
CHAPTER V 

RECOVERY PERFORMANCE AND THE PROBLEMS 

OF LOAN REPAYMENT 

5.1 Introduction 

Good recovery performance makes any financial institution more viable and 

self-sustainable . Speedy recovery of loans in Regional Rural Banks accelerates the 

pace and progress of rural development since credit is a dynamic input. It plays a 

pivotal role in the upliftment of the weakest of the weak (Sankariah and Reddy,_ 

1998). Without a sustainable recovery process the RRBs with their limited funds can -

not expand their lending operations. Thus, the timely recovery of loans is a 

prerequisite for continuous operation and very existence of such RRBs. On the other 

hand, growing overdues reveal that the RRBs have not maintained any balance 

between recovery and disbursement of loans. If overdues increase out of proportion, 

the loanable funds at the disposal of the RRBs would dry up and seriously affect its 

lending function. 

The loan repayment is dependent on proper utilisation of loans, selection of 

suitable scheme, supply of quality assets under different govt. sponsored schemes, 

availability of infrastructural and marketing facilities, generation of sufficient income, 

the willingness to repay, continuous supervision and follow-up visit, interest and 

initiative of the bank staff and other govt. agencies and above all the recovery 

management of the bank concerned (Das, 1998). So, it is observed that number of 

factors have contributed to mounting overdues and poor recovery of loans. All these 

factors have brought misery rather than solution. The poor recovery of loans has 

made the recycling of limited funds of the bank almost impossible and consequently, 

the profitability of the bank has been eroded. 

Recovery of advances is a matter of great concern for the health of any 

financial institution and the RRBs are no exception. Poor recovery rate has always 

been a major reason for the weak position of the RRBs. Agriculture and Rural Debt 

Relief Scheme (ARDRS) announced by the Government of India in 1990, 

notwithstanding its good intentions vitiated the recovery climate(Das, 1·998). Other 

populist announcements such as interest waiver scheme etc. by several State 

Governments have also resulted in ·expectations of similar concessions by the 



106 

borrowers. This has caused seriol!s setback to the banks' recovery efforts and the 

overdues went on mounting. NBARD's repeated emphasis on recovery ethics 

coupled with the banks' own efforts in educating the borrowers for timely repayment 

of loans have started yielding positive results (Review of Working of RRBs, 

NABARD, 1998). 

With this end in view, this chapter gives attention to some major aspects, 

such as recovery performance, NPA level, causes of poor recovery, recovery to 

credit disbursement ratio, purpose wise recovery position, relationship between 

loan amount and overdues etc. 

5.2 Methodology 

Our study on the recovery performance and the problems of loan repayment 

is based on secondary and primary data . For collecting primary data a schedule was 

specially designed for beneficiacies (Appendix II). We selected 240 beneficiaries/ 

borrowers at random from 12 villages of 6 branches' operational area in the district 

of Murshidabad under Murshidabad Gramin Bank to study the problems of recovery. 

The borrowers/beneficiaries were selected at random out of the lists of the borrowers 

provided by the Gram Pan·chayat office of the respective area as well as by the 

respective branch. 

The secondary data have been collected from the annual reports of the 

banks and it has been supplemented by various publications and reports published 

by either the RBI, or the NABARD or the Government ·of India and other financial 

institutions specially prepared in relation to the working of RRBs. 

For this purpose, we have interviewed some bank personnels, which includes 

Chairmen, General Managers, Senior Managers and Officers of different sections of 

the head office and some branch managers. 

5.3 Recovery Performance and NPA-Ievel of RRBs 

5.3.1 Recovery Performances of RRBs in West Bengal and in India 

At the national level the percentage of recovery to demand which stood at 

40.90% at the end of June 1992, increased to 69.0% as on 30 June 2000. But at 

the state level the percentage of recovery -to demand stood at 28.20% only as on 30 

June 1992 rose to 47% as on 30 June 2000 (Taqle 5.-1). During the period from 
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1992 to 2000, excepting 1993 in every year the average percentage of recovery of 

RRBs in West Bengal as well as in India increased as against the previous year. 

Table 5.1 : Recovery Performance and Overdues Position of RRBs in West 

Bengal and India (1999-2000) 

Year % of Recovery* to Demand % of Overdues** to Demand 

West Bengal India _ West Bengal India 

June 1992 28.20 40.90 71.80 59.10 

June 1993 27.3(;) 41.20 72.70 58.80 

June 1994 30.30 46.20. 69.70 53.80 

June 1995 33.50 . 51.00 66.50 49.00 

June 1996 33.90 55.20 66.10 44.80 

June 1997 34:10 56.62 63.90 43.38 

June 1998 37.99 60.56 62.11 39.44 

June 1999 43.98 63.97 56.02 36.03 

June 2000 47.00 69.00 53.00 31.00 

Source : Compiled and computed from statistics on RRBs and Annual Reports of RRBs 

(various issues) 

Notes: 

Total Amt. of Recovery 
* Percemtage of Recovery = ______ _ X 100 

Total Demand 

Total Amt. of Overdues 
** Percentage of Overdues = X 100 

Total Demand 
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Table 5.1 shows increasing trend of recovery percentage at the both levels • 

but in every year it was lower at the state level than the national level. As on 30 

June 2000 only 9 states recorded average recovery higher than the all India average. 

The highest recovery was recorded by the RRBs in Kerala (90%) followed by Punjab 

(85%) and Tamil nadu (84%) whereas in West Bengal it was only 47 percent (key 

Statistics on RRBs, 2001). 

Table 5.1 shows that the percentage of recovery to demand in India which 

remained as low as 41.20% as on 30 June 1993 has increased to 56.62% as on 30 

June 1997 and further rose to 60.56% as on 30 June 1998 and 63.97% as on 30 

June 1999 in India, but in West Bengal it was 27.30%, 34.10%,37.99% and 43.98% 

for those respective years. Thus, the comparative figures show that performance of 

West Bengal was worse compared to India as a whole. 

On the other hand, percentage of overdues to demand decreased in every 

year as against the previous year in India as well as in the state of West Bengal 

excepting the year 1993 for West Bengal, because, the relation between percentage 

of recovery and the percentage of overdues to demand is negative. But in most of the 

years the absolute amount of overdues to advances increased compared to the 

previous year. In West Bengal, amount of total overdues of all RRBs increased from 
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Rs. 5735.81 lakhs in 1990 to Rs. 1275861 lakhs in 1995 and further increased to 

Rs. 16036.881akhs in 1997 (Key Statistics on RRBs, NABARD, 1997) 

Table 5.1 shows that the percentage of overdues to demand stood at 71.80 

as on 30 June 1992 and it decreased to 53.00 as on 30 June 2000 in West Bengal. 

On the other hand, during this period, in India the percentage of overdues to 

demand declined from 59.10 to 31.00 and in every year it was lower than the state 

average. Therefore, in the case of percentage of overdues to demand also 

performance of West Bengal was unsatisfactory compared to India as a whole. 

The main factor affecting the health of RRBs is the poor recovery rate. The 

recovery performance of all RRBs is gradually increasing since 1991-92 after the 

setback caused by Agricultures and Rural Debt Relief Scheme (ARDRS) in 1990. 

The percentage of recovery to demand has increased from 40.9% by June 1992 to 

55.20% by June 1996. As on 31 March, at the all India level 11 RRBs achieved 

recovery level of more than 80%, 64 RRBs' recovery were between 60% and 80%, 

69 RRBs' recovery between· 40% and 60% and 52 RRBs still had recovery of less 

than 40% (Review of Working of RRBs, NABARD, 1997). · 

As on 30 June 1997, 14 banks had a recovery level of more than 80%, 67 

banks had a recovery level between 60% and 80%, 71 banks had between 40% 

and 60% and 44 banks had a recovery level of less than 40% (Review of Working of 

RRBs, NABARD, 1998). 

5.3.2 Asset Classification and Recovery of Non-performing Assets (NPAs 1) 

As per RBI guidelines on prudential norms; RRBs are required to classify 

their assets based on their performance and make prescribed provisions there 

against. Introduction of prudential norms brought out an awareness among the 

bankers regarding the need for ensuring quality lending. 

