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Abstract

Poverty is multidimensional and by promoting access to financial services, micro
finance plays an imperative role in fostering poverty. It is a noble approach of “banking
with the poor”. In this, bank credit is extended to under privileged through SHGs,
NGOs etc. The role of Micro finance can not be ignored in India where 74% of people
live in rural areas and 80% depends on agriculture for their livelihood. India now
occupies a significant place in global Micro finance through promotion of SHGs and
home-grown SHG - Bank Linkage program (SBL). Analyzing the wide spread of
Model-II of Micro financing with 72% coverage in India, NGOs are unanimously
considered as the major catalysts of SHG promotion. World Bank defines NGOs as
“Private Organizations” which pursue promotional activities in the interest of poor and
community development. There are more than 35,000 NGOs in 612 districts of India
with utmost concentration in southern Region, specially Andhra Pradesh and Tamil
Nadu, which play a crucial role in formation and nurturing of SHGs. They also assist
banks in monitoring the credit linked SHGs. Of the total 310 major NGOs in Tamil
Nadu, 22 NGOs and more than 22,000 SHGs lounge in Vellore district. Inspite of all
this, still majority of SHGs are facing problems due to lack of both monetary and non-
monetary support from NGOs.

Based on the above, this study aims at critically evaluating the role of NGOs in
formation and promotion of SHGs in Vellore district, Tamil Nadu, India. Primary
and secondary data forms the base of the study with employment of some statistical
and econometric tools like, percentage, chi-square, multiple regression and panel data
regression using random effects to analyze the relation between SHGs and NGOs. The
study recommends that the NGOs have to adopt more persistent approach not only to
formulate but also to promote the growth of SHGs.
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1.1 Introduction

The microfinance sector in India has seen rapid growth during the last few years. The
last five years have seen a monumental growth in the microfinance sector; this growth
has been especially strong the last couple of years.

The Self Help Groups (SHG) Bank linkage programme initiated by National Bank for
Agriculture and Rural Development (NABARD) in 1992 on a pilot basis in the country
has emerged the largest microfinance program in the world for promoting peoples’
empowerment predominantly women. It is reported that with 5, 52,992 new SHGs
linked with banks in 2008 the cumulative SHGs linked with various banks reached to
a number of 3.5 million and thus reaching to 60 million poor household [NABARD
(2008)]. However the programme has been the beset with the problem of uneven
spread in various regions of country. The spread of the movement in the North —
Eastern Region as compared to Southern and Western parts is far from satisfactory
[K.Dinkar Rao (2003)]. The poor spread could be attributed to the lack of experienced
and committed Non-Government Organizations (NGOs), law and order problem; poor
penetration of the formal credit delivery system; inadequate infrastructure required
for the promotion and nurturing of SHGs. Wherever present committed NGOs are
incapacitated due to poor infrastructure, resource constraints, law and order problem
etc. the weak management information system (MIS) at ground level together with
absence of proper coordination among banks, Government officials, NGOs and other
agencies has affected the progress. To reverse this adverse situation, the need of the
hour is to create awareness and strength networking among stakeholders. Equally
important is the capacity building of the personnel of the partners involved in the
empowerment process such as bank, government, NGO.

1.2 Self Help Groups: Formation and Development

SHG is a self governed controlled small and informal association of the poor, usually
from socio-economically homogeneous families who are organized around savings and
credit activities [Planning Commission]. The universal consideration of SHGs as the
catalysts of sustainable rural growth gives more stress on the development of the SHGs
with NGOs playing a critical role with the assistance of banks and government. We can
easily understand the enthusiasm of the banks for which the transaction cost and risk
are greatly reduced, it is because the SHGs are “good clients” [Isabelle Guerin and Jane
Palier (2005)]. NABARD estimated the reimbursement rate to be 95%. Even though
the SHG lending is outside the purview of the individual credit risk rating framework
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right now and only the portfolio approach is adopted, as the bank’s exposure in SHG
lending 1s on the increase day by day [N. Jayaseelan (2006)].

Table.1 Stages of SHG development: Role of NGOs

Stages of | Time period | Role of NGOs Focus of activities

development

Pre-Formation 1-2 months Initiator/Promoter Identifying the poor through rural
appraisal methods

Formation 2-6 months Facilitator Motivation to form groups, select

leaders, issue and collection of

small loans etc
Stabilization 7-12 months Advisory/Managerial Leadership stabilization, giving

Phase - | training, augment savings, handle
group transactions, stabilizing the
process of repaying the loans

Phase - I1 12-18 months | Advisory/Managerial Income generation programmes,
bank linkage etc
Growth and | Above 18 | Advisory/Managerial Strengthen bank linkages, creation
Expansion months Consultative/Institution | of assets for groups and members,
building attempt at cluster development

Source: Kalyan Mukherjee (2006)

Table 1 explains the growth of SHGs in five stages and the crucial role played by the
NGOs and their activities at each stage of development.

1.3 NGOs: Concept

NGOs play an imperative role in bridging the gap between the government, its agency
and the society. NGOs focus on one or more causes for one or more sections of society
and try to uplift the wider section of the society [Deepak Kumar (2006)]. World Bank
defines NGOs as “Private organizations that peruse activities to relieve sufferings,
promote the interests of the poor, protect the environment, provide basic social services,
or undertake community development”.

1.3.1 NGOs as intermediaries

As long as banks integrate NGOs activities in mainstreaming their SHG portfolios,
they stand to gain. NGOs have to reorient their mission, vision and human resources
towards the microfinance agenda. NGOs also have to move away from untainted
financial intermediation to investing in human and social capital at the grass roots level
and bankers have to tap this invaluable experience of NGOs in mobilizing, graduation
and enabling rural communities to cross over the poverty line. This will also prepare
ground for enhancing credit absorption capacity of SHGs and enhancing their credit
worthiness.

The demand for financial services is soaring and as acknowledged by the high level
task force on microfinance: “At least 25,000 bank branches, 4,000 NGOs and 2,000
federations of SHGs involving over 1,00,000 personnel of these institutions would
have to be associated for scaling up and bank linkage of one million SHGs. Many
of these NGOs will not transform themselves into MFIs and will not also facilitate
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micro financing, but will also they do the necessary financial intermediation” [Kalyan
Mukherjee (2006)].

Table 2 Types of NGOs: Global and Indian

Types Examples Focus Areas
Advocacy of | Greenpeace Environment
chosen cause Narmada Bachao Andolan Rehabilitation of displaced people
Asha kiran Domestic servants
THPI Rehabilitation of challenged people
Grassroot MYV Foundation Child labor
MS Swamination Research | Livelihood generation
Foundation
Mother NGOs BVHA, Bihar Health
SASD, Hyderabad Social arena
Corporate NGOs | Bill and Melinda Gates | Global health, education, public libraries,
Foundation support for at - risk families
Byrraju Foundation Rural transformation
Alpha Foundation(ICFAI) Education
Opinion makers Blue cross Animal protection
PCRA Fuel preservation, pollution etc.
Global UNICEF Children’s rights, their survival and protection
Red Cross Disaster services, health and safety services

Source: Deepak Kumar (2006)

Table 2 gives different types of NGOs with some global and Indian players and their
respective focus areas.

2. Role of Microfinance: India and Global: A review of literature

Sajjad Zohar (2004) traces the evolution of NGO sector in Bangladesh and evaluates
its role in social development. Microfinance plays a major role in the development of
many African, Asian and Latin American countries. This study overviews the concept
and evolution of Microfinance schemes across the world (Krishna Murthy, 2009).
Morris & Barnes (2005) reports positive results of an impact of three microfinance
programmes in Uganda. Moll (2005) concludes that microfinance sector should be
guided by “stability and expansion”: stability to withstand shocks and to maintain the
relationship established between rural households and MFIs and expansion to include
more people within the financial frontier. Satish (2005), Ramesh (2008), assesses the
extent to which Indian microfinance has been has able to achieve the goal of poverty
purge. Yadagiri & Gangadhar (2008) studied the trends in microfinance and analyzed
model-wise SHG-Bank linkage.

2.1 Statement of problem

The review of literature shows how growth of SHGs are indispensable and many of
the prior studies also illustrate that SHGs are the major instrument of sustainable rural
development especially in developing nations and the NGOs are their building blocks
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[R.H.Sharma' (1999), Sujit Kumar and Kakali (2003), N.S.Sisodia et.al.> (2005),
Sheikh Mohammad et.al (2006)]. But some studies have also discovered the chaotic
and mappropriate functioning of NGOs and various problems faced by NGOs in group
promotion as well as SHGs in their development [Subhash C. Wadhawa (2002) and
N. Jayaseelan (2006)]. In many villages, it is not uncommon to witness ferocious
competition between “governmental” and “non-governmental” SHGs, the later
accusing the former of benefiting from numerous privileges which the NGOs are not in
a position to offer. Do we not incur the risk of promoting the creation of artificial and
short-lived groups, motivated only by the lure of subsidies? The essence of the SHG,
supposed to be a group giving aid on the basis of mutual reciprocity, is thus generally
jeopardized. All the studies focus on sustainable rural development. With all said and
done still many questions remains unanswered like, are the NGOs really working to
their full potential? Are they actually working as non-profit organizations? Are they
really taking solemn efforts to promote SHGs? Are they giving full support to SHGs?
Are they really the building blocks or obstacles for SHG’s development? Keeping
this in mind this study has made a modest attempt to study problems faced by SHGs
through NGOs and sets its objectives.

2.2 Objectives of the study

To study the demographic profiles of the SHG members.
To identify the building blocks of SHGs through NGOs.
To find the obstacles faced by SHGs through NGOs.

2.3 Importance of the study

From Mohammad Yunus’ modest beginnings in the mid 70’s microfinance has changed
the face of import and export capabilities for developing countries, bringing millions
more into the world of viable commerce. Financial institutions are looking for a
robust solution that will facilitate the provision of a broad range of door step financial
services for rural communities. Today’s major challenge, however, is overcoming
the number of fraudulent transactions and a lack of transparency. This requires the
creation of a cost effective, scalable simple and secure solution to reach hundreds of
millions of users and enable them, regardless of their literacy levels, to execute secure
transactions. Many studies has attempted to study the phenomenon of Microfinance
but none tried to study the problems faced by SHGs due to NGO, therefore this study
gains its significance.

2.4 Data source and Methodology

Primary and secondary data forms the base of the study. Secondary data is collected
from various publications of NABARD. For the primary survey convenient sampling
was utilized and SHG members from four different NGOs from Vellore division namely

1 CEOQ, IIB, Mumbai, delivered the presidential address at the seminar organized by Madurai sub-
centre of the IIB on 22" August 1999.

