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ABSTRACT

After outlining the course of priority sector lendipolicy from its inception to its present forng ean say that
the policy has been made flexible in terms of thfindion and delineation of targets for priorityestor lending.The
broadening of the definition of priority sector ting along with interest rate deregulation has malge policy far more
flexible than before.
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INTRODUCTION

This article covers the evolution of priority seckending in India from its inception to till daté&/e can divide the
evolution of India’s priority sector lending poliégto four broad phases depending on the strikiéraguires of the policy as
it evolved over time. Phase | (1967 to 74) whemeheere no targets fixed for the level of priosgctor lending and when
only public-sector banks were required to adherhé¢opolicy. Phase 1l (1974 to 1991), was the pkvitnven both private
and foreign banks along with public banks were imegluto adhere to the priority sector lending ppland the minimum
lending requirement for the level of priority secedvances was imposed on banks. By the end sfphase, one
important change was that concessionary interéest v@ere removed on specific sectors or progranwiteshe beginning
of liberalization of the financial system and wemmpletely eliminated in 1990. One major changphase IIl (1991 to
2005) was the introduction of penalty on non-acéiment priority sector lending targets on the baagkmany banks,

especially foreign banks, were not fulfilling thénimum lending requirements.

Finally, phase 1V (2005 till date) is the phaseegpansion of priority sector as more sectors weckided in the
policy with the same overall minimum lending reguirents. The most significant changes during thasehinclude the
securitization of the priority sector lending artte tconcomitant orientation of it towards marketutagion. In the
following sub-sections, we explore the main feadusBeach phase in some detail. Section 3.6 ostline present form of

priority sector lending policy.
Phase | (1967 to 1974)

The need to allocate loans to the neglected seofdiftsee economy in India was first realized in JuB61 thus,

initiating the first phase of the priority sectenting policy (RBI, 2008). At this time, a largerpentage of bank credit
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was directed to the big industrialist, commercdaeand established business houses (see Table 1).

Table 1: Sector-Wise Advances of Scheduled CommeatiBanks

1951 (March) 1967 (March)
Sectors Total Cfe-_dit (in Rs. Percent in Total Credit Total Cre_dit (in Rs. Percent in Total

Million) Million) Credit
Agriculture 120 2.1 570 2.2
Industry 1990 34 17470 64.3
Commerce 2110 36 5270 19.4
Personal 400 6.8 1150 4.2
Others 1230 21 2730 10
Total 5850 100 27160 100

Source: RBI (2008), Report on Currency and FinaB686-08, Reserve Bank of India, Mumbai

Table 1 clearly shows that banks were advancingelgercentage of credit to industry and commercesén
1951 and it increased by around 30 percent foirtthestrial sector in 1967 and reduced for commsezor by 17 percent

in 1967. In contrast, advances to agriculture seetmained at a mere 2.2 per cent throughout thieeetecade.

Thus, banks were more urban-oriented, tended taramvselective credit to big industries, and lesssparent
(RBI, 2008). This had resulted in a lack of cretlipply to many important sectors of the economgeeislly agriculture
and small-scale industries. During the 1950s ariD4Sthere was a nexus between banks and big fiadisss in order to
break this nexus, social control on banks was dg#dnto ensure credit to all sectors of the econamy not only to

particular customers or group of clients. This issitated some social control over banks.

In the year 1967, Finance Minister Morarji Desaraduced the term ‘priority sector’ to describe trdtical
sectors of economy viz. agriculture, exports an@lsstale industries, which were not getting th#fisient amount of
credit'This period was also witnessing shortage in afitical productivity and an industrial downtrend thused a
severe deceleration in the growth of the economythé year 1967-68, the RBI undertook the policydioécting credit
supply to priority sectors of the economy suchgricalture and small-scale firms. However, thereswwa comprehensive
definition of these sectors and no targets weredfifor such sectors. Advancing credit to the piyosector was left more
or less on the discretion of the banks.

In addition to the priority sector lending poliaje National Credit Council was set up in 19684sist the RBI
in estimating the demand for credit which emphastiat commercial banks should be involved morgramting loans to

the priority sectors especially agriculture and iseale industries.

Due to the nationalisation of 14 banks in 1969egheas a considerable shift of credit pattern hykisaespecially
crucial sectors which had previously been neglebtethe commercial banKsThus, the policy of priority sector lending
was expanded further to meet the credit requiresngintrucial sectors as per national prioritiehédtpolicies which were
introduced during this phase to promote the sai@ctives through banking system were: Credit Gnige Corporation
of India Limited and the Differential rate of inémt (DRI). Credit Guarantee Corporation of Indianited was set up in

1971 by RBI for making provisions for the incentv® banks for lending to various categories oflshw@rowers under

'RBI (1967),Social Control Over Commercial Bankss&ee Bank of India Bulletin, 21 (12): 1653-1654.
’RBI (2008), Report on Currency and Finance, 2006Re&erve Bank of India, Mumbai

NAAS Rating: 3.09- Articles can be sent to editor @ mpactjournals.us




| Priority Sector Lending in India: From Inception to Till Date 11 |

priority sector lending and providing guaranteeaiast the risk of default in payment; the DRI watuated in 1972 to
provide aid to the weaker sections of society tgcating credit at the lower rate of interest. Thmeted groups under
DRI were landless laborer, physically handicappets@ns, women, orphanages, scheduled caste anduheribes

who did not have any collateral to offer to banks dredit. The minimum lending requirement for edemk under this

scheme was one percent of its total advances gfrthgous year.

Configuration of priority sector was formalized 1972; constituents of it were identified on the ibas the
report submitted by the ‘Informal Study Group oratfstics’ relating to advances to priority sectonstituted by the
Reserve Bank of India (RBI). According to the repar addition to the agriculture sector, the sesctuotified as priority
sectors were: Small-scale industries, Industrialates, Road and Water Transport Operators, Professi& Self-
Employed Individuals, Retail Traders & Small Busiseind Education. However, there were no speaeifgets for banks,
but these sectors were made to get priority inaggroval of loans, concession in the interest asi@ other terms and

conditions.

Hence, priority sector lending policy in this phasas only a directed credit policy with interestergubsidy
without any minimum lending requirement for bankal 1969, only public-sector banks were requireddnd to priority
sectors. It was only in the late 1970s that thegbe sector banks were directed to engage in mandatiority sector

lending, along with public sector banks.

