HSB Research Review

PRIORITY SECTOR
LENDING AND NON-
PERFORMING ASSETS:
A STUDY OF PUBLIC
AND PRIVATE SECTOR

BANKS

pr. Subhash Chand
Associate Professor
Dept. of Commerce, Kurukshetra University, Kurukshetra -

136119 (Haryana)
c-mail : sbains@rediffmail.com

Vol. 8 No. 1

January-June 2014

ABSTRACT

Priority sector lending (PSL) 1s continuously heing used as
a strategic instrument to allocate credit to priority sectors
that impact large population, weaker sections and the
sectors that are more labor intensive. The present study
has been carried out to analyze the trend of priority sector
lending in overall and on the sector basis and the incidence
of non-performing assets of these sectors. It has revealed
that domestic banks could not achieve the overall priority
sector lending targets throughout the period of study. The
Non-performing assets in overall priority sector shows a
decreasing trend in public sector banks and foreign banks
in initial years of the study but thereafter, it started
increasing. However, NPAs in private sector banks are
found declining continuously except in 2008 and 2010
NPAs in the agriculture sector for public sector banks
lending has been growing at a higher rate compare to
private sector banks. Similarly, the non-performing assets
of public sector banks were noticed higher as compared to
the private sector banks. In case of lending to micro and
small enterprises, the private sector banks lending was
growing into a higher pace in terms of CAGR followed by
the public sector banks. Contrary to this, a higher growth
rate has been registered in the non-performing assets of
public sector banks as compared to private sector banks in

this sector.
Keywords: Priority Sector Lending, Non-performing
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Introduction

Priority sector lending (PSL) is continuously being used as
a strategic instrument to allocate credit to priority sectors.
The priority sectors is confined to those sectors that impact
large population, weaker sections and the sectors that are
ensive. This includes agriculture, education,
export credit, housing, micro and small enterprises (MSME)
among the others. Priority sector lending constitutes small
value loans to farmers for agriculture and allied activities,
micro and small enterprises, poor people for housing,
students for education and the low income groups and
weaker sections to aid the development. However,
experience ol the countries which have used Priority sector
lending strategically shows that the cost of implementing
these programs is very high as compared to the consequent
benefits. In India, initially no specific target was fixed in
respect of priority sector lending. Bu} i.n July, 1968 _in a
meeting of the national credit council it was emphasized
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