addition to shares, mostly of cooperative societies, and deposits, The
latter includes deposits with formal credit institutions like cooperatives,
commercial banks, and contribution of life insurance premium, as well as
informal credit agencies such as subscription to chit funds, and deposits
with professional moneylenders/finance companies. The shares of formal
and informal credit agencies in the total deposits are set out in

Table 8,3,
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Table 8.2 ¢ Financial Sevinos of Semp.o Houssholds

(R8s per househnld)

Thirunavaya

Thalikulam

Anikad

tzhukone

Vilpatti

Mookuperi

Assst type

Sources

At the be-| At the

ginning of | end of
the yeear the yesr
1.70 1659
13.84 13.84
180.52 229.55
26.41 26,78
336413 345,28
180.38 174,17

Deposits Total
g’;’; :2" At tbe be- |At the 2;:2" At the bed At the
ginning of jend of ginning off end of
tiheg -yeapr the year the ysar | the year
-0.15 2727.96 1684,59 | =1043,37 2729.66 1686.14
0.00 7306.02 18189.04€ 10883,03 7319.86 18202.88
49,03 989.91 1725.112 735.20 970.43 1954,86
0.37 1810.42 3879.92 2069.50 1836.83 3606470
92.15 105.55 217,4% 111.88 441,68 562,77
~6421 1326,26 5846,29 4620,03 15056.64 6020.46

Diffe-
rence

| 10883.02
| (148,68)

984,23
(101.42)
i

2069,87
(118.69)

} 121.03
| (27.40) |

. 4513,82,
(299.59).

Figures in breckets, last
reference period.

col., stand for percentage change over the
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Table 8.3 t The shergs of Formal and Informal Credit Agencies in the Savings of
Sample Households

Thirunavaya Thalikul em Anikad Ezhukone Vilpatti Mookuperi
At the be- Change At the be~ Change |At the be~ Change | At the be- Change |Ait the be- Changa | At the be~ Chenge
Credit Agency ginning of during |ginning of during [ginning of during jginning of during pinning of during |ginning of-:during
the year the the yesr the the year the the year the the year the the yaar the
year year year year year yaar
Cooperatives 1126.76 43,24 740,97 9383.14 | 102,47 433,85 478,16 88,24 _7.89 22,33 156,96  1956.37
Commarcizl banks 1385,76 -985,65 29.52 283,73 | 866.71 132,06 953,05 360,32 13,55 35.69 610,76 1631,14
Government - - - - - - 32.16 586410 neg 241,37 404,93
Insurance - - 6024,10 1204,.82 - - 231.98 950.84 84,11 ) 53,75 115,70 130.38 1
Sub-total 2512.52 ~940,40 | 6794,58 10871.69 969,39 565,91 1672.35 1985.53 | 105,55 111.75 1124,99 4423 ,32 ‘
- (2%.10) (90.32) | (93.00) (59.90) | (97.93) (76.97)! (92.37) (95.94) | (100) (100) (91.74)  (94.74) !
Chit funcs 50.15 =12,41 23,49 7.1 20,52 169,29 117.28 41,358 - - - 12.66
Profeesional moreye . ) ' .
lendera/Financa Compga |° 165,29 -83,56 6.02 3.6z : " - - .
Others nisa - - 481,93 0.00 - - - 20,79 42,42 - - 101.27 184,55
Sub=totzl 215,44 =100.97| 511.44 11.33 20,52 169.29 138,07 54,00 ! - - 101.27 107 "~
(7.00) (9.68) (7.03) (c.10) (2.67) (23.03) (7.63) (4.0¢) ' (8.26) {Best
Totzl 2727.96 -1043,37 | 7306.02 1ces.c2 9E%9. 91 7I5,22 1 1810,42 2069,50 505.55 111,75 ; 1226,24 4620.03
(100) (1ac) | (109) (100) (10c) L 39) 1 (100) {100)  (100) (100)  (100) (100)
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8.2+5., Savings Mobilisation by Informal Agencies

(1) An Overview

It may be noted that of the total deposits of the sample
households on the initial date, the share of informal agencies ranges
from 2,1 percent in Anikad to 8.3 percent in Mookuperi; in one of the
villeges, formal credit institutions accounted for the entire deposits,
Coming to the increase in financial savings in the form of deposits
during the reference period, the share of informal agencies falls in
the range of 0,1 percent in Thalikulam to 23.0 percent in Anikad, The
two informal agencies with vnom some savings are entrusted are profo-
ssional moneylenders or fi:niance companies and chit funds. Howevar, be
it noted that the former : reported in only two villages, while the

latter is represented in ive out of the six villages.

We had also col' ted data from a few ~ample informal lenders
including professional mcineylenders, agriculturist moneylenders and
traders on the sources of funds and annual turn over of loan transactions.
The sample is purposively chosen, depending on their responsiveness,
and the findings need not he representative. With this due caution, we
present the data in respect of professional moneylenders in the table

below. (Table 8,4),
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Table 8.4 : Annual Average Turnover of loans and sources of funds
of professional moneylenders

Village No. of Annual Borrowings/ | Col.(4) as %
sample turnover | Deposits of Col. (3)
lenders Rse Rse

(1) (2) (3) (4) (5)

Thirunavaya 1 13750 1500 10.90

Thalikul am 4 788750 77750 9.85

Anikad 1 1856573 223500 12413

Ezhukone 4 591625 146875 24,82

Vilpatti 1 95000 nil -

Mookuperi 3 144167 3500 2,42

One thing which emerges from the foregoing teble is that the
professional moneylenders, by and large, carry on their loan trans-
actions mostly with their own funds. The extent of dependance on borrow-
ings or deposits would be less than one-tenth of the volume of their
credit transactions in the majority of the selected villages. In other
words, the average professional moneylender borrowers or attracts deposits
to supplement his own funds and deposit mobilisation is not his primary
objective. Howaver, as mentioned earlier, a new breed of moneylenders
have emerged in recent years who have set their sights high and extend

tho frontiers of their operations,

(i1) Finance Companies

The growth and decline of this type of financial intermediariacs

has been dramatic and spectacular. Since the mid-seventies, finance

-
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companies -~ alias financial enterprises, investment gorporations, bankers,
trusts, etc. -~ sprouted like mushrooms all over Kerala in both urban

and rurs’ areas. There has been a significant increase in the outmigration
of workers from Kerala, especially to the Middle East Countries, since mid-
seventies. The inflow of remittances reached unprecedented level. Accord-
ing to one estimate, foreign remittances to Kerala increased from Rs.1300-
1875 million during 1975=77 to Rs.7340-9175 million in 1980-81; remittances
as a proportion of the State Domaestic Product r-:se from 6 - 8 percent to
22-28 percent. (Gulati and Modi, 1983, Table 1¢ p.70, mimeographed).

The inflow of remittances stimulated a spurt o” activities like constru-
ction of residential buildings, cinema theatrer and hotels, purchase of
real estate, cars, scooters, trucks and variot' ‘onsumer durables like
tolevision and video sets, refrigergtors, etc, "hereby stimulating the
demand for credit. Thanks to the low returns on the various saving media
promoted by the government and formal credit institutions, the houssholds
with some savings were on the lockout for more lucrative channels, 0On the
other hand, there were several constraints on ottaining credit for the
above purposes from formal credit institutions, 2ince they did not belong
to the priority sectors. At the same time, there emerged a growing number
of potential borrowers who were more concerncd with easy and prompt dis-
bursal of credit than its cost. Thus, finar:ial intermediation became

an attractive proposition, for a lender could make a reasonable margin

of profit even after paying an interest significantly higher than the
deposit rate of formal credit institutions, The above factors contributed

to the rapid spreed of finance companies,
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There are no firm estimates of the numbar of finance companies
transacting business in the State, the volume of.deposits or their scale
of loan transactions, According to the Revenuag Department of the State
Government, tha number of firms registered and obtained licence for
monaylending business came to about 4000, wh!’a the Economic Division of
the Cochin office of the Reserve Bank of Indi- has estimated the total to
be over 10000. (Kerala Kaumudi, 5 August, 198¢), As against this,
according to the Kerala Small Financiers' Association, the total of these
finance companies functioning in Kerala came to about 12000. Prakssh hes
estimated that in Trichur town alone there we™~ some 1500 partnership
firms carrying on financial activities. (Pr:’' sh, 1984), 1In Kottayam
town within one KM on the same road 30 financ companies conducted busi=

ness, 12 of them being located under the same :oof., (Kerala Kaumudi,

9 August, 1987).

Eetimates of deposits are more difficult to obtain, ‘'Guestimates'
of deposits with some particular companise wers reported in the local dailies
like Kerala Kaumudl, Malayala Manorama, Mathruthumi, etc. For example, the
deposits collected by the Kottayam offices of amarias and Oriental Financé
and Exchange Companies were reported to be Rs,5 million and Rs.10 million
respectively. The New India Finance Compar had mobilieed deposits to the
tune of Rs.Z0 million, the Labella Arsha Bha:at had Rs,65 million by the
middle of this year. (Kerala Kaumudj, different issues during May 1987).
Estimates of total deposits of the finance companies in a few centres are,
however, available. Thus, according to the results of a sample survey of
24 partnership firms in Trichur town, which is estimated to have more than

1500 such firms, tho total deposits came to R.150.5 lakhs. The volume of
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deposits among these 24 firms ranged from fise3 lakhs to Rs¢11 lekhs or
above., The total deposits of 1500 firms in Trichur town is estimated

as Rs.100 crores. (Prakash, 1984, op.Cit., pp.2131-32), On the above
basis, the average per company would work out to Rs.0.06 crore or Rs.6
lakhs, Nayar in his survey of 114 finance corporations distributed

over the four southern States, Andhra Pradesh, Karnataka, Kerala and

Tamil Nadu, estimated the total volume of outstanding deposits of these
sample firms at Rs¢3530,46 lakhs as on 31 March, 1980, and the deposits
mobilised during the prededing one year at Rs¢3373.78 lakhs. (Nayar, 1982,
Table 5, pp.26). The average deposits outstanding and received during

the past one year would work out to Rs.30.,97 lakhs and Rs¢29.59 lakhs
respectively. The survey covered 32 companies distributed at 7 centres

in Kerala, The total deposits outstanding of these 32 firms came to a
little over Rs.975 lakhs, and the average per firm would work out to about
Rse 3045 lakhs, about the same as the average for all the 114 firms together.
The above figures would give an indication of the volume of total deposits

mobilised by the finance companies in this State.

True, there are certain provisions in the Banking Companies Act
and Kerala Moneylenders Act which impose restrictions on the number of
depositors, amount of deposits, interest paid on deposits or charged on
loans, etc. For instance, aczording to the former, the maximum number of
deposits permitted is 25 if the concern is an individual proprietorship
and 250 in case it is a partnership, The State legislation imposed ceil-
ings on interes® rates on deposits received and loans disbursed, viz.,

15 percent and 19.5 percent respectively. The restriction on the number
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of deposits was circumvented by the same proprietors floating several
firms under different names, as for example: Trinity Trust, Trinity
Jewellers, Trinity Financiers, Trinity Enterprises; Josecos Investments,
Josecos Fashion Jewellers, Josecos Financiers; Muthuttu Financiers,
Muthuttu Mini Bankers, Muthutu Chitti Fund, Muthuttu Bankers, Muthuttu
Mutual Funds, Mini Muthuttu Financial Chitti Fund, Muthuttu Kuries and
so on. Coming to interest rate offered on deposits collected or interest
rates charged on loans, they were invariably higher than those permitted

under the provisions of the prevailing law.

The boom in activities like construction, trade, etc. and the
spread of finance companies mutually reinforced each other. Several
of the enterprises attracted by the possibility of high and quick returns
from investment in these grey areas and the ease of obtaining credit from
finance companies soon started getting into the red and started default-
ing repayment of loans,

"The mushroom growth /[ of finance companies / within

a short span led to a substantial increase in supply

of credit. In the beginning, loans were issued only

to credit worthy business, Later due to competition

between firms, loans began to be issued to all and

sundry... The easy availability of credit led to

large over borrowings and resulted in over trade",.

