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ANALYSIS OF PRIORITY SECTOR ADVAHCES
ARD RECOVERY FACTORS

IX.1 RECOVERY OF AGRICULTURAL ADVAKNCES
II.1.1 Overall Assessment of Bank Performance
In order to mske an oversll assessment of bank performances
in respect of recovery of advances, it 1is 1imperative to
consider other factors which have bearing on recovery. As
such, the factors * outstanding credit °, =~ demand °~ etc,

were also examined.

The relevant data for the period 1984 to 1888 were collected
from the lead banks in Valsad and Surat districts for all the
188 branches in Valsad and 243 branches in Surat. These data
were summarised bankgroup-wise and year-wise and are given in
Annexures 1.1(a) to 1.1(d) for Valsad and 1.2(a) to 1.2(d)

for Surat.

The overall summaries for the entire S5-year period are given

in Table I1.1.1 for Valsad and Table II.1.2 for Surat.

Table I1.1.1 : BAHE-WISE RECOVERY AND CONTRIBUTIOR TO DEMARD,
RECOVERY, OUTSTARDIEG CREDIT ARD  EO. OF
BRARCHES - FOR AGRICULTURE INK VALSAD FOR THE
PERIOD 1984 TO 1888

T —— o o e e e o et it +
; '!Recovery | ) CONTRIBUTION TO H
i Bank 4 F o e e Fom Fom Fo e +
\ ito demand| Demand tRecovery | Outstan-iBranches |
H H H (%> NG i ding (%), (%) i
o SR o e o ———— o ————— o e — +
tBank I | 54.53 ¢t 53.87 i 55.19 |} 48.55 | 40.24 |
! H H 1 1 i 1
] 1 H H { ¥ i
'Bank II | 50.25 {10.84 vy 10,27 Y 13.08 |} 15.34 |
1 ) i { i i 1
t H H i H i H
‘BankIII | 29.83 ' 8.84 ; 5.00 | 7.87 + 14.91 |
Formm e Fmmm T e fomm e o G ——— +



e e e e +
H { Recovery | CONTRIBUTION TO !
1 Bank . 4 Fom e Fom Fom Fommm +
H tto demand! Demand 'Recovery | Outstan-i{Branches |
H H H (%) e i ding (%): (%) H
o O . o ——— e e DU G e o +
iBank IV | 58.86 v 22.25 i 25,34 | 25.34 | 16.83 |
[] 1 t { i ] {
t i ] i i $ H
iBank V | 58,78 H 3.80 ¢ 4.20 | 5.06 } 12.88 |
e U o e e e e Fo e o e e o e e +
iOverall | 53.23 ¢ 100.00 t 100.00 | 100.00 ! 100.00
e S e e s o e o e e R o e e e +
Source.: Personal Survey -
Table IT.1.2 : BANK-WISE RECOVERY PERCENT AND CONTRIBUTIOR TO
DEMAND, RECOVERY, OUTSTANDING CREDIT AHND HNO.
OF BRANCHES FOR AGRICULTURE IN SURAT FOR THE
PERIOD 1884 TO 1988
A o e o ————— o e et +
' {Recovery | CONTRIBUTION TO !
i Bank HE 4 Fom e o m Fommm o +
H tto demand!{ Demand {Recovery | Outsian-{Branches !
HE R : (%) G D) TV ding (#%)7 (%) i
Rt TP IS o fom e o R - +
iBank I | 30.31 h 55.89 ' 41.84 | 42.72 ! 34.48 |
t ] 1 3 -1 1 ]
. H -1 H i H 1 H
iBank II | 49.02 ! 12.31 v 14.80 | 13.78 | 13.49 |
t - i t 1] i 3t [
{ f t H { H t
1Bank III} 47.07 H 8.54 i 8.83 - 10.768 | 14 .76 |
] ] i - ] 1 i ]
! N ] ] 1 i { i
iBank IV | 58.00 t 20.18 v 29.40 } 29.44 | 19.56 |
H 1 i ) i t t
H H i H i ] |
iBank ¥V ! 51.868 H 3.08 i 3.93 | 3.30 ¢ 17.71
T o e o e e e e - T O +
i0Overall ! 40.50 i 100.00 t 100.00 ¢ 100.00 V. 100.00 !
T T S i A o e e e o o 2 o e e e +

Source : Personal Survey
It is seen from:Table II.1.1 that the recovery per cent to
demanq“varied between 30 per cent and 58 per cent amongst the

five bank—groups in Valsad district.

It is further revealed that Bank I had the highest
contribution towards the parameters demand, recovery,
outstandiné credit and number of branches, followed by Bank

IV, Bank II, Bank III1 and Bank V in descending order.
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However, Bank I ranked third in terms of recovery per cent.
As against this, Bank V stood second in terms of recovery per

cent but fifth in the case of other parameter.

In the case of Surat district (Table II.1.2), the recovery
per cent varied between 30 per cent and 59-per cent from bank
to bank. Withregard to contribution to demand, recovery,
outstanding and number of branches, the Bank I ranked first
followed by Bank IV, Bank II, Bank III and Bank V in
descending order. It is also revealed that Bank I had as low
as 30 per cent recovery to demand, while the contribution in
respect of other parameters was relatively higher (42 to 56
per cent contribution). As agasinst this, Bank V recorded 52
per cent recovery while its contribution in respect of other

parameters were very low (3 to 4 per cent contribution).

A comparison between the performances of Valsad and Surat
districts shows that the overall recovery was higher in
Valsad (53%) than in Surat (41%). The .difference is also

statistically significant. -

It appesrs that the lower recovery in Surat district was due

to poor recovery by Bank I, which contributed maximum in
_ .. fap o

total outstanding credit, Q;E'demandgrepayment of loan by the

- beneficiaries and number of branches.

The recovery data have beén further analysed and discussed in

Section II.1.2.
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I1.1.2 Bank-wise and Year-wise Performance in Respect of
Recovery
Annexure 1I1.1.3 gives a summary of recovery for five banks
for the five years 18984 to 1988 in Valsad District. The dsatsa
have been statistically analysed by the technique of Analysis
of Variance to test if there were any differences in
performances between the banks and between the vyears. The

Analysis of Variance Table is also given in Annexure 1.3.

The snalysis has revealed that the performance of the banks
with respect tc recovery varied significantly. The
performances between the years were, however, not found to be
statistically significant, slthough there appears to be an

increasing trend in recovery per cent over the years.

Table 11.1.3 gives the overall per cent recovery for the five
banks in Valsad for the period 1884 to 1888.

Table 11 1.3 : BANE-WISE RECOVERY (VALSAD)

o o e e e e +
! Bank ' Overall !
H ! Recovery (%) |
e e o +
i I H 54 .53 !
: II i 50.25 !
1 i i
£ ] ]
H 11X H 29.83 !
! Iv : 59.86 :
] ] ]
H v H 58.79 !
e g +

In order to test the significance of difference between any
two banks, further ansalysis (Critical Difference Anslysis )
has been done. On the basis of this analysis, the best and

poorest groups of banks have been identified (Table II.1.4).
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Table 1I1.1.4: CATEGORIES OF BANKS (VALSAD)

o o e N I T e e +
i Category H Bank ! Overall h
H : Group i Recovery (Z) |
o s o e o e o e +
! Best VI, IV, Vv ! 56.2 i
} i t i
i H H ]
i Poorest H ITI : 29.8 H
o e e o o e e +

Similar sanalysis has been carried out for data on recovery
per cent for surat district. The dats on recovery per cent,
bank-wise s&nd year -~wise, are given in Annexure 1.4 and the
corresponding analysis of variance tab;e is also given in
Annexure 1.4. The performances in respect of recovery per
cent between the banks were found to be statistically highly
significant. The differences between the years were, however,
not statistically significant. Table II1.1.5 gives the overall
per cent recovery for the five banks in Surat for thé period
1984 to 1988.

TOble II.1.5: BARK-WISE RECOVERY (SURAT)

o e o e s e e G e +
; Bank ‘ Oversall !
' i  Recovery (%) |
o e e e e B T T T TP —— + -
H I : 30.31 j
] ] 1
§ ¥ i
i IT ! 49.02 !
i ] H
1 ] 1
! III H 47.07 1
1 1 i
{ 1 i
H Iv : 58.00 H
i - 1 E
] H . - ]
H v ' 51.68 H
T TP o o o e o +

On the basis of further analysis (by Critical Difference
Method), the best sand poorest groups of banks have been

identified (Table I1.1.86).
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Table I1.1.6 : CATEGORIES OF BANKS (SURAT)

o ——————— e ——— o e e +
! Category : Bank : Overall !
' : Group !  Recovery (%) |
U Fom e —— o —— +
! Best ; 1V H 58.0 :
§ t [} 1
i ] I [
! Poorest ! I ' 30.3 !
N o e U S +
Thus, the above analysis reveals that while the performance

of Bank IV was among the best in both the districts, Bank 1
performed relatively well in Valsad distriect, but poorly in

Surat district.

It may be noted that eventhough the bases ( demand values )
was not same for each bank/year, the conclusions drawn from
the analysis of varisnce for the data on recovery per cent
will still remain valid for all practiéal purposes.

I1.1.3 Relationship Between Outstanding Credit And Demand

In order to examine if there is any relationship between
outstanding credit and demand the data given in Table II.1.7
were ansalysed separatly for Valsad and Surat districts by
using the Correlation and Regression techniques (Simple
Linears).

Table I1.1.7: BANE-WISE ARD YEAR-WISE OUTSTEANDIRG CREDIT ARD
DEMAND FOR AGRICULTURE (RS IN "000)

~~~~~~ o i e e o e e e e e
' H VALSAD ! SURAT H

BANK ! YEAR +--—-—-vmemm do - Fom e e +
H {Outstanding | Demand | QOutstanding | Demand |

{ H (X i Yy | (x> { Yy |
—————— o e e e e e
: : : : : :

I | 1984 | 114507 i 51182 | 161744 V127683 |

i 19885 | 141738 ! 54283 | 172400 v 127508 |

i 1986 | 176005 ! 88820 | 178814 V134374 |

! 1887 | 242837 1 70476 208621 1139433 |

i 1988 | 2582389 1 93228 | 242718 i 141809 |
~~~~~~ A o o e e e e e



o ——— e e e e o +
' ! VALSAD ! SURAT '

BANK ! YEAR +-------ommm oo - o Fom +
H !Ontstanding | Demand | Qutstanding | Demand |

