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The work attempts to provide both the broader perspective in respect of credit related 
aspects as well as an analytical perspective for NER and Meghalaya by bringing out 
some facts and figures. Besides, it aims at flagging issues and suggestions for policy 
adoption and research towards further refinement. 
The author, Dr. Shreeranjan, is a member of the Assam - Meghalaya Cadre of the 
Indian Administrative Service (IAS). Previously, a lecturer in Botany in Ranchi University 
(now in Jharkhand) for about four years, the author has served the cadre in the State of 
Meghalaya with distinction and dedication for more than nineteen years now with varied 
assignments and experiences in Civil Administration, Adminstration of Justice, 
Coordination, Polcy Formulation, Programme Implementation and Sectoral 
Management at the seat of Governance in the state. His experiences in Health and 
Family Welfare, Employment and Labour, other Social Sector, Developmental activities 
in Agriculture and Allied Sector, Cooperation and Social Mobilisation, Community and 
Rural Development, Housing, Arts and Culture; Finance and Management, Information 
Technology etc has provided good grounding for the present pursuit of development 
studies. 

The author has also been associated with various special assignments in credit related 
field such as Chairman Task Force on Activating the Credit Channel to the Non Wilful 
Defaulters of the Banking Organizations in Meghalaya' constituted by the Department 
of Finance, Govt, of Meghalaya ; Member 'Informal Group set up by Reserve Bank of 
India (RBI) in July 2000 arising from the recommendations of the Shukla Committee 
appointed by the Government of India in 1999; Member of the State Financial Sector 
Planning Committee in Meghalaya ; Director in the Board of Directors of Meghalaya 
Cooperative Apex Bank for more than five years; Director in the Board of other Apex 
Cooperative Societies ; Director other PSUs in Meghalaya in official capacities. The 
author has been designated as the 'State Coordinator for SHG' in Meghalaya recently. 

The author's academic pusuits is reflected in his post graduate degree in Botany (Ranchi 
University) and Master of Science in Management and Implementation of Development 
Projects (M.Sc. MIDP) from the University of Manchester (Manchester, UK), the 
Award of the Degree of Doctor of Philosophy (Ph D) in Biotechnology from Gauhati 
University in 2004. 
Books published by the author include 'Perspectives on Development in Meghalaya' 
(by SIRD); 'Dimensions in Development: Topical Discussion' (by NEICSSR); besides, 
Articles and Papers. 
The views expressed are those of the author and not of either the publisher or the 
Government of Meghalaya or of others. 
North-East India Council for Social Sciences Research, Shillong, Meghalaya, is a highly 
reputed scholastic body. It organises seminars, symposia and academic meets on 
contemporary topics. It publishes a journal regularly since its inception in 1973 and has 
also published more than 60 books on development related topics. Prof. B. Dutta Ray 
is the Secretary of the Council. 
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P R E F A C E 

Credit is an issue in Meghalaya everywhere - in urban areas and 
rural; in industry and in agriculture. A highly unfavourable credit to deposit 
ratio has been the bane of the whole NE region and not just Meghalaya. 
Of late there seems to have been some improvement in the situation. 
Whether the seeming improvement has to do with growth of investment 
or merely with more bank loans for better off urban people to buy cars 
and houses remains to be analysed. 

Credit for low income groups has been practically non-existent 
inspite of the fact that we have had self employment programmes for the 
poor for a long time now. Most banks perceive f inancing the poor as 
unprofitable. Private players donot enter this area of f inancing for the 
same reason. Too much emphasis by governments on the development 
aspect of such credit and too little on its viability for the lender has only 
made things worse. The microfinance movement seeks to bridge the 
gaps. It seeks to promote microfinance as an investment for profit as 
well as an investment for development. 

Dr. Shreeranjan of the Indian Administrative Service has been 
working in the area of microfinance and Self Help Groups movement for 
quite sometime. He is the State Co-ordinator for self help groups in 
Meghalaya. He has decided to share his knowledge and experience in 
this work entitled "Credit - related Issues in Meghalaya". I commend it 
as a compendium for those seeking information and, more importantly, 
for those intending to do something with the information. 

In Meghalaya we are aiming to promote microentrepreneurship. 
This means economic activities like post harvest management, in situ 
food processing, high value crops, organic farming and community based 
tourism. Microfinance will help the poor move from daily survival to 
planning for the future. It will mean economic emancipation and political 
empowerment. It will not only generate economic activity but also bring 
the poor together to improve their access to nutrition, education and healthcare. 
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The true potential of microfinance will be realized if we look at 
f inancial services as a whole, not just at one-off loans. To make these 
services viable for the providers and affordable for the poor modern 
technology must be used extensively. Also, it has to be understood that 
in very backward areas like Meghalaya some amount of viability gap 
financing by government and by funding agencies will be required. 

