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LETTER OF TRANSMITTAL

Resarve Bank of India
Central Office,
Bombay.

August 17, 1962
Sravana 26, 1884 (Saka)

The Secretary to the Government of India,
Ministry of Finance,

Department of Economic Affairs,

New Ddhi.

Dear Sir,

In accordance with the provisions of Section 53(2) of the

Reserve Bank of India Act, | forward herewith the following
documents :-

(1) A copy of the Annua Accounts of the Bank for the year
ended the 30th June 1962 signed by me, the Deputy

Governors and the Chief Accountant and certified by
the Bank’s auditors ;

and

(2) two copies of the Report of the Central Board on the

working of the Bank during the year ended the 30th
June 1962.

Yours faithfully,
P. C. BHATTACHARYYA
Governor.
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Report of the Central Board of Directors of
the Reserve Bank of India

For the year July 1, 1961—June 30, 1962

|. Developmentsin the Economy

In several ways, the year ended June 30, 1962 was one of
special stresses and strains which tended to slow down economic
development. In the first place, adverse natural
Genera factors-floods in some places and drought in
others-affected agricultural output which, with
raw cotton the worst sufferer, is likely to show only a small increase
over the previous year. This followed a record advance in agri-
oultural output in 1960-61 when the weather had been unusually
favourable on the whole; the raw jute crop had, however, done
worse than in 1959-60 which was itself a bad year for jute. Asa
result, there was an acute shortage of raw jute in the first few
months of the year under review and of raw cotton in the latter
half; the shortage of raw cotton coincided with poor prospects of
P. L. 480 imports consequent on a shortfall in output in the U.S.
The two leading industries, cotton and jute textiles, which account
for nearly one-haf of the tota industrial activity contributing
to the production index, were thus affected by a shortage of raw
materials. These shortfalls in domestic production along with a
reduction in imported raw materias following a tightening of
import restrictions-dictated by declining foreign exchange
reserves-and some bottlenecks in basic sectors, such as codl,
power and transport led to a decline in the rate of growth of
industria output from the all-time high achieved in the preceding
year. In 1960-61, national income had risen by as much as 7.1
per cent as a result of the high rate of growth of agricultural as
well asindustrial output. Some slackening in thisrate of increase
was to be expected. The rise in national income for the financia
year 1961-62 is estimated at about 3 per cent, giving a modest
start to the Third Plan and increasing the leeway to be made good
during the remaining years.

2. Secondly, imports necessitated by the growing economy
continued to be high, though they were less than last year. At
the same time there was a small expansion of exports, leading to
some improvement in the trade balance. However, the overal



2

balance of payments position showed a deterioration as a result
of the unfavourable turn in current ‘invisibles during the year
from a traditional surplus to a sizeable deficit. With the onset
of the lean season for exports and some delays in reimbursement
receipts under aid projects, foreign exchange reserves declined
rapidly and the foreign assets of the Reserve Bank contracted to
below Rs. 100 crores. A stand-by agreement for $ 100 million
was, therefore, negotiated with the International Monetary Fund
soon after the termination of the year under review to tide over
temporary difficulties pending the effect of measures ingtituted to
restore equilibrium in the long-term payments position.

3. Thirdly, the inadequacy of Government resources in the
face of stepping up in Plan outlays and increase in other expendi-
ture was reflected in a sharp swing from a surplus of Rs. 60 crores*
in the overal budget of the Centra Government in 1960-61
to an appreciable deficit amounting to Rs.71 crores* in 1961-62,
in spite of the imposition of substantial additional taxation in
the latter year. The States, notwithstanding substantial loans
and grants from the Central Government, including loans to
cover their unauthorised overdrafts on the Reserve Bank as on
June 30, 1961, incurred a deficit in 1961-62 of Rs. 16 crorest as
against Rs. 28 crorest in the previous year.

4, One of the consequences of slower development, by
dampening the growth of demand relative to the growth of supply,
was some improvement in the price situation. Therise in prices
over the accounting year was 1 per cent as compared to 2.6
per cent in 1960-61 and a larger rise of 6.4 per cent in 1959-60,
indicating a lessening of the imbalance between aggregate demand
and aggregate supply. Again, the growth of monetary resources
(which is money supply plus quasi-money i.e. time deposits of
banks) during the year was reflected in a more rapid rise of bank
deposits than of currency, and thereby helped the banks to streng-
then their resources. This process was materially assisted by
restoration of confidence in the banking system which had been
impaired to some extent in 1960 and by efforts of the banking
system itself to broaden its deposit base through a wider network
of branches and dightly higher interest rates. The new issue
market responded well and the stock exchanges continued to be

*  As measured by the change in the cash balance and in ad hoc Treasury
bills issued to the Reserve Bank. )

1 As measured by the change in the cash balances and in ways and means
advances from the Reserve Bank.
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buoyant with confidence in future prospects, and without the
earlier ebullience which had led to asharp upswing in stock market
prices.

5 All in all, 1961-62 witnessed a dackening in the tempo
of rapid economic advance and focussed attention on many of
the problems which would require to be considered on an urgent
basis, if the objective of making the economy self-sustaining in a
reasonably short time is to be redlised. Against such a back-
ground the Reserve Bank’s monetary and credit policy of the three-
tier system of lending rates introduced on October 1, 1960 was
continued throughout the year. Further, early in July 1962, this
was substituted by a four-tier system, with smaller quotas of
lending at the lower rates, designed to raise the net cost of access
to the Reserve Bank by about 4 per cent or more. At the same time,
an increase in the yield on Government securities was effected
with the floatation of the new loans. The move to dearer money
was in accord with the basic need to economise scarce capital
resources. Selective credit policies were, as before, adapted to
the changing economic conditions. In view of the extended cre-
dit position of banks, steps were being considered to strengthen
the banking system by raising the liquidity ratio. Also, in view of
the steady decline in the capital funds ratio of the banking system,
proposals to raise it were discussed and resulted in an agreement
whereby Indian banks agreed to transfer to reserves at least 20
per cent of their declared profits till the capital funds reached 6
per cent of their deposits. In order to conserve foreign exchange
by curtailing expenditure and by plugging loop-holes in the
existing system of exchange control, travel regulations were tight-
ened up.

6. In acountry ligble to the vagaries of the monsoon, fluc-

tuations in agricultural output are a usual feature. The increase

in agricultural output tentatively estimated at

. 1.6 per cent for 1961-62 is thus to be taken with

Qutput 1n the increase of 8.1 per cent in the previous year;
griculture .

as such the performance of the agricultural

sector considered over a period was not unsatis-

factory. Tota foodgrains output is expected to be nearly the

same as in the previous year when it had amounted to 79.3 million

tons. Wheat output touched a new peak of 11.6 million tons.

The groundnut crop at 47 lakh tons registered an increase of 6.6

per cent over the previous year. Rice is expected to be just

marginally short of last year's record of 33.7 million tons. Raw
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jute achieved an al-time high of 63 lakh bales and even exceeded
the Third Five-Year Plan target. Cotton, however, at 45 lakh
bales was about 9 lakh bales less than in the previous year.

7. This record of production, while emphasising the con-
tinuing dependence of the Indian economy on the monsoons,
aso indicates that the various measures adopted during the past
several years, whether they relate to the methods of cultivation,
use of fertilisers and improved seed, spread of irrigation facilities,
or provision of cheap production credit and storage facilities
have borne some fruit.  This performance simultaneously
emphasises the need for further efforts in these directions if the
incidence of the erratic behaviour of the monsoons is to be mini-
mised, and the targets indicated in the Third Plan are to be
attained. Agriculture is a field in which the role of the States is
not only important but crucial, and unless they undertake bold
and effective measures, the problem of increasing agricultural
production will not be solved, and any failure to solve this problem
would have inevitable repercussions on the rest of planning and
development. Fortunately, the gravity of this problem is being
realized and steps are being initiated to trandate this realisation
increasingly into practical measures.

8. The achievement in raw jute output during the year was
somewhat tempered by the fact that it was a result amost en-
tirely of diversion of land from paddy to jute, for the yields per
acre increased only dightly. This focusses attention on another
problem of agricultural development, namely, that efforts to
increase output in one direction sometimes undermine progress
in another. It also emphasises the crucia role of price policy
in this matter. In previous years there was some evidence that
land was being diverted from raw jute to paddy because of the
relative profitability of the latter. Such diversion combined
with crop failures led to a phenomenal rise in raw jute prices
in 1960-61 and a re-diversion of land to raw jute in 1961-62. In
sugar too, the Plan target for output has been fulfilled but at
the cost mainly of diversion of land through higher prices for
sugarcane. In other crops such as cotton and groundnuts too,
such diversion in response to price disparities introduces an ele-
ment of instability which is often aggravated by adverse climatic
conditions and in the result generaly the agriculturist comes
off second best. Moreover, in the case of a commodity like
raw jute, sharp fluctuations in jute textile prices have in the past
caused permanent damage to India's foreign markets for jute
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manufactures in competition with paper and cloth substitutes.
This stresses the need, on the one hand, for vigorous measures
to increase crop yields and, on the other, to moderate the annual
fluctuations, possibly through a combination of crop planning,
support prices and buffer stocks. The guaranteed minimum
prices fixed for sugarcane helped, as mentioned earlier, to push
up output, but at the cost of quality. The sugarcane pricing
policy has, therefore, recently been modified to link the price
with sucrose content. This emphasis on quality would con-
tribute materialy to raising the efficiency in agriculture in due
course. Similarly, the setting up of the Jute Buffer Stock Agency,
in the first instance for maintaining raw jute prices above a certain
minimum is a step in the right direction. A more vigorous execu-
tion of a country-wide warehousing programme is also essentia
for successful operation of a price policy for principal agricul-
tural products.

9. The influence of raw material shortages in impeding
industrial output in 1961-62 has been mentioned earlier. Indus-
trial production increased during the first nine
-and in Indus- mMonths of the accounting year 1961-62 by only
try 4.3 per cent as against 10.5 per cent in the cor-
responding period of the previous year. The
shortage of raw jute both in 1959-60 and 1960-61 led to a pro-
gressive sealing of looms, and high prices for jute manufactures.
In 1961-62, with a bumper raw jute crop, there was a substantial
expansion in output from November 1961, and athough the
shortage of the earlier months had affected output, the perfor-
mance for the year as a whole was satisfactory. The volume
of exports of jute manufactures improved considerably between
1960-61 and 1961-62. Owing to shortage of raw cotton and
coal, the output of cotton cloth (mill-made) declined in the latter
part of the year, and for the year as a whole, the output recorded
a small decline as compared to the previous year. There was,
however, an encouraging advance in the output of pig-iron and
ferro-alloys and sted, reflecting the maturing of investment in
the old stedl plants and the getting into stride of the new ones.
Cement output also went up but not adequately to meet the
demand for it.

10. In some industries, there was a shortage of imported raw
materials such as dyes and chemicals owing to a curtailment of
import licences. Since shortage of foreign exchange relative to
needs is likely to continue for some time, determined efforts to
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develop rawv materials and intermediate products internally are
clearly required. An accent on research and inventiveness can-
not but provide lasting benefits to the balance of payments in
particular and developmental planning in general.

11. The bottlenecks in power and transport which were
in evidence in the previous year had an even greater adverse effect
during 1961-62. Some attempts have undoubtedly been made
to resolve the transport bottlenecks in railways but it would be
some time before they are considerably eased. Coal is an in-
stance where during 1961-62 transport affected output owing
to inadequate clearance of pit-head stocks, and this in turn affec-
ted industrial output generally. The shortage of power too is
being increasingly felt and in the eastern regions power cuts in-
volving even afal in exports have been threatened. The serious-
ness of the power and transport problems, which the year 1961-62
has specially brought to the fore, cannot be exaggerated, since
both bottlenecks relate to the infra-structure of planned develop-
ment and affect the advance of the entire economy.

12.  Ancther factor, which accounts both for high cost and
low output, is under-utilisation of capacity in severa industries.
Shortages of raw materials, coal and power would have accen-
tuated this problem. Steps are, indeed, being taken to curtail
licensing for investment purposes where there is aready excess
capacity, but the situation requires that steps be taken to improve
the supply position of raw materials, spares, components and
parts. To the extent this requires increased imports, exports
have to be stepped up, since there is now no cushion in the form
of accumulated foreign assets and foreign assistance is being
increasingly project-tied. More and more, industries should,
so to speak, earn their maintenance imports through exports,
and export-orientation of industry over an increasing range is
thus no longer merely a desirable development, but has become
a necessary condition of continued rapid industrial advance.
Further, to ensure orderly industrial development, the expansion
of new industrial capacity must be planned to reduce such im-
ports, so as to make effective employment of existing capacity
possible without too much dependence on the fluctuating ba
lance of payments.

13. The foregoing problems and difficulties concerning
industrial growth should nat obscure the fact that over the past
decade a welcome diversification of industry has taken place,
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particularly in the chemical and engineering industries, and engi-
neering goods in particular seem to hold good promise for a
substantial stepping up of exports. But there is a tendency,
where there is a large and growing internal market, to overlook
industrial efficiency and costs. The need to step up exports
in the present balance of payments position has indeed induced
a ‘cost consciousness on the part of producers but this does not
yet appear to have made itsdf felt in practical and sustained
efforts to promote al-round efficiency and reduce production
costs. Congtant attention to these aspects would be necessary
if high cost of development is not to act as a drag on the economy
for years to come.

.14, The overall industrial picture for the year, hence,
throws up in bold relief the necessity for securing maximum
development at the lowest cost with a minimum of resources
remaining unutilised or under-utilised.

15.  While the rate of increase of output for 1961-62, both
agricultural and industria, fell far short of the average rate of
advance assumed in the targets for the Third
A te Plan, the volume of output was larger than in
Supply and the previous year. Imports indeed declined
but this was amost wholly due to a reduction
of P. L. 480 imports of foodgrains and cotton.
Exports went up but only moderately. The
output of new industries, which does not figure in the index of
production, also improved as compared to the previous year.
As regards stocks of commodities, there were substantial in-
creases in those where output had gone up eg. raw jute, but
some diminution in others, particularly stocks of foodgrains
with the Centra and State Governments. By and large, aggre-
gate supply was better during the year 1961-62 than in the pre-
vious year, the estimated rate of increase of nationa income
of about 3 per cent being a broad measure of the order of
improvement.

Demand—
Less Imbdance

16. Data regarding aggregate demand are scanty but
available indicators seem to point to an increase in the pressure
of aggregate demand during the year. Both on investment and
on consumption, Government outlays (financial year data) were
considerably larger than in the previous year. Final outlays
on consumption and capital formation, which represent the
Centre's direct demand for goods and services, increased during
the year by 15.1 per cent and 25.4 per cent, respectively. Finan-



8

cial investments and loans to the rest of the economy (including
State Governments), which had declined in 1960-61, recorded
an increase, while transfer payments to the rest of the economy
were aso higher than in the previous year. The total income
generated through the Centre's budgetary operations was 11.5
per cent higher than in 1960-61. A measure of the expansionary
impact of Governmental operations would be the income deficit
of the public sector. Figures in this respect are available only
for the Central Government and these show that the income
deficit increased from Rs. 143 crores in 1960-61 (accounts) to
Rs. 204 crores in 1961-62 (revised).

17. Private investment in organised industry, which had
declined in 1957 and 1958, showed an appreciable rise in 1959
and 1960 and, according to available indices, would have shown
a further rise in 1961. Imports of capital goods on private ac-
count as well as domestic output of machinery and intermediate
products were higher in 1961 than in 1960, while offtake of in-
vestment goods like steed and cement also recorded increases.
Further, fresh capital raised by non-Government companies
through shares and debentures was substantially higher than
in the previous year. Data regarding applications for consents
to new capital issues, which broadly indicate investment inten-
tions of the private sector, also showed the same trend. Con-
sumption outlays of the private sector would have risen as a
result of the unavoidable increase in consumption consequent
on the growth in population. However, the shortages of raw
materials, coal, transport and power by lowering the rate of
growth of output would have led to a smaller increase in
demand. Again, the direct demand for food of the agricultura
sector would have increased somewhat; though in 1961-62 there
was a good foodgrains harvest for the second year in succession,
this would have barely sufficed to absorb the pressure of demand
from the normal population increase. Aggregate demand in-
creased, but probably only at a dightly higher rate than aggregate
supply. This would seem to be indicated by the course of prices
during the year.

18. The index of wholesale prices for the accounting year
1961-62 showed a rise of 1 per cent as compared to the Second
Five-Year Plan period when prices rose on

Pressure on an average by about 6 per cent per year.
Prices The annual average of weekly indices for the
accounting year 1961-62 shows a marginal

decline of 0.5 per cent, the fal in prices in the first half of the
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year thus being almost completely offset by the rise, sow at first,
in the latter part of the year.