: H 0.9 4 (YY) | X ; Yy |
~~~~~~ e o s e e s e e o e i o s e
H H H ' H H

IT } 1984 ! 30812 \ 76856 | 54177 i 31368 |

! 1985 | 41649 iy 11306 | 57297 { 16551 |

i 1986 | 51816 } 15068 | 56045 i 19134 |

+ 1987 | 59290 ' 15872 | 68982 ! 38577 |
{1988 | 67736 {18058 | 74587 ! 44025 |

t 1 [ iﬂ_ ] 1
------ O S
] i 1 ] - 3

] 4 ] ] ] t

IIT | 1984 ! 180356 v 8012 | 25822 i 16618 |
{1985 | 22025 1 16047 29348 ! 19855 |

i 1986 ! 26952 { 6869 | 28872 {18473 !
{1987 | 37243 {10920 54447 { 20248 |
{14988 | 47918 _ | 14068 | 103360 { 27308 |

] ] ] t t i
______ O G
H H t i 1 1

¥ ) ] H i . 1]

IV | 1984 | 37458 i 14384 | 74882 t 318985 |

7 1985 | 47588 d.-18181 | 93308 ¢ 36347, |

.1 1986 | 83244 {25424 | 93259 i 45398 |
11987 | 144362 | 32181 | 158853 ¢! 83187 |}

v 1988 | 1745651 i 51402 - | 244102 ! 85362 |

H i H H . H

i i £ i t {

1 1 i 1 — H i

Vv | 1984 | = 8718 v 238 : 7509 ' 1829 }
11985 ¢ 10605 [ 4499 h 11623 i 6545 !

i 1986 | 13196 { 5316 ! 12548 ! 7524 !
{1987 ! 15088 i B4B0 H 14614 i 88647 H

i 1988 | 49837 1 7358 -+ 28128 112387 !

i t i “:_ - - : t
aaaaaa S S O S

o i e T i e s T i 2 i e i o o P o i

An 1idea of relationship can be had froﬁ the Figures i.l and

1.2 (Scattered. Diagrams)-ﬁpf Valsad and Surat districts

respectively. The anslysis has revealed that there was a high
linear correlation between outstanding credit and demand,
particularly in the case of Valsad district. The results sare

summarised below :
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Table 11.1.8: CORRELATIOF BETWEER OUTSTANDING CREDIT (X) AND

DEMARD (D
————————— e e e et e ————— e}
{ Correlation | coefficient of | Regression line of |
DISTRICT: Coefficient | determination | Y on X }
H i 2 i :
; (r) H r (%) i H
————————— o o e e e e e
: H h 5 H
Valsad | 0.885 ! 83.1 'Y=-4.533 % 10 + 0.332X|
1 H t H
i H i [}
H H i 6 H
Suart ' 0.884 ; 78.1 Y= 2.464 % 10 + 0,558X]
i ] 1 {
] ] {
————————— ;—————-——————~+————————~~~—-~——+———————-~~~—————————~-+

As seen from the above table, the degree of correlation as
measured by the correlation coefficient (r) was higher in the
case of Valsad district, although in both the cases high
degree of correlation was observed. In other words, about 83
per cent of total variation in demand could be explained by
the linear relationship between demand and outstanding credit
for the cases in Valsad district. The corresponding figure
for Surat district was about 78 per cent., The results so
obtained can be used for projection of demand for any given
value of outstanding credit within the range observed, by
using the equations given in Table II.1.8

I1.1.4 Ageing of Overdues and its Association with Recovery
In order to study the sgeing pattern of overdues and the
extent of its effect on recovery,the relevant data as on 30th
June 1888 were collected from sample branches from. Valsad
-district (10 branches) and Surat district (13 branches) and
are - presented in Annexure 1.5 and Annexupe 1.8
respectively,alongwith the recovery figures. Summaries of

the data are given in Table I1.1.9 and Table 1II.1.10 for



Yalsad and Surat districts respectively.
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BARK-WISE $UHHARY OF AGEIRG OF OVERDUES AND

Table 1.9:
RECOVERY OF SAMPLE BRAHNCHES AS OH 30TH JUNE
1988 IN VALSAD DISTRICT IN AGRICULTURAL ADVANCES
o e e e e +
H : Overdues (Rs.in "000) : Recovery !
i BANK o o e e e e e e e e o e e e o e + to i
: Up to i 1 to i Above ! Total : demand(%))|
i 1 Year | 3 Years| 3 Years | : H
e e e o Fomm o +
i \ | 1 [} t
1 I i 1 ] ‘ ]
i BANK 1 3132 ! 5660 t 7054 1 15846 : 46.08 |
H (18.77) | (35.71)) (44.52) (100) ' H
I 1 t 1 { H
! BANK II 603 - i 240 i 843 ; 57.14 |
: (71.53) | ' (28.47)! (100) | :
] ] 1 1 ] [}
1 1 I | i B 1
i BANK III 263 i 146 .y 283 ' 662 H 20.71 ¢
: (38.73) | (22.05)! (38.22) (100) : !
] [} { 1 | i
i BANK IV 71 i 101 ' 200 V372 . 35.41 |
| (18.09) | (27.15)) (53.76)! (100) H !
b R P : : |
{ BARK V 21 : 15 ' 18 H 54 H 58.73 |
: (38.89) | (27.78)) (33.33)! (100) H '
A S A A e R :
{ Overall 4080 {5922 i 77865 IS WA A A H H
H (23.00) | (33.32)! (43.88)! (100 H !
A o oo - o ———— +
Figures in parenthesis indicate bank-wise % to total overdues
. Source Personal survey. B

Table 1I.1.10 : BARE-WISE SUMMARY OF AGEING OF OVERDUES AND
RECOVERY OF SAMPLE BRANCHES AS ON 30TH JUNE
1888 - IN SURAT DISTRICT IN AGRICULTURAL

ADVANCES ,
P e o e e B S e e P +
H Overdues (Rs.in "000) : Recovery |
i  BANRK o e o e e e e o e e e +  to !
H Up to i1 to ! Above i Total : demand(%)!
! 1 Year | 3 Years) 3 Years | :
Frm e e o ——— Fomm—————— +om Fom e ——— +
i i ‘ i i | :
iBank I 2341 ! 3388 1 29801 i 35630 i 31.89 E
H (6.58) i (9.51) | (83.93) | (100) ! H
[} [} 1 [} [} \
I t ] [} ] ]
‘Bank II 633 i 2731 t 25386 i 5800 i 55.02 H
i (8.17) i (47.10) | (43.73) | (100) { I
1 t ] 1 1
f [ 1 ¥ {



s Ty o e e e +
H : Overdues (Rs.in “000) : Recovery |
i BANK e o e e et et T T + to :
i : Up to i1 to ! Above ! Total : demsnd(%)|
! : 1 Year ! 3 Years! 3 Years | : !
o e e o o e e e o e e e e o - F o e e e e e +
iBank IJI ! B85 ! 342 ! 2378 1 3405 ! 31.74 !
i t(20.08) | (10.05) | (B8.88B) | (100) ! !
t 1) ] ! ] H [}
¥ i t ¥ i ¥ . i
{Bank 1V | 237 t 535 v 729 ! 1501 V85,11 :
H YV (15.78) t (35.84) | (48.57) | (100) : !
1 i 1 t t i {
3 t ] i 1 1 1
‘Bank V V22 ! B ! 8 ! 36 ! 88.46 H
i P(B81.11) } (18.87) | (22.22) | (100) ; a
i t 1] H $ H 1
B S N o A R — - o e +
iOverall | 3818 {7002 ' 35852 ! 46372 ; :
H V(08.23) 1 (15.09) | (78.88) | (100) ! :
R ittt Fomm i ——— T S —— e e, R T T +

Figures in parenthesis indicate bank-wise % of total
overdue

Source : Personal survey

It can be seen from Table II 1.9 that in Valsad district the
proportion of overdues was .highest in the age group of above
3 vears (43.7%), followed by the sge group of one to three
vears (33.3%) and upto one year (23%). The same pattern was
observed in Surat district(Table II 1.10), the corresponding

figures being 76.7%, 15.1% and 8.2%.

Bank~wise comparison shows thst the proportion of overdues
above three years was more than 40 per cent in the case of
Bank I and Bank IV in Valsad district and =all the banks

except Bank V in Surat district.

Further analysis (Correlstion and Regression analysis) hsas
revealed that there was significant 1linear relationship
between overdues above three years and recovery. A disgrammic

representation (Scattered diagram) is shown in Figure 1.3 for
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Valsad and Surat districts taken together. There 1is =

negative correlation between the above mentioned variables.

As the overdue per cent above three vyears increases, the
recovery per cent generally decreases. The correlation
coefficient (r) was worked out to be -0.657. Thus the
coefficient of determination (rz) was worked out to be 43.1%.
This indicates that about 43 per cent of variation in
recovery could be explained by the 1linear relationship
between the two variables. In other words, higher the overdue
above three years, lower was the recovery, in genersal. The
regression equation was worked out to be as follows

Y = 74.350 - 0.623X

where Y = Recovery per cent and X = per cent overdue above
three yesrs

I1.1.5 : Scheme-wise Demand and Recovery

In order to examine the scheme-wise performances in recovery,
data on demand and recovery in agriculture for different
schemes financed by the Banks to fourty-six sample
beneficiaries (20 in Valsad and 268 in Surat) were collected.

These data are given in Annexure 1.7.

Further information was collected from the beneficiaries to

find out the causes of defaults,

A summary of the data given in Annexure 1.7 is presented in

Table II.1.11.
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Table ¥1.1.11 : SCHEME-WISE RECOVERY OF AGRICULTURAL ADVANCES
OF SAMPLE BORROWERS IN VALSAD DISTRICT AS ON
30TH JUNE 1988.

o e fomm e S Fom e +
‘ ‘Contribution | Recovery { Contribution |
; Scheme ! to Demand | (%) ! to Recovery |
i ; (%) 4 ' (%) H
e e fmm e e +
' H H ! H
{ Irrigation H 0.52 ! 73.33 ! 3.23 !
] t t 3 1
i f t [} {
{ Dairy ! 0.42 ! 13.33 ! 0.47 :
i ] H t 4
| § t [} £
i Tractor ¢ 12.83 ! 55.24 | 58.71 ;
i 4 i i i
[ i 1 ] i
i Fishery ! 86.11 ! 5.10 ! 37.00 !
t 1 i t i
{ i t ] {
! Gobar gas : 0.32 H 22.22 j 0.59 !
] t t H 1

1 ] i
; ———————————————— ; ————————————— Form e o ——— e +
: Oversll : 100.00 : 11.88 : 100.00 :
e g U O B e +

Source : Personal survey

It is seen from Table II. 1.11 that the recovery was only
about 12 per cent for all the sample beneficiaries taken
together in Valsad district. This poor overall recovery
appears to be due to the fact that although the contribution
to demand was as Pigh as 86 per cent in the case of schenme
‘Fishery , 1its contribution to the total recovery is to the
extent of only 37 per cent. It is further seen that the
Contribution to demand by the scheme "Tractor 'was only about
13 per cent, while its contribution to recovery was to the

extent of about 59 per cent.

Table I1. 1.12 Gives & similar summary for surat district.
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Table II.1.12 : SCHEME-WISE RECOVERY OF AGRICULTURAL ADVANCES
OF SAMPLE BORROWERS IN SURAT DISTRICT AS ON
30TH JUNE 1988.

e o e ———_— e —————— e +
H ‘Contribution | Recovery { Contribution |
1T ™Secheme T~ ! T to Demand 7 (%) 7T 7{ £o Recovery |
H H (%) H H %> H
e Fom e o —————— o ———— e +
i ! ' : i
t Irrigation ; 4.98 H 17.73 H 1.83 !
1 H i 1 1
§ { i H H
! Dairy H 0.73 ! 24 .38 : 0.37 :
t ] ] t t
] i 1 [ f
{ Tractor 21,21 ; 77.50 H 34 .00 :
1 1] b i 1
t i ] i ]
i Crop loan v 23.40 : g.81 : 4.75 :
) t H i i
i t H i H
i Poultry i 42.85 H 55.28 H 48.97 !
) t [3 ] ]
] ] t i i
! Land develop- | 6.82 H 71.50 h 10.08 !
( ment i ! | H
e o - o F Vg +
: Oversall : 100.00 : 48.38 : 100.00 :
e T 8 WO SR, +

Source : Personal survey

It is revesled that, on the whole, proportion of recovery to
demand was about 48 per cent as against 12 per cent 1in the

case of Valsad district.

The main reasons of higher recovery appears to be the higher
contribution to demand as well as recovery for the schemes

‘Poultry” and "Tractor’.

The reasons for better performance and poor performance by
the sample beneficiaries in respsct of repayment of loan were
investigated by personal contacts with beneficiaries. The

findings are as under
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The reasons for better performance under purposes other than
fishery and crop loan were adequate income generation in good
number of cases and better project formulation and
implementation of two poultry projects, in which case there
was 100 per cent recovery. The reascons for irregular
repayment were summsarised scheme-wise for Valsad and Sursat
districts respectively. This summary is given in Annexure
1.8. There were in a8ll 13 reasons for defaults. There were
certain reasons which were typical for certain schemes. For
instance, “crop fsilure’ was one of the major causes in the
caée of irrigation and crop loan schemes, 'mismanagementf in
the case of poultry and “death of cattle” in the case of
dairy. Table II. 1.13 gives the major reasons for default,
irrespective of schemes. It is seen from the table that 7 out
of 13 reasons (54%) sccounted for 80 per cent of the cases of

the defaults.

Table II. 1.13 : MAJOR REASONS FOR DEFAULT (PARETO ANALYSIS)

e gy o PRy o +
1Sr.: : No. of defaults :
| : Major causes for dafault 1---v~t-—ertomneem:r ¥ : Cum. %
No.: : VX 1S +:Total H
o o o e e e e I o e S +

1 : Diversion of funds 2 .5 7 : 20.0 : 20.0

2 : Crop failure 0 : 5 5 : 14.2 : 34.2

3 : Mismanagement by Co-op. :-0 : 4 4 11.4 : 45.8

4 : Death of cattle 2 1 3 8.8 ; 54 .2

S Second cattle not finan- 2 1 3 8.8 . 52.8

ced
& : Poor appraissal : 3 0 3 : 8.8 71.4

7 : Inadequate inconme 3 0 3 : 8.8 : 80.0
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iSr.: : No. of defaults :

H : Major causes for dafault :—--——- o —— : % : Cum. %

‘No.: : V¥ : S +:Total

A e U T S S, o +

: 8 : Others : 4 : 3 7 :+ 20.0 :100.0

: (six causes) : : : : : :

o e e e U AT S O Frm +

: : *kk TOTAL k% 16 138 35 100.0 :

o T o S TS U, N Fmm— e — +
¥ V - VALSAD + S - SURAT

I1.1.6 Study of Relationship Between Recovery and Influencing
Factors for Agriculture

In order to find out the factors which have signficant effect

on the recovery, simple linear and multiple correlation and

regression analyses have been carried out for the data as on

30.6.1988. In this analysis, recovery per cent has been

considered as dependent variable and the following nine

factors as independent or controllable variables

FACTOR CODE
 Education (literate/illiterate) i
Distance of bank from residence X2
Labour problem (Yes/No) X3
Demand amount during the year X4
No. of visits to beneficiaries by bank staff X5
Total advance outstanding per number of X6
bank staff
No. of years completed by the bank X7
Ratio of number of earning members to the X8

total number of members in the family of
the beneficisry

Ratio of irrigated land to total land (except X9
in the case of Fishery & Poultry)

As mentioned in Part-I, ten branches were identified in
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Valsad and thirteen in Sursat district. From each of these

identified branches, beneficiaries were randomly selected and
personal contacts were made with the beneficiaries to get the
réievant information through structured questionnaire on the
above-mentioned varisbles. The data are given in Annexure 1.8
1.10 for Surat. Analysis of

for Valsad and Annexure

relatiénship between the dependent variable and the

independent variables individually revealed that the factor
X8 (Ratio of earning members to tbe total number‘pf members),
X5 (No. of visits by bank staff) and X9 (Ratio of irrigated
land to total t fo

land, except for Fishery and Poultry) had

individdally high correlstion with recovery in the case of
the beneficiaries under Agriculture in Valsad dist:ict. A

summary is given in Table 1.14-.

Table II.1.14 : SINPLE LINEAR CORRELATION AND REGRESSION
ANALYSIS (AGRICULTURE-VALSAD DISTRICT)

b e o i e e e oz o o e e e o e e +
. H H I |
iDependent !Independent! =»r i r (%) i{Regression equation
i variable | variable | ! - ! of
H (Y) ; (X) ! H H Y on X
e ——— e o —————— - S o e e e
i : i H .
{ Recovery | X8 '+0.887) 80.5 |} Y= -5.5 + 210.84 X
H (%> H H H . H
: : b : '
H ~-do- ! X5 1+0.855] 73.1 | ¥Y=2.76 + 32.85 X
1 { i ] 1
{ ] H ] ]
H -do~ } Xg 140.865!) 74.9 | Y=6.33 + 85.12 X
i 1 | i i ‘
{ ¥ { -
S O b b e
Note : Fishery scheme was excluded in Case-3.

It is seen from Table 11.1.14 that 73 per cent to nearly 81
per cent of the variation in recovery could be explained by
the factors X8 or X5 or X8 individually.

Further analysis ( linear multiple correlation and



regression analysis by step-wise method) was carried out to
examine the effect of all the independent variables taken

together.

Table I1.1.15 gives the significant independent or
controllable factors, the linear multiple regression
equations and the values of the coefficient of determination
(R2 Yy for two cases of Agriculture in Valsad distri;t. In
Case~1, all schemes were considered and since the factor X8
is not relevant to the schemes Poultry and Fishery, it was
excluded from the analysis. In Case~-2, X8 was also considered
and as such all schemes except Poultry and Fishery weré taken
into account.

Table IX.1.15 : SUMMARY OF LINEAR MULTIPLE CORRELATION AND

REGRESSION ARNALYSIS FOR AGRICULTURE IR
VALSAD DISTRICT

As is seen from Table 11.1.15, very high percentage of
variation in recovery could be explained by the multiple
regression of Y on X8, X5 and X6 in the case of all' schemes

taken together and the variables X5, X2 =and X9 for the

s T —— A SR Oy S o ——————— o ————— e +
Case| Schemes | No of | Significant)! Regression \ Coefficient |
: ! sets |Controllable] equation ! of determi- |}

' {of data! factors | ! 2

! ! ! : ! nation(R ) |
S o —— e e o e e e e e e e e +

i All {20 i X8, X5 and [Y=7.44+94 .54 X8| 894 .8% !

: : | X6 ] : :

H H H V' + 24.18 X5 ! !

H H H : -5 ] H

! H ; ! ~-1.30%16 X6 ! H

: : ] : : :

v A1l v 14 VX5, X2 and [Y=34.34+20.10X5; 94.2% !
texcluding! i X9 t -3.30 %2 : !
{Fishery | H ' +33.82 X8 H H

H - H : H H

Fom fomm o ————— G e e e o +



schemes excluding Fishery.

Table 1.16 gives the results of simple linear correlation and
regression analysis for Surat district.

Table IX.1.16 : SUNMARY OF CORRELATIOR AND REGRESSION
ANALYSIS (SURAT DIST.)

Note : Poultry and Dairy schemes were exculded in Case-2

As 1n the case of Valsad district, the multipie correlstion
and Regression analysis was also done under two cases for
Surat district. Table I1.1.17 gives a summary.

Table I1XI.1.17 : SUMMARY OF LINEAR MULTIPLE CORRELATION AND

REGRESSION ARALYSIS FOR AGRICULTURE IR
SURAT DISTRICT

o o e e e o e e e e e e o e e e e +
i i H i ¢ 2 i i
iCase {Dependent |Independent! r ' r (%) !Regression equation |
; ! variable ! wvarisble | ! H of :
} i (Y) H (X i i i Y on X '
) G e e Fom U —— e +
{ H H H H H H
i 1 | Recovery ! X5 '+0.868! 75.4 | Y= 6.44 + 23.64 X |}
i ‘ (%) ; ‘ i H i
H : H H i i X
-4 H ~-do- : Xg 1+0.680) 46.3 | Y=-3.80+70.66 X H
: 1 H H ; i i
B e Tt e Fom e +

—— e o o o e o e o o o e e e +
i Schemes | No of | Significant! Regression : 2
! ! sets !Controllable! Equation ! (R )
: tof data! factors | ' %)
i i H (X H
o e Fmme Fmm e e o e e +
! All V26 ! X5 ! Y=6.44+423.64 X! 75.4%
H ; H : i
: ; h H H
' A1l ro22 ! X5, X2 and {Y=13.03+18.72X%X5; 81.6%
lexcluding! i X8 v =-2.41 X2 H
'Poultry &! ! ' +23.80 X9 :
iDairy H H H H
B T o e G e e o e e o +
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I1.1.7 Reasons of Default - Opinions of the Beneficiaries

In order to have a better understanding of the recovery
performance at borrower 1level, an attempt was made to
interview the beneficiaries through a structured
questionnaire.

Out of 20 sample beneficiaries in Valsad, 16 bénefic;aries
(80%) were irregular. According to various research studies,
work experience and observation, the possible reasons for
default were identified and administered to the borrowers for
thé purpose of determining the most powerful reasons for
default and which were the main reasons in case of each

sample beneficiary.

Factor No. Reasons of’Defanlt Factor Code
1. Insufficient income A
2. Repayment on the due date not B
possible
3. Lower amount not asccepted for C
repayment
4. Timiﬁg of branch for repayment D

not convenient

5. No gnarantee of second loan E
8. Others are not repaying F
7. Exigencies in the family/social needs G
8. Production less than expected H
g. Price of product less than expectéd I
10. Not aware of how much to repay and J

when to repay

11. Clearing of earlier debt K



o — S o — o o ———— o ——— +
iFactor! Reasons of ‘Factor|No.of |Per cent to!Cumulative]
i No Default ! Code |resp-%)total resp-! per cent
; H H ‘onses | onses !

Fomm——— g RS- - o ———— o e e
: | H i i i

i1 iInsufficient income | A i 14 i 45.186 ' 45.18

1 H i i 1 1]

H H i t 1 t

V2 ‘Problem of implemen-! J S i 22.58 ' B7.74

H iting the scheme H ! ! H

1 1 i ] 1 1

i 1 i ] H H

i3 tProduction less ¢t H i 5 {18.13 i 83.87

H ithan expected : H H !

] | 1 ] ] 1

i ] H ] i i

i 4 tPrice of product HEEES | V3 : 8.68 ! 983.55

: iless than expected | H ; H

1 1 i 1 1 ]

t 1 t ] H {

V5 ‘Hopefully waiting HE < | T2 } 6.45 ! 100.00

; 1for declaration of | H ! H

! ‘relief by Govt. H ! : H

i ; : i i i

e e o e e o = e e L
H ! ¥okx TOTAL %% ! ¢ 31 ¢ 100.00 H

e e e e R R T - S U S .
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Factor No. Reasons of Defaunlt Factor Code
12. Problem of implementing the schene L
13. Hopefully waiting for declaration of M

relief by Government

Pareto analysis (Table I11.1.18) was done on the responses
to identify the most important reason/s of default in Valsad

district.

Table IT1.1.18 : REASONS OF DEFAULT (VALSAD DISTRICT)

¥ The reasons cited were more than one in some cases,

It 1is observed that insufficient income was the predominant
factor for default in the repayment of loan, followed by
problem of implementing the scheme and production less than

expected, according to the opinions of the sample

]
1
1
H
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beneficiaries.

These three reascons taken together accounted for as high sas

94 per cent of the responses.

Table I1.1.19 summarises the opinions of sample beneficiaries
in Surat district.

Table I1.1.18 : REASONS OF DEFAULT (SURAT DISTRICT)

Fom o i it e e o e B Ealaiaie et o e e e +
iFactor! Reasons of Default |Factor!No. of|Per cent |Cumulative]
i5r.No.! ! code |Respo-!to total |per cent |
i : i ‘nses |responses! ¢
o e e o e - Ao e o +
HE | i Insufficient income | A Y15 37.50 | 37.50 |
3 1] ] H 1 i i
H i i 1 [ ] t
P2 ‘Problems of VL ! 5 ! 15.00 ! 52.50 |
! !implementing the ! : ' i ;