The share of priority sector advances in total itled public sector banks increased from 14 per@erit969 to
23.8 percent in 1973 (RBI, 2008). Thus, due toftlienalisation of priority sector lending, there wasteady increase in
the credit supply to priority sector. Even thougiopty sector lending was formalized, banks werg dear about the
definition of priority sector particularly aboutetprecise scope of agricultural lending (Joshi,2)9Thus, there was a
need for a clearer definition of priority sectarsd in later phases from time to time RBI has idsai€lear definition of

priority sectors and targets for different sectal/sectors.

To sum up, during the first phase priority sectording policy was aimed at delimiting the definitiof priority
sectors, and encouraging public-sector banks td terthese sectors voluntarily- as there was ngetaproportion for
banks. During this phase, despite the absenagéts fixed in terms of minimum lending requiremsethese sectors got

priority in approval of loans and concession ireiast rate.
Phase Il (1974 to 1991)

The two striking features of this phase were, gewand foreign banks were also incorporated inpiimiew of
priority sector lending policy and minimum lendireguirements were stipulated for the banks. Prigat#or banks were
directed to provide credit to priority sectors frahe late 1970s. Percentage targets for prioritfjosdending were first
introduced in 1974 for the public banks, its lowsnit was one-third of overall credit of banks whigvas to be achieved
by March 1979. In November 1978, same targets wep®sed on private banks operating in India to tldeved by the
end of March 1980. In 1988-89, foreign banks fumtig in India were also brought under prioritytsedending policy
and were mandated to attain a minimum lending requént of 15 percent of their net total credit bg £nd of March
1992 (RBI 2005). Thus, the priority sector lendimgs no more a voluntary affair for banks, and afliks were obliged to

give credit to priority sectors as minimum lendneguirement was imposed on them.
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Various measures undertaken by the RBI, like braimmsing policy, nationalization of banks, lead bank
schem@, priority sector lending, and DRI had a positivepact on the supply of credit to the agriculturetse The
proportion of agricultural credit to total crediy banks increased from 2.2 percent in 1967 to 8rtemt in 1974-75 (RBI
2008). However, it was less than expected and thvaseneed of separate banking structure as comaheamks were not
able to meet the requirement of small and mardarahers and on the other hand cooperative bankedaresources for
it. As a result, Regional Rural Banks (RRB) was ugein 1976 with a view to developingtherural sediy allocating loan
for the purpose of agriculture development, indakanation, trade and other facilities in the ruedonomy. In 1978,
commercial banks and RRBs were mandated to giveitcie all priority sector loans at an interesteraif 9 percent
irrespective of loan size, for it was felt thatderg rate instead of access to credit was the relashind credit constraint
faced by the rural economy (RBI 2008). However, RR&re allowed only to give credit to target grospsh as landless
laborer, small and marginal farmers, rural artisamg weaker sections. Later on, in 1997, RRBs wexedated to give 40
per cent of their total credit to priority sect@s in case of commercial banks. Within the ovdeatjet of 40 per cent, a

sub-credit of 25 per cent was fixed for credithe tveaker sectiorTs.

The standing advisory committee for urban co-operabanks (UCBs) by RBI in 1983 examined the nemd f
primary co-operative banks for allocating creditpdority sector€. The recommendation was accepted by RBI and
accordingly to minimum lending requirements foropity sectors and weaker section were stipulatdte UCBs were
mandated to give 60 per cent of their credit t@niy sector and within an overall target of 60 pent, the credit to
weaker sections was fixed at 25 per cent of tatakipy sector advances. Earlier UCBs were notwadld to give loans to
agricultural activities except those activitiesiaall to agriculture. After RBI's decision to allowGBs to extend their
geographical area of operation to the entire disof registration including rural areas, the RBsued a circular in
December 1996 that allowed them to give creditgacaltural activities also. The loan given for mgitural activities
would be eligible for counted as the priority sectmlvances for UCBs. However, there were no sepaeagets for
agricultural lending by urban co-operative banks§hbesides commercial banks, regional rural bamds urban co-

operative banks were also included in the priagdégtor lending policy.

During this phase, two important committees led Krishnaswamy (1980) and Ghosh (1982) recommended
major changes in terms of sectors, subsectorstaagdt proportion. The major contribution of thée committees was
the inclusion of weaker section as a sector underity sector lending and setting up separateetsrdor it. Since a
substantial portion of the country was poor thewes whe need to provide financial support to theser mnd weaker

sections of the society through priority sectodieg. (Vadilal 1975; Patel, 1979).

*Branch licensing policy was imposed in 1971 to éigagopulation per bank branch across India Stdtes policy required banks to open 4 branches
in unbanked (rural) areas for every branch opendsnked (Urban) areas. However, the policy wasodisnued in 1990, with onset financial
liberalisation.

*Lead bank scheme was introduced in 1969 as paraidl banking. Under the scheme banks was givariads in which bank had play a lead role to
make aware about benefits of banks and providediahservices.

*This information is taken from RBI (2013), MastdrdDlar-Lending to Priority Sectors-RRBs, ResenanB of India, Mumbai This circular
consolidated all master circulars related to legdmpriority sectors-RRBs, prior to 2013.

®This information is taken from RBI (2004), MastdrdDlar-Lending to Priority Sectors-UCBs, ResenanB of India, Mumbai. This circular
consolidated all master circulars related to legdapriority sectors-UCBSs, prior to 2004.
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Based on the recommendations of the working groepded by Krishnaswamy (1980)RBI increased
commercial banks’ priority sector lending targetéitbpercent with the sub-target for agricultureéased to 16 percent by
March 1985. Separate sub-targets for lending tdkeresections in the agriculture sector were fixasl suggested by the
Working Group. Direct loans to weaker sections imitihe agriculture sector was fixed at a minimunb@fpercent of total
direct advances to agriculture and allied actisitiey 1983. In small scale industries sector adwangerural artisans,
village craftsman and cottage industries were tostitute 12.5 percent by 1985. In terms of thendgédin of priority
sectors, housing and consumption credit for scleeblobstes, scheduled tribes, and weaker sectiores ageled to be

eligible for priority sector lending.

The various segments of the priority sector lendivere further modified on the basis of the repdrthe
‘working group on the role of banks in the implenadion of new 20-point programme’ led by A. Ghosh1982. The

guidelines on priority sector lending for banksdzhen Ghosh committee issued by RBI in February18&re:

The separate target for direct advances underdtieutture sector, with the overall target remagnthe same at
40 per cent. Banks should increase lending to dimdwances under agriculture sector to 15 perckmdtal credit by
March 1985, 16 percent by March 1987, 17 percerilhsch 1989 and 18 percent by March 1990 i.e. @regnt increase
in every two years from 1985 to 1990. Banks werediéd to increase lending to the weaker sectideast 25 per cent of
the total priority sector lending by March 1985.wéwer the definition of weaker section was alsgsed to include (1)
small and marginal farmers with land holding ofléisan or equal to five acres, landless laborbemesropper and tenant
farmer, (2) Integrated Rural development Progranmefieiaries, (3) Scheduled Castes and Scheduletedyri(4)
Differential Rate Interest beneficiaries and (5jigans irrespective of location or small industadativity in villages and
small towns with a population of not exceeding 3D@dvolving utilisation of locality available resmes and/or human

skills, where individual credit requirement does$ exceed Rs 25000.

