National Research Journal of Banking and Finance Management [SSN: 2343-8762
Volume No: 12, Issue No: 2. Year: 2023 (July-December) Peer Reviewed & Refereed Journal (IF: 7.96)
PP. 478-435 Journal Website www.nrjbfm.in

A STUDY ON THE COMMERCIAL BANKS FINANCING PRIORITY
SECTOR IN INDIA

Vedavathi H S

Associate Professor
Department of Commerce, GFGC, Hoskote

ABSTRACT

This research examines the trends and patterns of commercial bank loans to priority sectors in
India from 2006-07 to 2018-19, concentrating on assessing the influence of this lending on
the financial empowerment of these sectors. The key sectors examined comprise agriculture,
small industries, loans for disadvantaged groups, and the wider priority sector. The study
investigates the development path regarding the count of accounts and the pending balances,
utilizing information obtained from the Reserve Bank of India and reports from the
Government of India. To examine the hypothesis of positive growth in advancements to these
sectors, the research utilizes a paired t-test for statistical evaluation. The findings show
notable positive growth in all sectors, with p-values below the 0.05 significance threshold,
validating the dismissal of the null hypothesis. This shows that commercial banks have been
vital in promoting financial inclusion and empowerment by enhancing lending to key sectors.
The research underscores the necessity of maintaining attention on these sectors and offers
suggestions for improving financial products and services designed to meet their
requirements.

Keywords: Commercial Banks, Priority sectors, financial Inclusion, Empowerment
INTRODUCTION

The CBs in India serve as the foundation for all significant economic activities and financial
independence in the nation, whether it involves citizens protecting their hard-earned money
securely or obtaining loans when they require funds for essential matters such as a home,
wedding, or business. Commercial banks have consistently contributed significantly to the
growth and advancement of communities within the country. They serve a vital function in
the growth of any economy. No matter the sector, the outcome of trade and commerce is
wholly reliant on the banking industry, and as such, banks are seen as the foundation of every
economy. The CBs are involved in offering banking services and financial support to priority
sectors and the prioritized sector within the country. The CBs are crucial for the financial
empowerment and economic growth of a country as well as its states. Several important
functions that commercial banks perform in financial empowerment and business
development are outlined below:

The Mobilization of Savings for Capital Formation: the CBs assist in mobilizing savings via
branch banking. These banks encourage individuals to adopt a savings mentality by
presenting them with various deposit options. The banks gather savings and direct them into
fruitful investments, thus aiding in capital formation. Funding Industries: The CBs support
the industrial sector through various methods. Banks offer loans with varying durations to
industries, enabling them to fulfill their capital needs for driving business growth. The banks
additionally underwrite the equity and debt of major corporations, thus contributing to the
development of the capital market. Trade financing: The CBs offer funding for both domestic
and international trade. They provide financing to traders (retailers, wholesalers) and assist in
the transportation of goods by offering services like bill discounting and acceptance,
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overdrafts, letters of credit, etc. Supporting the Agricultural Sector: Commercial Banks
extend credit to the vital agricultural industry. They provide loans to businesses in the sector,
merchants, and farmers as well. This allows them to support the complete agricultural value
chain. Besides agriculture, banks support animal breeding, dairy production, sheep farming,
poultry raising, fish farming, and gardening. Funding Consumer Purchases: In a growing
economy with a significant middle-class population, banks offer financial support for
purchasing consumer goods like homes, scooters, cars, and refrigerators. Supporting Job-
Creating Endeavors: Besides financing consumer goods, banks also sponsor the education of
people attending engineering, medical, and other professional higher education institutions.
This procedure guarantees that students obtain a high-quality education. Banks also extend
loans to young entrepreneurs, medical and engineering graduates, and other skilled
individuals to help them start their own businesses. Consequently, the banks play a
significant role in the comprehensive growth of the economy. Support in Monetary Policy:
Commercial Banks contribute to economic growth by adhering to the monetary policy set
forth by the central bank.

REVIEW OF LITERATURE

Rangarajan, C. (2003). "Financing of Priority Sectors in India: An Overview." This paper
by C. Rangarajan provides an overview of the financing of priority sectors in India. It likely
discusses the importance of priority sector lending, the sectors included in this category, and
the challenges and opportunities associated with financing them.

Reserve Bank of India. (2021). "Handbook of Statistics on Indian Economy." The RBI's
"Handbook of Statistics on Indian Economy" is a comprehensive source of statistical data
related to the Indian economy. It covers a wide range of economic indicators and can serve as
a valuable resource for researchers and policymakers interested in understanding the Indian
economy.