‘ i scheme : H H H i
i i R : - H S
73 iProduction less than | H : 5 12.50 | 85.00 |
; lexpected H H ) i o
13 H i 1 i 1] i
] t [ 4 ] t t
i 4 iExigencies in the i G ! 4 | 10.00 | 75.00 |
! \family social needs | H H H i
] H i 1] i H ]
1 t i H ] ] i
i 5 iNot aware of how HEN | : 4 10.00 | 85.00 |
H tmuch to repay and : H H ! ;
: ‘when to repay : H H H H
H H . ‘ i ‘ i B i
i B iHopefully waiting IS : 3 7.50 892.50 |
! !for declaration of ! : : i H
: trelief by Govt. ' H : H i
] ] ] 1 ] ] 1
H i 1} i i i {
4 1o guarantee of V' E : 2 5.00 898.00 |
i 'second loan ! - ! ; !
B i t i t t €
] H ] t I [} t
i B iPrice of product VoI ! 1 2.50 | 100.00 ¢
' tless than expected ! o : : ‘
H H - H i i H H
e e o o o ———— o — +
H i *kk TOTAL *x | ! 40 } 100.00 - !
o —— A e o fmem e T Fomm e ——— +

It is observed that in Surat district also “insufficient
income” was the predominant factor for defaunlt in the

repayment of loan, followed by "the problem of implementing
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the scheme” and “production less than expected, ” according to

the opinions of beneficiaries.

The four reasons taken together asccounted for 75 per cent of
the responses.

11.1.8 Factors for éoor Recovery-Perception of Baﬂk Officers

In order to find out the perception of Branch
Managers/Agricultural Officers about the reasons of poor
recovery, & structured questionnaire was designed on the
basis of findings of various research studies/work
experiences and the same was circulated to the financing
officers of the sample branches. They were asked to give
ranking to any five factors which they felt most important
reasons for poor recovery.

The responses obtained were given scoring marks for the
purpose of analysis of the same. The scoring procedure

adopted is as follows

o e o e +
H RANK : SCORE ;
e Fom e +
i H i
¢ H i
: I ' 100 H
] 1 [}
i [ ]
i II : 80 '
i i i
: 111 : 60 H
] t ]
i £ 1
: Iv H 40 H
] i ]
i i ]
H v : 20 i
H i i
: No Rank : 5 H
H i i
o e +

The summary of the data so obtained is given in Table I11I.1.20
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Factors for poor

It is seen from Table 1.20 that the most . influencing factor
according to the respondents was "lower priority given to

follow-up work due to inadequate staff”. The other important

factors cited were “target - oriented lending”, “"false
propaganda by leaders for relief of debt", “"repayment
attitude of . the borrower” and “"diversion of funds". These

five factors taken together accounted for about 62 per cent

of the grand score.

I1.1.9 Survey of Bank Officials Involved in Lending and
Follow—up Operations

A survey of branch staff involved in lending operstion right
from the pre-sanction appraisal stage till the repayment of
loan stage was done to elicit their responses 1in respect

of the main reasons for poor recovery performances of banks,
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the steps taken by banks to improve recoveries and their

suggestions in the matter. The survey revealed that,

1. In Valsad district respondents from ning branches, out of
ten, reported that inadequate staff at the branch level to
keep pace with the pre-sanction appraisal and post
disbursement supervision for increased agriculture advances
was the main factor responsible for poor recovery.
Thirty per cent respondents further added that both these
activities involved high costs and as such they were

reluctant to perform the same.

In Surat distriect respondents from 10 branches out of 13 also
confirmed that inadequacy of staff at the branch level
for pre-sanction appraisal and post-disbursement supervision,
was the main poor recovery factor. Further, respondents fronm
Ten branches (Not essentially the ones quoted sabove) gave
first priority to routine wdrk and as such they c¢ould not
spare more time for pre and post appraisal work. This was

also an important factor responsible for the poor recovery.

2. Fifty per cent respondents indicated that targets
assigned to the branches were unrealistic. According to them
this was an important factor responsible for high levels of
default -in-_repayments. The other responsible factors
identified by them in order of importance were : (a) The
Government sagencies do not co-operate in making the schemes

successful in the real sense. They just desire that targets

should be achieved, (b) Beneficiaries get subsidy which is



not to be repaid and accordingly they treat the bank loan
also as non-repayable. Also, by and large, borrowers Eolicit
loans just for getting the subsidy money which is linked with
bank loan. (c¢) Govt. agencies sponsor proposals without
ensuring their feasibility and the genuine needs of the
beneficiaries, and branches do not systematically canvas the

business.

In Surat district respondents from six out of 13 branches
indicated that Government agencies sponsor proposals without
ensuring their fessibility and the genuine needs of the
beneficiaries. This, therefore, results into default. The
other factors in order of importance were : (&) Borrowers
solicit loans only for getting the subsidies as subsidy 1is
linked with the bank loan and (b) Government agencies do not
co-operate in making the schemes successful, (¢) Borrowers
treat loan at par with subsidy which is not to beé repaid. The
other responsible factors sccording to the perceptions of
the respondents were the fixing of unrealistic pargets
which cannot be achieved and that the branches do not

systematically canvass the business.

In short, the sbove-mentioned perception based factors have
been mainly responsible for the poor recovery performance of

banks.

3. Thirty per cent of respondents felt that recovery
performance has direct relationship with the detailed

recovery studies at the branch level. However, it is revealed



that, in Valsad district all the ten branches did not conduct
any recovery studies, even from the data collected for the
purpose of computing recoveries for submitting to the higher
authorities. It was also observed that seven branches‘did not
attempt: to ofganise recovery camps. During the discussion
with those three Branch Managers/Agricultural Officers who
organised recovery camps, it was reported that, the Tresults

were encouraging.

In Surat district thé same things repeated; all the thirteen
branches did not conduct any recovery étudies and 11 branches
did not attempt to organise recovery camps. During the

discussion with the two Branch Hanagers/Agriculturél Officers

who organised recovery camps it was reported that the results

were encouraging.

4. There was a generalragreement amongst the respondents that
the rate of recovery is responsive to certain specific
. measures taken for effective recovery. However, the survey
revealed that, in Valsad and Surat districts Branch
Mansgers/Agricultural Officersj have instead of trying to
contact the borrowers in a systematic manner and ensure- -
recovery, relied much ﬁn issuing notices only. Their efforts
to obtain support from Govt. and ogﬁer agencies for effective

recovery were also not adequate and effective.

5. In both the districfé, Branch Managers/Agricultural
Officers have been directly associated with the beneficiaries

and borrowers under banks”® and governments’ credit
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programmes. Their suggestions were sought for improving the

recovery perfomance. The suggestions given by them are as

under

Liason with borrowers should be established
Sufficient field staff should be provided to  branch
for follow-up work

Field officers should take interest in operational
difficulties faced by borrowers in thier activities.
Pre and post-sanction inspection must be done.
Recovery «c¢amps in co-operation with government
agency should be frequently organised.

Guidelines for recovery should be strictly followed
by branches.

Targets for recovery should be fixed for branch by
the higher authority.

New simple recovery 1laws should be framed and
enforced and sufficient powers as given to revenue
suthorities should be given to bank Hanagers also.
Borrowers should be educsted through Radio, T.V.
programmes and the News Papers to change their
repayment attitude.

Assets verification must be done periodically.
Sponsoring agency should give more co-operation in
recovery rather than target-oriented lending.
Recovery cell at district level should be

established.
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I1.2 RECOVERY OF SSI ADVANCES

1I1.2.1 Overall Assessment of Bank Performance

In order to make an overall assessment of the performance of
banks in respect of recovery of advances,'the factors which
have a bearing on recovery, such as outstanding c¢redit,

demand etc., were examined.

The relevant data were summarised and are given in Annexures
2.1 (8) to 2.1 (c) for Valsad and 2.2 (&) to 2.2 (c¢) for

Surat.

The oversll summaries are given in Table II.2.1 for Valsad

and Table 1II1.2.2 for Surat.

Table IT.2.1 : BANK-WISE RECOVERY AND CONTRIBUTION TO DEMARD,
RECOVERY, OUTSTARDING CREDIT AND HO. OF
BRANCHES FOR SSI IN VALSAD FOR THE PERIOD 1884

TO 1988
o e e e o i e e e e e o o e e e o e e
« | Recovery | Contribution to |
H o e e e kit o e e +
; (%> ¢! Demsand | Recovery | Outstanding | Branches |
( H (%) | (%) 1o (B i (%) i
e - s S o —— +
d v 28,02 - 1 82.88 | 589.18 v, 48,30 Y 40.24 !
i 33.34 v 14.07 v 15.73 ¢ 30.37 ' 15.34 !
i H i H H ;
IIT | 14.80 i 5.52 | 2.74 H 4.44 i 14.91 i
H H i H i ;
v 43,27 48,52 1 13.81 ! 13.12 1 18.83 !
t ] 1 [} i t
{ e | ' 1 i 1]
Vv | 32.32 v7.81 ¢ 8.56 ! 5.77 V7 12.88 !
S T T — o Fo Fommm Fm e ———— +
L} 28.84 1100.00 | 100.00 {0 1006.00 i 100.00 !
o —————— Fom————— Fom Forr e e e Fom e ——— +

Source : Personal survey
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Table I1.2.2 : BANK-WISE RECOVERY ARD CONTRIBUTION TO DEMAKD,
RECOVERY, OUTSTANDING CREDIT AND HO. OF
BRAHCHES FOR SSI IN SURAY FOR THE PERIOD 1984

TO 1988.
e oo e e o +
i Bank | Recovery | Contribution to !
: : o b e o e e o e e e From e e e +
H i (%) ! Demand | Recovery | QOutstanding | Branches |
H H H %)y (%) i (%> H (%) i
o S Foem e B e T T T o +
H I } 42.81 ' 47.45 + 43.74 : 35.23 i 34.48 '
1 i i i i 1 i
i H 1 ¥ f 1 t
i IT + 41.85 v 13.80 § 12.59 H 20.81 i 13.49 :
1 i 4 t t i t
i 1 ] i i 1 H
v I1T ) 37.34 3,77 3.04 H 7.61 v 14.78 H
] 3 ] 13 L] H t
I i i H H H H
i IV Y 58,28 V21.47 v 26.13 H 20,53 i 19.58 :
[} [ [} 1] t 3 i
H i { H H i §
i V  48.96 v 13.41 + 14.50 H 15.72 V17,71 H
e N o R e e +
{OVERALL| 48.22 +100.00 | 100.00 v 100.00 ¢ 100.00 ;
s U e R T e o e +

Scurce : Personal survey

It is revesled from II1.2.1 +that the recovery performance
varied considerably between Banks in Valsad district. Bank IV
recorded the highest recovery per cent (about 43%) while Bank
II1 recorded the lowest (15%). The data further =shows that
though the contribution of Bank I was the highest in terms of
demand, recovery and outstanding as well as number of
branches, its perfgrmance in recovery was relatively poor.
Bank TIII performed poorly in recovery and had also minimum

contribution in all the parameters.

In case of Surat district, Bank IV also proved to be the best
amongst the banks 1in respect of recovery (5868%). The
performance of Bank III was the poorest. Bank I had the

maximum contribution in case of demand, recovery, ocutstanding
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and number of branches. Its performance in recovery was
relatively poor as in the case of Valsﬁd district. The
performance of Bank IIl1 was better in Surat district as
compared to Valsad district with respect to recovery and its
contribution to other parameters remsined very low as in the
case of Valsad district. Bank ;V was the second, in terms of

other parameters, but remained first in terms of recovery.

A comparison between the performance of Valsad and Surat
distriects shows that the overall recovery was higher in
Surat (46%) than in Valsad (30%). The difference is also

statistically highly significant.

“The lower recovery in Valsad district™ was due to -poor
recovery performance of all banks compared to Surat district
and the main reason for good performance in Surat Qistr;ct by
banks was due to Textile industries, whose performance
remained good compared to the Chemical and Engineering

industrial firms which are more in Valsad district.

The recovery data have been further analysed and discussed in

Section 11.2.2.

11.2.2 Bank-wise and Year-wise Performance in Respect of

Recovery

Annexure 2.3 gives a summary of recovery for five banks for
the five vyears from 18984 to 1988 for Valsad district. The
data have been statistically analysed by the technique— of

Analysis of Variance to test if there were any difference in



the performance ascross the banks and the yesrs. The Analysis

of Variance is given in Annexure 2.3.

The analysis revealed that the performance of the banks with
respect to recovery varied significantly. The performance
across the yvears were, however, not found to be statistically

signficant.

Table 11.2.3 gives the overall per cent recovery for the five

banks in Valsad for the period 1984 to 1988.

Table II1.2.3 : BANK-WISE RECOVERY (VALSAD)

T e +
! Bank t Oversll Recovery (%) |
o g +
! I : 28.02 i
t I t
I ] ]
VI ! 33.34 ;
] [ 1
t ] [}
VO ITT ; 14 .80 H
3 H 3
t { i
i1V H 43 .27 !
H H H
H i H
H v H 32.32 !
o ——— e e e e e e +

Further analysis (Critical Difference Analysis) was done to
test the significance of difference between any two banks.
On the basis of this snalysis, the best and poorest groups of
banks have been identified (Table II1.Z2.4).

TABLE 11.2.4 : CATEGORIES OF BARKS (VALSAD)

o e o A o +
i Csategory | Bank Group ;| Overall H
! H t Recovery (%) |
e e Fo e +
! Best : IV ! 43.27 H
§ 1 i i
] { ) i
' Poorest | 111 H 14 .80 !
| t i ]
bmmmmmm e Fmm e +



S5imilar analysis has been carried out for data on recovery
per cent for Surat district. The data on recovery per cent,
bank-wise and year-wise and the corresponding Ansalysis of
variance 1is given in Annexure 2.4. The observed differences
across the banks and across the periods were not found to be
statistically significant, eventhough there were apparent
differences amongst the banks. This appears tc be due to

large random variation.

Table 11.2.5 gives overall per cent recovery for the five
banks in Surat for the period 1984 to 1888.

TABLE XII 2.5: BANE-WISE RECOVERY (SURAT)

FTm e T T T TS +
h Bank { Overall Recovery (%) |
o e +
: I H 42 .61 ¢
t 1 i
1 1 i
! II ! 41.85 H
) L] {
1 L] 1
VO TIIT ! 37.34 H
] 1 1
[} 1 i
! IV ! 56.26 H
[} 1 i
[} (] H
! \ H 43.96 H
t 4 i
] [ t
o e o e e +

The above analysis reveals that in both the districts, Bank
group IV performed relstively well,While bank group III

performed poorly.
I1.2.3 Relationship Between Outstanding Credit and Demand

Table I1.2.8 gives bank-wise and year-wise outstanding credit

and demand for SSI in Valsad and Surat districts.
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Table I1.2.6 : BANK-WISE AHD YEAR-WISE OUTSTARDIHG CREDIT AKRD

DEMARD FOR S5SI1

T

e e e e e e

________ S g gy
/ ' VALSAD
Bank | Year Fomm e
H i Outstanding
________ +...._._........._...__.._+..__...._..._._..__..__..-...
: :
I H 1984 ' 248685
: 1885 : 284703
H 1986 | 3186502
' 1987 ' 325649
H 1988 H 347141
________ e
i ‘
II ; 1984 H 155100
; 1985 H 179784
H 1986 ; 183213
H 19887 ' 2451586
H 1988 ; 232041
mmmmmmmm A S
ITI ! 1984 i 37505
i 1985 i 22140
' 19886 : 22702
H 1987 H 24825
H 1988 i 38745
________ A U
: :
IV H 1984 ! 57543
i 1985 H 85738
H 1988 i 82128
H 1987 i 96988
' 1988 H 131728
________ A O
i i
V' H 1984 H 26891
H 1985 ' 33186
' 1988 : 38672
! 1987 : 42625
H 1888 ' 49543
,,,,,,,, R S

T Do

e et St S 3

e e e e it

212405
222145
210071
319431
356713

83284
147612
145557
172843
234534

35049
50831
40178
52158
76885

118641
1362860
137231
171868
205769

47894
82310
102861
168280
187280

Figures 2.1 and 2.2 (Scattered Diagrams) give an ides

of the

kind of association between the two variables for Valsad and

Surat districts respectively.
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The relationship was found to be curvilinear in the case of
Valsad district and linear in the case of Surat district. The

results of the analysis are summarised in Table 11.2.7.

Table IT.2.7 : CORRELATION BETVEEN OUTSTANDING CREDIT (X) AND

DEMARD (YY)

————————— o e e e
DISTRICT. ! Coefficient of | Regression Equation of Y on X |
! Determination | H

! 2 2 : ‘

H r / R ‘ H
————————— e e e e —————— e}
H : -4 21

Yalsad | 73.2% 'Y = -24.8440.43 X-3.67x10 X |
] t - 3

H : 6 B} ‘

Surat H 68.6% 'Y = - 5.71%10 + 0.20 X :
————————— e e e e e e

11.2.4 Ageing of Overduesand its ‘Association with Recovery

The <relevant data as on 30th June 1988 were collected from

ten sample branches from each of the two districts and are
presented in Annexure 2.5 and Annexure 2.8, alongwith
recovery data. Table 2.8 and Table 2.8 give the summaries for

Valsad and Surat districts respectively.

Téble II. 2.8 : BARK-WISE SUMMARY OF AGEING OF OVERDUES AND

RECOVERY OF SANPLE BRANCHES AS ON 30TH JUNE
IR VALSAD DISTRICT IN SS5I ADVANCES

(14.351)} (85.49)

B T o e i e e o e —————t
i Bank® | Overdues (Rs in "000) { Recovery - |
; o e e Fo e o e e Fro e e + to demand |
H i Up to | 1 to 3 | Above 3 | Total ; (%) }
H i 1 Year | Years | Years ! H ) !
o o ——————— T — S e o +
H I Y4775 {42316 | 20342 H 67433 | 23.34 !
: Po(7.08) | (B2.75)! (30.17) ¢ (100) | : !
] t 1 { i ] ]
i i ] i & ] t
: II ! g ! 26 3591 ! 3826 | g9.70 !
H i (0.25) t (0.72) | (88.03) | (100> | : :
i 1 1 1 1 { ' 1
1 [ £ - § t ] . 1
VI ! - p 328 | 1833 ! 2261 | - !
i H i : |
: : : [}



——————— A e e e
Bank ! Overdues (Rs in “000) ! Recovery |
- e ettt et F o e — + to demand |
t Up to | 1 to 3 | Above 3 | Total : (%) H
i 1 Year | Years | Years : ; ;
~~~~~~~ e o o e e e e e e o o e
1y : - H 184 | - ' 164 | 11.35 '
i - €100y - i (160) | H
i i t H i t
1 ] I 1 { 1
v H 122 ! - ! - H 122 |} B2.486
v (100) - i - H 1ga) ‘
~~~~~~~ s St T e
Overall! 493906 1 42834 ! 25866 H 736068 | 22.32
Y (B.87) | (58.18)| (35.14) | (100) | '
——————— e e e i e e e ¢

Figures in parenthesis indicate bank-wise per cent to total
overdue.

Source : Personal Survey

Table II. 2.8 : BANK-WVISE SUMMARY OF AGEING OF OVERDUES AND

RECOVERY OF SAMPLE BRANCHES AS ON 30TH JUNE
1888 IN SURAT DISTRICT IR SSI ADVARCES.

——————— e e}
Bank ! Overdues (Rs in "000) ' Recovery |
F Fm Fo e Fom + to demand |

i Up te + 1 to 3 | Above 3 ! Total : (%) M

i 1 Year | Years | Years ! i i
——————— T o Ty I Sy Iy U Sy SIS §
I 113716 | 7785 | 7763 ! 29244 | 22.27 !

P (48.80)F (28.55); (28.55) (100 7 H

i i b} i H i

] 1 ] 1 i 1

11 : 1620 |} 3240 | 89430 H 14280 | 5,15 i

i (11.33)F (22.87)] (66.00) (100 | '

t i t H i t

¥ 1 £ i ] H

ITI ! - ! 238 | - ! 238 ¢ 56.88 ;

" - 100> - ' (100) | i

1 ] t ] t ]

{ i ] H ] H

1v ! ~ ! 1134 | 1545 ! 2678 | 28.31 !

H - 1 (42.33)¢ (57.87) | (1c0) ! H

t H [) i t i

v ' - ‘ 205 23 ! 228 | 81.50 !

H Y (89.91)! (10.08) | (100 ! H
——————— o o e e e e o e o e e e —
Overall! 15336 | 12582 | 18761 ! 46679 | 19.81 H
Y (32.85)F (2B.85)!} (40.20) | (100) | !
——————— g S gy S By S

Figures in parenthesis indicate bank-wise per cent to total
overdue.

Source : Personal Survey
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It can be seen from Table 1I1.2.8 that in Valsad distriet the
proportion of overdues was the highest (58.2%) in the age
group of one to three years, followed by 'above three years’,
whereas in Surat district the proportion of overdues was

highest (40.2%) in the age group of above three years.

Bank-wise comparison shows that Bank II in both the
districts, Bank III in Valsad district and Bank IV in Surat
district had high proportion of overdues in the age group of

above three years.

Scattered diagram (Fig 2.3 ) shows that the points are too
scattered, eventhough, by and large, there appears to be =&
negative linear relationship between recovery (%) and
overdue (%) above three years. This is also reflected in the
value of correlation coefficient which works out to
only -0.485, coefficient of determination being only 24.5%.
IT1.2.5 Industry-wise Demand and Recovery

Daka were collected for different Industries to find out
the Industry-wise performance in recovery, financed by the
banks to twenty sample beneficiaries (10 each in Valsad and

Surat). These data are given in Annexure 2.7.

A summary of the data is presented in table 1I1.2.10
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Table II.2.10 : INDUSTRY-WISE RECOVERY OF SSI ADVAKCES TO
SAMPLE BORROWERS 1IN VALSAD DISTRICT AS ON
30TH JUEE 1988.

_______________________________________________________________ +

Schene t Conrtibution to | Recovery to} Contribution to |

H demand (%) i demand (%) | recovery(%) |