The asset classification and provisioning norms require RRBs to classify their 

outstanding advances into four broad groups, viz., (i) Standard asset, (ii) Sub

standard assets (iii) Doubtful assets and (v) loss assets. The gross loans outstanding 

of all RRBs in India as on 31 March 1998 of Rs. 9860.81 crore comprised of 

Standard assets of Rs. 6622.82 crore (67.2%), Sub-standard assets of Rs. 835.94 

crore (8.5%),- doubtful assets of Rs. 2015.43 crore (20.4%) and loss assets of Rs. 

386.62 crore (3.9%). Therefore, the . Gross Non-performing Assets (NPAs) 
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aggregated Rs. 3237.99 crore and formed 32.8% of the gross loans and advances 

outstanding as on 31 March 1998 (Review of Working of RRBs, NABARD, 1998). 

There was a gradual decline of all RRBs' NPAs from 43.1% as on 31 March 

1996 to 36.8% as on 31 March 1997 and further down to 32.8% as on 31 March 

1998 in India. This position clearly indicates the increasing attention paid by RRBs 

towards reduction of NPAs. The net NPAs of the RRBs worked out to 20.3% of Net 

Loans s on 31 March 1998 as against 21.3% as at the end of previous year. 

Table 5.2: NPA of RRBs in West Bengal and in India (1996-2001) 

Year 

Mar. 1996 

Mar.1997 

Mar.1998 

Mar,1999 

Mar.2000 

Mar.2001 

Average% ofNPA* to the 

Total Outstanding Advances 

West Bengal 

56.74 

49.34 

46.11 

42.76 

35.95 

28.00 

India 

43.07 

36.83 

32.08 

27.97 

22.58 

18.00 

Total amount of NPA 

West Bengal 

26179.25 

25267.43 

25746.99 

27938.61 

27266.08 

25581.92 

(Rs. in lakhs) 

India 

323241.21 

321086.88 

313055.35 

315543.55 

297738.66 

284668.02 

Source : Compiled and computed from Financial Analysis of Regional Rural Banks and 

Statistics on RRB? (various issues). 

Note : 

'Percentage of NPA = 
Quantum of NPA as at the end of the year 

X 100 
Total Outstanding Advances 

The information regarding the percentage of NPA decreased during the 

period from 1996 to 2001 of RRBs in West Bengal and in India in Table 5.2 which 

revealed the following. 

The average percentage of NPA of all RRBs in West Bengal which stood at 

56.74% as on 31 March 1996, reduced to 35.95% as on 31 March 2000 and further 

reduced to 28.00% as on 31 March 2001, indicating diminishing trend during the 
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period from 1996 to 2001. In every year during this period the percentage of NPA 

decreased as against the previous year. 

On the other hand, at the all India level the average percentage of NPA to 

the outstanding loan and advances of RRBs which stood at 43.07% as on 31 

March 1996, decreased to 22.08% as on 31 March 2000, and further decreased 

to18.00% as on 31 March 2001, indicating d~c;;reasing trend during the period from 

1996 to 2001 ahd also showing the growth of the percentage of NPA to the 

outstanding loans and advances over the previous year was negative anhat period 

(Table 5.2) and that's why the percentage reduced much. Therefore, data in Table 

5.2 discloses the fact that though there was a declining trend of average percentage 

of NPA to the total outstanding advances both in West Bengal and in India, yet at 

every year this percentage was lower for India compared to West Bengal. This 

implies that on an average; performance of India as a whole was better that of West 

Bengal a~ a whole. 

Table 5.2 shows that the absolute amount of NPA of RRBs in West Bengal 

as well as in India did not decline much, it lied between Rs. 25000 lakhs and Rs. 

28000 lakhs for RRBs in West Bengal and between Rs. 280000 lakhs and Rs. 

325000 lakhs for all RRBs in India. It can be seen that the amount of NPA of RRBs 

. in West Bengal wa!; Rs. 26179.25 lakhs at the end of March in 1996 and it declined 

to Rs. 25581.92 lakhs as on 31 March 2001 and at the national level it was Rs. 

323241.21 lakhs. and Rs. 284668.02 lakhs at the respective years. 

RRBs have · gradually improved their recovery performance and brought 

down their levels of NPAs over the last few years, although they are still high (Table 

5.3). The proportion of doubtful assets in NPA was high but growth of this over the 

year was negative. This ·proportion was also even more troublesome. Table 5.3 

shows that the percentage of standard assets to the total assets of RRBs in the 

country increased from 56% in 1995-96 to 72% in 1998-99, indicating rising trend 

during the period from 1995-96 to 1998-99. On the other hand, the substandard, 

doubtful and loss assets came down from 9%, 28% and 6% in 1995-96 to 8%, 17% 

and 3% in 1998-99 respectively and the NPA came down from 43% in 1995-96 to 

28% in 1998-99 showing a decreasing trend during the same period. At that period 

in last three years the percentage of sub-standard assets remained same at 8%. On 

the other hand, the recovery level of RRBs in the country rose frorn 56% in 1995-96 

to 64% in 1998-99 and showing an increasing trend during that period. 
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Table 5.3 :Assets Classification, NPAs and Recoveries of RRBs in India 

(Percentage) 

Asset Classification 

Standard 

Sub-standard 

Doubtful 

Loss 

NPA 

Recovery 

1995-96 

56 

9 

28 

6 

43 

56 

1996-97 1997-98 

63 67 

8 8 

24 20 

5 4 

37 33 

57 61 

Source : Report of the Expert Committee on Rural Credit, NABARD. 

Note : Figures have been rounded to the nearest integer. 

1998-99 

72 

8 

17 

3 

28 

64 

5.3.3. NPA-Position : A Comparative Estimate with Some Other States in the 
Country. 

According to the Expert Committee on Rural Credit as on 31 march 2000 a 

dozen RRBs spread over Anadhra Pradesh, Gujarat, Haryana, Karanataka and 

Kerala had excellent records on indicators such as C-D ratios, recoveries and 

NPAs (under 14%). Not surprisingly, they also earned profits ranging between Rs. 

50 lakhs and Rs. 16 crore. But RRBs in some north-eastern, eastern and central 

states had alarmingly high levels of NPAs which are given in the following Table 5.4. 

Table 5.4 : NPA Position in Select States of India 

31 March 2000 31 March 2001 

States No. of RRBs NPA(%) NPA (%) 

Tripura 1 76 64 

Manipur 1 52 46 

Nagaland 1 44 42 

Mizoram 1 45 35 

Bihar 22 40 23 

Meghalaya 1 40 45 

Assam 5 37 33 

West Bengal 9 36 28 

Uttar Pradesh 40 36 27 

Source : Report of Expert Committee on Rural Credit and Statistics on RRBs, 
NABARD. 
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As on 31 March 2000 sixteen RRBs had NPA levels of over 50% in the 

country. At that time, NPA level of the State of Tripura was 76% and followed by the 

state of Manipur by 52% and as on 31 March 2001 it decreased to 64% and 46% 

respectively. But in Kerala, Himachal Pradesh and Tamil Nadu States NPA levels 

were only 5%, 6% and 6% respectively as on 31 March 2001 (Key Statistics on 

RRBs, NABARD, 2001 ). The main obstruction to good recovery had made an 

inimical or unfriendly environment. Political leadership of the state concerned must 

bore the responsibility for rectifying that situation~ The proposed re-capitalisation 

assistance and other such support should be contingent on State Governments 

action to help improve recoveries and reduce NPAs. Their failure to help in this 

regard should be taken as their indifference to the continued existence of RRBs in 

their state and RRBs involved may be selected for winding up (Key Statistics on 

RRBs, NABARD, 2000, 2001). 

5.4 RRB-wise Recovery Position in West Bengal 

The State of West Bengal is being served by 9 RRBs with a network of 871 

branches spread over all the 18 districts of the state as on 31 March 2001. It can be 

seen from Table 5.5 that although the recovery performance of the RRBs was not 

satisfactory·, still it has ·somewhat improved in most cases. Five RRBs, viz. 
. . 

