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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
Assets, CAGR, Public Sector Banks. Private Sector Banks.

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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serease their involvement
agriculture and small
advised
ate

that commercial banks should ir
in the financing of priority sectors viz.,
scale industries. In November, 1974 the banks were
to raise the share of priority sector in their aggreg
advances to the level of 33.3% by March 1979. It was further
increased to 40 percent in 1985 and has since then hccp an
essence to the bank lending in India as endorsed by various
committees and working groups with renewed focus on
newer sectors under the ambicnce of priority lending from

time to time.

Priority Sector Lending

Priority sector lending is defined in terms of targets set for
the banks depending on their domestic or foreign status
and scale of operations. As on date the composition and
constituents of priority sector lending is reported in table
1. According to RBI guidelines, if any bank i.e. domestic or
foreign fails to attain the priority sector targets/sub-targets
then it is required to deposit the shortfall in the Rural
Infrastructure Development Fund (RIDF) set up with the
National Bank for Agriculture and Rural Development
(NABARD) and other funds set up with the Small Industries
Development Bank of India (SIDBI) and the National
Housing Bank (NHB) to the extent of amount of funds
announced by the Government of India.

RBI issued a notification (2013) which authorized scheduled
commercial banks to include lending to medium enterprises
as priority sector lending, thereby, making more funds
available to medium enterprises at a subsidized rate of
interest. Erstwhile, this notification, medium enterprises
were not covered under this criterion and loans given only
to micro and small enterprises with a credit limit of Rs. S
crore were considered as priority sector advances. The
recent notification has brought medium enterprises under
the area of priority sector lending and has also revised the
credit limit for micro, small and medium enterprises to Rs.10
crore. The present study has been carried out to analyze
the progress of banks working in India regarding overall
lending to priority sector and lending to agriculture and
micro and small industries. The relationship between
priority sector lending and non-performing assets of these
sectors has also been analyzed in the study.

Review of literature

Uppal (2009) in his study concluded that the target of 40%
lending to priority sector had not been achieved by public
sector banks while private sector banks had achieved the
overall target during the study period. No private sector
bank could achieve the 10% lending target to weaker
sections. Further, foreign banks had achieved the priority
sector lending target regarding small scale industries, and
for export credit. Ahmed (2010) diagnosed various lacunas
of priority sector lending by commercial banks selecting
three districts viz, Cachar, Karimganj and Hailakandi of The
Barak Valley (the southernmost region of Assam). It was
found that the banks were able to maintain the PSL
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prescription of 40% as per revised guidelines.
scctor was found to be the single domin
absorbing major portion of the bank credit. T
position was found very poor in almost all the
arca under study. On the other hand, Kaur i
concluded that the performance of priva;g Sslelgtny(zo“)
was better than public sector banks in respect :fral;?“ks
parameters of priority sector lending, Though pri t.he
sector advances and agricultural advances had ;m rOrlty
over the study period but still the targets set for agri‘c’u(l)tved
sector had not been achieved. Rani (20] }) analyzeq ltl}:e
performance of the commercial banks during ]993-96 te
2009-10 and revealed that 3 public sector bank. 2 privato
sector banks and 3 foreign banks had not achieved gh:
overall priority sector lending target. The study identified
the increasing trend in priority sector advances of the
commercial banks. It was also found that the level of nop.
performing assets was very high for priority sector advances
from 2005-07. On the other hand, Kaur (2012) in her study
found that the overall target of 40 per cent had beep
achieved by both public and private sector banks. Further,
Priority sector lending of public and private sector banks .
was found higher than that of foreign banks. Kumar and
Gambhir (2012) investigated the problems of priority sector
lending of banks and found that public sector banks have
made significant progress in priority sector lending in
quantitative terms. It was found that NPAs, over dues and
bad debts were the serious problems faced by the bank in
respect of advances made to the weaker sections of society.
In a more exhaustive manner, Patidar and Kataria (2012)
concluded that the priority sector lending were increasing
year by year and there was a significant impact of priority
sector lending on total NPAs, but in case of private sector
banks, no significant impact of priority sector lending on
total NPAs was found. Raman (2013) analyzed financial
assistance provided to priority sectors by various
commercial banks of Tamil Nadu and found that priority
sector advances by public and private sector banks as on
March 2010 were above the prescribed norm of 40 percent.
Further, the education loans reported a growth of 180%
during the study period. It was further concluded that the
Non-performing asset in India has adversely affected the
profitability and efficient functioning of the banks. Shabbier
(2013) made a regional analysis of priority sector advances
by dividing the Country into six regions and found fhil;
lending was highest in the Southern region at all seleqc‘d
points of time whereas the North Eastern region OCCuPlea
the lowest position. Shabbir and Mujoo (,2014) ncnmr
comparative analysis between public and private S'eority
banks of NPAs in priority sector found that NPAs in pr! -
sector has been more in public sector banks as Cf)mliblic
to private sector banks. The reason of more NPAs 11 pbeen
sector banks was that these Biiflke h;vf/e peen
enthusiastically following govt. norms and ha
giving loans to the priority sector.