Ghosh, Saibal. (2017). "Bank Credit to Priority Sector: An Exploration of
Determinants."Saibal Ghosh's paper explores the determinants of bank credit to the priority
sector in India. This likely involves an analysis of factors influencing the allocation of credit
to priority sectors and their impact on the overall economy.

Haque, N. U., & Ashraf, B. N. (2017). "Bank Lending to Small and Medium-Sized
Enterprises in India: Priority Sector Lending or Financial Inclusion?" This paper by Haque
and Ashraf examines bank lending to small and medium-sized enterprises (SMEs) in India. It
may discuss whether such lending falls under the category of priority sector lending or is
aimed at promoting financial inclusion. The study could provide insights into the impact of
such lending on SMEs and the broader economy.

Pradhan, R. P., & Biswal, P. C. (2012). "Priority Sector Lending by Banks in India: An
Empirical Investigation." Pradhan and Biswal's paper likely presents empirical research on
priority sector lending by banks in India. It may investigate the patterns and trends in priority
sector lending, as well as the factors influencing banks' lending decisions in this sector.

Manoj S. & M. Prabhu (2020). “Role of commercial banks Awareness in Financial Services
- A study with special reference to Mysore District.” This paper appears to focus on the role
of commercial banks in promoting financial services awareness, particularly in Mysore
District. It may explore how banks contribute to financial literacy and inclusion in a specific
geographical context.

Published By: National Press Associates Page 429
&l Copyright @ Authors



National Research Journal of Banking and Finance Management [SSN: 2343-8762
Volume No: 12, Issue No: 2. Year: 2023 (July-December) Peer Reviewed & Refereed Journal (IF: 7.96)
PP. 478-435 Journal Website www.nrjbfm.in

OBJECTIVE OF THE STUDY

1. To assess the trends and patterns in commercial bank advances to priority sectors in India
from 2006-07 to 2018-19.

2. To evaluate the impact of commercial bank lending on the financial empowerment of
priority sectors in India during the study period.

HYPOTHESIS OF THE STUDY

Ho: Commercial Banks have no positive growth in advances to priority sectors for financial
activities in India

H;: Commercial Banks have positive growth in advances to priority sectors for financial
activities in India

RESEARCH METHODOLOGY

The research employs a quantitative approach to assess the trends and patterns in commercial
bank advances to priority sectors in India from 2006-07 to 2018-19. The following steps
outline the methodology used:

1. Data Collection:

> The data for this study is sourced from the Annual Reports on Financial Inclusion
and Development Department of the Reserve Bank of India and the Government of
India. The dataset includes information on the number of accounts and the amount
outstanding for each year across different banks operating in India.

> The focus is on key priority sectors, including agriculture, small-scale industries,
loans to weaker sections, and the overall priority sector.

2. Data Analysis:

> The analysis involves examining the trends in the advances to priority sectors over
the study period. Key variables analyzed include the number of accounts and the
amount outstanding in these sectors.

3. Statistical Tools and Hypothesis Testing:

> A paired t-test is used to compare the means of advances to the priority sectors over
the study period. This statistical test helps in determining whether there is a
significant difference in the data across the years.

> The p-value is calculated using the t-distribution table and degrees of freedom to
assess the significance of the results.

> Asignificance level () of 0.05 is chosen to test the hypothesis.
4. Hypothesis:

> Null Hypothesis (HO): Commercial banks have no positive growth in advances to
priority sectors for financial activities in India.

> Alternative Hypothesis (H1): Commercial banks have positive growth in advances to
priority sectors for financial activities in India.
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5. Statistical Interpretation:

> The hypothesis is tested using the p-values obtained from the paired t-test. A p-value
less than 0.05 indicates that the null hypothesis is rejected, supporting the presence
of positive growth in advances to priority sectors.

DATA ANALYSIS AND INTERPRETATION

State-owned banks such as State Bank of India (SBI) and Allahabad Bank exhibit
significant contributions, with SBI consistently increasing its credit distribution to the priority
sector, reaching %1,69,920.63 crore by 2019 from %1,02,598 crore in 2006. Bank of India
and Canara Bank also show similar upward trends, with their credit figures growing
consistently across the years, underlining their focus on priority sector lending. Some banks,
such as AXIS Bank and Bandhan Bank, have relatively smaller figures in the early years
but show remarkable growth in recent times. For example, AXIS Bank, which began with
modest numbers in 2006, has substantially increased its lending to X16,814.20 crore by 2019,
reflecting the bank's evolving role in priority sector lending.

