Rural Credit: How Do the Poor See It?
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Rural Banks notwithstanding, the poorest of the poor in the continually drought-prone regions still prefer the village moneylenders.  How is it that the poor present in this exorbitant and exploitative exchange when the rural banks are not far away? Why is it that, after nine years of ‘integrated approach towards rural development, the plight of the poor remains unchanged? There is an alarming mismatch between the official bankers’ views on rural credit and those of the poor.  Correcting this requires serious monitoring of how the poor view rural credit.

In this article based on careful field observation, Anil K Gupta and Manu Shroff present the viewpoints of the poor and draw implications.


Conceptually, the integrated Rural Development Programme (IRDP) is simplicity itself: identify the poor, give them credit and subsidy to purchase a productive asset to raise their earnings, recover loans, and recycle them progressively to help increasing members of poor.  But the simplicitydisappears when the rural poor speak out their experience:


Sahib, what shall I tell you?  A bank loan is not that easy. When a farmer sees the first clouds of monsoon, he feels happy that it would rain. But he gets disappointed when clouds disappear without raining. Same is the case with bank loans....If there is no money nobody would help.


After nine years of integrated approach towards rural development, the plight of the poorest among poor remains almost the same as ever before. The richer sections of society have not merely demanded more resources but have also diverted the ones meant for the poor. The planners in Krishi Bhavan often claim that poor performance of IRDP is a case of good planning but bad implementation. Researchers contribute to the perpetuation of this myth by pointing out inadequacies in the local variables and inefficiency of bureaucracy at the lower levels. Our research shows that the nature of poverty is yet to be understood the reflected in our programmes appropriately.

Action Research
An exploratory action research programme was planned to identify the problems of the poor through the eyes of those who worked at the cutting edge of administration.  The research group consisted of officials of various credit institutions, government departments, and management experts.  Local level functionaries such as branch managers of the Regional Rural Bank (RRB), village level workers, primary school teachers, and patwaris participated in the study.


All the volunteers who developed cases about the risk adjustment profile of the poor households and attended subsequent meetings had volunteered for the purpose. Certain officials of the district administration and the Chairman of the Jhabua-Dhar Gramin Bank encouraged their staff to be involved in the research. Some of the interactive meetings were attended by the district collector. The key objective of the participating government officials was to see for themselves the stress under which the poor had to adjust to life or even derive benefit from the anti-poverty programmes and also to explore whether the project would generate a change in their concept of what they could do for the poor.


It was assumed that some well meaning officials who wanted to reach the poor could not do so because of a variety of factors that characterize the bureaucratic climate like strict adherence to rules and regulations, rigidity of hierarchy, lack of recognition and appreciation for innovativeness, non-participatory decision making, etc.  If bureaucrats recognized the problem of the poor in the right perspective, they might consider taking initiative to organize the poor to make demands on the delivery system.

Methodology  

Each participant selected one family in each village of the drought-prone areas of Jhabua district in Madhya Pradesh and studied it over a period of nearly four months covering a minimum of four rounds of visits to the family, each round being of three or four visits. In the second and third rounds the links of the farmers with other farmers’ institutions were pursued. After each round the participants discussed what they experienced. The policies and practices of Regional Rural Banks and the District Rural Development Agency were critically analyzed from the viewpoints of the selected farmers.


Finally, the entire narrative was read out by each participant to the whole family of the selected farmer.  On hearing the narrative, the family provided additional insights and corrections in the respective case histories. After processing the case histories, a farmers’ seminar was conducted in which a good number of farmers including the participants. BDOs, the district collector, Chairman of the Rural Bank, senior officials of Bank of Baroda, and several government officials participated. Most of them stayed together for one night and discussed the socio-economic conditions of rural life and assured relevant public policies. Later, another seminar was organized at the Indian In

stitute of Management, Ahmedabad, to discuss the draft report of the exercise with all the participant researchers including officials from the RRB and the district administration.


There were several important assumptions behind this methodology. They were:

· No outside researcher could anticipate the precise questions or their order without spending some time with the people. Thus we empirically demonstrated to the researchers that the checklist originally prepared by us (I) contained questions which were not relevanand (ii) did not include some very relevant questions. In this way the expert power was demystified to generate better collegiality.