A word of caution will be in order. Microfinance will have to use 
peer pressure and also a legal framework to ensure repayment. Both 
can quite easily prove disastrous unless genuine cases of failure enjoy 
a safety net in the form of government assisted insurance. 

It must also be noted that microfinance is not a substitute for normal 
banking and other financial services. Dr. Shreeranjan has addressed 
issues relating to improving the outreach of these services. I am sure 
the banking fraternity and others concerned will find a lot of valuable 
input here for future planning of related activities. 

Important issues of policy need attention in the credit support 
structure. Land tenure system is a case in point. In Meghalaya, land 
tenure is widely believed to be a major impediment to the growth of credit 
in the rural areas. This and other matters of concern have been 
highlighted by the author. 

Finally, I have to congratulate the author for boldly making prescriptions 
for change, something that is always the most difficult part of scholarship. 

S.K.Tewari 
Ch ief Secretary, 

G o v e r n m e n t of Megha laya 

August 2006. 
Shillong. 
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C H A P T E R I 

I N T R O D U C T I O N 

"IF we are looking for one single action which will enable the poor to overcome 

their poverty, I would go for credit." (Prof. Yunus, Grameen Bank, Bangladesh). 

One of the greatest chal lenges, the contemporary world including India is faced 

with, is tackling poverty, particularly rural poverty. Historically, 'Growth' with 'equity' 

and 'Soc ia l Jus t ice ' have been the pr ime object ives of Ind ia ' s d e v e l o p m e n t 

strategy, ' g loba l i sa t ion ' and marke t e c o n o m y not wi ths t and ing . The re fo re , any 

analytical f ramework of development leading to growth should incorporate and address 

livelihood issues. Some of the key e lements of such f ramework would encompass : 1. 

Creation of working days; 2.Poverty reduction; 3. Well-being and capabilities of people 

concerned; 4. Livelihood adaptation, vulnerabil i ty and resil ience; 5. Natural resource 

base sustainability, and 6. Building and re-invigourating institutions. For this, the cross 

cutting inputs would be credit, a differential treatment, safety net, organisat ion, skill , 

value addi t ion and capaci ty bu i ld ing . In Governance , these are b roken down in to 

tangible targets of productivity, employment , divers i f icat ion of economic act ivi t ies , 

improving the delivery of goods and services. Sound as the approach may appear, it is 

impersonal . Increasingly, the neutral i ty and impersonal i ty of publ ic service is be ing 

seen as insensitive, apathetic, or indifferent at best and demeaning and d isempower ing 

at wors t d ic ta ted by the World Banks and IMFs of the wor ld . Voices ca l l ing for a 

respons ive , sensi t ive, and bot tom up approach are becoming louder. Many of these 

relate to the provision of credit, which has emerged as the lubricant of l ivelihoods and 

business. From the f isherwomen of Mumbai who borrows in the morning and repays in 

the evening to any enterprise, which needs credit for raw material and machines , the 

interface with a lender is universal and inevitable. 

The term 'Credit' or colloquially ' loan' evokes extreme emotions. These range from the 

traditional view, those who see loan as the harbinger of all evil and bankruptcy to those who see 

it in terms of leverage which makes any business and economic activity possible. Be that as it 

may, it is today well accepted that in the modern economy any economic activity and planning 

developmental efforts by a government cannot move forward without credit. 
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It is but natural that the subject of credit should have many facets and dimensions. 

T h i s s tudy looks at the aspec ts relat ing to the rural credit in the North East Region 

(NER) of India in general and in the state of Meghalaya in particular. The NER as an 

area has been bedevi l led by poor del ivery and ex tens ion of credit . IFAD in 1995 

ment ioned that ' the formal banking sector is barely functional in the rural areas of the 

NER, with no banking culture existing either on demand or on supply s ide ' . The f low 

of credi t is highly unorganised and cons t ra ined due to a variety of r easons such as 

c u s t o m a r y land sys tems, long and c u m b e r s o m e procedures , poor ex tens ion and 

mobi l i sa t ion for credi t , inherent inst i tut ional weaknesses of spread, manpower , 

mot iva t ion and commi tment . The problem relating to credit has been highl ighted at 

almost all developmental fora. At the level of the Prime Minister and the Finance Minister 

in 2001 it was decided to target to bring the C: D ratio to Nat ional level in the next 

3 ( three) years. Many working groups and task force later, not much has changed, in 

part icular the rural credit scenario. The credit deposit ratio in Meghalaya for instance 

r e m a i n e d be low 2 0 % for more than a decade or so prior to 2001 and improvemen t 

s ince then have occurred but s lowly and with lopsidedness . More than 5 0 % of the 

credit deployed by the banking agencies in Meghalaya is concentrated in urban areas. 