19. The relative stability of wholesale prices over the year
thus indicated, however, obscures significant variations during
the year. The price level moved to a peak by the end of July
1961, then declined by about 5 per cent in the following five
months. This was followed by a brief period of narrow fluctua-
tions and during the last quarter the uptrend was resumed. In
the result, the year-end level as compared to the year before showed
little change. The relief indicated by the average price level for
the year was, therefore, essentially temporary. With the il
uncertain outlook of the monsoon in several parts of the country,
the current trend of prices is upward.

20. A glance at the components of the price index would
show further that the improvement was brought about almost
entirdly by the behaviour of two commodities, raw jute and
groundnuts. The prices of raw jute fell sharply to roughly half
the high level touched in the previous year. Associated with
this fall in raw jute prices was the marking down of jute manu-
factures by nearly 6 per cent. Similarly the prices of ground-
nuts declined by 13.5 per cent and those of edible oils by 6.8
per cent.

21. As far as ‘food articles were concerned, there was in
fact arise of 4.0 per cent over the year as compared to only 0.2
per cent in the previous year. Foodgrains prices also went up
(4.6 per cent) more than in 1960-61. This occurred since food-
grains output showed no material change over that of the previous
year. The overall supply of foodgrains during the year was
on the whole not quite as satisfactory as a year ago owing to
diminished P. L. 480 imports. Part of the rise under ‘food
articles, it may be noted, is attributable to non-foodgrains, espe-
cialy milk and ghee (11.5 per cent), gur (18 .4 per cent) and sugar
(2.2 per cent). For most other commodities too there was a
dlight rise in prices. The cost of living index, which had been
going up uninterruptedly from year to year for some years past,
rose further during the year by about 4 per cent; most of the
increase occurred during the first and last month of the
year.

22. With the substantial stepping up of the growth in its
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total outlays, the problem of resource mobilisation in the public
sector in 1961-62 became even more difficult.
Mobilisation of This is evident from the fact that there was a

Resources in wide swing from an overal surplus of Rs. 32
the Public crores for 1960-61 in the Central and State bud-
Sector gets to a deficit of Rs. 87 crores for 1961-62,

in spite of the fact that during the year taxation
estimated to bring in Rs. 450 crores over the Third Plan quin-
guennium was imposed by the Centre and taxation estimated to
bring in Rs. 80-85 crores over the same period was imposed by
the States.

23. The performance of the Centre as regards taxation
has been fully in keeping with the targets laid down in the Plan.
The yield to the Centre from additional taxation in 1961-62 was
Rs. 85 crores.  Further taxation imposed in 1962-63 is estimated
to yield Rs. 68 crores during the year. These measures of addi-
tional taxation in two consecutive years, together with the raising
of the railway fares and freights this year, are estimated to bring
in Rs. 850 crores over the Plan period or alittle over three-fourths
of the target of additional taxation at the Centre of Rs. 1100
crores for the Third Plan. The main reliance in both years has
been on indirect taxation, in particular excise and customs duties
covering a wide range of new items, though some increase in
direct taxation was also provided for in 1962-63. The emphasis
on indirect taxation, which principally impinged on luxury and
semi-luxury items and intermediate goods, was directed towards
relieving the pressure of domestic consumption and promoting
exports; it was also an attempt to call for some measure of sa
crifice from all classes of people, since the bulk of the people
do not come within the pale of direct taxation.

24. In comparison with the Centre's performance, the tax
effort of the State Governments in 1961-62 was very modest,
the additional taxation levied during the year being Rs. 14 crores.
In 1962-63, the tax effort has been stepped up considerably, the
yield from additional taxation for the year being expected to be
around Rs. 47 crores during the year and Rs. 71 crores in a full
year on the basis of proposals made in budgets or contemplated.
If al proposals go through, the States, in the first two years of
the Third Plan, will have covered about three-fifths of the Plan
target of additional taxation of Rs. 610 crores. A feature of
the new tax proposals by the States for 1962-63 is the proposed
increase in assessments on land in a few States for the first time
in severa years.
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25. Central and State tax revenues as a proportion of
national income rose from about 9.5 per cent at the end of the
Second Plan to around 10 per cent in 1961-62 ; the proportion
was around 8 per cent at the end of the First Plan. As mea
sured by the ratio of tax revenues to national income, taxation
as an instrument for mobilising resources appears to show a sow
response, though in view of the increase in national income
during the period the absolute amounts raised through taxation
are considerably large. The proposed increase in assessments
on land in a few States would break new ground in the attempt
to mobilise tax resources for the Plan. This is a sector of the
tax field the obvious potentialities of which deserve to be more
fully exploited in the interest of adequate fulfilment of State pro-
grammes of devel opment.

26. Another principal source for mobilising funds is bor-
rowing on the domestic capital market. Net market borrowings
by the Centre and the States amounted in 1961-62 to Rs. 137
crores, which was more or less the same as in 1960-61, the last
year of the Second Plan (Rs. 134 crores). With a target of
Rs. 800 crores fixed for the Third Plan, market borrowings were
made more attractive during the year. There was a stepping
up of the redemption yields on the new loans from 3.55-4 .01
per cent to 3.71-4.11 per cent for Central loans and from 4-
4.07 per cent to 4.25-4.31 per cent for State loans. In adjust-
ment to the higher yields, the gilt-edged market eased somewhat
during the year, the price index of Government and semi-Govern-
ment securities moving down dightly over the year from 101 .0
to 100.7. The redemption yields on the new loans floated by
the Centre on July 12, 1962 were increased further to 3.90-4.50
per cent or roughly by 0.2-O .4 of 1 per cent, for a somewhat
longer range of maturity. The total subscriptions to the three
cash-cum-conversion loans for an aggregate amount of Rs. 250
crores (viz., a further tranche each of the 33 per cent National
Plan Bonds 1968 and the 4 per cent Loan 1972 at Rs. 99.20,
and the 44 per cent Loan 1985 at Rs. 100) amounted to Rs. 256.9
crores, of which Rs. 103.2 crores were net of conversion. The
response was measurably better than for the Centre's borrowings
for several years past. As regards borrowings by States, four-
teen State Governments announced on August 7 the floatation
of 12-year loans for an aggregate amount of Rs. 93.5 crores,
with redemption yields ranging from 4.50 per cent to 4.55 per
cent or one-fourth of 1 per cent higher t han those in respect of
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the 11-year loans issued last year. The loans will open for
subscriptions on August 27.

27. The performance of small savings was disappointingly
below expectations during the year. Total net receipts from
small savings during 1961-62 (April-March) amounted to Rs. 90
crores as compared to Rs. 106 crores in 1960-61. The deterio-
ration occurred mainly under post office savings bank deposits,
net receipts under this item amounting to Rs. 38 crores as com-
pared to Rs. 45 crores in 1960-61. The slower growth during
1961-62 partly reflected the reversal during the year of last year's
trend of diversion of deposits from commercia banks to post
office savings banks, following the revival of confidence in the
banking system. The raising of the maximum savings deposit
rate by commercial banks from 2% per cent to 3 per cent, effective
April 1, 1961, aso led to a much larger relative flow of deposits
to the banking system and gave an impetus to reduction in the
net collections of small savings. To stem the deterioration and
secure a share of the expanding savings deposits, the Government

of India have recently raised the rate of interest on post office
savings bank accounts by 4 per cent, effective August 1, 1962.
As in the preceding years, further meaures, mainly of an admi-
nistrative character, to improve the facilities for investment in
small savings were adopted during the year. On June 1, 1962,
a 15-year Cumulative Time Deposit account was introduced to
supplement the existing 5-year and |O-year accounts and a re-
bate of income-tax in respect of contributions to the 10 and 15-
year accounts, which can be taken advantage of by self-employed
and uninsurable persons and others, was granted. The Central
Government discontinued the sale of the existing series of Prize
Bonds from July 1, 1962 with a view to replacing it by another
series.

28. Another source for mobilising savings is surpluses
from public enterprises, which in a mixed economy have an im-
portant role to play in promoting development. Such surpluses
have, however, been rather small taking into account the invest-
ment outlays involved, though in the case of some of the esta-
blished public enterprises the return should be regarded as very
satisfactory. Making alowance for the comparatively long
initial period of several projects, there is need for paying constant
attention to the organisational and operational efficiency of the
public sector plants as well as to appropriate pricing policies
which would enable them to generate savings for their own fur-
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ther expansion and development as well as for other develop-
ment in the public sector.  Self-financing has made an important
contribution to industrial development in most countries and
there is thus every reason to adopt this principle for public sector
enterprises, when mobilisation of al possible savings is required
to attain the maximum tempo of development without excessive
inflationary stresses.

29. Externa assistance in the form of loans and grants
a Rs. 415 crores was Rs. 118 crores higher than in 1960-61, but
budgetary receipts on account of P. L. 480 counterpart funds,
mainly because of the diminution of food and raw cotton im-
ports, dropped from Rs. 240 crores to Rs. 54 crores. In the
aggregate, net foreign assistance was Rs. 68 crores lessin 1961-62
than in the previous year.

30. Theinadeguacy of resources for total outlaysin 1961-62
arising from shortfalls both on the domestic and external side,
was made good in 1961-62 by deficit-financing. Recourse to
this expedient in the first year of the Third Plan was reminiscent
of the early years of the Second Plan. The explanation is, in
part, similar. But the scope for credit creation in public sector
financing is much more circumscribed now, in the exiguous state
of the foreign exchange reserves. It was a major factor which
influenced the monetary and credit policy during the year. For
1962-63 the combined overall budget deficit of the Centre and
the States would be Rs. 121 crores. There is clearly need for
caution in resorting to deficit-financing during the remaining
years of the Third Plan.

31. Since both the public and the private sectors ultimately
draw on the common pool of national savings, mobilisation of
domestic resources in the public sector cannot

-and in the be considered in isolation from that in the private
Private sector.  In the private sector, although precise
sector and up-to-date data are not available, mobilisa-

tion of resources for financing the needs of in-
dustry appeared to have proceeded well during 1961-62. The
new issue market continued to be strong. According to pre-
liminary data, the total capital raised by non-Government com-
panies through shares (other than bonus) and debentures is ex-
pected to be in the neighbourhood of Rs. 100 crores in 1961 as
compared to Rs. 88 crores in 1960. Total consents granted by
the Controller of Capital Issues to the private sector for raising
capital through shares (other than bonus) and debentures-which
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indicate the level of investment intentions-touched a new peak
of Rs. 133 crores, which was higher by Rs. 19 crores than the
1960 level. Private foreign participation in industry is also likely
to record a further increase in 1961. The number of foreign
collaboration agreements including financial participation sanc-
tioned by the Government of India increased from 388 in 1960
to 402 in 1961, and the amount of foreign participation in capital
issues (other than loans from the World Bank) approved by the
Controller of Capital Issues rose from Rs. 19 crores in 1960 to
Rs. 34 crores. Investors appeared to be more selective than
in the previous year in subscribing to new floatations. None-
theless, the public response continued to be generaly encou-
raging, and a number of new issues with growth potential, espe-
cidly those with foreign collaboration, attracted sizeable over-
subscriptions and commanded substantial premia even before
allotment.

32. Mohilisation of resources during 1961-62 was facilitated
by the continued buoyancy of share markets though they were
less ebullient than in 1960-61. The index of Variable Dividend
Industrial Securities recorded a net rise over the year of 2.8 per
cent as compared to 4.8 per cent during the previous year. In
the wake of favourable company news and prospects for further
industrial growth in the Third Plan, the primary trend in the stock
markets continued to be, on the whole, bullish during the greater
part of the year under review. Sentiment was, however, consi-
derably restrained by the operation of certain bearish factors such
as the Chinese incursions into Indian territories, the slowing down
in the rate of growth of industria output, the worsening of the
foreign exchange reserves position and the postponement of the
Aid-India Consortium meeting for the second time from May to
July. The introduction in December 1961 of a uniform auto-
matic margin system on the stock exchanges to curb excessive
speculative activity also acted as a brake. The market’s re-
action to the Union Government’s final budget for 1962-63 con-
taining tax proposals to bring in an additional revenue of Rs. 71
crores in a full year, seemed to be, on the whole, favourable. A
distinctly reactionary tendency, however, developed towards the
close of the year, in which the recent landslide on the world's
stock markets led by Wall Street played a part.

33. During the year, Government clarified its main policy
objectives concerning stock market regulation by declaring that
it would avoid direct interference to the maximum possible extent
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and encourage a spirit of saf-discipline among members of the
stock exchange as well as create an effective autonomous admi-
nistrative machinery. A Standing Committee of the presidents
of al stock exchanges was formed in September 1961. The
margin system mentioned above was the outcome of the recom-
mendation of this Committee.

34. The resources raised from new issues were augmented
by financia assistance from various specia corporations and
other institutions purveying medium and long-term credit to the
private sector of industry. The Industrial Finance Corporation
of India sanctioned loans for an aggregate amount of Rs. 24.4
crores during the accounting year 1961-62; the amount dis-
bursed was Rs. 10.8 crores. Outstanding loans and advances
of the fifteen State Financial Corporations rose by Rs. 6.1 crores
over the year. The Industrial Credit and Investment Corpora
tion of India sanctioned total (gross) assistance of Rs. 13.8 crores
during 1961 in the form of loans and guarantees, underwriting
of ordinary and preference shares and direct subscription to
ordinary and preference shares. The Refinance Corporation
too sanctioned applications for Rs. 9.3 crores during 1961-62,
the total amount disbursed being Rs. 6.5 crores. As regards
the Life Insurance Corporation, figures for 1961 are not available.
In 1960, the increase in the life fund (unadjusted) amounted to
Rs. 65.1 crores. Apart from investments in Government and
quasi-Government securities (Rs. 48.5 crores), the Corporation
invested Rs. 10.7 crores in securities in the private sector, com-
prising mainly shares and debentures of joint-stock companies,
and also advanced loans for Rs. 8.5 crores to State Governments
and co-operative institutions for financing housing schemes.
The amount of shares and debentures underwritten by the Cor-
poration during the year was Rs. 2.3 crores.

35. Besides, finance was made available to small-scale
industries under various schemes in operation. The Central
Government provided during the year April 1961 to March 1962
financial assistance to State Governments for Rs. 5.6 crores in
the form of loans and grants for purposes of making loans to
small-scale industries. Under the Government of India s scheme
for the guarantee of advances granted by specified banks and
other financial ingtitutions to small-scale industries, guarantees
for an aggregate amount of Rs. 6.3 crores were issued during the
year ended June 1962. In terms of its scheme for the co-ordi-
nated provision of credit to small-scale industries, the State Bank
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of India sanctioned credit limits for Rs. 1.5 crores to 274 units
during the year ended June 1962, and its eight subsidiaries for
Rs. 55 lakhs to 55 units ; the Bank also sanctioned during the
year credit limits for Rs. 2.3 lakhs to 4 industrial co-operatives.
The assistance rendered by the financial corporations and other
institutions to industry, together with the operational changes
made during the year, has been referred to in some detail in Sec-
tion Il on Developments in Industrial Finance.

36. As regards the co-operative sector, the Reserve Bank
continued to make loans to State Governments, from the
National Agricultural Credit (Long-term Operations) Fund insti-
tuted in 1956, for subscribing to the share capital of co-operative
credit institutions; loans amounting to Rs. 4.9 crores were sanc-
tioned during the year to twelve State Governments, of which
Rs. 79 lakhs were sanctioned to ten State Governments for con-
tributing to the share capital of 2495 primary agricultural credit
societies in accordance with one of the recommendations of the
Committee on Co-operative Credit (referred to in last year's
Report). The Bank also sanctioned a medium-term loan to one
State co-operative bank for Rs. 25 lakhs for financing cultivators
for the purchase of shares in co-operative sugar factories.

37. The Bank continued to subscribe to the debentures
floated by central land mortgage banks. During the year, ten
central land mortgage banks floated ordinary debentures for
a total amount of Rs. 10.5 crores, of which the Reserve Bank
took up Rs. 72.1 lakhs representing shortfalls in subscriptions
from the public. The centra land mortgage banks of Andhra,
Maharashtra, Gujarat, Madras, Orissa, Punjab and Kerala issued
rural debentures for Rs. 2.2 crores ; the Bank’s contribution to
these debentures, as in the previous years, was dightly more than
the subscriptions received from the public, except in the case of
the Punjab where it was equal to the amount subscribed by the
public. The actual contribution made by the Bank during the
year amounted to Rs. 52.1 lakhs, which included a sum of Rs. 48.8
lakhs contributed in respect of rural debentures floated in the
previous year. The debentures taken up by the Bank carried
interest at 4 per cent per annum, while the rate offered to the
public was higher, varying from 43 to 5 per cent. The Andhra
Pradesh Co-operative Central Land Mortgage Bank also floated,
for the first time, specia development debentures of eight and
fifteen years maturity for a total of Rs. 18 lakhs for financing
cultivators in the Musi Project area.  As an experimental measure,
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the Reserve Bank had agreed to take up the entire issue of the
15-year debentures and 50 per cent of the 8-year debentures.
In actual practice, the public subscriptions to the 15-year deben-
tures exceeded those for the 8-year issue. At the request of
that bank, therefore, the Reserve Bank agreed to vary the com-
position of its contributions and contributed Rs. 4.8 lakhs and
Rs. 8.7 lakhs towards the fifteen and eight year debentures, res-
pectively, forming 75 per cent of the total issue. The contribu-
tion was made out of the National Agricultural Credit (Long-
term Operations) Fund.

