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FOREWORD

Agricultural operations do not provide continuous year-round employment. However, the
ruraf non-farm sector (RNFS) not only absorbs more labour but also has the potential to
even out seasonal and disguised unemployment through appropriate mix of farm and non-
farm activities. Further several studies reported that RNFS has the potential of engaging
the available work force productively for the development of the country which provides
additionat incorne to families living in rural areas and help to reduce poverty. Recognising
this, the National Bank started extending refinance for the development of RNFS since
1985-86. The National Bank also conducts evaluation studies periodically to refine its policy
towards the sector. The present study is one such study conducted to evaluate role of
RNFS in the rural economy in Andhra Pradesh.

The present study covered 101 units covering three activities like fashion technology, coir
rope making and coir rope mat making investments financed by branches of Andhra Bank,
State Bank of India and Regional Rural Bank in East Godavari district of Andhra Pradesh.
The study covered specific aspects like adequacy of credit, lending procedures, costs and
benetits, cash flow of the units, extent of employment generation, (oan recovery, linkages
and constraints for future growth, etc.

The study observed that the fashion technology scheme targeted for DWCRA group mem-
bers generated an income of Rs.1500-1800/month and about Rs.19800 a year. Howaver,
these units face problems like, power shortage, insufficient orders on regular basis, delays
in receiving the remuneration of the works undertaken and insufficient training, etc. The
borrowers engaged in coir mat making reported a net average income of Rs.21,600 per
year. The net incremental income for this activity was worked out to Rs.7500 per annum,
which showed that'the scheme was viable and created a positive impact on the incomes
and employment of rural women. The recovery performance of most of the activities was far
from satisfactory resulting in the overall recovery performance at 58 per cent. Main reasons
for default among units were: insufficient and irregular orders (fashion technology), wean-
ing away of the members from the group by private traders (coir mat}, non-utilisation of the
machines (coir rope}. This calls for concerted efforts to improve the pattern of financing of
the RNFS as well as intensifying the recovery drive by the RFls.

1 hope that the findings of the study will be useful to the banks, rural development institu-
tions and academicians concerned with the planning and the financing for the deveiopment
of the RNFS,

National Bank for Agriculture V. Ramakrishna Rao
and Rural Development Chief General Manager

Andhra Pradesh Regional Office

Hyderabad

15 June 2005
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Name of the Study

District Selected

Financing Banks

Reference Year

BASIC DATA SHEET

Ex-post Evaluation Study on Rural Non-Farm Sector
Investments in Andhra Pradesh

East Godavari «

Andhra Bank,
State Bank of india and Regional Rura! Bank

2003-04

. Activities Studied & Sample Size:

Activity Sample Size
Fashion Technology 27
Coir Rope Weaving 44
Coir Mat Making 30
Total 101

. Sources of Funds {Rs. 000's)

Sources of funds Coir Mats | Coir rope Fashion Tech
Avg. invi. 4000 10700 18300
Bank loan 2000 5350 91500
% bank loan to avg. invt. 50 50 50
Margin Money /Subsidy 2000 5350 91500
Other loans - - -
[Avg. WC 7000 9300 8700
WC loans 3500 4650 3350
% WC loan to avg. WC 50 50 50
Own funds -

7. Mandays Generated (No./years per unit)

Activity Units Mandays Generated (per unit)
Fashion Technology 27 220
Coir Mat Making 30 350

8. Net Income Generated (Rs/Year)

Activity

Rs.

Coir Mats 21,600

Coir Rope Weaving

nil

Fashion Technology 19,800

9. Repayment Performance

Activity % Recovery
Fashion Technology 79
Coir Weaving 89
Coir Mats 70

TN
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EXECUTIVE SUMMARY

Role of RNFS in employment generation and poverty alleviation in the countryside hardly
needs emphasis. But the sector faces a variety of probiems that defy an easy solution.
Hence, a specific study like the present one was conducted to avaluate role of RNFS in the
rural economy. More specific aspects studied were adequacy of credit support, lending
procedures, costs vs. benefits, cash flow of the units, extent of employment generation,
loan recovery, linkages and constraints for future growth with a view to suggesting action
points.

The study covered 101 units drawn from fashion technology, coir rope making and coir rope
mat making investments financed by branches of Andhra Bank, State Bank of india and
Regional Rural Banks in East Godavari district of Andhra Pradesh. Standard techniques of
data collection and analysis are followed. Most of the units studied were of proprietorship
nature. Entrepreneurs studied were mostly women, illiterate but in the younger age group,
about 80 percent of them heing from backward or scheduled castes and tribes.

Envisaged to provide succour to over 27 thousand families, Fashion Technology scheme
was targeted for DWCRA women. Average investment per beneficiary was Rs.25000 with
a subsidy of Rs.12500. It generated an income of Rs.1500-1800/month (average Rs1650).
Power shortage, irregularfinsufficient orders, delays in receiving the remuneration, insufficient
training are some of the problems faced by the entrepreneurs.

