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ABSTRACT 

 Indian economy is characterized by the rural poverty and backwardness. 
Agriculture is the backbone of Indian Economy as it provides direct employment to 
about 69 percent of the working population substantially contributing to a major 
proportion in the national income. It is a known fact that a very large chunk of the 
country's population in rural areas is engaged in the primary sector. The employment 
opportunities in the rural areas are inadequate because of slow progress in small scale 
and cottage industries; and due to scarcity of large scale industries in the rural areas. 
Subsequently, the cultivators have deficit budget, virtually no savings to fall back 
upon and are resultantly forced to hand to mouth situations. Hence, the rural people 
require high quantum of credit not only for the purpose of agricultural prospects but 
also to meet out their consumption requirements and social obligations. The credit is a 
major plank for the advancement of farming sector. Truthfully, farming cannot be 
done on modern lines without making adequate and regular credit available to the 
rural people almost at the doorstep. With the introduction of multi-agencies in the 
field of agricultural finance, the rural people can fulfill their credit needs by 
borrowing through various sources viz., co-operative banks. commercial banks, RRBs 
and PACs. Thus, both the necessity to borrow and opportunity to borrow have 
immensely contributed to the heavy burden of debt that is getting heavier day by day. 
As per the estimates made by National Sample Survey Organisation, the average debt 
per cultivator in Himachal Pradesh has increased to Rs. 9,618 in 2002-03 against Rs. 
1,212 in 1990-91. Thus, it is a matter of serious concern and calls forth an urgent need 
to make all-out efforts to bring the rural people out of the morass of indebtedness. The 
present study is an attempt in this direction. primarily to understand the basic nature 
of rural indebtedness in Himachal Pradesh. An attempt has been made to make the 
study more analytic and exhaustive so that factors responsible for overdues in 
commercial banks are brought forth to light.  

KEYWORDS: Finance, overdue, commercial banks, borrowers, recovery, defaulters, 
beneficiaries 

Introduction 

 The present banking system in India was evolved to meet the financial needs 
of trade and industry and also to satisfy the public demand of financial institutions of 
the country. Reserve Bank of India being at apex, acts as the physical agent of the 
government, manages the currency and controls the credit in the national interest. 
Thus, the banking sector in India comprises of the public sector, commercial banks, 
private sector, cooperative banks and regional rural banks. 

 Modern banking made its beginning with the setting up of the first Presidency 
Bank, the Bank of Bengal in 1806, two other banks of such type were also setup in 
Bombay and Madras in 1840 and 1843 respectively. These were share-holders banks 
though East Indian Company had also contributed to the share capital of each of them. 
During the beginning of 18th century there were a few number of commercial banks in 



Online International Interdisciplinary Research Journal, {Bi-Monthly}, ISSN 2249-9598, Volume-08, July 2018 Special Issue (01) 

 

 
w w w . o i i r j . o r g                      I S S N  2 2 4 9 - 9 5 9 8 

 
Page 110 

India and all were amalgamated into the Imperial Bank of India in 1921 which was 
nationalized as the State Bank of India in 1955. 

 With the setting up of the Reserve Bank of India (RBI), it filled a big gap in 
India’s banking structure and met one of the necessary conditions for a healthy 
growth of banking in the country. Thus, the role of commercial banks in India 
remained confined to provide vehicle for the community’s savings and attending to 
the credit needs of only certain selected and limited segments of the country. The 
banking sector, which during the pre-independence was catering to the need of Indian 
government, rich individuals and traders, opened its door wider and setup first time to 
bring the entire productive sector of the economy large as well as small, in its fold. 

 The introduction of social control over commercial banks assisted the process 
of directing the flow of commercial bank credit towards agriculture by declaring 
agriculture as a priority sector for bank lending. A very large number of institutions 
have been set up to provide credit to the poor to achieve the main objective of national 
credit policy which is the development through credit. One of the major objectives of 
development of banking system at the time of their nationalization was to extend the 
scope of banking credit to the unbanked especially the rural hinterland and 
functionally means extending credit to agriculture, small industry and to the self-
employment, which were deemed to be important in terms of their contribution to 
national income growth and expansion of employment opportunities. Natioanlisation 
of banks aimed at improving the economic status of those persons and the area, which 
were badly neglected in the pre-nationalization era and a significant move was 
required to promote balanced economic development by removing imbalances and 
making it ‘mass’banking from class banking. 

