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LETTER OF TRANSMITTAL

Reserve Bank of India,
Central Office,
Bombay.

August 19, 1966.
Sravana 28, 1888 (Saka).

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

Department of Economic Affairs,

New Dehi.

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 Annual Accounts of the Bank for the year ended the
30th June 1966 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 1966.

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, 1965 — June 30, 1966

|. DEVELOPMENTS IN THE ECONOMY

The twelve months, July 1965 to June
1966, were a period of very great anxiety and
strain for the Indian economy leading finaly
to the devaluation of the rupee. Already the
economy was suffering from inflationary
pressures as a result of high levels of expen-
diture by the Government for defence and
development financed increasingly by recourse
to the banking system. Two unrelated deve-
lopments, namely, the armed conflict with
Pakistan and an unprecedented failure
of the monsoon intensified these pressures.
The conflict with Pakistan led to interruption
in foreign aid and thereby added to the existing
difficulties in the balance of payments. The
faillure of the monsoon resulted in a severe
set-back to agricultural production. There
was a noticeable dowing down in the rate of
growth of industrial production too. Partly
this was the result of a fal in demand for
cotton textiles and partly of shortages of
electrical power and of imported raw materias

. and components.

2. In sharp contrast to the deterioration on
the supply side, monetary demand expanded
rapidly as budgetary expectations of a small
surplus in the Union Budget and reduced
outlays in the State Budgets envisaged for
1965-66 did not materialise, despite efforts
by the Centre to raise additional resources
through a supplementary budget. Govern-
ment had to increase further its reliance on the
banking system to finance the deficit. Under
the impact of larger disbursements by Govern-
ment, money supply with the public, parti-
cularly currency, rose substantially during
the year. In the result, the imbalance between

regate  supply and regate demand
\?a?r%fr? had exPs'?e)é over arr%]gst gof the Third
Plan period considerably worsened. Re-
flecting this the index of wholesale prices
showed a much larger rise than in the prece-
ding year-18.2 per cent as against 7.2 per
cent. Nearly four-fifths of the rise in prices

was on account of food articles and industria
raw materials.

3. In the external sector of the economy,
payments difficulties became more acute.
Not only did exports cease to grow despite
a widening of schemes of export assistance
invarious forms but even the existing level of
exports could not be maintained as exports
became increasingly uncompetitive due to
price inflation. Payments for imports, on
the other hand, which were at high levels
showed only a small decline despite severe
import restrictions, largely as a result of addi-
tional demands on account of the set-back
in agriculture giving rise to payments on
account of food imports and freight thereon.
The suspension of foreign assistance, follow-
ing the conflict with Pakistan, by some major
aid-giving countries worsened the difficulties
and necessitated a further recourse to the
International Monetary Fund to relieve the
pressures on the foreign exchange reserves.

4. To meet the problems posed by mount-
ing inflatianary pressures a number of mea
sures were taken.  Credit control, both over-
all and selective, was further tightened.
Government intensified its efforts to raise
further resources. Statutory rationing of
foodgrains was extended. Import duties were
raised and the area of selective measures of
export promotion widened. For the first
time an incentive was offered under the
National Defence Remittance Scheme for
certain categories of inward remittances.
It became increasingly obvious, however,
that the existing parity of the rupee had
become more and more unredistic and im-
peded efforts to improve the balance of pay-
ments and that selective measures were of
limited use in meeting this problem. The
par value was, therefore, atered by devaluing
the rupee on the 6th June by 36.5 per cent.
This action was accompanied by abolition of



schemes of export incentives and subsidies,
adjustments in import/export duties and some
liberalisation of imports.

Trends in Production and Prices

5. Agricultural production declined sub-
stantialy in 1965-66 due to inadequate rain-
fall, particularly in western, central and
eastern regions of the country. Foodgrains
output is estimated to show a fal of 18.8
per cent from 89 million tonnes in 1964-65
to 72.3 million tonnes in 1965-66. The
shortfall seems to be particularly serious in
the case of rice, the output of which is nearly
8.4 million tonnes less than the previous year's
level of 39 .O million tonnes. Among com-
mercial crops, production of groundnuts is
expected to be about 32 per cent less, that
of raw jute and mesta about 25 per cent less,
and of cotton 1.8 per cent less than in the
previous year. The output of sugarcane
remains unchanged.

6. The rate of growth of industrial pro-
duction during the financia year 1965-66
slowed down to 4.0 per cent as compared
to 7.0 per cent in 1964-65. The principal
factor responsible for this was the decline of
3.5 per cent in the output of cotton textiles,
which has a weightage of 32.1 per cent in the
general index, due to accumulation in the
earlier part of the year of unsold stocks
with mills resulting from lower offtake, and
due to shortage of power supply in certain
regions. Excluding cotton textiles, the index
of industrial production would show an in-
crease by 6.2 per cent in 1965-66 (compared
to 7.2 per cent in 1964-65). Other industries
which showed a decline in output were railway
wagons, fertilisers and woollen textiles.
Reduced availability, particularly in the
latter half of the vyear, of imported
components and raw material affected the
rate of utilization of capacity in such in-
‘dustries as fertilisers, automobiles, woollen
textiles. The rate of increase in the output of
jute manufactures had also dackened in the
last quarter of the year owing mainly to short-
age of raw jute supplies, following the decline
“in raw jute output for the second year in succes-
‘sion. The performance of certain basic and
intermediate goods industries was, on the
other hand, encouraging. Output of iron
and steel, alurninium and cement showed

significant increases due to commissioning
of new capacity and intensive utilisation of
existing capacity. Following the increase in
output of the coal-consuming industries,
production of coa rose significantly. Out-
put of sugar during the 1965-66 season is esti-
mated at 3.5 million tonnes compared to 3.3
million tonnes in 1964-65. For the Third
Plan period as a whole, the average annua
increase in industrial output works out to
6.8 per cent as compared to the target of
11 per cent.

7. The general price level rose substantialy
during the year July 1965—June 1966 mainly
on account of the rise in the price of food
articles and industrial raw materials. The
wholesale price index (base : 1952-53=100)
moved up from 158.3 at the end of June
1965 to 167.3 by the middle of August. There-
after the index number fluctuated for severa
months between 165 and 171. From March
1966, however, it began a strident rise and
stood at 187.1 at the end of June 1966, re-
cording a rise of 18.2 per cent over the year
compared to 7.2 per cent in the preceding
year. The usual post-harvest price decline
was conspicuous by its absence. Reflecting
the deterioration in the genera price leve,
particularly of food articles, the All-India
consumer price index for working class
(base : 1949 = 100) rose by 13.5 per cent to
185 between July 1965 — June 1966. In.
the preceding year, this index had recorded
an increase of 8.7 per cent.

8. Almost all the constituent groups of
the wholesale price index contributed to the
rise in prices. The rise was very marked
in industrial raw materials-28.8 per cent
compared to 15.0 per cent in. the previous
year. Amongst individual items in this
group, raw jute showed an increase of as
much as 44.9 per cent. This was closely
followed by oilseeds with an increase of 36.3
per cent. The index number for food articles
showed an increase of 19.4 per cent as com-
pared to 4.0 per cent in the previous year.
Prices of edible oils showed an incresse of
49.7 per cent and of rice 30.5 per cent. These
two groups together thus explained nearly
four-fifths of the rise in the general index.
The prices of manufactures also rose steeply
during the year (11.7 per cent compared to
8.6 per cent in the preceding year). The



annual average weekly index of wholesale
prices for 1965-66 at 171.3 recorded a rise of
36.2 per cent as compared with the level five
years earlier.