38. Reflecting the increase in deficit financing, the pace
of monetary expansion was dightly larger than last year, al-
though scheduled bank credit recorded a much
Monetary and smaller expansion than in 1960-61. Money sup-
Credit Trends ply (currency and demand deposits of banks)
which had risen by Rs. 204 crores* (7.3 per cent)
in 1960-61 went up by Rs. 214 crores (7.9 per cent) in 1961-62.
Nearly three-fourths of the increase in money supply during the
year was accounted for by the rise in currency with the public.
The expansionary effect of bank credit** to the private sector
was less marked than in the previous year, for it rose by Rs. 151
crores as compared to Rs. 196 crores. Not only this, the increase
in bank credit was more than counteracted by a sharp rise of
Rs. 195 crores in time deposits of banks, as compared to a rise
of only Rs. 71 crores in 1960-61. The result was a sizeable de-
cline in the net indebtedness of the public to the banking system of
Rs. 43 crores as against arise of Rs. 125 crores last year. How-
ever, bank credit to Government (comprising mainly the increase
in the Government securities portfolio of the Reserve Bank and
banks and the change in the cash balances of Government ad-
justed for P. L. 480 and 665 deposits with banks), which had re-
corded an increase of Rs. 95 crores in 1960-61, expanded by as
much as Rs. 331 crores. Thus the roles played by bank credit
to Government and that to the private sector in expanding money
supply were sharply reversed in 1961-62. A partia offset to
the expansion of the money supply was the deficit in the balance
of payments as reflected in the movement of the foreign assets of
the Bank, which declined by nearly twice as much as in 1960-61
(Rs. 75 crorest as against Rs. 43 crores).

* Adjusted for withdrawals of special currency from Kuwait.
** Covering scheduled, non-scheduled and State co-operative banks.
1 Ignoring the net receipt of Rs. 58.3 crores from the |.M.F.
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39. The pressure on bank credit to the private sector was
noticeably less than in the previous year owing to the rapid growth
of deposits which was the most striking feature of banking trends
during 1961-62. Aggregate deposit liabilities of scheduled banks
rose over the year by Rs. 235 crores ; in the preceding year they
had declined by Rs. 35 crores. Excluding P. L. 480 and 665 funds,
aggregate deposit lighilities showed a rise of Rs. 253 crores as com-
pared to Rs. 128 crores in 1960-61 and Rs. 189 croresin 1959-60.
The setback to the long-term rise in the rate of deposit growth,
noticed in the previous year, thus proved to be temporary. There
were several reasons for this. In the first place, there was a re-
vival in the confidence of depositors in the banking system which
had been to some extent impaired in the first half of 1960-61;
and official measures to strengthen the banking structure by the
compulsory merger of sub-standard units with sound banks and
the setting up of the Deposit Insurance Corporation in January
1962 added momentum to this revival. Secondly, there was
the wide swing from a budget surplus in 1960-61 to a deficit in
1961-62 which accelerated the pace of deposit growth. Thirdly,
banks themselves offered higher deposit rates under the revised
Inter-Bank Agreement in March 1961 and hastened the process
of attracting funds to their deposits, specially savings deposits.
The impact of this was evident in the sharperrise (Rs. 175 crores)
in time deposits than in demand deposits (Rs. 60 crores) in 1961-62.
Time and demand deposits together expanded considerably more
than currency, and the process of a steady change in the share
of banks in total monetary resources through a growth of the
banking habit continued during the year. This ratio (of bank
deposits to currency) has altered during the last eight accounting
years of the Bank from 72 per cent in 1953-54 to 94 per cent in
1961-62.

40. In comparison with the rapid pace of deposit growth,
the expansion in bank credit was modest. The result was that
banks maintained a high degree of liquidity during the year, in
contrast to the strain experienced last year. The rise in sche-
duled bank credit during 1961-62 (Rs. 135 crores) was about 17
per cent smaller than in 1960-61 (Rs. 163 crores) and was attri-
butable to the sower growth of industrial output, lower imports
and the decline in prices for a part of the year. A comparatively
larger dack season contraction was the major factor contributing
to the smaller credit expansion in 1961-62, the expansion in the
1961-62 busy season being more or less equal to that in the 1960-61
busy season. In the current 1962 slack season, however, credit
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contraction has been proceeding at a much smaler pace, there
being a net reduction of only Rs. 11 crores upto the end of June
1962 as compared to Rs. 21 crores in the corresponding period
of 1961. Excluding P. L. 480 and 665 funds, the credit-deposit
ratio worked out slightly lower at 70 per cent at the end of June
1962 as compared to 72 per cent a year earlier.

41. As a consequence of the larger deposit growth and the
smaller expansion in credit, banks were able to build up their
investment portfolio and to reduce their indebtedness to the
Reserve Bank. Investments of scheduled banks in Government
securities rose by Rs. 59 crores during the year as against adecline
of Rs. 191 crores (Rs. 47 crores, if adjusted for the transfer of
P. L. 480 and 665 funds from the State Bank to the Reserve
Bank) in 1960-61. In view of the sharp rise in deposits, however,
the investment-deposit ratio remained steady over the year at 28
per cent. For the same reason, although cash reserves increased
by Rs. 6 crores as against a decline of Rs. 11 crores in the preceding
year, the cash ratio declined from 7.5 per cent to 7 .O per cent.
With the quota system and dab rates for borrowings from the
Reserve Bank under the three-tier system in force, banks were
generaly reluctant to borrow from or to remain indebted to the
Reserve Bank for long. Borrowing from the Reserve Bank
touched a much smaller peak (Rs. 66.4 crores) in the 1961-62
busy season than in the previous busy season (Rs. 94.5 crores),
while the net expansion in borrowings in the 1961-62 busy season
(Rs. 6.2 crores) was also much smaller than in the 1960-61 busy
season (Rs. 21.5 crores).

42.  The short-term money market was characterised by the
prevaence of relatively comfortable conditions, reflecting the
state of ample liquidity of banks. Money rates consequently
tended to be lower than in the preceding year. The inter-bank
cal money rate in Bombay, which had stood at 4.46 per cent
in June 1961, receded to a seasonal low of 2.24 per cent in August.
Thereafter, it rose to the busy season peak of 5.05 per cent in
March 1962, but with the onset of the 1962 dack season, it again
retreated to reach a low of 2.88 per cent in June 1962-a level
which was about 2 per cent below that a year earlier. Term
deposit rates of larger banks continued to be quoted at the ceilings
fixed under the All-India Inter-Bank Agreement on Maximum
Deposit Rates.  While the standard rates fixed under this Agree-
ment in March 1961 continued unchanged throughout the year,
the latest revision of the Agreement which became effective from
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June 1, 1962 classified the 38 signatory banks into four categories
and placed the medium banks (i.e. those with deposits between
Rs. 25 crores and Rs. 50 crores) in arelatively more advantageous
position vis-a-vis both big as well as small banks.

43. No mgjor shift in credit policy occurred during the
year under review. The mgor role played by deficit-financing
in the growth in money supply as well as the wor-

-and Policy sening of the balance of payments situation
pointed to the need for continued caution and

restraint. The dackening in the rate of growth in industria
production which stemmed from physical shortages and bottle-
necks and the sow-down of the rate of growth of the economy
as awhole, far from calling for any relaxation, made the need for
restraint on monetary demand al the greater. In consequence,
the Reserve Bank's monetary and credit policy continued to be
one of general restraint, with due regard to the needs of the deve-
loping economy and the changing situation in regard to particular
commodities. The three-tier system of dab rates, which was
brought into force on October 1, 1960, was the chief instrument of
credit control employed by the Bank during the year. Selective
credit controls, however, were liberalised in keeping with the
improvement in the supply and prices of the commodities subject
to control, some of the controls being relaxed and some withdrawn.

44. Apart from the basic factors responsible for smaller
credit expansion this year and the relatively comfortable liquidity
position of banks, the operation of the three-tier system of lending
rates together with the Reserve Bank's directive to banks to raise
their lending rates appears to have exercised some restraining
influence on the banks' borrowings from the Reserve Bank as well
as on the public’s borrowings from banks.  As regards borrowing
rates, the position as on March 16, 1962 (when borrowings touched
the peak of the busy season) was that 42 banks had borrowed
from the Reserve Bank, of which 20 banks had borrowed
at the maximum rate of 6 per cent, 15 banks at 5 per cent and 7
banks at 4 per cent. The average rate on borrowings as on that
date was 5.09 per cent as compared to 5.46 per cent on March
31, 1961 (the peak of the previous busy season). The effective
cost of credit to the banks would be somewhat higher, as on that
part of their borrowing against usance bills (nearly three-fourths
of total borrowings as on March 16, 1962) a stamp duty of 0.20
per cent, the incidence of which on actua borrowing would be
somewhat higher ill, was chargeable.
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45. During the past one year or so, banks have progres-
sively raised their lending rates, with the result that at the end
of December 1961 nearly 50 per cent of the advances were at
rates higher than 6 per cent against 40 per cent at the end of 1960.
The average rate on advances has risen from 5.8 per cent in the
first half of 1960 to 6 per cent in the second half of that year, to
6.2 per cent in the first half of 1961 and to 6.5 per cent in the
second half. Apart from its effect on the cost and availability
of credit from banks, the higher cost of borrowing from the
Reserve Bank appears to have set in motion an intensified drive
for deposit mobilisation by banks through offer of higher interest
rates and through a competitive bid towards extending better
services to customers and more intensive publicity campaigns.
Altogether, a measure of all-round financial discipline seems to

have been brought about by the increased cost of Reserve Bank
credit.

46. As the slack season of 1962 progressed, it became
evident that the rapid rate of deposit growth would continue and
would enable banks to maintain a high level of credit without
large recourse to the Reserve Bank. The pace of credit contrac-
tion was at the same time tardy. In view of the pressures on the
price level which were then in evidence and the need to maintain
the price line in the interest of exports it was necessary to secure
a normal seasonal return of funds. Therefore, as an inducement
to banks to achieve such contraction in credit in the slack season
and to enable them to meet the requirements of the next busy
season substantially from their own resources, the Bank further
tightened access to its accommodation. Effective July 2, 1962,
the basic quota for borrowing at the Bank rate was reduced by
one half to 25 per cent of the average statutory reserves of each
scheduled bank for the preceding quarter. Borrowingsin excess
of the quota upto 200 per cent would bear a rate of 1 per cent
above Bank rate; those over 200 per cent and upto 400 per cent
of the quota arate 2 per cent above Bank rate; and those exceeding
400 per cent of the quota a rate 2.5 per cent above the Bank rate.

47. The new lending rate structure, in effect, meant a rais-
ing of the average lending rate of the Bank by about 4 per cent or
more. The terms of the new Central Government |oans announced
on July 2, 1962 were aso fixed so as to raise their yields perceptibly
above the existing yields on securities of comparable maturity.
These measures represent substantial steps towards adjusting the
pattern of rates in the organised money and capital markets to
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levels commensurate with the basic scarcity of savings in the
economy in relation to investment needs. The Bank has also
been aware of the need to reduce, in the longer run, the gap
between the interest rates in the organised and unorganised sectors,
so as to induce a larger flow of funds into the organised sector,
which is more amenable to control, and thereby facilitate the
channelling of an increased proportion of the available financial
resources towards essential uses. While the implementation of
this objective has entailed a shift to higher interest rates in the
organised sector, the Bank has also been guided by the need to
avoid any large disturbance in the capital market in the context
of the substantial borrowing operations of the public and private
sectors in the years to come.

48, Againgt the background of a dearer credit policy but
taking into account the improvement in the supply and prices of
different commodities, the Bank’s policy in regard to selective
credit controls was one of progressive relaxation and withdrawal.
Already in June 1961, in view of the declining trend of jute goods
prices, the Bank had withdrawn the margin requirement of 40
per cent in respect of advances against jute goods. Following
the bumper jute crop in the 1961-62 season and the sharp decline
in the prices of both raw jute and jute goods, the Bank withdrew
on August 29, 1961 the remaining restrictions in respect of margin
reguirements on advances against raw jute and the celling limits
on advances against jute goods. On October 23, 1961, the Bank
removed the control on clean advances of banks, which had been
imposed in March 1960 to prevent possible circumvention of
sdective controls through extension of clean loans ; with the
relaxation or removal of most of the selective credit control
measures, the need for the continuance of the control on clean
advances no longer existed. The minimum margin requirement
for advances against ordinary shares of joint-stock companies
was also reduced from 50 per cent to 40 per cent in January 1962,
in the context of a fairly stable level of bank advances against
shares and the adoption by the stock exchanges of a system of
uniform and automatic margins in December 1961.

49. In view of the relative stability in the supply and price
situation in respect of paddy and rice and the increased output
of groundnut, the ceiling limits on advances against these commo-
dities during March 1962—February 1963 were raised on February
28, 1962 to 105 per cent of the levels permitted to be maintained
in the period March 1961—February 1962. Subsequently,
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on April 19, to enable integral oil expeller mills to purchase and
store groundnuts for extracting deoiled groundnut-cake for
export, banks were also permitted to extend to such mills additional
credit facilities in excess of the ceiling limits upto 25 per cent of
the f.o.b. value of their actual exports of groundnut-cake in the
corresponding period of 1961-62 (March-February). By a
directive issued on May 10, 1962, the permissible limits of advances
by banks against paddy and rice in respect of the Orissa State
for the period May 1962—February 1963 were also enhanced,
in view of the expanding capacity of rice mills in Orissa in recent
years and the consequent rise in the demand for bank credit
against paddy and rice.

50. While the dab system of lending rates was intended to
induce banks to be cautious in their loan palicies, it was considered
desirable to prevent its operation from having an adverse effect
on the flow of ingtitutional credit to specialy deserving sectors,
such as small-scale industries and co-operatives. With a view
to providing an incentive to scheduled banks to increase their
lendings to these sectors, the Bank by a circular issued on
December 11, 1961 granted additional quotas to individua banks
to enable them to borrow at the Bank rate amounts equivalent
to the increase in their average lendings to small-scale industries
and co-operative ingtitutions in the first haf of 1961 over the
corresponding period of 1960; the aggregate additional limits
thus sanctioned amounted to Rs. 9 crores for the first half of
1962.

51. The Resarve Bank continued to render an increasing
measure of financial assistance to the co-operative sector at or
bdow the Bank rate. During 1961-62, the volume of finance
made available to State co-operative banks for financing seasonal
agricultural operations and marketing of crops recorded a further
increase. Credit limits aggregating Rs. 137.7 crores were sanc-
tioned to 17 State co-operative banks at the concessional rate of
2 per cent below the Bank rate, as compared to Rs. 110.6 crores
sanctioned to 18 State co-operative banks during the previous
year. Tota drawals against these limits amounted to Rs. 153.8
crores during the year. The Bank also extended to three State
co-operative banks advances for Rs. 10.7 crores for their normal
banking business at the Bank rate against the collateral of Govern-
ment securities. In addition, one State co-operative bank was
sanctioned a special short-term credit limit of Rs. 1.9 crores
a the Bank rate for meeting the working capital requirements of
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five co-operative sugar factories.  As regards medium-term loans,
eleven State co-operative banks were sanctioned loans out of the
National Agricultural Credit (Long-term Operations) Fund, for
agricultural purposes, aggregating Rs. 9.6 crores during 1961-62
as againgt Rs. 4.7 crores sanctioned to eleven State co-operative
banks during the previous year. Last year's Report made mention
of the acceptance, by the Reserve Bank, in principle, of the recom-
mendations of the Committee on Co-operative Credit, which
submitted its Report to Government in May 1960. The main
recommendations of the Committee included the promotion of
‘viable' units of co-operative service and business, indirect State
participation in the share capita of societies, revision of the
standards of credit limits at different levels and liberalisation of
the existing standards adopted by the Reserve Bank for sanctioning
short-term and medium-term credit limits to co-operative banks.
Necessary action was taken by the Reserve Bank during the year
to implement the recommendations of the Committee, and State
co-operative banks were informed of the acceptance by the Bank
of the liberalised standards recommended by the Committee for
fixing short-term credit limits. Additional limits were also
sanctioned during the year on the basis of the liberalised standards
to central banks in two States. Reference was also made in
the last Report to the relaxation of the condition regarding mort-
gage security of land for the sanction of medium-term loans for
agricultural purposes made out of medium-term loans sanctioned
by the Reserve Bank, in the case of loans for amounts below
Rs. 500. A further relaxation was made during the year in the
case of loans ranging from Rs. 501 to Rs. 1000 in that the Bank
has agreed to such loans being given on the borrower creating
a statutory charge on his land in favour of the lending institution,
if legal provisions for the purpose exist in the States concerned.
The Bank has also given effect to aliberalised definition of “owned
funds’ which forms the basis for determining the norma and
additional credit limits; owned funds now include, besides the
paid-up share capital and statutory reserve fund, other reserves
such as specia bad debt reserve, agricultural credit stabilisation
fund, dividend equalisation fund and under certain circumstances
the building fund.

