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EXPENDITURE ANALYSIS

3.01 Intreduction

A realistic assessment of the credit needs of the
lower strata of society under the DRI scheme is possible
only when the size of the beneficiaries' operating
expenditure in pursuing a particular cconomic activity,
is known. The main purpose of this Chapter, therefore,

is to enguire into :

(i) the structure and size of the operating

expenditure required to ke incurred by the

beneficiaries engaged in different activities,

(ii) the size of the Net Invescible Amount (NIA)
available to the beneficiories for long-term

investment/purchase of fixed assets, and

(iii) the relationship between tae size of
expenditure with the scale of their operations

under different economic activities,

3.02 It may be understood at the outset that the
beneficiaries are supposed to meet boch the total operating
expenses/costs and the investment needs for acquiring the
required assets out of the total amcouni of loan sanctioned

to them by the financing institutions. Once the size of
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operating expenses required to be met to undertake the
different economic activities under the sgcheme is known,'it
should become easier for the financing institutions to
estimate the finéncial needs of the bcneficiaries more
realistically by adding thé/reqpired operating expenses

to the amount required for acguirinhg/creating the assets

to pursue the desired activity. -

3.03 The existing stock of knowledce on the implementation
of DRI scheme does not provide any firm clue about the
relationship between the changes in tne size of operational
expenditure/costs and the scale of overations or the total
loan amount required. This knowledce, based on empirical
analysis, should be a good base equivping the financing
institutions with greater understanding about the behaviour
of the operating expenses/costs and total funds required/scale
of operation, which in turn, will enable them to revise the
limits/loan amounts in view of the impact of the price changes

"in the economy on the operating costs of identified activities.

3.04 In view of the above, the anzslvsis in this Chapter is

directed towvards estimating

(i) the operating cost,
(ii) the Net Investible Amounts available to the

beneficiaries, and



124

(iii) the relationships between the changes in
' the opérating expenses/costs and the tgtal
amount of loan (required to pﬁrsue the
economic activities under different scales

of operations).

3.05 For the purpose of analysis, data on operating
expenditure/costs has been collected directly from the
beneficiaries selected for field investigation, and to
determine the scale'of operations, the data regarding the
loan amount disbursed to the beneficiaries has been collected
from the financing institutions. Further, for the purpose of
analysis the operating expenses have been bi-furcated into
(1) Debt servicing cost, and (ii) Operating expenses/costs.
Both these costs have been taken as independent variable.

The 'Debt Servicing Cost' is derived from the rate of interest
charged by the financing institutions on the loan disbﬁrsed,
which being a policy variable, 1is indenendent of the scale

of operation or the size of loan amount disbursed. Also,

the operating expenses/costs calculated at the minimum level
are independent of the scale of operation or the loan amount
in respect of different activities, and as such have been
taken as an independent variable, However, the upward
changes ig the size of operating expenses are bound to
increase the loan amount required to pursue the activity and

as such the scale of operation derived by the loan amount
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disbursed has heen taken as a 'dependent variable'.

" i
3.06 Operating Cost Analysis (Aggregate Level) 3

Analysis of data presented in Table 3«1 indicates
that during the period under reference, the total operating
expenses/costs varied between k. 86,605 to k. 34,709, and in
this the dominance of the operating expenses has been
substantial as compared to the servicing cost at the

aggregate level.
TABLE 3wl

LEVEL OF TOTAL OPERATING EXPENDITURE (AGGREGATE)

Year

1978
1979
1980

l98l

Scale of Total Of Opera~  Servi- Total Ope- Ser-
Opera- Expen- which ting ¢cing Exe ra- vie
tion diture Expenses Cost pen- ting eing
(Loans ses Ex- Cost
Disbur- pen-

sed) ses

(As percentage
of total Loan)

L R L T T T

Bse Rse Rse Rse
2,47,006 74,035 63,205 10,830 29.97 25.59 4.38
3,44,§68 86,605 72,097 14,508 25.10 20.89 4.21
1,27,475 34,709 28,526 6,183 27.22 22.37 4.85
1,57,286 36,247 29,460 6,787 23.04 18.73 4,31

Total 8,76,735 2,311,596 1,93,288 38,368 26.42 22.05 4.37
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In view of the higher incidence of the operating
expenses/cost, in terms of percentages, its contribution to
the total cost has been also highest at-22.05, It may be
pointed out that the total cost as.percentage of the total
loan represented at around 27, in which the incidence of
the servicing cost has been very low at 4.37 per cent only

(Appendix-Table 3-1).