 Continued financial profligacy of the government coupled with close 
monitoring and control rendered the financial system completely dependent and the 
situation was ripe for drastic reforms. By the year 1991, the Indian economy suffered 
from serious inflationary pressures, emerging scarcities of essential commodities. 

 The causes of rural indebtedness are complicated due to economic instability 
prevailing in the country because of slow progress of small scale and cottage 
industries in the rural areas, rapid growth of population, lower size of holdings due to 
fragmentation, dependence of agriculture on the vagaries of monsoon and famines, 
lack of business sense due to illiteracy, the burden of land revenue, inefficient 
marketing of produce, the excessive rate of interest and certain other objectionable 
practices. Besides this, the rural community being more conservative in nature 
believes in celebrating several social and religious ceremonies in the traditional way 
with distribution of food to the relatives and entire village community. Another main 
cause of rural indebtedness is the chronic debt which has been taken over by the 
present generation from their ancestors. Often, the cultivators incur additional debt to 
repay the old debts and hence, the ferocious circle continues from generation to 
generation. The professional money lenders are also responsible for increasing 
indebtedness of rural households. Once the cultivators or rural poor are in debt, 
majority of them find it extremely difficult to free themselves from the clutches of 
village money-lenders and finally the ownership of the security like, land and houses 
passes on to the money-lenders which they have obtained through the signature of the 
borrowers on the blank stamped papers. Unawareness of alternative institutional 
sources of finance and having less or so security acceptable by the commercial banks 
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needy rural households are compelled to go for loans to the money-lenders and submit 
themselves to conditions lay down by them. 

 It may broadly be said that majority of the rural households in India are always 
in debt. A cultivator borrows either for consumption or for productive purposes and 
therefore, one must not take into consideration only the amount of debt but also the 
purpose for which the debt is taken. Rural people always borrow funds to meet 
current consumption needs or expenses over marriage, litigation, illness and so on. It 
is this unproductive debt which the borrower finds difficult to repay and it goes 
accumulating and enlarging year after year and leaves the cultivator in perpetual form. 

Objectives of the Study 
1. To examine the policies and programmes of credit management in commercial 

banks. 
2. To analyse the extent of overdues with the commercial banks. 
3. To identify the factors causing overdues in commercial banks. 
4. To suggest remedial measures to meet the overdues problem. 

Material and Methods 

 To collect the data, an appropriate, accurate and unbiased schedule was 
prepared and adequately administered on various borrowers who had taken money 
from different branches of commercial banks of rural areas of Himachal Pradesh, in 
order to reach ultimate decisions and findings. The analysis of the study is based on 
both primary and secondary data. Some information were gathered through formal 
interviews with the bank officers and the borrowers who had borrowed money from 
different commercial banks. The secondary data used to examine the policies and 
programmes of credit management and the extent of overdues with the commercial 
banks has been collected from official records, government publications, published 
books, journals and articles, Himachal Pradesh Economic and Statistical Department, 
annual reports of banks and other financial institutions and State Institute of Rural 
Development. 

 In order to study the general background of borrowers, their views regarding 
non-payment of loans and their socio-economic status of the borrowers the primary 
data has been collected with the help of personal interviews, pilot survey, personal 
observations, questionnaire and schedules consistent with the objectives of the study, 
different techniques like percentage and average methods have been used for the 
analysis of the data. Statistical techniques like Weighted Arithmetic mean, Standard 
Deviation and Chi-square test has been used to see the significance of relationships 
and to study the attitudes of borrowers towards non-repayment of loans borrowed 
from different branches of commercial banks. 