· Mutual questioning after every round of visits was supposed to create sensitivity in the mind of researchers about (I) what they had written without actually seeing a phenomenon and (ii) what they had seen but not written due to preconceived filters. Thus the ‘realm of relevance’ was sought to be defined iteratively and interactively.

· The feedback of the whole data to the respective households was considered vital for both ‘ethical’ and ‘scientific’ reasons. Ethical, because we had no right to use the data provided by the poor people without their explicit permission. It was scientific because only when the data were fed back did the household members realize the complete context of the study. Consequently, they offered new insights which could not be achieved through any other method.


The research was not concerned with the results of the implementation of the IRDP; rather it focused on the modality of implementation from the perspective of the poorest of the poor and of the officials in banks and government departments.

Perceptions of the Study Group

The significant perceptions of the study group can be categorized under three heads:

· access to credit

· improper credit portfolio

· administrative convenience

These are discussed in detail below.

Access to Credit
Policy makers are unable to conceptualize the nature of poverty in ecologically high risk regions and the extent to which government policies in different sectors correspond with it. For instance, the time frame in which the poor are supposed to attain viability is considered same in drought-prone regions as well as in well endowed, irrigated regions. The IRDP programmes have no conceptual differentiation on this account.


The deficit budget households cannot spare money even to complete the initial information of a bank loan like getting a photograph, or income certificate, or to sacrifice a day’s wage for running after a bank. For them the village banias are more approachable and sympathetic, their lending procedure is simple and straightforward. Unlike in the case of a bank, a small amount outstanding on a loan does not prevent the poor from approaching the bania again. Notwithstanding his high rate of interest, why do they still borrow from him? How can it reflect their capacity to bear a high rate of interest given the low rate of return on most of their activities?


The rural population is remote areas is often highly dispersed, deprived for generations of many simple facilities, subjected to recurrent drought, and highly dependent on large farmers and moneylenders.  The constant refrain in almost every case (a few illustrative cases are described in the box) is that the poor and landless farmers are affected more by their anxiety over the possibility of failure in loan repayment than their poverty. That itself is a testament to their superior ethic.

Adaptation to Local Needs
The paradox has been that bankers complain about lack of demand for credit (on the terms they offer). Greater pressure from the top to supply credit without changing the basic framework often leads to distortions of the following kind:

· fewer branches in areas of high risk

· less credit for purposes pursued by the poor

· lesser number of small loans

· shorter repayment schedule

· lack of rescheduling and rehabilitation measures even in the wake of drought.


The disparities in credit allocation are sought to be legitimized in the 7th Five Year Plan. The share of a district in the IRDP budget is linked to the absolute number of people below the poverty line.  Thus, districts with a high population density, which have better natural resources or higher economic activity, receive a higher share of IRDP assistance. The need is elsewhere.  For, poverty is most oppressive in regions with the following characteristics:

· low population density

· poor natural resources

· high risk inherent in various crops, livestock, and craft enterprises

· current level of farmers’ technology which leans towards risk minimization rather than profit maximization

· uncertainty of rainfall and lack of local employment opportunities leading to migration; therefore, the households are often managed by women, old or the infirm

· social and cultural networks are characteristically different from the irrigated regions. Traditional forms of cooperation, pooling of resources and extended family systems tend to be stronger in these regions.


These characteristics call for an approach that is different from that used for developed areas. Instead, planners use the same approach. As a result, the lack of capacity of such regions to generate projects that can utilize credit facilities is perpetuated. The distortions in the development of backward areas are legitimized.

Needs of Borrowers

There are four types of loans for which different classes of farmers often approach local moneylenders.

· survival loans to meet the hardships which are inherent in drought-prone areas

· loans urgently required due to socio-cultural commitments like marriage, festival, or child birth

· loans for improving productivity

· small loans to meet recurrent operating needs--loans as small as Rs. 10 to 20.


The frequent migration of male members from a majority of the tribal families requires that the banking system should develop specific policies to encourage tribal women to borrow.

The current credit policy requires a lot of modification and scope for flexibility if the diverse needs of rural poor are to be taken care of. The poor households are often engaged in activities like sheep rearing, collection of wood or minor forest procedure, and a variety of crafts. They can afford only simple assets like poultry, goat, or cows. They often shuffle capital from one purpose to another depending upon seasonal activities. Banks consider such shuffling as misutilization of funds. If a farmer cannot shuffle funds, he will have to continue a losing activity or dispose it off at a loss. In either case he is forced to take a sub-optimal decision. What he needs is greater ability and flexibility in reallocating funds on a long-term basis.