3,07 Rural Sectorl:

Analysis of data presented in Table 3-2 for the rural
sector indicates that the expenses incurred on the
operational aspect by the beneficiaries has been k. 71, 368,

and for the servicing cost has been R, 30,295,

TABLE 3-2

LEVEL OF TOTAL OPERATING EXPENDITURE (RURAL SECTOR)

Year Scale of Total of Opera- Servi- Total Opera- Servi-
Opera- Expen- which tional cing Ex~ tional cing
tion diture Expenses Cost pen- Expenses Cost

ses
(As percentage of total
_______________________ Loan) _ _ _ _ __
Rs. B. R-S‘ %.

1978 1,73,726 25,733 18,265 7,468 14.81 10.51 4,30

1979 2,83,953 35,186 ' 23,582 11,604 12,39 8430 4,09

1980 1,05,065 15,277 9,991 5,286 14.54 9,51 5.03

1981 1,336,042 25,467 19,530 5,937 18,29 14,35 4,36

Total 6,98,786 1,011,663 71,368 30,295 14.55 10,21 4,34

l. The words sector and "activities are synonymous with each
other all through this sudar,
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3.08 Thus, the total expenditure incurred has been
reckoned at =Rs. 1,01,663.‘ Analysis of data further indicates
that the total expenses, as percentages of tﬁe total loan
represented at 14 per cent, in‘which the contribution from
the operational expenses/cost has been highest at 10 per
cent., The incidence of the servicing cost has been very
low at 4.34 per cent only (Appendix-Table 3-2). This can
be attributed to early and timely repayment of loans by

the rural beneficiaries.

3.09 Urban Sector :

Analysis of data given in Table 3-3 indicates that
the total expenditure incurred by the beneficiaries in the

urban sector has been highest at &, 1,29,933 as compared

to the rural sector , 1t way be mentisned here that the

TABLE 3-3

LEVEL OF TOTAL OPERATING EXPENDITURE (URBAN SECTOR)

Year

Scale of Total of Opera- Servi- Total Opera- Servi-
Opera- Expen- which ting cing Expen- ting cing
tion diture ' Expenses Cost diture Expenses Cost
(Loans ) (As percentage of
Disbur- -total Loan)
sed) e e e e e e e - —_
Rs o Rse RS. RSe
73,280 48,302 44,940 3,362 65.91 61.32 4.59
61,015 51,419 48,515 2,904 84.27 79.51 4.76
22,410 19,432 18,535 897 86,72 82.72 4.00
21,244 10,780 9,930 850 59.74 46.74 4,00

Total 1,77,949 1,29,933 1,21,920 8,013 73.01 68.51 4.50
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coverage of beneficiaries in the total sample was 29Aper
cent only and the loan amount disbursed was representedl
" at 20 éer cetn of the total. Analysis of data further
indicates that in the total expenditure, the incidence
of the operating expenses has been high at Rs.1,21,920
as compared to the rural sector. As a percentage of

the total loan disbursed, the total expenditure
represented at 73 per cent has been cuite substantial.
Thé incidence of the servicing cost though, has been
low at 4.50 per cent only, it was highcr as compared
with the aggregate level (4.37 per cent) and the rural
sector (4,34 per cent) respectively. The incidence

of higher servicing cost in this sector has been on
account of non-repayment of the lcans timely by the

beneficiaries as compared to the rural sector (Appendix-

Table 3-3).

3.10 Activity-wise Analysis

It can be seen from Appendix-~Table 3-4 that the
total cost as a percentage of the total loan disbursed

varied between 28 per cent to 5 per cent2 under different

2. The lowest operating expenses undaer sheep-rearing
have been due to discontinuance of activity before
the terminal period by some benefrciaries and the
open grazing facilities available to the beneficiaries
for their sheep on the virgin lands owned by the State
Government.,
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fourteen activities selected in the rural sector. The
‘highest has been under agriculture activity (28 per cent)
énd the lowest has been under sgeep-rearing activity

(5 per cent). In this total cost the incidence of the
operating expenses has been highest which on an average
represented at 14 per cent. The highest incldence of
the operating expenses has been again reflected under
agriculture aétivity at 24 ;er cent (Appendix-Table 3-4
and 3-5) and the lowest has been under sheep-rearing
activity at almost 2 per cent. In the urban sector, the
activity-wise analysis depicts that among the five
activities selected; the total cost varied between
80/pér cent to 20 per cent, and the highest has been
under the vending cloth activity (80 pér cent), and the
lowest has been under the Vending glasswéres activity

at (20 per cent) respectively, The higher incidence of
the operating expenses has been again reflected under the
vending cloth activity at 76 per cent and the lowest has
" been depicted under the yending glasswares activity at