Sampling 

 Multistage sampling or cluster sampling has been used to obtain the required 
information from the borrowers. There are several stages in which the sampling 
process is to be carried out. In the first stage, the entire state is divided into four zones 
on the basis of agro-climatic conditions. Keeping in view the geographical 
considerations and cropping pattern, all the zones have been covered under the study 
except cold and dry zone. In every zone one district have been selected randomly. 
These districts are Shimla in high hill zone, Solan in mid hill and Bilaspur in low hill 
zone. At the second stage, leading bank of each district has been taken to select ten 
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branches of different commercial banks operating in rural areas of each sampled 
district. These branches have been selected for the study on the basis of their 
performance which has been based on their recovery or overdues position. Further, a 
quota of ten respondents was fixed for each branch of commercial bank because it 
was not possible to contact each and every borrower in the operational area of the 
bank branch. Finally 300 borrowers have been selected randomly, 10 borrowers from 
each branch consisting defaulters and non-defaulters, who have taken loan/credit 
before 31 March, 2005 and have not repaid upto 31st March, 2006. A special care has 
been taken to consider respondents of all categories of borrowers in the sample, which 
are likely to be more representative to the entire rural areas of the state. 

Socio-Economic Profile of Households 

 Socio-economic background of households greatly affects the organization 
and management of credit in commercial banks. In a study of rural people’s 
indebtedness and overdues problem socio-economic characteristics constitutes a 
significant component in determining out the nature and extent of borrowings and 
repayment of credit. This study also provides the information regarding the conditions 
in which the sampled respondents and consequently the entire population is existing 
and operating. Keeping in view, an attempt has been made to study the socio-
economic characteristics of the sampled borrowers of the commercial banks. The 
personal interview technique was used to elite the relevant data from the selected 
borrowers. The socio-economic characteristics considered for the analysis included 
age, caste, sex, education, family size, occupation, land holdings, irrigated land, 
amount borrowed, ratio of productive members to the total family members has been 
used for study. 

Analysis and Interpretation 

Extent of Overdues and Selected Variables 

 The portrait of preceding investigation emphasizes that the financial 
institutions mainly commercial banks are playing an important role in meeting out the 
financial requirements of the rural people of Himachal Pradesh. In this study an 
attempt has been made to study the factors associated with overdue period. The 
different variables considered for the analysis are education, occupation, total income 
of the family and utilization of loan. With the objective to study the statistical 
significance of these variables with overdue period chi-square test has been applied. 
The calculated chi-square value is compared with the table value at 5 percent level of 
significance and if the calculated value is greater than table value, the null hypothesis 
is rejected. 

Table 1 
Classification on the basis of Overdue Period and Education 

Overdue 
Period 

Educational Qualification Total 

Below 
Primary 

Primary 
and below 

Matric 

Matric and 
below 

Graduation 

Graduation 
and above 

No 
Overdues 

8 
(61.5) 

32 
(24.2) 

39 
(35.5) 

14 
(31.1) 

93 
(31.0) 
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Less than 6 
months 

0 
(0.0) 

2 
(1.5) 

4 
(3.6) 

5 
(11.1) 

11 
(3.7) 

6-12 
months 

0 
(0.0) 

12 
(9.1) 

10 
(9.1) 

6 
(13.3) 

28 
(9.3) 

12-18 
months 

2 
(15.4) 

13 
(9.8) 

8 
(7.3) 

7 
(15.6) 

30 
(10.0) 

18-24 
months 

0 
(0.0) 

9 
(6.8) 

11 
(10.0) 

8 
(17.8) 

28 
(9.3) 

24-30 
months 

1 
(7.7) 

20 
(15.2) 

6 
(5.5) 

5 
(11.1) 

32 
(10.7) 

30-36 
months 

2 
(15.4) 

10 
(7.6) 

5 
(4.5) 

0 
(0.0) 

17 
(5.7) 

Above 36 
months 

0 
(0.0) 

34 
(25.8) 

27 
(24.5) 

0 
(0.0) 

61 
(20.3) 

Total 13 
(4.3) 

132 
(44.0) 

110 
(36.7) 

45 
(15.0) 

300 
(100.0) 

AVG 25.0 30.07 26.61 16.00 27.68 

STD 10.8 14.39 16.29 7.87 15.02 

CV 0.43 0.48 0.61 0.49 0.54 

�
2 21 df=51.57 Table Value = 32.67 

Source: Based on data collected through questionnaires. 
Note: Figures in parenthesis indicate percentage. 