One striking feature of this phase was the remo¥aloncessionary interest rates during the lateD498hich
were on specific sectors and programmes which veemapletely eliminated in 1990, except in some gsctor
programmes such as export, agriculture, small-sodigstries, and DRI scheme (RBI, 2008). Thus, riyicector lending

policy after 1990 had no interest subsidy except iew sectors.

Inclusion of private sector banks and foreign bainkihis phase led to an increase in the shareiofify sector
advances in total credit of scheduled commerciakbaThe share increased from 23 percent in 194818 percent in

1990. Table 2 shows the share of priority sectemades in total credit of scheduled commercial Bank

The percentage of priority sector advance in totadit in June 1973 was only 23.8 per cent, asethwere only
public-sector banks operating under the prioritst@elending policy and there were no minimum lewgiargets fixed for
them. However thereafter, the share of prioritt@eadvance in total credit increased sharply iB3L8ue to the changes
in the basic structure of the policy like the irgthn of private banks and foreign banks, fixingthp minimum lending
requirement for banks. A fall in the share of ptisector advances was recorded after 1989 an@staround 40.7 of
total credit in the financial year 1990, howevéreimained above the stipulated overall minimundieg requirement, i.e.

40 percent, when all scheduled commercial banksa#ten together.

"This working group was setup by RBI in 1980 and Wwaswn as Working Group on the ‘Modalities of Implentation of Priority Sector Lending and
20-Point Economic Programme’.
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Table 2: Share of Priority Sector Advances in TotalCredit of Scheduled Commercial Banks (Excluding RBs)

Year Priority Sector Advances (in Rs. million) | % of Priority Sector Advances in Total Credit
June (1973-74) 12710 23.8
June (1983-84) 127830 36.1
June (1984-85) 163030 38.1
June (1985-86) 198290 39.9
June (1986-87) 228440 41.0
June (1987-88) 267430 42.9
June (1988-89) 306930 43.8
June (1989-90) 380860 42.6
March (1990-91) 414970 40.7

SourceBasic Statistical Returns of Scheduled commeraakB in India RBI, various issues

Thus, the second phase was marked by the includigmivate and foreign banks in the policy purviewd a
minimum lending requirement was imposed on pubiid @rivate banks at 33.33 percent, which was irse@ao 40
percent in 1980 to be achieved by 1985. Lendingetarfor foreign banks were fixed at 15 percenheif bank credit.
There was a separate target for direct advancesr uhd agriculture sector, with the overall tangghaining the same at
40 per cent. Moreover, in terms of the list of eestunder priority sector lending, many new sectors sub-sectors were
added to earlier ones. By the end of this phaseceassionary interest rates were removed on spesdfators or

programmes with the beginning of liberalizatiorthd financial system and were completely eliminateti990.
Phase 111 (1991 to 2005)

Till 1991 Indian banking sector focused only on tifgective of increasing supply of credit througarigus
programmes like a wider network of banks’ brancteseglected areas, priority sector lending, DR¢, &hus, asset
quality was not a prime concern prior to 1991. Sipdority sector lending accounted for 40 peragribanks total credit
and it included more risky borrowers who lack cigtal for the credit. The issue of non-performirggets(NPA) was

considered to be of great concern in the prioetar lending policy.

In 1991, a committee on financial reforms, as partconomic reform, known as first Narasimham Cottewsi
was set up by government of India to study the lerob faced by the Indian banking sector and to estggeasures to re-
energize the banking sector. The committee ideatithe issue of NPRas the major threat to the Indian banking sector
and suggested measures for asset classificatioomie recognition, and provisioning requirement. t®a account of
priority sector lending policy, this committee appiated the role of priority sector lending in &shing its social objective
i.e. providing credit and reaching to neglectedasoof the economy. However, the committee alsonleld priority sector
lending policy as one of the main responsible facihich had affected the banks’ income negatittelgugh interest rate
subsidy and high monitoring costs of such loang @tmmittee recommended the reduction of the tadgetoportion to
10 percent from 40 percent for banks and at theestime narrowing down the definition of prioritycters to give
attention only to the low-income target sector. §hihe committee tried to phase out priority set#ading by reducing
the targeted proportion and focusing only on lomeeme borrowers such as marginal farmers, smatbseand small
business, transport sector, village and cottagesinigts as there were problems of declining prioility and efficiency of
banks due to priority sector advances. In this eotian, prominent economist D. N Ghosh opined that proposed

cutback of the target of priority sector lendingl® per cent would send an unfortunate signal ¢odikpenser of credit

8Non—pen‘orming assets is an asset that cease®am on loans disbursed by the banks.
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which in turn will dilute the prime objectives ofigrity sector lendingThis might have constituted a possible factor
because of which the committee recommendations maraccepted by the government, and priority sdetaling policy

continued unchanged.

One important change in the priority sector lendadjcy during this phase was the introduction ehalties in
the event of a failure in achieving targets impobgdRBI under priority sector lending. Foreign bankere mandated to
increase their priority sector lending to a levelLd percent by the end of March 1992. Prioritytsetending by foreign
banks was only 7.2 percent of their net bank cratihe end of March 1992 (RBI 2005). The non-agdieent of priority
sector lending targets by foreign banks was tal@iowgsly by RBI and foreign banks were advised wriA1993 to
achieve the target by June 1993. In the eventibfréato attain the minimum lending requirementiefign banks were
required to deposit the shortfall for a period akgyear with the Small Industries Development Bahlndia (SIDBI) at
10 percent interest rate per annum. Thus, pendtireson-achievement of priority sector lending uggment were first
imposed on foreign banks in 1993. In April 1993wis also decided to increase percentage targeferign banks to
priority sector lending from 15 percent to 32 petoef their net bank credit. Accordingly, from Mar&994 composition
of priority sector lending for foreign banks wagemed to include the export sector from July 1983(2005). The sub-
target for exports and Small-Scale Industries (B®Ithin the overall targets of 32 percent for fgrebank stipulated to
be at least 10 percent of net bank credit.