2 This colloquium is based on the workshop on microfinance held on 4" September, 2004 at [IM-A
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Organization for Rural Development (ORD), RHEEDS, Rural Social Welfare Society
(RSWS) and PMD were interviewed. The sample size of the study is 100 SHGs.
The respondents were either animator or member of SHGs. Only one member per
SHG was interviewed. Questionnaire and interview method of data collection were
used. 130 questionnaires were distributed and 120 were collected back and finally
100 were used for the analysis of the study. The questionnaire consisted of three parts:
Personal factors with 12 questions, Building block factors with 9 questions and Critical
evaluation factors with 13 questions. Likert’s five point scales was also used, with 1
for Strongly Agree (SA), 2 for Agree, 3 for Neither Agree Nor Disagree (NAND), 4
for Disagree and 5 for Strongly Disagree (SD). For the analysis part Reliability test
using Chronbach’s Alpha (a) was utilized to measure the internal consistency of the
variables. Chi-square test was employed to study the relation of Building Block factors
and risk factors with the demographic factors. Percentage and graphical method was
also used for analysis.

3. Analysis and Interpretation

This segment consists of the analysis part of the study. Various factors were used to
study the demographic profile of the respondents like age and educational qualification,
and some micro financing factors like types of loan, lending banks, amount of and
purpose of loan are also analyzed here.

3.1 Reliability Test:

The Chronbach’s Alpha (/) measuring the internal consistency of the variables is given
by the formula:

o=kr/1+ (k-1) r

Where;

k = Items in the scale

r = Average correlation between the pairs of items

The value obtained (0.9512) shows good internal consistency among the variables that
all the items within the instrument measure the same thing.

3.2 Percentage and Graphical method:

Percentage and graphical method is used to study the demographic profile and some
building block factors of the respondents.

Table.3. Table showing the distribution of respondents on basis of purpose of loan

Loan type Frequency Percent**
Subsidy loan only 32 35%
Direct loan only 13 14%

Both 46 51%

Not taken 9 -

Total 100 100%
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Source: Primary survey

Note: ** Percent of total loan taken

The above table gives the percent distribution of the types of loans taken by the
respondents. The figures reveals that 51% of the total respondents who have taken loan
got both Direct and subsidy loan, whereas 35% of the borrowers got subsidy loan only
and only 14% got direct loan. 9 respondents out of the 100 did not get any loan yet as
their group was below 6 months old.

Table.4. Table showing the major lending Banks to SHGs in Vellore division

Bank Frequency Percent**
Commercial bank 68 75%
Private bank 0 0

RRBs 4 4%
Co-operative bank 19 21%

MFIs 0 0

Total loans taken 91 -

Not taken 9 -

Source: Primary survey

Note: ** Percent of total loan taken

Table.4 demonstrates that of the total borrowers 75% got loan from various commercial
banks. Co-operative banks disbursed loans to 21% of the total borrowers, whereas only
4% received loan from RRBs. This clearly shows that commercial banks are much
more active in Vellore division. Graph 1 shows the relation between the amount of loan
borrowed and the purpose of loan. The figure shows that of the total loan borrowed
in the range of Rs. 25,000 to 50,000, 51% was for business purpose and only 1% for
personal purpose, whereas most of the personal loans (5% of the total loan borrowed)
were granted in the range of Rs. 50,001-1,00,000. The figure also divulges that most
of the agricultural loans were granted in the range of Rs.1,50,000- 2,00,000 (10%) and
2,00,000 above (3%).

Graph.1. Graph showing the relation between the amount and purpose of loan
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Source: Primary Survey

3.4 Chi-Square Tests

The purpose of Chi-square test of independence / relatedness is to determine whether
the observed values deviate significantly from corresponding expected values. It is
computed by summing the squared deviations [observed value (f)) minus expected
value (f )] divided by the expected value for each cell:

¥2 = Sum [(f, — )2/ ]

As we can see, if there is large discrepancy between the observed values and the

expected values, the [ 12 static would be large, suggesting a significant difference between
observed and expected values. Along with this probability value is also computed.
With p < 0.05, it is commonly accepted that the observed values differ significantly
from the expected values and that the two variables are NOT independent of each other
[Darren George (2009)].

3.4.1 Relation between Amount and Purpose of loan Borrowed: Hypothesis testing
H, = There is no significant relation between amount of loan and purpose of loan.

H,, = There is significant relation between amount of loan and purpose of loan.
Table.5. Chi-Square Tests

Value Df Asvmp. Sig, (2-sided)
Pearson Chl-Square 193 .240(3) 15 000
Likelihood Rati
ikelihood Ratio 129.963 15 000
Linear-by-Linear Association 51.100 | 000
N of Valid Cases 100

Source: Output from SPSS

The high Pearson Chi-Square value (193.24) with significance (0.000) illustrate that
null hypothesis (H,) is not accepted and alternate hypothesis (H,,) is accepted, i.e.
there is significant relation between the amount of loan borrowed and the purpose of
loan and as we have already seen in the Graph 1 that maximum loan is borrowed for
business purpose and minimum for personal.

3.4.2 Relation between Age and Objectives of NGO: Hypothesis testing
H,, = There is no significant relation between age and objectives of NGO.
H,, = There is significant relation between age and objectives of NGO.
Table.6. Chi-Square Tests
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_Chi-Square Value Df Asvinp. Sig, (2-sided)

Pearson Chi-Square 84.848(a) 8 .000
Likelihood Ratio 107.794 8 .000
Linear-by-Linear 63.737 1 000
Association

N of Valid Cases 100

Source: Output from SPSS

The Pearson Chi-Square value (84.848) with significance (0.000) points up that null
hypothesis (H,) is not accepted and alternate hypothesis (H,,) is accepted, i.e. there
is significant relation between the ages of the respondents and their response for the
objectives of the NGOs. Graph 2 shows that people aging between 26- 30 agreed that
NGOs major activities are concentrated on women empowerment (33%) and people in
higher age group feel NGOs foremost activities are related to poverty alleviation (23%)
and others (26%) like spreading awareness etc. very few respondents felt education
(3%) and employment (4%) as major activities of the NGOs. None of the respondents
felt that NGOs help in housing related activities

Graph.2. Graph showing the relation Age and the Objectives of NGO
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3.4.3 Relation between Age and NGOs giving all help to get loans: Hypothesis testing

H,, = There is no significant relation between age and all help from NGO to the
members.

H,, = There is significant relation between age and all help from NGO to the members.
Table.7. Chi-Square Tests

Value Df Asvmp, Sig, (2-sided)
Pearson Chi-Square 24.658(a) 8 .002
Likelihood Ratio 34.075 8 .000
Linear-by-Linear Association 14.193 1 .000
N of Valid Cases 100

Source: Output from SPSS
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The Pearson Chi-Square value (24.658) with significance (0.002) confirms that null
hypothesis (H,) is not accepted and alternate hypothesis (H,,) is accepted, i.e. there is
significant relation between the ages of the respondents and NGOs giving all help to
get loans. As we can see from the Graph 3, 73% strongly agreed that NGOs provide all
help in getting loan and 15% jus agreed. Considering the age groups 26-30 and 31-40,
33% each from the age group strongly agreed, while only in the higher age group (31-
40) people disagreed (5%), were neutral (4%) and strongly disagreed (3%) about the
NGOs providing all help to get loan.

Graph.3. Graph showing the relation Age NGOs giving all help to get loan
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3.4.4 Relation between Education and NGOs giving all help to get loans: Hypothesis
testing

H,, = There is no significant relation between Education and NGOs giving all help to

get loans.

H,, =There is significant relation between Education NGOs giving all help to get loans.
Table.8. Chi-Square Tests

Value df Asyvmp, Sig, (2-sided)
Pearson Chi-Square 91.532(a) 16 .000
Likelihood Ratio 89.352 16 .000
Linear-by-Linear Association 32.634 1 .000
N of Valid Cases 100

Source: Output from SPSS

Table 8 with the Pearson Chi-Square value (91.532) with significance (0.000) alternate
hypothesis (H,,) is not accepted, i.e. there is significant relation between the educational
level of the respondents and NGOs giving all help to get loans to the members.

Table.9. Relation between educational qualification and all help for getting loan
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EDUQUAL Total
illiterate | 4th-6th 7th - 9th | 10"-12th | anv degree
Give all help SA 24 9 12 28 0 73
Agree 0 0 0 11 4 15
NAND 0 0 0 0 4 4
Disagree | 0 0 0 0 5 5
SDA 0 0 0 0 3 3
Total 24 9 12 39 16 100

Source: Output from SPSS

Table 9 reveals that most of the illiterate people strongly agree (73%) that NGOs give
all help to get loans, only people with degree believed that NGOs do not give all help
(8%).

3.5. Critical Evaluation of NGOs

This section deals with the critical evaluation of the NGOs using specific risk factors:

Threatening from NGOs
Frequent switch over NGO staff
NGOs forming but not promoting the groups.

Some other factors like, frequency of supervision of SHGs by NGOs, quality of work
force in NGO, transparency of book of accounts of SHGs etc. finally the above three
factors were used for analysis. Chi-Square and cross tabulation were employed to study
the risk factors.

3.5.1 Relation between Education and Threat: Hypothesis testing
H . = There is no significant relation between Education and Threat.
Table.10. Chi-Square Tests

- Value df Asvmp. Sig. (2-sided)
Pearson Chi-Square 247.012(a) 16 000
Likelihood Ratio 203.299 16 .000
Linear-by-Linear Association 88 470 1 000
N of Valid Cases 100

Source: Output from SPSS

The Pearson Chi-Square value (247.012) with significance (0.000) confirms that null

hypothesis (H,) not accepted, i.e. there is significant relation between Education and
Threat.
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Graph 4 shows thatilliterates got maximum threatening from NGOs and Political leaders.
Respondents with education level10™ to 12 and with degree got no threatening or very
less threatening. Few people with middle education (4™ to 6™) reported threatening

from Panchayat leaders, and few with 7" to 9" education level reported threatening
from government officials.

Graph.4. Graph showing the relation Education and Threat
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3.5.1 Relation between Education and Switch over of NGO staff: Hypothesis testing

H,, = There is no significant relation between Education and Switch over of NGO staff.
Table.11. Chi-Square Tests

Value df Asvmp. Sig. (2-sided)
Pearson Chi-Square 96.611(a) 12 .000
Likelihood Ratio 92.202 12 .000
Linear-by-Linear Association 33899 1 .000
N of Valid Cases 100

Source: Output from SPSS

The Pearson Chi-Square value (96.611) with significance (0.000) confirms that null

hypothesis (H,,) not accepted i.e. there is significant relation between the Education
and Switch over of NGO staff.

Graph.5. Graph showing the relation Education and Switch over of NGO staff
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Graph 5 shows majority of the people with all education level strongly agree that there

disagree

1s frequent switch over of NGO staff except people with degree (13%) who disagree.
3.5.1 Relation between Education and NGO’s activities: Hypothesis testing

H, = There is no significant relation between Education and NGO’s activities.

Table.11. Chi-Square Tests

Pearson Chi-Square Y;;u;z(a) (lig l((\)?)\(l)mo g {2esided)
Likelihood Ratio 13 8:77 5 12 :OOO

Linear-by-Linear Association 58 998 1 000

N of Valid Cases 100

Source: Output from SPSS

The Pearson Chi-Square value (127.692) with significance (0.000) confirms that null
hypothesis (H,) not accepted i.e. there is significant relation between Education and

NGO’s activities.

Graph.6. Graph showing the relation Education and NGO’s activities
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Graph 6 shows majority of the people with all education level except with degree
strongly agree that NGOs only help in group formation and not promotion except
people with degree who disagrees with this statement.