Budget Trap
The administrators have a short-term compulsion to meet the expenditure targets. The pattern of funds allocation under the National Rural Employment Programme showed that allocations and actual expenditure were the same. The NREP allocations were used as additional components to various sectoral programmes. There was no difficulty in ‘using up’ the funds. Informal discussions among the participating officials revealed that NREP funds were released to departments like minor irrigation or PWD which did not maintain block-wise accounts. For reporting purposes it was shown that allocation was block-wise but in effect it was scheme-wise.  Budget was not spent in blocks where the need to create employment was high. The monitoring system asked rather than unravelled such distortions.

Improper Credit Portfolio
Since most of the programmes were monitored in terms of the same parameters which was followed in other regions, the services offered in other regions dominated the credit portfolios of banks in the tribal regions we studied. The district credit plant were prepared block-wise, but these are monitored bank and sector-wise. Thus there was no way in which credit allocation to regions and sectors that are underdeveloped could be separately monitored.


Different financing agencies have no system to monitor the kind of sectoral enterprises that are most viable in varying ecological contexts.  The credit portfolio of different branches do not match properly with the multi-market and diversified enterprises of poor households in different regions. The share of different blocks under different categories of credit is disproportionate. Activities like animal husbandry or cottage industries could have been given much greater emphasis in backward blocks, where little scope for minor irrigation or agricultural activities existed. A mismatch between the portfolio of economic enterprises of a poor borrower and the portfolio of purposes for which the banks give credit can be interpreted in one of two ways.  One is that the activities of the poor borrowers are not bankable or require modification in the terms and conditions of supply. An alternative interpretation would be that the poor ought to get involved in those activities for which the banks extend credit whether or not they have the necessary experience in them.


Following the bank’s portfolio may compromise the ecological sustainability inherent in their current practices. Banks lend for a limited number of purposes, while the poor follow diversified resource use practices.

The Problem of Credit Limit :  The assumption that a beneficiary of IRDP becomes self-reliant within one or two runs or cycles of an enterprise is highly unrealistic. Given the environmental fluctuation and market variabilities in such regions, accumulated deficits cannot be wiped out in the same manner and period as in developed regions. Uniform subsidy limits imply such a restrictive assumption.


The IRDP norm of 20 sheep plus one ram is not suitable or optimum for all ecological and socio-economic contexts. Area-specific adaptation in these norms is vital if credit has to be utilized with maximum efficiency. Though the list of activities covered in Training of Rural Youth for Self Employment (TRYSEM) is fairly large, the activities selected actually were very few. Just as dairying was the most popular activity under the IRDP, tailoring was popular under TRYSEM.


The methodology of evolving district credit plans should provide certain mechanisms to match the pattern of institutional resource allocation with the historically evolved mix of economic enterprises and other credit requirements in different regions.

Administrative Convenience
Often the consideration of administrative convenience takes precedence over more rational considerations. Since the performance of the Regional Rural Bank  is measured in terms of the number of loans sanctioned in a given period of time, the approach adopted was to open branches  in regions where their demand pattern was already identified.  The portfolio wad adjusted in such a way that projects which consumed the maximum capital got priority over others.  There were several cases of this kind which clearly indicated that the parameters of performance evaluation determined the process of demand creation and response.


With regard to the choice of enterprises under TRYSEM, the objective was to get as many men and women trained in tailoring as possible, irrespective of whether they would go for self-employment or not. Very often, in the absence of demand from those for whom the programmes are intended, credit was reallocated to meet readily available demand.


In most districts, the administrative staff of DRDA were on deputation. The compulsion to show maximum results in minimum time gave rise to various types of compromises by the administrators at their local level. Such manipulations emerge from the unrealistic  assumptions made at higher levels.  The essence of banking is the bank-client relationship. By taking over the right of identification, the district administration changes the very essence of this relationship. Besides the administration stops caring at the stage from where the bank’s worries begin.

Enabling Lower-level Bureaucrats
Within bureaucracy there were people willing to assert and tilt the scales of development towards the poor.  Despite a policy which recommends formation of demand groups among the poor, no operational framework exists in which the bureaucracy could generate or initiate processes required for forming demand groups.