(Prakash, 1987, p.39),
Some of the finance companies diverted the deposits into financing their
own ventures. The Rabella Arshabharat Company, an alibi for Labella
Financiers, cast its net wide setting up enterprises in such diverse

fields cement, fertilizers, construction, paints, beaverages, planta-

tions, travels, marketing, food, textiles, distillery,film development,
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andrso on. The proprietor of Shalimar Financiers fulfilled one of his

pet dreams, viz., to act in a hero's role in a movie, by himself producing
a cinema, financed of course, with the deposits collected. UOriental
Finance and Exchange Company had invited its own doom by locking up the
funds in real estate, film industry, etc. To cite another example,
Adithya Finance Company, with 148 branches and over 180 extension centres
in the State, has been running several other enterprises including a
supermarket. The inevitable result of extending loans to enterprises of
dubious viability or diverting the deposits to support the finance companys'
other activities is the erosion of their liquidity to a slender margin,

8o slender a margin that the whole structure might come down the moment

a few depositors get an alarm signal. The run on these finance companies
and their downing the shutters, the proprietors decamping with the loot
leaving hundreds of thousands of their helpless customers in utter dis-
tress were deily occurrences reported during the last one year. When the
customers went to the offices of their respective concerns to take back
deposits or interest on the same falling due on the stipulated dates, or
repay the loan and take back the hypothecated gold, they were asked to
come back later, if the office was open. More often than not, the office
was closed with no member of the staff around. The proprietor's where-
abouts were unknown. Majority of the company staff, who had got their job
after giving sizable amounts as security had now lost their job as well

as security, were themselves in utter distress. The run on the finance
compenies spread like wild fire and in such a situation their normal

practice of coming to each other's rescue could not redeem the situation,
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The closure of a Pew firms was being reported every day from early this
year with the frustrated customers holding demonstration in front of

the closed doors or 'dharnas' at the gates of the proprietors' residences.
The tales of woe of the aggrieved parties who forfeited all their savings

filled the pages of the local dailies.

In only two of our selected villeges, viz., Thalikulam and
Ezhukone, we came across some finance companies and they too are presently
keeping a low profile, In the former villege, there are at present four
firms, majority of them being partnership firms, All of them have received
deposits, the total deposits received during the last two years ranging
from Rs.20,000 to Rse2 lakhs. The reported rate of interest is 12 to 14
percent, At Ezhukone, we came across two firms. One of them, an indi-
vidual proprietorship, was started only 1986, and has not been receiving
deposits at the time of our survey. The second one is a partnership firm
with four partners, and functions in a separate office building under the
coption of a bank, The firm roceived doposits to tho tune of Rs.10 lokhs
in the course of last two years, an impressive record. It has a differen-
tial interest rate system, paying different rates of interest to different
groups of depositors and ranging from 12 percent te 50 percent. The lowest
rates of interest, 12 percent, are paid to Gulf. emigrants' households,
medium rates, 25 percent to cultiwators and highest rates, 50 percent to
employese. The rationsle underlying this differentiation appears to be
"to each according to his need". The general erosion of confidence in
the finance companies in the State haes naturally affected the tempo of

business activities of these few surviving firms also,
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The cresh of the finance companies seems to be rather due to
their liberal extension of credit to some enterprises or activities of
obvious viability which have grown out of all proportions, than to "the
steep fall in the Gulfremittances, the savere drought in 1982-83 and
fall in the prices of agricultural products...." as everred in a recent
report. (Prakesh, 1987, op.Cit., p.38). It is not that all finance
companies had misallocated or mismanaged their funds. But the failure
of a few companies to meet their due commitmente to their customers was
enough to arouse suspicion in the minds of the customers of other firms
also and cause a general run on all firms, After all, even a normally
stable and financially sound bank could collapse if it suddenly faces

a run, as it happened on more than one occasion in the past.*

Certainly, the finance companies have been successful in mobili-
sing the savings of rural households in Kerala., They entered the scene
at a time when, thanks to certain fortuitous circumstances, a large
number of households in certain pockets of the State were left with sur-
plus funds, True, there were offices of the commercial banks and post
of fice savings banks within easy reach, but the interest of fered on deposits
was not attractive enough. The new informal financial intermediaries
exploited this situation and mobilised these savings, perhaps to a greater
extent than formal aavings media. However, whether such savings mobilised
by them were put to productive use is another question., As the finance

companies were charging excessively high interest on their loans, an

* The liquidation of the Travancore and National Quilon Bank, and the
Palai Central Bank are well known examples,
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interest rate beyond the normal returns from any productive investment,

it should appear that the funcﬁional purpose of savings mobilisation is
not served, Evidently, the mobilisation efforts proved to be counter-
productive, Now that the vast majority of them have established their
lack of credibility and concern for their clientele, their role in savings
mobilisation will remain a sad memory of the past in the minds of all

concerned,

(1i1) Chit funds

Chit funds belong to a type of indigenous financial intermediaries
which have been providing the savings and credit facilities to different
communities from very early times, There has always been a felt need for
an arrangement or mechanism for pooling the savings end meeting the craedit
requirements of a community, irrespective of the type of society or level
of economic development. Before formal credit institutions entered the
scene, it was the informal intermediaries who filled the gap; even after
the former,has made considerable headway, the latter continues to play a
major role in the developing countries, especially in their rural areas.
Informal saﬁing and credit associations are active in most of these
countries, as reported in a series of recent studies. (See for example,
Bouman, 1977; Miracle, et.al., 1980). Under this arrangement, the members
of an association make regular contributions to a fund which is allocated

to each member by lot, auction or some other mutually agreed formula.

"A member saves until he receives the fund, after which
he starts to repay a loan in instalments. In other
words, the fund received by members at intermediate
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points in the life of the cycle includes a portion
equal to the sum of their pest and current contribu-
tions, plus a portion which is a loan to be repaid on
their future contributions., Not only does the credit
rotate, the saving positions rotate too. Therefore,
1 prefer the term rotating saving and credit associa-
tions = ROSCA, for short". (Bouman, op.cit., p.37).

Easy accessibility, simple procedures, flexibility, and adaptability to
many purposes have been noted as the factors accounting for their popu-

larity. (Ibid., ppe37-39; see also: Miracle, op.Cit., pp.701-708).

There is considerable diversity in the organisation and functione
ing of chitties, the Indian version of ROSCA. They differ in their size
(number of members instalments, total fund), life of the cycle, the way
in which the order of rotation is determined (lot, auction, or arbitrary
selection by the foreman), periodicity (daily, weekly, monthly, guarterly,
etc,) distribution of discounts in auction chitties, etc. (Nayar, 1973,

Chapters 2-5; see also: Radhakrishnan, 1973, Chapters 3-4),

Irrespective of the type of associations, savings constitute a
core feature of the chitties, "Participants in these informal banking
arrangements seem to believe that they Bave more than they would if,
instead, they saved in a solitary fashion because of the discipline of
having to regularly meet with the rest of the group and make a deposit",
(Miracle, st.al, op.cit., §.707). Bouman also concurs with this view:
"The foremost reason for joining a ROSCA is probably the "forced" saving
element. Through the regularity of small deposits, which otherwise might
be spent on trivilities, one is able to accumulate more sizable sums for

a worthwuhile cause". (Bouman, op.cit,., p.38). Saving for a rainy day or
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for meeting unforeseen contingencies has been the main motivation for many
people joining chjtties. In fact, during the early phese of its evolution
chitties were primarily savings associations; during that phase the pooled
savings or the capital, was distributed by lot., When the demand for credit
enlarged, chitties became savings-cum-credit associationjy in the process,
the lot chitties, were replaced by auction chitties, 8ince the latter

accommodated the credit needs of the subscribers according to their urgency,

"The main drawback of other forms of chitties is that
they are unable to mest the credit needs of the subs-
cribers, and, if at all thay can, it is not at the
appropriate time or én a proper scale, The auction
chitty, on the other hand, can give away a fairly
large sum of money as the prize amount when the subs-
criber needs it. By just subscribing one or two
instalments to an auction chitty of the desired value,
a subscriber will be able to raise a substantial amount.
The access to a large lump sum at an investment of a
small amount enables many an enterprising individual
to start new business or trades or small industries
or to axpand the existing ones with the help of which
they can easily repay the future instalments of the
chitty. Personal credit of such magnitude with pro-
vision for repayments extending over a fairly long
period, indeed, makes this chitty unique in the field
of finance". (Nayar, op.cit., p.52).

Coming to the growth of chit funds, Kerala and Tamil Nadu
éccountad for a major share. According to Nayar's estimate, there were
5257 working chitties in Kerala in 196768, with an annual turn over of
Rse 6378 lakhs; the corresponding number for Tamil Nadu were 3043 and
Rse1442,4 lakhs, (Nayar, op.cit., Tables 2=A, and 2-B, pp.165=166). As
against this, Radhakrishnan estimated the number of chitties in Kerala, in

1967 at 12491, and their annual turnover at Rs.7500 lakhs. (Radhakrishnan,
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opeCite, po37). In the case of Kerala, the latter estimate is twice as
high as the former, both in terms of the number and volume of turnover.
For Tamil Nadu, no comparable figures for the above period are included
for want of reliable data. However, Radhakrishnan has cited the informa-
tion furnished by the Tamil Nadu Chit Funds Association according to

which at the end of 1972 there were 557 registered chit companies, who
were members of this association. If we take into account those who were
not mombers, then the total may rise to 1000, the annual turnover of these
companies would come to Rs,60 crores in 1971 and Rs.96 crores in 197273,
Besides these registered chjtties, there are also quite a few unauthorised
ones, though run by registered companies. Their number was reported to

be 19216 involving Rs.7.55 crores. (Ibid, p.45).

To what extent the chitties are able to stimulate and mobilise
savings are the basic questions we are prassently concerned with, Nayar's

hypothesis is that a chitty maximises the quantum of individual savings.

"A person can be induced to join a chitty in which the
amount of his periodic savings. As for instance, if

his ability to save i8 Rs,100 a month, he can be admitted
to a chitty the monthly contribution of which is, say,
Rs«125 because owing to a high rate of dividend, the
actual monthly contribution will be much less than the
specified periodic subscription. In most of the instal-
ments the subscription will be Rs.100 or still less".
(Nayar, opeCit., pp.52=53).

The Banking Commission (1972) does not agree with this hypothesis. The

Commission observed,

"the estimated return on the savings of a subscriber to
a chit fund depends on a number of factors and assump-
tions, It depends, among other savings, on the discount
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offered by subscribers, the commission of the foreman,
the duration of the chit, the period for which the
prize winner has to wait before he gets the prize, the
interest he may save earned on his savings elsewhere,
and the return that he can obtain by investing his
prize amount.... In no case can all members get more
than what they contribute because unlike a commercial
bank, a chit fund does not get any return on cepital
employed, from anybody except from the members of the
chit fund", (Banking Commission, p.117).