Price Policy

9. This sharp al-round increase in prices
emphasised the urgency of remedial action to
relieve the distress of consumers in the low
income groups on the one hand and to stimu-
late production on the other. In order to
augment the availabilities of foodgrains in
the immediate future, imports were increased
from 6.3 million tonnes in 1964 to 7.5 million
tonnes in 1965. During the first six months
of 1966 imports of foodgrains amounted to
5.31 million tonnes as compared to 3.78
million tonnes in the first six months of
1965. Simultaneoudly, internal procurement
was intensified. Statutory rationing  was
introduced in important towns and industrial
areas around them. To protect the consumers
from excessive rise in prices of foodgrains,
many States have fixed maximum wholesale
and retail prices for rice and wholesale prices
for paddy. The policy of guaranteed mini-
mum  support prices for certain major
ceredls (viz. paddy, jowar, bgra and maize)
has been continued for the 1966-67 season in
order to stimulate production. An impor-
tant decision bearing on the price policy was
the appointment of a committee to examine
the present arrangements regarding move-
ment, procurement and distribution of food-
grains in the country and to suggest modi-
fications if deemed desirable.

10. In regard to industrial commodities
the steps taken during the year to stimulate
larger output in various ways-include provision
of incentives through higher prices, grant
of fiscal concessions, withdrawal of price, sae
and distribution controls and exemption of
industries from the licensing provisions of
the Industries Act. The ex-factory prices of
sugar and prices of controlled varieties of
mill made cloth were increased during the year.
The budget for 1966-67 extended the indus-
trial development allowance to the tea in-
dustry and at the same time expanded the
list of priority industries eligible for higher
development rebate to include tea, news-
print and printing machinery. The price

control on pig iron and certain categories of
imported steed was withdrawn, while the ce-
ment industry was freed from price and
distribution controls. Government exempted
in May 1966, 11 industries from licensing pro-
visions. The Scarce Industrial Materias
Control Order promulgated in September
1965 during the conflict with Pakistan, was
repealed in June 1966.

Resources Position : Public Sector

11.  The budgetary position of the Govern-
ment, Central and State, showed considerable
deterioration during the year. The distress
caused in several areas by the failure of the
monsoon and the resultant shortfall in agri-
cultural output strained the budgetary position
and necessitated further efforts at mobilisa-
tion of additional resources.

12. Reflecting the Government’'s anxiety
to minimise the inflationary impact of ex-
penditure, the Central Budget for 1965-66
envisaged a small surplus of Rs. 3 crores
after providing for some concessions in re-
gard to both direct and indirect taxes. The
States, on the other hand, budgetted for
deficits amounting to Rs. 79 crores even
after providing for reduced outlays. How-
ever, according to the revised estimates for
1965-66 (April-March), the budgetary position
of the Centre shows a deterioration from
an overal surplus of Rs. 3 crores to a sub-
stantial deficit of Rs. 115 crores and if the
funding of ad hoc Treasury Bills of Rs. 50
crores is taken into account, the overall
deficit would amount to Rs. 165 crores
(Revised Estimates). This deterioration has
taken place despite the efforts made to raise
additional revenue to the extent of Rs. 111
crores in the Supplementary Budget of
August 1965. This has happened due largely
to increases in outlays, the pause in foreign
aid, the failure of monsoons and larger assis-
tance to States. The overall budgetary
position of the States has also deteriorated
as is reflected in the widening of the deficit
from Rs. 79 crores in the budget estimates
to Rs. 189 crores in the revised estimates for
1965-66. Thus, the budgetary operations of
the Government, Central and State, still
continue to be a major inflationary factor in
the economy.



13. Additional taxation at the Centre was
estimated to yield about Rs. 2,276 crores for
the entire period of the Third Plan, thus ex-
ceeding the plan target of Rs. 1,100 crores. As
for States, the yield from additional taxation
during the five years of the Third Plan reached
the target of Rs. 610 crores. As at the end of
1965-66, which is the last year of the Third
Plan, the ratio of Central and State tax revenue
to national income is expected to be 14 per
cent compared to 9.6 per cent at the end of
the Second Plan.

14. For the fiscal year 1966-67, which is
the first year of the Fourth Plan period, the
budget of the Centra Government shows
an overal deficit of Rs. 32.25 crores taking
into account the concessions which were
made after the announcement of the budget.
The State Budgets are estimated to show an
overall deficit of Rs. 35 crores. There has
thus been a considerable pruning down of the
overall deficit. The Centre, in particular, has
stepped up taxation which is expected to yield
an additional Rs. 106 crores made up of
Rs. 54.61 crores under direct taxes and
Rs. 51.36 crores under indirect taxes over
the yield at the 1965-66 rates of taxation.
The State Budgets for 1966-67, also provide
for fresh taxation, amounting to Rs. 15
crores.

15. The tax proposals for 1966-67, have been
designed to correct the adverse trends pre-
vailing in the economy. In the context
of continuing pressure on prices, the budget
seeks to promote greater output in all the
key sectors of the economy and encourage
savings by improving the psychologica cli-
mate. Simultaneously, the budget has re-
emphasised the need to restrain public expen-
diture, particularly on general administra-
tion and on new development projects which
may begin to yidd output only after consider-
able period. The proposals in regard to direct
taxes have been formulated to provide a mea
sure of relief to persons in low-income groups
and to offer some incentives to the corporate
sector in order to promote savings and capital
formation. Thus in regard to taxation of
persona incomes, the exemption limits as aso
the personal allowances have been raised.
The removal of the capital gains tax on notio-
nal gains arising from bonus issues and the
softening of the rigours of the dividend tax

are calculated to revive the capital market and
to increase the flow of private savings to
industry in the form of equity participation.
As regards indirect taxes, the changes pro-
posed in the budget aim at restraining con-
sumption and increasing exportable surpluses
to the extent that this can be done without
causing much hardship to consumers.

16. With the substantial rise in aggregate
expenditure, plan and non-plan, the need for
mobilisation of additional resources became
imperative during the year. The Centre
borrowed from the domestic capital market
in two instaiments. The first in June, re-
presenting the normal borrowing” by the
Centre, comprised two loans, viz. a six-year
4% per cent Loan, 1971 and a twenty-five-year
54 per cent Loan, 1990 for a total sum of
Rs.251 crores (gross). The second instalment of
bofrowing in October 1965, was in the nature
of an emergency Toan, comprising two Defence
Loans, viz. a three-year 4} per_cent National
Defence Loan, 1968 and a seven-year 4% per
cent National Defence Loan, 1972. Sub-
Scriptions to these two Defence Loans amount-
ed to Rs. 27.6 crores. The State Govern-
ments floated Toans in August 1965, actual
subscriptions to which amounted to Rs. 106.74
crores slightly exceeding the notified sum
(Rs. 101 crores). The net market borrowings
by the Centre and the States at Rs. 219
crores were somewhat larger than in 1964-65
(Rs. 190 crores). With the larger borrowings
by the Government, the gilt-edged market
remained easy during the greater part of
the year.. In fact, the State loans floated
in August 1965, went to a sizeable discount
soon after their floatation. Apart from the
process of reaignment of the existing yields
to higher levels, the market was affected
by the tight money conditions that prevailed
almost throughout the year. Moreover,
investment in Government securities by
the seheduled banks in the slack season
of 1965 rose by Rs. 139 crores only compared
to Rs. 258 crores and Rs. 146 crores, respec-
tively, in the slack seasons of 1964 and 1963,
thus reflecting the strained liquidity position
of the banks. Consequently, Reserve Bank’'s
open market operations resulted in smaller
net saes of Rs. 42 crores (excluding pur-
chases from the State Bank of India on ac-
count of P. L. 480 funds) than in 1964-65
(Rs. 61 crores) and 1963-64 (Rs. 74 crores).



17. There was a marked rise in small
savings during the year mainly on account
of post office savings banks deposits which
include registration deposits for purchase of
cars/scooters, required to be made at Post
Office Savings Banks since July 1965. Net
collections of small savings during the finan-
cial year 1965-66 at Rs. 146.5 crores (provi-
sional) were larger by Rs. 16.2 crores than in
1964-65. Besides the inclusion of regis-
tration deposits, other factors such as
raising of interest rates and introduction of
new series have also contributed to the rise in
small savings. Voluntary contributions to
the National Defence Fund set up in 1962,
amounted to Rs. 17.44 crores in cash, 0.5
lakh grammes in gold and 1.5 lakh grammes
in silver during the year ended March 31,
1966.