Bci'rdharrian, Howrah, Mayurakshi, Murshidabad and Uttar Banga Kshetriy~ gramin 

banks n:~c:;ord~d recovery. over . 50% at the end of · March of 2001. It· is ·not 
' <, -.. • 

coincidental that these five banks· have turned around, while some of the RRBs 

have almost doubled their recovery in a time span of four years, others are 

continuing with the marginal improvement of recovery . 

.. The information regarding the percentage of recovery during the period from 

1992to 2001 by RRBs in th.e state of West Bengal is presented in Table 5.5, which 

reveais the following : 

As on. 30 June 4000 the recovery percentages of all RRBs of the state 

increased to a significant leVel in comparison to the year of 1992 along with the 

average figure at the state level, but during the pedod from 1992 to 2000 the Table 

5.5 is showing a mixed trend for all RRBs as well as at the state level figure. The 

average percentage of recovery to the demand of RRBs of the state rose from 

28.22% as at the end of June 1992 to 47.00% as on 30 June 2000 and excepting 



Table 5.5: Recovery Perform;mces of all RRBs of West Bengal 

Year GGB Mal.GB Mayu.GB UBKGB SGB 

June 1992 25.27 33.89 26.26 18.20 . 23.26 

June 1993 27.83 29.99 25.48 23.60 31.28 

June 199~ 30.20 30.07 30.43 29.95 27.64 

June 1995 3090 32.99 40.17 30.03 27.60 

June 1996 30.10 36.00 41.82 31.74 27.68 

June 1997 32.26 38.21 40.74 49.92 35.59 

June 1998 29.80 40.05 36.97 NA 39.77 
, 

June 1~99 34.90 45.14 49.14 51.77 41.00 

June 2000 45.00 49.00 50.00 51.00 36.00 
; 

Source : Compiled from data based on Statistics on RRBs (various issues) 
Recovery 

Notes : * Percentage of Recovery = X I 00 
Demand 

NA : Not Available 
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(Percent*) 

BGB HGB NGB MGB W.B. 

21.21 42.45 32.92 30.40 28.22 

20.50 36.00 35.23 23.51 27.27 

40.02 27.11 39.32 24.90 30.26 

42.24 24.85. 40.79 34.92 32.20 . 

53.89 26.75 44.10 52.05 34.35 

50.47 40.63 40.80 36.44 38.92 

48.85 NA 41.59 58.85 37.99 

49.10 42.00 44.02 59.71 43.98 I 

55.00 55.00 47.00 61.00 47.00 
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1993, in every year during that period the growth of it over the previous year was 

positive. 

Fig. 5.2: Bank-wise Recovery performance of RRBs in West 
Bengal (1992) 
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Fig.5.3: Bank-wise Recovery Pertonnance of RRBs in West 
Bengal (2000) 
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The percentages of recovery of GGB, Mayu.GB and MGB increased around 

two times during the period , as on 30 June 1992 were 25.27%, 26.26% and 

30.40%, rose to 45.00%, 50.00% and 61.00% as on 30 June 2000 respectively. 

But the figure for GGB in every year during that period was lower than the state level 

and also the national level (Table 5.1). MGB recorded the highest recovery in the 
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state at 61.00% as on 30 June 2000 and this time the figure of Mayu.GB was also 

greater than the state level. 

As on 30 June 2000, the percentage of recovery to the demand of UBKGB 

and BGB increased from 1.8.20% and 21.21% as on 30 June 1992 to 51.00% and 

55.00% and respectively, had shown ~bove and almost two fold growth during the 

period from 1992 to 2000. For both the RRBs the percentages of recovery to the 

demand were greater than the state level as on 30 June 2000. 

Table 5.5 also shows that the rest four RRBs viz. Mal. GB, SGB, HGB and 

NGB increased their recovery percentages at that period also, but these were not 

satisfactory. The percentages of recovery for these banks· rose from 33.89%, 

23.26%, 42.45% and 32.92% as on 30 June 1992 to 49.00%, 36.00%, 55.00% and 

47.00% as on 30 June 2000 respectively. Out of these banks the recovery 

percentage of SGB was lower than the state level only and for NGB it was equal to 

the state level and for the rest two RRBs viz. Mai.GB and HGB were higher than the 

state level at the end of June 2000. But no RRBs in West Bengal touched the 

percentage of recovery of RRBs at the national level (i.e., 69%). This again 

discloses the fact that state performance is below that of national. 

It may be pertinent to mention here that some of the RRBs have introduced 

novel and innovative scheme~ to improve their: . .r.ecovery performance. One such 

example. is MA02 "(Many.against One)" concept introduced by Bardhaman Grmin 

Bank, which has yielded good ~esults in the recovery of NPA accounts. 

5;5 RRB .. wise NPAs in WestBengal 

Non-performing assets have been considered quite high in the case of RRBs 

in West Bengl, although there has been a significant improvement in the same in 

recent years. For the RRBs of the state NPA-positions were always higher than the 

national level during the period from 1998 to 2001 which indicate their non

satisfactory recovery position in comparison to the all India leveL 

The data on the NPAs of RRBs in West Bengal during the period from 1998 .. . 

to 2001 is presented in the Table 5.6 which revealed the following : 

The NPA-percentages to the outstanding loan and advances of all RRBs in 

West Bengal decreased during the period from 1998 to 2001. Mayu.GB had kept 
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its NPA percentage at the minimum level. For this bank the NPA percentage declined 

from 32.45% at the end of March 1998 to 15.00% as on 31 March 2001, i.e., it 

Table 5.6: RRB-wise NPAs in West Bengal (1993-2001) 
(Percent) 

NameofRRBs Mar.1998 Mar.1999 Mar.2000 Mar.2001 

GGB 48.76 52.31 45.53 30.00 

Mal.GB 41.30 39.83 32.24 26.00 

Mayu.GB 32.45 31.38 ·.:' 20.71 15.00 

UBKGB 53.96 46.98 39.00 28.00 

NGB 42.62 41.14 46.20 42.00 

SGB 53.70 54.03 44.88 35.00 

BGB 45.66 28.49 27.56 25.00 

HGB 45.13 40.06 36.38 24.00 

MGB 49.67 36:27 23.58 25.00 

WB 46.11 42.76 35.95 28.00 

Source: Compiled from data based on Statistic on RRBs (various issues), 
NABARD 

declined by 17.45% points which indicates the satisfactory performance of the bank 

regarding recovery of loans. The NPA percentage of Mayurakshi Gramin Bank 

(15.00%) vilas the lowest in the state. For the Mayu. GB and BGB this was lower than 

the state level in eve"ry year during 1998-2001. In case of 8GB it decreased from 

45.66% in 1998 to 25.00% in 2001, i.e., it declined by 20.66% which also indicates 

satisfactory perfor-mance of the bank. 

At the state level it ranged between 46.11% and 28.00% during the period 

from 1998 to 2001 which was higher than national level which ranged between 

32.08% and 18.00% during that period. (Table 5.2). For GGB and SGB it ranged 
., 

between 48.76% and 30.00% and 53.70% and 35.00% respectively during that 

period. At that period in every year NPA percentages of GGB and SGB were higher 

than the state level as well as national level. 
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At the same period the percentages of NPA of MGB, Mai.GB and HGB fell 

significantly from 49.67%, 41.30% and 45.13% to 25.00%, 26.00% and 24.00% 

respeCtively. As on 31 March 2001 the NPA percentages of these three banks were 

lower than the state level but higher than the national level. 

More or less all RRBs in the state improved their recovery and consequently 

improved the NPA level, but for NGB this was not true, because the NPA level 

decreased by 0.62% only which was minimum among state's RRBs. Table 5.6 

shows that the percentage of NPA for NGB decreased from 42.62% ·in 1998 to 

42.00% in 2001 i.e., decreased by 0.62% only which indictes the unsatisfactory 

performance of the bank. 