The Commission's conclusion is that "as savings institutions chit funds
do not offer to ell their savers schemes superior to those offered by
commercial banks and other financial institutions". (Ibid., p.120). As
for mobilisation of savings, in the case of chit funds, the commission
pointed out that unlike other financial intermediaries, the collective
savings of one group are made available to the same group by rotation,.
That is, finaencial intermediation is limited between members of the same

group,

Despite the availability of alternative savings media of commer-
cial banks and other financial institutions which supposedly offer better
returns than the savings of subscribers to chit funds, why do they continua
to flourish in both the rural and urban areas? Why do éhe chit funds
attract more and more people to join them despite certain irregularities
and malpractices brought out from time to time? One probable explanation
is that, as mentioned earlier, there is an element of saving discipline
or compulsory saving once the membership of a chitty is taken. Any way,
it seems reasonable to presume that chit funds to generate more savings

than would be the case in their absence. As for the mobilisation of
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savings, it is true that the collection of savings of one group are shared
by the same group. But does this negative mobilisation of savings and
financial intermediation, one wonders. The fact that under the chit fund
scheme ansfer of funds from the savers to users does not involve inter-
madiaries helps to eliminate intermediation costs, The built-in provision
for credit serves as an additional incentive “sr saving by chit funds

subscription,

Coming to our study areas, while all :he selected villages from
Kerala had chit funds functioning in their ar<as, they were not reported
in one of the two villages from Tamil Nadu. Among the four Kerala villeges,
Ezhukone had the largest proportion of house' "ds reporting membership of
chittigs. Hence, we chose Ezhukone for the - dy of this inmstitution. Our
enquiry was limited to a sample of 12 chitty uiiterprises of which 11 are
private firms and one a cooperative. They are conducting[zarrently running
chitties distributed between them, Among the i1 private firms, one to
three chitties are being run simultaneously, while the Ezhukone Sarvice
Cooperative Bank is running 6 chitties currently. All of them are auction
chitties. The periodicity viz., monthly, an: "he number of instalments/
subscribers, viz,, 40, are uniform for all thase chitties, The monthly

subscription per member ranged from Rs.250 t: R3s,1250,

It is significant to note the high degree of participation by the
local community, The total number.of subscribers to the 33 running chitties
comes to 1320, Even allowing for the possibility of one person subscribing
to more than one chitty simultaneously, the proportion of households parti-

cipating in this activity eppears to be comparatively large. More over,
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besides the 12 firms we have surveyed, there is likaly to be an equally
large number of similar chit funds in Ezhukone, according to informed
sources. Than, there are also chitties of other types differing in
periodicity, procedurss, etc. Mention may be made of daily chitties to
which petty traders, wage earners, housewives, etc, subscribe. Evidently,
chitty is a popular financial institution. Wi'h the right to take the
total saving of the entire period even at the ' »ginning of a chitty, and
receive dividend after bidding, and the built«in provision for borrowing,
auction chitties are a convenient saving media. As a source of credit
also chitties are attractive, Entitlement tc ' srrow the chitty amount

in any instalment, facility of easy repayment in instalments, right to
receive dividends even after taking the chitt: amount, minimum procedural
formalities are the reasons cited by our respordents for the attractive-

ness of chitties as a credit agency.

The scale of saving-cumecredit transactions is quite impressive.
It msy be racalled that among the chitties covered by our survey, there
were 1320 subscribers with the monthly subscription ranging from Rs.250
to Rs.1250. The total gross subscription (without discount) for the 33
running chitties would come to Rs.7.7 lakhs pe~ month or over Rs.92 lakhs
per ysar. If the transactions in the other ;hitty enterprises are also

included, tha total turn over wouldswell fuither.

It has to be notad that the chitties are saving~cumecredit media,
The subscribers are savers or investors for a certain period; but as and
when they succeed in the bidding, they turn borrowers for the rest of the

period., It is true that the returns on the savings by way of subscription
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are low, But the implicit interest on the borrowing, i.e. the prize amount
received, also seems to be comparatively low., At any rate, the margin of
difference between the two rates may turn out to be less than in the case

of alternative credit institutions,

We shall analyse the profile of a terminated chitty in Ezhukone.
(See Annexe Table)., Like the running chitties in our sample, the present
one was a monthly auction chitty, It had 40 members, and the average
subscription (gross) was Rs¢625. In the auction the competition for bidd-
ing seems to have been rather acuté in the first half of the chitty period,
as reflected in the high discount. Ouring the first twenty months, the
average discount, including the foreman's commission of Rse 1250, came to
Rs, 6738 or about 27 percent of the Capital (R.”""00) as against Rs.2548 or
10 percent during the later half of the chitty. The subscribers shose
total net subscription exceeded the prize amount (capital less discount
including the foreman's commission) may be treated as borrowers, and the
others as investors, The total subscription ps: member, net of discount,
came to Rs,21572,25, Thus, 26 out of the 40 subkscribers turnad out to be
borrowers., The remaining 14 members, includiii; the foramén, may be con-

sidered to be investors, since they apparently were not interested in

bidding and thereby reduce the surplus of pr ze amount over subscription,

As a first approximation, we may treat the difference between -
prize smount and total net subscription as interest paid or received by
a 8ubscriber depending on his status whether as borrower or investor.
The ratio of the difference to the prize amount would indicate the rate

of interest (Ramamurthy, p.227). In our sample, the interest rate for
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tha borrower members ranged from 0,57 to 6,98 percent; on the other hand,
for the investor members, the excess of the prize money over their total
subscriptions carried an implicit interest in the range of 0.57 to 2,75
percent. The small margin of differerce between the rates on savings and
borrowings may be noted., However, this is a crude estimates For one
thing, the interest rates on loans and on investments would not be uniform.
The interest rate relevant for borrower-membe:: is the opportunity cost
of credit, interest charged on similar loans by other credit agenciocs,

On the other hand, the interest rate on subscriptions by investor-members
should be the rate in deposits offered by crecit institutions. Obviously,
the former ie higher than the latter. Ffor ancther, when the life of a
chitty exceeds one year, a simple interest rate would not capture the full
cost or benefit of a transaction. In the light of the foregoing Nayar
(1973 and 1975) has applied 12 percent interest on borrowals, the prize
amount received by successful bidders, and 4 psrcent interest on invest-
ments, the subscriptions, both compound, in the estimation of discount

rates in the case of a sanple of a few terminated chitties,

Be that es it may, a significant proportion of the households
at Ezhukone subscribe to the chit funds, ins::ite of the fact that the
village is served by commercial banks and r roperative societies which
offer saving and credit facilities. The fact that the £zhukone Service
Cooperative Society itself is currently running quite a few chitties is
a reflection of the attractiveness of this media for mobilisation of

savings.
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Allocative Efficiency of I1CMs

8¢391, Criteria

As noted before, the ICMs in rural sresas sre segmented, thereby
making the loan transactions largely personalised. The parties involved
are known to each other fairly closely. Thus; the informal credit
agencies are easy to approach. The transactions involve a minimum of
procedural formalities, verification of documents, etc. Disbursal of
the loans is prompt. Informality in procedures and promptness in the
disposal of loan applications have a bearing on the allocative efficiency

of the ICMs,

Another aspect in terms of which the efficiency of ICMS is
assessed i8 the allocation of credit purposo-wise, It is presumed that
the allocation of the informal sector credit is not optimal, that a
larger proportion of it is used to finance unproductive outlays, or those
with lower social benefits or returns like hoarding, speculation and con-
sumption, particularly conspicuous consumption. Whether the allocation
of the whole or a major part of informal credit is sub-optimal or not
is a debatable question, Even if it is, t'ie purpose~wise allocation of
credit is in the hands of its users rather thab with the lenders. It is
the borrower who decides for what purposes the loans are to be used though
they may often differ from the priorities of planners and policy makers.
Therefore, to adjudge the ellocative efficiency of ICMs on the basis of
the purposes for which credit from informal sources is actually used

vis-a-vis the priority purposes in the perspaective of policy makers does

not seem to be very meaningful,
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8.3,2, Consumption credit vs production credit

One of the live issues in the literature on ICMs has baeen the
direction and purpose of credit there in, and particularly the role of
informal lenders in the provision of consumption credit, so-called, That
the dichotomy of credit into production credit and consumption credit
conceptually unsatisfactory had been pointed out by several scholars in
the past. (see for examine, Mellor, 1966, Chapter 17). The fungibility
of production and consumption credit has been again reiterated in a
recent studys

"One of the main features of small holders' agriculture

is the integration of household expenditures and expen-

diture related to the financing of farming activities.

Therefore, it is qguite difficult to identify the real

purpose of a loan a farmer applies for, A loan cen

formally be directed to something productive but the

money which should have been used to finance this

investment in case there was no loan can now be used

for other purposes, It has to be reslised that money

is fungible and that in many cases tha end of a loan

can not be monitored, Hence, if purposes of loans are

discussed it must be kept in mind that these are just

the purposes mentioned by the applicants of loans and

that funds are not necessarily used for financing
these purposes", (Martien van Nieukoop, opecit., p.%8).

While drawing a distinction betweer production credit and
consumption credit, there seems to be a valua judgement, implicit or
explicit, that the latter is less desirable, that it presumably diverts
the savings of the community to chgnnels of low social returns or benp-
fits such as speculation, conapicﬁous consumption, etc, This presumption

is uncalled for. A good proportion of the so-called consumption credit
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is used to mest necessery consumption. Equally unwerranted is the
presumption equating consumption credit with credit from informal
sources. Obviously, the fact of the matter is that the sources of
credit and its purpose depend on certain characteristics of the house-
holds concerned such as their esset and income levels, access to
different credit agencies, the priorities of purposes, etc. While
households in the upper strata, have greater access to formal credit
institutions, those at the other end of the scale have to depénd more
on informal credit agencies., Similarly, whereas households in the higher
strata may use a greater proportion of credit for financing productive
expenditure, thoss at the lower strata resort to borrowing for meeting

consumption expenditure.

Given the inequality in the distribution of institutional credit,
it is natural that households in the lower strata havé to lean heavily on
the the informal credit agencies. The findings of the All India Debt and
Investment Survey (1971-72) bring out sharply the extreme ekewness in the
distribution of credit from the government, cooperative societies and
commercial banks. The shares of households bslonging to different asset
groups in the total cash dues outstanding from the above three sources
are set out in Table 8,5 It may be noted that the percentage share from
each of the sources rises sharply as the sirze of household asset holding
increases. The cooperatives and commercial banks account for a larger
proportion of institutional credit than the government., Of the total
credit extended by the above sources, the shares of the bottom four classes

of households, which constitute more than half the number of rural households,
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add up to about 12 percent of totsl credit from the government, 6 percent
of total credit from the cooperatives and a little over 2 percent of total
commercial bank credit. As against this, the corresponding shares of the
households in the highest three asset classes, i.e. above Rs.30000, which
constitute less than one-tenth of the total, come to 40.17 percent, 49,87
percent and 68,88 percent respectively. In fact, the shares of credit
from the cooperatives and commercial banks in the case of the top asset
class, constituting less than 1 percent of all rural households far

exceed the corresponding sheres of the bottor four asset groups.

Table 8.5 s Share of each asset qroup in the aggreqate cash dues
outstanding owed to formal credit institutions as on

30th June 1971

Proportion | Government | Co~operative | Commercial
Asset Group of house=- Society Bank
holds %
1 2 3 4 5
It .
Upto 500 11.28 0.64 0.13 0.20
500 -« 1000 8.35 0.46 0.30 0425
1000 - 2500 15.53 3.61 1.48 g.70
2500 - 5000 16413 7.28 .84 1.01
5000 = 10000 18,33 14,1 |1 9,93 3.99
10000 - 15000 9.7 11. 5 10.14 3.02
15000 - 20000 5.72 9.76 8.19 7.24
20000 - 30000 6422 12,92 16411 14472
30000 - 50000 4,84 15,90 18,54 19,81
50000 - 100000 2,94 15445 19,16 21,54
100000 - above 0.95 8.82 12,17 27,53
Total 100 100 100 100

Sources All India Dabt snd Investment Survey 1971-72, Statistical Tables
Releoting to Cash duas outstanding against rural households as on
30th June 1971, Reserve Bank of India, 1976, p.97,.
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Data on the purpose-wise distribution of credit from each of
the credit agencies are not readily available., However, the distribu=-
tion of total credit classified according to credit agencies, and that
according to purpose for each asset group are available in the reports
of the All India Debt and Investment Survey, When these are placed in
Juxtaposition they should give us some insight into the phenomenon we
are trying 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 rural households to different assset groups during the year ended
30th June 1972, We observe significant differences between asset groups
in the siza and sources of credit on the one hand and the purposes to
which they are reported to be used on the other. For instance, the
avaerage size of loans in the top asset class is about 30 times that of
the lowest asset group. The proportion of loans from informal credit
agencies is a little uver 98 percent of the total borrowings of households
in the lowest stratum; this proportion drops to about 60 percent in the
case of households at the other end of the asset scale. The proportion
of credit from informal agencies almost steadily falls with increase in
the size of assets. Coming to the use of credit, the proportion of it
put to productive use, comprising farm and -ion-farm business, varies
directly with the size of household asset baldings, ranging from about
10 percent with households in the bottom stratum to about 64 percaent among
households from the top stratum. Opposite is the trend in the case of the
proportion of credit used to finance household expenditure, which falls
from about 78 percent to a little over 26 percent between the two extreme

strata,
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Table 8.6 3 Borrowings in Cash according to Credit Agency and Purpose Rural
Households of Different Asset Groups, 1971=72