~~~~~~~~~~~~~ o o e e o e e 1 e e o e

Chemical ! 55.42 : 43,07 H 43.54 :

t { 1 1

] L] ] ]

Engineering | 32.89 ' 78.88 H 47.32 H

4 H ] i

t { H H

Furniture ! 1.34 ! 72.41 : 1.76 !

i 1 I ]

i { [} I

Tiles ! 2.53 ! 0.00 H - :

i 1 i ]

$ i i i

Packaging i 8.356 : 51.44 H 5.985 H

{ L] \ 1

t i i t

Note Book ! 1.47 ! 53.12 : 1.43 !

Preparation ! ! H i

H i : i

~~~~~~~~~~~~~ o o e s s o s o s e e e o s e e o e e

¥k TOTAL XX ! 100.00 ! 54 .82 ! 100.00 :

~~~~~~~~~~~~~ o e o s s s e o o s s o 2 2 o e . o o 2 2 e
Source : Personal survey

It 1is revealed that the recovery was about 55 per cent for
all the sample beneficiaries taken together in Valsad
district. The contribution to recovery was very poor by all
industry except Chemical and Engineering. Performances of the

Engineering and Furniture industries ware satisfactory.

Table I1.2.11 gives 8 similar summary for Surat district.

Table II.2.11 : IRDUSTRY-WISE RECOVERY OF SSI ADVAHNCES OF
SANPLE BORROWERS IK SURAT DISTRICT AS OR
30TH JURE 1988.

______________________________________________________________ +
Scheme i Conrtibution to | Recovery to! Contribution to |
i demand (%) ! demand (%) ! recovery (%) |
————————————— e e e}
Chemical : g.32 H 6.06 : 1.03 !
4 t t t
i t §{ {
Engineering | 0.18 H 36.36 ! 0.13 !
H ] 1 t
I ) [} [
Textile ! 58.11 ! 80.73 H 96.25 !
] ] 1
] 1 i
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b +
: Scheme ! Conrtibution to | Recovery to! Contribution to |
H : demand (%) { demand (%) | recovery (%) |
gV VU g o ot e o e o e e e e +
i Plastic ! 2.52 J 46 .80 ' 2.15 :
] i 1 t i
t H i i {
! Computer ! 0.28 ! 83.00 ! 0.44 '
) 1 1 ] i
£ i i ] §
i Flour Mill | 29.58 ! - ' - :
H H i i H
A e e o e o e ———— +
! kkk TOTAL k%! 180.00 H 54.78 : 100.00 !
e o o e o e +

Source : Personal survey

It is seen from the Table I1.2.11 that the overali> recovery

per cent was same in both the districts. It is further seen -

that Textile industry performed extremely well and its
contributin to recovery was quite high compared to its
contribution to demand which was also much higher compared
to other industries. There was nil contribution by the lone
sample Flour Mill while its contribution to demand was next

to the Textile group. -

The reasons for better performance in Engineering, Textile
énd Computer” industry have been due to good planning,
technical and professional experience, sdequate generation of
fund, good quality of product and timely finance provided by

bank.

The reasons for irregulsr repayment were summarised scheme~
wise for Valsad and Surat districts. This summary is given in

Annexure 2.8

There were in all 11 reasons for defaults. Table 11.2.12

gives the major ressons for default irrespective of schemes.
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Table I1.2.12 : MAJOR REASONS FOR DEFAULT (PARETO AEBALYSIS)

————— B
Sr. | Major causes iNo. of defaults) %
No. | for Default R R +

H t Vi1 8 1 Total |
————— T S
1 {Diversion of Fund | 3 | 3 | 8 V24
3 t t t H
i ] t { H
2 i{Inadequate genersa-! 2 | 2 | 4 .} 18
‘tion of fund ; H : :
§ H i H H
i H i § i
3 ‘(Financial problems! 1 | 4 | 5 i 20
H H H i H
§ H H i H
4 !{Shortage of raw A T S R 2 ! 8
‘material H i H H
i H H H H
5 (Others VB8 2 8 V32
{(Seven causes) ! } ! H
1 H 1 ] 1
1 i 1 1 i
————— T T g UM S
! *xk TOTAL %% 113 112 | 25 1 100
————— B LT LT T TR PP RSMRSTE SRSV PURNOUY NI T G ——

It is seen from Table 2.12 that four out of

(36%) accounted for 68 per cent of the total

defaults.
11.2.86 Study of Relationship Between

Influencing Factors for SSI.

The following independent or controllable

S S S &

______________ +
Cumulative |
(%) H

i
______________ +
24 ;

H

40 !

H

i

i

680 H

¥

i

68 :

H

i

]

100 ;

H

:
______________ +
______________ +

eleven reasons

Recovery

factors

considered to examine their effect on recovery in SSI.

causes

of

and

were

1. Technical gualification of the managing
person

2. Professional experience of the managing
person

3. No. of follow-up visits by bsnks’® staff

4. Qutstanding credit per bank staff

X2

X3
X4
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Ten branches in esach of the two districts were identifiéd and
from each of these identified branches two beneficiaries were
randomly selected and personal contacts were made to get
relevant information through structured questionnaire on the
above-mentioned variables. The data as on 30th June 1888 are

given in Annexure 2.8 for Valsad and Annexure 2.10 for Surat.

Table I11.2.13 gives a summary of the Simple Correlstion and
Regression Analysis for both the districts.

Table II.2.13 : SINPLE LIREAR CORRELATIOR ARD REGRESSIOR
ARALYSIS (SSI).

______________________________________________________________ +
District|Case!Depend-!Indepen-! r H 2 | Regression Equa- |
! tent ‘dent } H r | tion of Y on X !

! 'variab- .varlable: : H . 1

H i le H H H H

H 4 Yy b (X)) A D N - i
——————— = e e e e e et s s s e s o s et 2 et e e o S o o
1 i 1 i 1 i ]

] 3 H ] i 1 ]

Valsad | 1 V Y VX3 1+0.832) 87.0 |Y=21.05+20.84 X3 |
i . i 1 i 1 H i

1 1 1 [} ] 1 1
——————— +——~—+—~———~—+~—~——-—a+~~—~-—+~—~———+~~_~——~«—-—~7f~~--+
4 i t 1] 3 ] 3

— i i 4 { ) . | ¥
Sursat ! ! Y v X3 '+0.805! 81.8 1Y=17. 89+20 71 x3 !
] H 1 - ] 3 : ] 1

] i i £ H ] : ]