The NPA level in RRBs of the state has been high in past due to low 

repayment (recovery) performance. This was mainly due to poor quality of loan 

portfolio which consisted of substantial share of lending under Government 

sponsored programmes. In the year 1996-97 the bnurden of provisioning for NPA 

vilas very high and profitability took a sharp beating. Subsequently, in every year 

the need for additional provisioning for NPA was low which has contributed 

substantially in improved profitability. 

5.6 Causes of Poor Recovery of Loans 

Recovery of loans is a good indicator of the success of any lending 

institution. But in case of RRBs it presented. a gloomy picture, although the 

situation has improved recently. A frequency distribution of RRBs according to 

percentage of recovery to total demand as at the end of June 1986 had shown that 

45% of the RRBs in India had a recovery of 50% and below (Velayudham and 

Sankarnarayanan, 1990). But as on 30 June 2000 it improved to 69% at the 

national [evel and as many as 70 RRBs had recovery level above this national level. 

In Kerala, Tamil Nadu, Punjab the recovery performance in respect of RRBs was 

satisfactory, but in Nagaland, Tripura, West Bengal, Orissa and Bihar it was very 

unsatisfactory. 

To assess the magnitude of the problem in the case of Murshidabad Gramin 

Bank (MGB), we interviewed 240 beneficiaries and some bank personnels both at 

the branch and head office levels through tvito separate structured questionnaires 

designed for this purpose. The heavy incidence of overdues in the case of MGB is 



119 

attributable to a host of internal and external factors. We have identified, through 

over field investigation, the following internal factors contributing to low recovery 

(i) Improper identification and selection of borrowers; 

(ii) Defective loaning policies ; 

(iii) Deficiencies in the processing of loan applications ; 

(iv) Weak monitoring and supervision of bank personnels ; 

(v) Inadequate infrastructural facilities in villages ; 

(vi) Ineffective follow-up over end-use of credit; 

(vii) Conversion of short term loans into medium term loans ; 

(viii) Lack of sufficient field level staff ; 

(ix) · Apathy towards recovery ; 

(x) Misuse, abuse and diversion of credit ; 

(xi) Misconception of some of the borrowers that they are not 

going to get the finance again once the present loan is 

repaid; 

(xii) Bank-personnels' agitation for wage parity with the staff of 

commercial banks ; 

(xiii) Granting of loans without ensuring adequate supply of inputs 

and marketing arrangements ; 

(xiv) Failure to link lending with development and to ensure proper 

end-use of the loan. 

On the other hand, among the external factors contributing to low recovery 

rate were found to be as follows : 

(i) Political intervention in the 

a) Sanction of loans ; 

b) Postponement of due dates; 

c) Waiving of interest ; 

d) Imposition of moratorium 
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ii) Natural calamities, such as droughts and floods ; 

iii) Wilful defaults ; 

iv) Lack of legal and administrative support from the State 

Government in the matter of loan recovery; 

v) Frequent failure of crops, low yield and delay in the disposal of 

produce are responsible for the poor recovery of agricultural 

loans. 

vi) In the case of sericulture, diseases of silkworms arid volatile 

fluctuations in the prices of cocoons are the chief reasons for non 

repayment of advances ; 

vii) In respect of small businessmen, the main causes are insufficient 

amounts of loans ; 

viii) The rural artisans are unable to repay the loan instalments in time 

due to working capital shortage, slack season business, scarcity of 

certain inputs, insufficient knowledge of funds management , lack 

of entrepreneurship, ab~ence of proper training and economically 

unviable and technically non-feasible schemes. 

ix) Lack of feed, inadequate medical facility and diseases of birds are 

the primary causes for the poor collection in poultry loans. 

x) With regard to dairy, shortage of fodder, improper maintenance, · 

lack of cooperation of insurance agencies at the required time, 

distant location and poor condition of veterinary hospitals, etc. 

are also reported to be the factors responsible for poor recovery. 

An analysis of state~wise overdues shows that in some of the agriculturally 

·.developed states like Punjab and Haryana the size of overdues is considerably 

smaller than in other states. Similarly, in the states where the loans were made for 

investment purposes like irrigation, tube wells, purchase of tractors and agricultural 

implements show better recovery. Generally, recovery was poor in respect of loans 

sanctioned under IRDP and other poverty alleviation programmes (Velayudham and 

Sankarnarayanan, 1990). 

Recovery of the loans advanced to the needy has a direct bearing . on the 

economic survival, efficiency and prosperity of the bank. The rising proportion of 
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overdues has serious implications. The inadequacy or non-repayment of loans or 

burden of overdues inhibits the ability of the RRBs to recycle the funds which in turn 

necessitates increasing dependence of these banks qn external sources particularly 

refinancing institutions. Non-payment of bank-dues by a section of the borrowers 

would only mean_denying the benefit to other borrowers. Poor performance in matter 

of recovery also cripples the capacity of the RRBs to draw refinance from apex 

institutions ·because banks' eligibility criteria are linked with their recovery 

performances. Every RRB, therefore, has to be very careful while sanctioning credit 
\ . 

and take every precaution to ensure timely recovery of advances. 

5. 7 Recovery Percentage and Its Relationship with Land Holding, Level of 

Income, Family Size, Sex, Age, Caste and Educational Status of the 

Borrowers 

Recovery percentage depends on different types of factors. Out of these 

some major factors are land holding, level of income, family size, sex, caste and 

educational ptatus. To study the importance of these factors at the micro level, we 

surveyed 240 beneficiaries of 12 villages belonging to the 6 selected branches of 

. Murshidabad Gramin Bank (MGB). Regarding recovery percentage, among the 6 

selected branches,. two branches were grouped under the 'good' category, two 

branches under the 'satisfactory' category and rest two under the 'poor' category . 

. The branches are defined as good performance branches whose average recovery 

rate over the 10-year period from 1992-93 to 2001-02 lies at 50% and above. For 

satisfactory performance branches it lies at 40% and below 50% and the 

corresponding figure for poor performance branches lies at below 40% during that 

period. 

The details of field survey regarding recovery percentage and its relationship 

> with land holding, level of income, family size and sex are presented in Table 5.7 

which expose the following : 

'5.7.1 Size of Land 

Out of the total 240 borrowers, 22 (9.17%) borrowers are landless and 97 

(40.42%) borrowers arein the lowest category of land size (upto 1 acre), 80 (33.33%) 

·. borrowers are of 1.1 to. 2 acres land size and rest 41 (17.08%) belong ~o above 2.0 

acres category (Appendix IV). 54.55% of landless borrowers and 35.05% borrowers 

of land size group upto 1 acre have re~orded their recovery up to 25% only, i.e., 



Table 5.7: Recovery Percentage and Its Relationship with Land Holding, Level of Income, Family Size and Sex. 

Percentage Land Holding 
of Recovery 

Landless Upto 1.1 to Above 
1.0 acre 2.0 acre 2.0 acre 

Upto 25% 12 34 29 II 
(54.55) (35 .05) (36 .25) (26.83) 

26%to 50% 4 20 12 7 
(18.18) (20 .62) (15 .00) (17.07) 

51% to 75% 2 9 II 4 
(9.09) (9.28) (13.75) (9 .76) 

76%to 1000% 4 34 28 19 
( 18.18) (35 .05) (35.00) (46.34) 

Total 22 97 80 41 
(100) (100) (100) (100) 

--- ·--

Source : Computed from data based on Field Survey. 
Note : Figures in brackets are percentages share to total 

* Annual income of the borrowers. 