52. During the year, credit-limits aggregating Rs. 3.1
crores were sanctioned to 113 central co-operative banks in 12
States as against Rs. 2.7 crores sanctioned to 92 central co-opera-
tive banks in 10 States during 1960-61 under Section 17(2) (bb)
or (4) (c) of the Reserve Bank of India Act at the concessional
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rate of 14 per cent below the Bank rate for financing the production
and marketing activities of weavers co-operative societies.  Fur-
ther, credit limits aggregating Rs. 66.8 lakhs were sanctioned to
three apex handloom weavers co-operative societies in Madras,
Andhra and Maharashtra under Section 17(2) (a) or (4) (c) of
the Reserve Bank of India Act at the Bank rate for financing
bana fide commercia or trade transactions.

53. For severa years now, under the impact of economic
development, the external payments position has been under
acute strain. During the year under review
Balance of there was a net drawing from the International
Payments Monetary Fund amounting to Rs. 58 crores;
in addition, foreign exchange reserves were drawn
down by Rs. 41 crores. Thus the real draft on the reserves was
Rs. 99 crores in contrast with one of Rs. 45 crores in the previous
year. The worsening of the payments position took place parti-
cularly between April and June 1962, when the reserves fell by
as much as Rs. 56 crores, partly on account of the seasonal decline
in exports and partly due to some delay in receipts from reim-
bursements for imports under Aid projects.

54. The sharper fal in foreign exchange reserves in 1961-62
than in 1960-61 took place despite the improvement in the trading
account. Exports are expected to have been somewhat larger
than in the preceding year, while import payments on both
private and Government accounts are likely to be smaller.
During the year, for the first time, the traditional net receipts
from invisibles other than official donations turned into net
payments owing, on the one hand, to the growing burden of
sarvicing of external debts and, on the other, to a decline in invest-
ment income receipts. Notwithstanding this, the net current
account deficit is estimated to be narrower than last year. But
the favourable turn here is likely to be offset by the net outgo on
banking capital account, higher amortisation payments and a
reduced inflow of capital on private account.

55. During the first three quarters of the Bank’s accounting
year for which payments data are available, the net current account
position showed sizeable improvement; the deficit as compared
to the corresponding period of the previous year narrowed by
Rs. 91 crores to Rs. 200 crores. An encouraging feature of the
balance of payments position was the not inconsiderable increase
of Rs. 31 crores in export receipts. The fall in import payments
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amounted to Rs. 84 crores and was shared both by private (Rs. 19
crores) and Government (Rs. 65 crores) imports, the decline in
the latter being mainly due to smaller P. L. 480 imports of food-
grains. The improvement in the trade account was somewhat
offset by the net payment of Rs. 11 crores on account of invisibles
excluding official donations. Region-wise, the substantial reduc-
tion in the current deficit was reflected in a much smaller deficit
with the dollar area; in fact the payments position with al the
remaining areas showed dlight deterioration.

56. The most disturbing-though not unexpected-shift
in balance of payments has been the deterioration in our net
invisible account from a traditional surplus to a deficit. For the
first time, there have been net payments on this account of Rs. 11
crores as compared to net receipts of Rs. 16 crores in the corres-
ponding period last year. And the indications are that the posi-
tion in this respect would worsen progressively in the coming
years on account of increasing payments of interest and dividends
on the growing volume of official foreign loans and foreign private
investments.  Though the main reason for the decline in invisibles
was the fall on account of investment income receipts and an
equally sharp rise in payments on account of servicing of foreign
debt contracted in the last few years, there have aso been some
leakages particularly in respect of travel receipts and private
donations resulting from unauthorised transactions.

57. With a view to plugging the leakage on account of
foreign travel, certain measures were recently taken. Steamship/
airline companies and travel agencies were directed not to book
passages abroad for persons resident in India unless the traveller
was granted exchange by the Bank or was specificaly granted
permission to book his passage. The permission to proceed
abroad without release of foreign exchange would ordinarily
now be given only to those who have been invited by foreign
Governments or non-commercial organisations of repute or very
close relatives (parents, sons and daughters) so that no foreign
travel abroad by Indian residents would be financed indirectly
or directly out of funds that should rightly accrue to the Control
in the authorised manner. Facilities available for private remitt-
ances and capital transfers have aso been modified. Effective
from August 1, 1962, authorised dealers will alow remittance
for purposes such as, support of families, payments for insurance
premia etc. only upto Rs. 1,500/- per month by each individual,
provided they are satisfied that the amount does not exceed 50
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per cent of the remitter's net income. Remittance on a higher
scale would now require a prior specific approva of the Reserve
Bank, which would be granted on merits. The remittance facilities
available to sterling area nationals temporarily resident in India
have been amended so as to make them uniform with those avail-
able to non-sterling area nationals. These measures in conjunc-
tion with more vigorous administrative action to reduce smuggling
would no doubt reduce the magnitude of leakages of foreign
exchange. The Customs Bill 1962, introduced in the Lok Sabha
on June 15, 1962, is intended to strengthen the Customs machinery
in order to check smuggling. The Bill also seeks to reduce
leakages of foreign exchange arising on account of under-invoicing
and over-invoicing of goods by adopting a ‘normal price’ as the
basis of valuation instead of the ‘real value' as at present.

58. The increase in export earnings in the first nine months
of 1961-62 as compared to the corresponding period of 1960-61
was principally due to sizeable rises recorded under metallic
ores (Rs. 3 crores), sugar (Rs. 9 crores), cashew nuts (Rs. 4 crores),
coffee (Rs. 3 crores), oil cakes (Rs. 4 crores) and raw cotton
(Rs. 4 crores).  Earnings from jute manufactures remained almost
stationary at Rs. 104 crores while those from cotton textiles,
vegetable oils and oilseeds showed adecline.  The almost station-
ary level of jute export earnings was largely due to the sharp fall
in the prices of jute manufactures from the exceptionally high
level of the previous year. The main reason for the sharp rise in
sugar exports was the fulfilment of the Agreement with the U.S.A.
for the supply of 2.2 lakh tons of sugar.

59. The general picture regarding exports again emphasizes
the fact that India continues to rely, as before, predominantly
on her traditional lines of exports. The role played so far by
the new commodities with prospects of growth, though an increas-
ing one, is sill not very significant. The world absorption of
traditional commodities like jute goods and tea has not increased
pari passu With the growth in world economic activity and inter-
national trade in these commodities has risen at even dower rates
than the increase in world absorption. In cotton textiles, the
world absorption has increased almost in step with world economic
activity but international trade has shrunk since demand is being
met more and more from locally produced supplies. India can,
therefore, expect to step up her exports of the traditional commo-
dities with the best of effort only to a moderate extent. However,
there must be a striving after a steady improvement in these lines
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as asmal relative gain can be large in absolute terms.  Since the
cost structure in industries is constantly under upward pressure,
the urgency to take measures to reduce costs in export industries
is obvious if Indiais, at least, to hold on to her existing share of
the world exports of these commoadities. The maintenance of a
viable cost structure is equally urgent in the case of newer indus-
tries which are growing up in a large and heavily protected home
market and which have entered or are entering the world market
in the face of keen competition both from industrialised and
developing countries. It is with the formal acceptance of exports
as a first priority that a full-fledged Department of International
Trade has now been set up by the Government.

60. The decision of the U.K. to seek admission as a member
in the European Common Market has cast a shadow over India's
export prospects, since its entry is likely to create a new set of
preferences against Indian goods and to remove the existing prefer-
ences which India has enjoyed in the U.K. market. While the
main responsibility is obviously India's to promote exports at a
rising rate to finance her development, through appropriate
adjustments in her domestic and international economic policies,
the industriaised countries have the obligation, as members of
an international community seeking genuine international co-ope-
ration, to allow exports from devel oping countries of the Common-
wealth access to their markets which initially is at least as free as
before, and in due course becomes progressively more liberal.
The most important market for Indian exports today is the United
Kingdom. It is, therefore, to be hoped that the U.K.’s entry
into the European Common Market will not result in inflicting
any damage on India's export position and might possibly open
up prospects of an enlarged export flow to a vast area of rapidly
widening prosperity. It is no less to be hoped that the U.K’s
entry will promote, rather than impede, attainment of the wider
goa of international economic co-operation; with this constant
and overriding objective, efforts at regional economic co-operation
must remain consistent.

61. While the promotion of exports remains the long-term
and near-term necessity, the gap in payments can be filled immed-
iately only through adequate foreign assistance. India has been
fortunate in securing the assistance of many friendly countries
to a substantial degree. The Aid-India Consortium, sponsored
by the World Bank, has till the end of July 1962 committed aid
to the extent of Rs. 1126 crores for the first two years of the Third
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Plan, of which Rs. 654 crores have been authorised (up to the
end of June 1962). Besides, assistance of about Rs. 1284 crores,
including the P. L. 480 aid, is available for utilisation. The present
foreign exchange difficulties appear to have arisen in some measure
from procedural delays involved in the utilisation of externa
assistance as aso in obtaining reimbursements for the payments
made for imports against foreign aid. Efforts, therefore, need
to be directed towards removing the bottlenecks, administrative
and others, which make for slower utilisation.

62. The question of foreign aid also raises the consideration
of the nature of foreign aid. Most of the foreign aid so far
recelved or promised is tied to the projects included in the Plan.
But the need for imports is not confined merely to the direct
requirements of the projects. It is necessary to see that productive
capacity created is utilised. Utilisation of the capacity created
by new investment requires import of raw materials and of other
ancillary products. The financing of these “maintenance”
imports, at the present juncture, within the current export earnings
becomes extremely difficult, thereby necessitating recourse to
foreign assistance. A reasonable proportion of foreign loans
could, therefore, most appropriately and fruitfully be on an
“untied” basis, so as to ensure their utilisation freely for financing
maintenance imports, though it is possible that some re-adjust-
ments of fresh development projects may become necessary in
consequence. It isindeed a good augury that these considerations
have begun to influence the form of aid given by the major coun-
tries. The country’s exiguous reserves cannot but emphasise
the high relevance of aid not tied to specific projects to the success-
ful progress of the development programme.

63. The economic developments and problems of 1961-62
which have been reviewed in this Section point to some narrowing
. of the imbalance between aggregate demand and
Conclusion supply with an easing of the pressure on prices
which had characterised the economic situation

in the past several years. But this relative stability was associated
with a dlackening in the rate of development and growing pressure
on the balance of payments. No doubt natural factors affecting
agriculture played a large part in the slower rate of increase in
production during the year, but there was evidence of strains and
stresses from bottlenecks in fuel, power and transport and from
deficiencies in technical and managerial skill and organisational
ability, which acted as drags on economic progress. There is
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now an opportunity for intensifying the efforts to overcome the
immediate hazards and pitfalls that have been observed so as to
make on the whole for a smoother pace of economic growth.

64. In agriculture, the need to pursue intensively the various
measures aready accepted for increasing both production and
productivity assumes a special urgency not only to broaden the
industrial base internally but to make possible an increasingly
larger flow of exports. The emphasis on agricultural productivity
remains to be translated into a practical drive which will embrace
every farmer in the land reasonably quickly. In the shorter
run this emphasis would, in effect, mean concentrated attention
at strategic points, so that the increase in both production and
productivity would show sizeable improvement in the years
immediately ahead. Again, there is need for consideration of
appropriate pricing policies, including ingtitution of buffer stocks,
for the principal foodgrains and commercial crops, and simul-
taneoudy for more vigorous execution of agricultural storage and
warehousing programmes.

65. For industry, the problem today is one of making
every effort to produce internaly, as far as technically feasible,
the raw materials and intermediate products required to reduce
dependence on imports. Under-utilisation of capacity has been
a growing problem latterly and shortage of foreign exchange has
intensified it. There is urgent need to bring about the largest
measure of import substitution through research, inventiveness
and adaptation, and this need would be all the greater if untied
loans from abroad are not forthcoming on the scale desired.

66. A limit to available maintenance imports is set, under
the present balance of payments position, by the necessity to pay
for them through additional exports. The stagnancy in exports
over the Second Plan period was a disturbing feature in the other-
wise undoubted achievements of the economy and the stimulation
and expansion of exports should continue to have top priority.
The Government has recently set up a Department of International
Trade to impart a new dynamism to the solution of the export
problem. The difficulties of exporters have been considered
piecemeal from time to time and measures have been introduced
to provide additional assistance or specia incentives to facilitate
exports. What is needed, however, is a comprehensive approach
to the entire export problem, for, in the case of exports especially,
a drive for al-round increase in productivity is essential. There
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is evidence that business and industry are getting increasingly
aware of the need to reduce costs and there is now a sense of
determination about the job. However, cost reduction is not a
once-for-all but a continuous operation.

67. In the context of not merely exports but the heath of
the economy, the need to hold the price line cannot be over-
emphasised. The development process involves, almost unavoid-
ably, a certain degree of inflationary pressure in a less developed
country. But such pressure has to be contained by suitable
policies which would mop up surplus purchasing power. There
is an inescapable dilemmahere.  While the object of development
is to raise the living standards particularly of those sections
in the community who are a or below subsistence levels, there
is equaly the need to spread the costs of development so as not to
exempt these very sections from the scope of the tax net, if the
pace of economic development is not be retarded. This undoub-
tedly causes some hardship, but development demands sacrifice
from all sections of the community. From this point of view
the mobilisation of substantial resources by taxation becomes an
inescapable constituent of our planning. In fact, since savingsin
the economy are low-a characteristic of less developed economies
generaly-this method of levying what in substance is forced
savings is unavoidable and is preferable to forced savings by
deficit financing beyond the limits set by the growth of the
economy. The latter is a form of indiscriminate taxation whose
incidence is greatest on those least able to bear it. To make a
plea for greater tax effort is of course not to understate the role
of voluntary savings both institutional and personal, whether
through large public borrowing or maximum mobilisation of
small savings. In short, the price line will be better held, if the
task of financing the Plan expenditure is executed effectively.

68. Given the size and pattern of the Plan investments,
foreign assistance on an adequate scale remains an indispensable
supplement to domestic resources for our development. The
loans granted so far have been largely tied to projects. The
form of foreign assistance available is thus tending to become
largely specialised or assigned. As such it alows inadequately
for the heavy unfavourable incidence on the balance of payments,
of a programme of development of the magnitude and kind on
which India has embarked. A certain proportion of aid in the
untied form should therefore improve its genera efficacy and
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provide greater flexibility in execution of the Plans, owing to the
varying procedural delays in securing reimbursement of tied aid.

69. The Reserve Bank's policy in a context where infla-
tionary pressures continue has necessarily been largely a regulatory
one, in the interest of ensuring steady and orderly growth. It
has, however, been tempered by encouragement to certain sectors
like the co-operatives and small-scale industries; the Bank con-
tinued to make additional credit available to them at lower rates
of interest. Efforts to strengthen the banking system have also
continued, through merger of sub-standard units, and through
improvement of the capital funds or equity base of banks, while
proposals for legidation to raise the liquidity ratio of banks are
under way.

I1. Banking Legislation and Development

70. Last year's Report referred to the Central Govern-
ment’s decision to introduce a scheme of deposit insurance cover-
ing commercial banks. The necessary legisla-
Banking tion to implement this decision was enacted
Legislation during the year by the passing of the Deposit
Insurance Corporation Act, which came into
force on January 1, 1962. Certain consequential amendments
were simultaneousy made to the Reserve Bank of India Act,
1934 and the Banking Companies Act, 1949. Further, effective
May 15, 1962, the Reserve Bank of India Act, 1934, the Indian
Coinage Act, 1906 and the Currency Ordinance, 1940 were
extended to the erstwhile Portuguese territories of Goa, Daman
and Diu, consequent on their liberation.