Agl’icultul.e
ant Sectorg
he reCoVery
Sector in the



HSB Research Review

Vol. 8 No. 1

Objective of the study

* Toanalyze the progress of banks regarding priority
sector lending. '

e To study the incidence of non-pe

. ud : rforming assels
in priority sector lending in India.

Research methodology

The present study has been carried out to cvaluate the
overall priority sector lending and sector wise lending by
different bank groups working in India. The study is based
on secondary data which has been collected ﬁ'm.n various
annual reports of Reserve Bank of India and the Report on
trend and progress of Banking in India. The study is
descriptive and exploratory in nature and covers the period
of seven years i.e. 2007 to 2013. Apart from descriptive
statistics for analyzing the data, correlation and compound
annual growth rate (CAGR) have been used as statistical
tools for measuring the growth and relationship between
priority sector lending and non-performing assets of
different banks working in India. Compound annual growth
rate is calculated using the following formula:

1
ENDING VALUE ][NO. owmns] |

CAGR = [
BEGINING VALUE

Findings and Discussion

Table 2 shows that though lending to overall priority sector
has been increasing in absolute figures from year to year
but the percentage share of lending is decreasing
continuously. The private sector banks are found leading
in achieving the overall priority sector lending target of 40
per cent in five years out of seven years of the study
followed by public sector banks. Here, it is important to
note that there has also been increasing trend in the priority
sector lending by foreign banks except few exceptions. The
Non-performing assets of overall priority sector shows a
decreasing trend in public sector banks and foreign banks
in initial years of the study but therefore, it started
increasing. However, NPAs in private sector banks are
found declining continuously except in 2008 and 2QIO.
Hence, it may be concluded that the recovery mechanism
of private sector banks is effective as compared to the public
sector banks.

Table 3 revealed that agricultural lending by the pl.lbllC and
private sector banks has been showing an increasing treqd
in absolute terms but the proportion of the same I
decreasing from year to year except in 2008 an.d -20.10
regarding public sector banks. However, in case.of prl\"fllf
sector banks the percentage share is also found mf:reabmi
in the initial years i.e. from 2007-10, and th’ereafter it su:ir'tc :
declining. The percentage decrease in agrncultural' len ltm:
is more in private sector banks as compare 10 public sec of
banks. The non-performing assets in agriculture sector 0
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rpyuhhc and private sector banks have shown
'he percentage incre
more ¢

. amixed trend.
: asc in NPAs of public sector banks is
Fcomparing to the private sector banks. The NPAs of
public sector banks are found consistent after 2010 but in
l);n)x'([ of private sector banks the same stated declining after
Phe fending to Micro and Small industries by public, private
fm(l foreign banks sector banks has increased cnnli;m()uqlly
inabsolute figures but in percentage terms there have been
fuctuations as reported in table 4. The NPAs also shows
ﬂl.lctuating trends with increasing trend in most of the years
of study. The percentage increase in NPAs of public sector
banks has been more as compare to private sector banks.
So it can be concluded that public sector banks are not
cfficient in recovering loans from micro and small industries

The Compound Annual Growth Rate (CAGR) analysis as
reported in table 5 about overall priority sector lending
revealed that CAGR of foreign banks has been found
highest(15.43%) followed by public sector banks (13.74%)
and private banks are at the lower end with 12.39%_ It may
be concluded that foreign banks have given more consistent
lending to priority sector as compared to the other
counterparts during the study period. The non-performing
assets were highest in public sector being the highest
CAGR 0f 16.51%.

In agriculture sector the lending by public sector banks
has been found growing at a higher rate compare to private
sector banks. Similarly, the non-performing assets of public
sector banks are also found more comparing to private
sector banks. In case of lending to micro and small
enterprises, the private sector banks are leading as a huge
growth has been recorded with highest CAGR (40.46%).
followed by public sector banks (24.61%) and the share of
foreign banks is just13.54%. Contrary to this, a higher
growth rate has been registered in non-performing assets
of public sector banks (25.34%) as compared to private
sector banks (17.55%).