Less than 
Rs.SOOO 

3 
(37.50) 

2 
(25.00) 

I 
( 12. 50) 

2 
(25.00) 

08 
(100) 

Level of Income* Family Size 

Rs.5000 Rs. IOOOI Above 1-4 S-6 7 and 
to 10000/- to 15000/- Rs.ISOOO above 

37 28 18 16 42 28 
( 42.53) (3 1.82) (31.58) (28.57) (36.84) (40 .00) 

18 15 8 8 21 14 
(20.69) (17.05) (14 .04) (14.29) (18.42) (20.00) 

7 10 8 9 8 9 
(8 .05) ( 11.36) ( 14.04) (16.07) (7 .02) ( 12.86) 

25 35 23 23 43 19 
(28 .74) (39 .77 ( 40.35) ( 41.07) (37.72) (27.14) 

87 88 57 56 114 70 
(100) (100) (100) (100) (100) (100) 
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Sex 

The no. of The no. of 
male Female 

Borrowers Borrowers 

82 4 
(37 .81) ( 18.18) 

41 2 
(18.81) (9 .09) 

23 3 
(I 0.55) ( 13.64) 

72 13 
(33 .03) (59.09) 

218 22 
(100) (100) 

-
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they have overdues upto the level of 75.% and above. Besides, 36.25% and 

26.83% borrowers of land size groups 1.1 to 2.0 acres and above 2.0 acres have 

recorded the recovery upto 25% (Table 5.7). 

On the other hand, in the case of 46.34% -borrowers of land size group above 

2.0 acres the recovery of loan was in the range of 76% and 100%, whereas it was 

18.18% only in the case of landless borrowers. But in the case of recovery 

percentages of the ranges between 26% to 50% and 51% to 75% the percentage 

of borrowers of the four categories of land holders ranges between 15 to 20.62. 

However, no definite relationship is found between the recovery percentage 

and the size of land of the borrowers, though it may be said that the recovery 
·.] 

position of borrowers with higher land size category was better than that of the 

lowest land size category and landless borrowers. 

5.7.2 Level of Income 

It can be seen from the Table 5.7 that in the case of 37.50% and 42.53% 

beneficiaries ofthe low level income groups (less than Rs. 5000 and Rs. 5000 to Rs. 

1 0000) recovery rate was 25% or less. While, in the next two higher income groups 

(Rs. 10001 to Rs. 15000 and above Rs. 15000) rate of recovery is upto 25% for 

· 31.82% and 31.57%. beneficiaries respectively. However, the recovery percentages 

in the ranges of 26o/o to 50% show an inverse relationship between level .of income 

of beneficiaries and the percentages of recovery; i.e., lower the level of income better 

the recovery percentage and vice-versa. However, in the range of 51% to 75% 

recovery, the picture is mixed. While between the levels of income and the 

recovery rate, i.e., higher the income level better the recovery and vice-versa. 

5.7.3 Family Size 

Table 5.7 shows that in the case of 40% borrowers with family size 7 and 

above recovery rate is 25% or below. On the other hand, 36.84% and 28.57% of 

borrowers with famiiy size 5-6 and 1-4 respectively fall in the range of upto 25% 

recovery rate. Then in the case of 26% to 50% recovery rate also. the same pattern 

is repeated , i.e., lower the family size , lower the number of beneficiaries falling in 

this category. However, 51% to 75% recovery rate is represented by mixed 

categories of families. But, it can be seen that in the 76% to 100% recovery rate the 
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smaller the family size , the larger the percentages of beneficiary families. This 

implies that smaller-sized families are in a better position to repay loans and vice

versa. 

5.7.4 Sex.(Male and Female) 

It can be observed from the same table that gender has a bearing upon 

recovery performance of the borrowers. It can be seen that 37.81% of male 

borrowers belong to the category of upto 25% recovery, while only 18.18% of 

female borrowers belong to the same (low) recovery percentage. In the range of 26% 

to 50% recovery rate (which is also a relatively lower range) the percentage of male 

borrowers is higher than that of female borrowers. But in the case of higher recovery 

percentages, viz., in the 51% to 75% and 76% to 100% recovery ranges, the 

percentage of female borrowers are relatively higher than the male borrowers. The 

figures, therefore, indicate that the female borrowers are more conscious , sincere 

and able to repay loans compared to the male borrowers. 

The information regarding recovery percentage and its relationship with the 

age, caste and educational status of borrowers are furnished, computed from data 

based on field survey is given in the Table 5.8, which exhibits the following pattern: 

5.7.5 Age of the Borrowers (years) 

Distribution of borrowers according to their age showed an impact on the 

recovery of overdues. An interesting observation as revealed from the Table 5.8 is 

that borrowers within the age group of 31-40 have made lowest repayment of loans, 

38.02% of this group have overdues in the range of 76% to 100%, i.e., they repaid 

their loans upto 25% only. Whereas, the highest repayment was made by borrowers 

in the age group of 20-30. It is seen from the same table that 76% to 100% of 

recovery of loans could be made from 50% of borrowers of this age group. While 

only 33;06% of the borrowers of age group of 31-40 repayed of their overdues in the 

same range, followed by the age groups of 41.-50 and above 50 years (36.36% and 

33.33% respectively). This signifies that borrowers in the age group of 20-30 are 

better off, sincere and conscious relative tothe beneficiaries of otherage groups. 

Hence, it is desirable that bank give due consideration to this age group while 

·granting loan. 
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Table 5.8 : Recovery Percentage and Its Relationship with Age of Borrowers, Caste and Educational Status. 

Percentage of Age of Borrowers (Yrs.) Caste Educational Status 

Recovery 20-30 31-40 41-50 Above 50 General Muslim SC/ST OBC Illiterate Primary Secondary H.S. & above 

0% to 25% 4 46 27 9 13 39 28 6 5 44 23 14 
(22.22) (38.02) (35.06) (37.50) (35.14) (39.00) (35.44) (25.00) (45.45) (36.07) (36.5 I) (31.82) 

26% to 50% 3 22 14 4 7 19 14 3 3 . 25 10 5 
(16.67) (18.18) (18.18) (16.67) (18.92) (19.00) (17.72) (12.50) (27.27). (20.49) (15.87) (11.36} I . ~ 

51% to 75% 2 13 8 3 4 8 8 6 I lO 8 7 
(11.11) (10.74) (I 0.39) (12.50) ( 10.81) (8.00) (10.13) (25.00) (9.09) (8.20) (12.70). (15.90) 

76% to 100% 9 40 28 8 13 34 29 9 2 43 22 18 
(50.00) (33.06) (36.36) (33.33) (35.14). (34.00) (36.71) (37.50) (18.18) (35.25) (34.92) (40.90) 

Total 18 121 77 24 37 100 79 24 11 ' 122 '63 44 

(100) (100) (100) (100) (100) (100) (100) - (!0'!) - (100) (100) (100) . (100) 

Source : Computed from data based on Field Survey 
Note : Figures in brackets are percentage share to total. 



126 

5.7.6 Caste and Recovery of Loan 

It is clear from Table 5.8 that the distribution of sample beneficiaries on the 

basis of caste indicates a negligible correlation between the caste and the recovery 

of the overdues. Beneficiaries of upper caste groups (general and muslim) repaid 

little less their dues than those of the lower caste groups (SC/ST and OBC). The 

percentages of beneficiaries who have overdues of 75% and above are 39%, and 

35.14% respectively for Muslim and general beneficiaries . Beneficiaries with such 

overdues is 35.44% in the case of SC/ST and 25.00% in the case of OBC 

beneficiaries . On the other hand, in the range of higher percentage of recovery (76% 

to 1 00%) general , musl im, SC/ST and OBC categories constitute 35.14%, 34.00%, 

36.71% and 37 .50% respectively . However, figures from all other related figures , it 

appears that recovery rate is better from OBC categories , compared to all other 

categories . 

5.7.7 Educational Status 

It can be observed from the sal"!le Table 5.8 that a moderately significant 

relationship can be found between educational status and the recovery of loans. The 

percentages of beneficiaries who repaid loans only upto 25% are 45.45% and 

31.82% respectively for illiterate and H.S. al)d above borrowers . The corresponding 

figures of recovery for these two groups of borrowers in the range of 51 % to 75% 

and 76% to 100% are 9.09%, 15.90% and 18.18%, 40.90% respectively. Whereas, 

these figures for beneficiaries both having educational qualification of primary and 

secondary level are more or less equal. 35 .25% and 34.92% of these beneficiaries 

repaid the overdues in the range of 76% to 100%. But these are marked differences 

in the repayment figures between illiterate and higher educated borrowers. Thus, it 

can be said that beneficiaries of higher educated status are more conscious, sincere 

and able to repay their overdues. 
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5.8 Defaulters and Non-defaulters : Relationship with their respective Size of 

land, Level of Income, Family Size, Sex (Male and Female), Age Group, 

Caste and Educational Status. 