SUMMARY and CONCLUSION

This paper highlights the working of microfinance and various programmes for rural
development at national and global level. Paper emphasizes on the activities of NGOs
in Vellore division, India. Some major findings of the paper illustrates that majority of
the respondents are in the age group 26-40 years (93%) and majority have got both types
of loan (45%). The figures also reveal that commercial banks enjoy their monopoly in
Vellore division and most of the loan is borrowed for business purpose (71%). All the
interviewed SHGs were promoted by NGOs and major objective of NGOs were found
to be women empowerment (44%). For the risk factors the chi-square results show
that most of the illiterates got threatening from NGOs (21%), most of the respondents
strongly agreed at frequent switch over of NGO staft (73%) and mostly less educated
people believed that NGOs work only towards group formation rather group promotion.
The paper concludes that though the NGOs are taking efforts to form SHGs but they
lose interest after that. They help SHGs to get loan but mostly in paper work and they
also threaten the members some times for various reasons. The study also concludes
that there is frequent switch over of NGO staff which makes it less effective.

The study has its own limitations as it is based on primary data; the legitimacy of the
results depends on the responses of the members.
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ABSTRACT

Industrial Sickness is a universal phenomenon that threatens the socio-economic
conditions of any country and also challenges every management body. This has lead
to widespread research into the prediction of bankruptcy in advance, so as to combat
before its onslaught.

In this paper the researcher tries to develop a model using a statistical tool - ‘Discriminant
Analysis’ to investigate into the prediction of sickness in the textile industries in India,
taking 70 textile industries, of which 39 being sick, 31 non-sick, using 25 financial
ratios for isolated where the years prior to the year of the occurrence of sickness are
treated independently and non-isolated data sets where the observation periods are
considered interrelated. Based on this, the authenticity of the model is established.
The bankruptcy model can serve as a forewarning signal to detect the likelihood of the
ensuing sickness.

Key words: Industrial Sickness, prediction, bankruptcy model, Discriminant Analysis,

forewarning signal.
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1. INTRODUCTION

Industrial Sickness is a universal phenomenon, which affects the socio-economic
conditions of any country. As industries are an integral part of an economy, there is an
urgent call to detect sickness that leads to stoppage in production and the keeping of
men, materials and machinery idle and accordingly leading to an adverse impact on the
supply of goods, total production, prices, employment, exports and investments. This
consequently has a tremendous negative impact on the growth and development of the
whole economy. This has led to widespread studies and research into the prediction
of financial crisis, which can serve as an important tool to analysts, stockholders and
creditors, financial institutions, governments and as well as to the firm’s managers in
preventing sickness well in advance.

1.1 Earlier Studies Over the past decades a number of studies have appeared on
corporate bankruptcy. The first attempt, in the U.S., to use publicly available data with
various statistical techniques in order to predict business failure was made by Beaver
(1967) and Altman (1968). Since then a growing number of related studies have tested
bankruptcy prediction models in several industrial countries such as Germany, England,
Ireland, the Netherlands, France, Japan, Australia, Canada and Brazil. Researchers have
conducted studies using advanced statistical techniques in order to predict corporate
bankruptcy.

Some important studies made are Beaver (1966), Altman (1968), Marc Blum (1974),
Frederikslust (1978), Ohlson (1980), Taffler, (1983), Back et al, 1995a & 1995b; Back
et al, 1997; Spanos et al, (1999). For instance, Blum (1974) Taffler (1983) and Storey
et al (1987) regard financial variables as the symptoms (not causes) of the firms’ health.
Shirata (1998), more recently, Voulgaris et al (2000) Carmem Leal and Carlos Santos
(2007) continue to share this view by regarding financial ratios as unbiased quantitative
representations of the firms’ internal and external information and hence important
predictors of bankruptcy.

Beaver (1967) was the first to identify the characteristics of failing firms in comparison
to a matched paired sample of healthy firms. Using univariate discrimination test and
found that financial ratios are proved to be useful predictors and found that certain
financial ratios can be very useful predictors of failure even five years before it happens.
This study can be thought of as the pioneering work which initiated a series of other
works in the same area.

Following this first study two major statistical techniques, Multiple Discriminant
Analysis (MDA)and Regression Analysis (RA), were applied by many authors to predict
imminent bankruptcies. E. Altman (1968, 1978) was the first to apply the MDA method
to the failure prediction problem and his model (known as Z Score analysis) was 90%
accurate in classifying firms correctly one year prior to failure. MDA was also applied
by Deakin (1972) who found that his models were at least 95% accurate for the first
three years prior to bankruptcy. Regression Analysis was applied by Edmister (1971)
who obtained high classification results. However, one major shortcoming was the fact

that he did not use the variables in their raw form but, instead, he transformed each
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variable into zero-one variables based on arbitrary cutoff points. The two techniques
(MDA and RA) were compared in a study by Collins (1980) who concluded that both
methods provided good predictive results .In Japan a number of studies (for example,
Nikkei-Business, Takahashi and Ko) obtained high classification performances (85%
or above). Von Stein (1981) in Germany, Weibel (1973) in Switzerland, Taffler et al
and Tissaw (1977) and Marais (1979) in England, Bilderbeek (1977) in Netherlands
and Altman and Lavallee (1981) in Canada used MDA. In all of these studies the
estimated models had high success rates ranging from 70% to 90%. Similar studies
by Altman (1973) in France and Castagna and Matolscy (1981) in Australia obtained
average results.

Generalized linear models or multiple logistic regression models are also popular.
Ohlsons O-Score (Ohlson, 1980) is based on generalized linear models with the logit
link function, also referred to as logit analysis.

Neural network models are powerful and popular alternatives, with the ability to
incorporate a very large number of features in an adaptive nonlinear model, Wilson
and Sharda (1994).

In India prediction models have been developed by Gupta (1979), Kaveri (1980),
Srivastava (1981), and Yadav (1986). Gupta (1979) has made an attempt to examine
a variety of ratios and determined the best set of ratios. Yadav (1986) developed
discriminant model by using financial ratios which covers the financial characteristics
of the firm. Rekha Pai et al (2006) has made a comparison of PCA-MDA model and
Neural networks techniques to predict industrial sickness and has proved that the
traditional statistical model seem to perform as a better predictive technique than the
soft computing model.

Regardless of the advantages or the disadvantages of the predictive model, the
very idea of developing such models to predict financial distress and failure itself is
welcome allover, for a model could help to detect the likelihood of forthcoming sickness
and thus facilitate to prevent its onslaught in an early stage. The bankruptcy models
can be used as early warning signals, such that, corrective action may be undertaken
immediately by the management.

1.2 The present study has the following main objectives:

To analyse some financial ratios in the context of sickness prediction using statistical
instruments of multivariate analysis, particularly the Discriminant analysis in the textile
industries in India

To develop a model using Discriminant function Analysis using 25 financial ratios, for
the prediction of sickness in the Indian Textile industries.

This would serve as an early warning signal of the ensuing sickness three years in
advance.

To focus on the financial performance of the companies such that the predictive model
based on financial ratios can help the management to undertake immediate corrective

actions and overcome the impending danger.
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II. METHODOLOGY
2.1 COLLECTION OF DATA

. The data for this research paper was collected from the financial information given
in the Balance sheets, Income and Cash flow, and the Profit and Loss statements of
the 70 Textile industries in India of which 39 industries were found to be sick and 31
non-sick between the years 1996 to 2006. Sick firms were taken on the basis of those
who have made a request for sickness with the BIFR or those experiencing serious
financial difficulties. 25 financial ratios were selected and calculated according to their
use, relating to Liquidity; Turn over, Profitability and Solvency ratios. Using these
25 financial ratios a study has been conducted for an isolated and non-isolated data
set. The isolated database considered financial ratios pertaining to one, two and three
years prior to the year of the occurrence of industrial sickness taken independently
and the non-isolated database included financial ratios over a period of time in three
observation periods namely one year, one and two years taken together and one, two,
and three years prior to the year of sickness taken together.

2.2. Research Design

Some financial ratios are analysed in the context of sickness prediction using statistical
instruments of multivariate analysis, particularly the discriminant analysis in the textile
industries in India

Discriminant function analysis (DA) is a Statistical technique used to determine which
continuous variables discriminate between two or more naturally occurring groups.

It could then be used to determine which variables are the best predictors

Specifically, it shows whether or not two (or more) groups are significantly different
from each other with respect to mean of a given variable(s). If the means for a variable
are significantly different in different groups, then this variable discriminates between
the groups.

The most common application of DA is to include many measures in order to determine
the ones that discriminate between the groups. This leads to building a model of how
best to predict to which group a given variable belongs to. This model is built step by
step, where all variables are reviewed and evaluated at each step to determine which
contribute the most to discriminating between groups. The DA attempts to work in
3 stages namely: 1. Construction of Discriminant Function, 2. Classification and 3.
Interpretation of the results.

2.2.1 Construction of Discriminant Function (DF):

DA attempts to construct a function with the ratios so that the ratios to either of
these two groups of industries Non- Sick and Sick are differentiated at the maximum.
The linear combination of the variables is known as DF and its parameters are called
Discriminant Function coefficients.

A typical Discriminant Function is of the form,
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Z=a+taX+aX+..... +a X
0 1 1 2 2

n n

Where, a -constant;a,a, .....a - Discriminant Function coefficients
0 1 2

n

X]’ Xz, ..... X, the independent variables (ratios).
2.2.2 A Variable Selection Method:

In constructing the function all ratios which contribute to differentiate these two
groups maximally are examined. The ‘Mahalanobis Minimum D Squared’ method
was employed for this study. The Mahalanobis procedure is based on the generalised
squared Euclidean distance that adjusts for unequal variances in the variables. The
major advantage of this procedure is that it is computed in the original space of the
predictor (independent) variables, and is the preferred procedure since the researcher is
interested in the maximum use of available information.

2.2.3 B Stepwise Selection:

Next in the process of the constructing DA is the type of computation and here the
stepwise method is taken which involves entering the independent variables in the
DA one at a time on the basis of their discriminating power by choosing the single
best discriminating variable . The initial variable is then paired with each of the other
independent variables one at a time, and by subsequently paring all the variables one at
a time, the one that is best able to improve the discriminating power of the Function
in combination with the first variable is retained. By subsequently selecting the next
best discriminating variable at each step, variables that are not useful in discriminating
between the groups are eliminated and a reduced set of variables is identified. This
reduced set typically is almost as good as, and sometimes better than, the complete set
of variables.

I11. Findings of the Study
3.1 Construction of Discriminant Function
The first stage of Discriminant Analysis begins by examining Table 1.

This table shows the group means and standard deviations and the test of Equality
that contains the Oneway Anova /Wilks’ Lambda used to assess the significance
between the means of the two groups Viz. (Non- Sick and Sick industries) for some of
the independent selected variables (ratios) that differs significantly between Non-sick
and sick industries for the years of study.

In the next stage the results of the step-wise DFA with the values of DF coefficients for
each of the discriminating variables for the isolated and the non-isolated data sets are
examined as shown in the table no. 2.