5 per cent only. On an average, incidence of the
operating expenses in the urban sector has been at
around 68 per cent which has beeﬁ higher as compared to

the rural sector where it has been reckoned at 10 per

cent only.
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3,11 Net Investible Funds/Amount Analvysis :

i
The DRI scheme has been a policy -variable with

certain definitive objectives which have been _

discussed earlier. Any analysis of the expenditure will have
an ;nfluence on this policy. We have already analysed the
total costustructure/the total expenditure incurred by
the beneficiaries. For the purpose of analysis here, we
will confine to the efficiency level emanating from the
point of view of the net investible funds generated for
fixed capital investment, on account of the expenditure
incurred by the beneficiaries. It can be seen from

Table 3-4 that at the aggregate level the net investible
funds available for the fixed investments has been

Rs. 6,45,139; in the rural sector &. 5,97,123, and in the
urban sector k. 48,016, respectively (Appendix-Tables

TABLE 3-4

GENERATION OF NET INVESTIBLE FUNDS AT AGGREGATE,
RURAL: AND URBAN LEVEL

Year Aggregate Rural Urban Aggre~ Rural Urbkan
Level Sector Sector gate Sector Sector
(As percentage of the
total loan)

W — . twm e Gma Gwe e e G Gee G e Smmn St MmN mm  Meed S M s Bl MR e SRR e e Wew e e

B. m. Rs.
1978 1,72,971 1,47,993 24,978 70.03 85.45 34.09
1979 2,58,363 2,48,767 9,596 74.90 87.61 15.73
1980 92,766 89,788 2,978 72.78 85.46 13.28

1981 1,21,039 1,10,575 10,464 76.96 8l.29 49.26 -
Total 6,45,139 5,97,123 48,016 73.58 85.45 26.99




3.12 Analysis of data further indicates that the net
;investible funds available for fixed investment at the
aggregate-level of the total loan, in terms of percentage
has been at 73, whereas for the rural sector 85 and for
‘the urban sector at around 27 only., This indicates the
amounts/funds in the urban sector as compared to the rural
sector has been comparatively low, and this has been on
account of higher incidence of the total expenditure

involved in pursuing economic activities in this sector.

3.13 Activity-wise Analysis (NIF) :

From the data provided in Appendix-Table 3-6, it
can be seen that the availability of net investible funds
varied from activity to activity in rural sector. Ambng
the fourteen activities selected, it varied from 94 per
cent -, the highest to 76 per cent - the lowest. This in
other words means, that~under sheep-rearing (94 per cent)
net investible funds/amounts were available for creating
fixed assets, whereas under Pan bidi (76 per cent) that
can be invested in the fixed assets only. Similarly, in
the urban sector, it varied fbom‘79 per cent (vending
glasswares) to 20 per cent (vending cloth) under the five
selected activities. This‘can be interpreted that under
vending glasswares - 79 per cent -~ has been available for

creating fixed assets, whereas under vending cloth only
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20 per cent has been avallable for investment in the term
assets (Appendix-Table 3-9).

3.14 Relationship between operating

costs and scale of operations (Regression Analysis)

To examine the relationship between the operating
costs and the scale of operations a cross section analysis
of the data has been attempted by using regression
analysis to help us presage empirically about the
relationship between the size of expenditure gnd the
scale of operations or the loan amounts. The analysis has
adopted the following schemata namely, at the first stage,
it is devoted to the aggregate picture which is comprised
of urban as well as rural sectors covering all the
nineteen activities. Here, we have run equations under
Linear and Double Log - specifications for 1 to 19
activities. At the next stage, we have analysed the
rural sector covering activities 1 to l14. ‘'Here, again we
have run both the specifications - Linear and Double Log.
It may be repeated here once again that at the aggregate
level the analysis concentrates on the total loan which
has been taken as a basis of the scale of operations and
total expenditure for all the years selected from 1978 to
1981, At the next stage, more as an aid to comparing the

shifts of relationship across the period, we have also
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analysed the data at the dis-agoregate level, i.c.,

separately for the vear 1978 and 1981, Here, we have

run Linear specifications only. It mav be mentioned that
in view of the less number of activiticos covered in _the
urban sector, the inferences for this sector are drawn on
the basis of results obtained at the aggregate and in

rural levels. The following notations have been used

throughout this analysis.