To reveal the relationship between the borrower's behaviour about payments 

of dues with their respective size of land,· level of income, family size, sex, age 

group, caste and educational status, the total borrowers (240) are divided into two 

categories, vix. Defaulters and non-defaulters. Those borrowers who have repaid 

less than 100% of their dues are treated as defaulters and who have repaid 1 00% 

of their dues or got released · by compromise settlement are treated as non

defaulters. 

The detailed figures of defaulters and non-defaulters with respect to land 

holding, level of income, family size and sex (male and female) from the data based 

on field survey are presented in the Table 5.9 which disclose the following : 

5.8.1 Land Holding 

Distribution of borrowers on the basis of their land holding ·indicates different 

impact on the recovery of the overdues; 81.82% of landless borrwers and 73.20% 

borrowers having land size upto 1 acre (3 bighas) have not at all repaid their dues, 

i.e., only 18.18% and 26.80% of those groups have paid 100% of their dues. In the 

next land size group (1.1 to 2.0 acres) 71.25% borrowers have defaulted. 

The corresponding figure is 60.98% for the highest land size group (above 

2.0 acres), i.e., only 39.02% borrowers of this group have paid their dues fully. Thus, 

it may be said that the average percentage of defaulters in the higher land size 

groups was low; while in the lower land size groups the average percentage of 

defaulters were higher. 

5.8.2 Level of Income 

It can be observed from the Table 5.9 that the level of income affects the 

recovery performance of the borrowers. It appears from the table that in the lowerst 

income group (less than Rs. 5000) the percentge of defaulters was 75.00% as 
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Table 5.9 : The Number of Defaulters and Non-Defaulters with Respect to Land Holdings, Level of Income, Family Size and Sex. 

Type of Land Holding 
Borrow- Landless upto 1 acre 1.1 to Above Less than 

ers 2 acre 2.0 acre Rs.SOOO 

Defaulters 18 71 57 25 6 
(81.82) (73.20) (71.25) (60.98 (75.00) 

Non- 4 - 26 23 16 2 
Defaulters (18.18) (26.80) (28.75) (39.02) (25.00) 

Total 22 97 80 41 08 
(100) (100) (100) (100) (100) 

--- -

Source : Computed from data based on Field Survey. 
Note : I. Figures in brackets are percentages share to total 

2(a) Defaulters are those who have paid below 100% of their dues 
2(b) Non-Defaulters are those who have paid 100% oftheir dues. 

* Annual income ofthe borrowers. 

Level of Income* Family Size Sex 
Rs.SOOO to Rs. 10001 Above 1-4 5-6 7 & The no. · The no. 

Rs.IOOOO to Rs.15000 15000/-: above of male of ·female 
borrower borrowers 

67 60 38 35 82 54 161 10 
(77.01) (68.18) (66.67) (62.50) (71. 93) (77.14) . (73.85) (45.45) 

-~ 

20 28 19 21 33 16 57 1i 
(22.99) (31.82) (33.33 (3 7 .50) (28;07) (22.86 (26.15) (54.55) 

I 

87 88 57 56 114 70 218 22 
(100) (100) (100) (100) (100) (100 (100) (100) I 

I 
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against 66.67% in the highest income group (above Rs. 1500 p.a.). The 

corresponding figure was the highest (77.01 %) in the case of borrowers having 

annual income level in the range of Rs. 5000 and Rs. 10000. It was 68.18% of the 

income group of Rs. 1001 to Rs. 15000 p.a .. This clearly indicates that there is an 

impact of income level on the repayment behaviour of the borrower defaulted. As a 

result, the higher income groups have repaid more than those of the low income 

groups. 

5.8.3 Family Size 

It can also be seen from the Table 5.9 that the size of family has some 

impact on the payment of dues of the borrowers. The percentage of defaulters in he 

highest fmily size (7 and above) was the highest (77.14%) followed by the family size 

group of 5-6 at 71.05%. The corresponding figure. was the lowest (62.50%) for the 

lowest family size group of 1 - 4. That means the lowest family size group has repaid 

the highest and highest family size group had repaid the lowest percentage of their 

dues. 

5.8.4 Sex (Male and Female) 

A close look into the table 5.9 reveals that · 73.85% of male borrowers was 

defaulters, while it was 45.45% for female borrowers. Consequently, only 26.15% of 

niale borrowers was non-defaulters as against the 54.55% of female borrowers. 
. . . 

Thus, it my be said that the repayment performance of male borrowers was bad- iri 

comparison to the female borrowers. 

On the basis of field survey data,' the details about the figures of defa~lters 

and non-defaulters with respect to the age, caste and educational status are given in 

the Table 5.10 which revealed the following·: 

5.8.5 Age of the Borrowers (years) 

It can be observed thafthere is no definite relationship between the number 

of defaulters and their age. The proportion of defaulters in the age group of 31-40 
. . . 

was the highest (73.55%), while it was lowest (55.56%) in the age group of 20-30. 

The corresponding figures are 71.43% and 70.83% in the age groups of 41-50 and 

above 50 respectively. As a result, the proportion of non-defaulters was highest in 

the age group of 20-30 and it was lowest in the age group of 31-40. Thus, it may be 
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Table 5.10 : The Number of Defaulters and Non-Defaulters with Respect to Age of Borrowers, Caste and Educational Status. 

Type of Borrower~ Age of Borrowers (years) Caste Educational Status 

20-30 31-40 41-50 Above 50 General Muslim SC/ST OBC Illiterate Primary Secondary H.S. and 
above 

Defaulters · 10 89 55 17 26 76 53 16 9 ' 90 45 27 
(55.56) (73.55) (71.43) (70.27) (70.27) (76.00) (67.09) (66.67) (81.82) (73.77) (71.43) (61.36) 

Non-Defaulters 8 32 22 7 11 24 26 8 2 32 "18 17 
(44.44) (26.45) (28.57) (29.73) (29.73) (24.00) (32.91)(33.33) (18.18) (26.23) (28.57) (3 8.64) 

Tbtal '''· 18 121 77 24 37 100 79 24 .11 122 63 44 
(100) (100) (100) (100) (100) (100) (100) . (100) (100) (100) (100) (100) 

". -~~ 

Source : Computed from data based on Field Survey 
Note : I) Figures in brackets are percentage share to total 

II) Defaulters are those who have paid below I 00% of their dues. 
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an important considertion to the bank while granting loans, though there was no 

definite relationship between the number of defaulters and their age. 

5.8.6 Caste 

The Table 5.10 also shows that there exists relationship in the repayment 

behaviour with the caste group of borr_owers. The percentage of defaulters was the 

highest among the Muslim borrowers (76.00%) followed by the general (Hindu) 

borrowers (70.27%), whereas this percentage of .the lower caste SC/ST _and OBC 

were 67.09% and 66.67% respectively. The percentage of non-defaulters was the 

highest among OBCs. Hence, the lower caste groups appreared to be comparatively 

better than higher caste groups in repayment of their dues. 

5.8. 7 Educational Status 

It can be observed from the same Table 5.10 that the percentage of 

defaulters in the illiterate group was the highest (81.82%), followed by the next 

educational status group (having qualification upto Primary) of 73.77%. the 
-

corresponding figures are 71.43% and 61.360jo respectively for the other two higher 

educational status groups (i.e., Secondary, and H.S. and above). It, therefore, 

appears from the ·table that the proportion of non-defaulters was the highest (38.64) 

in the highest .educational status group having educational qualification H.S. and 

above. This indicates, therefore, that beneficiaries with· comparatively of higher 
. . .· . 

educational status have repaid more of their dues than those ,af illiterate and other 

two lower educational status groups, though there was no definite relationship among 

them because some higher educated beneficiaries also have not repaid their dues 

completely. 