Using the values given in table 2, the Z score i.e. D F (Z) can be written as,
Z1=-0.843 +0.233 R1—0.053 R4 +0.104 R10 —O.243R14+O.539R15 —————— (A)

72=-1.012+1.410 R3+O.1OO R6 +0.056 R9 —————— (A)

73 =-1.775 +0.328 R1 +0.071 R7 +0.057 R10+0.O70 R16+O.094 R17 ----- (A)
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74 =-0.858 +0.993 R3 +0.059 R10 +0.258 R15 —————— (A)
75=-0.921 +0.786 R3 +0.031 R7 +0.012 R8+0.O49 R10 +0.064 R17 ------ (A)
Where,

Z1,72,73, 74, and Z5 represent the Discriminant Function for the isolated data set,
and the non-isolated data set.

R,R,R,R ,R R R R R R R andR are the ratios which were finally
1nclugied n tfle Di:

Table 3 provides the multivariate aspect of the model given under the heading
‘Canonical Discriminant Function’. It can be noted here that the Discriminant Function
is significant at 1% level (Wilks lambda and chi-square test values given in the table
indicate that the model is significant at 1% level) and displays a correlation of 0.669.
By squaring it we get (.669)*= 0.4475 for 1 year prior; and subsequently,

0.535, the square being (.535)*= 0.2865 for 2 year prior;
0.725, the square (.725)*= 0.5265; 3 year prior;

0.437, and the square (0.437)*=0.191 for 1 and 2 years prior taken together; and 0.468,
by squaring it we get (.468)*=0.219 for 1, 2 and 3 years prior taken together.

This may be interpreted as, 44.75%, 28.6%; 52.6%; 19.1% and 21.9% of the variation
in the dependent variable Industry Group (Non-sick /Sick) for the years taken for study
and may be explained by the discriminating variables included in the model.

3.2 CLASSIFICATION:

Next the efficiency of the function as to, how accurately it predicts the industries in to the
respective group’s viz. sick and non-sick is assessed through the Classification Matrix.
This requires the group Centroids (means), the cutting score and prior probabilities of
each group and by using them the Classification Matrix is formed which his is being
examined as under.

3.2.1. Group Centroids: Using the Discriminant Function given as (A) the discriminant
score for each industry is calculated by substituting the values for discriminating
variables from the analysis data. Then means scores defaulters group (Z ) and non-
defaulters group (Z)) are calculated, which are called Group Centroids that are given
in Table 5.

3.2.2. Cutting Score: Using the sample industries and Centroids for these two groups
the Cutting Score is calculated as follows:

NOZO+N 1 Z 1

N,+tN, Where, Z = Cutting Score; Z = Centroid for Non-sick
Z, = Centroid for Sick; N = No. of observations in Non-sick industries;

N = No. of observations sick industries
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Hence substituting the respective values the cutting score is calculated for the years
of study shown as follows:

I year prior Z = [39x (0.791) +31x (-0.995))/ (39+31) = 0.00006

2 year prior Z = [39x (0.556) +31x (-0.700)]/ (39+31) = -0.0002

3 year prior Z = [39x (0.925) +31x (-1.163)}/ (39+31) = 0.0003

1 and 2 year prior Z = [78x (0.430) +62x (-0.540)]/ (78+62 ) = 0.0004

1,2 and 3 year prior Z = [117x (0.470) +93x (-0.591)}/ (117+93) = 0.0001

Against this Cutting Score each industry’s Discriminant score is examined. If this
discriminant score is less than Z_ value, then it is classified in the Non-sick group,
otherwise it is in the Sick group.

3.2.3. Prior Probabilities: In the Table 5 prior probabilities are calculated for each
group based on the proportionate size of the sample in the respective groups.

3.3. The Results and the Interpretation of the DA

The prior probabilities, Centroids and the Cutting score the Classification Matrix
formed, will now show how many of the observations of each industry group is correctly
classified into the respective groups and the overall correct classification percentage.

3.3.1. Isolated Data sets:

Table 6 A displays the Classification Matrix of the isolated data base that shows the
no. of the observations of each industry group that are correctly classified into the
respective groups and the overall correct classification percentage.

The results can be summed up that in 1 year, 2 year and 3 year prior to sickness, the DF
is able to predict and correctly classify 76.9%, 87.2% and 89.7% of the observations
respectively in the Non-sick group and 83.9%, 80.6% and 83.9% respectively of the
observations in the Sick group. On the whole 80% 84.3% and 87.1% of the observations
respectively are correctly classified. The results are graphically represented in the graph
No. 1

3.3.2 NON- ISOLATED DATA SET

Table 7A displays the Classification details of the non- isolated data base, giving
how many of the observations of each industry group is correctly classified into the
respective groups and the overall correct classification percentage.
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3.3.2. (A) DISCRIMINANT FUNCTION ANALYSIS FOR 1 AND 2 YEARS PRIOR
TO SICKNESS TAKEN TOGETHER

The discriminant function has predicted 73.1% of the observations correctly in the
Non-sick group and 82.3% of the observations in the Sick group and on the whole
classified 77.1% of the observations correctly.

3.3.2. (B) DISCRIMINANT FUNCTION ANALYSIS FOR 1, 2, AND 3 YEARS
PRIOR TO SICKNESS TAKEN TOGETHER

The DF has predicted 78.6% of the observations correctly in the Non-sick group and
79.6% of the observations in the Sick group and on the whole classified 79.0% of the
observations correctly. These results are depicted in the graph no. 2.

3.3.3 Overall results of the Discrimination Function Analysis

From the model analysis it is seen that the Discriminant Model correctly classifies
and predicts industrial sickness three years prior to the occurrence of the problem.
The classification result shows that the results are more prominent 3 years before the
onslaught of sickness. The model seems to be more specific and correctly predicts the
danger before 3 years which is a sure warning to the management to be alert with its
working and its policies. The table 8 gives a clear picture of the results in the years of
study.

3.3.4. INTERPRETATION:

Once the Discriminant Function and its classification efficiency are assessed, then
the next question to be answered is how efficient are the discriminating variables
(ratios) in the Discriminant Function in discriminating between the groups. Though
not directly, however, the discriminating power or the contribution of each variable
to the function can sufficiently answer this question by the Structure matrix that is
shown in the table 9A and 9B.This gives the structural correlations which measures
the simple linear correlations between each independent variable (ratios) and the
Discriminant Function for the years of study. The R?% gives the percent contribution
of each variable to Discriminant Function. It is seen from the structure matrix that R,
R and R  are the maximum discriminating variables in the isolated data sets and the R?
% 26.6, 29 7and 20.4 between Non-sick and Sick, followed by R P R R and R one
year prior, R,and R two year prior and R, , R, R, and R , three years prlor to sickness
in that order. It can be noted that the contrlbutlon of R and R4 and R in discriminating
between Non-sick and sick is less than 5%. The maximum d1scr1m1nat1ng variable
in the isolated data base is R, i.e. Earnings per Share (EPS), R, is Return on Capital
Employed and R, being Interest Coverage Ratio.

From table 9B that displays the Structure Matrix and the simple linear correlations
between each independent variable (ratios) and the D F of the Non- isolated data base

it is seen that R which is Earnings per Share (EPS) .R*%=52.6 and R?*%=50.8 is again
the maximum cflscrlmlnatlng variable in both the years of study between Non-sick
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and Sick, followed by R (38 3%) and R (24.8%) and R, (30.7%),, R, (21.4%),, R ,
(18.8%), and R, (14. 7%) in that order.

4.1 CONCLUSION

From the above study it is drawn that a fore-warning model when applied like the
Discriminant Analysis would be able to predict corporate failure three years prior to the
onslaught of sickness and hence appropriate remedial measures could be effectively
applied that could prevent the onslaught of failure in advance, there by averting a major
Catastrophe in the Textile industry in India. Here the model so developed serves as an
early warning signal, to the management, such that corrective action may be undertaken
without delay. If managers, auditors and regulators, paid the necessary attention to the
instability exhibited by such indicators such as Earnings per Share, Return on Capital
Employed and Interest Coverage Ratio it might be possible to prevent the onslaught of
the problem of sickness before it leads to the closure of the textile industries in India.

4.2. LIMITATIONS

Authenticity of the information given in the balance sheets of the firms would definitely
speak of the sickness problem.

Applying the models to time periods and industries other than those used to develop the
models may result in a significant decline in the models’ accuracies.

Although some bankruptcy prediction models may be suitable for evaluating various
forms of financial distress, whilst care should be taken to understand the uses of
prediction models and its limitations to avoid erroneous applications.
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Tables

Tablel. Group Statistics and Tests of Equality of Group Means

Non-Sick md(l‘;ls:?r?e% Sick industries Test of Equality of Group means
Years of
Study Ratios Mean S.D Mean S.D Wi lks F dfl df2 Sig.
Lambda
R3 048 .00 0.06 008 | 0925 5495 1 68 *
|LRS 13.09 2556 | -6.97 4948 | 0925 5495 1 68 *
(1 ;{:E:)rl :1105 R9 13.53 1272 | 368 13.76 | 0.925 5495 1 68 *
data sets) R10 6.45 7.95 0.71 277 | 0925 5.495 1 68 *
R14 0.85 0.60 191 216 | 0888 8.606 1 08 o
R15 155 1.46 0.75 o3 | 091 6.654 1 08 *
R7 14.56 1672 | 7.09 1092 | 0.937 4611 1 08 *

. RS 18.23 2773 | -6.98 4948 | 0.903 7.269 1 68 *
2YearPrior | po 17.47 3090 | 148 520 | 0.894 8.103 1 68 *
fi;;"sit‘;)t ¢d | gig 826 1510 | 1.0s 331 0.909 6.781 1 68 *

R15 227 317 0.68 L16 0.906 7.015 1 68 *
R16 2.89 332 391 1452 | 0.894 8.030 1 68 *
R17 3.50 6.32 0.61 L12 0.915 6315 1 68 *
RI 247 214 1.23 1.25 0.893 8.114 1 08 o

. R4 814 1297 | 270 336 0.893 8.114 1 08 o
3Year Prior | o7 13.80 1254 | 5028 816 0.864 10.696 1 08 o
gitzoség)t ed | pg 1.02 228 | -139 679 | 0.884 8.940 1 68 o

R9 13.14 2008 | -020 560 | 0841 12.853 1 68 o
R10 8.19 1197 | 049 150 | 0.844 12,613 1 08 o
R16 2.10 3.07 -3.63 845 | 0815 15.399 1 08 o
R17 3.19 6.31 0.63 0.97 | 0931 5.001 1 08 *
R3 0.37 0.78 0.08 016 | 0.998 0.306 1 138 Ns
;rgfozrzfirz R7 12.38 1326 | 771 12.08 | 0998 0.306 1 138 Ns
Isolated data | Rg 15.66 26.62 -6.97 49 07 0.998 0.306 1 138 Ns
sets) RO 15.50 2356 | 258 1038 | 0998 0.306 1 138 Ns
R10 715 o | oss 103 | 0.998 0.306 1 138 Ns
R15 191 5 48 07 Log | 0.917 12.450 1 138 ok
R17 312 541 106 422 0.958 6.071 1 138 *
R3 03] 0.66 01 019 | 0.960 8.578 1 208 ok
;jars I‘,g;ior ¥ s 273 174 1268 | 4817 | 0977 4.990 1 208 *
(non Tsolated [RZ 12.85 1299 |69 1094 | 0943 12.482 1 208 o
data sets) RS 14.11 2526 | 511 4023 | 0921 17.869 1 208 o
R9 14.72 224 L65 913 0.882 27.920 1 208 o
RI10 7.63 196 | 075 2.62 0.875 29.608 1 208 o
R17 314 57 091 348 0.950 10.961 1 208 *
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Table2. Canonical Discriminant Function Coefficients