18. With a view to mobilising foreign
exchange resources for national defence,
National Defence Gold Bonds, 1980 were
offered for subscription in gold, gold coin
and gold ‘ornaments and the National De-
fence Remittance Scheme was announced.
The new gold bonds are redeemable in gold
on maturity and carry tax concessions and
other inducements. As on May 31, 1966,
total subscriptions to the Gold bonds
amounted to 13,558 kgs. Under the National
Defence Remittance Scheme, Indian nationals
receiving remittances from abroad by way
of gifts, family maintenance or capital with-
out repatriation facilities between October
26, 1965 and May 31, 1966, were dligible for
the grant of import licences upto 60 per cent
of the rupee equivalent of remittances, in
their own name or in the name of parties
designated by them. Persons resident abroad
also were given facilities to benefit from the
scheme through the opening of specia ac-
counts with the authorised dealers. By May
31, 1966 remittances received under the
Scheme from abroad amounted to about
Rs. 70 crores'.

The Private Sector

19. Over most of the period under review
the capital market worked at a low ebb. The
faling trend in stock and share prices con-
tinued till December 1965 and there was
considerably less activity in the new issues

market. It issignificant that even at a reduced
level of new issue lloatation the flow of fresh
funds into the market was inadequate to meet
the demand. The private sector, therefore,
experienced considerable difficulties in obtain-
ing funds and new issues had to rely even more
heavily on underwriting by financial institu-
tions: These institutions in turn relied to
a greater extent on the Government for obtain-
ing the necessary funds. The cumulative
rise in prices in recent years has resulted in
a steady erosion of the rea value of money
incomes and savings. It has also affected
to some extent the household sector’s capacity
to save. Unless the inflationary trend is
arrested it will be extremely difficult to find
genuine savings for plan schemes both in the
public and private sectors. Reflecting these
trends in the capital and stock markets, the
Reserve Bank’s index of variable dividend
securities (base : 1961-62 = 100) declined
from 80.9 at the end of June 1965 to 71.3
by mid-December before recovering to the
earlier level (80.9) by end-June 1966. The
pace of recovery improved after the announce-
ment of fiscal reliefs and concessions in the
1966-67 budget. Over the year the index
thus showed no net change whereas it had
declined by 4.3 per cent in the year ended
June 1965.

20. The activity in the new issue market
was at a much lower level than in the previous
year with capital issues (particularly equity
issues) through prospectus and rights re-
cording a decline during the year. The
amount of foreign participation in respect of
the prospectus issues had also declined.
Consents for capital issues of shares (other
than bonus) and debentures, which indicate
investment intentions of entrepreneurs, were
substantially lower at Rs. 86 crores in 1965-
66 compared to Rs. 104 crores in 1964-65.
Consents for bonus issues amounted to
Rs. 35.9 crores amost the whole of which
followed the tax relief provided in the 1966-
67 budget to both companies as well as in-
dividual investors in respect of bonus issues.
The spate of bonus issues has continued,
the consents for bonus issues rising to Rs. 48.3
crores during April-mid July. Security-wise,
there was a decline in the consents for equities
from Rs. 68 crores in 1964-65 to Rs. 57 crores
in 1965-66 and for debentures from Rs. 28
crores in 1964-65 to Rs. 17 crores in 1965-



66. Those for preference shares, however,
rose by Rs. 4 crores to Rs. 11 crores in the
year.

21. During the year, the Government made
further efforts to revive the capita market,
by offering incentives, fiscal and other. The
development rebate in respect of new plant
and machinery installed after March 31,
1965, by the industries specified in the Fifth
Schedule to the Income-tax Act, was increased
from 25 per cent, as provided in the 1965-66
budget, to 35 per cent in the Supplemen-
tary Budget of August 1965. The 1966-67
budget has provided a few more concessions.
The company surtax has been reduced from
40 per cent to 35 per cent. The companies
have aso been exempted from the 7.5 per
cent tax on the amount distributed as divi-
dend so long as this amount does not exceed
10 per cent of paid-up equity capital. More-
over, the 12.5 per cent bonus issues tax on
companies and the notional capital gains
tax in respect of bonus shares in the hands of
individual investors have been abolished.
Specia tax concessions available to specified
industries have been extended to three more
industries, viz. tea plantations, newsprint and
printing machinery by including them in the
list of priority industries. A number of
industries which do not depend on imports of
raw materials and components and thereby
do not draw on the foreign exchange re-
sources have aso been exempted from the
licensing provisions of the Industries
(Development and Regulation) Act, 1951.
Besides, the resources of the All-India term
lending financial institutions were further
augmented through grants of loans by the
Government.

22. The assistance provided by financial
ingtitutions* by way of loans, underwriting
and direct subscriptions, which reflects the gap
in market resources available to the private
sector, amounted to Rs. 163 crores during
the year (April-March) compared to Rs. 92
crores in 1964-65. Disbursements by these
institutions during the same period also
stood appreciably higher at Rs. 99 crores as
against Rs. 70 crores in 1964-65. With the
strengthening of the ingtitutiona machinery
and gathering of greater experience in the

appraisal of industrial projects, the IDBI
stepped up considerably the volume of its
operations. Total assistance sanctioned by
the IDBI-including refinance facilities to
eligible financia institutions as well as guaran-
tees for loans and deferred payments—
increased from Rs. 54 crores in 1964-65 to
Rs. 85 crores in 1965-66. There was an
impressive rise in disbursements from Rs. 24
crores to Rs. 51 crores. In addition to its
assistance to industrial concerns by way of di-
rect loans, underwriting, guarantees and redis-
counting of bills as well as refinance assistance,
the IDBI introduced on April 1, 1966, a scheme
of participation in industrial loans and guaran-
tees. The scheme involves sharing of risks
(with those financia institutions which are
eligible for refinance facilities) to the extent
of IDBI’s participation. The Life Insurance
Corporation of India aso continued to assist
the private sector through its investments
in industrial securities; its investments in
shares and debentures of joint stock companies
rose from Rs. 144 crores in March 1964
to Rs. 159 crores in March 1965. Larger
assistance to small scale industries was pro-
vided through the Government of India's
Credit Guarantee Scheme administered by
the Reserve Bank as well as the scheme of
assistance under the auspices of the State
Bank.

Trendsin Money and Credit

23. The growing pressure of demand in
relation to the inadequate growth of output
was an important factor in the worsening
of the price situation. Money supply, repre-
senting monetary demand in the economy,
rose substantially by Rs. 429 crores (or by
10.3 per cent) during the accounting year
1965-66 as against Rs. 359 crores (or 9.4
per cent) in the previous year. The increase
was much larger in the currency component
of money supply than in deposits, the former
having gone up by Rs. 230 crores (compared
to Rs. 187 crores in 1964-65), and the latter
by Rs. 199 crores as against Rs. 172 crores
in 1964-65. Total monetary resources (com-
prising money supply and time deposits),
which provide a truer measure of aggregate
monetary demand, expanded by Rs. 658
crores (or by 11.6 per cent) in 1965-66 com-

* Comprising the 1.D.B.1., the I.F.C, the I.C.J.C.I, the S.F.Cs and the S.I.D.Cs.



pared to Rs. 509 crores (or 9.8 per cent) in
1964-65. At a time when aggregate supply
was ‘adversely affected such growth in mone-
tary resources only served to aggravate the
exigting imbalance between aggregate demand

and aggregate supply.