H H : - H H H

P2 Y v X2 1+0.789) 62.2 1Y=12.67+6.44 X2 :
P 2 : x P * -
~~~~~~~ e e e e e T e |

As seen from Table I1I.2.13 the variable X3 (No of follow—up-
- visits) alone ekplained 87 per cent of variation in recovery
-in the case of sample beheficigries in Valsad district and

about 82 per cent ‘in Surat district.

- Further anslysis (Linear Multiple Correlation and Regression

Analysis by step~wise method) was cérried out to examine; the
effects on recovery of all the independent variables taken

together.



The analysis showed that in the case of Valsad district the
variable X3 only was the significant factor, whereas in the
case of Burat district the variable X3 and X2 became
significant. These two factors taken together explained about

2
84 per cent (R )} of the total variation in recovery in Sursat

district. The linear multiple regression equation is given

below

Y =12.50 + 1.82 X2 + 16.78 X3

The independent variables or factors considered in the
above analysis are those which could be controlled by a Dbank
s0 far as recovery is concerned. Once the loan is sanctioned,
there would be some other kinds of factors which are 1likely
to have bearing on the repayment potential of the
beneficiaries. The established guideline is to make bimonthly

stock inspection and machinery inspection by the bsanks.

In order to test the hypothesis that regular stock inspection
will result in higher recovery, the relevant data for the
vear 1988 were collected from the selected banks for the 28
sample beneficiaries who were financed for working capital as
well as term loan. The dats for Valsad and Surat districts
have been combined and summarised in Table 11.2.14 for stock

inspection and Table I1.2.15 for machinery inspection.
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Table I1I.2.14

CONTIHNGERCY TABLE : STOCK INSPECTION ARD

RECOVERY
Sy gy e e e e +
H Stock : Recovery : Total !
i Inspection +------evmuomno o + ;
H ! High ( >=80% ) { Low ( <80% ) | :
e LT Ty A o e e e e O - +
i Regular | 11 (78.6%) ! 3 (21.4%) ' 14 (100%) |
t i 3 1 1]
1] $ i ) i
i Irregular | 2 (13.3%)> ! 13 (86.7%) ' 15 (100%) |
: f | ) :
R R R PR S +
1kkx Total x| 13 ! 16 ¢ 29 H
o S O O R +

Figures in parenthesis indicate per cent of total.

Chi-square Test has been used and it is concluded that there
was highly significant association between stock inspection
and recovery. Hhen stock inspegtion was regular, recovery was

high in a large percentage of cases.

Similar analysis has been done to test the assumption that
there 1is an association between the follow-up work in the
form of machinery inspection and.-recovery. The relevant data.
were obtained for 40 beneficiaries of term loan in Valsaq and

Surat districts. Table II1.2.15 gives a summary.

Table IT.2.15 : CORTINGENCY TABLE : MACHINERY INSPECTION ARD

i - RECOVERY - .

- + ““““““““““““ +“‘"""’“"“‘-“’-""“"“"""““'"““‘”“"“"":"""""’%"’A"""l“-“‘*‘ “““““““““““ +
i Machinery ! Recovery ’ ! Total '
i Inspection +-—-vemmmmmme Fmm e + H
H i High ( >=80% ) ! _Low ( <80% ) | !
T g o e e e S +
i Regular ! 14 (77.8%) ! 4 (22.2%) i 18 (108%) |
] ) | 3 ! ]
{ i [} H ]
tIrregular ! 4 (18.2%) H 18 (81.8%)> V22 (100%)
] i ] ] ]

{ 4
O b b e b
J%%% Total %! 18 H 22 {40 !
o e ——— e ——————— Fmmm e +

Figures in psarenthesis indecate per ceht to total.
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Using the Chi-square test, it is concluded that when the
follow-up werk in the form of machinery inspection was
regular, recovery was high in = significantly large

proportion of cases.

It was further observed that when capacity utilisstion was
low, recovery per cent was also low in most of the sample
cases (about 84%).

I1.2.7 Reasons of Default - Opinions of the Beneficiaries

An sattempt was made to interview the beneficiaries to have a
better understanding of the recovery performance at borrower

level through a structured questionnaire.

According to various research studies, work experience and
observation, the possible reasons for default were identified
and sadministered to the borrowers for the purpose of

determining the most powerful reasons for default.

Factor No. Reasons of Default Factor Code
1 Insufficient operational profit A
2 Inadequate sanction of loan B
3 Poor realisation of debtors C
4 Low quality of product/services D
5 Stiff competition prevailing in the E
market

8 Problems of managing the business such F
as marketing / financial / labour /
administrative

7 Exigencies in the family/social needs G
Production less than expected H

O o

Price of product less than expected I



10
11
12

13

14
15

Lower generation

Fund used for clearing earlier debts
Problem of implementing the scheme

Hopefuliy waiting for

of fund

relief by Government

declaration of

Change in Government policy

Overdue due to
of the unit

non-performing status

Under utilisation of capacity

Pareto analysis was done on the responses to

identify the

most important reasons of defsult in both the districts.

Table

F e ————

Factor
No

I1.2.16 : REASONS OF DEFAULY

Lower generation of
fund

1Stiff competition
iprevailing in the

imarket
[}

R T T I

i

Problems of managing,
ithe business such as;
‘marketing/labour/ H
tadministration H

t i
i

"Under utilisation of!
icapacity
] —

t

{Insufficient operat-
{ional profit

i

H ]
!Inadequste sanction |
'of loan H
1 t
t H

Factor
Code

(VALSAD DISTRICT)

t No.of
i respon-
ises ¥

VU NS e e e e +
¢ Per cent| Cumulative]
! to total! (%) ;
iresponses| i
S o o e e +
v 18.22 | 16.22 H
H H i
i i i
V18,22 | 32.44 :
i { i
'I ‘\ ‘\
] t 1
' H i
¢ 13.50 | 45,94 !
H H i
3 | |
t ] ]
] t ]
3 t i
: H H
v 10.81 56.75 '
i : H
H : H
i 16.81 | 67.58 H
i i H
t ] 3
i ¥ i

10.81 78.37 :
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e — +
i Factor | Reasons of Default | Factor | No.of | Percent | Cumulative|
i No H i\ Code lrespon-| to total] (%) !
' H H ises ¥ |responses| H
Fomm————— e P e Fom e +
h 7 tPoor realisation of | C H 3 H 8.11 | 86.48 h
i idebtors H H : ' H
i H H H H H i
| 8 ‘Production less than| H H 3 ! 8.11 | 94 .59 H
{ rexpected H ' : i ‘
§ 1 i i i i 1
i t 1 1 { ] i
' g ‘Low quality of H D ! 2 ! 5.41 ' 100.00 H
! 'product/services ! ; i : :
i i H H H H i
Fm T o —— b e — Fom +
! ! ¥¥kx TOTAL %% |} ¢ 37 Y 100.00 .
Fommm e o e e Fomm e U fom e ——— +
* The reasons cited were more than one in three cases.
It is seen that lower generation of fund was the predominant
factor for defsasult in the repayment of loan. Next to this was
stiff competition prevailing in the market the problem of
managing the business such as marketing/labour/administrative
problems were also responsible for defaults. It .is also
revealed that first five reasons taken together accounted for
about 88 per cent of the responses.
Table II1.2.17 Summarises the opinions of sample beneficiaries
in Surat district.
Table I1.2.17 : REASORS OF DEFAULYT (SURAY DISTRICTY)
e e e — +
t Factor | Reasons of Default | Factor No.of Per cent}{ Cumulative!
! HNo ! ! Code respon-{ to total! (%) !
H H h ses ¥ responses! !
e ——— o e U TV S
1 iProblem of managing | F 8 27.59 27.59
1
‘l
I

‘as marketing/financ-

tial/labour/administ-|
irative H
i 1
i (]



It 1is observed that, in Surat district, problem of managing
the business, such as marketing/financiasl/labour/administrat-
ive was the predominant factor for default in the repayment
of 1loan, followed by the problem of stiff compétition
prevailing in the market. It is also revealed that first four
ressons taken together accounted for about 76 per cent of the

responses.
II.2.8 Factors for Poor Recovery-Perceptiom of Benk O0Fficials

A structured questionnaire was designed on the basis of
findings of various research studies/work experiences and the
same was circulated to the Financing Officers of the sample
branches 1in order to find out the perception of officers

about the reasons of poor recovery. They were asked to give

o st A ok S e e o o o i o o o e 2 e . e e e +
! Factor | Resasons of Default | Factor | No.of | Per cent! Cumulative]
! No ! i Code [respon-| to total: ¢ !
H ! ! !ses ¥ |!responses) :
R BT e e T o e e R Fom i ——— e +
; 2 1Stiff competition H E : 7 Y 24.14 | 51.73 :
! 'prevailing in the ' ' { i i
! 'markets : ! ! : :
i i { ! i H |
H 3 ‘Overdue due to non- | 0 ! 4 v 13.79 | 65.52 H
! Iperforming assets ! ! H H H
H 1 i ] i ] E
H 1 ] 1 ] 1 1
H 4 ‘Lower generation of | J ! 3 vV 18.34 | 75.88 !
: | fund : : ! : :
i ; : H i H |
! 5 ‘Poor realisation of | C H 3 ' 18.34 | 86,20 !
i idebtors ? i H i i
i i ‘ { i i i
H 5] {Insufficient opera- | A H 2 ! 6.99 | g93.1@ !
i itional profit : ! ! ! :
: i i i ! : i
! 7 i Inadequate sanction | B ! 2 ! 6.9 | 190.060 H
: iof loan ; ! ! ! !
i ] 1 t ] (] t
{ | 1 ] I ] i
g e e e o ————— o e o ——— +
H : ¥xk TOTAL %% | 28 ! 102.900 | !
Fo o e e e G e N D e o o +
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ranking to any five factors which they felt most important

reasons for poor recovery.

For the purpose of analysing the information, scoring

procedure was adopted which is as follows

RANK SCORE
S« w0
11 80
III 60
Iv 40
v 20

No Rank 5

The summary of the dats so obtained is given in Table

IT.2.18.

Table IT1.2.18 : FACTORS FOR POOR RECOVERY — BAKRK LEVEL IR S51

iults

U Fmm S o ——— e — o +
.1 Factors for |(Fact-! Total Score !Overall!Per cent|Cumul-|
.ipoor Recovery |or Fmm A + score (to grandjative |
i 1Code |Valsad |Surat | ttotal HEN S 'S T
o Fom e o A — o ——— o — +
‘Lower priority) A v B15 ! 520 )} 1135 )} 14.12 | 14.12!
igiven to foll-! H H : : H ;
iow-up work due! : h : i H ;
1to inadequate | ' H i H ; H
istaff ! ! ! ! : : :
i i H i H ‘ H i
iIneffective- | H v 580 | 270 | 860 V10,70 24.82)
iness of legal ! ! H : H H :
iavenue to H i H ; H H H
recover loans | : : : : : H
1 ] ] i ] ] L] [}
i i { | i | i {
(Diversion of | C Y 285 | 475 | 760 ! 9.45 | 34.27!
i fund H H H H i : H
H H H H i : : :
iWilful defs~ | K ' 410 | 280 | t 42.85!

N
<O
o
w0
o
[e¢]
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I1.2.8 Sorvey of Bank Officizls Involved im Lending and
Follow-up Operatioms
In view of the fact that branch staff is directly and
continuously involved in the process of lending management
right from the initial stage of receiving the application for
loan to the complete recovery of the loan disbursed, a survey
of the officers in the sample branches was conducted. The
survey revealed that,
1, Pre~sanction appraisal and post-sanction follow-up was not
done adequately and effectively in the process of lending to
the priority sectors. According to 84 per cent of the
respondents in Valsad district and 80 per cent respondents in
Surat district, inadequacy of staff for the purpese was ‘the
most important vreason for poor appraisal and follow-up.
However, 8# per cent of the respondents in both the
districts felt that in branches greater emphasis is given to
the completion of other routine work and as such there was no
man power or time left to do the appraisal and follow-up work
effectively, for which also inadegquacy of staff is a
contributing factor.
2. Respondents strongly felt that stock inspection,
inspection of machinery, review of accounts on a regular
basis and appraisal of credit proposals as per the rules and
guidelines are the other main factors affecting recoveries.
The survey revealed that,
(a) In Valsad district, out of ten branches only four
branches carried out stock inspection, and inspection

of machinery regularly, whereas in Surat district, out
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of ten branches, four branches carried out stock
inspection and six branches carried out machinery
inspection regularly. It shows that post-disbursement
follow-up was very poor,

(b) In Valsad district, out of ten branches, six branches
and in Surat district, out of ten branches, three
branches, reviewed the borrowal accounts regularly,

(c) In Valsad district only 4 branches and in Surat
district only 3 branches were regular in giving
notices for frequent return of cheques,

(d)> In both the districts branches were not obtaining
undertaking from the borrowers to the effect that
their plant and machinery did not exceed prescribed
limit.

(e) In Valsad district only one branch and in Surat
district only two branches were following the
guidelines strictly, out of ten branches 1in each

district.

3. By and larde, respondents agreed with the observation that
a detailed analytical study of recovery and behaviour of
borrowal accounts should improve the quality of lending,

monitoring and this ensure a higher level of recoveries.

4. The respondents, from all the Eranches in Valsad and Surst
districts, felt that follow-up by personally contacting the
borrowers for repayment of dues significantly improves the
recoveries. Thus according to them “Follow-up by personal

contact’™ is an important recovery factor. However, the survey
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revealed that in both the districts branch Managers and the
financing officers relied more on just issuing notices to the
defaulting borrowers and did not try sincerely to recover the
dues by personally visiting the borrrowers, contacting them
again and by involving the Government or other agencies in

the recovery process.

However, it was revealed that, in Valsad district none of the
branches conducted any recovery studies even from the data
collected for the purpose of computing recovery and
submitting to the higher authorities. It was also observed
that not a single branch attempted to organise recovery camp
in Valsad, and in Surat district; the same gosition Was

observed and none of the branches conducted ény recovery

studies or organised any recovery camp.

5. In both the districts, Branch Managers/Financing Officers

have been directly associated with the beneficiaries and

borrowers under¢ Banks credit‘progrgmme, their suggestions

were sought for improving the recovery performance. The “

suggestions given by them are as under

- Banks should be giveqrpowers at par with the state finance
corporations, so that steps can beu taken without
intervention of Court. ) )

- Big 8851 »units should be inspected- by technical and

" financial expert and powers should be given to financing

bankers to have an indepth inspection and verification of

financial transactions of the borrowers.



- Incentive should be given to staff for good recovery
percentage at Branch.

- Electricity Board and Insurance Company should ask
borrowers to produce no due certificate from Baﬂk every
year before giving them power supply.

- Adequate staff should be given for follow-up work.

- Special Court should be set up for Banks to handle recovery
cases.

-~ Recovery cell at district level should be formulated by
each bank.

- Liasion should be established and economic activity of the
borrowers should be closely monitored by Bank.

- Composit Loan for cash credit and Term Loan with repayment
period should be given.

- Repsyment period for working capital should be fixed and
limit of working capital should be reduced every year.

— Indepth study should be undertsken at the time of nursing

~the unit.

- Borrowers should be educated in respect of repsayment and
end use of fund.

SECTION II.3 RECOVERY OF.OTHER PRIORITY SECTOR (OPS) ADVAHRCES

I1.3.1 Overall Assessment of Bank Performance

Study of the data relating to recovery per cent, demand,

collection, outstanding and number of branches are given in

Annexure 3.1(a) to 3.1(d) forValsad district and 3.2(a) to

3.2(d) for Surat district and summarised in Table II.3.1 for

Valéad district and Table 11.3.2 for Surst district.



]
H

86

Table I1.3.1: BANK-WISE RECOVERY PER CENT ARD CONTRIBUTIOR TO
DEHAND, RECOVERY, OUTSTANRDIRG CREDIT AND KO.
OF BRANCHES FOR OPS IN VALSAD DISTRICT FOR THE
PERIOD 1984 TO 1988.

~~~~~~~~~~~~~~~~~ b Lo ek e e e e
BANK | Recovery | Contribution to H
; (%) o e o e e o e A +

H ! Demand ! Recovery | Outstanding | Branches |

i H %y | (%> H (%) H (%> H
—————— e T T S T T T R Rt §
I H 47.b0o i 81.54 | 580.61 ' 45.98 v 40.24 j

] | 1 1 i I

i { t ] 1 ]

11 ! 46.88 i 14.48 ¢ 14.01 h 18.67 ' 15.34 !
; : i ' o i

111 v 31.02 vt 5.51 ! 3.53 ¢ 8.15 v 14.91 !
1 i i 1 i i

i i ] 1 H H

Iv V49,28 V18,70 v 20.01 ! 17.07 v 16.83 !
{ 1 3 i § 1]

¥ H H i { i

v i 85.53 V' 8.78 } 11.84 H 9.13 { 12.88 |

i A ; H H i

o e R —— T e — G e o e e +
Overall, 48.48 1100.00 |} 100.00 H 100.00 i 100.00 H
~~~~~ T s e Y

The_ data exhibited wide range of variation in recovery from

31% (Bank III) to about 88% (Bank V) in Valsad district.

Bank I had the maximug share in demand, collection,
outstanding and number of braﬁches, however, it recorded 8
modest percentage of recovery at 44.50ﬁ Bank IV, Bank II and
Bank V had the ranks at two, three and four in terms of
demand, collection and outstanding. Bank III ﬁroved to be
least performer exihibiting recovery percentage at 31.02 and

least contribution in demand, collection and outstanding.
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Table I1.3.2 : BANK-WISE RECOVERY PER CENT AND CORTRIBUTION
TO DEMAND, RECOVERY, OUTSTANDING CREDIT AND
HO. OF BRANCHES FOR OPS IN SURAT DISTRICT FOR
THE PERIOD 1884 TO 1888.

—————— e o o o e e —
BANK | Recovery | Contribution to i
H o e e o e B ittt L o +

H (%) ! Demand | Recovery | Outstanding | Branches |

H H %y (%) H (%) H (%> H
~~~~~~ T S e T Tt §
I v 47.71 1 44.81 V 44.91 H 38.34 ! 34 .48 H

1 { i H 1 N i

i { H i H i

11 ! 486.88 ! 13.43 ' 13.30 ! 18.38 ' 13.49 H
H 1 H H H . H

H t 1 H H i

111 v 38.00 ! 7.96 | 6.38 L 10.88 ! 14.76 :
H § i t i i

ﬁ t 1 [ t i

iv i 46,87 1 27.03 } 26.80 ! 22.25 ‘! 19.56 !
] 3 { 4 i t

] ] i 1] H ]

\'4 t 58.56 v 8.87 | 8.61 : 10.07 ! 17 .71 :

; N i H H H
—————— e e o o e e e}
Overall! 47.40 '100.00 | 100.00 / 100.00 ' 100.00 !
—————— g s S e

It 1is seen from the sbove table that‘ in case of Surat
district,the oversll value of recovery per cent was 47.40
with maximum being about 58% achieved by Bank V and minimum
being 38% recorded by Bank III. Other Bgnks, namely Bénk I,
Bank II and Bank IV had almost average percent of récovery
ground 47.40 per cent. Bank I had the maximum contribution
in case of demand, collection, outstanding and number of
branches followed by bank IV, Bank II, Bank III and Bank V.
The overall performances between the two district, were of
the same order (around 48%).