71. The main object of the Deposit Insurance Corporation
Act is to give a measure of protection to depositors, especially
small depositors, against the risk of losing their savings in the
event of a bank’s inability to meet its liabilities and thereby
assist banks in mobilising deposits. The maximum amount
payable by the Deposit Insurance Corporation, established
under the Act, in respect of each depositor in each bank, in the
same capacity and in the same right, has been fixed at Rs. 1,500,
but the Corporation has been empowered to raise, with the prior
approval of the Central Government, the limit of insurance from
time to time, having regard to its financial position and the in-
terests of the banking system. Two provisions of the Act which
are particularly significant from the point of view of depositors
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are (i) that it covers al commercia banks functioning in the
country including the State Bank and its subsidiaries and (ii) that
it sets a definite time limit within which the Corporation should
make payments to the depositors, namely, five months from the
date of winding up of a bank.

72. The maximum premium which the Corporation may
charge the insured banks is 15 nP. per annum for every Rs. 100
of the total deposits with the bank (excluding deposits of the
Central and State Governments, foreign Governments and
banking companies). The Act requires the Corporation to
maintain a separate Deposit Insurance Fund to which the premia
collected would be credited ; the amount in the Fund will be
utilised for payment of claims on insured deposits. The Act
empowers the Corporation to borrow from the Reserve Bank
up to a maximum of Rs. 5 crores. It further empowers the Cor-
poration to request the Reserve Bank to inspect an insured bank
for any of the purposes of the Act, and provides for afull exchange
of information on insured banks between the Corporation and
the Bank. The Corporation has also been empowered to ask
insured banks to furnish any information relating to their deposits
and to have free access to any of their records. The Act requires
the Corporation to be guided in the discharge of its functions
by such directions in matters of policy involving public interest
as the Central Government may, after consulting the Reserve
Bank, give to it in writing.

73. The aftermath of the Palai bank failure in 1960 had
focussed attention on the need to achieve certain structural
changes in the banking industry as well as to

Measures strengthen the financial position of banking
tsa;‘ggtt‘l’len u_nits, SO as to reinforce the c_onfidence of deposi-
the Banking sitors in the system. It will be recalled that
Structure statutory powers for the compulsory amalgama-

tion of banks were acquired in September 1960
by an amendment to the Banking Companies Act, 1949, which
provided for the grant, by the Central Government, on an appli-
cation from the Reserve Bank, of a moratorium in respect of a
banking company up to a period of six months and aso em-
powered the Bank to formulate, with the approval of the Central
Government, schemes of reconstruction and amalgamation of
banks. In 1961-62, the Centra Government granted morato-
rium to five banks, bringing the total number of banks to which
moratorium was granted to 39 ; the &posits of these 39 banks
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amounted to Rs. 19 crores. Schemes of amalgamation in respect
of 17 banks were also brought into force during the year as
against 13 in 1960-61.

74. The Deposit Insurance Corporation started functioning
on January 1, 1962, with an authorised capital of Rs. 1 crore,
fully paid by the Reserve Bank of India. It is managed by a
fiveemember Board of Directors which include the Governor
of the Reserve Bank as its Chairman, and a Deputy Governor
of the Reserve Bank. The insurance cover provided by the
Corporation is, for the present, fixed at Rs. 1,500 per depositor
in each bank ; this limit affords full protection to roughly four
out of every five depositors, and the insured portion of deposits
is estimated at about one-fourth of the total deposits.

75.As a result of the progress made in compulsory mergers
and the starting of deposit insurance, public confidence in the
banking system, which had been adversely affected to some
extent in the latter half of 1960, was fully restored.

76. The need for strengthening the capital funds of banks
was emphasised in last year's Report. With the rapid pace of
growth of deposits in the last decade, the ratio of paid-up capital
and reserves to deposits of Indian banks had steadily declined
from 9 per cent in 1950 to 5 per cent in 1960, and in the case of
severa banks to even below 5 per cent.  Pending a detailed con-
sideration of the various issues involved before amending the
provisions relating to capital and reserve requirements of banks
in the Banking Companies Act, certain proposals for building
up capital funds of banks were circulated by the Reserve Bank
to the Indian Banks' Association, the Exchange Banks Associa-
tion and the State Bank of India in June 1961. The proposals,
inter alia, required banks to transfer at least 20 per cent of their
profits to reserves till the ratio of paid-up capital and reserves
reached 74 per cent of the deposits. These proposals were sub-
sequently discussed by the Governor with the representatives of
Indian banks in November 1961, and the Governor issued
a letter to all scheduled banks on December 27, 1961 (and to all
non-scheduled banks on January 25, 1962), requesting them to
am a a minimum ratio of 6 per cent between capital funds
and deposits, and to this end to observe a convention of trans-
ferring at least 20 per cent of their declared profits to published
reserves even after reaching parity between reserves and paid-up
capital, until the two together formed at least 6 per cent of their
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total deposits. The need to augment the paid-up capital either
through new issues on the market or calls on unpaid capital was
also impressed upon banks, since it would take quite some time
to attain the proposed minimum capital funds ratio of 6 per
cent through annual additions to reserves. An analysis of the
profit and loss accounts of scheduled banks for 1961 reveded
that the trend towards building up capital funds by transfers to
reserves was broadly in accordance with the suggestion made by
the Reserve Bank.

77. In recent years, there had been a continuous decline
in the liquidity ratio of banks* from an average of 42 per cent
during 1951-55 to 34 per cent in 1956-60 ; in the same
period, the credit-deposit ratio had risen from 61 per cent to
69 per cent. With the rapid development of the economy
envisaged by the Third and subsequent Plans, there will be a
substantial growth in the demand for bank credit from trade and
industry, leading to a further pressure on bank liquidity. It is,
therefore, essential that an adequate share of the resources the
banks will be acquiring should be utilised towards maintaining
satisfactory liquidity standards. The lega requirements relating
to the holdings of Government securities and other liquid assets
by banks were originaly prescribed in 1949 when the Banking
Companies Act was enacted. In the present context of a rapid
expansion of bank credit, these requirements need to be enhanced
and proposals to this end are under consideration. The ability
of the banking system to extend credit to the private sector need
not, however, be curtailed, since banks can, subject to the
requirements of the overal monetary policy, supplement their
resources by borrowing from the Reserve Bank, to cater to genuine
credit requirements. In the main, however, they should rely on
more adequate mobilisation of deposit resources.

78. The rising trend in the credit-deposit ratio of banks
in the last few years as well as prospects of a continuance of this
trend emphasises the need for an intensified drive to mobilise
deposits by bringing new clientele into the banking fold. The
Indian banking system has undoubtedly made considerable
progress in deposit mobilization in recent years. The annual
rate of deposit growth was stepped up from 3 per cent during
the First Plan to 12 per cent during the Second Plan, and this

*Figures are exclusive of those of the State Bank of India.
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order of growth has continued since then. The establishment
of the Deposit Insurance Corporation and other measures adopted
to strengthen the banking system have created a favourable
climate for a vigorous drive to promote the banking habit. The
Inter-Bank Agreement on Maximum Deposit Rates has diminish-
ed the scope of competitive offers of rates. In the last few
years, some progress has been made in spreading the network
of branches into unbanked areas, but there is till considerable
leeway to be made. In the field of providing banking facilities
to customers, there has of late been a widespread move to ensure
quicker and wider services. The introduction in 1962 of free
remittance facilities, up to specified limits, by several banks re-
presents an important addition to the range of such services,
and further extension of quicker and more efficient services to
customers by increasing the utility of maintaining a bank account
should prove a fruitful instrument for attracting new deposi-
tors.

79. With the steady progress of commercial banking over
the last two decades, in terms of both volume of business and
geographical coverage, the share of the organised sector in the
financing of India's trade and industry has risen appreciably.
This has widened the area of effective control by the monetary
authorities and reduced the rates of interest for borrowers who
would otherwise have been subject to the onerous terms of the
indigenous bankers. The number of branches of scheduled banks
has increased from 970 in 1937 to about 4,400 by the end of 1961.
In addition, there are about 700 branches of non-scheduled banks
and over 200,000 co-operative credit ingtitutions. In the years
to come, the trend towards enlargement of the organised sector
will gather momentum, aided, among other things, by the spread
of the banking habit into new areas and to new strata of the
population. This apart, several specia schemes have been design-
ed and put into operation to enable the commercia banks to
lend to specificaly deserving sectors like small-scale industries
and co-operatives. In the light of these developments, the
Reserve Bank recently reviewed de nove the proposal it had
first put forward in 1937 in the context of inadequacy of organised
banking facilities, for a direct link between the Bank and the
indigenous bankers, in order to encourage them to finance trade.
The fact that indigenous bankers still cater to the regquirements
of the small-scale sector to some extent has been noted and certain
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avenues of affording facilities to them in this regard are under
consideration.

80. Last year's Report made mention of the acceptance,
by the State Bank, of the recommendation made by a Sub-Com-
mittee of its Central Board that the Bank and its

Branch. subsidiaries should open 300 additional branches
Expansion of in the rural and semi-urban areas during the
g‘;nﬁtg?’hﬁa guinguennium July 1, 1960 to June 30, 1965.
and its The division between the State Bank and its
Subsidiaries subsidiaries of the number of branches to be

opened was left to these institutions to be
worked out in a manner convenient to them. |t has

since been decided that the State Bank of India would open
145 branches and its subsidiaries 155 branches during the period.
Since July 1, 1960, the date on which the State Bank of India
commenced its second phase of the branch expansion programme,
up to the end of June 1962, the Bank has opened 50 branches
(including 6 branches opened by the Bank outside this programme)
and its subsidiaries 77 branches. It may be mentioned here that
the State Bank had completed the first phase of its branch ex-
pansion programme, comprising the opening of 400 branches,
within five years of its establishment on July 1, 1955. The tota
number of offices of the State Bank of India and its subsidiaries
stood at 1,484 at the end of June 1962.

8l. Further progress was made during the year in widening
the clearing house facilities, as part of the larger programme
of extension of banking facilities in the country.
clearing In pursuance of a suggestion made in December
Houses 1960 by the Reserve Bank to establish clearing
houses at 21 additional centres having a popula-
tion of one lakh and over, the State Bank of India and its sub-
sidiaries had established clearing houses at 5 new centres up to
the end of June 1961. During the year under review, the State
Bank and its subsidiaries established clearing houses at 7 more
centres, thus bringing the total number of clearing houses function-
ing in the country at the end of June 1962 to 69, of which 7 were
being managed by the Reserve Bank, 54 by the State Bank of
India, 7 by the subsidiaries of the State Bank and 1 by a com-
mercia bank.
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82. Until recently, scheduled banks and State co-operative
banks were alowed by the Reserve Bank to make three remit-
tances a week, free of charge, in amounts
Remittance of Rs. 5,000 or a multiple thereof from each of
Facilities their upcountry branches at centres where there
are agency banks, to their accounts with the
offices of the Reserve Bank. With a view to further liberalising
the remittance facilities, the Reserve Bank decided in November
1961 to grant to scheduled banks and State co-operative banks
similar facilities in the reverse direction, i.e. from the ac-
counts maintained by them with the offices of the Reserve Bank
to their branches at the upcountry centres where there are branches
of the State Bank of India or any of its subsidiaries performing
agency functions.

I11. Developments in Industrial Finance

83. The Reserve Bank has played an active part in establish-
ing the institutional machinery for the provision of industria
finance and for facilitating industrial growth in the private sector.
This machinery is becoming increasingly useful and its scale of
operations has continued to expand. In order to meet the in-
creasing demand for finance, it became necessary for some of the
agencies to augment their resources by strengthening the capital
base, by issuing bonds or cash certificates, by accepting deposits
and by borrowing from the Reserve Bank. The activities of the
various institutions for financing industry with which the Reserve
Bank is closely associated are noticed below.

84. The Industrial Finance Corporation of India sanctioned
loans and advances for an aggregate amount of Rs. 24.4 crores
during the accounting year 1961-62, of which

Industrial Rs. 3 .0 crores were in foreign currency ; the

Finance | corresponding figures for 1960-61 were Rs. 21.2
corporation crores and Rs. 4.3 crores. Since its inception
of India in July 1948 up to the end of June 1962, the

Corporation had approved loans for a total of
Rs. 130.3 crores, of which Rs. 68.1 crores were disbursed, the
amount outstanding at the end of June 1962 being Rs. 49.6
crores, including Rs. 26 lakhs in foreign currency. The Cor-
poration's activities also covered under-writing of equity and
preference issues jointly with other ingtitutions and/or brokers,
and guaranteeing of deferred payments in respect of imported
capital goods. During the year, the Corporation strengthened its
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capital base by the issue, in March 1962, of additional shares for
Rs. 2 crores (raising the paid-up capital to Rs. 7 crores) to which
the Reserve Bank contributed Rs. 40 lakhs. Foreign resources
were augmented by a further loan of U.S. $ 20 million from the
Agency for International Development, formerly Development
Loan Fund, which had sanctioned a loan of $10 million in April
1960. The Reconstruction Loan Corporation of the Federal
Republic of Germany has also agreed to sanction to the
Corporation a loan of DM 15 million. The Centra Govern-
ment have further decided to allocate to the Corporation a
sum in Japanese yen equivalent to U. S. $ 2 million out
of the yen credits to the extent of $ 80 million available with
them. The Corporation has also been allotted a credit line
of § 10 million out of the additional assistance of $ 30 million
promised by France. The Corporation is exploring the possibili-
ties of securing credits in other foreign currencies as well.

85. Loans and advances of the State Financial Corporations
rose by Rs. 6.1 crores during the accounting year 1961-62, as
compared to Rs. 3.6 crores in 1960-61, the total

. amount of loans and advances outstanding
(%?})%gt"i%‘;gﬂ at the end of June 1962 being Rs. 24.2 crores.
Since their inception up to the end of March

1962, the State Financial Corporations have

sanctioned loans and advances for an aggregate amount of
Rs. 49.1 crores, of which Rs. 30.2 crores have been disbursed.
During the year, the Corporations considerably augmented
their resources by raising additional share capital, by issuing
bonds and cash certificates and by accepting deposits. Thus,
the Gujarat and Orissa State Financial Corporations raised
additional share capital for Rs. 50 lakhs each. All the Corpora
tions (including the Madras Industria Investment Corporation)
except the above two and the Andhra Pradesh and Jammu and
Kashmir Corporations issued bonds for an aggregate amount
of Rs. 6.5 crores. The Kerala and Andhra Pradesh Corporations
accepted fixed deposits for a total amount of Rs. 5.2 lakhs,
while the Madras Corporation accepted fixed as well as call
deposits and also issued cash certificates to the tune of Rs. 5.5
crores. During the year, the West Bengal Financial Corporation
was appointed as agent of the State Government for routing the
concessional finance provided by Government to small-scale
industries under the State Aid to Industries Act ; such agency
arrangements are now in operation in nine out of the fifteen States.
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In terms of Section 37A of the State Financia Corporations
Act, 1951, the Reserve Bank inspected during the year five State
Financial Corporations, namely, Madhya Pradesh, Guijarat,
Rajasthan, Uttar Pradesh and Kerala. The Madras Industrial
Investment Corporation Ltd., Madras, which is a company
established under the Indian Companies Act and functioning
as a State Financial Corporation, was aso inspected on a volun-
tary basis, pending the application to it of Section 37A of the
State Financial Corporations Act.* These inspections are
primarily intended to assist the Corporations in establishing
sound practices and traditions, especialy in matters relating to
loans and advances.

86. In order to facilitate further expansion of the activities
of State Financial Corporations, the State Financial Corporations
Act, 1951 was amended in March 1962. The amendment Act,
which came into force on April 16, 1962, among other things,
authorises the Corporations (i) to render financial assistance to
the hotel and transport industries and also to concerns engaged
in the development of any contiguous area of land as an industrial
estate, (i) to borrow funds from the Reserve Bank for periods
not exceeding eighteen months upto 60 per cent of the paid-up
share capital as well as from State Governments and any notified
financial institution (the Refinance Corporation for Industry
has since been notilied), (iii) to undertake the business of guaran-
teeing (a) deferred payments due from any industrial concern
in connection with the purchase of capital goods within India
and (b) loans raised by industrial concerns from scheduled and
State co-operative banks and (iv) to act as agent of any financial
institution notified by the Central Government in respect of loans
and advances granted or debentures subscribed by such ingtitu-
tion (the Industrial Credit and Investment Corporation of India
has since been notified). The amendment Act has aso enhanced
the limit of accommodation in the case of public limited companies
and co-operative societies from Rs. 10 lakhs to Rs. 20 lakhs.