24. The monetary expansion during the
year stemmed mainly from the large magni-
tude of bank credit extended to the Govern-
ment. Bank credit to the Government com-
prisng investments in Government securities
by the Reserve Bank and other banks (ex-
cluding investments of P.L. 480 and P.L. 665
funds) and ways and means advances adjusted
for Governments' cash balances with the
Bank, rose by Rs. 596 crores which is nearly
twice the increase (of Rs. 303 crores)
recorded in 1964-65. ‘Credit extended by the
Reserve Bank to the Government showed
a much larger rise of Rs. 389 crores (com-
pared to Rs. 169 crores last year) than the
increase in commercial bank credit to Govern-
ment (Rs. 207 crores in 1965-66 compared
to Rs. 134 crores in 1964-65). In contrast,
bank credit to private sector was, unlike in
the previous year, contractionary in its impact
on money supply. There was a small decline
of Rs. 18 crores in net bank credit to private
sector, which was the net result of a smaller
increase in bank credit (Rs. 231 crores in
1965-66 compared to Rs. 293 crores in the
previous year) and a larger growth in time
deposits* of Rs. 249 crores as against Rs. 212
crores last year. The impact on money
supply of balance of payments position (as
measured by changes in net foreign exchange
assets of the Reserve Bank) was expansionary
to the extent of Rs. 60 crores. In 1964-65,
on the other hand, balance of payments
position exerted a contractionary influence
on money supply to the extent of Rs. 31
crores. Money supply with the public showed
a larger contraction (Rs. 43 crores) in the
1965 dlack season than in the dack season of
1964 (Rs. 33 crores). The expansion in money
supply during the 1965-66 busy season was
Rs. 480 crores as compared to Rs. 389 crores
in the 1964-65 busy season.

25. The credit situation over the year
was characterised by a markedly  slower
pace of credit expansion by the banking

system, accompanied by a slightly faster
rate of deposit growth. The pressure on
banks' liquidity was consequently lighter,
with the credit-deposit ratio moving down
by 3.7 percentage points to 72.7 per cent.
Credit expansion amounting to Rs. 202
crores (or 9.8 per cent) during the year
was much smaller than in the preceding year
(Rs. 295 crores or 16.6 per cent). Scheduled
banks deposits increased by Rs. 415 crores
(or 15.3 per cent) compared to Rs. 323 crores
(or 13.5 per cent) in 1964-65.

26. In the 1964-65 busy season there had
occurred a record credit expansion of Rs. 407
crores and by the end of June 1965, the level
of credit had contracted by Rs. 45 crores only.
Consequently, the credit-deposit ratio at 76.4
was 2 percentage points higher than at
the end of June 1964. Notwithstanding the
bumper foodgrains output in 1964-65, the
price situation was under severe pressure
during the 1965 dack season. As the pace
of credit contraction in the season was not
adequate, the Bank took further restrictive
action so as to accelerate the pace of con-
traction and to assist in holding the prices of
essential commodities in the lean period.
Selective credit controls in respect of advances
againgt foodgrains, vegetable oils and oilseeds
were tightened, while unsecured advances
were frozen at the overall level reached on
June 25, 1965. Ceilings were placed on
advances against vegetable oils and margin
requirements in respect of advances against
cotton and kapas were imposed for the first
time,

27. In the wake of the Pakistani aggression
in September 1965, a selective relaxation of
credit control measures was called for, so that
the defence effort would not be hampered.
The restrictions on unsecured advances were
withdrawn, while selective credit controls
were liberalised somewhat. Banks with
branches in border areas were specidly ins-
tructed to render al possible assistance to
industry and trade to enable them to maintain
production and supply. To take into account
the special difficulties faced by the textile
industry following the dislocation of trade
as a result of the Indo-Pakistani conflict, the
Bank introduced a scheme of specia accom-

* Adjusted for P.L. 480 and P.L. 665 deposits.



modation to banks under the Bill Market
‘Scheme for facilitating financial assistance
to cotton textile mills which had accumulated
large stocks of finished goods. Banks were
also called upon to finance the increasing
sugar stocks with mills owing to the record
output in the 1964-65 season and to support
the food procurement operations undertaken
by Governments and their agencies in order
to conserve the available supplies during
the lean period. In the result, credit con-
traction in the 1965 slack season was relatively
small, amounting to Rs. 93 crores which
formed only 23 per cent of the busy season
expansion, as against Rs. 139 crores or 37
per cent in the 1964 dack season. On the
other hand, the growth in deposits of sche-
duled banks, a Rs. 178 crores was Rs. 33
crores or 16 per cent smaller than the growth
in the 1964 dack season. The addition’to their
Government securities portfolio of Rs. 139
crores was only about one-half of that in
the 1964 dack season. Consequently, the
investment-deposit ratio at 30.5 per cent at the
end of October 1965, was 4 percentage
points lower than a year ago. Partly on
account of the inadequate contraction of
credit and partly on account of the fixation
of tap rate on Treasury Bills at 3.5 per cent,
the call money market ruled unusualy firm
during the greater part of the dack season.

28. The credit policy for the 1965-66 busy
season was framed against the background
of a reatively small contraction of credit in
1965 slack season, the unfavourable crop
outlook for 1965-66 and the possibility of
slackening of industrial growth. These deve-
lopments had an adverse impact on the price
situation which was adready worsening
rapidly. While keeping the overall frame-
work of credit policy initiated in September
1964, the Bank, therefore, modified it for the
purpose ot ensuring adequate supply of credit
to priority sectors, viz., food procurement
and storage, defence supplies, and exports,
and controlling credit for other purposes
with greater vigour than in the previous busy
season. Refinance in respect of defence sup-
plies, packing credit for exporters and advances
for food procurement and allied activities of
Governmental agencies was provided at the
Bank rate. Refinance from the Bank in
respect of rupee export bills at the Bank rate
was also continued. Accommodation for

less essential purposes was made dearer by
increasing the rate charged, by 1 per cent as
againgt  per cent hitherto, for every decline
of one point or a fraction thereof below 30
per cent in the net liquidity ratio of borrowing
banks (the ratio being calculated as before,
after taking into account all borrowings from
the Reserve Bank and the Industrial Develop-
ment Bank of India). As an additional
measure of credit regulation, the Reserve
Bank directed the banks to obtain its prior
authorisation before sanctioning any fresh
credit limit on a secured or on an unsecured
basis, of Rs. 1 crore or more to any single
party or any limit that would take the total
limit enjoyed by such party from the entire
banking system to Rs. | crore or more. As
the season progressed, it became apparent
that the weight of food procurement advances
was telling on the banking system’s ahility to
provide for normal seasonal financing. In
view of the level of bank credit extended to
finance food procurement and alied opera-
tions of State Governmental agencies and the
prospective increase in such credit, in respect
of advances made to State Governments/their
agencies/Food Corporation of India for food
procurement/storage/distribution, any amount
in excess of the maximum level of such ad-
vances attained by a bank in the year 1965,
was excluded with effect from March 26, 1966,
from the total borrowings of the bank for the
purpose of calculating that bank’s net liquidity
ratio.

29. To enable banks to meet the genuine
credit requirements relating to movement and
distribution of essentiad commodities, appro-
priate modifications were made in sdective
credit controls. Restrictions on advances in
respect of credit against stocks of foodgrains
were relaxed on November 12, 1965, in the
six border districts of the Punjab where trade
and industry were dislocated by the Indo-
Pakistan conflict. On January 3, 1966,
advances againgt stocks of indigenous cotton-
seed oil were exempted from the purview of
ceiling restrictions.  On January 3 1, advances
granted by offices and branches of scheduled
banks operating in Kerala, against stocks
of paddy and rice, and wheat to the wholesale
dealers and fair price shop dealers (authorised
by the Government of Kerala) were exempted
from the ceiling control. The minimum
margin requirement in respect of these was



also reduced from 50 per cent to 25 per cent.
Advances granted to vanaspati manufacturers
against stocks of sunflower oil imported as
a gift from the Soviet Union were exempted
on April 20, from margin and ceiling restric-
tions.