5.9 · Some Reasons for Defaults : Field Survey Observtion : 

5.9.1 Borrowers' Views 

There were many reasons for the poor recovery of RRBs' loans. To identify 

the reasons, 240 beneficiaries were interviewed during field survey with a view to . 

ascertain their perception about the reasons for defaults. The findings of the survey 

are. presented in Table 5.11. It is seen from ~he table that 171 borrowers (71.25%) 

have defaulted with different size of overdues. Therefore, only 69 other borrowers. 

(28.75%) have fully paid their all instalments due or got release under "compromise 

settlement". 3 



Table 5.11 : Reasons for Defaults :Borrowers' Views 

, SI.No. Reasons for Defaults No. of Respondent 
(Defaulters) 

1. Low productivity and failure of the assets/ scheme. 23 
2. Crop failure due to natural calamities 12 
3. Improper repayment schedule 5 
4. Low investment of funds resulting in low income 32 

generation 
5. Political influence 8 
6. Liberal attitude of the Govt. Agencies 7 
7. Unforeseen domestic Problems , 13 
8. Faulty selection of scheme having n{) experience 9 

and no interest. 
9. lin proper utilization of loan 10 
10. Use for other purpose/purposes 18 
11. Lack of initiative of bank staff 3 
12. Willful default/defaults due to the negligence 11 
13. Expectation of debt relief 20 

Total: 171 

Source : Field Survey. 

1'32 

Percentage to tohil 

13.45 
7.02 
2.92 

18.71 

4.68 
4.09 
7.60 
5.26 

5.85 
10.53 

1.75 
6.43 

11.70 

100.00 

. . :r .• 
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Table 5.11 shows that (a) low investment of funds resulting in low income 

generation, (b) low productivity and failure of the assets/scheme, (c) expectation of 

debt relief and (d) use for other purposes are the major reasons to which 18.71%, 

13.45%, 11.70% and 10.53% respectively of the respondents have attributed their 

defaults. These four factors together accounted for more than 54% of the total 

defaults. Another three important. factors are· (e) unforeseen domestic problems, (f) 

crop failure due to natural calamities and (g) willful defaults due to negligency to 

which 7.60%, 7.02% and 6.43% respondents respectively attributed th~ir defaults. 

Thus these seven factors together are responsible for more than 75% of total 

defaults. The remaining around 25% defaults are caused by (h) improper utilistion 

of loan (5.85%), (i) faulty selection of scheme having no experience and no interest 

(5.26%), U) political influence (4.68%>), (k) liberal attitude of the Govt. agencies 

(4.09%), (I) improper repayment schedule (2.92%) and (m) lack of initiative of bank 

staff (1.75%). · 

It is also revealed from the beneficiary level survey that supervision and 

follow-up visits by the bank staff for the end use of credit was very negligible to which 

more than 56% (Appendix VII) of the borrowers have expressed their views. 

Consequently, 16.36% of borrowers together have diverted their funds for other 

purposes and not properly. Inadequate supervision often resulted in improper 

appraisal of loan proposal and failure of credit agency. It is proved from the practical 

knowledge, after completion of beneficiary level survey that . non-existence or 

ineffective supervision gives rise to many malpractice culminating in overdues such·· 

· as misutilisation of loan, disposal of assets, diversion of funds, etc. though cent 

percent borrowers got help and guidance of the bank staff in getting of loan 

(Appendix VII). 

5.9.2. Bankers' Views 

Some bank personnels both at the branch and Head Office levels were 

interviewed to assess the problems of recovery of loans as well. The information, 

collected for this purpose, is given in Table 5.12. The major reasons of poor 

recovery to which the bankers attributed their views (expressed in percentage to total 

scores of various priorities) are exposed below: 

It can be observed from the Table 5.12 that (a) low investment of fund~ 

resulting in low income generation, (b) willful default/defaults due to negligency, (c) 
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Table 5.12 : Reasons for Defaults : Banakers' Views 

Sl.No. Reasons for Defaults Fre~uency of Priorities Total Score % to total Score 
151 2' 31d 4th 

1. Low producti~ity and failure of the assets/scheme 1 3 2 5 22 5.85 

2. Crop failure due to the naturl calamities I - 2 2 10 2.66 

3. Improper repayment schedule 0 2 - 3 9 2.39 

4. Low investment of funds resulting in low income 
generation. 10 7 3 I 68 18.09 

5. Political influence 5 2 2 8 38 10.11 

6. Liberal attitude of the govt. agencies 3 4 2 5 33 8.78 

7. Unforeseen domestic problems 2 3 5 4 31 8.24 

8. Faulty selection of scheme having no I 5 2 1 24 6.38 
Experience and no interest. 

9. Improper utilisation of loan 2 3 3 2 25 6.65 

10. Use for other purpose/purposes 3 4 I 4 30 7.98 

11. lack of initiative of bank staff 0 4 I 2 16 4.26 

12. Wilful default/defaults due to negligency 4 3 5 8 43 I 1.44 

13. Expectation of debt relief 2 1 6 4 21 7.18 
Total: 376 100.00 

--- -

Source : Results, computed from data based on interview with the bank personnel. 
N S . . . . . 4 . 1 sr 3 2"11 2 3"1 d I 4'11 otes : core given to vanous pnonhes : to · , to , to an · to . 

'-' indicates zero frequency. 
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political influence, (d) liberal attitude of the G_ovt. agencies, (e) unforeseen domestic 

problems and (f)· use for other purpose/purpbses are the major reasons to which 

18.09%, 11.44%, 10.11%, 8.78%, 8.24% and 7.98% respectively of the bankers 

have attributed their defaults. These six factors together accounted for more than 

64.5% of the total defaults. .• 
·~ 
" 

The other important defaults are cau~d by (i) low productivity and failure of 

the assets/scheme (5.85%), (ii) lack of intitive of bank staff (4.26%), (iii) crops failure 
·:'\ 

due to the natural calamities (2.66%) and (iv) fmproper repayment schedule (2.39%). 

It can also be seen from Table 5.11 and Table 5.1 '2 that some common ' 

factors such as low investment of funds, resulting in low income generation, improper 

utilization of loans, willful default due to negligency, expectation of debt relief were 

pointed out both at the beneficiaries and ~the bank staff levels which adversely 

affected the recovery of dues. 

Thus, to improve recovery of dues of ~RBs fastly, proper steps are needed to 

be taken. In the period of last five years RRBs both at the national and state levels 

already have been taken some steps for this purpose like loan repayment -'shibir' 
I 

(camp), 'compromise settlement', Many agai;r1st One (MAO), etc .. 

·'' ·.':J 
5.10 A Comparison Between RRBs with the Grameen Bank of Bangladesh 

(GBB) and the Bank Partanian Malaysia (BPM) 

The Grameen Bank of Bangladesh (GBB), at the starting point, defines a 

target group for issuing loan and avoids middleman between itself and the 

borrowers. Every member of the group is given intensive training regarding the 
;~ 

objectives of the GBB, the rules and regulatipn of the credit programme, functions of 
. -, 

the group chairperson and the centrech1ef group savings and the educational, 
. .i 

health and other social development programmes. Loan disbursement starts only 

when all the members of the group fulfil the prescribed conditions and the bank 

recognizes the group formally. The group as a whole, stands guarantee for the 

individual members. The members take loans for productive activities and default by 

them is checked by pressure (Das, 1998). 

The members themselves select income generating activities based on their 

knowledge and skill and prepare the loan utilization plan. The selection of activities 
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is discussed at the centre meeting and has to be approved by the group. Loan 

utilization is intensively monitored and supervised. It is notable that most of the 

members of GBB are women.4 

The GBB has created a strong cadre of middle level officers through intensive 

practical and locally-oriented training. The bank also organizes training programmes 

for the borrowers in the forms of periodical workshops. 