 It is observed from Table 1 that among non-defaulter beneficiaries majority 
are matriculate and they are paying their loan instalments regularly and timely and it 
is followed by the beneficiaries who are primary pass and graduates. Further 
regarding defaulter beneficiaries it is observed that minority of primary pass and 
matriculate beneficiaries have overdue over 36 months. Moreover, in case of primary 
pass beneficiaries the same is followed by the respondents who have overdue between 
24 to 30 months. But in case of matriculate beneficiaries it is followed by the 
beneficiaries having overdue period between 18 to 24 months. In case of graduate 
defaulter beneficiaries it is noted that majority of beneficiaries have overdue period 
between 18 to 24 months followed by the respondents having overdue period between 
12 to 18 months and 6 to 12 months respectively. As far as average overdue period is 
concerned it is minimum in case of graduate and above beneficiaries and maximum in 
case of primary pass beneficiaries. The standard deviation is showing great variation 
in overdue period in all cases. The variability is maximum in case of matriculate and 
below graduate beneficiaries and lowest in case of below primary pass beneficiaries. 
The calculated value of �2 is much higher than the table value at 5 percent level of 
significance. Thus it rejects our null hypothesis. It manifest that educational 
qualification of beneficiaries is significantly correlated with the period of overdue. 
Thus on the basis of above analysis it is summed up that among defaulter primary 
pass and matriculate beneficiaries majority have overdue period of over 36 months. 
But in case of graduate beneficiaries it is between 18 to 24 months. Moreover, in case 
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of below primary pass this period is between 12 to 18 months. It means overdue 
problem is more serious in case of middle pass and matriculate beneficiaries. 

Table 2 
Classification on the basis of Overdue Period and Occupation 

Overdue 
Period 

Occupation Total 

Agriculture Business Service Labourers Rural 
Artisan 

No 
Overdues 

35 
(28.7) 

28 
(27.5) 

15 
(93.8) 

7 
(23.3) 

8 
(26.7) 

93 
(31.0) 

Less than 
6 months 

4 
(3.3) 

6 
(5.9) 

0 
(0.0) 

0 
(0.0) 

1 
(3.3) 

11 
(3.7) 

6-12 
months 

9 
(7.4) 

14 
(13.7) 

0 
(0.0) 

2 
(6.7) 

3 
(10.0) 

28 
(9.3) 

12-18 
months 

12 
(9.8) 

12 
(11.8) 

0 
(0.0) 

3 
(10.0) 

3 
(10.0) 

30 
(10.0) 

18-24 
months 

7 
(5.7) 

14 
(13.7) 

1 
(6.2) 

4 
(13.3) 

2 
(6.7) 

28 
(9.3) 

24-30 
months 

18 
(14.8) 

9 
(8.8) 

0 
(0.0) 

2 
(6.7) 

3 
(10.0) 

32 
(10.7) 

30-36 
months 

10 
(8.2) 

2 
(2.0) 

0 
(0.0) 

3 
(10.0) 

2 
(6.7) 

17 
(5.7) 

Above 36 
months 

27 
(22.1) 

17 
(16.7) 

0 
(0.0) 

9 
(30.0) 

8 
(26.7) 

61 
(20.3) 

Total 122 
(40.7) 

102 
(34.0) 

16 
(5.3) 

30 
(10.0) 

30 
(10.0) 

300 
(100.0) 

AVG 29.52 23.38 20.00 30.57 32.23 27.68 

STD 14.70 14.32 0.00 12.53 18.42 15.02 

CV 0.50 0.61 0.00 0.41 0.57 0.54 

�
2 28 df=52.08 Table Value = 41.34 

Source: Based on data collected through questionnaires. 
Note: Figures in parenthesis indicate percentage. 