Fur ther , a d v a n c e s have been as high as 85% to 90% in t rade and t ranspor t sec tors , 

which are also largely concentra ted in urban areas. The changing trend has seen that 

the advances are shif t ing from the 'priority sector ' to 'personal loans and professional 

services' significantly. 

It is also acknowledged that rural credit flow is hampered owing to, among other 

reasons , the defaul t s i tuat ion of rural families. Recovery of loans has been a crucial 

concern for the lending operat ions of the bank for better recycling of funds. The total 

recovery posit ion of the banks in Meghalaya is one of the lowest , and earlier stood at 

an aggregate figure of just 30% (recent trend show some increase to 50%). The sticky 

over dues over the years has more or less choked up the credit channel and the f low of 

credit to the rural-based enterpr ises including agriculture. It is feared that the formal 

c redi t sys tem may come to such an impasse that it may have direct bear ing on the 

s t a t e ' s economy. In view of the poor recovery env i ronment and the poor resource 

posit ion coupled with debt burden of the state, improving grass root economic situation 

and delivery of such a facility remains a major challenge to policy making. 
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To understand why this is happening, it is crucial to familiarise oneself with the 

context and the se t t ings o f N E R of India and of Meghalaya . Chapte r II of the study 

deliberates upon these in respect of socio-economic, developmental and related aspects 

of the banking per formance , most ly f l agg ing the broad developmenta l concerns and 

trends and constraints relating to credit in the region and the state of Meghalaya. 

In chapter III, the d i scourse has been enlarged to e n c o m p a s s the debate on 

d e v e l o p m e n t in the light of pol i t ics , bank ing a spec t s and ph i losophy of f inancia l 

intermediation. Historical perspective of credit and policies, banking system, and the 

need for credi t have been encapsu la t ed in the chapter . The rural c redi t spec t rum 

indica t ing both the in fo rmal sources and fo rma l sources have been touched upon 

examining the imperat ives for better credit d ispensat ion and delivery with part icular 

re fe rence to Meghalaya . The current pos i t ion of coopera t ive credi t de l ivery system 

and the key r e c o m m e n d a t i o n s for its revival by Prof . Vaidyanathan C o m m i t t e e are 

also highlighted. In the chapter, interactions of informal and formal system through the 

inst i tut ions of NBFC, MFIs, micro-credi t groups such as SHGs and micro-ent repr ise 

have also been discussed for general apprecia t ion of the issues in brief . Al te rna t ive 

credit arrangements including micro-credit models , attuned to l ivelihood f inancing is 

becoming a dire necessity. Since each of these also has cost implicat ions, the cost and 

price of delivery of services by various formal sources are also ment ioned in b r i e f . 

In Chapter IV, the credit d ispensa t ion scenario in Meghalaya has been focused 

for examinat ion and discussion at some length. The chapter examines the banking and 

formal credit institutions in Meghalaya in its contours along with an analysis of banking 

profde, growth, status of banking and credit in Meghalaya in the light of its performances 

in credit delivery over a decade. In particular, an analysis of the priority sector advances 

and a d v a n c e s to agr icu l tu re is r evea l ing . The Coopera t ive Credi t S t ruc tu re in 

Megha laya , the Kisan Credi t Card Scheme , and Credi t Suppor t to Women are a lso 

flagged in the chapter. The ground level credit f low and its trends have been deliberated 

upon. Farmers ' reactions in the matter have been incorporated for a better perspective. 

An examinat ion and discussion in respect of overdue and the non -pe r fo rming asse ts 

have also brought the banker ' s concerns in the matter. 
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Chapter V, besides mentioning the role of NABARD. RBI and various committees, 

profi les the other Financial Institutions in Meghalaya. Further, brief aspects of Credit 

Plans in the State, SLBC and other commit tees have also been discussed. 2005, the 

" In te rna t iona l Year of Micro C r e d i t " was a ma jo r trigger for this work. An a t tempt 

has been made to document the status of micro-credit through SHGs in the state. The 

pos i t ion of Rural Infras t ructure Development Fund (RIDF) in Meghalaya has been 

br ief ly indicated in the chapter. Further, a g l impse of recent issues in credi t related 

aspects and emerging trends has also been touched upon. Comments on Vaidyanathan 

Commit tee for revival of cooperative credit and the responses of this state in this regard 

have been mentioned to complete the picture. 