Although minimum lending requirements to the lewélpriority sector advances for public and privatnks
were imposed in 1974 and 1978, there was no pmvisf penalties on these banks in non-achievenfaatrgets. In 1995
after setting up Rural Infrastructure Developmeunhdr (RIDF) with NABARD, by the Central Governmeptjvate and
public banks were also required to deposit fundsvedent to the amount shortfall in agriculturahdéng, with RIDF*°As
per the penalty clause, the RBI would decide th#ds of such deposits and interests on the shioatfiaount deposited
by banks to such funds. In 1998, Narasimham Il cdtem recommended to include, deposit funds egentato the
amount shortfall in total priority sector lendingith RIDF. Thus, the concept of giving the shoitéd a penalty to (RIDF)
in the case of not achieving the minimum lendinguieement presses banks to achieve the targetstigiar indirectly.
Since it will not help in increasing credit to mity sector thus this recommendation was not aemegtiowever, it was

introduced in 2004 in some sectors such as aguieylsmall-scale industries, and housing.

After Gosh committee (1982) recommendations, sufpetafor the agricultural sector was fixed at 18cpat of
the net bank credit (NBC). In 1996, a high-leveimeoittee, on agricultural credit through commerdiahk under the
chairmanship of R.V. Gupta, found that the 18 pamtdarget fixed for agriculture sector was too lidveonsidered in
relation with the reserve requirements which way vegh at 63 per cent. However, the total cred&aurces of banks
have increased due to a reduction of reserve rmmeints over the years. The committee recommendedrttorder to
maintain the same share banks should double thedlitdo agriculture sector because the base oshnttie target had
been fixed doubled. The committee also suggestalishdave self-set targets for agriculture sectedit based on their

flow of credit. In order to have self-set targateg committee suggested to preparing Special Aljuie Credit Plans

°Ghosh, D. N (1992), “Bank Profitability and Prigrector Lending from Populism to Impressionisigonomic Political Week)y27(8), February 22,
pp. 387-388.

1ORIDF was established by union government to profudels to state governments for rural infrastruetevelopment.
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(SACP) with RBI specifying current year expectedrarease in the flow of credit over the precedjegr. Based on the
above recommendations Special Agriculture Credh®(SACP) was introduced for Public sector banitsbb-target for

agriculture sector remain unchanged at 18 percent.

The committee on banking sector reforms, Narasimi@ommittee Il (1998), again focused on the issue of
priority sector lending and noted the reasons wiey eéarlier recommendations of Narasimham Committeere not
accepted by the government. The committee founidpitiarity sector lending led to an increase in 1pamforming credits
and had an adverse impact on banks’ performanagsenuing profitability and efficiency. The commétebserved that
47 per cent of total NPAs were due to priority seddvances. The committee also acknowledged #thtcing the
targeted proportion could have an adverse impadherflow of credit to the priority sectors. Thecerd Narasimham
Committee recommendations could be illustratecdaspuraging lending to marginalized farmers, sifiaathers and other
small sectors such as small business, which otkertad difficulty in obtaining loans. In additiom that, the committee
also realized that it would be beneficial to redireredit to employment generating sectors of tenemy. In addition to
that, the removal of discounted interest rate @ditrup to Rs 0.2 million and a phased moving aWasn overall targets

and sub-targets was recommended.

Finally, there was an encouragement of debt-sézatittn which would allow smaller banks that weot able to
meet the minimum lending requirements to buy dednhfother financial organizations. Narasimham Cotteaill was the
first committee to recommend debt securitizatiom Banks which were not able to meet the minimunditegp
requirements by buying the debt from other finahaistitutions. But the recommendation was not ateg by the
government, although in the later period secutiizeof the priority sector advances were recomreenby various
committees (which have been discussed in the fatigvgections) and it is part of the present formpdbrity sector

lending policy.

Based on the recommendations of the Narasimham Qeentl, the following major changes were madethoy
RBI in the guidelines of the priority sector policyhe scope of priority sector was increased byiradémployment
generating activities like food processing, relatedvices activities in agriculture, poultry, fisies and dairying in 1999,
to the list of priority sectors. The rate of intstrevas not supposed to exceed the prime lendiegofathe banks for loans

up to Rs 0.2 million, and banks were allowed toag®their prime lending rate subject to the apdroitheir boards.

In the year 2000, Technical Group on ComputationPabrity Sector Lending Targets led by B.R. Verma
recommended that targets could be linked to theykser’'s net bank credit (NBE)and up-scaled by the estimated growth
in the credit. The Group also recommended withdtafvaxclusion of Foreign Currency Non-Resident RFFC(B)/ Non-
Resident Non-Repatriable (NRNR) deposit from NBQ fmomputation of targets in a phased marhefhe
recommendation was re-examined in 2004 and waslegd¢hat the current definition of NBC may not amrged (RBI,
2005).

"INet bank credit of any bank is measured by dedgadtinbills rediscounted with RBI and other appi¥i@ancial institution from its total credit in
India

“Both FCNR(B) and NRNR deposits are the scheme direthich non-resident Indian’s(NRIs) can inveskidia. However, FCNR(B) is denominated
in foreign currency and B stands for banks, bel®@3 it was known as FCNR(A) where A stands fooaot and NRNR is denominated in Indian
rupee. FCNR(B) loans are thus loans raised by ind@gporates in foreign currency as per the guidslissued by RBI. NRNR loans are loans from
NRNR deposit in Indian currency as per guidelirsssiéd by RBI.
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Another important change during this phase wasrtiesion of micro-finance institutions and bankdit to Self
Help Groups(SHGs) and Joint Liability Groups(JL@s)part of priority sector lending since 2000 (RBD8)>In 2002,
targets for RRBs were reviewed in and it was detittat RRBs should achieve a minimum lending regoént of 60 per
cent of their total priority sector advances asremal0 per cent earliéf.Further, out of the overall target of 40 per cant
least 25 percent should be allocated to weakeiossctThe revised targets were made effective fiteeryear 20034. As
per RBIs master circular on lending to priority tees relating to co-operative banking 2008, urbaroperative banks
were mandated to give 40 per cent of their credithe priority sector as against 60 per cent eadiel within overall
target 60 per cent, the credit to weaker sectitwsilsl be 10 per cent of total priority sector achesi°Thus during this
phase (1991 to 2005) targets for RRBs increasedtzatdof UCBs decreased. These targets for RRBsuapan co-
operative banks continued to be part of the prefsent of priority sector lending by RRBs and urlmmoperative banks.