LA = ZLoan Amount
TE = Total Expenditure
OE = Operational Expenses
SC = Servicing Cost
CE = Consumption Expenditure
TOEB = Total operational expensces plus

servicing cost incurred by the

beneficiaries

3.15 (I) Aggregate Level

Here, we have analysed the influence of two
variables separately namely, servicinc cost, and
operational expenses on the loan amount for all the

nineteen activaties at the aoggregatc lovel,
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(a) All Activities (Rural + Urban 1 to 19)

LA = -~ 1087,66 + 21,58% sSC + 0,39%
(16.15) (5.86)
Elasticity = (0.8946) (0.1289)
2
R = Oo966 LA ) . s (l)
Log LA = 2.23 4 0.,92% SC + 0.,17* log OE
(9.37) (2.91)
— .
R = 00926 .o o LR ) (2)
2

3.16 Where R“ is the co-efficient of determination
adjusted for the degrees of freedom. All through this
Chapter, an asterisk (*) over the co-efficients indicate
that they are significant at the 5 per cent level. The
figures in paranthesis are 't' values of the co-efficients.
Eguations (1 and 2) above try to estimate the relationships
involving the servicing cost as well as of the operating

expenses, as the independent variable and the Loan amount

as the dependent variable respectively.

3.17 Both the eguations seem to estimate the

relationship significantly. In the couble log specification,
the independent variable accounts for almost 93 per cent

of the variation in the dependent variable (LA). Both

SC and OE are significant. In the linear formulation of

the equation, the result is morfe or less comparable. The
independent variable SC seems to be a better explanatory

variable of LA, in both the equations. In the context

be

of the DRI scheme, at the aggregate level, this mavy
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considered as a pointer to the fact that a positive
relationship between LA and tha various costs like the

SC and OFE do exist. Howvever, the point that emerges here.
is that although, the OQOE, as a proportion of the total
expenses incurred by the beneficiaries, has been higher
than that of servicing cost and, in anssolute terms also,
its role as‘an explanatory variable o7 LA seems to be less

significant in comparison with the scrvicing cost.

3.18 (b) Rural activities (1 to 14)

At the rural level, eguations (3 and 4) protray
a very similar relationship with grcater degree of
significance compared with the aagregate level., It may
be pointed out that the linear equation is relatively
better judging from the value cof §2. SC appear to be a
more significant explanatory variable of the changes in the

dependent variable (LA).

LA = - 519.49 + 22.02% sC + 0.48* OE
(21.04) (9.15)
Elasticity = (0.8926) (0.1177)
§'2 = 00982 ¢ s e LR (3)
Log LA = -2.39 + 0.94% log SC + 0.14* log OE
{(10.85) {(2.58)

""2 = 0.953 LI . . (4)
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3.19 (¢) All Activities (Rural and Urban)

Here, we have analysed the. total cotmbined influence
of the servicing cost plus operational expenses incurred
by the beneficiaries, coveriﬁg all the nineteen activities,
both in the rural and urban sectors, with the loan amount.,
Equations (5 and 6) try to estimate the relationship

between LA and TOEB.

LA = 31242.46 + 1.23* TOEB
(3.32)

Elasticity = (0.3229)

e ces (5)

3.20 It has come out with a result which underscores
what we have discussed in equations (1 and 2 ) earlier.

Log LA = 3.80 + 0.75" log TOEB
(6.0)

-2 oo see . (6)
B” = 0.681

3.21 'I‘OEB3 accounts for roughly 68 per cent of the
variance in LA in the log equation but in the linear

‘equation the value is much less. It may be pointed out

3. TOEB may be defined as a combination of SC + OE incurred
together by the beneficiaries,
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3

that the positive association between the total combined
exﬁenses to'the beneficiaries and the LA is significant in |
the log specification, but as revealed ecarlier, cost
element separately explained in the eguations-.(1 and‘2),

the variation of LA is more significant. It may thus, be
qbserved that the operational expenses are more prominent
ir terms of magnitude in the total expenditure structure

but it is less influential to loan amount variations.

3.22 {d) Rural Activities

Here, we have analysed the influence of the
combined costs namely, the servicing cost and the
operational expenses, on the loan amount for all the

fourteen activities in the rural sector.