 The analysis regarding overdue period in commercial banks with special 
reference to rural areas in Himachal Pradesh and occupational status of beneficiaries 
has been carried out and presented in Table 2. It is observed that majority of defaulter 
beneficiaries of different occupational status except service holders have overdue 
period of over 36 months which is not a good signal and shows that majority of these 
beneficiaries are incapable to pay their amount of loan. Further in case of 
businessmen and labourers, the same is followed by the beneficiaries having overdue 
period between 18 to 24 months. But in case of agriculturists, it is followed by the 
beneficiaries having overdue period between 24 to 30 months. While analyzing 
average overdue period it is observed to be minimum in case of service holders and 
maximum in case of rural artisans. The application of co-efficient of variation reveals 
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that service holder beneficiaries are fully consistent and businessmen are more 
variable in case of overdue period against beneficiaries of other occupational status. 
This �2 test of independence rejects the null hypothesis at 5 percent level of 
significance and shows that there is a significant relationship between occupational 
status of beneficiaries and their period of overdue. Thus on the basis of above analysis 
it is concluded that majority of service holders are non-defaulters and among other 
beneficiaries majority have overdue period over 36 months. 

Table 3 
Classification on the basis of Overdue Period and Total Income 

Overdue 
Period 

Total Income Total 
Below 

Rs. 
30,000 

Rs. 
30,000-

Rs. 
60,000 

Rs.60,000- 
Rs.90,000 

Rs. 90,000- 
Rs.1,20,000 

Above 
Rs. 

1,20,000 

No 
Overdues 

0 
(0.0) 

18 
(19.1) 

32 
(30.5) 

19 
(46.3) 

24 
(77.4) 

93 
(31.0) 

Less than 
6 months 

1 
(3.4) 

1 
(1.1) 

5 
(4.8) 

4 
(9.8) 

0 
(0.0) 

11 
(3.7) 

6-12 
months 

4 
(13.8) 

11 
(11.7) 

7 
(6.7) 

4 
(9.8) 

2 
(6.5) 

28 
(9.3) 

12-18 
months 

1 
(3.4) 

10 
(10.6) 

12 
(11.4) 

6 
(14.6) 

1 
(3.2) 

30 
(10.0) 

18-24 
months 

5 
(17.2) 

8 
(8.5) 

10 
(9.5) 

2 
(4.9) 

3 
(9.7) 

28 
(9.3) 

24-30 
months 

4 
(13.8) 

14 
(14.9) 

12 
(11.4) 

1 
(2.4) 

1 
(3.2) 

32 
(10.7) 

30-36 
months 

6 
(20.7) 

7 
(7.4) 

3 
(2.9) 

1 
(2.4) 

0 
(0.0) 

17 
(5.7) 

Above 36 
months 

8 
(27.6) 

25 
(26.6) 

24 
(22.0) 

4 
(9.8) 

0 
(0.0) 

61 
(20.3) 

Total 29 
(9.7) 

94 
(31.3) 

105 
(35.0) 

41 
(13.7) 

31 
(10.3) 

300 
(100.0) 

AVG 28.90 29.72 28.30 20.00 18.14 27.68 
STD 13.59 14.85 15.98 13.40 7.20 15.02 
CV 0.47 0.50 0.56 0.67 0.40 0.54 

�
2 28 df=87.85 Table Value = 41.34 

Source: Based on data collected through questionnaires. 
Note: Figures in parenthesis indicate percentage. 

 As far as income of beneficiaries and period of overdue is concerned, it is 
observed that among the non-defaulter beneficiaries, majority are in the income group 
between Rs. 60,000 to Rs. 90,000 and its followed by income above Rs. 1,20,000 and 
between Rs. 90,000 to Rs. 1,20,000. In case beneficiaries having annual income 
below Rs. 90,000, majority of having overdue period above 36 months. In case of 
borrowers having annual income of Rs. 1,20,000 and between Rs. 90,000 to Rs. 
1,20,000 respectively. In other cases it is above 28 months. The analysis is also 
supported by the value of standard deviation. The application of coefficient of 
variation shows least variability in lower and upper classes income group of 



Online International Interdisciplinary Research Journal, {Bi-Monthly}, ISSN 2249-9598, Volume-08, July 2018 Special Issue (01) 

 

 
w w w . o i i r j . o r g                      I S S N  2 2 4 9 - 9 5 9 8 

 
Page 116 

beneficiaries. The calculated value of �
2 is much higher than the table value at 5 

percent level of significance which accepts the null hypothesis and shows that there is 
a significant relationship between income of beneficiaries and overdue period of 
payment of loans. Thus on the basis of above analysis it can be concluded that the 
overdue problem is more adverse among lower income group beneficiaries as 
compared to upper class income group beneficiaries. 