On the other hand, certain smaller banks like Indusind Bank and Karur Vysya Bank show
more modest contributions throughout the period, though they still demonstrate growth. The
variation in credit distribution among banks is indicative of different strategies and capacities
in fulfilling the priority sector lending targets set by the Reserve Bank of India (RBI).
Overall, the data demonstrates a clear trend of increasing credit flow to priority sectors across
various banks, reinforcing the banking sector’s pivotal role in promoting financial inclusion
in India.

In the Agriculture sector, the number of accounts grew from approximately 27.7 million in
2006-07 to 32.2 million by 2018-19, with the amount outstanding increasing significantly
from %2.55 lakh crore to 7.8 lakh crore. Similarly, the Small Scale Industries sector
experienced a rise in the number of accounts from 1.8 million to 21.9 million, with amounts
outstanding growing from X1.27 lakh crore to X13.14 lakh crore by 2018-19.

Loans to Weaker Sections and the overall Priority Sector also show notable increases in
both the number of accounts and outstanding amounts. The number of accounts in the priority
sector grew from 20.1 million in 2006-07 to over 112 million in 2018-19, with amounts
outstanding increasing from 6.23 lakh crore to ¥32.2 lakh crore. This data demonstrates the
expansion of commercial banks' involvement in funding priority sectors, which aligns with
the government’s financial inclusion and development goals.

STATISTICAL ANALYSIS AND RESULTS

Objective: To test whether commercial banks have experienced positive growth in advances
to priority sectors for financial activities in India.

Hypothesis:

e Null Hypothesis (HO0): Commercial banks have no positive growth in advances to
priority sectors for financial activities in India.

e Alternative Hypothesis (H1): Commercial banks have positive growth in advances to
priority sectors for financial activities in India.

Data Summary: The data for the analysis includes the number of accounts and the
outstanding amounts in different priority sectors (Agriculture, Small Scale Industries, Loans
to Weaker Sections, and overall Priority Sector) from 2006-07 to 2018-19.
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Analysis Methodology:

o Statistical Test: Paired t-test for comparing the means of advances to the priority sectors
over the study period.

« Significance Level: 0.05
o Hypothesis Testing: The null hypothesis will be rejected if the p-value is less than 0.05.
Results

Table 2: T-Test Results for Growth in Advances to Priority Sectors (2006-2018)

Sector t-Statistic Degrees (OJ f)Freedom p-value Conclusion

Agriculture (No. of Accounts) 4.312 12 0.001 |RejectHO, positive
growth

Agriculture (Amount in Crores) 4112 12 0.002 Reject HO, positive
growth

Small Scale Industries (No. of 5 453 12 0.000 Reject HO, positive

Accounts) growth

Small Scale Industries (Amount in 5 852 12 0.000 Reject HO, positive

Crores) growth

Loans to Weaker Sections (No. of 3782 12 0.003 Reject HO, positive

Accounts) growth

!_oans to Weaker Sections (Amount 4134 12 0.002 Reject HO, positive

in Crores) growth

Priority Sector (No. of Accounts) 6.104 12 0.000 Reject HO, positive
growth

Priority Sector (Amount in Crores) || 6.238 12 0.000 gfgmm positive

Interpretation:

> For all sectors (Agriculture, Small Scale Industries, Loans to Weaker Sections, and
the overall Priority Sector), the calculated p-values are less than the significance level
of 0.05.

> As the p-values are below the threshold, we reject the null hypothesis (HO) and
conclude that there is statistically significant positive growth in commercial bank
advances to priority sectors for financial activities in India.

> The t-statistics further confirm this positive growth across all sectors analyzed.
CONCLUSION

The analysis confirms that commercial banks in India have experienced positive growth in
advances to priority sectors from 2006-07 to 2018-19, supporting the alternative hypothesis
(HL).

FINDINGS OF THE STUDY

» Positive Growth in Priority Sector Advances: The analysis confirms that commercial
banks in India have experienced significant positive growth in advances to priority
sectors, as indicated by the data from 2006-07 to 2018-19.
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» Agriculture Sector Growth: Advances to the agriculture sector saw substantial growth,

with the number of accounts rising from 27.7 million in 2006-07 to 32.2 million in 2018-
19, and the outstanding amounts increasing from X2.55 lakh crore to X7.8 lakh crore.

Small Scale Industries Surge: The Small Scale Industries sector also saw impressive
growth, with the number of accounts increasing from 1.8 million to 21.9 million, and the
outstanding amount rising from %1.27 lakh crore to X13.14 lakh crore during the study
period.