Expert Committee on Rural Credit (Vyas Committe®0D) appointed by NABARD in the year 2000
recommended in its report that a minimum lendirguieement of 18 percent for the agriculture seatwdt 40 percent for
priority sectors should be reviewed after everyefiyears® It also suggested for retaining the minimum legdin
requirement of 4.5 percent on indirect finance ddaalture and 18 percent for overall agricultu@ns. The committee
also recommended a major reduction in RIDF interatst to a level just enough to cover the intecest of the deposit.
Although, RBI has not formally reviewed agricultutanding requirement in the intervening periodnych in the line
with the Vyas Committees recommendations, it ha@gested that banks shall meet the targets of 1&pecredit to the
agricultural sector in a time-bound manner. RIDfeliest rates had been reorganized and a systemadédjrates was

introduced as per which the banks having highert&tbwould be paid lesser interest rates.

Another committee led by V. S. Vyas —'Advisory Coittee on Flow of Credit to Agriculture and Related
Activities from the Banking System’, (2004), recoemded the following changes under priority secémding. There
should be a comprehensive review of the minimundileg requirements under the priority sector lendiugd following
that, if such a review was pending the currentilegaf 18 percent for the agriculture sector shduddenforced. Banks
were recommended to raise their direct credit tdcajure to 12 percent of NBC within a span of twears and
furthermore to 13.5 percent even after that. Thizsgs who were already in this position were sup@dse continue with
this. Indirect lending to agriculture for the fitsto years was set at 6 percent for judging théoperance of the banks in

the face of 18 percent minimum lending requirenfenthe agriculture sector and ceiling of 4.5 petce

Recommendations for the continuation of the Spesgalcultural Credit Plan (SACP) was also includadhich
was recommended by the Gupta Committee (1996)dditian to that, the inclusion of private banksrajawith the public
sector was encouraged which was based on the desbhent during the year rather than on the outstgn@®hares of
small and marginal farmers were supposed to beuleadd on the basis of their land holdings. Themwittee also

recommended the increase of credit disposal udeSACP to be increased to 40 percent by the etideof enth Five

BMicrofinance was introduced in 1992 to allocataditreo poor section of the economy, particularlppwomen with help of non-governmental
organisation and non-banking institutions. Micrafiice was elevated under two major approad¥iest:the Bank-Self Help Group Linkage programme
under which SHGs were given credit by non-goverralerganisation or by banks themselves 8adondBank-MFI Linkage Model under which bank
lent to MFIs, Non-Banking Financial CorporationsBRCs) registered with RBI, and these MFIs and NBfe@her lent to SHGs and Joint Liability
Groups (JLGS) (RBI 2008).

“RBI (2013), Master Circular- Lending to Priority$ers-RRBs, Reserve Bank of India, Mumbai

RBI (2008), Master Circular-Lending to Priority $es-UCBs, Reserve Bank of India, Mumbai

*In order to make rural population of the countnyaficially inclusive National Bank for Agriculturahd Rural Development (NABARD) was set up in
1982 under the recommendation of the internal waylgroup chaired by B. Sivaram.
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Year Plan, 2007. Credits for storage facilitieespective of their location were supposed to batéd as indirect
advances to agriculture and banks investment inréeed assets was supposed to be treated ag (lindaect) advance

to agriculture if the assets comprise only diréuatlifect) advances.

Based on these recommendations which were madééywyas Committee, the RBI issued the following
changes in agriculture which were under the psosiéctor, such as credits were supposed to be edeéd storage
facilities which were not dependent upon the laratand these would be treated as indirect advatcegriculture.
Investments of banks in securitized assets werpaagal to be treated as direct (indirect) advanmeadriculture in case
the assets only comprised of direct (indirect) ades to agriculture. In a further modification, NRérms were tweaked

which led to the association of repayment periotbafs with the harvesting of crops.

Table 2 and 3 show that priority sector lendingagsercentage of total bank lending reached itsesghpoint at
around 40% in late 1990, and steadily declinedr &@f®91. This fall in the proportion of the priorigector advances has
been widely linked to the RBI's focus on bank piofis the main performance indicator after 1990r(R@00). During
this phase(1991-2005), the share of priority seletioding in total credit by scheduled commerciatksaremained around
35 to 38 per cent. As we can see from table 3.2stiere of priority sector advances in total crdwitscheduled
commercial banks was 37.7 percent in 1991; it tetarted decreasing and in 2004-05, end up witlsdimee percent as in
1991. However, from 1993, the performance of ptyosector lending policy has been improving sigrifitly as
concessions on interest rate were reduced for lalboge Rs 0.2 million (Sarkar & Agrawal, 1997).

Table 4: Share of Priority Sector Advances in TotaCredit of Scheduled Commercial Banks (Excluding Rgional
Rural Banks)

Year | Priority Sector Advances (in Rs. Million) | % of Priority Sector Advances in Total Credit
1991-92 445720 37.7
1992-93 473180 37.1
1993-94 517390 34.4
1994-95 59097 36.5
1995-96 692090 33.7
1996-97 808310 32.8
1997-98 938070 34.8
1998-99 1089050 34.6
1999-00 1263090 35.3
2000-01 1557790 35.4
2001-02 1822550 35.5
2002-03 2056040 34.8
2003-04 2546480 35.1
2004-05 3168080 37.7

SourceBasic Statistical Returns of Commercial Banks ofidnRBI

To summarize, in this phase (1991-2005)the issuropéasing NPA, particularly due to priority sectmlvances
were given importance by RBI. An important changéhie policy was the inclusion of micro-financetitigions and bank
credit to SHGs and JLGs as part of priority set@ading and introduction of penalties on bankshia ¢vent of failure of

achieving target imposed by RBI under priority sedtnding.
Phase IV (2005 to Present)

This phase for Indian banking sector can be chariaed as the phase of financial inclusion as RBuU§ed on
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extending banking services to all sections of thelety. However, for priority sector lending, therjpd starting from
2005 is the phase of expansion of the policy asymamv sectors were added in it. Apart from broadigmif the definition

of priority sectors, securitization of priority $eclending made it more market based during thissp.

An internal working group set up by RBI under theicmanship of C.S. Murthy (2005)focused on revieyi
important issues on priority sector lending likeetlter priority sector lending. These issues rewblaeound whether
priority sector lending norms were still necessaing whether priority sector lending policy neededdview in terms of
the definition of priority sector, overall targetsd sub-targets for domestic and foreign banks,ctivecept of Net
BankCredit (NBC) and method of calculation of minim lending requirements of priority sector lendidgcording to
the committee, even after 36 years of priority @etdgnding policy, credit allocation to prioritycers had not been to the
desired extent. Thus, the committee viewed thatpifierity sector lending policy needed to continlidhe committee
revised the priority sectors to include those ssctbat were employment generating, beneficialmalsborrowers and
would affect a large section of the economy. In Iss@ale industries sector, the committee suggesteskparate

classification of finance into direct and indiréat fixing targets.