Canonical Discriminant Functi

n Coefficients

1 year prior 2 year prior 3 year prior 1 & 2 years prior 1,2 & 3 year prior
Ratios Function | Ratios Function | Ratios Function | Ratios Function | Ratios Function
R1 0.233 R3 1.410 R1 0.328 R3 0.993 R3 0.786
R4 -0.053 R6 0.100 R7 0.071 R10 0.059 R7 0.031
R10 0.104 R9 0.056 R10 0.057 R15 0.258 R8 0.012
R14 -0.243 R16 0.070 R10 0.049
R15 0.539 R17 0.094 R17 0.064
Constant -0.843 -1.012 -1.775 -0.858 -0.921
Table3. Canonical discriminant function Eigen values
Canonical |[Wilks’|C h i - .
Years of Study Correlation | Lambda | square df | Sig.
1Year Prior 0.669 0.553 38.838 |5 *x
2Year Prior 0.535 0.714 22412 |3 o
Isolated data sets 3Year Prior 0.725 0.474 48.831 |5 | **
Non Isolated data sets 1 & 2 Years Prior 0.437 0.809 28.872 |3 | **
1,2 & 3 Years 0.468 0.781 50.789 |5 wx

Table 4 Canonical discriminant Function evaluated at group means

Canonical DF
Industry
group
Years of Study (Isolated data sets) Years of Study (non Isolated data sets)
1 Year Prior 2 Year Prior 3 Year Prior | 1 & 2 Years Prior 1,2 & 3 Years Prior
Non-sick 0.791 0.556 0.925 0.430 0.470
Sick -0.995 -0.700 -1.163 -0.540 -0.591
Table 5 Prior possibilities for the group
Prior possibilities
Isolated data sets Non Isolated data sets
Industry TYear 2Year 3Year Toal T&2 T2&3 Total
group Prior Prior Prior Years No. of Years
No. of Prior observations No. of
industries Prior observations |
Non-Sick 0.557 0.557 0.557 39 0.557 78 0.557
117
Sick 0.443 0.443 0.443 31 0.443 62 0.443
93
1.000 1.000 1.000 70 1.000 140 1.000 210
Total
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Table6 A. Classification details of the isolated data sets

Predicted Group Membership
Isolated data sets Total No. of
1Year Prior 2Year Prior 3Year Prior industries
Group Non-Sick | Sick Non-Sick Sick Non-Sick Sick
No. Non-Sick 30 9 34 5 35 4 39
Sick 5 26 6 25 5 26 31
Original Non-Sick | 76.9 23.1 87.2 12.8 89.7 10.3 100.0
% Sick 16.1 83.9 19.4 80.6 16.1 83.9 100.0
% Of original grouped -cases 80 84 3 87.1
correctly classified.

Table 6 B Percentages of cases correctly classified in the isolated data sets.

Isolated Data

sets

% of cases Correctly

classified

1 year prior

2 year prior

3 year prior

Non-sick 76.9 87.2 89.7
Sick 83.9 80.6 83.9
% On the whole 80.0 84.3 87.1

Table 7 A. Classification details of the Non- Isolated data sets

Predicted Group Membership

Non - Isolated data sets

1 & 2 Year Prior Total No. of | 1,2 & 3 Year Prior Total No. of industries
industries
Group Non-Sick | Sick Non-Sick | Sick
I
Origina N Non-Sick | 57 21 78 92 25 117
0.
Sick 11 51 62 19 74 93
% Non-Sick 73.1 26.9 100.0 78.6 21.4 100.0
0
Sick 17.7 82.3 100.0 20.4 79.6 100.0
% of original grouped cases correctly
| classified 77.1 79.0

Table 7 B. Percentage of cases correctly classified in the non-isolated data sets.

Non- Isolated Data sets

% of cases Correctly
classified

1&2 year prior

taken together

prior

1, 2 & 3 year

taken together

Non-sick 73.1 78.6
Sick 82.3 79.6
% On the whole 77.1 79.0
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Table 8 Results of the Discriminant Analysis

Results of the Discriminant Apalysis
Isolated data sets Non- Isolate i
% of cases Correctly 1 and 2 years prior | 1,2 and 3 years prior
classified 1 year prior | 2 years prior | 3 years prior taken together taken together
Non-sick 76.9 87.2 89.7 73.1 78.6
Sick 83.9 80.6 83.9 82.3 79.6
Total 80.0 84.3 87.1 77.1 79.0

Table 9B Structure Matrix for the Non- [solated data Sets

Structure Matrix for the non-isolated data sets
1 and 2 years taken together 1, 2 and 3 years taken together
Discriminating Fanction (R) Rt | Discriminating R*%
variable variable Function ( R)

R10 0.725 52.6 R10 0.713 50.8

R15 0.619 383 R8 0.554 30.7

R3 0.498 24.8 R7 0.463 21.4

R17 0.434 18.8

R3 0.384 14.7

Table 9A Structure Matrix for the isolated data sets

Structure Matrix for the isolated data sets

1 year prior to sickness 2 year prior to sickness 3 year prior to sickness
Discriminating Discriminating Discriminating :
Function (R) | R?% Function (R) | R*% F““lit“’“ R %
Variable Variable Variable (R)
R10 0.516 26.6 RY 0.545 29.7 R16 0.452 20.4
R14 -0.395 15.6 R3 0.324 10.5 R10 0.409 16.7
R15 0.348 12.1 R6 0.125 1.6 R7 0.377 14.2
R4 -0.141 2.0 R1 0.328 10.8
R1 0.107 1.1 R17 0.258 6.7

Table 10 Summary of the Results of both isolated and non-isolated data sets

DA model coefficients evolved for the
ratjios % Contribution of each ratio in the model
Isolated set Non-isolated set Isolated set Non-isolated set
1&2 | 12&3 2 1&2 | 1,2&3
1 year |2 year|3 year| year years year | year | 3year year years
| Ratios Prior | Prior | Prior | Prior Prior Prior | Prior | Prior Prior Prior
R1 0.233 0.328 1.1 10.8
R3 1.410 0.993 0.786 10.5 24 .8 14.7
R4 -0.053 2.0
R6 0.100 1.6
R7 0.071 0.031 14.2 214
RS 0.012 30.7
R9 0.056 29.7
R10 0.104 0.0571 0.059 0.049 26.6 16.7 52.6 50.8
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Ri14  [-0.243 15.6
R15 0.539 0.258 12.1 383
R16 0.070 20.4
R17 0.094 0.064 6.7 18.8
(Constant) |-0.8431-1.0121-1.775 -0.858 -0.921 Discriminant Function Analysis iS able
Canonical to correctly classify and predict the
Carrelation {0.669 10.5351.0.725 0437 {0468 o qcying sickness in an isolated data set
Lambda |0.55310.71410.474| 0.809 0.781 180%, 84.3%, and 87.1%, in 1 year, 2
7 Sig kB B s E ** _lyears, and 3 years prior to the occurrence
o of cases . .
Correctly of sickness respectively. In a non-
classified isolated data set of land 2 years taken
Non-sick | 76.9 | 87.2 | 89.7 73.1 78.6 |together and 1, 2, and 3 years taken
Sick 839 | 806 | 839 | 823 79.6 _ltogether it classifies 77.1% and 79%
respectively correctly. In both the cases
the results are more pronounced 3 years
Total 80.0 | 843 | 87.1 77.1 79.0 prior
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Annexure I

25 Financial Ratios used in the present study

I SHORT — TERM SOLVENCY RATIOS:

(a). Liquidity Ratio:-

Current Ratio = Current Assets / Current Liabilities
Current Assets = Inventories + Sundry Debtors + Cash and Bank balances
Current Liabilities = Current Liabilities + Provisions.

Liquid Ratio = Liquid assets / Current Liabilities
Liquid assets = Sundry Debtors + Cash and Bank.

Absolute Liquid ratio = Absolute Liquid Assets / Current Liabilities
Absolute Liquid Assets = Cash and Bank Balances.

(b). Inventory Turn over ratios:-

Inventory Turn Over ratio (Given) = Cost of Goods Sold / Average Stock.

Inventory Conversion Period = No. of days or months in a year / Inventory Turn Over
ratio (12 Months are taken).

Working capital Turn over Ratio = Cost of goods sold / Net Working Capital

Cost of goods sold = Raw Materials + Power + Fuel + Other =~ Manufacturing
Expenses + Excise Duty

Net Working Capital = Net Current Assets.
Debtors Turn Over Ratio (Given).
IT PROFITABILITY RATIO:
Overall Profitability Ratio:
Return on Net Worth (Given).
Return on Capital Employed (Given).
Earnings per Share (EPS) (Given) PAT / No. Shares.
IIT  LONG TERM SOLVENCY RATIO:
Debt Equity Ratio = External Equity / Internal Equity (Given).
Long Term Debt Equity Ratio (Given).
Fixed Asset to Net Worth Ratio
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Fixed Asset = Gross Block
Net Worth = Share Holders Funds = (Share Capital + Reserves and Surplus).
Fixed Assets to Total Long Term Funds = Fixed Assets / Total Long Term funds

Total Long Term funds = Total Share Holders Funds + Secured Loans + Un-
Secured Loans.

v TURNOVER RATIOS:
Total Asset Turn Over Ratio (Given).

Interest Coverage Ratio= Net Profit before interest and Tax (NPBIT) / Fixed Interest
Charges (given) (PBDIT - Depreciation = PBIT).

Fixed asset turnover ratio (given).

V GENERAL PROFITABILITY RATIOS:

18 Operating profit Margin % (given).

19 Profit Before Interest and Tax margin % (PBIT).
20 Gross profit Margin % (given).

21 Cash profit Margin % (given).

22 Adjusted net profit Margin % (given).

LONG TERM SOLVENCY RATIO (Cont.)

23 Equity ratio = Share holders funds / Total assets.

24 Solvency ratio = Total debt / Total assets.

25 Net working capital Ratio = Net current assets / Total share holders funds.

Net current assets = Net working capital.