At the rural level, both the equations (7 and 8),
given below, have come out with a result that is comparable

to that obtaining at the aggregate level, referred to

earlier.
LA = 15759.6 + 4.79% TOEB
(6.22)
_Elasticity = (0.6842)
. ﬁz = 0.763 . e (7)
Log LA = 2.77 + 0.91% log TOEB

(6.41)

P . (8)
R =0.774 ‘
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3.23 (e) All Activities (Rural and Urban 1-19)

To study the influenceqof various components of

cost elements separately, in equations (9 to 16), we have
considered SC and OE individually as independent variables
tofexplain the changes in LAs. Equations (9 and 10) indicates
that 89 per cent of the variation in LA (for all the nineteen
activities) is accounted for by the level of 8C, in both
formulations. However, in the rural scctor, about 93 per

cent of the loan amount is explained bf the variations of

SC as revealed by the log ecuation (12). 1In the linear
formulation, the value explained is about 86 per cent of

the variation of the loan amount (11)}.

- 2005.84 + 25.17% sc

LA =
(12.31)
FElasticity = (0.3434)
Ez = '00899 “ee “eoow (9)
Log LA = 2.35 + 1.09% sc
(11.94)
§2 Lo 0089(3 LI ] .o w (10)

3.24 {(f) Rural Activity

For the rural sector, eguations (11 and 12), have :

estimated the same relationships, works out to be as
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under :

LA. = 218.14 + 24.56* sC

; (8.66)

Elasticity e (0.9956)

"R"Z' = 0.861 LI .. (11)

Log LA = 2.59 + 1.07* log sC
(12.73) ‘
'ﬁ'z = 0.931 s e . s (12)

3.25 (g) &all Activities (Rural and Urban)

Similar to the above equations, OE, another
component of—expense incurred by the beneficiaries has
been considered as an independent variable to explain the
variation of the loan amounts in equations (13 and 16);
It may be observed that, both in all the nineteen activities,
and the Rural activities (fourteen), OE has influenced loan
amount relatively less as compared with the influence of the

servicing cost, either in the linear or log specifications.
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LA = 32676.58 + 0.87* OE
(3.69)-
Elasticity = (Q.2918) I
§2 = 03446 ] LI 4 LA ] (13)
Log LA = 6.00 + 0.51* log OE
;‘-2 = 0.549 a s e LN ) (14)

3.26 The analysis of the results obtained by the above
eéuations indicate that the overational expenses hitherto
have less bearing on the loan amount Jdisbursed under the
DRI scheme. Since the objective of the scheme is to
uplift the economic level of the poorest among the poor,
it is suggested that in deciding the loan amount to these
beneficiaries the potential operational expenses of the
assets created out of the loan need to be considered as

a part and parcel of the loan amount disbursed by the‘
financing institutions. This may help to generate greater
net income than what is derived now, and to plough it
back for further investment, even aftef meeting the basic

necessaties of life as revealed by our survey.

3.27 (h) Rural Activities

In the light of the observations made

above, the equétions (15 and 16) for the rural sector
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are examined below,

LA = 40455,32 + 0,77* OE i
(2.48) .
Elasticity = (0.1894)
§2 = 00340 e 0 s (15)
Log LA = 6.35 + 0,50* log OE
-2
R = 0'494 e e e s e (16)

3.28 (i) Consuption Expenditure Effcct (CE)

Here, we have analysed the influence of the
consumption expenditure, by treating it as * an

independent variable, on the loan amounts

Equations (17 and 18) using consumption

expenditure are given below :

LA = 18614.47 + 0.97% CE

(3.33)
Elasticity = {0.59686)
R® = 0.394 .ee ‘e (17)
Log LA = 2,93 + 0.,74*% 1log CE

R = 0.589 oo .ee (18)
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3.29 At the all - activities - level, the general fit

of egquation in the linear specification is poor. However,
the double log equation is a shade better. It can be
interpreted that CE is positively related to LA. This can
be irterpreted to mean that as the loan amount increases
the consumption expenditure also increases. Therefore, in
order to make available net investible funds for asset
creation, the financing institutions should increase the
guantum of loan disbursed to the beneficiaries. They may
even consider to increase the guantum of loan amount by
disbursing consumption loan along with the regular

{(production) loan.

3.30 (j) Rural Activities (1l to 14)

At the rural level, the explanatory power of the
equations is relatively very low, as revealed in the
following equations (19 and 20). This means, at the
aggregate level, and more so at the rural level, CE taken

singly is not a significant explanatory wvariable.
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LA = 2117.94 + 1.86* CE
(2.13)
Elasticity = (0.9575)
-2 = 0.275 - e (19)
Log LA = 2.56 + 1.29% log
(3.19)
§2 = O¢54'8 .o w - (20)

3.31 Looking at the results obtained for all the activities
and in the rural activities, it may be pswrxed & that the

influence of CE in the urban sector may at best be similar.