All India :

All Households

Household
asset
heldings

Rse

Upto 500

500 - 1000
1000 2500
2500 5000
5000 - 10000
10000 - 15000
15000 - 20000
20000 = 30000
30000 = 50000
50000 -100000
100000 & above

Total

Propor-
tion of

11.28
2,35
15,53
16,93
18,33
9.7
5.72
6.22
4.84
2,94
0.95

100

Borrowings
Total ¢ Rse

households per house-

ho}d
Rse

39.34
60,36
83,54
107.90
149,14
221.12
250,42
323,97
415,24
665417
1162.78

173,89

Sourco Purposa
Formal Informel| Farm & non-farm Hous ehold

business Expenditure

% % Ree z Rse %
1.98 98.01 3693 9.98 30.66 77.93
3.72 96.28 64,54 10.83 46,54 77,10
6.64 93.35 15.17 18.15 é 58.66 70.21
10.40 89.60 22,53 20.68 71.65 66,40
11457 88,42 44,99 30,16 87.32 58454
16432 83.67 84.09 38.02 114,73 £1.88
24,82 75.17 1 107.14 42,78 118,71 47,40
22,67 77.33 1126443 39,02 158,14  48.81
26431 73.68 | 104,62 47.09 171,93 41,60
34,83 65.16 | 352,92 53,05 241,05 36423
40412 59.87 | 739,65 63.61 305.06 26,23
19,71 80,27 £4,29 36,97 90.15 51.84

Others

Rse %
4,75 12.07
729 12.07
9.70 11.61
13.71 12,70
16,82 11.27
22,30 10.08
24,56 9.80
39.40 12,16
46,69 11.69
.21 10.70
118.01 10.14
19.46 11.19

Source ¢ Department of Statistics,

All India Debt and Investment Survey 1971-72, Statistical Tables

Relating to Cash Borrowings and Repayments of Rural Households During July 1971 to Juneg 1972
and Cash Dues Outstanding a8 on 30th June, 1972, Reserve Bank of India, Bombay 1578, Table 2

(p.132) and Table 3 (p.136).
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The break up of cash dues outstanding as on 30th June, 1972,
according to sources and uses of funds displays the same pattern.
(Teble 8,7). The share of informal credit agencies came to about 96 per-
cent of total cash dues outstanding against households in the lowest asset
group from which it steadily fell in tho case of households of the upper
strata, coming down to about 10 perCQnt with those in the top class,
The rise in the proportion of credit going into farm and non~farm busi-
ness with increase in the size of assets is comparatively steep, from
about 11 percent to 73 percent. As against this, the proportion of credit
accounte: for by household expenditure declined from abcut 78 percent to

16 percent,

Apparently, the seventies witnessed some significance changes
in the sources and uses of funds, Thus, the share of formal credit insti-
tutions in the total cash dues outstanding against all households together,
as on 30th June 1981, came to a little over 61 percent compared to about
29 percent ten years back. Tha proportion of total credit used in farm
and non-farm business by households of all the strata together camo to
about 69 percent in 1981 as agalnst 50 percent earlier., Naturally, the
proportion of credit uged for household expanditure declined, to nearly
half the earlier figure. (See Table 8.8 . However, the pattern of varia=
tion across the asset groups in respect of the sources and uses of funds
continues, and naturally so., More over, it is significant to noto that
the degree of inaquality in tﬁe distribution of institutional credit hsas
been accentuated. The inter-group differences in the reliance on informal -

credit sources has widened, Thus, while the households in the bottom
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Percentage Distribution of Households reporting and average amount of Households

of Cash dues cutstanding by asset groups credit agency purpcse, ac on 30,6.1971

All Households

-Household assst
Holding
(Rs. 000)
Upto 500
500 - 1000
1000 - 2500
2500 - 5000
5000 - 10000
10000 - 15000
15000 - 20000
20000 - 30000
30000 - 50000
50000 - 100000
100000 & above
Total

Percentage

of

Households

11.28
8.35
15.53
16013
18,33
9.7
5.72
6.22
4,84
2,94
0.95

100

Sourcss Burpose
Total Formal Informal Farm & non-farm; Housshold Expenditure
business
Rse % % Rse 4 Rse %
80,06 3492 95.85 8.47 10.58 62,25 7775
133,32 4,23 95.78 19.02 14,27 97,52 T3e12
216,07 8.03 91.97 44,79 20,73 146,96 68.01
298,73 12,93 87.07 87.06 29.14 178.13 59.63
412,51 19.47 80.53 | 165,96 40,23 205.87 49,91
567.28 25.09 74.91 270,57 47,70 252.44 44,50
673,66 31,00 69,00 | 364,38 54,09 248,81 36493
954,65 36421 63,79 | 567.88 59.49 315,50 33.05
1323.43 39,67 60.33 | 848,97 64,15 383,93 29,01
1946.33 45,58 54,42 1373,12 70.55 420,37 21.60
3699.58 50,17 49,83 12690,31 72.72 576.12 15,57
487,05 28,93 71.07 | 243,52 50,00 199,26 40,91

Others

152,85
433.15

44,28

Source: All India Debt and Investment Survey, 1971-72, Statisticel Tables Relating to Cash Dues
Qutstanding Ageinst Rural Households on 30th June, 1977, Table 2, p.97 and 3, p.101.
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Table 8.8 : Percantage Distribution of Amounts of Qutstanding Cash Duas contracted
from Institutional and Non-instituticnal Credit Agencies for Each
Household Asset Holdings Group, as on 30.6.1981

Household
Outstanding
Rs. (000)
1 = 5
5 = 10
10 = 20
20 - 50
50 - 100
100 - 500
500 & above
Totad

Proportion
of
Households

5,75
18.18
14.58
18.68
23,77
11.89

7.60

0.35

100

All India ¢ All Households
Total Sources . Purpose .
Formsal Informal Ferm & Nonefarm| Houschold
business Expenditure
Rse % % Rse % Rse %
53.22 892 91.08 8.11 15423 ~ie94 78,80
159.98 28.60 71.40 46,96 29,55 94,96 59,35
246,94 32,55 67.45 101.80 41,22 110,95 44,92
394.87 45,69 54431 . 212,22 53.74 |[136.01 34,44
‘670,48 55.06 44,94 431,05 64,28 (182,05 27,15
1037.85 57.99 42,01 741,33 71.42 200,32 19.30
2365.70 764,37 23,69 1915439 80.96 |239.0¢6 10,10
16343,30 94,90 5.10 15793.12 96.63 263,32 1,61
652,69 61.21 38.79 450,42 68,99 (145,76 22,32

Kthers
o
= R8e %
3.17 5.95
18,06 11.28
34,19 13.84
46,64 11,82
57.33 8.55
75. 26 7.25
211.25 8,92
287,44 1.75
56.19 8.60

Source: Estimated from verious Ta.le3 in Sarvekshana, Vol.XI, No.1, July 1987, Ministry of Planning
Government of India, New Delhi,
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stratum had reported a little over 91 percent of their total outstanding
credit to be due to informal egencies, it was only 5 percent in the case
of the top asset group. The corresponding prdportion in 1971, it may be
recalled, were around 96 percent and 50 percent respectively. The changes
in the purposes to which credit was directed ere also more pronounced in
the case of houssholds belonging to the higher-asset classes. Since the
class intervals of the asset groupings for the two periods are different,

comparisons have some limitations.

Among the two broad groups of households, viz,, cultivators and
non-cultivators, the former, by and large, allocates a greater proportion
of credit to productive purposes than the latter. According to the
results of the latest round (1981=82) of the All India Debt and Investment
Survey, the proportion of total cash dues outstanding allotted to produ-
ction purposes, i.e. farm and non=farm business, came to 63,93 percent
in the cese of cultivator households as against 37.74 percent in the case
of the other group. A smaller proportion of credit, a little over 20 per-
cent, is used to finance housshold expenditure by the former compared to
about 51 percent in respect of the latter group of households. Inter=
group differences in the proportion of credit from institutional and
non=institutional sources also show signi®icant differences, Thus, the
proportion of credit from formal credit institutions came to 63,2 percent
in 1981 in the cese of cultivator households, while the non-cultivator
households had met an idential proportion of their credit needs from

informal agencies, (Sarvekshana, Vol.XI, No.1, 1987, Table 8, pp. S=71),
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The explaenation for the sbove inter-group differences in the sources and
purposes of credit lies to a large extent in the differences in the levels
of income and assets of the two groups of households, Thus, the none
cultivator houscholds who have on the average lower income avail of credit
more‘for meeting consumption expenditure, and for the purpose they have
greater access with informel agencies., Further, the apperent restrictions
on formal credit institutions extending credit for consumption purposes
are enforced more strictly against lower income households like non-

cultivators,

Neodless to say, ammong the cultivator households themselves,
there are apt to be considerable differences in the sources and uses of
funds, The proportion of credit used for production purposes depends,
among other things, on the level of technology. The spread of high yiald-
ing varieties(HYVs) and intensity in the use of chemical fertilizers
and pesticides, mechanisation, etc. may be taken as indices of the levels
of technology in agriculture, Irrigation facilities to a large extent
govern to success of the new agricultural technology. Punjab, Haryana
and Western Uttar Pradesh stand out from the rest of India in the succass -
of the so-called Green Revolution., The spread of HYVs in the region has
been nearly total. The annual compound r~te of growth of fertilizer
consumption in the Northern Region - which includes Punjab and Haryana -
during 1960-61 to 1980=-81 has been estimated at 16.29 percent as against
9.91 percant for All-India. (Daya Krishna and S.B,Sarin, "Regional

Dimensions of Agricultural Growth", in Regional Dimention of India's

Economic Growth, Proceedings of Seminar Held at Nainital, 1982, Annexure

Table 5, p.89). Punjab and Haryana topped the 1ist of statas in the
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intensity of cropping, ratio of gross-cropped area to net sown area in
the late seventies, the index working out to 159 and 131 respectively
compared to the All-India averege of 123. The proportion of irrigated
area to net sown area as of 1978-79 came to 78.09 percent and 52.55 per-
cent respectively in Punjab and Haryana, the highest among all the States,
(Ibid. Annexure 1V, p.87). The index of intensity of irrigation, i.e.
ratio of gross irrigated area to net irrigated area, came to 169 and 155
respectively in Punjab and Haryana, again leading the other States. The
inter-State Punjab and Haryana, again leading the other States. The
inter-State differences in the purposes in which total credit was used

by cultivator households broadly reflects the differences in the levels
of agricultural technology and associated factars. Thus, the proportion
of outstanding cash dues in mid=1981 used in farm business amounted to
78.84 percent and 76.71 percent respectively in the case of cultivators
from Punjab and Harayana, the second end third highest among all the
State as against the all-States average of about 64 percent. Further,

in the proportion of credit used as capital expenditure in farm business,
Punjab and Haryana top the list, On the other hand, the proportion of
cash dues outstanding accounted for by household expenditure in these two
States, 13.4 percent and 12,5 percent respectively, turned out to be
among the lowest. In Table 8.9 we present the distribution of outstand-
ing dues in different States according to purpose of use. In juxtaposition
with the above we also present data on the shares of formal and informal
crfedit agencies in the total debt outstanding. It may be noted that

the share of credit from formal credit institutions in Punjab and Haryana
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is significantly above that of the majority of States., It seems that,
by and large, the share of formal credit varies directly with the propor-
tion of credit used in farm businagss, and inversely with that of house-

hold consumption expenditure.