I1.3.2 : Bank-wise and Yesr-wise Performance in Respect of
Recovery - -

Further analysis (Analysis of Variance) of the data on
bank-wise and year-wise recovery for the year 1884 to 1988
given in Annexure 3.3 for Valsad district has shown rhighly

significant differences across the. Bank-groups, as was found



in the case of both Agriculture and S8S8I. Similar snalysis of
the data for Surat district (Annexure 3.4) sgowed somewhat
significant differences among the banks with respect to
recovery performance. Somewhat significant differences were
observed across the vears in valsad district. (The last two
vears 1887 to 1988 showing poorer performances ). On the
basis of the Critical Difference Analysis, the best and
poorest performing bank-groups were identified as given in
Table II.3.3.

Table II1.3.3 : CATEGORIES OF BANKS

o e e e e ——— e +
i Category | VALSAD : SURAT i

i e e e e e i Fmmm o ——— +

H { Bank group | Recovery | Bank Group | Recovery |

i ) i (%) H H (%3 H
e e Fom———————— A —— e +

1 i 1 t ] i
I § t ] t H
! Best ! v ! B85.5 ! v i 58.8 ;

1 ¥ t i ] {
) i ] ] ] {
{ Poorest ! 111 i 31.0 VO III v 38.0 :

: : : : : =
i | { 1 1 i

t 1 H { 1 ¢
B T T pp—— e o e e e e e e e e o e e e +

It is +thus seen that Bank V performed relatively well and
Bank III performed poorly in both the districﬁs.

I1.3.3 Relationship Between Outstanding Credit and Demand
Table I1.3.4 gives bank-wise and year-wise outstanding credit
and demand for OPS in Valsad and Surat districts. The
diagrammatic representations (Scattered diagrams) of the dats
are givén~ in Figures 3.1 and 3.2 for Valsad and Surat

respectively.
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: BARK-WISE AND YEAR-WISE OUTSTARDING CREDIT ARD
DEMAND FOR OPS IN VALSAD AND SURAY DISTRICTS.

o o o o ot o o B S o o +
i Bank | Year ! VALSAD ! SURAT H
! ! o e e e o e o e e o e e o e e e e +
' H i OQutstanding | Demand | Outstanding | Demand |
H : ‘ (X) @ §) i (X v (0 :
dom———— e e — o —————— e e o ————— o = +
: H H H i : i
H I | 1884 | 71203 {18079 | 75030 122276
H {1985 ! 78823 {30881 ¢ 81987 ¢ 33557
H v 1986 | 80280 ! 48133 | 84613 ! 43024
H 11987 | B7087 t 48516 | 94855 v 53810 |
! {1888 | 88307 ! 441860 | 97207 ! 80874 |
t 1 H i ] ] 1
k] 1 § 1 i i i
' II i 1884 ! 286869 {7417 H 32127 112642 ;
H v1985 | 31178 t 8898 ! 31008 12807
i ! 1988 ¢ 34320 i 7524 ! 419857 i 133863 |
! 119887 | 40783 t 12656 | 45881 113343 |
) 1888 | 38874 15840 | 56820 v 12333 |
i 1 i t i { H
H { { 13 i i i
¢ IIT 1984 8204 ¢ 3043 | 21080 ¢ 5341 !
; ! 1885 ! 9527 vt 2843 | 31642 V4778 |
; ¢ 1986 | 9504 ¢t 3438 | 23278 ' 4230
H 1887 V0 13117 Y4430 | 36218 {13498 |
H {1988 | 30572 t Blis | 11688 10288 !
{ ] 1 H 4 t i
H H ] { { 1 ]
vIVO D 1884 ¢ 275B0 ' BTl ! 15691 ¢ 89538 |
: {1885 | 29434 12612 | 24144 ' 13064 |
! ! 1986 | 27888 ! 18388 ! 29343 ! 14868 |
: i 1887 | 32818 ¢ 18822 | 28066 V11282
H t 1888 ¢ 33157 ! 18482 ! 32225 ¢t 12083
i t i [} 3 i t
3 3 f { ] ] ]
Vv '1984 | q767 {3802 ! 129098 {4844 :
H i 1985 | 12578 ! 4934 ' 163485 ! 6254 H
! {1888 ¢ 17488 ! 6214 ! 18098 ! 5445 !
H 1887 V15922 ! 8386 : 27804 ! 8213 H
H {1888 | 248186 £111158 ! 38580 ! 8524 !
i ( i ] [} ] ]
T o e = Fm e ———— Fommm o ————— o ———— +

The relationship was found to be linear in the case of Valsad

district and curvilinear in the case of Surat district. The

results of

the

analysis

(correlstion

analysis) are summarised in Table 1I1.3.5.

and

regression
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Table 1I1.3.5 : CORRELATION ﬁETUEB! OUTSTARDIRG CREDIT KX) ARD
DEMARD (Y), OPS.

e e e e O S o e o o e e +
{ District | Coefficient | H
H : of ! Regression Equation of Y on X !
! 'determination! H
H H 2 2 H H
H t r /R H H
e e e e e o o e A o e +
H i H 6 H
{ Valsad : 892.2% VY = -3.31 % 10 + 0.51 X !
1 i ] t
i H i i
H H H -3 2
i Surat h 897.8% VY = -11.72 + 0.83X - 2.07 % 10 X |
§ 1 1 i
[} ] t H
H H H -6 3 H
! H ! + 1.93 x 10 X ;
H H H i
S o o o e e o e e e e +

I1.3.%. Ageing of Overduesand its Association with Recovery

The relevant daté as on 30th June 1888 were collected from
ten sample branches in Valsad and thirteen sample branches in
Sursat. These are presented in Annexures 3.5 an 3.8
;espectively, alongwith recovery data. Table II1.3.6 and Table
17.3.7 give summaries for Valsad and. Surat respectivély.

Table II.3.6 : BANK-WISE SUMMARY OF AGEING OF OVERDUES ARD

RECOVERY OF SAMPLE BRACHES AS OF 30TH JURE
1988 IN VALSAD DISTRICT IN OPS ADVANCES

o et e e o e e e ——— +
BANK | Overdues (Rs. in "000) { Recovery |
e o e o e e o ——————— e N O + to !
i Up to | 1 to 3 i Above 3 { Total i demand |
! 1 Year ! Years ! Years ! : (%> H
~~~~~~~ e e o e e i e e e e o e o e e
I { 2275 V2324 t 1380 ¢ 5879 ! !
t(38.05)F (38.886) | (23.08) P (100) Vo 41.74 !
{ 1 t i ) i
t - { . § i ¥ 1
IT | °.130 ! 162 : - H 292 ! !
a (44.52}{ (55.48) ¢ - V(100D ' 51.00 :
t i 1 H

i ] 1 i H
I1T ¢ 35 H 22 : 56 : 113 ! {
_2 (30.87)F (18.47) + (48.58) Y (100) o171 :
H H H H H i
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¢ BARK | Overdues (Rs. in "000) i Recovery |
i Fom Fom Fo e Fomm + to !
; ''Up to !} 1 to 3 ! Above 3 i Total ! demand !
! ! 1 Year | Years ! Years ! ; (%) |
E U e e e e VR Fo o o e e +
' IV | 47 ! 30 ! 38 ! 175 : :
H ; (26.88))  (51.43) | (21.71) Vo (100) it 58.82 H
{ 1 i i i H 1
1 i 1 ] i i 1
i v | 8 H 3 H - i 11 i i
: ¢ (72.72)7  (27.28) | - Yo (100) v 15.38 !
O . e e o i e . o +
i0Overall! 2485 {2801 Y1474 ! 8570 ! :
H i (37.98)F (39.60) | (22.42) i (100) i 42.48 !
e e o —————— o e A e e +
Figures in parentheéis indicate bank-wise overdue
Source Personal survey
Table I1.3.7 : BANK-WISE SUHMARY OF AGEING OF OVERDUES AND
RECOVERY OF SAMPLE BRACHES AS OF 30TH JURE
1888 IN SURAT DISTRICT IN OPS ADVANCES
By e e +
i BANK - Overdues (Rs. in "0086) ! Recovery !
M Fmm o fomm e o + to H
i ' Up to ! 1 to 3 ! Above 3 ! Total ! demand !
H i 1 Year | Years | Years ! : (%) !
R o g —— - o e B T T +
: I { 1333 i 2488 Y1482 ' 5293 o !
H 1 (25.18) (46.83) | (28.19) T (100) {44 .20 !
I ] 1 i i i ]
1 1 i i t H ]
i II | 3086 ! 118 i 322 H 746 H i
; i (41.01)y (15.82) | (43.17) f(100) ! 37.83 !
1 i 1 ] 1 i {
{ i H i | i N 1
v I T - 32 i 218 | 637 ; 887 i H
H Y (3.80) + (24.80) |- (71.80) Y (1008) ! 9.02 '
I | ] it - - 1 ( ]
1 3 14 I3 i H i
H iv ! 58 ! 171 ! 51 ! 281 ! {
i v (21.00)7 (B80.85) ! (18.15) Yo (100) t31.78 !
| ] 1 [} i - i 1
¢ i 1 ] i { t
‘ v o 35 H 5 i - H 40 i i
H i (87.50)) (12.50) | - Y (100) v 75.75 H
i ] t i H 1 i
14 i ] H H 1 1
T e e e e o e e e BT T TP ——— e e - +
{Overall] 1765 i 2880 v 2502 V7247 ! H
: v (24.35)7 (41.12) ¢ (34.53) Y (100) t40.78 ;
o Fom e ——— o ————— o ——— R e o +

Figures in parenthesis indicate bank-wise overdue

Source

Perso

nal survey
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A good festure that is revealed about the overall performance
of the sample branches in Valsad district for OPS is that the
proportion of overdue in the age-group above three years
(22.4%> was lower compared to that in the lower age-groups
(about 38 to 40%). The pattern was however somewhat different
in the csse of Surast district, where the proportion of
overdue asbove three years (34.5%) was lower compared to that
for the age-group 1 to 3 years (41.1%) but higher compared to

that for the age upto 1 year (24.4%).

Bank~wise summary reveals that Bank-group III in both the
districts had higher proportion of overdue in the age-group
of above three years (nearly 50% in Valsad and 72% in Surat)
which resulted in poor recovery performance (11.7% in Valsad

and 9.0% in Surat).

In order to examine if there is any association between
recovery (%5 and overdue (%) above three vyears, Scafgered
disgram (Fig.3.3) was drawn for the data corresponding to

sample beneficiaries of Valsad and Surst districts.

The diagram does not indicate any association between the two
variables in Other Priority Sector.

II.3.5 Activity-wise Demand and Recovery

In order to examine the activity-wise- performance in
recovery, data on demand and recovery in‘ other priority
sector for different activities financed by the banks to 485
sample Dbeneficisries (20 in Valsad and 26 in Surat) were

collected. These data are given in Annexure 3.7 for both the



districts. Information

was also

collected from the

beneficiaries to find out the causes of the defaults.

A summary of the dats given in Annexure 3.7 is presented in

Table I11.3.8 for

district.

Valsad district

and I11.3.9 for Surat

Table II.3.8 : ACTIVITY - WISE RECOVERY OF OPS ADVARCES OF
SAMPLE BORROWERS 1IN VALSAD DISTRICT AS ON
30TH JUNE 1888.

e e o o oo +

Activity

Sewing machine
Provision store
Cycle store

Juice machine
Kirana store
Ready-made garments
Carpenter

Pan-bidi stall
Optical store

Typewriting machine

R s o e N i e " T e P g Ty e i

-

to demand
(%>

Contribution! Recovery !{Contribution!

to demand|toc Recovery |

‘

i (%) i (%) i
Fommm - e +
: : :
i 46.68 : 5.53 i
i i i
i i i
i 85.18 H 63.64 i
1 1 {
t ] £
! 0.00 : 00.00 :
4 ] t
t § i
: 6.686 ; 0.40 i
) ) ]
i 1 i
, 18.42 i 2.77 i
1 t 1
{ ¢ i
H 0.00 i 6.00 i
i { i
1 i {
1 100,00 ; 3.85 h
L] [ 1
i 1 {
i 100.00 H 5.83 H
t [} 1
' t f
i 15.87 H 3.85 i
1 i ]
] i i
t  46.68 ! 13.83 !
{ [} 1
' Al S\ t lo0:- a0 t
Fem e ——— o e e +

It is seen from the Table I1.3.8 that the recovery in Valsad

district was only about 35% for all the sample beneficiaries

taken together.

highest contribution

activity

‘provision store” had the

to both demand (33.7%) &and recovery

(83.86%). TFor this activity the proportion of vrecovery to
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demand was also high (85.2%).

Table 1I.3.9 : ACTIVITY-WISE RECOVERY OF OPS ADVARCES OF
SAMPLE BORROWERS 1IN SURAT DISTRICT AS ON
30TH JUNE 1988

o o ot o e e e +
i Activity ! Contribution | Recovery |Contribution|
H ! to demand ! to demand! to Recovery!
H H (%) i (%) ; (%) i
B TP d e —————— o e e o o +
{ Sewing machine ! 0.59 : 0.00 - !
i H i H {
i ] i H {
{ Provision store H 21.72 ! 31.51 | 20.41 H
t 1 \ i ]
i ] 1 i 1
i Cycle store ; 2.32 H 83.82 | 4.40 i
i 1 ] i [}
] { i ] ]
i Juice machine ! $5.32 ! 18.51 | 2.85 H
' ] H t t
! ] ] i ]
{ Black-smith ; 6.380 ! 42.85 | 8.81 i
1 t \ § {
i ] i i 1{
i Auto-rickshaw H 1.72 ¢ 100.00 5.14 :
[ t ] H ]
H H 1 t H
i Electric store ! 2.981 ! 35.58 | 3.08 !
' - -1 t - : i
i i } § f
{ Tea stall ! 3.15 ! 9.37 ! 0.88 !
1 i i ] i
i t i i i
} Motor ¢garage ! 2.48 ! 20.00 | 1.47 :
] i 1 { 1
i i 1 i t
{ Road Transport ! 52.91 H 33.51 ! 52.86 '
, operator ! H : ‘
R T T ——— o ————— e o e +
i OVERALL ! 100.00 ' 33.54 | 100.00 !
e e ———_— o —————— B e T e +

It is_seen from Table 1I1.3.9 that the overall recovery was to
'«the extent ;f ohly 33;5% similar to Valsad distriet. In this
district, the sectivity “Road Transport»Operator' contributed
maximum to recovery as well as demand (about 52.8%), while
reqdvery to demand was to the extent of only 33.5%. The
activity. 'Provision Store’ followed "Road Transport Operator’
in respect of contribution to recovery and demand (20 to
22%), while recovery from this activity was to the extent of

31.5%.
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The reasons for better performance and poor performance by
the sample beneficiaries in respects of repayment of 1loan
were investigated by personal contacts with the

beneficiaries. The findings are as under:

The reason for better performance in activities like
carpenter, sewing machine, provision store and pan-bidi stall
has been adequate income generation. As against this the
reasons for irregular repayment were summarised scheme-wise
for Valsad and Surat districts respectively. This summary is
given in Annexure 3.8. There were in all six reassons for
defaunlts. Table 3.10 gives the major reasons for default
irrespective of schemes.

Table I1.3.10 : MAJOR REASONS FOR DEFAULT (PARETO ARALYSIS)

T R o —————— e o o +
Sr.} Major causes | No. of Defaunlts V(%)Y  Cum H
1No. | for default e Fomm o + NG D] H
! | 'Valsad! Burat! Total| : :
e e o e o e R ——- o R +
i1 1 Wilful default T4 T2 ., 8 ' 20.00 | 20.00 |
H { ] i [} i 1 \
[} ] t H 1 i ] [}
i 2 { Inadequate income! 4 Y . ] ' 36.87 | 5B8.87 |
1 1 t 1 i i i i
H b i i i H H H
i 3 ! Diversion of fund! - V7 I 1 23.33 | 80.00 !
i t i ¥ H i ] {
i i i H i H] 1 i
1 4 ! Social problems | 2 vl V3 ' 10.00 | 80.00 !
I ] t i ] ' ] 1
i t ] H i 1] t ]
i 5 | Change in place | 1 P11 V2 i B6.67  96.87 |
H { of Business H ' H ! H !
o ] : : : ] :
i 8 { Vahicle confisca-] -~ S | Vo1 ' 3.33 1100.00 |
H i ted by policy H H H : H H
T T TSP U . ¥ S — e tm————— A Fomm———— +
; o OVERALL P11 i 18 i 30 1100.00 | i
ey o o e S ——— e +

It is seen from the above table that three out of six reasons
(50%) accounted for 80 per cent of the cases of the defsault.

These three reasons were wilful default, inadeguate income



and diversion of funds.

28

11.3.6 Study of Relationship Between Recovery and Influvencing

Factor for OPS.

The following independent factors were considered to examine

their effects on recovery in OPS;

1. Distance of bank from residence of X1
prospective beneficiaries

2. Ratio of nubmer of earning members X2
to the family size

3. HNumber of follow-up visits by banks” X3
staff
4. Outstanding credit per bank staff- X4

Ten branches in Valsad and thirteen branches in Surst
identified and from each of them two beneficiaries
randomly selected and personal contacts were made to get
relevant information through strﬁctured questionnaire.

data .as on 30th June 1988 are given in annexure 3.9

Valsad and Annexuré 3.10 for Surst.

Table 1I 3.11 gives a summary of the simple correlation

regression Analysis for both the districts.

were
were
the
The

for

and
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Table II.3.11 : SIMPLE CORRELATION ARD REGRESSIOR ARALYSIS

The factors X2 and X3 considered separately had positive
correlation with recovery. If X2 or X3 incresses, Y salso

generally increases.

Further analysis (Linear Multiple Correlation and Regression
Analysis by step-wise Method) was done to examine the effects
of all the independent variables taken together on recovery.
A summary is given in Table I1.3.12.

Table IX.3.12 : LINEAR HULTIPLE CORRELATIOR AND REGRESSION

ANALYSIS FOR RECOVERY PER CENT (Y) AND
INFLUENCIRG FACTORS (X) FOR OPS.

—————— F o e e e e e e e —
District!No., Of!Significant!Coefficient

Regression Equstion |
sets {independent! of deter- !

i

H

: :
t of ' factors | mination | H
| data | x> i 2 i H
H H H (R ) H H
~~~~~~ e e e e e e e e
t20 } X2, X3 ! 75.1% 1¥Y=-12.17 + 143.05 X2 ;
3 i i i t
H 1 H i 1
! : ! ! +10.49 X3 :
: : : : :
i 26 + X3, X2, ! 75.5% 1YY= 16.09 + 13.47 X3 !
: : ! : -5 !
H i X4 H { +93.88 X2-1.19%10 X4 |
] i ¥ ] [}