According to the above committee, use to Net Bargd® (NBC) to fix the target for PSL had its shantnings
as Net Bank Credit is based on outstanding advarfdeasnks at a particular point of time. Outstagdinivances generally
tend to decline in the case of write-offs and biaeovery of loans. Further, outstanding advamocesprise NPAs, which
are reflected in banks credit to priority sectdnsus, the committee recommended linking of priosgtor lending targets

to total disbursement by banks during the previmes.

The committee also focused on the consequencessinf) unter Bank Participation Certificates (IBP@r f
meeting minimum lending requirement posed by pijosiector lending policy’As per RBI guidelines, IBPCs are non-
transferable and allowed to the level of 40 peradnanderlying advances, thus, IBPCs have not lwidely used by
banks in India. But Banks, especially foreign andaie banks, have used IBPC as an alternativeceafrlending. They
have also used this to meet the lending requiremesgd by priority sector lending from priority s@mclending surplus
bank, although on a limited scale (RBI 2005). Bah&sing a comparative advantage in disbursing Idartbe priority
sectors may have higher targets than the prescrbgienum lending requirements and may issue cedtiifis, which can
be bought by banks which are short of targets tetrttee lending requirements prescribed by the pyisector lending
policy. However, according to RBI master circular nding to priority sector lending till 2007, do@ot include
investment in IBPCs to be eligible for priority s&clending. Thus, banks should be more involveteiding directly to

the priority sector.

Thus Committee (C S Murthy, 2005) reported that@B#Xisted in India although it is thin in size auwine banks
have used IBPCs to meet targets posed by priogityos lending policy. The committee recommendedcestment in
priority sector lending based IBPCs can be allowe@drade among banks, which will provide a shontrtefunding

instrument at market-based interest rate. Thusctimmittee wanted to make the priority sector legdmore-market

17The IBPC scheme was introduced in 1988 in orderaeide banks an instrument, for evening out ster: liquidity usually for 91 days or 180 days
within the banking system. Under this scheme thesgwo types of participations certificates; IAt@nk participation with risk sharing and Inter-kan
participation without risk sharing. However outtlbé two participations most commonly used is IBR@h risk sharing as it reduces the banks credit
portfolio size due to reduction in their capitaju@ement and there is no reserve requirement cm BPCs. The interest rate on IBPCs are market
based, bilaterally determined between the participdbanks and also depend upon the purposes Bigher it used for meeting regulatory obligations.
The rates are also quoted in accordance with giryahort-term money markets. IBPCs have not léidely used by banks in India as they preferred
their own assets portfolio.
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oriented by allowing such type of securitizatiorpobrity sector lending.

Moreover, the committee recommended that investrbgnbanks in special bonds of a specialised fir@nci

institution to be considered as priority sectorathes subject to condition (see RBI, 2005).

The committee submitted its report in 2005 and tame the recommendation of the committee priorégtsr
lending policy guidelines were revised from 30thriR@007. Major changes suggested were such asverll lending
requirement was to remain unchanged and stood giedtent for all domestic and 32 percent for ateiign banks. In
addition to that priority sector lending were tollvded to the credit equivalent to the off-balarsteet exposure of some
banks which were showing negative or zero Net Barddit on their balance sheets. The targets andasgbts under the
priority sector lending were supposed to be linkedhe Adjusted Net Bank Credit (ANBC) or Creditueplent of off-
balance Sheet Exposures (COBE), whichever was higeon the $1of March of the previous year. As per the revised
definition of micro, small and medium enterprisevelepment (MSMED) Act 2006, small scale industrigsre too
brought under the ambit of priority sector lendihmvestment of bonds of financial institutions wast supposed to be
considered as priority sector advances. On ther didwed, outright purchases of any loan assets higshanvestments by
banks in securitized assets and Inter Bank Paatiop Certificates (IBPCs) on a risk-sharing bagise supposed to be

eligible for classification under respective catég® of priority sector.

Thus, besides direct loans under priority sectadileg policy, outright purchases of any loan asgebanks,
investments by banks in securitized assets and Baek Participation Certificates (IBPCs) on a +#flaring basis was
also eligible for classification under respectiategories of priority sector. Thus, the prioritgtee lending policy in 2007

was more market-determined that the earlier practicerein banks directly gave loans to prioritytge

The committee on the financial sector reforms lgdRBghuram Rajan (2009) recommended that althdugyle tis
broadening in the definition of priority sector ¢éng from time to time, certain sectors such agdiradvances to
agriculture and weaker section which, in real sease affected due to credit constraints shouldrieserved in the priority
sector lending. The committee suggested that vaighiticrease in rural to urban migration and indrepshare of urban
poor, these borrowers should be included in theradlvagriculture share. The committee also recomtednthat all
commercial banks, whether domestic or foreign, niaste the same lending requirement under priogttas lending.
According to the committee, Inter Bank Participati©ertificates (IBCP) scheme under priority sed¢mding were such
type of securitization in which borrower takes ba tredit risk, and these credit risks are higbase of neglected sectors.
Another issue highlighted by the committee washef $ecuritization of the priority sector lendingttiposes problems in
getting credit for neglected sectors as it has éowell documented, standardized and serviced. Timescommittee
proposed a new scheme of Priority Sector Lendingifidates (PSLC) for making the priority sectonééng policy more

cost effective for banks.

Under the PSLC scheme, any registered lender ssichomey lenders, MFIs, NBFCs, cooperatives, whehav
made credits to eligible sectors and any bankgbhgiass priority sector targets would receive PSéqisl to the amount
by which the requirement is surpassed. A marketladvthien be opened up for these certificates, albeglihes of the
IBPCs, where deficient banks can purchase certifidatenake up for their deficit in targeted creHibwever, loans would
still be on the books of the original lender andhié loans default, no loss would be borne by theificate buyer.

According to the committee, such type of certifisat®muld encourage small financial institutions #cialize in priority
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sector lending, much like the impact of the US Qpblicy on Community Development Financial Instituts.

Later on, some recent committees such as (Nairl(204adera (2015)) also recommended PSLCs to lyibokdi
for priority sector lending under the respectiveegaries of priority sectors. On the recommendatibthese committees,
the PSLCs scheme introduced by RBI in April 2016vjed for the purchase of these certificates,him ¢vent of a
shortfall in meeting their priority sector lendinginimum requirement for the sector as well as fa& sub-sectors (RBI
2015).