Table 8,9 : Purpose-wise Distribution of Credit, 1981
Cultivator Households

Purpose~-wise distribution | Share of the Credit
of dues outstanding Agencies
States
Farm Household Formal Informal
business expendi ture
% % % %
1. Karnataka 79.14 12.26 78.170 21.29
2, Punjab 78.84 13.40 76,77 23,23
3. Haryana 76,71 12,48 80,35 19,65
4, Gujarat 76.31 18,70 71,61 28,40
5. Maharashtra 74,06 9.05 87.78 12.23
6. Madhya Pradesh 73.94 1515 67.46 32,54
7. Orissa 63,90 15,38 83,46 16455
8. Andhra Pradesh 63,79 21,64 43,53 56,48
9. Uttar 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 65,35 34,65
12. Rajasthan 48,28 31.98 42,46 57.54
13. Bihar 46,68 26412 49,07 50.91
14, Himachal Pradeshi 42,51 3791 71,42 28,58
15. Kerala 37.25 21,36 78,74 21,25
16. Assam 26,59 40,45 26,04 73497
17, Jammu & Kashmir 21,79 30415 45,82 54,19
All State 63,93 20,07 63.15 36.85

Source $ Sarvekshana, Vol.,XI, No.1, July 1987, Table 12, pp. S=99 - 101.
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743,4 The Study Areas

Against this backdrop, we now proceed to examine the functioning
of the ICM in our study areas. The purpose-wise distribution the informal
sector credit among the sample households is set out in Table 8.10. The
proportion of credit put to production, farm and non-farm business,
purposes is comparatively low (except in Mookuperi) ranging from 6 percent
to 27 percent. As against this, consumption including household expendi-
ture, construction and repairs of bouses, purchase of consumer durables,
education, marriage and other ceremonies, etc. accountad for more than
ona half of the total borrowings from this sector in five of the villages.
However, it may be noted that consumption per se claimed a comparatively
low proportion, verying from about 4 per cent in Ezhukone to a little
over 21 percent in Mookuperi. Among the items under the broad category
of consumption, construction end repairs of residential buildings consti-
ture the single most important one in all but one villege. Tho share of
this items falls in the range of 21 to 45 percent of the total informal
sector credit. Obviously, housing conditions greatly influence health
and productivity of the members of a household. Hence, expenditure on
this item is atleast partly productive or may be treated as productive
consumption. Another leading item under consumption is expenditure on- -
marriage and other ceremonies, its share exceeding one-fifth in half of
the villages. There may be a considerable amount of avoidable waste in
this item. But, then, a typical householer does not have much of an

option, thanks to social compulsion. This has became a fact of lifa,



232

Table 8,10 & Purpose-wise Oistribution of Credit from Informal Agencies

1.

2.

Se

Purpose of Loans

Production

1.1 Cultivation
1.2 Non-farm business

Sub total

Consumption
2.1
2.2

Household expenditure

Construction & repairs
of houses

2.3 Purchase of construction

durasles
2.4 Educeztion

Merrisge and other
cereconies

Sub totel
Pepeyment of pase debts

Total

Thirunavaya Thalikul e Anikad Ezhukone Vilpatti Mookupari
Amount Share Amount Share Amount Share Amount Shara Anmount Share Amount Shere
fse % Rse % Rs. % Rs. % Rse % Rs. y 4
- - - - 6300 - 850 - 23500 - - -
31250 - 7500 18100 7000 7000 41200
31250 18,71 7530 6,34 24400 27.14 7850 14,69 30500 22,46 41200 66.45
33895 8.32 14325 12.10 8500 9.15 2100 3.93 21810 16.06 13330 21.50
71000 42,50 49500 41,82 24970 27,77 11300 21.14 61500 45.28 - -
400 0.24 - - - - - - - - 5175 8,34
9000 16.84 - - 1800 2,90
21450 12.84 2800 237 27150  30.19 12200 22.83 12000 18.84 200 0.32
106745 63,90 66625 56,28 60620 67.42 34600 64,73 $5310 70,18 20515 33.07
26850 16,07 11750 9.93 4920 5.45 11000 20.58 10000 7.36 300 0.48
167045 :“118375 899520 5345C ‘135810 620C5
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and expenditure on this item is almost a 'necessary consumption', so to

say. Repayment of past debts claimed not an insignificent proportion of
informal credit, The assessment of the functional role of financing of

this item is more problematic. For, the debt in question may have been
incurred for meeting production and/or consumption expenditure. Further,
given the high rate of interest on loans from informal agencies, the liveli-
hood of households indulging in conspicuous consumption with borrowed funds
is less. The average size of loans borrowed for consumption per se also
appears to be small (Table 8,11). It may be noted that the bulk of the
loans taken for this purpose, more than three quarter of the number of

loans in five of the villeges, are below Rs.1500,

Table 8,11 3 Number and Size of Loans (Borrowings) used for Consumption

Loan size Consu- | All
Rse Upto 500, 500~ 1500= 2500- 5000~ |»>10000 |mption |purpose
Village 1500 2500 5000 10000 Total Total
M i I T T e O I S
1
Thirunavaya No. | 29 7 36 98
% 80.56 19,44 100
Thalikulam No. 4 2 3 1 1 1 39
% 36,37 18.18 | 27.27 9.09 9.09 | 100
Anikad No. 15 4 1 - 1 21 98
% 71.43 19.05 4,76 4,76 100
Ezhukone No. 1 2 3 56
4 33.33 66,67 100
Vilpatti No. 20 4 1 25 67
% 80.00 16,00 4,00 100
Mookuperi No. 6 9 2 3 20 52
30,00 45,00 | 10,00 | 15.00 100
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In brief, the sources of credit and its purpose vary across the
asset classes of households., The proportion of credit from formal credit
institutions and that put to production purposes vary with the size of
household assets. On the other hand, the proportion of credit from
informal agencies and that used to meet consumption expenditure vary
inversely with the asset class. A high proportion of credit from informal
agencies in the selected villages is used for noneproduction purposes.

Of this necessary consumption accounts for a comparatively small share,
the rest going into items like house construction, repayment of old debt,
marriage and other ceremonies, etc., All consumption credit, therefore,
can not be deemed to be wasteful or inproductive. Neither is all credit
from the informal sector absorbed in consumption outlay, nor is all con-
sumption expenditure met by informal credit. After all, credit is

fungible.

Equlity Impact

Equity aspect of credit has two elements, namely its distribue
tion and terms. Credit from the formal sector comprising government,
cooperative institutions, and commercial banks is heavily subsidised.
Naturally, the formel sector credit is the most sought after, But the
procedural formalities involved, the documents to be produced, naot to
speak of the money and real cost to be borne by the prospective borrowers
are heavily weighted against the households from the lower incoma/asset
strata. No wonder that the distribution of formal credit is unequal,

more unequal than that of credit from the informal agencies (Table 8.12).
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Table 8,12 s Distribution of Cash Dues Outstanding according to
Sources and asset groups, 1982
All rural households, All India

Housghold asset Proportion of Share of different
holding households asset holding class
Formal Informal
(Rs« 000's) (Cumulative Pertentages)
s @ > @ W w s > > e W W - - e - & e B mFr GF GB P G @ B @ O S8 W e & o =m - -
Upto 1 5.75 0.08 1.35
1 - 5 23093 2.55 11035
10 - 20 57.20 16.00 42,39
50 - 100 92.06 43,42 78459
100 - 500 99.65 84,09 98,53
500 & above 100.00 100,00 100,00

Sourcss Estimated from various tables in G.0.I. N.5.5.0.,
S VekShma’ VOIQXI. N001, Jlly’ 1987.

The Lorenz ratios in respect of outstanding debt agalnst all rural house-
holds owed to the government, cooperatives and commercial banks in 1982
come to 0.4954, 0,5218 and 0.7001 respectively. For all the above sources
as a whole it works out to 0.6057, as against 00,2063 for all the informal
credit agencies. Evidently, the proportion of credit from the informal
lenders reaching the lower income groups of households is greater than
that from the formal credit sources. Thus, informal credit apparently

helps to redress the inequity in the distribution of formal credit.
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We shall now examine the degree of equality in the ICMs of our
;elactad villages. In the adjoining table (Table 8,13) we set out the
distribution of loans from all informal sources combined in the selected
villeges, The distribution of the loans from the informal sector does
not appear to be very equitable. The share of the top asset class of
households, which constitute lesg than percent in all the villages
falls in the range of 45 to 74 percent, except Vilpatti where the second
highest class accounts for a little over 49 percent, It is interesting
to note that the degree of inequality in the distribution of informal
sactor credit in the selected villages is slightly higher than that of
credit from the formal sectors. The Lorenz ratios of the distribution

of loans from the two sectors are given in the following statement.
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Table g.43 ¢ Distribution of loans from all informel credit agencies
by asset class in the selected villages

Asset Class
fse per household

500 -
1000 -
2500 -
5000 -

10000 -
15000 -
20000 -
30000 -
50000 -
100000 &

1000
2500
5000
10000
15000
20000
30000
50000
100000

above

Total

Thirunavaya Thalikul am Anikad Ezhukone Vilpatti Mookuperi
Amount Percent | Amount Percent | Amount Percent | Amount Percent | Amount Percent| Amount Percent
Rse Rse Rse Rse Rse Rse
- - - - - - - - 200 O.14 - - -
- - - - 2077 2,11 - - 250 0.18 400 0.06
- - - - 2400 2.44 - - 7440 5,45 1600 2,58
- - 8500 4.62 - - - - 11500 8.43 1300 2.10
- - - - 3350 3.41 - - 3500 2.56 3258 5.29
- - 9500 0.82 5250 5.34 - - 4000 2.93 2000 3.23
2550 1.51 3400 1.85 4700 4,78 500 0.62 500 0.36 - -
3910 2.31 11200 6.09 9550 9.71 - - 21820 16.00 225 0.03
11850 7.01 11205 6.09 1500 1.52 11200 13.80 20100 14,74 8450 13,63
37100 21,95 46079 25,04 6750 6.86 9300 11.46 67000 49,15 | 16650 26,85
113635 67.22 | 102150 55.51 62800 63,84 | 60150 74,12 - - 28100 45,32
169045 100 184034 100 98377 100 81150 100 136310 100 62005 100
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Table 8,14 ¢ Distribution of the number of loans from formal and informal
credit agencles

Household Thirunavaya Thalikul am Anikad
333°tG:?%d1"93 Formal Informal Formal Informal Formal Informal
-No. percent No.-Percent No. Percent~ No. Percent No.-Perce;tm ;o: -P;r;e;t- N

Upto 500 - - - - - - - - - - - -
500 - 1000 - - - - - - - - - - 3 5.88
1000 - 2500 - - - - - - - - - - 1 1.96

2500 - 5000 - - - - 2 3492 2 3.77 - - - -
5000 - 10000 - - - - 1 1.96 - - 6 5.13 5. 9.80
10000 - 15000 - - - - - - 2 3.77 10 8455 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 1" 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 1496
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 i8 33,96 55 47,01 17 33.33

All group 37 100 99 100 51 100 53 100 117 100 51 100

Contd. [ A X N J
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Table 8,14 Contd...

Household e __Ezhukone Vilpatti Mookuperi
asset holding Formal Informal formal Informal Formal Informal
Ge.) § ;o: ;e;c;n; 3 No. ;e;cent ;o. Percen; ;o. Percent -No. P;r;ent Bo: -P;r;e;t- )
Upto 500 - - - - - - 1 1.85 - - - -
S00 - 1000. - - - - - - 3 5.56 - - 1 3457
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 11.1 2 4,76 4 14,29
10000 - 15000 3 3.45 - - 10 10.75 3 5456 4 9,52 3 10,71
15000 - 20000 3 3.45 1 3.13 7 7.53 1 1.85 - - - -
20000 - 30000 6 6.90 - - 15 16.13 11 20,37 5 1.90. | 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
All groups 87 100 32 100 93 100 5S4 100 42 100 28 100
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Table 8,15 3 Concentration of formal and informal sector credit in
selected villages

Villege Lorenz ratio

Informal Formal
Thirunavaya 0.2572 0.1767
Thalikulam 0.2696 0.1812
Anikad 0,3236 0,3070
Ezhukone 0.2131 0.1658
Vilpatti 0.5066 0.0903
Mookuperi 063552 0.2614

The Lorenz ratios of the distribution of informal sector
credit appears to be rather low in all the villages except Vilpatti,
It is true that the corresponding ratios of loans from the formal
sactor are lower, though only marginally. Given the small size of the
simple we should not hasten to generalise from the above findings. For
the rural areas in the country as a whole, there is apt to be less in-
equality in the distribution of credit from informal sources than that
from the formal credit sector. The factor underlying the difference is
their easier accessibility to the low income households rather than their
concern for equity. There is no reason to presume that the informal
credit agencies should be motivated by considerations of equity. The

fact of the matter is that they extend more credit to the lower income
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groups of households then the formal credit institutions because of

personal relationships and for other considerations.