The .correlation analysis (table 6) between priority sector
lending and non-performing assets of public sector banks
shows a moderate high degree negative correlation (-0.337).
Further, a high degree negative correlation (-0.735) has been
found between agricultural lending and non-performing
assets of the same sector. Micro and Small industries are
found to be moderately low degree negative correlated (-
0.329). In case of private sector banks, a high degree po.sitilve
correlation (0.797) has been found between overall ‘pnornFy
sector lending and non-performing ;L\‘St.‘tS. as deplcted. in
table 7. Further, a moderate low degree pqsmve cor.relatmn
(0.441) has been found between the two in the agriculture
sector. A high degree of negative correlat-non .(-0.926) has
n found between lending and non-performing asset; of
The positive value of correlation
ationship between priority sector
assets of the different bank

bee
micro and small industry.
means there is a direct rel .
lending and non-performing
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groups. It shows that if the specific sectors arc providqd
more funds, loans are becoming non-performing assets in
more quantity and where the correlation between the two
is a negative it indicates negative relationship between
these two. It shows that recovery of loans from these
specific sectors has improved with employing more funds
in these sectors.

Conclusion

From the above analysis it is concluded that majority of
domestic banks could not achieve the overall priority sector
lending targets. Though an increasing trend has been
recorded in the priority sector lending by different bank
groups working in India in absolute terms but the
percentage share of the same is decreasing. A fluctuating
trend has been noticed in the non-performing assets of
different domestic banks. The non-performing assets of
private sector banks are found low as compare to the public
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sector banks. It means the loan recovery mechap
private sector banks is more effective than public
banks. The focus of the govt. policies is to develop
priority scctors to aid the overall development
cconomy. Accordingly, all banks including Co-operatj
banks and RRBs, provided lending to agriculture sectolvc
Rs.6,073.75 billion against the target of Rg, 5,750 bil]l; of
during the year 2012-13 constituting 105.6 per cent of‘t(r)llt
target fixed as at the end of March 2013, However. dnmcqtiL
banks could not achieve the target of overall priority Scét(c
lending on 31 March, 2013 and as a result 16 publjc %ect(;:
banks, 10 private sector banks and 2 foreign banks were
not able to achieve the priority sector lending targets. The
different bank groups working in India are required 1,
reorient their policies to achieve the overall priority sector
lending target with focus on reducing the non-performing
assets.

ism of
Sector
Overa]|
of the

Table 1: Composition and constituents of priority sector lending in India

Categories

Domestic commercial banks / Foreign
banks with 20 and above branches *

Foreign banks with less than
20 branches*

Total Priority Sector 40 percent

32 percent

Sub targets

Total agriculture 18 percent.

No specific target.

Micro and Small Advances to MSE will be computed 10%
Enterprises (MSE) for priority sector target of 40%
Export Credit Export credit is not a separate category. Export 12%

credit to eligible activities under agriculture
and MSE will be reckoned for priority sector
lending under respective categories.

Advances to Weaker Sections

10 percent

No specific target

Source: RBL*Credit is the percent of ANBC or Credit Equivalent of Off-Balance Sheet Exposure, whichever

is higher.

Table 2: Overall priority sector lending and non-performing assets

(Amount in Rs. Billion)

Years Lending Non-performing Assets

Public sector Banks | Private sector Banks | Foreign Banks Public sector Banks | Private sector Banks | Foreign Banks

Amount | Percent |Amount | Percent | Amount | Percent| Amount | Percent |Amount | Percent z\nﬂm‘t_f_)_"_“_"f
2007 |5213.76 | 39.7 1445.49 | 42.9 378.31 334 229.54 4.40 28.84 1.99 331 _ﬂ;‘_‘_‘
2008 | 6104.50 | 44.7  |1640.68 | 47.8 [502.54 | 395 |[25287 | 404  [34.1% cox (402 [0S0
2009 | 7200.83 | 42.5 1902.07 | 46.8 554.53 343 243.18 3.38 36.40 1.91 049 __I_L‘
2010 | 8645.64 | 41.7 2155.52 | 46.0 602.90 35.1 308.48 5.57 47.92 2,22 11.70 __l,:)i_—
2011 10286.15| 41.3 24K88.28 | 46.6 665.27 40 413.00 4.02 48.00 1.93 11.41 _!'_B_,
2012 | 11307.00 | 37.2  |2864.00 | 39.4  |805.00 | 40.9 |562.00 | 497 |51.00 L8 [NA[NA
2013 | 12836.00 | 36.3 3274.00 | 37.5 1033.00 | 35.2 669.00 5.21 52.00 159 | N.A. —N—f\)

Source: Report on Trend and Progress of Banking in India, various issues.