Mary Angelina (2009) Discriminant Analysis in the Prediction of Sickness in the Indian Textile
Industries. Journal of Asia Entrepreneurship and Sustainability, (5)2, 16-32
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Abstract

Srilanka is a third world developing country which has a mixed economy. In the
Economic development process Srilanka has to face some challenges namely financial,
employment problems and poverty. To overcome these problems most of the people
are engaged in self employment. Entrepreneurs in the small — scale industries find it to
satisfy there short term and long term capital requirements due to lack of income and
saving. Because of that the Banking and non Banking sectors are not enough interest to
development of small- scale industries. Therefore in this researcher has identified that
nowadays small- scale industries participation is growing but credit facilities for this
industries are not favorably distributed. In this research has identified major financial
problems faced by these small- scale industries and recommended remedial actions
such as proper credit program and multiple orientations programmers to overcome
small- scale industries financial problems.
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Introduction

Industrial sector is one of the important segments of economic growth. It is a suitable
industry for the developing countries such as Sri Lanka. But when compared with
other development economics, part of industry in the economy is in very low .But
Sri Lanka has diverted its available financial resources towards industrialization. Sri
Lanka is a third world developing country, which has a mixed economy. In the economy
development process Sri Lanka has to face some challenges namely financial problem,
employment problem and poverty. To overcome these problems most of the people are
engaged in self-employment.

There isno clear state policy for the development of small —scale industries in the country,
neither is an authority with statutory power to assume responsibility to co-ordinate the
development of this sector. However the Government “New Industrialization Strategy
for Sri Lanka “ set out by the Ministry of industrial Development in November 1995
recognizes that small and Medium industries need development. Some of the areas that
have been identified for attention are facilitation expansion, access to funds, infusion
of new technology improving products, skills training, local and export marketing,
promoting, linkages with large firms and improving productivity.

Small — scale industries in Sri Lanka have access to long term financial facilities in the
form of direct loans equity participation from The National Development Bank (NDB)
and the Development Finance Corporation of Ceylon (DFCC).Short-term facilities as
working capital are provided mostly by commercial banks. However no concessionary
rates or simplified procedure are available to small — scale industries with respect to
this facility. The long term financial scheme for small — scale industries has been in
operation since 1979 when the World Bank/Asian Development Bank sponsored small
and scale Industry (SMI) lending scheme operational in Sri Lanka. Fore lines of credit
assisted 15,700 projects during the period 1979 to 1996. On the completion of these 04
small — scale industries schemes the National Development Bank succeeded in raising
two other credit facilities amounting to a total of a total of US $ 96mn enabling the
continuation of the support to the small — scale industries sector.

This facility is now channeled though two schemes. Under these schemes the bank
lends directly as well as through several Participating Credit Institutions and also plays
the role of refinance and provides assistance to almost all sectors of small — scale
industries operation. Both start up projects and expansions are considered under the
scheme. The small — scale industries have to provide 75% of the cost of the project
subject to a maximum. The basic for granting the assistance is the economic and
commercial viability of the project, experience, integrity and managerial capability,
market competitiveness of the product, technical feasibility and the profitability. The
two schemes in operation are as follows: as Sri Lanka is a developing economy, which
takes lack of capital, unemployment problems and it must select an industry that uses
local resources and develop it .Move over it is a way to provide employment opportunity
for rise labour force. The Government of Sri Lanka has established and labour force to
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use the inland local resource effectively and efficiently for development purpose.

Anyway the entrepreneurs find it difficult to satisfy their short term and long-term
capital requirements due to the lack of income and saving. Because of these financial
difficulties the government and international aiding institution implemented a number
of credit facilities for the benefit of the entrepreneurs such as loan facilities, training
programmed, technical etc problems although various credit facilities have been
launched in Sri Lanka to develop entrepreneurs. Small — scale industries credit scheme
has become the chief among these schemes.

Objectives of the research
To identify major financial problem faced by small-scale industries in Sri Lanka

To identify whether existing credit facility is enough. If it is not enough what are the
remedies action can be taken to overcome that problem.

To understand the problem confronted by the state banks & private banks regarding the
credit facilities.

Significance of the study

Small-scale industries entrepreneurs around the country are providing good contribution
to the economy and large number of opportunities to the people. Entrepreneurs play
a crucial wealth and jobs credit supports which plays very important role for any
productive activity must be available to the entrepreneurs. This study will analyze to
what extend credit facilities are contributing their development.

Conceptual model

Financial Efficiency &

System of Effectiveness

Banking Function of

Institutions Small- scale
Industry

Production Ratio

Profit Radio

Equity Capital Eaming
Credit Capital Eamning
Marketing Opportunity

. Credit Management
. Rate & Return Ratio
. Recovery Restrictions

Y L L LA

Variables of banking sector

The analysis based on banking system in the three aspects as credit management, rate of
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return and recovery restriction. Reveals the following factors are illustrated. The credit
management unit function under the guidance of “A” class officer course responsibility
is to see to a management in wholesome manner, a system prevailing state banks as
well as in private banks. In the overall management of the affairs concerned in the A
class officer is assisted by an executive officer, the typist and the clerk. The aim of the
credit unit entitles the implementation of certain policies to administer its acquisitions
of vehicles and machineries. The implementation of these funds is targeted towards the
development of the country to effect this policy the Bank of Ceylon which has been
granting loan of Rs.50000 as maximize its fund to one lack the manager is invested
with is power of granting loan of. One lacks. The guarantor is required in case if they
amount exceed one lack. An entrepreneur who is privileged to obtain the loan should
be a customer of the bank from which he is going to obtain the loan list. He should
be of a new customer’s funding will be released on inspection at intervals of the work
carried out and how far it is heading towards progress. In the field of the agriculture
implementation of these policies are carried out under the direct management of the
World Bank though the center bank which manipulates its takes in collaboration with
the bank of the particular areas in which the project is to take place. In case of a crop
failure where agriculture project are concerned due to unexpected natural disasters the
central bank whole responsibility of settling the unpaid fund to the bank both state and
private. Where by the bank of the areas concerned are kept stay for service. In case
the entrepreneur is capable of running a profitable project an if the bank finds it to be
show, leasing of fund to further their project the sum granted as loan is a released the
amount going up to 35 lack. To this case the progress made is calculated and the lease
of fund sanctioned with half the sum in investment or equity. Advantages met both by
the bank and entrepreneur can be stated as follows. A frequently inspection of the credit
unit on the progress of the customer 's projects facilitates the recovery of the defined
sum as a part of the loan granted satiates the banking management at the same time
the customer too find its feasible to pay of sum of loan as a part payment both a parties
are facilitated towards their aim. The responsibility of central bank to settle the debt
granted as loans in case of failure especially in agriculture project enable the banks
to run their affairs smoothly. The Insistence of a guarantor in getting loans enables
the banks to recovery the loans, in Case of failure on the part of the entrepreneur as
a part - payment or whole sum. However implementation of these policies does not
include other projects as Production of confectionary items, running of grinding mills
and garments industries other than agriculture. In granting loans the banks adopt
crucial measures to determine the entrepreneur assigned for a grand of a loan 1s worthy
enough to payback the expected on the loan granted deciding all inconsistencies that
could occur on its projects the bank defines the amount of the loan to be granted. The
payback due on the part of the entrepreneur is calculated to 60% of the request taking
into consideration all inconsistencies that may occur to him in its enterprise. In the
recovery of returns the banks insist on the payment of rates ranging from 9.5% to
11.5% to 11.5%. The rate of return as a part payment increase the profit on the banks
side while, lessening the burden of payment on the entrepreneur. The implementation
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of these policies, recovery of return payment aimed to towards in brining about to
the profitable again to the banks. The customer is prevented from being driven into a
state of despondency by the central bank taking of the responsibility of paying back
the loan to the banks of the area in case entrepreneur is at a loss to payback the dues.
Thus maintaining the bank and the customer in an equilibrium state, here the customer
never loose the scope of paying back as well as going for another loan. By utilizing this
method of recovery of return enable the staff of the bank too enjoys the benefits drive
in granting loan-the gain made on the customer 's payment of interest on loan granted
Normally this determine by the head of the banks. And the staff of the private banks
receives better sum than those of the state banks. The progress of the project attaining a
higher level of production may vary of internal of payment due on the loan if the age of
the customer exceeds fifty another individual as s business partner is enlisted for paying
back the due after the grant of loan. The co- partner should take of the responsibility in
case of ailment or demise of the customer to whom loan 1s granted. The granting of the
loan 1s aimed towards recovering the same together with the interest without the lost
of the banks.

Variables of small scale industries

The analysis based on industries in the Variables as production ratio, profit ratio
return on equity, credit and marking opportunities. Reveals the following factors are
illustrated.

Production ratio

These products are being on utilized all the area to satisfy their day to day requirement.
These industries modify their product to suit the demands of a poor as well as rich. As
these industries work both an equity and debt it was the rather difficult for them to obtain
loan to meet the demand to the people as their were restriction in granting of loans but
at present due to the relaxing of the loaning system the grand of loans industries too
Endeavour to increase the production rate. The increase in inflation arising the cost of
the ingredients imported for be utilize in productively in the increase of the cost of the
production. The entrepreneurs who are sound automatically can manage their task rebut
going in for loans. There are some to whom the prevailing restriction in the banks with
regard to the grand of loans are forced to seek financial aid from no banking sectors in
order to run their industries some are forced to run their industrial seeking infancies aid
from no banking sectors in spit of interest as delay may occur in the grand’s of loan as
bank have to scrutinize and check the standard of the production incase of sanction in
the loan. Where as industries those are highly reputed is able to one million as and it
deems that they possess the capability paying it balk. Banks also helping industries to
increase the manufacture product as a grand loans helping in the availability of vehicle
will which the industries manages to the distribution on their manufacturer product to
the fullest.
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Profit radio

Though gross profit emerges to a higher level due to the increase of production the
high cost of imports ingredients seem to affect the gross profit. People in the rural areas
going for manufacturer products to a higher extent in the warmer season but it lessens
during the trainee season their income to is bit effected due to seasonal changes. Selling
distribution expenses alls affect the net profit as the vehicles utilize for the purpose of
delivery consumes the higher rate of expense for its maintainable but the industries
have to feel sati shed is the same vehicle will become an affects in future after using it
purpose. The strategy adopted by new entrepreneur to capture the market in the long
run result in a loss while those of the other’s remain content and they have the change
of utilize of this opportunity to increase the production rate to his or her level with
price kept constant. One’s loss saves as a means of gain for another. Maintaining the
constant rate in all aspect as production marketing and even in the area of obtaining
loans and curtaining them serve for a better advancement in the trade of industries for
those entrepreneurs who keep an eye on everything so as to enhance the production
and sales.

Equity capital Earning

The new entrant to an area with the enterprising capacity to fund his own establishment
runs his business with out being provided fund from any banks. If it progresses toward
a better state, the blanks volunteer to production and sale. Till then the entrepreneur is
at a risk of managing his affairs with his own equity capital and the gain he make of its
production. The entrepreneur running his establishment at his own fund is liable to get
the whole gain where as it provided with fund from banks he is legitimately bound to
pay interest on the fund graded to him as loan.

Credit Capital Earning

An entrepreneur running his own establishment with his own equity capital is liable to
approach the non banking sectors for financial and to lead his business toward progress.
In the progress of time it attains a greater state of production and sale the banks aggress
to length the fund in order to further their production and sale the loan helping them
for the purchase of vehicles and machineries which an able the entrepreneur to pay of
this interest payment duty and also to expend his establishment in diverse areas. This
development stage unless it is to the fullest the banks will never come forward to be of
and in funding the enterprise.