Interest rate and other terms and conditions of loans have their
implications for equity. Evidently, loans from the informal credit
agencies carry much higher interest rates than those from the formal
credit institutions, though the latter is heavily subsidised. The other
terms and conditions and malpractices associated with the informal lenders
are also exploitative, especislly so in the case of disadvantaged groups
of households. Thus, the equity impact of more equal distribution of
informal credit is more than offset by the exorbitant interest rate and

extortionate terms and conditions associated with it.

One aspect cited in favour of informal credit agencies is that
they provide consumption credit which is generally not available from
their counterparts, It is true that without access to the informal sources,
a good proportion of the rural households would find it difficult to tide
over periods of financial stress. The other side of the coin is that
the extremely vulnerable position of their clientele embolden the lenders
to exact maximum price for the credit. After all, it is not humanitarian
considerations, the desire to save the needy from starvation, which

motivete the informal lenders to extend credit to them.

The distribution of informal credit does not seem to be according
to the need of particular borrowers either. The lower income households
do not seem to be able to meet all their credit requirements from these

informal agencies. Apparently, the informal lenders practise certain
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credit rationing on the basis of their assessment of the credit worthiness
of the prospective borrowers and the security which the latter can provide.
By and large, in our selected villages, the average size of loans in the
case of the households from the lower strata is small, in both absolute

and relative terms.

In brief, it is true that the informal credit agencies fill the
credit gap experienced by the disadvantaged groups of rural households
to some extent. By providing credit to meet essential consumption,
they rescue some sections from starvation and distress, However, the
cost of this credit, which generally varies inversely with the borrowers'
resource position, is too high to make a favourable equity impact on

those who mostly depend on this source.

To sum up ¢ The scope for savings mobilisation by informal
credit agencies in a typical Indian village used to be limited, thanks
to constraints on both the demand and supply sides. Landlords, agricul-
turist moneylenders and traders carried on the lending business as a
part time activity which they could manage with their own savings. Even
professional moneylenders did not feel the need to tap other's savings
mainly because the credit requirements of their customers could be met
with own resources. However, with increase in demand for credit and
supply of liquid funds with some households, the informal credit agencies,
the professional moneylenders in particular, began to attract savings by
offering higher interest rates. The new breed of professional money=

lenders - finance companies - have been able to mop up considerable volume
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of savings in Kerala and Tamil Nadu in re¢ent years by offering attractive
returns and othar incentives. But, for the savings entrusted with these
informal agencies there was hardly any security, as vividly brought out

by the closure of the finance companies in Kerala in recent days. Another
informal credit agency which mobilises household saviﬁgs is the chit fund.
The chit funds heve expanded conéiderably in these two States. Thanks

to some of their distinct characteristics such as the right to take the
total savings of the entire period at the beginning of a chitty, to
receive dividend after bidding, the builtein provision for borrouwing, etc,
the auction chitties are a convenient saving media. Though it is an
informal agency, the security of the participants' savings is ensured by

the community pressure.

As for allocative efficiency, the informal credit agencies are
more easily accessible and have less transaction costs. True, a larger
proportion of credit from these sources is allotted for consumption expen=
diture. But, all consumption credit is not necessarily unproductive, as
for example necessary consumption. Neither is all consumption expenditure
- met with informal credit, nor is all informal credit used for consumption,
The purpose wise distribution of informal credit would depend upon the
borrowers' resources. However, informal credit may be more prove to be
spent on non-essential or conspicuous consumption, hoarding and specul a~
tion, investment in non-viable enterprises, etc. The allocation of credit
from the finance companies, referred to earlier, exemplifies this propo-

sition. The diversion of the funds to unproductive uses erodes the
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financial viability of such enterprises and the depletion of the savings

mobilised by them, as illustrated earlier.

We have noted that the equity impact of the trensactions in the
ICM is negligible if not negative. After all, in the nature of things,
the informal lenders motivated primarily by profit are not concerned

with egquity.
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Annexe Table 3 Profile of a terminated suction chitty

Instal=~ Prize Discount | Forman's |Dividend |Dividend |Amount per| Discount
mant amount Commission|available{per sub- |subscriber|as % of
for dis~ [scriber |at the Capital
s, fs. R, triqgfion . instqﬁqont
1 2 3 4 5 6 7
........ S USRS UR NS (I A PR
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 156425 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 156425 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.il'.o
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25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

21990
20850
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

62%50,00

607,50
610,00
613.00
612,50
616,00
618,00
622.00
625,00
625,00
625,00

12,04
17
13.8
11.4
11.8

7.8
6,92

6044
5,56
5,48
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CHAPTER 9

ALTERNATIVE APPROACHES TO INFORMAL CREDIT SECTOR

Introduction

The informal sector, notwithstanding the reduction in its
relative share in total rural credit, continues to meet a significant
proportion of the total credit requirements of the rural households.

As is genoerally agreed, the informal lenders are noted for their easy
accessibility, prompt disbursal of loans, minimum procedural formality,
greater flexibility regarding the purpose, duration, security and repay-
ment and other aspects of credit transactions. The default rate is also
lower., There is a limit to the expansion of credit from the formal
sactor due to constraints of resources and organisational and administra-
tive set up, Therefore, the informal sector will retain its role in
rural credit. However, the informal lenders have earned a bad reputation
for their usurious interest rates and various malpractices. What are the
options before us in rectifying the shortcomings of the informal credit |
agencies and at the same time taking advantage of their strong points?
Regulation of the functioning of private moneylenders, and provision of
suitable alternatives, (Agricultural Finance Sub-Committee, p.81) promot-
ing links between formal and informal sector, (Rural Credit Survey Report,

Vol.Il, pp.133-34) offering effective competition to the latter, and
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transforming it into formal financial institutions are some of the
suggestions (Hulst, 1985) that have come up, We shall examine these

proposals below.

9.2 Regulation of moneylending activities

As is widely recognised private moneylenders have been indulging

in various guestionable practices.

"Moneylenders because of their strong socio-economic
position in the villages and also because of compara-
tive absence of alternative lending institutions of
organised type, are in a position to resort to various
objectionable practices in their financial dealings
with their clients in rural areas. These are obtain-
ing thumb=impression of borrowers (who are generally
illiterate and ignorant and extremely needy and hard
pressed) on blank papers, demanding or deducting
advance interest, manipulating accounts, taking con-
ditional sale deeds relating to borrowers' land or
house as a sort of insurance against the possibility
of failures to repay the principal, exacting free
services or service in nominal payment of various
sorts... from debtors, thus reducing the borrowers

to the status of serf or semi-serf, non-issus of
receipts on payment of interest and principal, charg-
ing high rates of interest, forcing agriculturist
borrowers to sell their produce to moneylenders at
pre-determined prices and so on", (Suresh Chandra Mehta,
1987, pp.68-69).

The exhorbitent interest rate and various malpractices prevalent in the
rural ICM had attracted wide attention of the public and the damand for
remedial measures became increasingly articulated. It is in response to
this that the Government of India and the State Governments introduced

various measures to remedy the exploitation and aberrations in the ICM,
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One set of policies were aimed at regulating activities and operations
of the moneylenders. The other sought to build up an alternative by

widening and strengthening organised credit institutions like cooperative

societies.

Starting with the Deccan Agriculturists Relief Act in 1979, the
Government of India and various State Governments enacted several laws
covering this field. Some of the important provisions of the Moneylenders
Acts in the Indian Union as of 1951-.52, are: registration of moneylenders,
licensing of moneylenders, maintenance of accounts in the prescribed forms,
prohibition against showing in books of accounts or in any other document
a sum larger than what hes been actually lent, furnishing periodical state-
ments of accounts to the debtors in prescribed form giving full details
about each loan as and when advanced, issue of receipts to the debtor for
every payment received, prohibition against taking unlawful charges for
expenses, provision to entitle a debtor to deposit at any time in a court
of law an amount in part or full payment of a loan to be paid to his creditor,
institution of suits by debtors for taking accounts and for having dues
from them determined, protection of debtors from molestation and intimida-
tion, infringement of the provisions of the lew to be made a criminal
offence punishable with fine and in appropriate cases with imprisonment,
etc. @8 brought out in a detailed Statewise table (Table 21.1) in the All
India Rural Credit Survey (AIRCS) Report. (Reserve Bank of India, 1956,
op.cit., pp.406-409). The enactments covera all of the foregoing provisions.
(Ibid. 410-415). On the working and effects of these Acts in different States,
the Committee of Direction of AIRCS conducted an enquiry by canvassing a

general questionnaire among the concerned groups, like office bearers of
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cooperative societies and officiels of the cooperative department, culti-
vators, etc. Their responses indicated strong reservations. (Ibide, ppe68S~-
691). Admittedly, there has been large scale and country-wide evasion of
the law. The Committee of Direction of the RCS came to the conclusion that
"the control sought to be exercised through legislation has had little
effect on the moneylender or his operations beyond putting him to the nece-
ssity of devising a variety of legal comouflage for a wide range of
illegality®. (RCS, Survey Report, Vol.II, p.361). GQuestionable practices
like demand for advance interest payment, taking signéture or thum impre-
ssion on a blank paper with a view to insert eny asrbitrary amount if the
debtor becomes irregular in payment, demand for conditional ssle deeds,
charging higher than the permissible interest rate, maintaining duplicate
account books, even doing business without obtaining licence, etc. have been
reported. As for the reasons why tho enactments could not prevent illegal
transactions, Karkal has emphasised the following: (1) the customers are
attracted by the agencies by the secretive nature of their business;

(2) the sgencies accept inferior, unmarketable, securities; and (3) the
agencies also allow larger margin, i.e. advance large amount of the value
of the security. (Gopal Kyrkal, 1967, p.104). The limitations of legis=-
lative enactments to directly suppress usury and other forms of explite~
tions have been observed elsewhere in the literature. (See for e.g., Shroff,

U.N., 1950, FAO, 1953, all cited by Karkal, pp., 104=105).

Several amendments to close the loopholes in the earlier enactments

have been introduced subsequently, For example, the Kerala Moneylenders Act,
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1958, was amended in 1963, 1986 and 1987, The Tamil Nadu Moneylenders Act,
1956, was amended upto 1987, These amendments included insistance on
obtaining license for carrying on moneylending, stipulation of maximum
interest rates on loans, regularly recording and maintaining account for
each debtor in sufficient detail including the date of the loan, amount

of the principal, rate of interest charged on the loan, issue of receipts
to the debtor for every payment made by him, and a statement of account

on his requisition, etc. (Government of Kerala, Kerala Moneylenders Act,
1958 as amended by Act 33 of 1963, Kerala Moneylenders (Amendment) Act,
1986, Kerala Moneylenders (Amendment) Act 1987; Government of Tamil Nadu,

Tamil Nadu Moneylenders Act 1957 as amended upto February, 1987).

Development of Alternative Credit Institutions to offer effective
competition

The Agricultural Finance Sub-Committee eppointed by the Government

of India in its report had observed:

"The vast business of the moneylender class cannot be
all taken over by any other agency in a short period.
But it is possible to affect the working and character
of their business immediately. One meens of affecting
this business is, of course, that of legal requlation,
An even more effective way of affecting it is, how=
ever, the provision of suitable alternatives".
(Government of India, 1945, p.31).

The Rural Credit Review Committee after making a detailed review of the
trends in the demand for and the supply of credit since the tims of the

Rural Credit Survey (1951-52) arrived at more or less the same conclusion,
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With the widening gap between demand and supply of credit, the committee,
while reiterating that the cooperativee will have to be strengthened as

in the past and continually treated as the principal agency of rural credit,
suggested that the potentialities of commercisl banks should be fully

utilised. (Reserve Bank of India, 1969, p.412).