{ t

wwwwww

(OPS)
—————— N T s
iDistrict!case{Dependent|Independ-| r {2 ! Regression Equation |
H ‘variable lent vari-| HE of Y on X :
H i(Y) reco-jable H ¢S H H
H ivary % : (X) | H H H
—————— Tt e E P &
Valsad | 1 ! Y ! X2 1+0.793162.91'Y=-15.22+204.24 X2 !
] 1 1 1 ] I ¢
H [ i ] H ] ]
P2 Y ! X3 '+0.716151.3iY= 26.87+18.24 X3 !
] i i ] ] ] i
i t | H H 1 1]
Surat | 1 ! Y ! X3 '+0.792!82.7) Y= 1.73+156.78 X2 !
t [} 3 § H 13 1
I H H H i 1 H
v2od Y ! X2 '4+0.726152.7) Y= 16.28+ 21.22 X3 !
t ] | ] ] ] [}
] | i t H [} t
—————— T T e |
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It is seen from Table 11.3.12 that two factors X2 and X3,
that 1is, the ratio of number of earning members to family
size and the number of Ffollow-up visits by bank staff, had
significant positive effects on recovery 1in both the
districts. The factor X4, that is, Outstanding Credit per

bank étaff had also additional effect (negative).
11.3.7 Reasons of Default - Opinions of The Beneficiaries

In order to have a better understanding of the recovery

performance at borrowers® 1level, an attempt was made to
interview the beneficiaries through a structured
questionnaire.

But of 20 sample beneficiaries in Valsad, 8 beneficiaries

(45%) were irregular. The possible reasons for default were
identified and administered to the borrowers for the purpose

of determining the most impértant reasons for default.

Factor No. Reasons for Defsanlt Factor Cod
1. Insufficient income A
2 Repayment on the due date not possible B
3. Lower amount not accepted for repayment C
4 Timing of branch for repayment not D
convenient
5. No guarantee of second loan E
B. Others are not repaying F
7. Exigencies in the family/social needs G
8. Production less than expected H
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Factor No. Reasons for Defaunlt Factor Code
9. Inadeauate sanction of loan 1
10. Stiff competition prevailing in the J
market
11. Clearing of earlier debt K
12. Problem of implementing the schenme L
13. Hopefully waiting for declaration M

of relief

Pareto analysis (Table II1.3.13) was done on the responses to
identify the most important reason/s of default in Valsad

district.

Table I1.3.13 : REASONS OF DEFAULT (VALSAD DISTRICT)

o —— e +
iFactor| Reasons of Default tFact- {No of{Per cent | Cum. :
i Code | for ‘resp-ito total | (%) |
H i ! Code |onses|responses| '
4o e Ve F Uy Fm e - dom o ———— +
. | i Insufficient income i A P11 ¢ 57.88 | 57.89 |
H 1 ] 1 H i i
i [} ] H H H 1
i 2 i Problem in implementing ¢ Ly 4 L 21.05 ) 78.94 |
' | the scheme ' : H H H
H ¢ ] i t 1 [}
i I ] H ] 1] {
i3 ; Exigencies in the family/ | G 12} 10.53 | 88.47 |
i { social needs H i H H H
1 ) i i 1 i H
i ] I H 4 H 1]
i 4 i Hopefully waitinig for VM v 2 4 10.53 1100.00 ¢
! | declaration of relief by | H H H H
H { Government I H : i H
i i i H i H H
S A o o e —————— o ———— o ——— Fmm e —— Fm— - +
H H ¥x%k TOTAL %% ! {19 | 100.00 ! H
o ——— o e Fmm Fr——— e m————— +

Hote : The reasons cited were more than one in some cases.

It 1is observed that insufficient income was the predominant
factor for default in repayment of loan followed by problems

in implementing the sheme. These two factors taken together



- o e e e e 2 e e e e o 8 et e o +
tFactor! Reasons of Default IFact- {No of!Per cent | Cum. |
i HNo ! ‘or lresp-ito total | (%) |
H H ! Code !onses!responses! !
D e e ————— fotm e o o + -
i1 ! Insufficient inconme A V16 Y 47.07 | 47.07 |
i { H i 1 1 ¥
1 t { ] H 1 i
P2 { Clearing of earlier debt | K ' 86 ) 17.85 | 84.72 |
t | . 1 [ ! t 1
H I § ¥ l 4 t
i3 ! Exigencies in the family/ ! G P4 2 11.768 ! 76.48 |
H ! social needs H H i H H
H H i ' H ; |
HE « Problem in implementing | L ' 4 } 11.78 | 88.24 |
H { the schenme ! : H : :
H H H i i : H
HE { Others are not repaying ~ | F T3 8.82 | 97.06 |
1 ] 1 ] ] t 1
i ] M { ] L] { t
I - i Hopefully waiting for HE. S 2.894 1100.00 !
i i declaration of relief by | R H i
H ! Government i P H ‘
1 4 { { 1 i {
t ] i ] ] { i
e e e S APOP——- o Fmmm e R +
! ! ¥k TOTAL %% ! ''34 | 100.00 ! !
Fom e o e e S S o —— +
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accunted for as high as 79 per cent responses.

Table 11.3.14 summarises the opinions of sample beneficieries
in Surat district.

Table I1.3.14 : REASONS OF DEFAULT (SURAT DISTRICT)

Note : The reasons cited were more than one in some cases.

It 1is observed that in Sugét district also ‘insuffiéient

income” was predominant factor for default in the répayment-

of loan followed by clearing of earlier debt, exigencies in

the family/social needs and problens iﬁ implementing the

scheme. These four factors taken together accounted for about

88 per cent of responses.
I1.3.8 Factor For Poor Recovery-Perception of Bank Officers
In order to find out the ‘perception of E Branch

Managers/Financing Officers about the reasons of poor
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recovery, & structured questionnaire was designed and the
same was circulated to the financing officers of the : Sample
Branches. Théy were asked to give ranking to any five:factors

which they felt most important for poor recovery.

The responses obtained were given scoring marks for the
purpose of analysis of the same. The scoring procedure was

adopted as given below

Rank Score
I 100

11 80
III 60
IV 40

\ 20

No rank 5

- "> 2" -]~ — 1t " - oo T _— T S - _“_ - -~ — Yo ——p T S-S —" - — " - - _— 4= i b o o o -

The summary of the data so obtained is given in Table 11.3.15
It is seen from Table I1.3.15 that the lower priority given
to follow-up work due to inadequate staff was the predominant
factor, followed by target-oriented lending, false propaganda
by 1leaders for relief of debt, repayment attitude of the
borrowers, diversion of funds and ineffectiveness of 1legal
measures. Thus, six out of twenty factors (30%) accounted for

about 689 per cent of the grand score.
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{Sr. | Factors for poor {Fac-|Total Score:OveralliPercent:Cumg— !
tNo. | Recovery btor -~ e + Score | to lative]
! ! ’ ‘code!Valsad!Surat| . grand | % i
: ; ! ! ro | total | {
fomm e o oo o ————— o ——— fomm——— +
! 17! Insufficient experien-! N | 584 | 85 | 115 | 1.31 | 96.87|
! ! ce of the managing pe-| i i i i d i
! ! rson ! d H H ) i H
H i ; i ; i A i i
i 18} Natural calamities i 0O+ 58 + B85 ¢ 115 t+ 1.31 | 97.38}
i H i g i i i i H
! 19} Non-availability of ¢S + &2 + B85 ) 115 + 1.31 ! 98.89}
! ! raw materials ! ! ' b o i i
‘ | i i H . i : i
! 28! Giving shorter maturi-! T ! 53 ! 65 ! 115 ! 1.31 !1090.00!
; i ty period i i i H o : i
S T TR - fommme Fmm e fmmm——— +
i ! *%x% GRAND TOTAL %% | 13765 5018 | 8775 1162.08 | !
o U S o e - Fommmem +

ITI. 3.8 Survey of Bank Officials Involved im Lendimg and
Follow-up Operstions I

A survey of branch staff involved in lending operations right

from the pre-sanction appraisal stage tillvtbe repayment of

the loan, was conducted to ascertain their views about the

factors responsible for poor recovery. Information about the

steps takén to improve recoveries and their éuggestions were

also solicited.

An analysis of their response revealed the same findings as
were revealed by a similar survey conducted for Agriculture. .
The findings of the similar survey have alréédy been
discussed in Section 1.9 under Agriculture. It can, thus, bé
inferred that the factors responsible for poor fecovery are
common for Agriculture‘and for the OPS.

T1.4 RECOVERY OF TUTAL PRIORITY SECTOR ADVANCES
II.4.1 Introduction | | |

In the previous sections of this part the recovery
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performance in each sector- Agriculture, 551 and OP5-was
analysed separately. This section presents an overview of the
performance for all the sectors taken together, termed as
Total Priority Sector.

11.4.2 Overall Assessment of Bank Performance

In order to make an overall assessment of the performance of
bank in respect of recovery of advances, and other parameters

viz.,demand, recovery, and ocutstanding credit were examined.

The ﬁrelevant data were summarised and are-given in Annexure
4.1(a) to 4.1{(c) for Valsad district and 4.2(g) to 4.2(c) for

Surat distriqﬁ.

The overall summaries are given “in Table 4.1 for Valsad and
Table 4.2 for Surat.

Table 4.1: BARK-WISE RECOVERY PER CENT ARD CONRTRIBUTIOR TO
- DEMARD, RECOVERY,OUTSTANDING CREDIT AND FKO. OF
BRARCHES FOR PRIORITY SECTOR IF VALSAD DISTRICT

FOR THE PERIOD 1984 TO 1988.

e et e e e e e e e +

i i Contribution to !

BANK | Recovery +--—————= o e e e R e T +

: (%) ! Demand ! Recovery | Outstanding ! Branches |

: S S R ¢ ST (%) P
Fom e — B T T o e R o e Fom e +
: : : | : :

I | 41.98 | 56.80 | 5% .07 ; 46 .96 Vo 40.24 H

] H [} 1 1 )

1 i i i i ]

IT | 42.38 1 12.89 7 12.83 ; 23.39 ! 15.34 !

] \ 1 ) 1 1

i U i H i i ]

IIT | 25.48 v B8.88 | 4.03 : 5.09 ! 14.91 ;

{ - { i i 1 - 1

t H § 1 i 1]

Iv | b53.54 it 16.87 |+ 20.88 H 17.53 i 16.83 H

R | 1 1 [} i t

1] 1 1 t 1 [

vV | 48.62 ' B.48 | 7.28 H 6.03 i 12.88 H

t i [} t 1 t

i ]

e ———— L —————————— ; -------- ; —————————— ; ————————————— o +
{OVERALL! 43.28 {100.00 ¢} 100.00 H 100.00 {100.00 !
- R et e e e Fom e o +

Source : Personal survey
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It is revealed from Table II1.4.1 that the recovery
performance varied considerably from 25.5 per cent (Bank III)
te 53.5 per cent (Bank IV). The data further show that the
contribution of Bank I was the highest in terms of demand,
recovery and outstanding as well as number of Dbranches.
However, its performance in recovery was relatively poor.
Bank III performed poorly and had also minimum contribution
in all the parameters.

Table I1.4.2 :BARK-WISE RECOVERY PER CENT AKD COHTRIBUTION TO

DEHAND, RECOVERY, OUTSTANDING CREDIT AND NO.

OF BRANCHES FOR PRIORITY SECTOR IK SURAT
DISTRICYT FOR THE PERIOD 1984 TO 1888.

o e e e e e e e +
i : Contribution to H
BARK | Recovery +-------- Fomm Fom o Fo—mmmm +
; (%) ! Demand | Recovery | Outstanding | Branches |
H H (%> (%) 4 %) i (%> H
Fomm————— Fom e ———— - o e e o ——— +
I { 36.52 i 51.27 |+ 43.08 ; 38.08 i 34.48 ;
1 H 1 4 ] ]
i i ] H i i
IT | 486.51 v 12.97 7 13.87 : 18.25 P 13.49 H
\ i ] 1 1 4
) i { ] ] |
111 { 43.58 Vo 7.14 7.18 h g9.14 I 14.78
) 1 1 4 | t
1 H ] i ] i
Iv |} 55.18 ! 21.96 | 27.88 : 23.62 i 18.56 t
t i { [} ¥ i
i H ] 3 11 t
vV | 52.26 ! 8.66 | 8.01 H 10.80 17,71 :
i ] t 1 1 4
{ § H H 1 H
Fm————— e e e o ———— o o e o +
OVERALL,] 43.47 1100.00 | 100.00 ! 100.00 i 100.00 ;
o ——— e e e o e e o e +

It 1is seen from the Table II1.4.2 that in case of Surat
district also Bank IV proved to be the best amongst the banks
in >respe§t of recovery (55.2%}.Bank. I had the maximum
contribution iﬁ all the parameters but its performance in
recovery was poor.Bank 1V was the second in terms of other

parameters but remainded first in terms of recovery.As
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against this Bank V which performed poorly in respect of

other parameters was second best in respect of recovery.

A comparison between the performance of Valsad and Surat
districts shows that the overall recovery was same (about
43%)in both the districts. The recovery data have been
further analysed and discussed in Section II1.4.3.

I1.4.3 Bank-wise and Year-wise Performance in Respect of

Recovery

Annexure 4.3 gives a summary of recovery for five bank—groupé
for the five years 1984 to 1988 in Valsad district for the
Total Priority Sector. Annexure 4.4 gives similar summary
for Surat district. The data have been analysed by the

technique of Analysis of Variance. The Analysis of Variance

Tables are also given in Annexure 4.3 and 4.4.