In its report on the priority sector lending, N&ommittee (2011) suggested not to change the egiftasic
structure of priority sector lending regulationat o understand as to why the priority sector legdystem had not been
satisfactory. On the other hand, the recommendatalso stated that merely forming guidelines couddl guarantee
success in this regard. It advocated the introdnaiif appropriate structural changes in the doro&policymaking as per
changes in the economic scenario, both nationalirtednational, and the consequent variations & dtiucture of the

priority sector lending.

Major recommendations of Nair Committee were, thieimmum lending requirement for the domestic banlesen
set at 40 percent of the ANBC or the CEOBE, whienestood higher, and in addition to that, a minimd@percent
lending requirement was also proposed for foreignkls. It was also recommended to have an ‘agriculand allied
activities’ as a composite sector for which they¢ds were fixed at the same 18percent. It alsoesigd a sub-target of 9
percent for small and marginal farmers within tigeiultural sector and other allied activities whiwere to be attained
by the banks by the year 2015-16. Other recomméandasuch as a sub-target under Medium and Smadrpnses
(MSE) to a level of 7 percent of the ANBC or the @BE was to be attained by the year 2013-14. Catittioned to
women could also be extended to the weaker sectibtise society, and the minimum lending requiretrfen foreign
banks was supposed to be increased to 40 percnsub-targets of 15 percent each for MSE and ¢gpBt. SCs were
allowed to function on a pilot basis with schedutednmercial banks including regional banks as themmarket players.
Finally, credit given by banks to the Non-Bankinmahncial Institutions (NIBF) was to be eligible feriority sector

lending up to a level of 5 percent, if given topgaified segment with due diligence and standafde®cumentation.

According to the recommendations laid down by ttaér Lommittee in 2011, RBI issued following guid&s in
2012, domestic banks with more than 20 operatirandites should ensure at least 40 percent of its Q\NB credit
equivalent amount of off-balance sheet exposuré;helver is higher should go to the priority sectdrwhich around 18
percent should be allocated towards the agriculsggments and around 10 percent to the weakdpsecForeign banks
with more than 20 branches should ensure 40 penfetd adjusted net bank credit or credit equimbl@mount of off-
balance sheet exposure, whichever is higher shgulth the priority sectors with a minimum lendiregiuirement of 18
percent for agriculture. Foreign banks with at m2@tbranches, however, continue to the target op&2cent of their

ANBC to the priority sectors with no minimum lendirequirement for agriculture.

Recently in the year 2015, an internal working grappointed by RBI under the chairmanship of Lilgdéra to
revisit the existing guidelines of priority sectending and recommended the following major chandé® minimum
lending requirements of all domestic and commerbihks were to be continued at 40 percent of th&@MNr the
CEOBE, whichever is higher and all the scheduleghroercial banks excluding RRBs irrespective of thmimber of

branches should have the same targets or subdaiiggs committee recommended that the priorityughde credit for
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agriculture, which was to be fixed at 18 percewtuding farm credit, credit for short term crop meaand medium and
long-term investment credit to farmers. Taking irgdonsideration of the small land holdings of farspeit was
recommended that the minimum lending requiremesditof 8 percent should be fixed or the small araginal farmers

out of the total 18 percent for the agriculturaitee.

A status of priority sector lending was recommended medium enterprises under the Medium and Small
Enterprises (MSE). A credit of up to 100 million svio be also included and in addition to that themittee suggested
that a microenterprise target of a level of 7.5cpat of ANBC and CEOBE whichever was higher, wabdachieved in
stages. In order to ensure that the micro and senédirprises move out of the priority sector aftelieving their targets,
the committee recommended that the MSMEs shouldiremnly for 3 years. A separate category for thpoet loan
under priority sectors, with a limit of 2 percefitANBC in order to make sure that the other secéwesnot crowded out.
House loan limit was fixed at 0.5 million and theedit up to 100 million to the borrower’s other tththe households.
These included activities such as solar and biothased power plants. It also extended the recomatiems to linking
the borrower’'s Aadhar number for the identificatmfrborrowers and also suggested that accountsléHglp groups and
Joint Liability Groups should be reported to thedit offices for verifying their eligibility for otaining credit under
priority sector lending. Finally, the recommendaticalso reached out to the introduction of PLSCertable banks to
meet their minimum lending requirements under gsigector lending, in order to leverage their camngtive advantage.
This model would therefore lead to surplus whichulsiobe issued and which could also be acquiredhenetectronic
platform at a market based free, enabling the bemkadershoot the priority sector lending targetthe declared volume
of PSLCs.

Present Form of ‘Priority Sector Lending’ Policy

There have been several changes in the definisowedl as targets of priority sectors over the geat present

priority sector broadly include the following sesto

e Agriculture: this includes Farm Credit (which wiiticlude short-term crop loans and medium or lomgiteredit
to farmers), Agriculture Infrastructure and AnaijldActivities.

e Micro, Small and Medium Enterprises(MSMES): Bankadit to micro, small and medium enterprises based
the limit on investment notified by Ministry of M3&4% for manufacturing and servicing are considergd a

priority sector.
»  Export: includes pre-shipment and post-shipmenbebgredit (excluding off-balance sheet items).

» Education: loans for educational purposes and i@t training up to Rs 1 million irrespective dnetioned

amount are considered.

» Housing: contains credit to an individual for canstion or purchases of houses, loan to the govenhragency
for construction of dwelling unit or for slum cléag and rehabilitation of slum dwellers, credit foousing
exclusively for low-income group and weaker sediamd a bank loan to housing finance companies.eiery

the credit limit is different for different borrongand different locations.

» Social Infrastructure: bank credit up to a ceilinf§ Rs 5 crore per borrower for construction of abci
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infrastructures such as schools, health care, amkinlg water facilities, and sanitation facilitieacluding
construction/ refurbishment of household toiletd Aousehold level water improvements. In additmthit, this
includes credit to microfinance institution extedd®er on-lending to individuals and also to membefsSelf

Help Groups or Joint Liability Groups for water asahitation facilities.

* Renewable Energy: forms up with bank credit to dwars and individual household for purposes likarsbased
power generators, biomass-based power generatand;mills, micro-hydel plants and for non-convemntib
energy based public utilities viz. Street lightisygstems, and remote village electrification. Forrbwers, other
than individual household the credit limit is ROL&illion and for individual households, the loamit will be

Rs1 million per borrower.

e Others: loans up to Rs 50,000 per borrower providieelctly by banks to individuals and their SHG JuG,
provided the individual borrower’s household annumaiome in rural areas up to Rs100,000 and for nooak
areas up to Rs1,60,000, Loans to distressed pergorte Rs 100,000 per borrower to prepay their debt
informal lenders and credit sanctioned to StatenSpied Organisations for SC or ST for the spegifigpose of

purchase and supply of inputs and/or the marketfrige outputs of the beneficiaries of these orgmtions.