The major thrust of the rural credit policy in recent years hsas
been institutionalisation of rural credit. Thue, in the Fourth Five Year
Plan (1969-74), main reliance was placed on cooperative credit system for

provision of egricultural credit.

"While, as in the past, cooperatives will have to be
strengthened and treated as the principal agency for
agricultural credit, the approach in the Fourth Plan
will be to ensure that agricultural production is not
inhibited by the weakness of the cooperatives. In
areas where cooperative credit structure is weak,
there will be a special effort to provide alternative
institutional sources... Ffor meeting the gep in agri-
cultural credit, the potentialities of commercial
banks have to be fully mobilised™. (Planning Commiesion,
Fourth Five Year Plan, pp.140-141).

The important role of cooperatives as the principsl sdurce &f rural credit

was stressed in the Fifth Plan also,

"Cooperation represents institution of the principle
and impulse of mutual aid. It has the merit of combin~
ing freedom and opportunity for the small man with the
benefit of large-scale management and organisation.
Cooperation is, therefore, eminently suited to bring
about the desired socio=-aeconomic changes in the context
of the existing conditions in the country. Thus the
building up of a strong and viable cooperative sector,
with special emphasis on the needs of the peasants, the
workers and the consumers, will bs one of the major
objectives of national policy in the Fifth Plan®.
(Planning Commission, Draft Fifth Five Year Plan,
Vol.I11,p.78).
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However, in the meantime, the actual experiences in the field raised

serious reservations about the ability of the cooperative system alone to
maeet the growing demand for credit. This led to the government's teking
social control over the commercial banks in 1968, The measures of social
control give a new direction to the credit policy of commercial banks

which began to evince interest in agricultural credit. (RBI, 1969-70, p.111).
About the same time, the National Credit Council gave e more specific dire-
ctional lead and indicated certain minimum targets of lending to agriculture
by commercial banks. The nationalisation of 14 commercial banks (1969)

which came in quick succession gave a further fillip to the policy of
getting the banks increasingly involved in agricultural/rural credit. The
progressive liberalisation of branch licensing policy by the Reserve Bank

of India in favour of rural and semi-urban areas, is another major policy
measure in the same direction adopted during the Fifth Plan Period. Village
adoption scheme under which some public sector banks 'adopted' someg villages
is an innovative programme under which the concerned banks extended credit
to the disadvantaged groups on liberal terms. Other measures that were
taken to assist the weaker sections included: (i) setting up of special
agencies called Small Farmers Development Agencies (SFDA), and Marginal
Farmers and Agricultural Labourers Develupment Agencies (MFAL) to help these
groups, and (ii) stipulation by the Reserve Bank for setting asicde a specific
portion of egricultural advances made by Central Cooperative Banks to primary
agricultural credit societies for economically weak farmers. The foregoing
measures were intended to providing increased credit on relatively soft

terms and better facilities to small and economically weak farmers with a
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view to removing disparities between different categories of farmers, and
reducing regional disparities in the availability of credit, (RBI, 1972=-73,
p.122; RBI, 1973-74, p.128). In the Sixth Five Year Plan, 1978-83, a

major objective of agricultural credit policy was stated to be

"a progressive institutionalisation with a multi-agency
approach and the earmarking of an increasingly larger
share for the weaker sections... The main burden of
providing credit would continue to be on the cooperative
sector. The Commercial Banks would also be expected to
assume greater responsibilities for supplementing the
efforts of the cooperative credit agencies"., (Planning
Commission, Draft Five Year Plan, 1978-83, p.151; See
also: RBI, Multi Agency Approach in Agricultural Finance).

In 1978, the Government of India appointed a Working Group to study the
progress of agricultural credit from commercial banks with special refe-
rence to small and marginal farmers. As recommended by the group, the
Reserve Bank advised commercial banks to ensure that atleast 50 percent

of their total direct agricultural advances would meet the requirements
of the small and marginal farmers by the end of the Fifth Plan. (RBI,
1978-79, p.168). Ensuring a substantial increase in the flow of credit,
particularly to the weaker sections of the population, continues to be
the declared policy objective in the sphere of agricultural credit duting'
the Seventh Plan. (Planning Commission, Seventh Five Year Plan, Vol.II,
1985, p.42). Two other major policy measures with an egalitarian objective
introduced during the seventies, viz.,, (i) extending consumption loans to
weaker sections upto 10 percent of their borrowings from commercial banks,
and (ii) introducing the Differential Rate of Interest Scheme are worth

mentioning in this connection. (RBI, 1971),
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The results of these policies are reflected in the geometric
increase in the number of the rural branch offices of commercial banks,
and that of institutional credit especially from commercial banks in the
rural areas. Thus, of the total number of bank offices opened in 1969-
70, 1216 or 66 percent were in rural areas, and in 1970-71, another 1288
branches or 64 percent of the total were opened in rural areas. The total
outstanding advances to agriculture by scheduled banks increased from
Rse 44,58 crores as on June 30 on 1969 to Rs,188,42 crores in June 1969 and
Rse341,77 crores in June 1978, (RBI, 1969=-70, 1970=71), By the end of
June, 1986, according to provisional estimates, the corresponding figure

had soared to Rs.8959.95 crores. (RBI, 1985-86, p.238).

True, the avallability of institutional credit has registered
an impressive rise. However, high level of overdues and default rate have
begun to surface on an increasing scale. "The main constraint in the credit
flow has been low recoveries, high level of overdues and consequent ineli=-
gibility of a large number of cooperative institutions for refinancing".
(Oraft Five Year Plan, 1978-83, op.cit., p.151). "The main constraint in
the credit flow has been low recoveries, high level of overdues and cone
sequent ineligibility of a large number of cooperative institutions for
refinancing"™. (Loc.cit). "During 1982-83, the ratio of overduos to debt
at the level of primary agricultural credit societies, as well as at the
level of primery land development banks was reported to be 40 to 42%,
The recovery position in the case of commerciel banks has been even worse
and the proportion of overdues to debt in this case stood at 47% in
1982-83", (Seventh Five Year Plan, op.cit., p.44; See also: Dantwala,

pe31). What are the implications of these high default rates?
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Would these mounting overdues and defaults lead to an eventual reduction
of the flow of institutional credit and resurgence of informal agencies,

as i£ happened in the Philippines in similar circumstances under the

Masagana 99 Programme?

Promotion of links with the formal sector

A third alternative suggested (Holst, 1985) is promoting links
between the formal and informal sectors. Such links presumably would
widen the financial market. They would enlarge the flow of funds into
the rural areas, on the one hand, and facilitate the mobilisation of
household savings on the other. Another advantage claimed is that the

linkage will reduce the cost of intermediation of credit.

Are the formal and informal credit sectors segmented? Are the
ICMs insulated from the impact of the policies pursued by the monetary
authorities? Are the two sectors substitutes or complementary to each

other? These are some of the issues debated in the literature.

The formal and informal credit sectors in India had established
contacts with sach other for quite some time now. As pointed by Karkeal,
the flow of funds from the country's central bank, the Reserve Bank of
India, to the commercial banks and cooperative societies reaches the
informal sector, thanks to the position and influence of landlords, agri=-
culturist moneylenders, etc. in the rural aress. The nationalisation of
commercial banks in 1969 and the big push to branch expaension into the

rural areas since then have helped to further strengthen the link between
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the two sectors. Increasing number of professional moneylenders and
traders have come to borrow from the commercial banks and cooperative
societies for on-lending to their customers. However, the link botuwaen
the two sectors continues to be rather weak as far es the rural areas

are concerned,

The main thrust of the credit policy of recent years has been
to liberalise provision of credit from the Reserve Bank and commercial
banks to the priority sectors including sgriculture. As a result, more
and more credit at concessional rate of interest has flowed into the
rural sector. As observed earlier, the share of formal credit institutions
in the total cash dues outstanding against rural households multiplied
several fold since the middle of this century, Obviously, the size of
the ICM in rural India has shrunk, atleast for the present. In the
process, the hold of private lenders over their clientele has been weakened
and presumably the monopoly profit in the interest rate kept down. Thus,
it would seem that the informal sector is not totally immune to the credit

policies vis-a-vis agriculture, handicrafts and other priority sectors,

The formal and informal credit sectors are substitutes for each
other rather than complementary. A typical households first preference
is for credit from the formal sector because of its lower cost, including
the cost obtaining the loan, Only when that is not accessible, it would
approach an informal credit egency. True, the majority of rural households
may not be able to meet all their credit requirements from the formal credit

sources, and informal credit may be sought by them to supplement credit
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obtained from the formal sector. But this does not alter the fact that the

two sectors are substitutes for each other.

The interest rate policy is likely to affect the pattern of
disposition of the household savings. Financial regression in the form
of keeping down the deposit rates of commercial banks and cooperative
societies in order to minimise the burden of subsidy on interest on loans
to the priority sectors will affect the flow of savings to the formal
sector, Informal lenders are able to compete with the commercial banks
and cooperative societies/banks, and attract more deposits by offering
higher interest rates. This has important implications for sustaining

the tempo of credit flow from the formal sactor.

A major difference between the formal and informal credit secgors
underlined in the literature is that of administration costs-- the cost
of processing loan app;ication, disbursal of loans, and recovery. Hence
it is argued that, if competition of formal credit is to be effective,
the transaction costs of formal sector have to be lowered. To achi-ve
this, it is suggested that the methods and practices of the informal sector
may be emulated. The above reasoning does not seem to hold water. In the.
first place, the cost of informal credit to the borrower, notwithstanding
its informality and lower transaction costs, is now low. Second, such of
those borrowers who borrow from the informal lenders do so nat because of
their lower costs, but because the formal credit sources are less accessible
to them. Third, the level of administration costs of the formal sactor,
especially that of government and commercial banks has a floor below which

it cannot be brought down owing to the costs of procedural formalities,
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staff structure, pay, etc. As the formal sector institutions handle
others' funds for which they are accountable, they have to ensure the
security of the funds loaned out; for this a minimum of procedural

formalities is unavoidable., And last, but not least, a higher level
of transactions costs of the formal sector is not a major constraint

on the flow of funds to the prospective borrowers.

Promoting links with the informal sector is another approach
suggested. The strategy involves coopting informal lenders including
input suppliers and output purchasers by refinancing the credit involved
in their transactions, It is presumed that this will facilitate the

flow of funds from the formal sector to small borrowers more cheaply.

The above suggestion resises several questions, First, cannot
the desired goals, namely reaching credit from the formal sector to
"small borrowers", be attained without the service of the informal agents?
After all, we do have at present a wide network of cooperative societies
and branches of commercial banks spread over the country side. In 1982-83,
there were over 94000 primary agricultural credit societies in the rural
areas of the country, with a membership of 63.5 million. The cooperative.
socisties, besides extending credit, were also engeged in various activities
like marketing of agricultural produce, sale of fertilizers and consumer
goods, etc, which establish direct contact with a wide range of potential
borrowers. Being grassroot level organisations with statutory provisions
for elected bodies and democratic functioning, the societiss ensure certain
degree of community participation and involvement, They are more easily

approachable for the small borrowers than other sources of formal credit,
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They also have a comparatively less transaction cost they are operating
with smaller staff and less expensive establishment., Notwithstanding
their potentialities, if the distribution of cooperative credit is in-
equitable, that merely reflects the inequalities in the distribution of

assets and other inequities in the socio-economic order.

Admittedly, the success of the strategy of promoting links with
the informal sector would require a mechanism to monitor the on-lending
rates and to ensure that the informal lenders do not take advantege of
access to cheaper institutional credit to make abnormel profits. How-
ever, the creation of such monitoring mechanism would entail costs, and
its effective and impartial functioning under the prevailing soci-economic

set up i8 to more easily said than done,



CHAPTER 10

SUMMARY AND CONCLUSIONS

The ICMs domiﬁate rural credit in the developing countries
thanks to their easy accessibility, minimum procedural formalitios,
prompt disbursal of loans and greater flexibility on their terms and
conditions compared to formal credit institutions, It is presumed
that ICMs, by meeting the credit needs of small farmers and other
disadvant aged groups of households usually by pessed by the formal
credit institutions, make an equity impact. The ICMs are also credited
with lower transaction costs and allocative efficiency. On the other
hand, the ICMs are featured by a high degree of segmentation into
several sub-markets, each with particular categories of lenders and
borrowers, and differing 16 the size, purpose and duration of loans,
interest rates and other terms and conditions. The present study is
an attempt to assass the size, structure and role of the ICMs in India's
rural sector, keeping in view the various perspectives in the received

doctrines.