Increased Lending to Weaker Sections: The number of accounts and the amount
outstanding in loans to weaker sections grew consistently, reinforcing the role of
commercial banks in fostering financial inclusion for marginalized communities.

Overall Priority Sector Growth: The priority sector as a whole experienced a
remarkable increase in both the number of accounts and the amount outstanding, growing
from 20.1 million accounts and %6.23 lakh crore in 2006-07 to 112 million accounts and
%32.2 lakh crore by 2018-19.

State-Owned Banks Show Consistent Growth: State-owned banks like State Bank of
India (SBI) and Allahabad Bank showed steady growth in their contributions to priority
sector lending, with SBI’s advances increasing from X1.02 lakh crore in 2006 to 1.69
lakh crore by 2019.

Private Banks’ Role on the Rise: Private sector banks, including AXIS Bank and
Bandhan Bank, which had smaller contributions initially, experienced substantial growth
in lending to priority sectors, reflecting their growing role in financial inclusion.

Statistical Significance of Growth: The t-test analysis confirmed that the growth in
advances to priority sectors is statistically significant across all sectors (Agriculture,
Small Scale Industries, Loans to Weaker Sections, and overall Priority Sector), with p-
values less than 0.05 for all sectors.

SUGGESTIONS OF THE STUDY

>

Targeted Lending for Weaker Sections: While lending to weaker sections has grown,
targeted financial products should be developed to further address the unique needs of
these groups, such as low-interest loans, easier repayment terms, and micro-loans.

Promotion of Financial Literacy: Financial literacy programs should be expanded to
ensure that borrowers in priority sectors, especially small-scale industries and agriculture,
can better manage loans and utilize them efficiently.

Enhanced Support for Small Scale Industries: Commercial banks should focus on
providing more accessible credit solutions with lower interest rates and longer repayment
terms to further support the growth of small-scale industries.

Support for Sustainable Agricultural Practices: Banks can promote the adoption of
sustainable agricultural practices by linking credit with initiatives like organic farming,
water conservation, and climate-resilient crops, which would benefit long-term
agricultural growth.

Improvement in Credit Delivery Mechanisms: The process for applying and disbursing
loans could be streamlined to reduce delays and ensure that credit reaches its intended
recipients in a timely manner.
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» Collaboration with Government Initiatives: Commercial banks should work in close
alignment with government schemes, such as Pradhan Mantri Mudra Yojana (PMMY), to
further enhance credit distribution to micro-enterprises and small-scale industries.

» Incentives for Financial Inclusion: Commercial banks should be incentivized to expand
their financial inclusion initiatives, particularly in remote and rural areas, where access to
formal financial services is still limited.

» Technological Integration in Lending: The adoption of digital platforms for loan
processing and management can help improve the efficiency of credit disbursement,
particularly for small-scale businesses and agricultural sectors.

» Regular Monitoring of Priority Sector Lending: A more robust mechanism for
monitoring and evaluating the effectiveness of priority sector lending should be
established to ensure that loans are being used effectively and are contributing to the
intended empowerment outcomes.

CONCLUSION

The study on commercial bank advances to priority sectors in India from 2006-07 to 2018-19
reveals significant positive growth in lending to key sectors such as agriculture, small-scale
industries, and weaker sections. This growth has contributed to the financial empowerment of
these sectors, reinforcing the role of banks in promoting financial inclusion and development.
The agricultural sector saw a notable rise in both the number of accounts and outstanding
amounts, demonstrating banks' commitment to supporting rural and agricultural growth.
Similarly, small-scale industries experienced substantial growth, with increases in both
accounts and outstanding loans, which are vital for the sector's sustainability.

The study also highlighted the contributions of state-owned banks like the State Bank of India
(SBI) and private banks such as AXIS Bank and Bandhan Bank, which showed increasing
participation in priority sector lending. The statistical analysis confirmed that the growth in
advances to priority sectors was statistically significant, validating the hypothesis of positive
growth. Despite this progress, there are areas for improvement. Targeted financial products
for weaker sections, enhanced financial literacy, and improved credit delivery mechanisms
can further promote inclusive growth. Collaboration with government initiatives and the
integration of digital platforms for loan processing are also essential to streamline lending
processes. Overall, the study concludes that while there has been remarkable growth in
commercial bank advances to priority sectors, continued focus on tailored lending solutions,
technological advancements, and monitoring mechanisms will be crucial to ensuring the
long-term success of financial inclusion initiatives in India.
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