Thus, at present, the priority sector lending potiovers many new sectors and sub-sectors as cethpaits initial
phases. Inclusion of new sectors and sub-sectoyscengse some amount of dilution in the policy sitlee overall target

remains at 40 percent while the number of sectdrsab-sector has gone up.

Along with bank loan extended to these sectorsimthestment made by banks in securitized assgisgsenting loans
to various categories of priority sectors excephéos’, IBPC and outstanding PSLC certificates wugy banks are
eligible for classification of priority sectors usdrespective categories of priority sector lendiBgnk loans to MFIs for
on-lending to individuals and also to members ofSStor JLGs are eligible for categorization as fitjasector advance
under respective categories viz., Agriculture, MjcBmall and Medium Enterprises, Social Infrastitet and Others,
provided not less than 85 percent of total assketdil. The rates of interest on bank loans on fjosector lending

would be as per directives issued by our DepartroeBanking Regulation from time to time.
The present minimum lending requirements for bdakshe above-mentioned sector are listed in t8dle

In non-achievement of priority sector targets anb-twrgets, scheduled commercial banks shall loeatkd shortfall
amounts for contribution to the Rural Infrastruetubevelopment Fund (RIDF) established with NABARBd eother
Funds with NABARD/NHB/SIDBI/ MUDRA Ltd., as deciddaly the Reserve Bank from time to time. It will@alse taken

into account while granting regulatory clearanaes approvals for various purposes.

The interest rates on banks’ contribution to RIDRwy other Funds, tenure of deposits, etc. sleafided by Reserve
Bank of India from time to time. The misclassificats reported by the Reserve Bank’s Department amkihg
Supervision would be adjusted/ reduced from thdeaeiment of that year, to which the amount of desifecation/

misclassification pertains, for allocation to varscfunds in subsequent years.

Table 1 Targets/ Sub Targets for Banks under Prioty Sector Lending

Domestic Commercial Banks/Foreign Banks (20 Foreign Banks with Less than 20

e Branches and above) Branches
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40 percent of ANBC* or CEOBE, whichever is higher 40. percent o‘.c ANBC or C.EOBE.'
.whichever is higher to be achieved |in

Total Foreign banks have to achieve the minimum leng N9 hased manner ie. 32 percentlb
Priority requirement of 40 percent of ANBC within a maximy P " b Y

I
Sector period of five years starting from April 1, 2013\caending '”N/Iear::cehntZC())%G Aal\TgCthzc etrhe t:;?etfr(c))fnZ
on March 31, 2018 P y'y

2016-17 to 2019-20.
18 percent of ANBC or CEOBE, whichever is higher

(Direct: 13.5 percent and Indirect: up to 4.5 pette

Out of the 18 percent target, 8 percent is preedrifor
Small and Marginal Farmers, to be achieved in asgtha
Agriculture | manner i.e., 7 percent by March 2016 and 8 perbgntNo specific target
March 2017.
Foreign banks have to achieve the Agriculture Tafge
within a maximum period of five years starting fra¥pril
1, 2013, and ending on March 31, 2018.

7.5 percent of ANBC or CEOBE, whichever is highebe
achieved in a phased manner i.e. 7 percent by M20d6
and 7.5% by March 2017. The sub-target for Micido specific target
Enterprises for foreign banks would be made apbleca
post-2018 after a review in 2017.

10 percent of ANBC or CEOBE, whichever is higher
Foreign above have to achieve the Weaker SectiangeT|
within a maximum period of five years starting fraxpril
1, 2013, and ending on March 31, 2018.

Incremental export credit over the correspondinte dz
the preceding year, up to 2 percent of ANBC or CIECBE
whichever is higher, effective from April 1, 201J7
However, for domestic banks, it is subject to actaned
limit of up to Rs 25 crore per borrower to unitsving a
turnover of up to Rs 100 crore.

Source: RBI (2015), Master Circular, Prioritgt® Lending-Targets and Classification, Reservaklmd India, Mumbai

Micro
Enterprises

Weaker
Sections
No specific target

xport credit will be allowed up to 32
percent of ANBC or CEOBE,
whichever is higher.

Exports

CONCLUSIONS

After outlining the course of priority sector lendipolicy from its inception to its present forme wan say that
the policy has been made flexible in terms of tleéinition and delineation of targets for prioritgcdor lending.The
broadening of the definition of priority sector ¢éng along with interest rate deregulation has maeéepolicy far more
flexible than beforé® Many new sectors have been added like socialstrfrature and renewable energy, at the same
many new sub-sectors have also been included iistirex sectors. However, the minimum lending regnent has
remained the same since 1985. Like, the agricusemor has been divided into two sub-sectorsctigriculture and
indirect agriculture with many new activities haween made eligible for agriculture credit undeppty sector lending.
Thus, the policy seems to have diluted from itgiogal form, when there were only three or four sextwith a lending

requirement of around 33.3 percent.

With regard to the method of Computation of Pripector Lending Targets, earlier targets were dasenet
bank credit but presently they are calculated enbifsis of previous year’'s Adjusted Net Bank CrediCredit Equivalent
of Off-Balance Sheet Exposure. One important stbgyJain et al. (2015) on the basis primary survéyl@ bank

'8RBI (2004), Report on Trends and Progress of Bankirindia 2004-05, Reserve Bank of India, Mumbai
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branches found that most of the bankers do notpifculation of targets on ANBC, since, the drgilien by banks is
directly proportional to Net Lendable Resourcesbankers prefer calculation of PSL targets to b&etiaon net loanable

resources i.e. total deposit minus cash reserugresgent and statutory lending requirements.

One important change which makes the policy movedeable to banks is the inclusion of investmentenby
banks in securitized assets, representing loamartous categories of priority sectors except thadleng in the category
of ‘others’, IBPC and outstanding PSLC certificabesight by banks are eligible for the classificatad priority sectors
under respective categories of priority sector ilepdHowever, the inclusion of these types of imstents is necessary
because of rising NPAs in priority sectors, whislgenerally due to lack of monitoring and supeovisiSince these types
of the instrument allow banks to meet their lendiaguirement by using credit given by priority sgdending surplus
banks. At the same time with the introduction ofigley in non-achievement of priority sector target&l considering it
while granting regulatory clearances and approf@isvarious purposes, the policy has been madeteatrior banks

operating in India.
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