* The Central Government issued in September 1961 a notification in
terms of Section 46 of the State Financial Corporations Act, making Section
37A (regarding inspection by the Reserve Bank) and Section 38 (regarding
submission of (eturn? of the Act applicable to the Madras I ndustrial 1nvest-
ment Corporation Ltd.
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87. During 1961, the Industrial Credit and Investment
Corporation of India sanctioned total assistance (gross) of
Rs. 13.8 crores to 42 companies as compared

to Rs. 13.4 crores sanctioned in respect of 44

Industrial companies in 1960. The tota financia assistance
Credit and sanctioned by the Corporation since its inception
Corporation in 1955 up to the end of 1961 was Rs. 42.7 crores,
of India of which Rs. 18.4 crores were disbursed. Of the

Rs. 42.7 crores sanctioned, Rs. 29.6 crores
represented loans and guarantees, Rs. 10.2 crores under-writing
of ordinary and preference shares and debentures and the balance
of Rs. 2.9 crores direct subscription to ordinary and preference
shares. Of the Rs. 29.6 crores sanctioned in the form of loans
and guarantees, the share of foreign currency loans was Rs. 19.4
crores or 65 per cent. The Corporation secured in February
1962 a fourth line of credit of U.S. $20 million from the Interna-
tional Bank for Reconstruction and Development, the first
two of U.S. $ 10 million each and the third of U.S. $20 million
having been obtained in 1955, 1959 and 1960. A loan of DM
5 million (Rs. 60 lakhs)-the first West German Credit-has
also been sanctioned to the Corporation by the Reconstruction
Loan Corporation of the Federa Republic of Germany.

88. During 1961-62, there was a marked expansion in the
business of the Refinance Corporation too, aided, among other
things, by the operational changes introduced

by the Corporation last year. It sanctioned

‘éﬁfggffgm 56 gpplications for Rs. 9.3 crores, as against 41
for Industry applications for Rs. 6.9 crores in the previous
year, the total amount disbursed rising from

Rs. 2.1 crores to Rs. 6.5 crores. Since its inception in June
1958, the Corporation received 149 applications for Rs. 26.2
crores,* and the amount sanctioned was Rs. 20.5 crores, of which
Rs. 10.1 crores were disbursed. The Corporation borrowed
during the year two further instalments of Rs. 1 crore each from
the Government of India out of the quota of P. L. 480 funds
alotted to it, raising the total borrowings to Rs. 7 crores ; the
rate of interest payable by the Corporation to Government
was raised from 12 per cent for 1960 to 23 per cent for 1961.
Further steps taken by the Corporation to enlarge the scope of
its activities included the extension of the refinancing facilities

o Of this, three applications for Rs. 44 lakhs were withdrawn by the
applicant financial ingtitutions.
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to (a) loans made jointly by two or more banks or a bank and
term lending ingtitution, provided such loans are eligible under
the refinance scheme, and (4) the medium-term part (i.e. in-
stalments repayable within 7 to 10 years) of long-term loans.
The Corporation has offered to provide refinancing facilities
to banks extending term finance to mining units to enable them
to utilise the World Bank Loan for $ 35 million for the expansion
of cod-mining in the private sector. In accordance with one of
the recommendations of the Study Group on Credit Facilities
for Exporters, set up by the Ministry of Commerce and Industry,
that the Corporation should extend refinancing facilities to export
credits, a scheme for refinancing medium-term export credits
extended by banks for periods ranging from 6 monthsto 5 yearsis
being worked out by the Corporation. To enable the Corpora
tion to undertake this business, the Central Government’s agree-
ment with the Agency for International Development of the U.S.
Government and the Corporation’s agreement with the Central
Government have been revised.

89. Owing to the growing importance of term loans to
industry and the need for improving as well as disseminating
more widely the techniques of appraisal of term
Report of loan applications; the Reserve Bank of India
the Working had set up a Working Group to study and report
heRonraisal  on the general principles followed by financial
of Applications  institutions in extending such loans. The Group
for Term Loans  comprised, besides officials of the Bank, repre-
sentatives of scheduled banks and other financial
ingtitutions. The Report submitted by the Working Group
has been recently published by the Bank.

90. The Scheme for the guarantee of advances granted by
specified banks and other financia ingtitutions to small-scale
industries, initiated by the Government of

Guarantee for Indiain July 1960, to which a reference was made

Advances to in the last Report, made further progress during
Small-scale the year. The Guarantee Organisation received
Industries 2,949 applications for guarantee for sums agregat-

ing Rs. 10.7 crores up to the end of June 1962,
of which guarantees were issued in respect of 2,667 applications
for a total amount of Rs. 9.1 crores. The guarantee under
the Scheme was invoked in respect of one account and the Guaran-
tee Organisation paid its share of Rs. 540 in the default.
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Although 26 credit ingtitutions from al parts of the country
applied for guarantees, the bulk of the applications were from
the State Bank of India, which had been operating a Scheme of
liberalised credit for small-scale industries and had decided to
bring all advances to such industries under the guarantee cover.
In addition to the modifications introduced in the Scheme last
year to facilitate its working, certain other measures were adopted
this year to stimulate greater interest on the part of the credit
ingtitutions to enlarge their advances to small-scale industries.
Thus, in order to enable small industrial units, whose accounts
have been guaranteed under the scheme, to obtain licences with
expedition for the import of essential raw materials, spare parts,
etc., the Government of India have agreed to consider such appli-
cations on a priority basis if they are backed by the recommenda-
tions of the lending ingtitution. To stimulate lending by scheduled
banks to small-scale industries, these banks, as noticed earlier
in detail, were permitted to borrow additional funds at the Bank
rate from the Reserve Bank.

91. The Guarantee Scheme, which was sanctioned on
an experimental basis, completed two years of working on June
30, 1962.  As provided in the Scheme, a comprehensive review
of its working has been prepared and forwarded to the Govern-
ment of India for decision in regard to the continuance or other-
wise of the Scheme. The Scheme will continue to be operative
on the existing terms and conditions, pending a final decision in
this regard.

92. The State Bank of India's Scheme for the co-ordinated
provision of credit facilities to small-scale industries, which
was initiated in April 1956, also made further

State Bank’s progress during 1961-62. The number of units
gf nlltu . assisted and the credit limits sanctioned under
Soaall-sonle the Scheme increased from 2,644 and Rs. 9.2
Industries crores at the end of June 1961 to 2,918 and

Rs. 10.7 crores, respectively, at the end of June
1962 ; the amount outstanding increased over the year from
Rs. 45 crores to Rs. 5.0 crores. The Bank’s eight subsi-
diaries sanctioned limits aggregating Rs. 4.1 crores under the
Scheme to 549 units in their areas of operation, as against
Rs. 3.6 crores to 494 units at the end of June 1961, the amount
outstanding at the end of June 1962 being Rs. 1.7 crores. As
on June 30, 1962, the State Bank had also sanctioned credit
limits amounting to Rs. 3.9 lakhs to 12 industrial co-operatives.
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93. In 1958, the State Bank had agreed in principle to
extend medium-term advances to small-scale industries. A
Scheme was finalised in 1960-61 for granting reasonable amounts
of medium-term advances up to 7 years to small-scale units,
which were obtaining their working capital needs from the bank,
to meet the cost of modernisation, expansion, replacement etc.
During 1961-62, no such advance was granted by the bank, but
2 units were given interim financial accommodation of Rs. 1.1
lakhs, pending the completion of formalities.

94. The State Bank had entered into an agreement with
the National Small Industries Corporation in 1958, under which
the latter authorized it to finance up to 100 per cent of the value
of raw materials pledged as security by small industrial units
which secured orders through the Corporation. The Corpora-
tion guaranteed the advances of the State Bank to the extent of
the difference between the full value of the security and the value
up to which normally the State Bank makes advances, subject
to a maximum of Rs. 25,000 for each advance. As on June 30,
1962, limits aggregating Rs. 7.9 lakhs had been granted by the
Bank under the Scheme to 23 units. As the guarantee relating
to margins in respect of raw materials alone was not considered
adequate, it was decided in 1960 to enlarge the guarantee to
cover al stages of production from the purchase of raw materials
to the disposal of finished goods. A suitable Scheme for this
purpose is being drawn up in consultation with the Corpora-
tion.

IV. Co-operative Finance and Development Policy

95. In the sphere of agricultural finance, the Reserve Bank's
efforts continued to be directed towards the revitalisation and
strengthening of the machinery of co-operative
Financial credit. The volume of finance provided by
fgogﬂ,mda“m the Bank to the co-operative sector showed a
pera- . . ;
tive Banks further increase during the year under review.
Reference has been made in Section | of this
Report to the short-term finance made available by the Bank
to State co-operative banks at the concessional rate of 2 per
cent below the Bank rate for financing seasonal agricultural
operations and marketing of crops. The outstandings of the
loans thus made available stood at Rs. 114.8 crores at the
end of 1961-62, as compared to Rs. 100.1 crores at the end
of 1960-61, Rs. 78.2 crores at the end of 1959-60, and Rs. 56.3
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crores at the end of 1958-59. Medium-term loans sanctioned
by the Bank to State co-operative banks, out of the Nationa
Agricultural Credit (Long-term Operations) Fund, for agricultural
purposes have been referred to in Section | of this Report. The
outstanding amount of these loans stood at Rs. 11.7 crores
at the end of 1961-62, as against Rs. 8.8 crores at the end of
1960-61, Rs. 6.7 crores at the end of 1959-60 and only Rs. 22
lakhs at the end of 1954-55. |n addition, the Bank also sanction-
ed medium-term loans to State co-operative banks at the Bank
rate for advancing, through central co-operative banks and
societies affiliated to them, loans to small and medium cultivators
to enable them to purchase shares in co-operative sugar factories ;
the amount of such loans outstanding at the end of June 1962
was Rs. 10 lakhs. As in previous years, the Reserve Bank con-
tinued to subscribe to the debentures floated by central land
mortgage banks, a reference to which has also been made in
Section | of this Report.

96. In recent years, there has been a growing demand for
medium and long-term capital for financing agricultural develop-
ment, especialy for financing schemes of development which
are remunerative in character but which involve considerable
investment or long periods of waiting, such as rubber, coffee,
arecanut, etc. At the same time, the resources available for
medium or long-term investment in the agricultural sector are
inadequate in relation to requirements. With a view to augment-
ing the available supply of medium and long-term funds, it is
proposed to set up a statutory corporation to strengthen the
resources available to co-operative and other financing agencies
to make long-term advances for specia schemes of agricultural
development. Details of the proposal have been worked out
by the Reserve Bank and forwarded to the Centra Government
for consideration.

97. Earlier in this Report the importance of raising agri-
cultural production as well as productivity has been indicated.
To this end, sustained efforts have been made

Co-operative in the past few years through a variety of measures
Development including land improvement, extension of irriga
Policy tion facilities, distribution of seeds, fertilisers,

etc. Of gpeciad importance in this respect was
the launching of a new integrated scheme, known as the ‘Intensive
Agricultural District Programme’, to which a reference was made
in last year's Report. The scheme has been chiefly designed
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to achieve an immediate increase in the production of foodgrains
and other important crops in agriculturally favourable areas by
demonstrating the most effective ways of increasing production
through an intensive use of human and material resources. Under
this programme, which covers a period of five years beginning
from 1960-61, an intensive effort is being made to approach
farmers through co-operatives and panchayats, with a view to
promoting the adoption of an optimum combination of improved
practices by making available credit, seeds, manures, etc. and by
popularising methods of scientific tillage and progressive farm
management. The Programme, which was initiated in one
district in each of seven States, was extended to four more States ;
and in the seven digtricts covered last year, the number of blocks
was increased from 97 to 113. A new feature of the Programme
this year was the sdection of the Mandi district in Himachal
Pradesh for the development of agriculture and animal husbandry,
with financial and technical assistance from the Federal Republic
of Germany.

98. In the first year of its operation, the Programme made
satisfactory progress in severa respects. In the seven districts
in which it was introduced, the acreage covered increased from
3 lakh acres during 1960-61 to over 13 lakh acres. Popularisa-
tion of the “Combined Programme of Improved Practices’
resulted in a substantial increase in the consumption of chemical
fertilisers.  The first year of operation was also important from
the point of view of the experience gained, for this will pave the
way for more successful implementation of the Programme in
the coming years. For instance, attention was concentrated
during the year on identifying and removing some of the serious
bottlenecks and deficiencies in the effective implementation of the
Programme ; these were located mainly in the spheres of selec-
tion of areas, training of staff at lower levels, co-ordination between
the various departments and agencies, realistic assessment of the
credit requirements based on production plans and strengthening
and reorganisation of the credit and marketing structure. The
progress made in these directions has been under constant review
of the Working Group on Intensive Agricultural Digtrict Pro-
gramme, Which met four times during the year. In addition,
a high-level meeting was also held in Bombay in January 1962
at the Reserve Bank of India to consider the problems relating to
the provision of credit by the Reserve Bank in the ‘Package
districts. The working of the Programme was aso reviewed
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a a Conference of Agricultural Secretaries held in May 1962,
at New Delhi.

99. The Reserve Bank’s efforts in connection with the
Programme have been directed mainly towards encouraging the
co-operatives to participate more actively in the programme,
and strengthening and reorganising the co-operative credit and
marketing structure for that purpose. To this end, annual
programmes have been drawn up for aimost al the central banks
in the Package districts for the improvement of co-operatives
within their area of operation. Field studies are also being
undertaken to assess the position of co-operatives and to make
recommendations for their improvement. Rura Credit Officers
appointed by the Bank at the Regional Offices have been instruct-
ed to make monthly visits to the Package districts to review the
progress of co-operatives and to assist the district authorities in
finding solutions for problems arising in connection with the
provision of credit. The results so far have been encouraging.
Since the launching of the Programme, the owned funds of most
of the central banks in the first seven districts have increased
substantially ; available figures as of various dates between
September 1961 and May 1962 show that the owned funds of these
banks totalled Rs. 2.83 crores as compared to Rs. 2 crores at
the end of June 1960. Their deposits increased by Rs. 86 lakhs.
At the same time, overdues have been brought down appreciably.
A team consisting of the representatives of the Ministries of
Community Development and Co-operation, and Food and
Agriculture, the Reserve Bank and the Ford Foundation has been
congtituted to visit the Package districts to study the development
of co-operative marketing and make recommendations for its
improvement. A bench-mark and assessment survey in the
Package districts has aso been undertaken under the overall
guidance of an Expert Committee constituted by the Ministry
of Food and Agriculture. The Institute of Agricultural Research
Statistics of the Indian Council of Agricultura Research has
been entrusted with the task of guiding the co-ordination and
planning of this survey in the various States. Officias of the
Reserve Bank have also been associated with the assessment
and evaluation studies at various levels.

100. During the year, only two banks in the Thanjavur
district (Madras State) obtained special credit limits for a total
amount of Rs. 50.50 lakhs from the Reserve Bank under the
Package Scheme against production plans. The other banks
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in the digtricts covered by the programme could not avail them-
selves of the special credit limits, owing to the delay in the pre-
paration of production plans, but utilised their norma credits
which have shown a steady expansion. The procedure for the
granting of special credit limits for financing the Package
Programme is being reviewed by the Bank from time to time.

101. The Nationa Co-operative Farming Advisory Board,
set up by the Government of India for planning and promoting
the programme of co-operative farming in the country, on which
the Reserve Bank is aso represented, held its third meeting in
May 1962. At this meeting the Board reviewed the progress
of the programme of pilot projects organised during 1961-62
in 64 districts, and decided that the progress of the pilot projects
should be studied on the spot by a few members of the Board.
It also decided to start new pilot projects in 89 districts during
1962-63.

102. In view of the establishment of the Panchayati Rg
in several States, the Ministry of Community Development
and Co-operation congtituted in July 1961 a Working Group
on Panchayats and Co-operatives to examine the relationship
between and the impact of the working of Panchayati Rg on
co-operatives and to make recommendations regarding the
demarcation of responsibilities as well as measures to secure co-
ordination between Panchayats and co-operatives. The Working
Group was of the view that Panchayats have an important role
to play in the promotion and development of co-operative in-
gtitutions and should help in increasing membership, deposits
and share capita of the local co-operatives, supervising proper
utilisation and timely repayment of loans, etc. While the Work-
ing Group accepted the autonomy of a village co-operative, it
recommended that the Gram Sabha should have the right to
discuss matters relating to service co-operatives in so far as they
affect the economic development of the area. It also suggested
that the Panchayat and the managing committee of the co-
operative should meet at least once a quarter to thrash out com-
mon problems.