3.32 (k) All Activities - Total Expenditure (TE)

\

At the all - activities - level, the double log
specification is better in terms of its explanatory power,
while in the linear specifibation, the residuals seem to™
be in the unacceptable region. In both the specifications,

the Total Loan and the Total Expenses are positively

' related. It may be mentioned that the relationship)

indicates that as the loan amount increases, the total
operating expenditure also ihcreases;and in view of this,
the financing institutions should enhance the quantum of
loan disbursed, so that the net inveétible funds available

to the beneficiaries will be adequate.
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23193.4 + 0.57*% TE

(3.45)
(0.4973)
0.412 cee .
1.47 + 0.86% log TE
(6.09)
0.686 ces .

Rural Activities (1 to 14)

LA

Elasticity =

1

EZ

]

Log LA

h

§2

At the rural level,

comparable to
we may assume

may emerge.

3.34 (11)

- 8588.68 + 1.78% TE
(3.81)

(1.1720)
0.548 eee .
- 3.03 + 1.31* log TE

(4.31)
0.608 v .

Disaggregative Picture

{Initial and Terminal Year)

In this section,

those at all activities level,

(21)

(22)

(23)

(24)

the results are more or less

and hence,

that at the urban level similar picture

as a corollary to the foregoing

AY
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analysis of 'All Activities' and 'Rural Activities' as
well as 'Urban Activities', concerning loaﬁ and cost
variables aggregated for all years, we have attempted to
draw a comparison between the picture obtaining in 1978
and 19814. In the context of this excrcise, the years
assume importance since the following comparisons are
drawn to examine whether there has been any shifts in the
relationships over the period of time. 1In this exercise
the initial period chosen is 1978 and the terminal year

is 1981 which is the reference period of the study.

3.35 (a) All Activities (Rural and Urban) (OE and SC)

It may be observed from the equations estimated and
given below (25 and 26) that the general fit of the equation
for 1981 is beéter than that of the eguations for 1978.
Here, servicing cost and operational expcnses are
considered separately. They are treated as 'independent

variables! and loan amount as 'dependent variable'.

4. It may be mentioned that if the loan is not disbursed
in any of the years referred to above, under certain
selected activities, the first and the last year for
that particular activity 1is referred¢ to as the initial
and terminal years, respectively. However, this was
found in a very few activities only.
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Year 1978 :

- 2118.62 + 0.224 OE + 23.32% sC

LA =
(1.36) (0.99) (10.56)
Elasticity = (0.0565) (1.1038)
'é‘z = 0.926 “ o0 ¢ e (25)

However, the wvariation in the elasticities of cost has

been observed over the period of years.

Year 1981 :

LA = = 1160.95* 4+ 0.76 OE + 21.99* sC
(2.21) (2.25) (14.87)
Elasticity = (0.1411) (0.9948)
Ez = Oc989 . s @ LA (26)

Further, it can be interpreted that the elasticity of
servicing cost has declined from 1.10 to 0.99 implying
thereby that thé recovery has been done during a shorter

period of time than envisaged.

3.36 (b) All Activities (Rural and Urban) (TOEB)

Here, we have analysed the combined influence of
the SC plus OE on the LA. Equations estimated (27 and :28)

are given below.



147

Year 1978 :

LA = 6186.63 + 1.79" ToEB
(1.85) (4.48)
Elasticity = (0.5318)

cee PN (27)

EQ = 0,514

Year 1981 :

LA = - 383,10 + 4.55* TOEB
(0.24) (13.22)
Elasticity = (1.0448)
. L) L ) (28)
2 = 0.906

3.37 The above equations indicate that the elasticity
for TOEB has increased markedly from 00,5318 in 1978 to
1.0448 in 1981. The period is marked by increasing

significance of the explanatory variable.

3.38 (c) All Activities (Rural and Urban) (SC Only)

Position indicates in the estimated eguations
(29 and 30) is altogether reverse to what has emerged in
equations (27 and 28). Here, the elasticity of SC has
fallen, though, marginally from 1.17 in 1978 to 1.13 in
1981. The results obtained by these equations are in

conformity with the results obtained by equations (25 and 26).
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Year 1978 :

LA = - 2285.68 + 24,77* scC
(1.47) (15.01)
Elasticity = (1.1730)
R .o e N LR N 3 (29)
-2 = 0.926

Year 1981

»

LA = 1132.59 + 25.04%* sC
(1.94) (37.54)
Elasticity = (1.1326)
- L ) - " ® (30)
2 = 0.987

3.39 (d) All Activities (Rural and Urban) (OE only)

Year 1978 :

LA = 7216.12% 4+ 1.79% OF
(2.05) (3.91)
Elasticity = (0.4539)
R s o s o (31)

Year 1981 :

LA = 63.34 + 5.34* 0E
(0.03) (10.47)

Elasticity = (0.9926)

- cen (32)
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3.40 It can be observed from above equations that the
elasticity of OE has incréased from 0.4539 in 1978 to |
0.9926 in 198l1. This is marked by increase in significance
of the variables in 198l. It may be observed here that the
results obtained in equations (25 and 26) are not in
conformity with the results obtained in equations (31 and
32).