30. In the context of the decline in agri-
cultural output and the dackening of indus-
trial growth and the costlier Reserve Bank
accommodation to scheduled banks for non-
priority purposes, the pressure on the banking
system during the 1965-66 busy season was
noticesbly less than in 1964-65 season.  Credit
expansion amounted to Rs. 309 crores which
was Rs. 98 crores less than in 1964-65 busy
season. While advances against both seasonal
and non-seasonal commodities rose less than
in the 1964-65 busy season, the rise in un-
secured advances was about twice as much
as in the previous busy season. In view of
the higher level of deficit financing and the
operation of the National Defence Remittance
Scheme, deposits increased sharply by Rs. 214
crores as compared to Rs. 178 crores in the
1965 slack season and Rs. 106 crores during
the 1964-65 busy season. The credit-& posit
ratio stood at 76.9 on April 29, 1966 as
compared to 80.1 a year ago. Banks bor-
rowings from the Reserve Bank increased
by only Rs. 28 crores in the 1965-66 busy
season as compared to Rs. 125 crores last
season.  The peak level of borrowings in the
1965-66 busy season was also much lower,
being Rs. 107 crores on March 11, 1966,
compared to Rs. 163 crores on April 2, 1965.
The highest weighted average rate paid on
these borrowings in 1965-66 was 7.5 per cent
as againgt 8.4 per cent in the earlier year.
At the same time, banks' liquidation of invest-
ments amounted to only Rs. 27 crores as
compared to Rs. 154 crores in the 1964-65
busy season. Consequently, the investment-
deposit ratio declined by only 3 percentage
points in the 1965-66 busy season to 27.4, as
against 7 points in the 1964-65 busy season.
Scheduled banks cash ratio declined some-
what during the 1965-66 busy season, but at
6.2 per cent at the end of the season, it was a
little higher over the year. In keeping with
the credit-deposit relationship, the call money
market ruled generally easy during the 1965-66
busy season. The highest rates reached were
7.3 per cent in Bombay and 9.9 per cent in
Calcutta, as compared to 8.5 per cent at both

centres in the 1964-65 season. At the end of
the 1965-66 season, the rates were 4.0 per cent
at Bombay and 4.77 per cent at Calcutta, as
against 7.28 per cent and 7.04 per cent
respectively, a year ago.

31. As the failure of monsoon in 1965
had led to a sharp decline in agricultural
output, particularly foodgrains, the pressure
on prices of foodgrains, edible ails, etc. in the
1966 slack season is found to be greater than
in the corresponding 1965 season. The lower
agricultural outturn has also reduced the
availability of raw materials for industry
which is already facing a shortage of imported
supplies of raw materials, spares and com-
ponents. As the imbalance between aggregate
demand and supply is likely to be greater than
in the 1965 slack season, the Governor of the
Bank called on banks in May 1966, to keep a
watch over the credit situation and to ensure
that credit extended during the preceding
busy season against seasonal commodities
such as foodgrains, sugar, cotton, jute, oil-
seeds, vegetable oils, etc. flowed back to the
banking system. Banks were asked to invest
in Treasury Billsthe accretion to their resources
during the dack season, by way of deposit
increase and return flow of credit. The
subsequent devaluation of the rupee has
necessitated a stricter vigilance over the mone-
tary and price situation. Devaluation by
itsdlf is not likely to affect the liquidity of the
banks adversely-indeed it might even in-
crease it. In this context, the Governor held
discussions with the banks on the credit
situation following Devaluation and its impli-
cations for future credit policy. Following
from these discussions, banks have been
asked to give priority for the credit needs of
industry, exports and imports, while at the
same time ensuring that unduly large inven-
tories are not built up by industry. Banks
have also been advised to strive for a signi-
ficant credit reduction in respect of earlier
credit expansion against seasonal commodities.
With the prospect of a sizeable deposit ex-
pansion they should conserve their resources
during the slack season and invest the whole
of additional deposits in Government securi-
ties. This is necessary not only to hold the
price line, but aso to be able to meet the
credit demands during the ensuing busy
season, when banks would be called upon



to extend credit to essential sectors on a larger
scae than in the 1965-66 busy season.

Balance of Payments

32. While the imbalances in the internal
sector of the economy worsened with the
growing inflationary situation, the external
payments reached a state of critical disequili-
brium during the year under review. Trade
policy during the early part of the year sought,
as in the past, to maximise exports and mini-
mise the outlay on imports by widening the
scope of selective devices such as export
incentives through import entitlements, tax
credits and other forms of assistance for ex-
ports, tightening of import controls and raising
import duties. As regards invisibles too,
incentives in the form of the National Defence
Remittance Scheme were offered with a view
to encouraging remittances from abroad
through banking channels and thus to arrest
the diversion of funds to the free markets
abroad. The Scheme was in operation from
October 26, 1965 to May 31, 1966 and about
Rs. 70 crores were received under it. These
measures were, however, inadequate to meet
the situation as it developed. Export earnings
failed to register any improvement. Pay-
ments for private imports fell off heavily
but in the process created difficulties for sectors
of industry dependent on imports. In the
quarter April-June 1966 the deficit re-emerged.
In order to tide over the difficulties and ease
the pressure on the reserves, assistance to the
extent of Rs. 95.3 crores(after meeting a re-
purchase obligation of Rs. 35.7 crores) was
obtained from the International Monetary
Fund. It became increasingly evident that
more radical measures were necessary for
correcting the imbalances in the economy
including those in the external sector of the
economy. The persistent and substantial rise
in prices over the last few years has steadily
raised costs in the economy and has made it
more and more difficult for Indian exports
to compete in international markets. The
selective incentive measures viz., import entitle-
ment schemes, tax credit certificates and
straight subsidies in some cases meant to
compensate the export industries for higher
costs have proved inadequate in the context
of the inflationary situation and called for
periodic increases in their range and quantum.
Moreover, these ad hoc remedies did not have
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the potential for bringing about a lasting
solution either in the form of increases in
output or lowering of the costs of production
of the export industries. The success of
import entitlement schemes for instance
depended on the continuance of tight import
restrictions. This meant that either the im-
port using industries worked on a high cost
basis as they could buy their inputs at high
premia from the exporters or if their costs
were reduced through import liberalisation
then exporters suffered.

33. The effects of inflation have been
equally harmful in regard to imports. In
the context of a continuous rise in domestic
prices, imported goods continued to com-
mand a premium (despite the progressive in-
crease in import duties), as Indian prices of
comparable goods have been well above
world prices. In the result, imports when
they could be obtained were considerably
cheaper relative to domestic products. The
relative cheapness of imports gave rise on
the one hand to severe import restrictions
which has affected the growth of industria
production and on the other to leakage of
foreign exchange through smuggling. It is
in this perspective that the decision to alter the
par value of the rupee taken towards the
close of the year has to be viewed. It was in
order to ensure, inter alia, maintenance of
existing exports by bringing about a better
alignment between internal and externa
prices and thus giving exports greater compe-
titive strength, that the rupee was devdued
on June 6, 1966 by 36.5 per cent, the new par
value being 0.118489 gram of fine gold per
rupee. The change in par value, together
with other follow-up measures to which a
reference is made elsewhere in this report, is
intended not only to simplify the exchange
system and. pave the way for continuing
improvement in export earnings in particular
and in the external payments position generally
but also for better all-round performance
of the economy as a whole.