103. The Nationa Co-operative Development and Ware-
housing Board, set up in 1956 in terms of the Agricultural Produce
(Development and Warehousing) Corporations Act, continued
to provide loans and subsidies to State Governments under
the co-operative development plans for such purposes as contri-
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bution to the share capital of marketing and processing societies,
construction of godowns, employment of additiona staff, etc.
The Board appointed during the year a study team comprising
representatives of the Government of India, the Reserve Bank
and the State Bank to investigate into the co-operative marketing
of jute in West Bengal, paddy in Andhra Pradesh and wheat
in Rajasthan, and to recommend measures for its development.
The study team submitted its reports on the co-operative market-
ing of jute in West Benga and paddy in Andhra Pradesh in
November 1961 and February 1962, respectively, and the Board
has since accepted its recommendations in general. The Centra
Warehousing Corporation established warehouses at 22 centres
during the year, bringing the total number of warehouses esta-
blished by it so far to 62. The State Warehousing Corporations
opened 107 warehouses during the year to bring the aggregate
number of warehouses established by them up to the end of June
1962 to 374.

104. The Reserve Bank’'s Standing Advisory Committee
on Agricultural Credit met five times during the year. Some
of the important subjects discussed at these meetings were (a)
the proposal to set up a corporation for agricultural development
finance (aready referred to), (b) co-operative development in
Himachal Pradesh, Ddhi, Pondicherry and Kerala, (¢) policy
regarding formation of service co-operatives, (4) co-ordination
of activities of warehousing corporations and marketing societies,
(e) channelling of loans from the Life Insurance Corporation
to industrial co-operative estates through State co-operative
banks, (f) credit targets under the Third Plan and the resources
of the co-operative credit structure, (g) composite grain gola
scheme in Orissa, and (h) deposit insurance for co-operative
banks. The Committee generally welcomed the proposal to
set up an Agriculturad Development Finance Corporation and
emphasised the urgent need for drawing up sound schemes to be
financed by it. Asregards the credit targets fixed under the Third
Plan, the Committee was of the view that the targets, particularly
those relating to medium-term credit, were on the high side,
and has in this connection recommended that the position regard-
ing credit targets and resources should be reviewed every year,
so that the programmes drawn up are well within the capacity,
financial and other, of the co-operative credit structure.
The Committee also recommended a rapid survey of grain
golas in Orissa, which has already been undertaken by the
Reserve Bank.
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105. A Conference of the State Ministers of Co-operation
was held in New Delhi in October 1961. The Conference
reviewed the action taken on the recommendations of the Com-
mittee on Co-operative Credit and the Working Group on
Co-operative Farming, considered the reports of the Study
Team on Co-operative Training, the Committee on Co-operative
Processing and the Committee on Consumers Co-operation,
and made recommendations on various subjects such as co-
operative marketing of agricultural produce, relationship
between Panchayats and co-operatives, co-operative legidation
and multi-unit co-operative societies. As regards the fulfilment
of the targets of co-operative credit, the Conference suggested
various measures to increase the resources of co-operative socie-
ties such as attracting more deposits, insurance of deposits and
additional contributions by the Reserve Bank to the National
Agricultural Credit (Long-term Operations) Fund. On the
subject of co-operative marketing of agricultural produce, the
Conference was of the view that operations of co-operative mar-
keting societies would be greatly facilitated, if clear and firm
decision regarding the price policies of Government relating to
important crops were made and announced well in advance
of the agricultural season. It was also necessary to ensure
availability of adeguate marketing finance to co-operatives
to enable them to expand their business. The Conference sug-
gested that these and other problems relating to co-operative
marketing should be examined jointly by the Centra Govern-
ment and the State Bank of India

106. The Reserve Bank continued to give special attention
to the development of handloom finance. The last Report
referred to the introduction of the Pilot Scheme, the main objec-
tives of which are to bring within the co-operative fold as large
a number of handlooms as possible in the areas sdlected, to
expand their production and marketing activities, to strengthen
the share capital structure of the central banks to enable them
to provide adequate finance to weavers societies, to study the
organisational problems of weavers societies, etc. Of the nine
States so far selected for the intensive implementation of the
Pilot Scheme, officers of the Reserve Bank visited the pilot areas
in four States. During the year, some improvement was noticed
in the implementation of the Scheme in the pilot centres of five
out of the nine States. In the remaining States, the Scheme
could not be implemented fully due to inadequate response
from the State Governments in sanctioning the necessary field
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staff. The Bank assisted the State Governments in reforming
the co-operative sector of handlooms by making suitable sug-
gestions to them. For example, the Bank assisted the Kerala
Government in the amalgamation of three regional societies
into the Kerala State Handloom Weavers Co-operative Society
and in the proper maintenance of accounts by the apex society.
Officers of the Bank visited the Sholapur District Weavers Co-
operative Societies Federation, to examine its digibility for
Reserve Bank finance for trading in yarn. The Mysore Cotton
Handloom Weavers Co-operative Society and the U.P. Indus-
trial Co-operative Bank were aso inspected during the year.
Officers of the Bank also attended the Seminars held by the
various State Governments to discuss problems relating to hand-
loom finance. The financia assistance made available by the
Reserve Bank to the State co-operative banks for financing the
activities of weavers co-operative societies has been referred to
in Section | of this Report.

107. During the year, specia studies were conducted of
various small-scale industries like the wool industry in Rajasthan
and Mysore, the silk weaving industry in Madras, and the palm
gur industry in Madras, Andhra Pradesh, Kerala and Mysore
to ascertain their eligibility for Reserve Bank finance. It was
found that a very substantial measure of internal reorganisation
and of public support would be necessary before these industries
could be considered for finance under Section 17(2)(bb) of the
Reserve Bank of India Act.

108. The Report on the Survey of Urban Co-operative
Banks undertaken by the Agricultural Credit Department in
collaboration with the Economic Department and the Depart-
ment of Statistics, a reference to which was made in last year's
Report, was published by the Reserve Bank of India in August
1961. The main object underlying the Survey was to study the
organisation and working of urban co-operative banks and
their role in the financing of small-scale industries. The various
observations and findings contained in the Report have been
referred to the Registrars of Co-operative Societies for comments.

109. It will be recaled that the Reserve Bank of India
had conducted in 1951, an All-India Rural Credit Survey 1951-52
under the auspices of a small Committee of Direction. The
General Report on this Survey, which was published in Decem-
ber 1954, formed the basis for comprehensive proposals relating
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to rural credit and banking development in the country. Since
this Survey was mainly intended to provide guidance for policy
purposes, the Bank has now undertaken an All-India Rural Debt
and Investment Survey 1961-62, the main objective of which is
to obtain reliable estimates, with meaningful break-downs, of
debt, investment and other important indicators of the rural
economy for the country as a whole as well as separately for
the larger States. These estimates would constitute a bench-
mark with which the results thrown up by future Surveys could
be compared and the trends in the economy studied. For pur-
poses of the Survey, which covers the rural household sector of
all the States and Union Territories, a sample of 2,069 villages
spread throughout the country has been sdected ; of these,
1,901 villages are in the Reserve Bank’s sample and the remaining
168 villages congtitute the matching sample taken for investiga-
tion at State Governments cost. The fiedld work of the Survey
commenced in January 1962 and is expected to be completed by
December 1962.

110. In pursuance of the Bank’s policy of having, as a

genera rule, one central bank in each district and one apex bank

in each State, 13 taluka banks in the Vidarbha

. region of Maharashtra were amalgamated to

‘&“‘éﬁ.ﬁ?,‘:;’;‘;&?: form four district banks. The Andhra Co-

Banks operative Central Land Mortgage Bank and

the Hyderabad Central Land Mortgage Bank

were also amalgamated into the Andhra Pradesh Co-operative

Centra Land Mortgage Bank, with jurisdiction extending over
the whole of the Andhra Pradesh.

111. During the year under review, 293 co-operative banks

and 91 large-sized credit societies were inspected. Of the 1,804

inspections carried out so far, 93 were of State

. co-operative banks, 1,325 of central co-opera-

mgﬁfe’f tive pbanks, 20 of industrial co-operative bgnks,

Banks 11 of central land mortgage banks, and 355 of

miscellaneous societies. During the year, the

Bank held two Seminars on the inspection of co-operative

institutions for the benefit of the inspecting officers of the Agri-
cultural Credit Department.



53
V. Supervision and Regulation of Banks

112. During the year, 54 scheduled banks and 168 non-
scheduled banks were inspected under Section 35 of the Reserve
Bank of India Act, 1949. In addition, scrutinies
. of the affairs of 21 banks were carried out, five
mzﬂ? for examining the feasihility of voluntary amal-
Commercial gamation in terms of Section 44A of the Banking
Banks Companies Act, 1949, nine for issuing certifi-
cates for voluntary liquidation under Section
44(1), three for ascertaining whether there was a prima facie case
for misfeasance proceedings under Section 45 L(3) and one each
for issuing a certificate for a scheme of arrangement under Sec-
tion 44 B, for fixing the price of a bank’s shares on the basis of
its intrinsic or break-up value, for ascertaining the extent to
which a bank had implemented the directions issued to it, and
for determining the extent to which the investments and advances
of a bank had depreciated. The inspection of 33 foreign offices
of 7 Indian scheduled banks in Hongkong, Japan, Singapore,
Malaya, Thailand, Burma and Ceylon was also undertaken
during the year.

113. As in previous years, the Bank continued to pursue
vigoroudly the rectification of defects observed in the working
of banks. Periodical progress reports regarding action taken
by banks for rectifying defects brought to their notice were called
from 95 banks during the year under review. At the end of
June 1962, there were 92 banks submitting monthly progress
reports and 147 banks submitting quarterly progress reports.
In certain cases, informal discussions were held with represen-
tatives of the banks concerned with a view to drawing their
pointed attention to the more important defects in their working
and impressing upon them the need for taking expeditious steps
for improving their affairs. In cases where the findings of in-
spection called for stricter control over the affairs of the banks,
suitable directions were issued for compliance. At the end of
the year, 74 banks (20 scheduled and 54 non-scheduled) were
working under directions issued in terms of Section 35A of the
Banking Companies Act. In some cases, observers were also
deputed to attend the directors’ meetings and to carry out
periodical scrutiny of the current affairs of the banks.

114. The total number of banks which held licences remained
unchanged at 65 over the year ended June 1962. The deposits
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of these banks, together with the deposits of the State Bank of
India and its subsidiaries, which do not require a licence, account-
ed for about 96 per cent of the total deposits of all scheduled
and non-scheduled banks working in India. Licences were
refused to 7 banks during the year, bringing the aggregate number
of banks to which licences have been refused so far to 145.

115. During the year under review, eight non-scheduled
banks (with deposits aggregating only Rs. 33.6 lakhs) went into
liquidation. Of these, three had their registered

Liguidation offices in Kerda, two in Madras and one each
of Banks in Bihar, Madhya Pradesh and Mysore. Four
of these banks were ordered to be wound up by

the Courts, while the remaining four went into voluntary liquida
tion. Certificates under Section 44(1) of the Banking Companies
Act, 1949, were aso issued to 8 other banks (seven in Madras and
one in Kerald) to enable them to go into voluntary liquidation.

116. Last year's Report made mention of the winding
up of the Palai Central Bank Ltd. under an Order passed by the
Kerala High Court following an application made in this behalf
by the Reserve Bank of India. Subsequent to this Order, one
of the directors of the bank filed a petition in the Kerala High
Court for the issue of a certificate under Article 132(1) of the
Constitution for leave to appeal to the Supreme Court against the
judgement of the Kerala High Court but this petition was rejected
by the Court. The petitioner, thereupon, filed an application
in the Supreme Court for special leave under Articles 132 and
136 of the Constitution as well as an application for stay of
winding-up proceedings, pending the disposal of the former
application. One of the shareholders and depositors of the
bank aso filed a Writ Petition in the Supreme Court under
Article 32 of the Constitution challenging the constitutional
validity of Section 38(3) (b) (iii) of the Banking Companies Act,
1949, and an application for stay of winding-up proceedings
pending disposal of the Writ Petition. The Court did not grant
any interim stay of winding-up proceedings as requested by the
petitioners, but admitted the application for specia leave and
directed the petitioners to file in the Court copies of the relevant
records of the High Court so that the Appeal and the Writ Petition
could be heard together. The matter came up for hearing before
the Constitution Bench of the Supreme Court on November 15,
1961, and the Court, in their judgement ddivered on March 7,
1962, upheld the congtitutional validity of Section 38(1) and
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(3)(b)(ii) of the Banking Companies Act, 1949, and dismissed the
Appea and the Writ Petition.

117. Five banks were excluded from the Second Schedule

during the year ; three banks amalgamated with other banks

under Section 45 of the Banking Companies

Miscellaneous Act, 1949, one bank amalgamated with another

Matters relating bank on a voluntary basis and one bank which

to Banking had ceased transacting banking business was

refused a licence by the Reserve Bank under

Section 22 of the Banking Companies Act, 1949. The total

number of banks in the Second Schedule at the end of June 1962
was 81.

118. The tota number of offices of scheduled banks rose
further during the year by 224 to 4,492. Of the new offices, 53
were opened at places not formerly served by commercial banks.

119. A scheme of amalgamation was sanctioned during
the year in terms of Section 44A(4) of the Banking Companies
Act, 1949.

120. In accordance with the decisions taken at the mesetings
of the Implementation Committees on the Indo-Pakistan
Movable Property Agreement and the Banking Agreement, held
in July 1961, the Pakistan Government issued a notification in
August 1961 under Section 55 of the Pakistan (Administration
of Evacuee Property) Act, 1957, declaring 59 Indian banks as
non-evacuee concerns and exempting them from the operation of
the Evacuee Property Law. Another notification defreezing
the assets of evacuee Indian banks was also issued by the Pakistan
Government in December 1961. The exchange of lockers, articles
deposited for safe custody and the bank accounts and funds of
evacuees from areas comprising East Punjab and East Punjab
States on the Indian side and West Punjab and Bahawalpur
State on the Pakistan side, which was to have taken place on
September 30, 1961, was, however, postponed to November 30,
1961 on which date bank drafts aggregating Rs. 8.71 lakhs and
lockers and articles held in safe custody were handed over to the
Pakistan authorities. Simultaneously, bank drafts aggregating
Rs. 2.55 lakhs and lockers and articles held in safe custody were
also received from the Pakistan authorities. As regards the
grant of facilities to Indian banks for realisation of their assets
in Pakistan, the Government of Pakistan issued in February
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1962 ingtructions to the various departments to settle outstand-
ing claims of Indian banks including disbursement of the amounts
payable to them in respect of movable properties belonging to
or pledged or hypothecated to them and taken over by Govern-
ment departments.

121. In pursuance of its policy of organising and promoting
the training and education of personnel for commercial and
co-operative banks, the Reserve Bank continued
Education and to sponsor appropriate courses for different
Training categories of personnel. The Bankers Training
College, which was set up in 1954 for imparting
training in practical banking to the supervisory staff of commer-
cia banks, has so far conducted 37 senior courses at which 929
officers from al over the country have received training. The
intermediate course, which was commenced in September 1960
for providing training facilities to sub-managers, accountants
etc., has imparted training to 200 candidates at 9 such courses
conducted so far. Besides, 43 candidates drawn from various
State Financial Corporations and commercial banks eligible
for refinance facilities from the Refinance Corporation for Indus-
try received training in the specialised eight-week Industrial
Finance course, which was started in July 1960 ; two such courses
have been conducted so far.  The training facilities at the College,
which were hitherto available only to all scheduled banks and
those non-scheduled banks having deposits of Rs. 25 lakhs and
over, have now been extended to all non-scheduled banks with
deposits ranging from Rs. 5 lakhs to Rs. 25 lakhs. In addition,
on the recommendations of the Standing Sub-Committee of the
Central Committee for Co-operative Training, the apex and
central co-operative banks have also been permitted to avail
themsdlves of the training facilities at the College to enable their
officers to receive adequate training in commercial banking.

122. The suggestions of the Seminar organised by the
Reserve Bank in June 1961 for evaluating the training courses
conducted by the Bankers Training College, to which a reference
was made in last year's Report, were considered by the Advisory
Council of the College a a meeting held in December 1961.
Among the more important suggestions accepted by the Council
are (1) the introduction of a special course on Foreign Exchange
of about six weeks duration and (2) the inclusion of certain
new subjects (covering mainly problems of industrial finance
and staff management and special problems relating to bank
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advances) in the senior course, increasing its duration from nine
to ten weeks. The scope of the senior course has since been
expanded and its duration increased to ten weeks, beginning
from April 1962. As regards the introduction of the course on
Foreign Exchange, the Council has recommended that one or
two ad hoc courses might be conducted to start with and the
question of conducting the course on a permanent basis should
be decided later in the light of experience and response from
the banks. The first course on Foreign Exchange will commence
from September 1962.