Table 4 
Classification on the basis of Overdue Period and Utilization of Loan 

Overdue Period Utilization of Loan Total 
Productive 

Purpose 
Unproductive urpose 

No Overdues 18 
(13.8) 

75 
(44.1) 

93 
(31.0) 

Less than 6 months 3 
(2.3) 

8 
(4.7) 

11 
(3.7) 

6-12 months 17 
(13.1) 

11 
(6.5) 

28 
(9.3) 

12-18 months 20 
(15.4) 

10 
(5.9) 

30 
(10.0) 

18-24 months 11 
(8.5) 

17 
(10.0) 

28 
(9.3) 

24-30 months 19 
(14.6) 

13 
(7.6) 

32 
(10.7) 

30-36 months 11 
(8.5) 

6 
(3.5) 

17 
(5.7) 

Above 36 months 31 
(23.8) 

30 
(17.6) 

61 
(20.3) 

Total 130 
(43.3) 

170 
(56.7) 

300 
(100.0) 

AVG 27.30 28.13 27.68 
STD 14.73 15.44 15.03 
CV 0.54 0.55 0.54 

�
2 7 df=41.12 Table Value = 14.07 

Source: Based on data collected through questionnaires. 
Note: Figures in parenthesis indicate percentage. 

 In Table 4 the problem of overdue period with regards to utilization of loan is 
observed that 23.8 percent have overdue period above 36 months and is followed by 
the respondents having period between 12 to 15 months and between 24 to 30 months 
respectively who have utilized loan amount for productive purposes. On the other 
hand the beneficiaries who have used the loan for unproductive purposes 17.6% have 
overdue period over 36 months and is followed by 18-24 months and 24-36 months. 
While comparing average overdue period it is slightly more in case of those who have 
utilized loan for unproductive purposes. The application of coefficient of variation 
reveals that beneficiaries who have utilized their loan for productive purposes are 
more consistent as compared to those who have utilized this amount for unproductive 
purposes. It is observed that �

2 test of independence is significant at 5 percent level of 
significance. It shows that there is a significant relationship between overdue period 
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and purpose of loan. Thus, on the basis of above analysis it can be concluded that 
majority of beneficiaries whether they have taken loan for productive purpose or other 
purposes has overdue period over 36 months. But further it is concluded that average 
overdue period and consistence in repayment of loan is better in case of beneficiaries 
taken/used loan for productive purposes. 

Factors Responsible for Overdues 

 The repayment performance of borrower is dependent on the multiple number 
of factors which simultaneously operate to determine such attitude. In this study the 
analysis regarding the repayment of borrowed amount of the respondents on the basis 
of discriminant function has been carried out. The objective of discriminant function 
analysis used to classify or distinguish the borrowers by a set of independent variables 
such as age, education, caste, occupation, family size, farm size, irrigated land, family 
income and expenditure, amount borrowed, utilization of loan, rate of interest, period 
of loan, adequacy of loan, follow-up of bankers and prior debt into defaulters and 
non-defaulters and further to classify defaulters into willful and non-willful defaulters 
are based on the socio-economic characteristics of the borrowers. It is likely to make 
an attempt to identify the dominating factors responsible for poor repayment of loans 
and to suggest that which category of people is more prone to default. 

 Presently, the problem of mounting overdue has been one of the main 
constraining factors in the efficient flow of institutional credit to rural people of India. 
Overdue which render the recycling of funds impossible and thereby hamper the 
process of rural development, have been a cause of concern not only to the rural credit 
disbursing agencies but also to policy makers, economists and politicians engaged in 
devising methods to achieve rural development through credit. The 300 borrowers on 
the basis of the selected variables 93 has been classified as non-defaulters and 207 as 
defaulters. Further among defaulters 125 were classified as non-willful defaulters and 
82 as willful defaulters. Non-willful default may arise due to non-productive 
investment, failure of crops due to natural calamity, huge expenditure on sudden 
illness etc. whereas willful default may be defined as failure to meet the repayment 
obligation even when the borrower has the ability to repay loan instalments. Such 
attitude may arise due to borrower’s attitude towards repayment and may be formed 
because of vested interests of social and political groups. The analysis of the 
discriminant function clearly showed that out of an array of factors, the total income, 
utilization of loan, adequacy of loan, follow-ups by bankers, farm size, caste, irrigated 
land are the main factors that classify borrowers into defaulters and non-defaulters. 
Among these the total family income, utilization of loan and adequacy of loan are the 
major variables with highest values of discriminating power. As regards classification 
of defaulters into willful and non-willful, family expenditure and income, period of 
loan, family size, attitude of lending agency, age and occupation are found to be 
prominent determinants in the discriminant function analysis. 