*Lending is the percentage of ANBC or amount equivalent of off-balance sheet exposures,

whichever is higher.
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Table 3: Agricultural lending and non-performing nssets
(Amount in Rs. Billion)

Years Lending ‘ a 1T CNon I!;'(t—l;llﬂl‘hl-l.lilli;,-;\."-\"'if‘l*l

Public sector Banks Private Hl‘('l(\!'wl-h_llIH»h‘~m—;;lrli;|‘lhl.' -u:u; Thmkﬂ Private sector Banks

Amount Percent Amount Percent Amount Percent Amount Percent
2007 2026.14 154 520.34 12,7 065,00 V.21 .01 1.65
2008 249397 I8.3 S85.00 17.1 R2.08 3.32 14.6% 2.51
2009 299415 17.6 761.02 8.7 57.08 1.91 14.41 1.89
2010 3724.63 17.9 907.37 19.4 83.30 2.24 20.23 2.23
2011 - 414991 10.5 921.30 15.7 145.00 3.49 22.00 2.39
2012 4786.00 15.8 1042.00 14.3 227.00 4.74 22.00 201
2013 5306.00 15.0 1119.00 12.8 280.00) 5.28 22.00 1.97

Source: Report on Trend and Progress of Banking in India, various issucs.
*Lending is the percentage of ANBC or amount equivalent of off-balance sheet exposures, whichever is higher.

Table 4: Lending to micro and small industries and non-performing assets
(Amount in Rs. Billion)

Years Lending Non-performing Assets

Public sector Banks Private sector Banks | Foreign Banks Public sector Banks | Private sector Banks

Amount | Percent Amount [ Percent Amount Percent Amount | Percent Amount | Percent
2007 1025.50 | 7.8 131.36 3.9 116.37 10.3 58.43 5.70 6.45 491
2008 1511.37 11.1 469.12 13.7 154.89 12.2 58.05 3.84 6.51 1.39
2009 1914.08 11.3 466.56 11.8 180.63 11.2 69.84 3.65 6.66 1.43
2010 2763.19 13.3 648.25 13.8 211.47 12.7 115.37 4.175 11.39 1.76
2011 3766.25 15.1 878.57 16.4 215.01 12.9 143.40 3.81 12.98 1.48
2012 3966.00 13.1 1105.00 15.2 217.00 11.0 174.00 4.39 17.00 1.54
2013 4784.00 13.5 1417.00 16.2 283.00 9.6 284.00 5.94 20.00 1.41

Source: Report on Trend and Progress of Banking in India, various issues.
Data regarding NPAs in case of foreign banks for Micro and Small industries is not available.

*Lending is the percentage of ANBC or amount equivalent of off-balance sheet exposures, whichever is higher.

Table 5: Compound annual growth rate
(In percentage)

Bank Group Lending Non-performing Assets
Overall Agriculture Micro and Overall Agriculture Micro and
small industries small industries
Public sector banks 13.74 14.74 24.61 16.51 2318 25.34
Private sector banks 12.39 11.56 40.46 8.79 14.34 17.55
Foreign banks 15.43 - 13.54 - ) ]
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‘Table 6: Relationship betwe e e ———
T i Apr I nlllm- 'Vllt ro nml mmll maW“’
(M)'\Ll‘l nll o e Y
S— T ending NI'A | ""‘,-",'”., ) HI'A . 1 ~l e mllll“y’{iny -.;:—]—'i‘mw
e ' 071 [ () 11 ]
Lending | Pearson Correlation L ” i /,,. L LS 2L
Sip. (2-taile \l;" o “ '1 ‘w,.,.. — ﬁ,g,wwb,‘l,’. ("1“ 0471 —
W PSS ; ” - ;
N ! L e e e
URR ). 42!
NPA Pearson Correlation 0.537 I ”"_/‘L_DN__”_LM_,.,_, R ..o BN e
Sip. (2-tatled) 0213 0.060 1 0.47)
N 7 7 7 7 / 7
Table 7: Relationship between priority sector lending and non-performing assets of private sector banks
Overall Agriculture Micro and small industry
Lending, NPA Lending NPA Lending NPA
Lending | Pearson Correlation 1 0.797 I 0.44] | 0,926
Sig. (2-tailed) 0.032 0.322 0.007%
N 7 7 7 7 7 7
NPA Pearson Correlation 0.797 I 0.441 | -0.926 |
Sig. (2-tailed) 0.032 0.322 0.003
N 7 7 7 7 7 7
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