It was perhaps a naive assumption on our part that the bureaucracy would do the needful once the pressure of demand groups was developed. Our experience showed that this was the case. We explored the possibility of making bureaucracy more sensitive to the needs of the poor, by having them identify the mismatch between public policy and peasant economy. A related question was whether such an exercise would change their perspective in favour of the poor.


Even though bureaucracy is often criticized as being biased towards the rich, it is not entirely neutral to change. The present action research programme provided the insight that a large proportion of bureaucrats rebel against any kind of vested interests. Many at the lower levels were eager to make changes, but were restricted by the contradictions at the higher levels of bureaucracy as well as in the socio-political system.


Our study demonstrated that the level of commitment, enthusiasm, and willingness to learn at the lowest rung of the bureaucracy was much higher than is generally assumed. Bureaucratic status seemed to be inversely correlated with their skills of certain types. The initiative taken by the participants indicated that, given the right policy environment and necessary support from above, there would be several officials to push the development process forward. It was also clear that the administrative machinery was not geared to provide any scope for such people to be either identified, encouraged or sustained.

Organizing the Poor
While the need for organizing the poor has been recognized for a long time in various plan documents, the modality through which such an organization would come about remains to be identified.  The most viable developmental process depends upon the initiative taken by the bureaucracy itself. The poorest among the poor are insensitive to their own hardships due to historical reasons. Organizing them to make demands on the delivery system is much more challenging than moving the concerned officials towards them.


The Seventh Plan counts on voluntary organizations to be the agency for the poor as function as a link between them and the bureaucracy. The administrative machinery, it appears has become impervious to the poor and argues for intermediary organizations to bridge the gap. The need for changing the administrative machinery cannot be denied. The central role of local government as the prime mover of development programmes needs to be stressed.  Initiative should be taken at all levels of bureaucracy.


The issue, thus, is not how to make some  people in the lower bureaucracy take initiative for development, who others may consider as deviants. Our contention is that such people, even if in minority, do exist. The challenge really is to prevent the isolation of such people who could be called “developmental deviants.” If they fail to acquire power from  within bureaucracy, they should be able to get it from outside by organizing demand groups of the poor - though it still remains to be seen if they would.

Implications
The implications of our study follow:

Satellite branches
Our analysis of the nature of the ecological conditions and inherent environmental risks in drought-prone regions shows that it is not realistic for banks to have “stationary branches” in rural areas like in cities.


Fixed address organizations to service highly mobile and migrant populations is one of the greatest incongruities of the present developmental approach (Gupta 1984). Stationary branches are not functional in reaching highly dispersed populations. It may be useful to have satellite branches that open on weekly market days at various locations. With such branches, people can link their consumption and production credit needs and avail of the small savings schemes of the banks.

Agents for Small Loans
Further, since the cost of transportation and therefore monitoring and supervision of loan accounts in such regions is also very high, the proposal for having repayment and small savings agents should be tried out on a pilot basis (Gupta, 1983).  There is no reason why banks cannot trust agents for these purposes when they can trust them for deposit mobilization.  Paying them may turn out to be a more viable alternative than making heavy investment on branch infrastructure, salaries, and overheads.

Portfolio Lending
A switchover should be made to the portfolio lending approach from the current single activity lending approach.  This will provide a built-in-alternative to enable transfer of resources from one enterprise to another. This will improve allocative efficiency over time and space at the borrower’s hour of need. The village moneylenders’ special appeal will also get reasonably reflected in the banks’ lending portfolio.

Monitoring
Currently, the major concern in monitoring is on the utilization of the loan for the purpose for which it was taken.  The Central Government should, instead focus on monitoring whether the portfolio diversity corresponds with the specific enterprise requirements of the poorer households in the different ecological regions.


It is obvious that the deficits accumulated over the years cannot be wiped away with the cash-flow in one cycle of a single activity. The recent policy of providing supplemental finance does not mitigate the specific need.  The more chronic the condition of drought in the region, the longer should be the time frame for achieving household viability.

Implementation Responsibility
There is commitment and initiative in lower levels of the bureaucracy, that is untapped and even discouraged. Senior administrators should be stopped from disowning responsibility for implementation. Senior administrators tend to take a complacent view that the plan is basically good and that they are not to be blamed for implemental snags. They have to support the drive available at the lower levels of the system and encourage a more flexible response to local needs and variations.

Lending for Common Property
Group based or common property based lending programmes should be developed for drought-prone areas where the social structure is more interdependent.