Marketing opportunities

In considering the manufacturer the production rate the delivery and the disposal the

taste foods and other establishment of same categories cover of wide range to run their

business in Sri Lanka. The branch establishments too yearn and try to dispose their

items by luring to customers in order to maximize the profits earned on the increase of

the sales of the products to the producer. In contrast the rice mills have their sales in

the outer districts as in Colombo, Kandy than in Vavuniya. The vehicle for transporting
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rice to various areas are obtained on funds provided by the banks as loans the banks too
help these establishment as a profit ascertained on the definite sale of rice.

In Vavuniya not only industries produce items on a larger scale, there are small industries
as red bricks, frame fitting, and mixture product. Who run their business in this district?
Depending on the market value and the sales of these items the banks too sometimes
funds these institution to a lesser extend which will help them to manage their affairs
smoothly. The survey of this sector is targeted forwards achieving efficiency and in this
functioning of small scale industries utilizing the variables on the part of the industries
in accordance with the variables that exist in the banking sectors. The banking system
functions; this functional system being governed under certain rules and regulations
under which they operate. In running of these banks thus exist variables as credit
management, rate of return, recovery restriction, which is made of by the entrepreneurs
of the small scale industries so as to increase the production ratio, profit ratio, equity
capital earning, credit capital earning, and marketing opportunity to attain efficiency
and effectiveness in the functioning of small scale industries.

Data Analysis

Data presentation is the main part of the research work. Basically, ‘FRONTIER’
Analyst is preformed in order to evaluate the collected data and graph is to present the
data. In this process, data collected from banks and entrepreneurs and samples have
been categorized and analyzed on the following basic. ‘FRONTIER’ Analyst generates
efficiency scores for all units being analyzed. It shows how much inefficient units need
to reduce their inputs or increase their outputs in order to become efficient. The utmost
higher rate in performance or functioning is considered as 100% which does not exist
in the actual state of its performance. The Efficiency scores tables is displayed which
shows the efficiency of the banks in descending order of efficiency. It can be seen that
Seylan bank found to be 100% efficient with the other banks having efficiency scores
of less then 100%. Such as Commercial bank 90.38%, BOC 88.68%, and people’s bank
85.45%.

Unit Details
Potential improvement

The percentage the change in each input variable (output) that the unit would have to
make in order to become efficient. According to the Table-03 the potential improvement
shows what percentage a unit needs to either decrease its inputs or increase its outputs
in order to become 100% efficient. However the Seylan bank is functioned in a 100%
efficient position. According to the Table-04 the potential improvement graph shows
what percentage a unit needs to either decrease its inputs or increase its outputs in
order to become 100% efficient. But under the Commercial bank is achieved efficient
at 90.4%. There are three inputs variable such as credit management rate of return
recovery restriction consist more actual value than the target respectively -9, -28, and
-21. According to the Table-05 the potential improvement graph shows what percentage
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a unit needs to either decrease its inputs or increase its outputs in order to become
100% efficient. But under the Bank of Ceylon is achieved efficient at 88.7%. There
are three inputs variable such as credit management, rate of return recovery restriction
consist more actual value than the target respectively -11, -19, and -19. According to
the Table-06 the potential improvement graph shows what percentage a unit needs to
either decrease its inputs or increase its outputs in order to become 100% efficient. But
under the People’s bank is achieved efficient at 85.5 %. There are three inputs variable
such as credit management, rate of return recovery restriction consist more actual value
than the target respectively -14, -16, and -29.The Efficiency scores tables 07 and 08 are

Displayed which shows the efficiency of the banks in descending order of efficiency.
It can be seen that Private Banks found to be 100% efficient with the other State banks
having efficiency scores 0f 98.39%. According to the Table-09the potential improvement
graph shows what percentage a unit needs to either decrease its inputs or increase its
outputs in order to become 100% efficient. However the private bank is functioned in
a 100% efficient position. According to the Table-10the potential improvement shows
what percentage a unit needs to either decrease its inputs or increase its outputs in order
to become 100% efficient. But under the State banks are achieved efficient at 98.4 %.
There are three inputs variable such as credit management, rate of return recovery
restriction consist more actual value than the target respectively -8, -1, and -15.

Total potential Improvement

In order to recovery restriction has to improve by 60.13%, credit management has to
improve by 33.41% and rate of return has to improve by 6.47%. The recovery restriction
which has a large slice of the pic is the primary ones to target.

Findings and Conclusion

Nowadays small-scale ‘industries’ participation is growing. But credit facilities for
small-scale industries are not favorably distributed. In Sri Lanka, the people earn poor
income and they are unable to pay the loan amount on dead date. Due to these reasons
banks hesitate to maintain the proper system to deliver and recover the loan. This mind
has to be broken out and should conduct a credit programmed for poor income group.
And also it has to be adopted and encouraged cultivation through multiple orientations
programmed.

In Seylan bank all performance of recovery restriction rate of return and credit
management are in 100% efficient. Even it is in top performance not appropriate for
real situation. But it seems better performance than others. In Commercial bank, rate
of return is the lowest performance than other recovery restriction credit. Rate of
return’s management potential improvement is -28. So this bank is unable to achieve
efficiency due to some reason. Such as it maintains high amount of current assets
than fixed assets or investment. Therefore they can’t earn more rate of return. Then
recovery restriction poor performance of -21 due to higher recovery amount of loan
because bank provides loan to small industrial sector but small industrial sector is
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mainly facing the financial tight. So this sector is difficult to repay the loan amount
.Then credit management is also low performance but computer with others; it seems
better than others. In case of Bank of Ceylon rate of return and recovery restriction
are the same and lowest performance then the credit management. Rate of return and
recovery restriction’s potential improvement are respectively -19 & -19. So this bank
1s difficult to achieve efficiency due to some reasons. Such as, it maintains higher
amount of current assets than fixed investment. And also more rules and regulations
in their loans System, so entrepreneurs have to face problems to get the loan. it will
reduce the return capacity to bank. There fore they can’t earn more rate of return .Then
recovery restriction also is in poor performance of -19, due to higher recovery amount
of loan. Because bank provides loan to small industrial sector, but small industrial
sector is mainly facing the financial tight. And also it is a state bank; in order to most
of the entrepreneurs avoid their response to resettlement. So this sector is difficult to
repay the loan amount. Then credit management is also low performance but compare
with other state bank, it seems better than other, because bank has both unit under the
credit management such as credit unit as well as recovery unit. However bank is not
keen in the credit management activities. In people’s bank, recovery restriction is the
very lowest performance than the other rate of return and credit management. The
recovery restriction’s potential improvement is -29. So this bank is unable to achieve
efficiency due to some reason. Such as, this bank functions with traditional method or on
systematically recovery procedures and also higher recovery amount of loan, because
bank provides loan to small- scale entrepreneurs but their sector is mainly facing the
financial tight. Then rate of return also is in poor performance of -16 in orders to rate
of return, bank maintain higher amount of current assets than the fixed investment.
Then credit management control, and activities. And also they not give more weight
to credit management regard with small scale entrepreneurs. The banking sector as
Commercial bank Ltd in comparison with bank of Ceylon and People’s bank; ranks
in priority in rendering its maximum service in a higher degree to the entrepreneurs
who too, maximize their production out put where else, the bank of Ceylon in a lesser
degree than that of Commercial bank Ltd and people’s bank ranking in the lowest level
in the grant of loans to the entrepreneurs. The encouragements given in the guide of
loans to the entrepreneurs of small-scale industries serve as a catalyst in running up
their industries effectively.

State Banks and private Banks

In private Banks, all performance of recovery restriction, rate of return, and credit
management are in 100% of efficient, even it is in top performance than State Banks

In State Banks (Bank of Ceylon and people’s bank), recovery restriction is the very
lowest performance than the others rate of return credit management .The recovery
restriction’s potential improvement is -14 So these banks are unable to achieve
efficiency due to some reason. Such as these banks are functioned with traditional
method or not systematically of recovery procedures and also higher recovery amount
of loan because bank provides loan to small-scale entrepreneurs. But their sector is
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mainly facing the financial tight. So this sector 1s very difficult to repay the loan amount
and most of the small-scale entrepreneurs are avoiding their response the resettlement,
to State Banks then the private Banks because some type of loan such as agriculture,
development industries, these type of loans are sponsored by Central Bank and World
Bank regard to entrepreneurs. The credit management also lowest performance .The
credit management’s potential improvement is -8. So these banks are difficult to achieve
efficiency due to the reasons. Such as inadequate the managerial function in credit
management. Then rate of return also is in poor performance-1, but compare with
others it seems better then others. State banks have more rules and regulation in their
loan procedure. Therefore entrepreneurs have to face problems to go get the loan and
also it’s reducing the capacity to bank though the amount of loans.

Recommendation

Commercial bank Ltd should convert their current assets to fixed investment as it will
earn more return to their industrialist. And a proper step has to be taken to recover the
loans and in future, proper sureties should be asked to provide loan. In Bank of Ceylon
they have higher restriction about their deposits. So if they want to enhance the rate of
return, have to be reduced their regulation as private banks. Then this bank dose not
keen in credit management, because credit management is directly dealt by Central
Bank and World Bank. There fore even others are dealt with credit management bank
should take necessary attention to recoup their objectives. People’s bank is a state bank;
it should enhance the rate of rate of return thought diversity the portfolio. Normally
risk averse investor wants to maintain optimum level of portfolio and increase the
earnings. Then they have to develop recovery restriction. Because they do not have
systematic system to recover loan and adopt traditional technique for recovery. So it
has to immediately change and adopts sophisticated methods to breakout and enhances
the performance. In order to reduce the lack of capital problems in small-industries,
all banks can makes some activities. Such as providing capital assistance to extend the
small industry, providing seminars and advice the bank and banking procedure though
conduct the blanker, providing loans to small entrepreneurs to start the new business
plan, solving the financial liquidity problems by introduce the short-term loan, Issues
Guarantors services, providing loan to small industry at lower industry at lower interest
rate and maximum installment period.
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Appendix 01

Table 01-Data viewer

Unit Name Credit mgt Rate of Recovery Effective &
return restriction Efficient
BOC 53 63 56 355
People’s 55 61 64 35.5
Commercial 52 71 57 355
Seylan 47 51 45 35.5
Source: Survey data
Table 02-Efficiency Score
Unit Score
Seylan 100.00
Commercial 90.38
BOC 88.68
People’s 85.45
Source: Survey data
Table-03
Input/Output Actual Target Potential
Improvement
Recovery restriction 45 45 0
Rate of return 51 51 0
Credit mgt 47 47 0
Effective & 353 353 0
Efficient
Source: Survey data
Table-04
Input/Output Actual Target Potential
Improvement
Recovery restriction 57 45 -21.05
Rate of return 71 51 -28.17
Credit mgt 52 47 -9.62
Effective & 353 353 0
Efficient
Source: Survey data
Table-05
Input/Output Actual Target Potential
Improvement
Recovery restriction 56 45 ~-19.64
Rate of return 63 51 -19.05
Credit mgt 53 47 -11.32
Effective & 353 353 0
Efficient

Source: Survey data
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Table-06