The analysis has shown that there vwere significant
differences among the banks. No Significant differences were,
however, found‘ across the years. Table I11.4.3 gives the
per cent recovery for the five bark-groups 1in -Valsad and

Surat districts for the entire preiod of five years.

|

Table II.4.3 : BANK-WISE RECOVERY (TOTAL PRIORITY SECTOR
1884 TO 1988)

Recovery (%) H

t

{

! e e e e e e e o e e
: H Valsad : Sursat i
e e e e e o o +
H H . H ;
: I S 41.96 : 36.52 H
1 i t 1
[} 1 1 H
H I1 ! 42 .38 H 46,51 H
L1 t t i
] H t i
H I11 ! 25.48 ! 43.58 !
] 1 t ]
i { [ H



A o e e b o e e +
' Bank-Groups ' Recovery (%) H
' o e e e o e e o e +
! ! Valsad H Surat i
L e o o +
i 1y ! 53.54 H 55.18 H
1 t { {
1 ] t i
H v i 48.62 H 52.28 '
e e e e e e e e +
H OVERALL H 43.28 H 43 .47 ;
o e o o e o o e s e +

Further analysis (Critical Difference Analysis) was done to
test the significance of difference between any two banks. On
the basis of this analysis, the best and the poorest groups
of banks have been identified (Table 11.4.4).

Table 1I1.4.4 : CATEGORIES OF BANKS (TOTAL PRIORITY SECTOR)

Fomm e o e e e e o e +
i Category ! Valsad ! Surat H
: o Fo e Fo e e o e +
H iBank-group! Recovery(%) {Bank-group |Recovery(%)!
Bt o Frm e e e o +
i Best ! IV J 53.54 VIV E&E VY i 54.50 H
i i 1 H 1 t
i H H ] H H
i Poorest | III : 25.46 : I i 36.352 H
o —— o ——— o e o e e o e e e o e e e +

It is seen that Bank IV performed relatively well in both the
districts, while the performance of Bank III in Valsad and
Bank I in Surst were the poorest.
I1.4.4 Trend in Recovery (%)
The trend 1in recovery (%) in different sectors can be seen
from Fig 4.1 (8) for the entire Valsad district and from Fig
4.1 (b) for the entire Surat district.
It appears frovaig 4.1 that

i) there had been some incresasing trend in

recovery (%) in Agriculture since 1985 in both

the districts;
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ii) recovery on OPS was initially higher compared
to Agriculture and SSI but then declined

gradually, particularly in Surat district;

iii) recovery in SSI had been consistently lower in
Valsad district —with a marginal declining
trend, whereas in Surat district the overall
level was higher compared to Valsad district

and remained more or less at same level except

in 1988;

iv) the level of recover& remained almost static
at around 43% for the Total Priority Sector in

- - both the districts.

An iéea of the trend in recovery for both the districts taken
together can be ha& from Fig 4.2. It is seen that, on the
whole, the recovery performahce “in Agriculture showed
improvement over the years. On the other hgpd, while the
performance in OPS sharply deelined ffomﬂa level of B55%% in
18984 to 44% in 1988, the performance in SSI remained more or
less same at around 39% during 1984 to 1887 but declined to

the level of 34% in 1988.

The recovery performance in Total priority sector varied

between 41% and 45% during 1884 to 1988.
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I11.4.5 Trend In Outstanding Credit, Demand, Recovery And
Overduoes

In order to examine the amount involviedand the trends in
outstanding credit, demand, recovery and overdue for the
Total Priority Sector, the time series dats havé been plotted
(Fig 4.3). The time series data are given in Annexure 4.5.

It can be seen from Fig 4.3 that the outstanding credit
increased sharply from Rs. 322 crore in 1984 to as high as
Rs. 617 crore in 1988. There was also a huge and incressing

gap hetween outstanding amount and demand.

Seen.
It can be further:that although both demand and recovery had
been increasing, the recovery was not increasing at the same
rate of increage as in demand. As a result, the ‘overdue

amount had shown an increasing trend.
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Fig. 4.2: TREND IN SECTOR-WISE RECOVERY (%)
(VALSAD + SURAT)

1984 1985 1986 1987
YEAR

1988
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ITI.5 Implementation of Reserve Bank of India Guidelines

The Reserve Bank of India (RBI) issued guidelines to the
commercial bank 1in respect of certain organisational and
cperational aspects of recovery of direct agricultural
advances. The basic assumption behind the issuing of these
guidelines was that the implementation of these guidelines
will improve the quality of monitoring and follow-up of
advances which in turn should imporve the level of
recoveries. The guidelines were issued by the RBI in
November 1884. QOur analysis of agricultural advances reveals
that the recoveries have changed from 43.22 per cent of
demand in 1984 to 49.31 per cent of demand in 1888. Thus,
there! has been an improvement of 6.08 per cent in the
levels of recoveries in agricultural. However, the recoveries
in 851 and OPS did not improve, rather there was a decrease
in the recoveries level during the period, resulting in the
overall decrease in the recovery of Total Priority Sector
Advances. It is felt that increase in incomes and improvement
in the extent and magnitude of follow-up should have been the
main factors responsible for improvement 1in the recovery
levels in agriculture and inadequate follow-up to be the msain
factor for poor recoveries in the SS8I and OPS advances. Thus,
it can be hypothised that 3improved follow-up 1leads .to
improved recoveries. Assuming that improved follow-up was the
result- of the implementation of RBI guidelines, it is
proposed to evaluate the implmentation of these guidelines by*

commercial banks during the period of this study.
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To ascertain the extent of implementation of RBI guidelines,
a survey of 43 branches was carried out. Branch Managers
and a few other officers involved in the activity were
covered by the sur%e&. The survey was cérried out in 1988 and
factual information and opinions of the respondents were
solicited through a structured and pre-tested questionnaire.
The responses obtained gave an idea about the extent to which
the banks responded to the RBI guidelines and implemented
them.

I1.5.1 Agriculture

For the sake of clarity, guidelines issued by the RBI were
grouped under five heads. These have been briefly described
below, followed by the findings of our survey in respect of

their implementation.

The guidelines have been grouped under five categories, as
given below
A) Staffing
B) Formulation and Appraissal
C)H Procedural o )
i) Pre-sanction-Appraisal
ii) .Disbursement
iii) Post-Disbursement Follow-up
D) Review - Monitoring and Analysis
E) Other Relevant Aspects -
A.Staffing
A vaible "~ recoovery system should be established by
appointing suitable and adequate field staff who would keep
in touch with the bbrrowers and agricultural opersations,

supervise the end use of credit and assist in sorting out

problems (guideline No. 12)
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The organisational structure both at the controlling offices
and field level should be strengthened and geared up to the
extent necessary for better recovery performance (guideline
No. 13)

B. Formulation and Appraisal

Since agricultural lending has to be necessarily production
oriented, the scale of finance has to be in consonance with
the scale of inputs when lending for crop raising and in
consonance with the cost of asset vis-a-vis incremental
income when lending for investment. Either over financing
or under financing can lead to misutilisation of fund and

recovery of loan will become doubtful (guideline No. 2).

As the recovery of agricultural loans is expected out of the
sale of farm produce, it is necessary to ensure that the
repayment schedule for loan will coincide with the time when
the cultivator generally sells his produce and is in

possession of funds (guideline No. 8).

A schematic approach in 1lending to clusters of borrowers or

villages should be adopted to facilitate effective

supervision (guideline No. 14).

C. Procedural

i. Pre-ssnction Apprsaisal.
The pre-lending appraisal system should be thorough
and up~dated from time to time (guideline no. 5)
ii. Disbursement

Apart from =adeguacy of the loan amount, it is

necessary to ensure that funds are disbursed in time
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and more s0 when lending for c¢rop raising. Thus
applications for loans should be received, processed

and sanctioned promptly (guidelines No. 3).

While arrangements should be made to pay the cost of
assets directly to suppliers as far as possible, the
disbursement of a part ¢f the loan for ra}sing crop
in cash cannot be avoided. However, it should be
ensured that the scale of cash component is nét
exaggerated (guideline No. 4.

Post Disbursem;nz Follow~ﬁb

It is also necessary to follow-up the use of loan and

the conditions of resultant produc?Afrom tipg to time
so as .to ensure that loan has been properly used Aand
there 1is no apparent reasons for gxpecting failure
of produce and consequent failure of_ borrower  to
repay the 1loan. This should be done by careful

monitoring of disbursement, issue of notices and

contacting the beneficiaries as and when . necessary

(guideline No. 7).
Efforts of reco&ery shoud commence weli in advance
of the due date soon after the crop is harvested.
Banks which are systé@atic in appraising borr6w§rs
about the due date one or two weeks in advance aﬁd_
whose field staff have been active are far more

successful at recovery than banks that merely waited

for the repayment to flow in (guideline Ho. 8).
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D. Review — Honitoring and Analysis
The recovery performance of each branch should be . constantly

and closely reviewed by the controlling office (guideline HNo.

11).

There should be a careful branch-wise analysis of mounting
overdues where overdues exceed 50 per cent of demand and
agricultural advances are sizeable. Separate recovery cells
should bé created for continuous and effective supervision
and recovery {(guideline No. 18).

E. Other Relevant Aspect

Banks should inculcate among the borrowers the habit of
regular repayment so that a psychosis of default does not

develop (guideline No. 8).

Block-wise recovery campaign should be organised in which
association of officers of concerned departments of the State
Government such a&s revenue and agriculture may be ensured

(guideline No. 10).

Banks should also take advantage of the legislation passed by
the State Governments . for speedy recovery of dues. They
should promptly file with the State Government authorities

certified cases for recovery of dues (guideline No.17).

As the recovery performsnce in several éasés looks poor on
account of old overaues,‘banks should not only pay special
aftention to recovery of~such overdues but should slso
monitor the progress of recovery of current dues and arrears

separately (guideline No. 18).
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Izplementation of Guidelines

Findings

A. Staffing

Banks have not taken very seriocusly the matter relating to
establishing viable recovery system by appointing suitable
and adequate field staff. The study revealed that scant
attention had been paid in this regard by banks. Banks have
not provided staff sccording to the business of the branch
and where some officers have been provided, the
effectiveness of their role has not been realised. This is
due to the fact that the job~-role, functions and
responsibilities of the staff have not been clearly defined.
The ©officers have been performing various functions in which
taking care of qualitative lendings was one of the several

functions.

The 6rganisational structure, both at the controlling office
and the field 1level has remained weak and has not been
étrengthened to the extent necessary for better recovery

performénce. It wsas observedrdhring the discussion with‘
branch managers / agricﬁltural officers at the field level
‘as well as at the controlling office level that the staff did
not respond to meet the needs of an efficient recovery systenm
mainly because at the controlling offices, the concerned
staff gas to perform several other functions salso.

B. Formulation and Appraisal

The credits sanctioned by the branches were generally related

to the purposes and were not based on the package of

-

Y
%)



practices or the related production effort,

The guideline relating to the scale of finance to be in
consonance with the scale of inputs when lending for crop
raising and cost of assets yis—a-vis incremental income for
investment loan was followéd very rigidly by the branches.
The branches computed credit needs for crop raising on the
basis of morms fixed by District Central Bank, and unit cost
fixed by NABARD (National Bank for -Agriculture and Rural
Development) for inves%ment purpose. However, the borrowers
and the branch managers felt that these scales were very low
and did not reflect the rising costs in terms of inflation
and overall costs of inputs in the market resulting in

underfinancing of activities or assets by banks.

Normally branch managers scheduled the repayments considering
the markefing seasons. However, the problems of marketing
and sales on below the expected prices experienced by the

farmers came in the way of repayment of loan.

The study revealed that a schematic approach in 1lending to
clusters of Dborrowers .or villages, was not adopted to
facilitate effective supervision. On the contrary
financing was done in scattered villages until very recently
till the service area spproach was introduced.

C. Procedural |

Pre—lend&ng system has been found ineffective since in a
large number of cases pre-sanction inspection was not carried

out. The approach of the government agencies was Jjust to
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sponsor applications in bunch and that too without adequately
examining the technical feasibility and economic viability of

the loan proposals.

Inadequacy of the staff and scattered lending, made
per-sanction inspection difficult, costly and was therefore

not followed in many cases.

The funds were disbursed directly to suppliers in almost all
cases. However, it was felt by the respondents that the
suppliers rescorted to various malpractices in delivering the

right type of assets.

Post-disbursement supervision and follow-up was found to be
very weak in a large number of cases malnly due to inadeguacy
of staff and scattered lending. Asset verification was not
done .properly and in all cases. Problems faced by the
borrowers in the successful implementation of various scheme
‘had  not been identified by the branches and could not be
resolved mainly due to indifferent attitude of the government
officials who felt that they had no role in that. Also,
récqyery efforts were ﬁot planned well in advance and by
and large all actions were governed by the urgeﬁcy of the
immediate requirements. In many cases it was a walk in
" recovery process and very meagre efforts were made by the
branches to move in the village for this purpose.

D. Review Monitoring and Analysis

Recovery performance of the branches were not constantly

and c¢losely reviewed by the contrelling offices. Separate
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recovery cells had not been set-up where overdues were mnmore
than 50 per cent. Inadequate staff at the controlling office
was the main reason for inadequsate monitoring and reviewing
of the recovery performance.

E. CGthers

Banks have not been able to inculcate the repayment habit
amongst the borrowers as the government had vitiated the
rgcovery climate. Block-wise recovery campaigns were not
organised and the government agenciles did not co-operate in
the matter. The legislation passed by the government was
found to be simply on paper and not a single case was found
to have been dealt with by the state government és desired
under the legislation. Banks did not segregated the old
overdue sccounts from the current overdue accounts at the
branch where staff was inadequate. It may thus be observed
that the RBI Guidelines have not been adequately followed by
the banks in this respect.

I1.5.2 Small Scale Industry

The growing sickness in industry has been a matter of grave
concern not only to the commercial banks and to the financial
institutions having a direct stake in such units, but also to
the government of India as well as the Reserve Bank .of India.
In this connection the Reserve Bank of India had issued
guidelines from time to time to all the—commercial Banks to
prevent industrial sickness and improve their A recovery
position. The commercial banks were advised ‘to review the

accounts of the borrowers to identify those units which were
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already sick or prone to sickness, so that corrective action
could be taken without loss of time. Banks were also advised
to set-up cells which could make use of the information
system suggested by the Tandon Study Group and detect

sickness through the early warning signals.

Subsequently, while issuing guidelines én the scrutiny of
statements suggested by the Tandon Study Group, it was
emphasized by the Reserve Bank that the information system
prescribed could serve as an early warning system to throw up
signal of incipient sickness in industrial undertakings. The
warning signals that could be identified as early symptoms of
incipient sickness and were apparent from & scrutiny of the
borrowal accounts were primarily the following

i. Non-submission or incorrect submission of stock
statements and other control statements.

ii. Inability to maintain the stipulated margin on .a
continuous basis.

iii. Widening difference between +the outstanding
. balance and drawing power/sanctioned limit.

iv. Periodical interest remaining unrealised
g rendering the account irregular.

v. Attempt to divert sale proceeds through saccounts
with other banks.

vi. Frequent return of cheques or bills.
Early warning signals of sickness could also be had from the
audited accounts of the borrowers, other financial statements
submitted by the borrowers, and from the banker’s periodic
visits to the place of the borrowers activity as also from
other sources. Based on an examination of the symptoms, banks

could put themselves on guard about the onset of sickness and



intiate prompt remedial actions including a dialogue with the
borrower to arrest the trend by elimination of the factors

cansing sickness.

Ieplementation of Guidelines

Findings

The study revealed that scant attention was paid in this
regard by the banks. In both the districts, branches reported
that the field staff was inadequate at the branch level to
keep pace witﬁ the pre-sanction appraisal and post-
disbursement supervision for increased SSI advances. In both
the districets, only 40 per cent branches cgrried out stock
inspection regularly an§ most of the branches did not review
accounts regularly. Also most of the branches were irregular
in giving notices for fféquent return of cheques and were not
following the guidelines étrictly in respect of follow-up and
supervision. In both the districts branch Managers/finéncing
officers felt that a low pri;rity given to - the follow;up
work éas the- most important factor Tresponsible for poor
recovery. In both the districts banks did not set-up fecovery-
cells as required by the éuidelines issued by thg Reserve
Bank - of India. It was also evident that bank officials, by
and large, failed to establish liason with "the borrowers

which also resulted in the poor recovery.

Thus, the survey revealed that the RBI issued gunidelines for
the recovery of advancefin respect of Agriculture only. For

SSI ad?ances, some guidelines to desl with the sick units
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were issued but no comprehensive guidelines for improving the
monitoring and follow-up of SSI advances with a view to
improving the recoveries, have been issued so far. As such
the relevant guidelines for sick SSI units were assumed here
to be the guidelines for recovery of SSI advances. The survey
also revealed that the RBI did not 1issue any specific
guidelines for recovery of OPS advaces inépite of the fact
that the recoveries in OPS have been poor to the extent that
they nullified the improvement in sasgricultural recoveries and
brought down the level of recoveries in the Total Priority

Sector advances.