Conclusions 

 The analysis of the socio-economic profile of the respondents reveal that the 
higher dependent of people on agriculture, preponderance of small holdings, low and 
uncertain rainfall, predominance of food crops, small area under irrigation and lack of 
regulated markets are the distinctive features of the agro-economic background of the 
study area. The analysis further reveals that there is a wide network of commercial 
banks in the sampled area from where the rural people can fulfill their financial 
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requirements. The state has special significance in the context of hydro-power 
generation. There is no scarcity of electricity and all the villages in far-flung areas 
also receive adequate supply of electricity. Transport and communication facilities 
have improved considerably in the areas under study. No doubt that the infrastructure 
facilities have improved in the sampled districts, however, other agro-economic 
variables such as irrigation facilities, cropping pattern, size of land holdings, etc. act 
as constraints for carrying out agriculture and its allied activities on modern lines. 
These adverse factors clearly show the backwardness of the agriculture sector in the 
area under study. It is further observed that majority of beneficiaries of all castes are 
male and most of them are either matriculate or below matric. The analysis in terms of 
caste structure reveals that majority of households belong to general caste followed by 
scheduled castes and other backward castes. Most of the households in scheduled 
castes and other backward castes have less than 1 hectare land holdings while the 
respondents from general castes have 1-2 hectare and above 2 hectare land holdings 
are common. 

 As far as overdue period and income of beneficiaries is concerned, these two 
factors are found highly significant to each other and it is concluded that the overdue 
problem is more adverse among beneficiaries of lower income (farm and non-farm) 
group as compared to upper class income group beneficiaries. The overdue period and 
expenditure on family, household assets, farm and total living standard assets of the 
borrowers are highly significant to each other and it is concluded that lower the family 
expenditure, lower is the overdue period and higher the family expenditure, higher is 
the overdue period. 

 However, among non-defaulters, majority of beneficiaries are those who have 
no political background but average overdue period is minimum in case of 
beneficiaries having political background. Further, the study indicates that overdue 
period is less in case of those beneficiaries who have taken loan for house 
construction and recreational purposes while it is more in other cases. This is because 
service holder and businessmen beneficiaries take financial assistance for house 
construction or for recreation purposes like purchase of vehicle, personal computer 
etc. The study makes another important observation that the incidence of overdues is 
less among the borrowers who have utilized the credit for productive purpose and 
quite high among the borrowers who put the credit to unproductive use. The diversion 
of credit towards unproductive use does not help in generating income and as a result 
the borrower turns out to be a defaulter. The repayment performance is better in case 
of those beneficiaries who feel that the borrower amount is inadequate as compared to 
others who consider it to be adequate. The findings of the study also prove that the 
visits by the officers of the lending commercial bank for consultation and verification 
of the disbursed loan significantly affects the overdue period. It is observed that 
overdue problem is more serious in those cases where bank officers had not 
undertaken any visit or make only a single visit, and where bank officers undertake 
more than one visit for forging purpose the problem of overdue is less adverse. 
Further, the problem of overdue is more serious among the borrowers having high 
productive ratio (productive members to total family members) as majority of them 
have not repaid their loan instalments for last 36 months or more. This is due to less 
yield area where members of a family work only as their routine work or the 
financially sound persons try to manipulate the overdues deliberately. The analysis of 
overdue problem and ratio of outstanding amount to the principal borrowed states 
significant relationship between these two variables. 
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 With the misutilization of loan for non-productive purposes and in the absence 
of incremental income from the investment, the borrower turns out to be defaulter and 
the overdue with the lending commercial bank goes on accumulating. As the rural 
borrowers do not have resources of their own to invest along with the borrowed 
amount to take up the economic activities and it is quite likely that the inadequacy of 
funds may lead to diversion of borrowed funds to channels other than productive and 
causes indebtedness. Farm income is subject to fluctuations due to erratic rainfall, low 
prices for the produce, lack of storage facilities, etc. As a result, the repayment 
capacity as well as borrower’s attitude towards repayment is affected considerably. 
The repayment behaviour of the borrower is guided by his own attitude towards 
repayment and the lending institution. The borrower should not be harassed on non-
repayment of the loan, but should be guided and motivated properly and a number of 
visits should made by lending officers for positive guidance to the use of loan and not 
for underhand considerations. It is also observed that Himachal Pradesh being a hilly 
state has less cropping area and a family has very small land size as compared to their 
family members. Further it was also investigated that caste and farm size of the 
borrowers are correlated to each other and it is very clear that the land holdings of 
general caste borrowers is greater than the borrowers of scheduled caste and other 
backward caste beneficiaries. The proper irrigation facilities greatly help in raising the 
agricultural production and consequently generating the agriculture income. The 
irrigation facilities being poor have no chance in generating the sufficient income and 
hence, resulted in default. 