3.41 (e) All Activities (Rural and Urban)
(Consumption Expenditure)

The estimated results of the equations (33 and 34)
given below indicate that the overall improvement in the
consumption expenditure elasticity of the loan amount
over the period. The value of elasticity has increased
from 0.7463 in 1978 to 1.4066 in 198l1. - It implies that
the increased consumption expenditure has not bgen taken

care of in the loan amount sanctioned and disbursed.

Year 1978 :

LA = 3352.01 + 1.08* CE
(1.00) (5.16)

Elasticity = (0.7463)

LI LRI (33)
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Year 1981 :

LA = = 3474.59*% + 3,19*% CE
(2.38) (15.48)
Elasticity = (1.4066)
-2 - 0,929 (34)
R » LR B ] 2 e 9

3.42 (£) Aall Activities {(Rural and Urban)
{(Total Expenditure)

Year 1978
LA = 3974,41 + 0,71* TE
(1.23) (5.20)
Elasticity = (0.6992)
2 -
- — 09592 . e e * o 8w (35)
R
Year 1981 :
LA = - 2630.,88* + 1,31 TE

(1.97) (16.61)

Elasticity (1.3079)

2 =
R - 0.938 »> s s LR K BN (36)
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It may be pointed out that over the period tv,fﬂfx&f*g
RS

loan amount disbursed has increased alongwith

the rise in the total expenditure. Moreover,
the elasticity of TE has almest doubled by 1981
indicative, perhaps, of the increasing

expenditure,
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Main Findings and Policy Implications

I. Total Expenditure Aspect
i

1. Though thére is an asséciation between the total
operating expenditure and the loan amounts disbursed, the
total operational expenditure does not reveal any pfopor-
tionate relationship with the changes in the totdl loan
amounts disbursed every year. It may be mentioned "that
the trend indicated in the movements of this relationship

in the urban sector is slightly erratic.

2. In the total operating expenditure, the dominance of
the operational expenses is high, particularly a higher
incidence of the operational expenses is indicated in the
urban sector as compared to the rural sector. On an
average, the total operating expenditure as a proportion
of the total cost has been 22 per cent at the aggregative
level. In the rural sector, it is as low as 10 per cent
of the total cost. However, in the urban sector, it is
as high as 68 per cent of the total cost. The servicing
cost namely, the interest element of the loan has been
maintained at a fixed low level of 4 per cent per annum
in order to reduce the financial burden on the weaker
sections of the community could not have the desired
effect basically because it formed only an insignificant
proportion of the total expenditure incurred by the

.

beneficiaries. However, the marginally higher incidence



153

of the servicing cost in the urban activities relative
to the rural activities is indicative of the incidehce
of this cost induced due to the non-~repayment of the
loans by the beneficiaries in time as well as on account
of the phasing of the repayment schedule upto 48 months
in some cases of beneficiaries under urban activities.
This has naturally increased the interest cost element
in the urban sector as compared to 12 or 24 months
period phased for the beneficiaries under the rural

activities.

II. Net Investible FPunds Aspect

3. At the aggregate level, the Net Investible resources
available for creating newer term assets stood at 73 per
cent of the total loan., For the rural activities, it

is as high as 86 per cent of the total loan, and tor éhe
urban activities, it is relatively low at 27 per cent

of the total loan. In view of the lower capital bhase
and the low scale of economic activities pursued by the
beneficiaries, the financing institutions ought to take
the cognizance of the total operating expenditure in-
curred by the benefiéiaries, in deciding the size of the
loans so that adegquate funds could be made available

to the beneficiaries, thus helping them to pursue an

economically viable activity under the scheme.



154

4, The analysis of activity-wise total operating
expenditure, 1is expected to enable the financing
institutions to fix the scale of finance for different
activities in the rural as well as in the urban sectors,
in tune with the size of this expenditure incurred. Of
course, the scale fixed on this basis need to be reviewed
and revised, from time to time, by taking the change in
the price index, as an indicator to this expenditure

size.