Through the scheme on Coir Rope and Coir Mat making, DRDA envisaged to bring 13950
women swarozgaris above poverty level by imparting training on extraction of 2-ply yarn on
motorised ratt, weaving of coir mats, weaving corridor mats and coir brush making. Mat
making machines financed generated an average income of Rs. 21,600 from an average
investment of Rs.11000. The investment of As.20000 in 2-ply rope making machines was

. largely infructuous as many members were not utilising the machines on account of no

electricity connection, power shortages, lack of confidence in using the machines, etc. are
some of the reasons for this.

Barring Coir Weaving all other activities could provide employment to each member in the
group, while Mat making provided full time employment round the year, the same in the
case of Fashion technology was about 220 days per year.

Recommendations :

i. About 58 per cent of the entrepreneurs repaid loans regularly. No wilful default has
been observed during the study. Main reasons for default among units were: insufficient
and irregular orders (fashion technology), weaning away of the members from the

group by private traders (coir mat), non-utilisation of the machines {coir rope).

o
(_ix )




Vi,

vii,

Implementing agency should take proper care in selection of activity, technology and
entrepreneurs. It should ensure regular work and prompt payments of remuneration.

Train once again the entrepreneurs who could not make use of their skills fully.

Implementing agency should ensure supply of power and other linkages to the units
from utility providers like APTRANSCO. Alternatively, entrepreneurs with power
connection alone may be selected for the activities,

Government may make arrangements for training the beneficiary in use of machine
finishing and provide necessary machines with subsidy and credit support from banks.

Strengthen database of Rural Non-farm Sector in particular at LDM Level.

Ensure co-ordination between Industries Department and banks.

9
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1.1

1.2

1.3

1.4

1.5

CHAPTER - |
INTRODUCTION

India is an agrarian economy with a majority of the population living in rural areas.
The agricultural sector is not able to absorb the ever-growing population in providing
employment and other opponrtunities. This is forcing the poputation of the rural
India to migrate to urban India, which is causing further problermns in urban India.
Development of non-farm activities provides additional employment opportunities
in rural areas and this holds the key to employment generation and poverty
eradication of the country.

The amount of agricultural produce that goes into processing is also abysmally
low. The processing of agriculture produce not only reduces wastage but aiso
generates income and employment opportunities to the poor. Development of non-
farm sector can forge synergistic links between farm and non-farm sector activities
for efficient use of resources including family tabour.

Besides, agricultural operations are limited to certain months and cannot provide
continuous year-round employment. Development of non-farm sector not only
absorbs more labour but also has the potential to even out seasonal and disguised
unemployment through appropriate mix of farm and non-farm activities in a viliage
economy. Further there is also a need to engage available work force productively
for the development of the country as work provides income to families living in
rural areas and help to reduce poverty.

Due to scaling up of production, diversification and commercialisation of agriculture,
the demand for supporting services from non-farm sector has been on the rise due
to reinforced linkages between agriculture and industry. The technological changes
and capital formation in agriculture sector overtime has improved farm income
many fold and non-farm sector has been considered crucial for productively
absorbing surplus farm labour. Further, higher farm incomes also stimulates growth
of non-farm sector by expanding demand for the commodities produced in the
sector.

In the recent past, the work force participation rate has been coming down in India
as weli as in Andhra Pradesh. This is applicable for both rural and urban areas and
also for both males and females, which is alarming and needs to be corrected.
This can be done by developing rural non-farm sector in the country and the state
as well. The work force panticipation rates for India and Andhra Pradesh are given
in Table 1.1,

1 )
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1.6

1.7

1.8

1.9

Table 1.1
Work force participation rate in India and Andhra Pradesh
(per "000)
Year Male Female Total

India | AP India | AP India | AP

Rural
1993-1984 504 567 219 377 362 472
1999-2000 478 535 204 3565 341 445
Urban
1993-1994 496 505 120 148 308 327
1999-2000 480 480 111 144 301 312
Total
1993-1994 500 536 170 263 335 400
1999-2000 484 508 158 250 321 379

Source : Economic Survey of Andhra Pradesh 2003-04.

it can be seen from table 1.1 that the work force participation rate has come down
from 362 in 1993-94 to 341 in the year 1999-2000 in rural areas at all India level.
The same has come down from 472 to 445 during the same period for the state of
Andhra Pradesh. Thetrend is similar in urban areas also. However, one remarkable
teature is that Andhra Pradesh state is having higher work force participation rate
than all India. Further the work force participation rate in rural India is higher than
urban India.

The long-term solution of providing continuous work to rural mass lies in the
development of rural non-farm sector as it has multifarious infiuence on the rural
economy and livelihood of people living not only in rural India but also in urban
India. No wonder then, promotion of rural non-farm sector, has always been given
due priority in the development agenda of our country.