 However, family expenditure, total non-farm income, family size and period 
of the loan with highest discriminating powers and the number of visits by the lending 
officers, age and occupation of the borrower with marginal discriminating powers 
contributes in classifying the defaulters into willful and non-willful defaulters. Thus, 
the discriminant function has been used to predict whether a borrower is likely to be a 
defaulter or non-defaulter and further, a defaulter likely to be a willful defaulter or a 
non-willful defaulter. 

Suggestions 

 On the basis of findings of the study it is hoped that the suggestions and 
recommendations made will prove helpful to policy planners and scheme executives 
to apply successfully for the improvement of recovery position and minimizing the 
quantum of overdues. The results of the study suggests the following 
recommendations: 

1. The present study signifies that in case of small farm sizes the farmers do not 
get the fruitful prices because it is not viable for them to bring the harvest to 
the market due to small production. Consequently they are forced to sell their 
crops in the local markets at a lower rate. Therefore, Co-operative Marketing 
Societies should be promoted so that the farmers get an acceptable price for 
their harvest. 

2. The study has revealed that borrowings have a positive and significant 
relationship with the amount of overdues or overdue period. Hence, it is very 
important to make a correct assessment of the repaying capacity of the rural 
people before the sanction of loan amount. Further, the study reveals that the 
willful defaulters should be forced to repay the loans and be dealt with 
strictness. 
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3. One of the most important factors which increase the overdues is the 
unproductive use of loan. This demands appropriate policy with regard to 
monitoring of credit utilization. The effective monitoring and post-credit 
follow-up action would ensure proper utilization and prompt repayment of 
loans. 

4. The feeling among the borrowers that the state government waives off the 
borrowed amount and interest of the loanees leads to increase in the willful 
default despite of good repaying capacity of the borrowers. Such type of 
malpractices should be avoided and only in case of deserving borrowers there 
should be some relaxation or compensation. 

5. Period of loan should be determined on the cash flow pattern of the household 
and it should be extended so that loanees can repay easily from their savings 
or earnings. 

6. There is an urgent need to increase the area under irrigation in order to incrase 
farm productivity. The on-going work on water harvesting and storage tanks 
for providing irrigation facilities should be completed on war-footing. Further, 
more regulated markets should also be established particularly in rural areas. 
The government should fix support price for all the crops grown by the 
farmers in Himachal Pradesh. The support price must be revised after every 
crop season. While revising the support price, the prices of agriculture inputs 
should be taken into account. 

7. The efforts should be made to increase the income of the farmer by providing 
assistance to start subsidiary occupations, like dairying, poultry farming, 
horticulture, cottage industries etc. 

8. There is a large scope for starting units based on horticulture, forest produce 
based goods, herbal products, poultry, animal husbandry, sericulture etc. 
Taking into consideration the facts that majority of the rural households 
depends upon agriculture and allied activities in which the topography and 
agro-climatic conditions do not help in increasing the productivity, hence, 
substitute opportunities in the aforementioned area should be initiated. 
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