III. Activity-wise Variations in Expenditure

5. On the basis of the examination of average loans dis-
bursed to the beneficiariés under various activities, by
the financing institutions aﬁd also the revelation during
the field survey that the loans were fixed on an ad-hoc
basis, without undertaking the proper appraisal of the
loan requirements of the beneficiaries and the absence of
mutual consultation process between the beneficiaries

and the financing institutions, may be one of the reasons

for low availability of funds for creating term assets.

6. The quantum of total expenditure incurred by the
beneficiaries has varied under different activities as
per the investigation carried out in this study. Further-
more, due to the sector-wise variations, the wide

variations in the total expenditure have been reflected



155

di¥ferently for the rural as well as for the urban
activities. Distribution of the total expendi;ure from

. activity to activity has also varied due to the differen-
tiations in the servicing cost as well as in the operating
expenses incurred by the beneficiaries, This has been on
account of the differentiations in the repayment schedule
phased differently for the different activities and the
variations in the regquirements of the operating expenses
for the different activities, due to the peculiar nature
of each activity covered by the study. The study has
reckoned tpe gquantum of the total expenditure incurred

by the beneficiaries under different activities which
should help the financing institutions to evolve the scale
of finaﬂce differently for diféerent activities as
referred to above. It may be pointed out that the lending
under the DRI scheme should be treated by the financing
institutions as a commercial propositions rather than
considering it as a target fulfilling objective. Our
field survey reveals that though, many beneficiaries had
requested for the 'composite loan' on commercial grounds,

none of the financing institutions covered in this study

5. The financing institution should not totally abandon
their normal banking approach in regard to the lending
under the DRI scheme. They should maximise wherever
possible the gains under the scheme and bring more
and more beneficiaries under the fold of the normal
banking practices in due course of time.
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have granted' the 'composite loan' and thus denied the
facility to them though there has been a provision gnder
thelscheme. The implications of such a type of lending
can be interpreted that the generation of the net income
could have been higher than what has been arrived at by
the beneficiaries in this study. The higher loan, if
the financing institutions would have considered perhaps,

the efficacy of the scheme would have been much higher

than what it has been observed now.

7. The empirical analysis conducted on a cross section
data with using the regression analysis reveals that,
though the operational expenses in terms of magnitude
have been .substantial in the total expenditure incurred
by the beneficiaries, its influence on deciding the loan
amount is insignificant. The servicing cost though, has
been low in absolute terms, in the total expenditure
incurred, it has been statistically observed that its
influence has been quite significant in loan amount
variations. In other words, it can be interpreted that
the guantum of the operating expeﬁses incurred by the
beneficiaries should be included by the financing
institutions in deciding the gquantum of the loans and
should enable the beneficiaries to have more net inves-
tible funds for creating term assets. Therefore, the

implications of this analysis are: that the financing
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institutions need to consider the requirements of the
operating expenses as worked out activity-wise and

{
sector-wise, in this study to make this as a prominent

varigble for the variations in the loan amounts.

8. Analysis of the consumption expenditure indicates
that it is positively related to the loan amountse In
other words, it can be interpreted to indicate that the
variations in consumption expenditure is associated with
variations in the loans disbursed. Therefore, it can
be remarked that as the loan amount increases, the con-
sumption expenditure also increases. Thus, in order to
provide higher quantum of loans to the beneficiaries,
the financing institutions should also consider some

)
nominal éonsumption expenditure requirements of the

beneficiaries under the scheme so0 that he will have more

net investible funds for creating fixed assets.

9. The equations estimated for the total expenditure
and the total loaﬁ reveal that they are positively
related. In view of this result, it can be interpreted
that the changes with loan amounts causes changes in
the total expenditure. Thus, the loan size’should be
determined with respect to the changes in the incidences

of total expenditure.
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10, Analysis of total operating expenditure activity-
wise indicates that the-expendit&re per rupee of loan
incurred by the beneficiaries, is high in the activities,
namely, agriculturé (28 paise) and is low under sheep-
rearing (5 paise) only. The variations in the total
operating expenditure in all the fourteen activities
covered in the rural sector indicate that the net in-
vestible amount for creating fixed assets has varied
from activity to activity. Similarly, examination of
the five activities selected in the urban sector
indicates that the expenditure per rupee of loan, in
the context of the total operating expenditure incurred
by the beneficiaries, has also varied from activity to
activity. Therefore, the overall policy implications
are: that the financing institutions have not adopted
the proper appraisal method to assess the total loan
requirements of the beneficiaries under the different

-activities covered by the study.