Chap te r VI most ly de l ibera tes upon the sugges t ions , mode ls , in terna t ional 

exper iences and the lessons which the state can learn and adopt . These touch various 

aspects such as re forms in the formal structure, designing of rural f inance schemes , 

tackling the issue of land laws, changes in norms, alternative channels of credit delivery 

and improving the systems in general etc. 

A major policy shift along with intensive efforts from all stakeholders is warranted 

to set right the development scenario. Chapter VI culminates with guiding principles 

for publ ic ac t ion where policy and act ion issues have been enl is ted f rom a larger 

d e v e l o p m e n t pe rspec t ive which also appl ies to credit de l ivery aspect as these are 

in t r ins ica l ly l inked. The dec l in ing inves tment in potent ia l sectors of growth and 

e m p l o y m e n t in the region and the state makes it necessary to delve into aspec ts of 

institutional arrangements for finances and their delivery. 

There is a view that the formal financial sector, the reforms, the policy framework, 

ins t i tu t iona l r e sponses and even the response f rom civil society have not met the 

cha l lenges posed, appropriately and adequately, in the wake of rising aspirat ion and 

disparity that emerges. This in turn has given rise to a sense of cynicism and desperation 

in rural vernacular space triggering a sense of urgency amongst policy and programme 

framers. 

Being involved in the process of development in the state of Meghalaya, the non-
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transparent and unnerving scenario of insti tutional f inance gave a picture of stagnant 

and unresponsive involvement in a sphere which should otherwise be the most dynamic 

and catalytic of change. Following underlying factors formed the impetus to the present 

work, given the background that exists in the state: 

1. absence of hol is t ic pe r spec t ive in rural deve lopmen t which inc ludes 

arrangements for f inances both f rom formal and informal sources; 

2. the long drawn problem of inadequate and equitable investment and credit 

in the state; 

3. the hackneyed reasons f launted by all but not tackled effect ively by many; 

4. the mirage like s i tuat ion enveloping , deve lop ing and perpetua t ing in the 

institutional f inance in the state leading to a sense of hopelessness; 

5. lack of s tudy or documen ta t i on in r e spec t of ground s i tua t ion , lack of 

t ransparency and educat ion in the inst i tut ional f inancing and absence of 

insti tutional consul tat ions to tackle the issues a f fec t ing and af f l ic t ing the 

rural financing; and 

6. ab sence of p roac t ive ac t ions , i n n o v a t i o n s and e x p e r i m e n t a t i o n s in 

m a n a g e m e n t and de l ivery of ins t i tu t iona l f inance and rural c redi t wi th 

at tendant lack of usage of modern tools and techniques. 

The colonial regulatory and non-developmental legacy of the pre- independence 

era, and travails of deve lopment in the pos t - independence era have unleashed forces 

which call for innovative and pragmatic solutions in developmental-administrat ion in 

the state and the region. Working out an effective and actionable framework of delivery 

of credit and other financial services remains a challenge. This study explores some of 

the key issues that emerge in the contex t of Megha laya and there are o the r s w h i c h 

remain for elaboration in future. 

Invo lvement wi th ins t i tu t ional f inance and d e v e l o p m e n t sec tors in the s ta te 

provides a great learning oppor tuni ty and exper ience . The present work is a imed at 

furthering the cause and calls of development studies in the state. It does not claim the 

high ground of an exper t in banking , f i nanc ing and economy. It is an a t t empt at 

documenta t ion and col la t ion of facts and f igures towards fac i l i ta t ing an ana ly t ica l 

understanding of credit related issues that are critical and important for deve lopment 
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and its study. This work is based on data available from secondary sources and insights 

or wisdom received as inputs while working in the field of development in the state in 

different capacities. The data presented reflect different time line to show the perspective 

on Credit related issues. Some inadvertent remarks may be considered as an expression 

of anguish, but are honestly aimed at improving the situation. 



"A big push in development investment is needed with policy directions to 

create the conditions for greater investment and 

an "entry and inclusive strategy". (UN, 2005). 

"We can remove poverty from the surface of the earth only 

if we can redesign our institutions - like the banking institutions, and 

other institutions; if we redesign our policies, if we look back on 

our concepts, so that we have a different idea of poor people." 

Prof. Yunus. 