Credit for Women
Credit for women should be encouraged in the tribal areas where males have to migrate for family livelihood. 


Instead of monitoring compliance to rules, senior administrators should spot and build “creative deviants” in the system.

Box
Case Experiences of Rural Poor with Formal Banking

“We must borrow to live”
In village Undari, Moti Singh owned five acres of land in which two acres were irrigated. He did not borrow from any bank because of the inconvenience he apprehended. At times of need he borrowed money from a south Indian moneylender who was generally called the “madrasi bank”.  These moneylenders have settled there for a long time. They used to give loans as small as Rs. 20 out of which Rs. 2 were deducted initially and the money had to be returned in instalments of Rs. 5 each. These moneylenders employed musclemen to recover money from defaulters. Moti Singh borrowed about 16 kg of maize seed from another person in the village to whom he had to return 32 kg of maize after the harvest. In the event of failure, grain or equivalent money would be borrowed from the “madrasi bank” to pay back earlier debts.

“I and my Bania”
Sayari, a widow from Khattali, wanted to dig a well for irrigation purposes. The loan was sanctioned by a bank. She received the first instalment.


Of the instalment of Rs. 4,000 released earlier. Sayari spent Rs. 1,000 on the well and deposited Rs. 3,000 with the moneylender. The bank officer wondered why she borrowed the entire amount when she did not need all of it at that time. She informed that she had already borrowed from the moneylender for doing some work on the well, and was using the bank loan for paying him back. She would have to do so again if the next instalment also got delayed.....


She was not aware of the repayment schedule or of the subsidy amount. The matter came up during the action research.  An officer of the concerned bank in the research group took steps to get the subsequent instalments released.

“Don’t you go near a bank!”
Kunwar Singh from Rampura said that the process of getting a loan from the bank was cumbersome. He explained.


I went to the block office and was directed to meet the clerk and get a form filled. But the clerk was not there. I went the next day. Go the form filled in. He told me to get a photograph of mine. But I had no money with me, so went back to the village to see the Mahajan. He was not there and I returned to my place. Next day I could meet the Mahajan from whom I borrowed some money, but the photographer’s shop was closed. After a few days I collected the photograph and gave it to the clerk in the block office. He asked me to come the next day as some other form had to be filled in.


Next day I went to the block office only to know that I needed a certificate that there was no outstanding dues against me. I went to the bank in our block for this purpose. A clerk in the bank told me to get a nodue certificate from the tehsil. In the tehsil all kinds of registers were looked into and finally I was told that Rs. 68.25 was due in my name. I came back to my place.

After a few days I borrowed some money from one Karm Singh, paid my dues, and got the certificate which I gave to the bank clerk. After a few more days I gave my loan application. One day I met the clerk in the market. I asked him when I would get the bullocks. He told me you keep on enquiring about this; you will have to open an account also. I got Rs. 25 from my wife who was working as a water carrier in the Forest Department and opened an account.

“Let us make the purchase”
A farmer suggested:

........part of the loan given to purchase cow, buffalo, she got etc. is spent by BDO and doctor. When the farmer is given a loan, he should be given the right to spend that amount also. Goats, cows, and buffaloes are brought from outside. She-goats are purchased at the rate of Rs. 180 each. Such animals would not be bought in our market for even Rs. 80.... If the farmer is allowed  to purchase animals by himself he would buy the best and cheapest. He can pay the amount in the presence of the bank officials....

Too old for a bank loan!
Kuka of Pochak village said that the patwari and police officials ask for money for every piece of work. “If you do not pay, you are beaten up and threatened with imprisonment.” Once he went to a nearby credit society to apply for a loan to buy she-goats. He was told: “You are too old to be given any loan: call your son and also provide surety.”

“A Moneylender speaks.....”

Rural people come to us for credit ranging from Rs. 10 to Rs. 500. They think we are reliable and beneficial. They are not required to fulfill normalities like photographs, stamps, certificates, etc. We give them  credit at an interest rate of Rs. 3 to Rs. 5 per Rs. 100 per month. We give this at our own risk. We may give that at any time - 24 hours. This is the reason why people come to us even today.


Sahib, do not feel bad, but even people like you and well-to-do prefer to come to us for financial assistance for small amounts rather than go to a bank. In my opinion, social prosperity can be achieved with the cooperation of banks and traditional moneylenders....
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