34. Over the accounting year 1965-66,
there was an improvement of Rs. 267.2
crores in the reserves, this takes into account
an appreciation (in rupee terms) of Rs. 150.3
crores in the foreign exchange components
of the reserves, following the devaluation
of the rupee. Expressed in terms of U. S



dollars, the improvement in the reserves
amounted to $255.6 million and this im-
provement takes into account a net borrowing
of $ 200 million (Rs. 95.3 crores) from the
International Monetary Fund, partly offset
by a payment of $37.5 million (Rs. 17.9
crores) to the International Monetary Fund
in February 1966 towards additional gold
subscription, following the enhancement of
the membership quota. If these items are
alowed for, the reserves would show a mode-
rate improvement of $93.1 million. In the
preceding year, on the other hand, the reserves
were drawn down by $65.6 million despite the
assistance (net) of $75 million (Rs. 35.7 crores)
provided by the International Monetary Fund
and the replenishment of the monetary stock
of gold to the extent of $ 33.6 million (Rs. 16
crores). To a large extent, the improvement
witnessed during the accounting year reflects
the impact of larger receipts by way of transfers
from abroad under the National Defence
Remittance Scheme, increased realisations
of export proceeds and reduced payments
for imports from countries other than the
rupee payments area.

35. The latest balance of payments details
available relate to the financial year 1965-66
(April-March). During the financial year
1965-66 the reserves improved by Rs. 48.3
crores in contrast to a draft of Rs. 56.2
crores in 1964-65. If the assistance provided
by the International Monetary Fund and
special transactions, such as the payment of
gold subscription to the International Mone-
tary Fund and the transfer of gold from non-
monetary to monetary stocks during the
respective years are excluded, the reserves
would show an improvement of Rs. 36.4
crores in 1965-66 and a decline of Rs. 72.2
crores in 1964-65. The relatively favourable
outturn witnessed in 1965-66 was due mainly
to the narrowing down of the adverse trade
balance following a drastic reduction in the
import bill during the latter half of the year
necessitated by the decline in the reserves.
Increased remittances from abroad under the
National Defence Remittance Scheme also
contributed to some extent to this improve-
ment. In addition, unidentified transactions
(categorised as ‘Errors and Omissions') which
had for severa years resulted in a net out-
flow turned favourable benefiting-the reserves.
The overal deficit for the year 1965-66 which
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amounted to Rs. 449.3 crores was more than
matched by the net inflow of capital from
abroad of Rs. 497.6 crores resulting in a net
accretion to the reserves of Rs. 48.3 crores,
mentioned earlier. In the preceding year,
on the other hand, the overall deficit at
Rs. 507.9 crores exceeded the net inflow of
capital from abroad of Rs. 451.7 crores,
necessitating a draft of Rs. 56.2 crores on the
reserves. It has to be pointed out, however,
that the improvement in the balance of pay-
ments position was of a temporary character
and could not have been sustained in the
context of the increasing need for essentia
imports except by a revival of increased flow
of external assistance.

36. As observed earlier, the import bill
was pruned down by Rs. 60.7 crores to
Rs. 1335.3 crores, of which Rs. 548.9 crores
were on private account and Rs. 786.4 crores
on Government account; the entire reduction
was by way of a cutback in payments financed
out of free resources. Aid-financed imports,
on the other hand, were higher by about
Rs. 25 crores. Almost the entire decline
in the aggregate import bill reflected the
reduced level of payments for imports of cotton
raw and waste, minera oils, machinery and
vehicles on private account. Payments for
imports on Government account were mar-
gindly higher by Rs. 2.9 crores. However,
but for the statistical change introduced from
April, 1965 according to which freight on
P. L. 480 imports refunded by the U. S.
authorities is deducted from imports, the
payments for Government imports would
amount to Rs. 820.2 crores compared to
Rs. 783.5 crores in 1964-65 i.e., about Rs. 37
crores higher. While there was a reduction
in the payments for imports of food, capital
equipment and communication stores, pay-
ments for imports of miscellaneous stores
showed a substantial rise.

37. Exports at Rs. 781.8 crores were
lower than the preceding year by Rs. 20.9
crores. A part of this decline is attributable
to the revised procedure for recording exports
which became effective from the third quarter
of the year. Exports, which were hitherto
recorded as and when the consignments were
approved for shipment, irrespective of whether
the actual shipment had materialised or not,
are now being recorded on a more realistic



basis at the time when the documents are
negotiated by the respective financia inter-
mediaries. Consequently, compared with the
earlier practice there is a lag in the recording
of exports now, which shows up by way of
shortfalls in the absolute levels. Exports
data (totals) assembled on the new basis for
the last two quarters are partly estimated
as complete information is not available;
this also precludes a commodity-wise appraisal
of the trends. Nevertheless, available indi-
cators seem to suggest a decline in exports
of tea, tobacco, vegetable oils, oilcakes and
raw cotton which was only partly made up
by the increase in exports of jute manufac-
tures, iron ore and spices, particularly pepper.
It may be pointed out, however, that the in-
crease in the value of some of these exports
eg. jute manufactures is more due to higher
prices than larger quantum. This points
to the need for maintaining the existing
quantum of exports, as high prices may not
hold for long without inducing competition
and substitutes.

38. On invisibles account, the net receipts
by way of official transfer payments were
nearly halved to Rs. 66.8 crores owing to a
reduction in the disbursements of grants
out of U. S. P.L. 480 counterpart funds.
During the year, the other invisible transac-
tions resulted in a surplus of Rs. 13.4 crores,
which was Rs. 3.4 crores lower than in the
preceding year. However, the comparative
assessment is somewhat unreslistic because
of the statistical refinement regarding the
treatment of refund of freight initialy borne
by India on P.L. 480 imports, to which a
reference is made earlier. If the receipts by
way of refund of freights paid on P.L. 480
imports are taken into account, as in the
1964-65 compilations, the surplus on
account of other invisible transactions would
work out to about Rs. 47 crores, nearly thrice
the surplus recorded in the preceding yesr.
The entire improvement seems to have re-
sulted from an increase in gross receipts
following larger remittances from abroad
under the National Defence Remittance
Scheme (referred to in detail earlier). As
the bank certificates issued in terms of this
Scheme were transferable, the scheme provided
an incentive for making remittances through
banking channels and thereby helped to arrest
the diverson of funds to the free markets.
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Gross invisible payments were also higher
by about Rs. 14 crores due to the increase in
investment income payments, particularly
interest payments on external debt. Total
investment income payments, which have
been increasing continuously over the past
years, amounted to Rs. 130.6 crores in 1965-66
as compared to Rs. 118.6 crores in 1964-65.

39. The net inflow of capital from abroad
which amounted to Rs. 497.6 crores was
higher than in the preceding year by Rs. 45.9
crores. As in the past it comprised mostly
the net inflow to the officia sector which
improved over the year by Rs. 61.1 crores
to Rs. 511.3 crores, benefiting mainly from
the net assistance provided by the Interna
tiond Monetary Fund and an increase in the
rupee liabilities arising out of commodity
assistance provided under the P.L. 480 pro-
gramme. While amortisation payments were
higher by Rs. 9.2 crores, drawings on loans
extended under the various externa assistance
programmes were lower by Rs. 87.1 crores
due largely to the reduction in the disburse-
ments of loans out of U. S. P.L. 480 counter-
part funds. As in the preceding year, there
was a net outflow from the banking sector,
though on a dightly reduced scale. The net
outflow, which amounted to Rs. 6.6 crores,
was mostly due to the liquidation of the
authorised deslers foreign currency liabili-
ties and an incresse in their foreign
currency assets. This was to some extent
offset by the increase in rupee liabilities arising
out of Cooley Fund account balances.
Unlike in the preceding year, private capita
movements resulted in a net outflow of Rs. 7.1
crores due to sizeable disinvestments by the
oil companies.