It is important that the GBB has applied a standardized rigid structure of loan 

repayments to achieve financial discipline. The pattern of regular weekly repayment 

has been critical in preventing borrowers from accumulating cash that they might 

have been tempted to spend, rather they use it to _repay the loans. Maintaining and 

increasing the group's eligibility has been a crucial incentive for timely repayments. 

The GBB has consistently been enable to maintain a 98% recovery rate (Bole and 

Bhawani, 1995). Whereas the main factor contributing to the unhealthy situation of 

our rural credit system is that it has not produced desired results in terms of 
0 • 

direction, quantum and quality of the flow of credit. The group lending approach may 

be one way in which the marginalized section may benefit from credit. The working 

of Grameen Bank of Bangladesh and other evidence show that the group lending 

programme have had relatively low delinquency and defaults rate. So, collective 

responsibility5 is an important factor to the member as well as GBB. This Grameen 

Bank model is a milestone in the field of rural development in Bangladesh (Hossain 

and Uddin, 1998). 

Besides, the Bank Partanian Malaysia (BPM) is a leading bank involved in 

rural banking in Malaysia. The BPM was once a sick bank with huge accumulated 

losses. But today, it enjoys a high profile status in the banking fraternity of the 

country. The bank introduced a number of scheme to mobilize deposits. The bank 

strive to give attractive returns to the depositors such as rewards on renewal of 

deposits, bonus to savers out of the annual profits and penalty free pre-mature 

withdrawal. According to J.S. Tomer (1996) the policy of BPM .is first to make a 

person convert to the saving habit and then extend financial assistance. The return 

on assets is around 12% which was marginally less than the top commercial bank in 

the country. 

In spite of a high rate of interest (about 34%) on advances, the recovery of 

BPM is very high, a little less than 100%. While the GBB has been chargi'ng an 
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interest rate of 16% on its non-housing loans, almost since its inception and its 

recovery rate is also very high (about 98%). But the scenario in this regard in our 

RRBs is not satisfactory. The recovery rate of our RRBs at the national and state 

levels are only 69% and 47% respectively as on 30 June 2000 (Statistics on 

RRBs, 2001 ). All RRBs in our country were allowed to fix their own interest rates on 

advances made by them w.e.f. 261
h August, 1996. The interest rates of these banks 

lie between 14% and 19%. 

From the above comparison, it may be inferred· that the RRBs in the present 

scenerio will have to evolve a separate and simple set of system and procedure that 

will ensure timely recovery and cost effectiveness of loans, i.e., lowering the 

transaction cost in extending small loans quickly. In this regard, the credit delivery 

mechanism devised by the Grameen Bank of Bangladesh has lessons to offer. 

5.11 Summary 

Without a sustainable recovery process the RRBs with their limited funds 

can not expand their lending operation . So, timely recovery of loans is a prerequisite 

for continuous operation and very existence of such banks. Regarding this, the 

above analysis has brought to focus the following points : : 

I. Recovery of a financial institution depends on many factors such as 

proper utilization of loans, selection of suitable scheme, generation of 

~ufficient income, the willingness to repay, continuous supervision and 

follow-up visit, interest and initiative of the bank staff, etc .. 

II. The recovery to demand of RRBs at the national level increased from 

40.90% as on 30 June 1992 to 69.00% as at the end of June, 2000. 

While at the state level, it rose from 28.20% to 47.00% only during that 

period. 

Ill. In each year during the period from 1992 to 2001 the percentage of 

recovery at the state level was lower than that at the national level. 

IV. The highest recovery was recorded by the RRBs in Kerala (90%) . 

followed by Punjab (85%) and Tamilnadu (84%) as on 30 June 2000. 

V. The recovery performance of all RRBs has been gradually improving 

since 1991-92 mainly due to the adoption of Agriculture and Rural 

Debt Relief Scheme (ARDRS) in 1990. 
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VI. The percentage of NPA declined both at national and state levels 

from 43.07% and 56.74% as on 31 March 1996 to 18.00% and 

28.00% respectively as on 31 Marc_h 2001. 

VII. As on 31st March 2000, a dozen RRBs spread over Andhra Pradesh, 

Gujarat, Haryana, Karnataka and Kerala had excellent records on 

indicators such as C-D ratio, recoveries and NPAs (under 14%). But 

NPAs in some North Eastern, Eastern and Central States were 

alarmingly high. The NPA levels of RRBs in Tripura and Manipur were 

64% and 46% respectively as on 31st March, 2001. 

VIII. In the State of West Bengal the recovery of Murshidabad Gramin bank 

(61.00%) was the highest among all the RRBs as on 30 June 2000. 

While it was the lowest for Sagar Gramin Bank (36.00%) at the same 

time. 

IX. Many RRBs both at the national and state levels introduced novel and 

innovative schemes to improve their recovery performance, e.g., MAO 

(Money against One). 

X. As on 31 March 2001, the NPA level of Nadia Gramin Bank (42.00%) 

was the highest ·in the State of West Bengal. While it was the lowest for 

Mayurakshi Gramin Bank (only 15.00%). 

XI. Poor recovery of loans of RRBs are caused by many factors such as 

improper identification of borrowers, defective loaning policies, weak 

monitoring, ineffective follow-up over end-sue of credit, apathy towards 

recovery, misuse, abuse and diversion of credit, etc .. 

XII. On the basis of field survey, no definite relationship is found between 

the recovery percentage and land size of the borrowers though it may 

be said that the recovery of loans at higher category of land size was 

better than that at the lowest category of land size and landless 

borrowers. 

XIII. Higher income group borrowers repaid more overdues than lower 

income group borrowers. 
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XIV. The recovery performances of lower family size borrowers are better 

than that of higher family size borrowers though there is no definite 

relation between the family size and recovery of laons. 

XV. The female borrowers are more conscious than male borrowers about 

the recovery of loans of RRBs. 

XVI. Borrowers of higher educated status repaid overdues more than the 

borrowers with lower educational background. 

XVII. The proportion of defaulter was the highest in the age group of 31-40 

(years) and it was the lowest in the age group of 20-30 (years). 

XVIII. The percentage of defaulter was the highest among the muslim 

borrower and it was the lowest among the other backward classes 

(OBC). 

XIX. Low investment of funds resulting in low income generation and low 

productivity and failure of assets/scheme are the two major reasons to 

which 18.71% and 13.45% respectively of the respondents have 

attributed their defaults (field survey results). 

XX. Despite of a high rate of interest (about 34%) on advances, the 

recovery performance of Bank Partanian Malayasia (BPM) is very high, 

a little less than 100%. 

XXI. The recovery rate of Grameen Bank of Bangladesh (GBB) is also high 

(about 98%). 

XXII. The PRBs in the present scenerio will have to evolve a separate and 

simple set of system and procedure that will ensure timely recovery. The 

credit delivery mechanism devised by the GBB has lessons to offer in 

this regard. 

Notes 

1The outstanding advances of RRBs are classified into four categories, viz. 

standard assets, sub-standard assets, doubtful assets and loss assets. The 

Non-Performing Assets (NPAs) is the summation of last three categories, i.e., 
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NPAs = Sub-standard assets + doubtful assets + loss assets, (Review of 

Working of RRBs, 1998). 

2 'MAO' stands for 'Many against One' - where the 'Many' are the employees of 

the bank including the chairman and 'One' is the borrower who has defaulted in 

repayment of the loans to the bank (Banking Finance, 1998). 

3 'Compromise Settlement' is a system by which the defaulted borrowers are 

relieved from the burden of loan repayment after repaying a fraction of their total 

overdues. For this settlement the bank officials consider the economic condition 

of defaulted borrowers and make a compromise with them . Generally, the Branch 

Manager concern settle the amount which is to be repaid by such defaulted 

borrowers and be relieved. 

4 About 94% of the borrowers of Grameen Bank of Bangladesh are women and 

these women work at places where they live (Yunus, 1987). 

5 Group and Centre members must agree beforehand to accept 'collective 

responsibility' for their fellow members and their loans. This helps to ensure 

careful scuritiny of loan proposals and provides security for members and the 

bank (David and Sukor, 1990). 