National Bank for Agriculture and Rural Development (NABARD) for complementing
the efforts of Government of India and other agencies, in promoting the rural non-
farm sector has initiated several measures. Besides refinancing for rural non-farm
sector activities on preferential terms and conditions, it has proffered a package of
promotion measures and grants for expanding the sector. Some of the initiatives of
NABARD are partnership in programmes like District Rural industries Project {DRIP),
Cluster Development Programme, Rural Entrepreneurship Development

Prograrmme (REDP) and so on.

Rural non-farm sector (RNFS) faces numerous complex problems due to the very
structure of the secior that is dominated by small and scattered units covering

2
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diverse activities. Information about them is hard {0 get for any policy formulation.
No single policy measure can provide solution 1o the probiems of this sector, Any
package of measures should dwell on technological, financial, managerial, marketing
and organisation aspects for making any dent on the sector.

As a part of the on going exercise of NABARD in evaluating impact of various
initiatives taken from time to time, we have undertaken the present study. The
main objective of the study is to evaluate the impact of the RNF3 promotion on the
rural economy. In specific terms the following objectives are covered in the study.

N

To study the growth and structure of RNFS activities in the study area,

To assess the adequacy of credit support both for working capitat and block
capital tor the RNFS activities and study the lending procedures,

To estimate the costs and benefits from the investments and also to study
cash flow of the units,

To estimate the employment generation and its distribution in a year from the
selected activities,

To study the recovery performance
To assess the adequacy of linkages including promoting agencies,

To identify constraints for the growth and performance of the activities, if any,
and suggest measures, etc.
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CHAPTER - i
METHODOLOGY OF STUDY
SAMPLE DESIGN
Distri ]

2.01  Refinance disbursement during the last two years was the main criterion for selecting
the district in the first stage. Data on availment of average refinance district-wise
for 2000-01 & 2001-02 {Annexure 1) showed that Anantapur District ranked first
{Rs.9.88 crore) followed by Kurnoo! and East Godavari districts. We have a fairly
good idea about Rural Non-farm Sector activities in Ananthapur district, thanks to
a few previous studies on earlier occasions. Hence, East Godavari district was
selected for the present study.

election of Activi 2

2.02  Multi-stage random sampling was adopted to draw the ultimate sample of rural
entrepreneurs. Annaexure Il gives the activity-wise amount refinanced under
Integrated Loan, Composite Loan Schemes and miscellaneous NFS activities. The
data on refinance flow for 4 major activity groups in the districts are given in Table

2.1,
able — 2.
No. of units and refinance disbursed during
' 1999-2 to 1-02 (cumulative
o {As. in Lakh)

Activity No. B.L. Refinance
1. Readymade garment/Tailoring 101] 12.0 10.8
2. Village industries 36 8,2 5.6
3. Agro-industries 100 751.2 569.5
4. Service industries - 924 301.0 285.5
5. Others 2208 1173.7 1013.3
Total 3369 2244.2 1884.7

2.03 A sample of 101 units were covered during the study. Given the distribution of the
units and the refinance (shown in the Table 2.2) the sample was distributed among
different activities. The share of various activities in the sample is shown in the
diagram. '

{ 4)
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No. of sampie units

50
40
30
20
10
{} .
Fashion technology Coir rope Coir mat
Share of activities in the samplaiL
+ashion
o technol
oy echnology
30% °
Coir rope
43%
Table 2.2
Details of sample units (entrepren i
Activity group Specific Activity No. of Units
1. Readymade Fashion technology units ' 27
[garment/Tailoring {(Zuki machines} from 6 SHG groups
2. Village industries Coir- rope making units from 22 SHG 44
Groups
Coir-mat making units from 10 SHG 30
Groups
Total . 101
(5)
2/
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2.03

tion of Fi ancin Agencies

Bank-wise distribution of the refinance to RNFS activities in East Godavari district
is given in Table 2.3. It was observed there from that Andhra Bank, State Bank of
India and Corporation Bank have topped the list and together with Godavari
Grameen Bank account for over 70 per cent of the average refinance flow during
the three year pariod under consideration. Hence, it was proposed to cover Andhra
Bank, State Bank of India and Godavari Grameen Bank. Branches were selected
from these banks and from the service areas of these selected branches ultimate
sample units were drawn randomly for detailed study.

Table 2.

Bank-wise disbursement of refinance for
F ring triennium ended - 2001-02

(Rs. in Lakh)

Financing agency | Refinance | % to total
AB 826.0 34.1
SBI 4611 19.0
Corporation Bank 223.6 9.2
REB 190.0 7.8
B 139.3 5.7
Others 585.6 24.2
Total 2425.6| 100.0

Data Collection and Analysis of Data

2.05

Two sets of questionnaires were designed for the study. One set was used to
collect primary data from entrepreneurs through direct interview method. Data has
been collected from the units a well as bank branches. The data on the following
parameters were collected and analysed.

&  Socio economic characters of borrowers

&  Size of the unit, nature of product, manpower employed, etc.
&  Incremental capital out put ratios

&  Sources and uses of credit and other funds

&  Production cycles and capacity utilisation, production and sales, working
capital needs

_/"E'\
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