PEO St udy No. 51

STUDY OF UTI LI SATI ON OF COOPERATI VE LOANS - 1965
1. The Study

The study was wundertaken by - the Programme Eval uation
Organisation at the instance of Mnistry of Comunity Devel opnent and
Cooperation mainly to assess the nature and nmagnitude, extent and forns
of diversion in the utlisation of cooperative |oans (short and nedi um
termloans) and to anal yse the reasons for such diversion.

2. bj ect i ves

i) To assess the expansion of cooperative credit, and to throw |ight
on sone of the qualitative aspects of the growth of cooperative credit
in respect of nenbership, financial position, devel opnent of thrift
etc,; and

i) To assess the magnitude, extent and forns of diversion between the
pur poses for which cooperative |oans are taken and those for which
they are actually wused, and to analyse the reasons for this
di ver si on.

3. Sanple Size/Criteria for Selection of Sanple

A sanple of 25 Central Banks was selcted fromthe 15 States and
H machal pradesh. From each of the selected banks a sanmple of five
primary agricultural credit societies and from each society a maxi num of
12 nmenber-borrowers were selected for the study. In all 1170 respondents
(borrowers) were selected by adopting stratified sanpling. The
stratification was done on the basis of size of |and hol di ngs.

4. Ref erence Peri od

The report was brought out in 1965 and the data was collected
for the years 1956, 1958-59, 1960-61 & 1961-62.

5 Mai n Fi ndi ngs
1. The average nenbership per society had been steadily rising

since June 1956. The increase over the next 3 years was of the order of
69% in the sanple



societies. This increase occured at a higher rate in the states of category
B (other States) and C (backward States) than category A (advanced States).
At the end of Second Plan, nearly 60 to 70% of the rural households in the
villages served by the societies, had yet to be covered by the credit
cooperatives. The average anmount of Iending per nenber of the sanple
societies went up fromRs. 167 in 1955-56 to Rs.175 in the year 1960-61. O
the total credit advanced by the sanple societies in 1955-56, 94% was of
short term nature. O the total credit given in 1960-61, 96% went to the
cultivators. The average value of share capital for the sanple societies
wor ked out to Rs.38 per nmenber at the end of 1955-56 and Rs.48 at the end
of 1960-61. It was nmuch higher for the advanced states in category A and
appreciably low in the category C of weaker states. The average deposits
per nmenber cane to about Rs.4 on 30-6-1956 and 30-6-1959 to Rs.5 as on
30-6-61 showi ng thereby that the societies had not tried to build up their
own resources by raising of deposits from its nenbers. In the sanple
societies, the overdue |oans accounted for nearly 18 to 20% of the
outstanding amounts in the three years ending 1961-62. An overwhel m ng
proportion of the nenbers (85 per cent) did not have any overdues or had it
at less than 5% of their outstandings.

2. The, average strength of nenbership of the managi ng bodi es of
the central banks, was about 16 to 17 per body. The representatives of
primary societies were generally in nmgjority in these bodies. The nmanagi ng
bodies of Central Banks had becone broad based and been nade nore
representative in character. Secondly, official representation had been
introduced in a few, states. -Thirdly, the Chairman was then elected in the
banks where earlier he used to be a Governnent nom nee or an official. The
average strength of the managing commttees of the primary societies was 7
to 8 per cent at the time of survey. The Central.banks in 5 states
practically had no field staff of their own. In seven of the remaining 11
states, the strength of the field staff varied between 14 and 40. The field
staff were so nuch burdened with the procedural, admnistrative and
accounts work that supervision of the utilisation of |oans had not received
much attention. Though staff belonging to either or both (the Central banks
and cooperative departnments) were entrusted with the responsibility of
supervising the use of l|oans, yet in a few states, this function was not
attended to by any agency. None of the banks, of all the sanple societies
had full tinme secretaries. In nearly one half of the banks, all the sanple
societies had only part tinme secretaries.