40. As regards developments in exchange
control during the year, the general policy
continued to be restrictive except for some
liberalisation of the restrictions (a) on travel
abroad for business purposes, and (b) bor-
rowings abroad by the authorised dedlers in
India. The scheme of issuing blanket permits
for release of exchange to recognised export
houses set up for exploring new markets for
non-traditional goods, which was introduced
in July 1963, as an export promotion measure,
was extended during the year to exporters of
jute and tea whose annua average exports
amounted to Rs. 1 crore and to exporters of



other traditional items whose annual average
exports exceeded Rs. 50 lakhs. The ceiling
of Rs. 20 lakhs, imposed in October 1964, on
short-term  borrowings abroad by authorised
dedlers, to which a reference was made in the
last report, was reviewed during the year
and authorised dealers were advised that
overdrafts in excess of the limit would be
permitted provided such borrowings were for
financing their normal business operations in
India by purchasing rupee funds from the
Reserve Bank. But such borrowings could
be repaid only when (a) the authorised dealer
concerned had no outstanding borrowings
either from the Reserve Bank or other banks
in India and (b) loca inter-bank cal money
rate was less than the Treasury Bill rate for
theweek. The latter stipulation was, however,
withdrawn later, but prior approval of the
Reserve Bank was necessary for each remit-
tance in repayment of such loans and over-
drafts. Following the outbreak of Indo-
Pakistan hostilities, al foreign exchange trans-
actions with Pakistan were suspended in
September 1965.

External Assistance

41. Externa assistance authorised during
1965-66 (April-March) at Rs. 604 crores
showed a marked decline (of Rs. 140 crores)
over the year partly as a result of suspension
of aid by the U.SA. and delay on the part
of some other Aid-India Consortium Members
following the outbreak of hostilities with
Pakistan in September 1965 and partly
because of lower ad from the East
European countries. A little over one-
half (52 per cent) of the loans authorised
during the year was in the form of non-
project aid as against nearly one-third in the
preceding year. The larger availabilities of
non-project assistance and higher imports
under the P.L. 480 assistance programme,
which were intended to relieve the domestic
shortages of foodgrains and raw materials,
facilitated a quicker utilisation of external
assistance which increased from Rs. 719
crores during 1964-65 (April-March) to
Rs. 759 crores in 1965-66 (April-March).

42. The year under review marked the
completion of the Third Five Year Plan.
During the Plan period (April 1961-March
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1966), the total assistance authorised amounted
to Rs. 2,886 crores. Including the spill-over
from the Second Plan, the total foreign assis-
tance available for utilisation in the Third
Plan period was Rs. 4,140 crores of which
Rs. 2,851 crores were utilised by the end of
March 1966. The utilisation of foreign ad
(excluding P.L. 480 and similar assistance)
during the Third Plan at Rs. 1,998 crores
was more than double that in the Second
Plan (Rs. 885 crores); even so, it fell short of
the target (Rs. 2,600 crores) stipulated in the
Plan document.

Foreign Investment Policy

43. Official policy during the year towards
foreign investment was one of added em-
phasis on its role in certain selected fields.
The response from foreign investors, as
reflected in the consents granted by the Con-
troller of Capital Issues, was encouraging.
The value of consents to non-residents in-
creased from Rs. 71 crores in 1964 to Rs. 82
croresin 1965. The number of collaboration
agreements approved by Government was,
however, only 242 as against 403 in 1964 and
298 in 1963.

44. Among the important new measures
aimed at encouraging foreign investment,
mention may be made of the extended Risk
Guarantee Programme which, together with
the Specific Risk Guarantee Programme,
constitutes the total range of guarantees
available to private U.S. investors. Such
guarantees would be available only to new
investments in projects approved by the
Government of India. Another measure for
inducing foreign investment was a double
taxation avoidance agreement concluded with
the U.S. during the year; this agreement
awaits ratification.

45. With a view to encouraging foreign
investment in fertilisers industry Government
have announced a seven-year holiday in
approved cases from price and distribution
control subject to Government’s option to
purchase 30 per cent of the production a a
negotiated price. In joint ventures, which
will be set up in thisfield, the intending foreign
collaborators can have a majority share
holding if they so wish. Government will



aso help the incoming firms to obtain the
necessary rupee capital, if it does not come
through the normal channels.

46. In keeping with the growing impor-
tance of mutual help among the developing
nations, it has been the Government of India's
policy to encourage the setting up of indus-
tries abroad by Indian industridists in colla-
boration with their foreign counterparts,
subject to the availability of resources. As an
inducement to Indians investing abroad, the
Finance Act, 1966-67, provided for a con-
cessiona rate of tax of 25 per cent on (i) the
dividend received by an Indian company
from a foreign company on shares allotted
to the former in consideration for supplying
technical ‘know-how’ or rendering technical
services and (i) on royalties, commissions,
fees etc. received in this regard.

Post-Devaluation Trade Policy

47. The devauation of the Rupee brought
in its wake substantial changes in the trade
policy. The specia export incentives pro-
vided through import entitlements and tax
credit schemes were withdrawn and export
duties were imposed on twelve of the tradi-
tiona commodities at .varying rates in order
to divert into the exchequer a part of the
profit arising from increased rupee export
earnings through devaluation. There was a
departure from the austere import policy
followed hitherto. The new import policy
aimed at (1) enlarging the flow of essen-
tial imports to certain crucial sectors such as
agriculture, export and certain consumer
goods industries, (2) increasing imports of
articles of mass consumption and (3) providing
for the requirements of small-scale producers.
Arrangements were made to meet in full the
import requirements (for six months to begin
with) of 59 industries designated as priority
industries. The import policy, however, con-
tinued to be restrictive in respect of low
priority industries. The import duties on
several items were reduced so that the
total import cost of essential raw materias,
intermediates, machinery and spares is not
out of line with the cost of comparable
domestic products.
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Retrospect and Prospect

48. The developments during the year
1965-66, surveyed in the foregoing paragraphs,
mark a turning point for the economy in
severd ways. The critical phase in develop-
ment which the economy has reached has not
only created serious distortions in the short-
run but has necessitated a careful rethinking
of the strategy of future development.

49. In retrospect, the progress of the
economy during the Third Five Year Plan
which has recently ended has been uneven and
considerably dower than what was envisaged.
Both the major sectors, namely, agriculture
and industry, have contributed to the short-
falls from the plan targets. Owing to
vagaries of the monsoon, lack of timely and
sufficient supplies of agricultural inputs and
inadequacies of organisational effort, growth
in agricultural production has been sow and
highly variable. An exceptionally bad mon-
soon hasin fact caused the index of agricultural
production for 1965-66 to be at the same level
as in 1960-61. But even if the figures of
output for 1964-65 are taken agricultural pro-
duction showed a growth of no more than
2.8 per cent per year on an average as against
the target of 5 per cent increase per year.
Industrial production increased by 39 per
cent over 1960-61 as against the planned target
of 70 per cent. National income in redl
terms appears to have grown at a rate around
2.5 per cent per annum though, if the per-
formance of the first four years is considered,
the average works out to 4.3 per cent a year
as againgt the growth rate of 6 per cent per
year assumed in the Plan.  As the population
has continued to grow at the rate of 2.5 per
cent per annum there was hardly any increase
in per capita real income by the end of the
Plan. Though the total Plan outlay in the
public sector for the Third Plan period is
estimated to have exceeded the financial target
of Rs. 7,697 crores, investment in real terms
would show a sizeable shortfall in relation to
the target because of the rise in prices.
Money supply has on the other hand, in-
creased by 57.9 per cent over the Plan period,
the expansion in the currency component
being 44.6 per cent. Such disparity between
the growth of income and the growth of
purchasing power has intensified the pressure
of aggregate demand in the economy resulting



in a price rise of 32.2 per cent over the five-

year period, the price rise in the last two .

years of the Plan being 22.0 per cent. On
the external side of the economy, exports,
which showed encouraging signs of growth in
the early years of the Plan, ceased to grow as
inflationary conditions at home made exports
more and more uneconomical and required
assistance on an increasing scale. Imports,
on the other hand, remained at high levels,
despite strict controls, largely because of the
inexorable needs of the economy on account
of development and defence. On the invi-
sibles account, there was a worsening on both
sides, as receipts fell off due partly to diversion
to unofficia markets and payments grew on
account of interest and profit payments. The.
experience of schemes of assistance to visible
and invisible exports through practices resemb-
ling a multiple exchange system was that while
these schemes were useful over a limited range
and period, their continuance aggravated rather
than helped to solve the- underlying
problem of loss of competitive power. Deva
luation thus became all the more necessary to
correct the handicap caused by inflation to
external viability. Although a substantial
volume of foreign aid was made available,
the pressure on the reserves intensified parti-
cularly during the last two years of the
Plan and recourse had to be had to the
International Monetary Fund on a large
scale, thus running down the second
line of reserves to a large extent. Currently,
India's drawings from the Fund are in the
second credit tranche.

