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Data sources of this study and their limitations are discussed in Chapter 1 of
this report. The description of the structure of informa credit market by type of
lenders. their geographical concentration and the sources of funds are contained in
Chapter 2. Procedures adopted in credit extension, volume of credit and its
variation and recovery of loans constitute the subject matter of Chapter 3. Summary
of the findings is provided in final chapter. Appendix A comprises of statistical
tables. Demographic and socio-economic characteristics of informal lenders and the
detailed discussion of case studiesare presented in Appendices B and C.



Chapter 1
DATA SOURCESAND THEIR LIMITATIONS

|.1. The Survey of Informal Lenders—=Sample Size and Coverage

The survey of 1018 informal lenders conducted in May-June 1996 is the
nain source of data for the present study. The selection of these lenders was based
>n information gathered through a household census conducted by AERC and
SERI in 250 randomly selected villages from four provinces of the country and in
kzad Jammu and Kashmir (AJK)." During the conduct of census, respondents were
tsked to report the sources of credit irrespective of the fact whether they borrowed
»r not. Distribution of the responses of those households, which reported the
ources of credit given in Table 1.1, indicates that shopkeepers and landlords were
he most important source of credit for rura households. Moneylenders.
:ommission agents, and input dealers were also identified as sources of credit by
he households.

Table 1.1
Distribution of Household Responses by Sourcesof Credit
(Percent)
Sourcesof Credit Punjab/AJK Other Provinces
Moneylenders 2.2 74
Jhopkeepers 39.8 19.2
andlords 8.3 49.8
Commission Agents 185 12.1
/illage BeoparigSub-agents 2.8 14
nput Suppliers 8.7 1.8
>rocessing Unit 0.9 24
Dthers 18.8 6.1
Tota 100.0 100.0
>ample Size (N) (4812) (6083)

ource: Computed from the household censusdata.
Note: It islikely that householdsreported more than one sour ce of credit.

A ligt of these villagesisavailable with theauthors.
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2.4. Ability to Generate Funds

Whilst it was not possible to examine the effect of al possible factorson the
ability of informa lenders to generate resources, an attempt was made to
investigate the impact of some socio-demographic factors in this context. Both
bivariate and multivariate analyses were undertaken. (For detail of these factors, see
Appendix B).

In the bivariate analyses, total funds generated by informal lenders were
divided according to sources of funds: own, forma and informa. They were
controlled for education, landownership and work experience. The multivariate
analysis focussed on funds borrowed either from formal or from informa sources.
In other words funds generated from own sources were excluded in the multivariate
analysis.

The bivariate analysis suggests that level of lenders educational attainment
appeared to be associated with specific types of sources of funds (Appendix Table
AT7). Informa lenders with no forma education depended heavily on non-
ingtitutional sources of credit. For those informal lenders who were graduates (BA)
or above, this dependency shifted to some extent to forma sources of credit.
Similarly lenders owning less than 7 acres of agricultura land were more likely to
borrow from non-institutional sources than the lenders who owned more than 7
acres.

The duration of experience in the business reveals a positive association with
the proportion of funds borrowed. The influence of work experience in this
business on the funds borrowed from different sources is suggestive of a tendency
that the lenders initiated their business mainly with their own savings. With the
passage of time and expansion in the volume of business they needed extra funds.
Their long experience of financial market enabled them to benefit from the formal
sources, probably through developing good contacts with the staff of local bank
branches as well as acquiring desired credit worthiness.

The multivariate analysis, where funds borrowed from banks and co-
operatives as proportion of total funds borrowed by informal Ienders were used as
the dependent variable, yielded some interesting results. Processing units and
landlords were more likely than other lenders to borrow funds from banks and co-
operatives. In contrast, commission agents/input dealers were less likely than others
to rely on the formal sector for funds (Table 2.4). It seems that ability to provide
collateral, and size of funds required influenced the choice of the sources.
Landlords could use their land as a means (collateral) to obtain loans from lormal
credit institutions. Similarly processing units enjoyed the same privileges and got
the required funds from formal sources.

According to the multivariate analysis, commission agents/input deale_rs,
whose funds requirements were likely to be lower than the procng_ units,
depended primarily on the informal sector. This finding was consistent yvnth the
observations made during the case studies. For example, in Samundari several















































































































