As in other developing countries, the ICMs claimed a lion's
share of totel rural credit in India also till recently. In early
seventies, the ICMs accounted for about thrae fourths of the total debt
outstanding and four-fifths of the total borrowings of the Indian rural

households. B8ut, thanks to the massive infusion of loans from formal
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credit institutions since then, reflecting certain important policy changes
in the field of credit, the size of the ICMs was further curtailed; their
share of the total cessh dues outstanding came douwn to about 39 percent

by the beginning of the present decade. The fall in the share of these
informal agencies is but a continuation of the trend which set in from

the early fifties and which accelerated from the sixties.

The stucture of the rural ICMs is characterised by segmentation,
The rural ICMs are fragmented into several sub-markets based on the lender
and borrower types. The participants in each sub-market are presumed to
be tied together by mutual interests based on non-credit relationships
as for example, between landlords and tenants, agricultural moneylenders
and farm labour households, or traders and cultivators, The strength of
tenancy, agrarian production relations and other socio=economic institue
tions are the factors underlying segmentation, With the massive infusion
of credit from the formal sector into the rural ereas in recent years
mentioned above, and other socio-economic changes, the structure of the
rural ICMs itself has undergone some major changes., Apparently, the
segmentation of the rural credit market is getting eroded. The increas-
ing competition from the formal credit sector has made moneylending less
and less lucrative and attractive for private institutions is weakening
the hold of lendlords and egriculturist moneylenders on their erstwhile
clientele and reducing the scope for usury and other forms of exploitation.
The combined effect of the above changes is a structural transformation

: ‘ lenders

of the ICMas, as reflected in the reduced role of the 1nformaléof the

commercial type, and an increase in the proportion of informal credit

emanating from relatives, friends and others.
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In our study areas, the average rate of interest on loans from
the professional moneylenders ranged from 24 to 60 percent, More than
one-half of the number of loans carried an interest rate above 60 percent,
while an equal proportion of the amount of loans bore an interest above
36 percent, In two of the selected villages interest on a high propor-
tion of the loans was 120 percent. Taking loans from all informal credit
agencies in the six villages together, the interest on nearly one-third
of the total number of loans exceedad 60 percent, Evidently, the rate of
interest on informal credit is high by any standard. The purpose of loans,
their size, nature of security, credit worthiness of the borrower and the
elasticity of demand for funds sgem to have a bearing on the interest
rates. In our study areas, the average rate of interest on consumption
loans is higher than that on loans used for production or other purposes,
The rate of interest, by and large, tends to vary inversely with the size
of loans; the correlation between the two variables is found to be negative
in five villages and highly significant in two of the villeges which
account for a larger proportion of loans from professional moneylenders,
The averege interest on loans taken by agricultural and other casual
labourers, whose demand for credit is less elastic and whose credit worthi-
ness is low and have nothing but personal security to offer, is higher
than that charged on loans taken by other occupational groups. As for
the components of interest rwule, thanks to private end social preesure
on the borrowers, defeult rate of informal sector loans is comparatively
low; and therefore the premium for risk does not seem to be relevant.
Monopoly profit also has ceased to be relevant as, with the exponential

growth of the formal sector credit, the informal credit agencies like
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professional moneylenders have lost their monopolistic or oligopolistic
position, As against this, the opportunity cost of money used and admi=-
nistrative cost assume significance, especially when the moneylenders
enlarge the scale of their transactions and come to depend on borrowed

funds to supplement their own resources.

The role of ICMs is usually assessed applying such criteria as
domestic resource mobilisation, allocative efficiency and equity impact.
In a comparatively static situation, the scope for savings mobilisation
by informal lenders is limited. In such a set up both the demand for
credit and supply of savings may be limited. But with some dynamic changes
in the agrarian economy or spurt of activities in other sectors like fishe-
ries and construction, or purchase of consumers durables, etc., the demand
for credit may rise beyond what can be met from the professional money-
lenders' own resources, The influx of remittances from the Gulf Emigrants
in Kerala has generated considerable savings, The professional moneylenders
have been able to mobilise a large chunk of these savings by offering more
attractive returns than the formal credit institutions. The mushrooming
of the finance companies in Kerala in recent years exemplifies this trend.
However, the funds so mobilised were diverted to channels of low or no
returns with the result that the finance companies @ollapsed like a house
of cards, forfeiting the depositors of all their savings. The success of
the informal credit agencies in savings mobilisation is more a reflection
of the unrealistically low or sub-optimal interest rate on deposits offered
by the formal credit institutions than the ingenuity and capabilities of

the informal credit agencies: The fact that the latter does not guarantee



265

depositor security more than offsets the attraction of higher interest

rates offered by them. whather.the ICMs display better allocative efficiency
is equally dubious. True, with the informal lenders there is minimum pro-
cedural formalities and delay, greater flexibility, etc. These characertistics
help to lower the transaction costs. But these conditions do not necessarily
ensure allocative efficiency. Motivated as they are apt to be by a quick
buck and nothing else, the informal lenders venture into financing enter-
prises of poor financial viability, not to speak of any social benefit, as
exemplified by the record of the finance companies in Kerala. As for

the ICMs equity impact, it may be true that the socially and economically
disadvantaged groups of households, who are by-passed by the formal credit
institutions, are able to meet their urgent, essentisl consumption require-
ments with credit from thess informal sources. But it is also true that

the borrowers have to pay through their nose for the credit obtained from

the sources. The low income houscholds have easier eccess to the profe-
ssional moneylenders; but they are charged higher interest rates than

the borrowers from the upper income or asset strata,

In brief, the size of the ICMs has shrunk in recent ycars thanks
to the expansion of the formal credit sector. The structure of the ICMs
itself has undergone a transformation with the decline in the share of
informal lenders of the commercial type, while relative and friends emerging
as the leading sources of informal credit. Nevertheless, the average rate
of interest in the ICMs remains high. Inter-linkage of the credit market
with the land, labourégggmodity markets facilitate the exaction of concealed

interest of a high order., As against these, the ICMs have some positive

features such as easy accessibility, low informational and administrative
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costs, and supply of credit to the low income households usually bypassed

by the formal sector.

In the light of the above, we will consider the various policy
options to tackle the shortcomings of the ICMs end the possibilities of
making use of their positive aspects. One obvious remedy recognised for
quite sometime is regulation of moneylending activities. Legislation
controlling private moneylending had been initiated more than a century
ago. Since, then considerable improvemant has been made in the legal
framework, widening its scope,' closing of loopholes and tightening of the
enforcement machinery. Still some loopholes remain. Interest rates much
above the permissible limit continue to be charged, and other provisions
in the enactments are evaded or circumvented, It is no wonder, since,
after all, tha informal lenders like lendlords, sgriculturist moneylenders,
professional moneylenders, etc. belong to those socio-ecohomic classes
which enjoy considerable influence and power, Thus, it was realised in
due course that regulation of moneylending was not enough and that alter-

native sources of credit have to be provided.

In the early phase of national economic planning the main thrust
was placed on cooperative credit institutions. But the cooperatives did
not rise upto the expectations; the quantum of credit was inadequate and
its distribution inequitable. Hence from the late sixties, the government
adopted a multieagency spproach, drawing the newly nationalised commercial
banks into financing egriculture and other priog}ty sectors in the rural
areas. The outcome of this reorientation of the credit policy, as reflected

in the enlargement of the share of the formal sector in totsl rural credit,
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has been documented earlier. Despite the exponential growth of formal
sector credit, there are some perceptible lecunae in the functioning of
the formal sector such as inequities in the distribution of credit,

apparently high transaction costs and low recovery rate.

Under the existing order there is no built - in mechanism to
ensure larger share of formal credit to the disedvanteged small borrowers.
The fact that the formal credit institutions are not able to recover a
significant proportion of the loans advanced and that they are unable to
mobilise the savings of rural households to the full extent have made them
increasingly dependent on the Reserve Bank of India, other financial
institutions like the NABARD and the government for funds to carry on

their lending activities. Obviously this is not a viable arrangement,

An alternative approach suggested is that of linking the informal
sector to the formal sector. The avowed rationale of this is that of taking
advantage of the low informational and administrative costs of the former,
thereby reaching credit to the small borrowers at chesper rate. Given
the socio-gconomic inequalities in the rural set up, it is doubtful whether
linking of the two sectors will ensure that cheaper credit from the formal .
saector will reach the more needy group of small borrowers. Admittedly,
the sqccess of the strategy of promoting links between the two sectors
would require a mechanism to monitor the onlending rates and to ensure
that the informal lenders do not take advantage of cheapor - institutional
credit to make abmormal profits. However, the establishment of such a
mechanism would entail costs and its effective and impartial functioning

under the prevailing set up is more easily said than done.
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Moreover, can not the desired goal, viz., reaching credit from
the formal sector to small borrowers, be attained without the service of
the informal lenders, one wonders. Afterall, we do have at present a
wide network of cooperative societies and branches of commercial banks
spread over the countryside. In 1982-83, there were over 94000 primary
agricultural credit societies, with a total membership of 63.5 million.
Besides these, there were several non-credit cooperatives. The cooperative
societies, spart from extending credit, were also engeged in various acti-
vities like marketing of agricultural produce, sale of fertilizers and
consumer goods, etc. which help to establish direct contact with a wide
range of beneficiaries. Being grsssroot level organisations with statutory
provieion for elected bodiss and democratic functioning, the cooperative
societies ensure a certain degree of community participation and involve=-
ment. They are more easily accessible for the small borrowers than other
sources of formal credit. They also have comparatively low transaction
costs as they are operating with smaller, less expensive eetablishment.
Notwithstanding these plus points, if the distribution of cooperative credit
is inequitable, that merely reflects the inequalities in the prevailing

socio=-aconomic order.

The main thrust of the current credit policy, vis-a=vis the rural
sector in genaral and agriculture in particular, is extension of cheap
credit, The interest on loans from the formal sector is heavily subsidised
and kept down at a sub;optimal level, The cost to the public sector o;
such across=the-board subsidisation is mounting, The self-imposed low
ceiling on lending rates acts as a constraint on the formal credit institu-

tions offering reasonably high interest and attracting deposits. Ffurther,
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laxity in the recovery of loans has led to mounting defaults. Rural credit
has of late become highly politicised. The recent efforts of massive
injection of credit into the rural households nicknamed "loan melas" have
atfracted a not of adverse comments from the public. The loan melas

what the appetite of the rural households who ask for more. The recipients
of the loan take them for gifts. The propensity to default has almost
become a part of their culture. The bank officers dare not take recovery

measures lest they invite trouble for themselves.

The present credit policy vis~a-vis the rural sector calls for
a critical evaluation. In the first place, as mentioned above, credit
is heavily subsidised. Such across-the-board subsidy involving heavy drain
on the exchequer is uneconomic and unwarranted. If at all some subsidy'on
loans from the formal sector is a must, the benefit should be limited to
the deserving low incomo groups of households, The restoration of interest
rates to an optimum level is called for, though it may be an unpopular
step. Afterall, even the formal credit institutions must recover atleast
the opportunity cost of the money involved. Recovery of laans extended
by the formal sector needs to be enforced more resolutely and without fear
or favour. The demands for‘moratorium on repayment and even for mriting.
off of the outstanding debts from certoin quarters must be resisted rather
than encouraged, a8 some politicians of the ruling and opposition parties
have been doing of late., The formal credit institutions must also pursue
the goal of self=-reliance. The increasing dependance on the central Bank
and the government for replenishing their funds is an unhealthy trend,

For this purpose, as observed above, recovery measures have to be tightened.
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These institutions should also intensify thair deposit mobilisation
aefforts. They will af course have to offer higher interest on doposits.
There is mo point in keeping the deposit rates too low, or below a
reasonable level, turning a blind eye to the more attractive channels

for the savers or the inflation rate.
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