Input/Output

Actual

Target

Potential
Improvement

Recovery restriction

64

45

-29.69

Rate of return

61

51

-16.39

Credit mgt

55

47

-14.55

Effective
Efficient

&

353

353

0

Source: Survey

data

Table-07 State Bank & Private Bank

Data viewer

Unit Name

Credit mgt

Rate of
return

Recovery
restriction

Effective &
Efficient

State Bank

54

62

60

355

Private Bank

49.5

61

51

355

Source: Survey data

Table-08 Score

Unit

Score

State Bank

98.39

Private Bank

100.00

Source: Survey data

Potential Improvement

Table-09

Input/Output

Actual

Target

Potential
Improvement

Recovery restriction

51

51

0

Rate of return

61

61

Credit mgt

49.5

49.5

Effective &
Efficient

353

353

0
0
0

Source: Survey data

Table-10

Input/Output

Actual

Target

Potential
Improvement

Recovery restriction

60

51

-15.0

Rate of return

62

61

-1.61

Credit mgt

54

49.5

-8.33

Effective &
Efficient

353

353

0

Source: Survey data
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Abstract

Ethnic/Minority entrepreneur is a business owner who does not represent the
majority population of a country. Ethnic/Minority entrepreneurship can bring benefits
to individual, society, region, economy, and globe too. So, understanding the importance
of ethnic/minority entrepreneurship will really be useful to all the stakeholders. The
unique culture and value system of ethnic minorities are the most wanted characteristics
for any successful entrepreneur in general. Many industrial nations like U.S, U.K.,
Germany, etc. have utilised the ethnic minorities to build their economy. The future
of the minority businesses looks bright as the world economy is booming, availability
of experienced and already successful minority entrepreneurs as role models, and
institutional support services. In this paper, literature relating to the benefits of ethnic
and minority entrepreneurship is reviewed to understand its magnitude of benefits.

Key Words: Ethnic and Minority Entrepreneurship, Characteristics and Values,
Individual ~ Benefits, Socio-Economic Benefits, International Benefits, Regional
Benefits

Introduction

The origins of minority enterprises in the business literature can be traced to a
pioneering effort by Pierce (1947)'. Bates (1987) says that studies show that minority
groups tend to prosper in self-employment by moving away from traditional fields
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such as personal services and small-scale retailing’>. Many contemporary sociologists
say that disadvantages in the general labour market lead minorities to turn to self-
employment in small business. When it comes to a career decision whether to enter
self-employment or wage employment (with all the required resources), the existing
market opportunities and the current labor market circumstances matter?. It is supported
by Moore (1983) who says that wage and employment discrimination represent
disadvantages in the labor market causing some groups to favour self-employment®.
That means, some groups like minorities prefer self-employment or entrepreneurial
activities not by choice rather by compulsion. For example, in U.S. the Whites may
prefer entrepreneurship to make wealth; where as the African—Americans and other
minorities may prefer entrepreneurship as an alternative for discrimination in the job
market.

Entrepreneurship is not only an alternative to salaried employment, but also a better
option for a sustainable wealth creation for minorities. Labor market discrimination can
reduce the incentive for minorities to enter self-employment®. Through entrepreneurship
ethnic minorities try to achieve a higher social mobility®. Ultimately, it is business
ownership that will provide better living and wealth’.

According to a report to the European Commission (2000 July) minority businesses
have been the subject of growing interest from a variety of sources in recent years for
a number of reasons. From an economic standpoint, it can be argued that the ability of
European economies to be enterprise based depends on their ability to encourage and
support entreprencurship in all sections of society, including ethnic minorities®.

What is Ethnic and Minority Entrepreneurship?

According to U.S. Department of Commerce (1997) ‘Minority Entrepreneur’ means
“business ownership by any individual who is not of the majority population”. For
example, in U.S., any business owner from Hispanic, Latinos, Asians, Pacific Islander,
American Indian, or Alaska Native is categorised as minority entrepreneur. This is
very simple and straight definition of Minority Entrepreneurship’. But, the definition
by Thomas M. Cooney is very broad-based who defines ‘Minority Entrepreneurship’
as follows:

“Minority Entrepreneurs are not just ethnic; they are any group of entrepreneurs
who are considered to be outside mainstream society. Minorities not only include ethnic
groups but also the travelling community, the gay community, socio-economically
disadvantaged, and the disabled. In entrepreneurship terms, minorities also include
females, greys (over 50s), and home-based entrepreneurs”.

Cooney’s definition shows that minority entrepreneurship is quite different
to the general understanding that the majority of people possess.

Characteristics and Values of Ethnic and Minority Entrepreneurs
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Research suggests that, in terms of Hofstede’s dimensions of culture, entrepreneurial
activity is associated with low Uncertainty Avoidance (UA), high Power Distance (PD),
Individualism (IND), Masculinity (MAS), and Long-term Orientation (LTO)'. Social
capital in the form of norms, values and a variety of networks can influence development
outcomes''. Values play an important role in venture formation and entrepreneurial
activity'?. Light and Bonacich (1988) cited resources such as values, knowledge, etc.
as drivers of ethnic entrepreneurship'. Achievement, opportunity, and job satisfaction
are the strongest motivations for starting a business by minority entrepreneurs'®. It
is supported by Feldman et. al. (1991) who say that minority business owners have
strong personality types. They believe they can control their own lives, have a high
need for achievement and power, and are extremely self-confident in their ability to do
their jobs'. A study by Enz et. al. (1990) show that minority business owners attach
greater importance to organization-based values such as collectivism, duty, rationality,
novelty, materialism, and power than do their non-minority counterparts'®.

A survey examining the organizational value orientations of minority and non-
minority small business owners indicates significant differences between the two groups.
Overall, findings show that minority business owners attach greater importance to
organization-based values (such as collectivism, duty, rationality, novelty, materialism,
and power) than do their non-minority counterparts. Moreover, the research suggests
that minority owners, even when differing from each other in education and birth
location, more strongly identify with those values of white corporate America than do
non-minority entrepreneurs'’.

Certain social groups, normally small minorities, have been so successful at
business in developing countries due to the liberating or stimulating effect of minority
status and the ‘ethos’ of the group that encourage the kinds of behaviour believed to
hold the key to business success: striving, deferred consumption, a drive to achieve, and
calculating or rationalistic attitude to business and to social relationships generally'®.
It is seen that generally the minority entrepreneurs have an edge over the non-minority
entrepreneurs in terms of motivation, values, etc.

Benefits of Ethnic and Minority Entrepreneurship

The importance of minority entrepreneurship can be seen from the
individual, social, economic, regional and international stand points.  The
following are the benefits of Ethnic and Minority Entrepreneurship:

Individual benefits

Theodore (1995) says that minority-owned firms hire minorities in high
proportions'. Due to the utilization of a peculiar co-ethnic recruitment network by
ethnic minorities’ enterprises, the economic growth accompanied by the creation
of new jobs entails first of all an increase of employment among ethnic minorities
themselves; say Golik and Teder (2006)*°. Over one million Filipinos have
emigrated from the Philippines in the past 20 years. Crane (2004) pointed out that
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emigration has been socially accepted in society and has been viewed as a means
towards the attainment of economic prosperity?'. All these evidences drive home
the point that minority entrepreneurship brings many benefits at individual level.
Co-ethnic members stimulate self-employment, work flexibility, and training®.

Socio-economic benefits

Entreprencurial aspect of human action is the prime catalyst for economic growth?.
Entreprencurship provides a route out of poverty and an alternative to unemployment**,
Recent times, minority entrepreneurship has emerged as a topic of growing interest
among social scientist. Golik and Teder say that there are both social and economic
reasons that make ethnic minorities entrepreneurship highly important. Minority
businesses are an essential part of a society in which personal initiative is encouraged
and in which opportunity is within the reach all citizens. Significant increases in
minority business ownership are providing an engine for economic growth and helping
more of other citizens succeed. Minority business owners have made U.S. economy
stronger®. Zhou (2002) pointed out that ethnic entrepreneurship facilitates community
building and information flow, and enhances relationships?.

In several industrial countries like USA, UK, The Netherlands, the ethnic
minority entrepreneurship has proved itself to be an efficient means of socio-
economic integration contributing at the same time to the overall economic growth
and development of these countries.

International benefits

Entrepreneurial activities pursued by ethnic minorities pave the way for domestic and
international trade expansion®’. Golikand Teder (2006) say that minority entrepreneurship
has an international impact?®. For example the Muslim communities in India, apart
from focused on business activity in India, a strong Indian Muslim merchant diaspora
exists, usually owning businesses on a small to medium scale across the globe.

There is a good example how the minority entrepreneurs can help the countries of their
origin. Recently, Indians living abroad adopted a village in rural Punjab (a northern state
in India) or building houses for the impoverished in the hinterlands of India. Harinder
Takhar, the first Indian origin minister in Canada’s biggest province Ontario, says that
this is a new philanthropic mantra which has fired the imagination of Indians living
abroad. Takhar is the Minister of Small Business and Entrepreneurship in Ontario. Heis a
50-something businessman who migrated to Canada from Punjab, Indiainthe early 1970s.
He further says that “Indians abroad can bring their skills and expertise to benefit India®.
This reflects the point made by Basch et al. (1994) who said that immigrants build upon
multi-faceted social networks between their country of origin and country of residence™.
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Regional benefits

Galster et al. (1999) pointed out that ethnic entrepreneurs have the ability to prosper
in their host countries by capturing local market niches®'. Ethnic entrepreneurship can
be practiced in “enclaves” consisting of co-ethnic members that serve as avenues for
economic improvement®?. Ethnic minority businesses can benefit from niche markets
within concentrations of ethnic minority population, such as in large urban areas in
The Netherlands or the UK, for specialty products and services demanded by co-
ethnic customers. In such cases, selling may be mainly by word of mouth, although the
development potential of such businesses may be very limited. Clearly, if ‘breakout’
into majority markets is to be achieved, more proactive marketing may be required as
part of a broader preparation for growth or development. Hence, whilst marketing is a
weakness of many small firms, it can present particular challenges to ethnic minority
firms as part of a strategy for breaking out into mainstream markets?>.

Moreover, because of a tendency for ethnic minorities to concentrate in particular
localities, the development of some local economies, and the standard of living within
them, may be heavily influenced by the nature and extent of ethnic minority business
development®*,

Conclusion

Ethnic/Minority businesses are becoming the subject of growing interest because
business ownership is the main alternative to wage/salary employment for making a
living and wealth for them. We have seen that the impact the minority entrepreneurs
and their ventures have on themselves and on society at large, both in quantitative as
well as qualitative terms, is so significant. The importance of minority entrepreneurship
should be seen from the individual, social, economic, regional and international stand
points. Regarding the future of minority entrepreneurship, we can positively note
that the economic growth and institutional factors such as governance can motivate
minorities and immigrants to strive towards new directions. It is predicted that the
fastest growing population segment in many industrialised nations will be ethnic
minorities. Accordingly, these countries must put in place strategic business policies
and an infrastructure that fosters an environment where minority entrepreneurs can
realise their hopes and dreams of business ownership and prosperity. Like in all business
development programmes, assistance extended to promote ethnic entrepreneurship
needs to embrace the aspects like awareness raising, creating a conducive policy
environment, building up institutions and developing appropriate service