3.. The sanple households incurred, on an average, cash
expenditure of nearly Rs.1600 per household in the year 1960-61. Nearly
38% of the cash expenditure was incurred on business which included
mai nly, agriculture, and the rest was spent on neeting current household
needs. Anong the agricultural expense itenms, seeds, fertilisers
i ncludi ng manures and wage of hired | abour, clainmed nearly two thirds of
t he cash expenditure. on an average, a household had an earning of about
Rs.150 p.m during 1960-61 and Rs.170 p.m in 1961-62, from current
sources of receipts. Mre than two thirds of the cash receipts were on
account of the sale of farm produce. The average acquisition of assets
per household rose from Rs.245 in 1958-59 to Rs.526 in 1960-61. The
maj or portion of capital expenditure was incurred on purchase of |and &
bui | di ngs, livestock and inplenents, investnents for the inprovenent of
| and, ot her irrigation sources and on the construction  of
dwel | i ngs/ houses. on the other hand, the main outflow capital itens were
sale of land and |ivestock.

4. A large portion (68% of the acquisition resulted in the net
capital accumul ation during 1958-59. The proportion fell to 57% during
1959-60 but rose to 73% in 1960-61. Further, on the whole, the average
val ue of net capital accumnul ation per household was Rs.167 for 1958-59
which rose to Rs. 261 in 1959-60 and to Rs. 384 in 1960-61

5. Total short term borrowings from all sources forned a
significant proportion (29% of the total current cash expenditure of
t he sanpl e househol d.

6. The proportions of both total and cooperative credit to the
current cash agricultural expenses were nuch higher (53% and 43%
respectively) than those in relation to the househol d expenses (14% and
4.5% respectively).

7. In sone bank areas, the percentage of short term borrow ngs
to the current cash expenditure on agriculture was nore than 100
indicating a situation of over financing.

. 8. A good proportion of the net capital accumnul ation was financed
from medi um term cooperative borrow ngs.

9. Nearly 25% of the anmount borrowed for current agricultura
pur poses was diverted to purposes other than agriculture.



10. Nearly 40% of the anmount borrowed for nedium term
agricultural purposes, 31% for the purchase of livestock and 42% for
current agricultural purposes, was diverted to purposes other than those
of borrow ng. The highest proportion (30% was used for consunption of
ot her househol d needs for which nediumtermcredit was not adm ssible.

11. Most of the borrowers (77% short term & 85% nediumtermn
admtted that they knew that the |oans should be used for the sane
purpose for which these were granted. on the whole, know edge of the
stipulations and rules of wuse of l|oans did seem to have favourably
affected the degree of diversion but the inpact had not been significant
enough to point to the need for better education as the main renedy. It
was also possible that some of those who had diverted mght have
deli berately pleaded ignorance. The extension effort on the part of the
officials to inpart knowl edge regarding the obligation for the proper
use of loan did seemto have good effect, except in a few states.

12. Broadly speaking the study showed that diversion was an
extensive practice anong borrowers of both short and nedium term
cooperative loans and the magnitude of the diversion was significant.
The supervision exercised by the staff of +the Central Banks was
i nadequate since it did not cover this aspect of cooperative credit.

6. Maj or Suggesti ons

1. By the end of second Plan, nearly 60 ' to 70% of the rura
households in the villages served by the societies had yet to be covered
by the credit cooperatives. The efforts should be made to cover such
househol ds.

2. Since there had been very little devel opnment of the thrift
habit anong the nenbers, this habit nust be encouraged vi gourously.

3. The supervision aspect of the use of |oans needed nuch nore
attention than it had received by then. The field staff so much burdened
with the procedural, adm nistrative and accounts work, such as scrutiny
and verification of |oan applications, credit and accounts statenents,
had hardly received nmuch attention, which should be renedied.
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4. The proportion of respondents who knew the obligation for the
honest use was found to be higher in the higher educational groups.
Therefore,there was need for nore intensive educational effort in this
matter anong the | ess educated nenbers of the cooperatives.

5. The extension effort on the part of the officials to inpart
knowl edge of the obligation for the proper use of |oans appeared to have
been made on a good scale, except in a few states. However, there was
need that it should be nore intensive and continuously selective and
systematic so that it could make an effective dent on solving the
probl em of m s-utilisation of |oans uniformy reported both in gross and
net terns.