123. The training scheme for co-operative personnel,
both departmental and institutional, progressed satisfactorily
during 1961-62. At the different courses conducted or super-
vised by the Central Committee for Co-operative Training, 56
senior officers, 221 intermediate level officers, 635 block level
co-operative officers, 199 officers for co-operative marketing,
71 officers for land mortgage banking, 133 officers for industrial
co-operation and 600 junior co-operative officers were trained
during the year. Besides, the Central Committee also conducted
a number of refresher courses and specia ad hoc courses at
different centres for teachers in co-operation and for certain cate-
gories of officers of the Co-operative Departments and co-operative
banks.

124. The Report of the Study Team on Co-operative
Training set up by the Government of India in November 1960,
which was submitted to Government in April 1961, was consi-
dered at a Conference of the State Ministers for Co-operation
held in October 1961. In view of the recommendations of the
Conference, which were subsequently approved by the Govern-
ment of India, the Centra Board of Directors of the Reserve
Bank decided that the Senior Officers Course, the Intermediate
Officers Courses, and the Special Short-term Courses on Co-
operative Marketing and Land Mortgage Banking conducted
at the Regional Co-operative Training Centres and financed by
the Reserve Bank should be transferred to the State Co-operative
Unions or the National Co-operative Union before July 1, 1962,
and as from that date, the Centra Committee for Co-operative
Training should cease to be a Committee of the Reserve Bank
for the purpose of providing training facilities for the above-
mentioned courses. Accordingly, a Committee for Co-operative
Training, set up by the National Co-operative Union of India,
with the approval of the Government of India, took over the
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work relating to co-operative training and education as from
July 1, 1962.

125. Under a programme undertaken by the Bank of pro-
ducing 12 films and 23 film strips on co-operative education and
training for use at the co-operative training centres, the produc-
tion of 10 films and a few film strips has been completed so far
and the balance is expected to be completed by the end of Sep-
tember 1962.

126. An important event during the year was the publica

tion by the Government of India at the end of June 1962 of the
Award of the National Industrial Tribunal

Award of (Bank Disputes), set up in March 1960 and pre-

the National sided over by Shri Justice K. T. Desal, for ad-
Wage Dirputes  judication in the disputes regarding wages and
ﬂmmg other service conditions between commercial

banks and their employees.

127. Under the Award, various pay scales have been
fixed for bank employees after classifying (a) the banks into
three classes on the basis of their working funds and (b) the
areas in which bank offices function into three categories, instead
of five classes of banks and four categories of areas under the
existing Award. The Tribunal has placed six small banks in a
separate ‘Excepted List’ in view of their low paying capacity.
As the sudden abolition of the fourth area is likely to cause
hardships to banks having offices in that area, the Tribunal has
provided that wages of the staff working in this area should be
increased in terms of the new Award on a graduated scale over
aperiod of four years. A large part of the existing dearness allow-
ance has been merged with the revised basic pay which has been
fixed with reference to the base year 1949. A new dearness
allowance scheme has been drawn up which provides for full
neutralisation of the rise in the cost of living in respect of sub-
ordinate staff and for 75 per cent neutralisation in respect of
other employees, the dearness alowance varying in accordance
with every increase or decrease of four points in the quarterly
average of the All-India Consumer Price Index (Base : 1949 =|00).
With a view to limiting the burden on banks in the matter of the
increased superannuation benefits arising on account of the
merger of a large part of the dearness alowance in basic pay,
the Award has prescribed a smaller amount than the actual
basic pay for the purpose of calculating the provident fund,
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gratuity and pension. Directions in the Award in respect of
wages, provident fund, pension and gratuity will have retrospec-
tive effect from January 1, 1962. In regard to other matters,
the Award will come into operation from the date from which
it is enforceable under Section 17(A) of the Industrial Disputes
Act. The banks have to implement the Award within a period
of five months as from that date.

128. The Report for 1959-60 had mentioned that the
Government of India had referred, in March 1960, the dispute
between the Reserve Bank of India and its employees to the
National Tribunal for adjudication. The hearings in this con-
nection have been concluded and the Tribuna’s Award is awaited.

V1. Accounts and Other Matters

129. During the accounting year ended June 30, 1962,
the Bank’s income, after making statutory and other provisions,
amounted to Rs. 53.98 crores, and expenditure,
Income and which included expenses of administration and
Expenditure provison for sundry liabilities and contingen-
cies, to Rs. 10.48 crores. Both income and
expenditure showed an increase over 1960-61, the former of
Rs. 1.91 crores and the latter of Rs. 0.91 crore. The net profit
available for payment to the Centra Government in terms of
Section 47 of the Reserve Bank of India Act was Rs. 43.50 crores
or Rs. 1 crore more than in the previous year. The increase in
income during the year was mainly due to interest realised on
larger holdings of rupee securities in the investment portfolio
(including the funding of ad hoc Treasury hills for Rs. 50 crores
in February 1962), offset to some extent by the decline in interest
earnings on reduced average holdings of sterling securities and
lesser advances availed of by scheduled banks, as well as in dis-
counts consequent on a shrinkage in the average holdings of and
lower discount rates on foreign and rupee Treasury bhills.

130. In view of the increasing demand on the Nationa
Agricultural Credit (Long-term Operations) Fund, an enhanced
contribution of Rs. 11 crores was made to this fund as against
Rs. 10 crores made in the previous year. A sum of Rs. 1 crore
was contributed to the National Agricultural Credit (Stabilisa-
tion) Fund.

131. The rise in expenditure amounting to Rs. 91 lakhs
was mainly under the heads ‘Establishment’, ‘ Security Printing’,
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‘Remittance of Treasure and ‘Agency Charges. The expendi-
ture under ‘Establishment’ was mainly due to the opening of
three new regiona offices of the Agricultural Credit Depart-
ment, a branch of the Exchange Control Department and the
launching of the All-India Rural Debt and Investment Survey
by the Department of Statistics. The staff of the Agricultural
Credit Department, Department of Banking Operations and
Issue Department was also augmented to cope with the increased
volume of work. The increase in the expenditure under ‘ Security
Printing’ was due to comparatively larger indents for Note Forms
and higher rates charged by the Security Printing Press for print-
ing Note Forms. The increase under ‘Remittance of Treasure
was on account of the reimbursement of costs of remittances to
a larger number of agencies and sub-agencies, while that under
‘Agency Charges was due to increased commission paid to the
State Bank of India and its subsidiaries on account of larger
turnover of Government transactions.

132. The Accounts of the Bank have been audited by

Messrs. S. B. Billimoria and Co. of Bombay, Messrs. P. K.

Ghosh and Co. of Calcutta and Messrs. Sastri

Auditors and Shah of Madras, who were appointed by

the Government of India as auditors of the Bank

by Notification No. F. 3(55)-BC/61 dated October 12, 1961

issued in exercise of the powers conferred by Section 50 of the
Reserve Bank of India Act.

133. Shri H. V. R. lengar retired as Governor of the Bank

on the expiry of his term of office on March 1, 1962. Shri B.

Venkatappiah also relinquished his post of

gfonp]poﬂ'tion Deputy Governor of the Bank on the same date

Ce;trea] to take over as Chairman of the State Bank of

Board India. The Board wishes to place on record

its high appreciation of the services rendered by
the retiring Governor and the Deputy Governor.

134. Shri P. C. Bhattacharyya was appointed as Governor
of the Bank for a period of five years, with effect from March 1,
1962, and Prof. D. G. Karve as Deputy Governor for a period
of two years as from that date.

135. The Central Board regrets to record the demise of
Shri B. P. Singh Roy, a Director of the Bank, on November 24,
1961 and places on record its appreciation of the services rendered
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by him to the Bank. In the vacancy, Shri Biren Mookerjee was
nominated by the Government of India in terms of Section 12(4)
of the Reserve Bank of India Act, as a Director of the Central
Board to represent the Eastern Area Local Board of the Bank.

136. Shri K. C. Mahindra and Prof. D. R. Gadgil retired
as Directors of the Central Board of the Bank on the expiry of
their term of office on January 14, 1962. The vacancies were
filled by the Government of India by the renomination of
Shri K. C. Mahindra and the nomination of Prof. C. N. Vakil
as Directors of the Centra Board in terms of Section 8(I)(c) of
the Reserve Bank of India Act, 1934. The Board places on
record its appreciation of the services rendered by Prof. D. R.
Gadgil dl through his long association with the Reserve Bank.

137. In terms of Section 12(3) of the Reserve Bank of
India Act, the vacancy caused by the death of Shri B. P. Singh
Roy on the Eastern Area Local Board was filled

Local Boards by the Central Board by the nomination of
Shri Biren Mookerjee, effective February 26, 1962.

138. Six meetings of the Central Board were held during
the year, three in Bombay and one each in Cacutta, New Delhi
and Madras. The Committee of the Centra

t'\ﬁf%'&%?a?f Board held fifty-two meetings, of which one was
léz:-gﬁaa:deits held in Madras, one in New Dehi and the rest

in Bombay.

139. The construction work of the Bank’'s office build-
ings at Netaji Subhash Road, Calcutta and at Laming-
ton Road, Bombay, was in progress during the
Bank’s year. The congruction of new office buildings
Premises at Kanpur and Patna will commence shortly
and plans for the office building a Bangalore
are being findlised. In accordance with the Bank’s policy to
establish an integrated and full-fledged office in each State, steps
are being taken to acquire land for the construction of office
premises at Gauhati, Bhubaneswar, Chandigarh, Jaipur, Ahmed-
abad, Bhopal, Hyderabad and Trivandrum. The question of
providing additional residential accommodation for the staff
a Bombay as well as at other centres continued to engage the
attention of the Bank. The construction of two staff colonies,
one at Bombay and the other at Calcutta, is expected to com-
mence shortly.
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140. During the year under review, three regiona offices

of the Agricultural Credit Department were opened at Hyderabad

(on February 14, 1962), Jaipur (on April 2, 1962)

Opening and and Gauhati (on May 1, 1962) and one office

closing of of the Exchange Control Department a Ahmed-

oices Of . abad (on December 1, 1961). A Public Debt

the Reserve Office, with jurisdiction covering the whole of

Bank Madhya Pradesh and thirteen districts of Maha-

rashtra, was aso opened at Nagpur on April 2,

1962. The Public Debt Office, established at Hyderabad in

November 1956, was raised to the status of a full-fledged office

on December 18, 1961, with jurisdiction extending over the whole
of Andhra Pradesh.



RESERVE BANK OF INDIA

Balance Sheet as at June 30, 1962
ISSUE DEPARTMENT

LIABILITIES

ASSETS

Notes held i n th

Banking

Depart
ment . .

Notesin circulation .
Total Notes issued .

Total Liabilities .

Rs. nP

43,30,86,120 Of
2076,68,18,076 5t

nP.

2119,99,04,196 504

2119,99,04,196

A. Gold Coin and

B.

Bullion :-

Rs.

nP.

Ea) Held in Indiq 117,76,10,478 8;

b) Held outside
India

Foreign Securitig¢s 91,68,16,579 32

Tota of A
Rupee Coin

Government of
India . Rupee
Securities

Internal Bills of
Exchange and
other Commer-

cial Paper

Rs.

209,44,27,058

19
116,23,73.644 04

1794,31,03,494 27

Total Assets

2119,99,04,196 50

£9




BANKING DEPARTMENT

LIABILITIES ASSETS
Rs. nP, Rs. nP.
Capital paid-up .. .. .. .. 5,00,00,000 00 | Notes ee ev oo .. 43,30,86,120 00
Reserve Fund 80,00,00,000 00 | Rupee Coin .. .. .. .. .. 1,32,899 00
National Agricultural Credit (Long-term Subsidiary Coin . . . . . . . . 3,00,064 99
Operations) Fund 61,00,00,000 00
National Agrxcultural Credit (Stablhsatlon) Bills Purchased and Discounted :-
Fund 7,00,00,000 00 ; Internal . .
. b) External .. ..
Deposits :- c) Government Treasury Bills.. .. 44,03,86,208 76
(a) Government Balances held abroad* .. 5,69,22,618 44
Elg Central  Government . 53,36,77,567 9 7 | Loans and Advances to Governments .. 34,89,45,067 50
2) Other Governments. . 25,48,76,773 3 4 | Other Loans and Advances .. ..| 134,93,36,734 53
(b) Banks . . Coe Coe 98,36,46,423 7 0 | Investments** . R ..| 278,85,34,794 29
() Others ceee oo 193,15,13,399 35 | Other Assets oo ..o 422763800 57
Bills Payable . .. .. .. 34,33,55,820 77
Other Liabilites . . . . . . . 26,33,38,322 95
Total Liabilities . . ..| 584,04,08,308 08 Total Assets . . . . . 584,04,08308 08
Contlr&gent liability on partly paid shares Rs. 4,06,66,666.67 *  Includes Cash and Short-term Securities.
(including sterling investments of £ 50,000 converted @ 1 sh. 6d.) ** Includes £ 269,375 held abroad.
P. C. BHATTACHARYYA,
N. D. NANGIA, Governor.
Chief Accountant. M. V. RANGACHARI,
Deputy Governor.
D. G. KARVB,

Dated July 24, 1962. Deputy Governor.
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RESERVE BANK OF

PROFIT AND LOSS ACCOUNT

INDIA

FOR THE YEAR ENDED
June 30, 1962 June 30, 1961 June 30, 1960
INCOME Rs. nl Rs. nl Rs. nP.

Interest, Discount, Exchange, Commission, €tc.

EXPENDITURE

Establishment

Directors and Local Board Members’ Fees and Expenses
Auditors Fees

Rent, Taxes, Insurance nghtlng, etc. .

Law Charges .

Postage and Telegraph Charg&s

Remittance of Treasure )

Stationery, etc.

Security Printing (Cheque "Note Forms, etc)
Depreciation and Repaurs to Bank Property .
Agency Char .

Contributions to aff and Superannuatlon Funds .
Miscellaneous Expenses . . . .

Net available balance . . O

Tota . .

53,97,62,586 37

52,07,05,659 6

~

47,56,98,191 3 3

4,66,39,181 5 6
50,264 04
30,000 00

27,82,335 45

146,220 81
448,868 18
3840,914 12
11,12,908 9 2
2,28,04.502 74
51,19,591 8 9
1,77.24,516 7 7
7,32,000 00
33,30,368 90

43,50,00,912 99

4,39,64,597 52
80,415 28§
30,000 00

26,07,806 11

1, 74, 51,898 O 5
53 54 407 67
1,75,17,517 59
7,32,000 00
31,40,173 13

42,50,00,895 50

3,99,90,211 06

1,19,78,666 19
46,33.013 68
1,01,12,875 95

7,32,000 00
26,09,481 10

40,00,12,602 49

53,97,62,586 37

52,07,05,659 6 6

47,56,98,191 3 3

§9



PROFIT AND LOSS ACCOUNT-Continued

i FOR THE YEAR ENDED

June 30, 1960

June 30, 1962 June 30, 1961

RS. nP. Rs. nP. Rs. nP.
Surplus payable to the Central Government . . . . N 43,50,00912 99 ] 42,50,00,895 50| 40,00,12,602 49
Balance Carried Forward e e Nil Nil Nil
Total . . .J] 43,50,00,912 99} 42,50,00,895 50| 40,00,12,602 49
&
RESERVE FUND ACCOUNT
By balance on June 30, 1962 . . . . . 80,00,00,000 00
By transfer from Profit and Loss Account . . . Nil
Total . . . . 80,00,00,000 00
N. D. NANGIA, P. C. BHATTACHARYYA,
Chief Accountant. Governor.
M. V. RANGACHARI,

Deputy Governor.
D. G. KARVE, aand

Deputy Governor.



REPORT OF THE AUDITORS
TO THE PRESIDENT OF INDIA,
We, the undersigned Auditors of the Reserve Bank of India, do hereby report to the Central Government upon the Balance
Sheet and Accounts of the Rank as at 30th June, 1962.

We have examined the above Balance Sheet with the Accounts, Certificates and Vouchers relating thereto of the Central

Office and of the offices at Calcutta, Bombay and Madras and with the Returns submitted and certified by the Managers of the other
Offices and Branches, which Returns are incorporated in the above Balance Sheet, and report that where we have called for explana
tions and information from the Central Board such information and explanations have been given and have been satisfactory. In
our opinion, the Balance Sheet is a full and fair Balance Sheet containing the particulars prescribed by and in which the assets have
been valued in accordance with the ReserveBank of India Act, 1934 andthe Regulations framed there under and is properly drawn up
so as to exhibit a true and correct view of the state of the Bank’s affairs according to the best of our information and the explana-
tions given to us, and as shown by the Books of the Bank.

S. B. BILLIMORIA & CO.,

P. K. GHOSH & CO., Auditors.
Dated July 24, 1962. SASTRI & SHAH.
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