50. No doubt, during the Third Plan
period, the economy was bedevilled with
difficulties of an extraordinary character
such as the Chinese invasion of 1962, the
Indo-Pakistan War in 1965 and a more than
average run of poor monsoons including an
exceptionally bad one. Also, it has to be
recognised that notwithstanding these difficul-
ties, both the infra-structure of the economy
as well as the structure of basic industries have
been developed to a stage capable of sustaining
a higher rate of growth in the future. Yet the
important lesson that emerges from the expe-
rience during the Third Plan period, parti-

cularly in the last three years, is that develop-.

ment without relative price stability is not
a helpful process. For the success of the
Fourth Plan, therefore, it is of the utmost
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importance that a determined attack on the
root causes of the malady of inflation is made.
Otherwise, considerable distortions in the
economy are likely to occur as a result of
persistent inflation. - Cost estimates of plann-
ed programmes of investment would go
awry. Wage demands would multiply giving
rise to spiralling effects as between wages and
prices and also as between wages in one in-
dustry and another. Voluntary savings would
be affected adversely. Resources would be
diverted to unproductive forms of investment
and the international payments position which
is aready weak would be further endangered.

51. A magor part of the difficulties in the
Third Plan stemmed from the fact that while
resources grew at an erraticand slow pace the
economy was faced with additional demands
for defence and the tempo of investment in
both the public and private sectors continued
to remain high. Both the public and the
private sectors resorted to bank credit on an
increasing scale, as taxation and voluntary
savings proved inadequate to meet these
demands. To avoid the recurrence of such an
experience the maintenance of a safety margin
to offset the effect of uncontrollable factors—
for, the country has not yet reached a stage
where agriculture can be effectively insulated
from the vagaries of weather-is a basic neces-
sity to be kept prominently in view while im-
plementing the Fourth Plan.

52. It is important to note that the growth
in the Fourth Plan depends largely on the
results achieved through the investments
made in the earlier plans. To the extent
that there have been shortfalls in the
planned investment in physical terms and
consequent distortions in the productive
structure there will be constraints on the
achievement of a high rate of growth. The
experience of the Third Plan of bottlenecks in
transport, power, exportable commodities and
imported raw materials and components
arising from time to time and delaying growth
is very relevant in this context. Such bottle-
necks have resulted in lengthening the period
between making the investment and realising
the fruits of investment and in the process have
added to inflationary pressures.

53. What matters even more than the
size of the Plan is its contents and implemen-



tauon. A vital element m the short-term
strategy of growth is strict control over deficit
financing. The decison of the Government
not to resort to deficit financing during the
Fourth Plan should ensure that existing infla-
tionary pressures are not aggravated. In this
context the annual budgets of the Governments
assume added importance. The adoption of a
system of regulating annual outlays taking into
account the emerging trends in the economy
in such matters as the volume of savings, the
supply of wage goods, the pressure on prices
and so on, appears essential.

54. At the same time it is also necessary
to plan for a proportionately larger production
of wage goods in the near future. This will
help to maintain price stability and encourage
voluntary savings. From this point of view
agriculture will play a key role in the Fourth
Plan as it supplies either the wage goods
themselves or practicaly al the raw materials
for them. The recent emphasis on intensive
cultivation over a large area as aso that on
augmenting the supplies of fertilisers and other
inputs is, therefore, a fruitful development.
In the industrial sector, the resumption of flow
of foreign aid and the increase in the propor-
tion of non-project assistance should go a long
way in removing the difficulties recently
caused by the foreign exchange bottleneck.
The resulting increases in production would
under conditions of price stability lead to a
corresponding growth in the investment
resources of the economy and would provide
a sound basis for future development.

55.  While the short-term strategy of growth
has to concentrate on the reduction of infla-
tionary pressures the long-term strategy has
to be conceived in terms of attaining in the
shortest possible time the stage of self-sus-
taining growth. Continuation of foreign
exchange difficulties and the resultant depen-
dence on foreign aid not only imparts an e
ment of rigidity to the plans but it also makes
the whole planning process uncertain. Deci-
sions to undertake projects become dependent
on whether the aid for them is forthcoming
and not according to priorities laid down in
the Plan. Project costs also depend on the
countrywise availability of aid. The shift
that has taken place in recent years in favour
of non-project assistance would help to reduce
such distortions to some extent. But this
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should not lead us to overlook the urgency of
making our development process independent
of the availability of external assist-
ance. This is all the more imperative
if the future of such assistance is viewed ina
wider perspective. The trends in world
economic and political climate, the growing
demand for development assistance from the
developing countries, the particular economic
difficulties an aid-giving country may be
faced with, al point out the need to achieve
self-reliance as early as possible.

56. Export promotion and import sub-
stitution are the two prongs of the long-term
strategy of self-sustaining growth. Asregards
exports, the strong attraction of the domestic
market and increasing costs of production have
been the mgor obstacles. Control of infla-
tion should reduce the former even as deva
luation would help to overcome the handicap
of the increase in the cost structure that
has taken place hitherto. The emphasis in
export promotion has now to be on increasing
the productivity of export industries through
greater investment in them rather than on
subsidies in various forms which merely
compensate the exporter against a loss in the
export market. As instruments of export
promotion subsidies have a very limited
usefulness. They may be necessary in selected
cases, specialy where exports from the newly
established industries are sought to be promot-
ed. But it has to be recognised that these
are only temporary expedients incapable of
removing any inherent weskness which ham-
pers the growth of exports. Their use should,
therefore, be limited only to those cases where
the exports can stand on their own within a
reasonable period without any subsidies.
The problem of exports is indeed a much more
fundamental one and has to be treated as a
national problem in which  Government,
industry and agriculture co-operate at all
levels to exploit to the fullest extent export
possibilities of the various sectors. With its
variegated agriculture and industry, it should
not at all be difficult for the country,
provided the necessary effort to establish
export markets and to ensure a sustained rate
of production is made, to attain the reguisite
growth in exports.

57. Import substitution also is no less
important in the drive towards external



viahility. A good deal of progress has indeed
been made in the past in this respect. There
is, however, a danger that greater availability
of non-project assistance may reduce the tempo
of import substitution and thus provide a set-
back to the objective of salf-reliance and make
non-project assistance a chronic necessity.
Every effort has to be made to avoid reaching
such state of affairs.

58. To the extent that the implementation
of the Fourth Plan provides for appropriate
adjustments in the light of such considerations
the existing tensions in the economy would
be alleviated and growth accelerated. This
does not mean, however, that the need for
discipline in fiscal and monetary matters would
be lessened. Policies in these fields will of
course have to be suitably adjusted to the
changing requirements of the situation. But
this would have to be subject to the overal
requirement that the changes made are in the
direction of attaining maximum level of
productivity with the available physica
resources. In the fiscal sphere this would
mean avoidance of wasteful expenditures and
if necessary, postponement of schemes which
have no immediate bearing on productivity.
In the monetary sphere it means harnessing
the tools of monetary policy both to promote
development and to maintain conditions of
monetary stability.

Il. DEVELOPMENTS IN INDUSTRIAL

61. The progress made in the field of com-
mercial and co-operative banking and the
developments in industrial finence are reviewed
in this and the subsequent section which
bring out the increasing effectiveness of the
banking system in meeting the demands made
on it. During the year the Bank assumed
powers of statutory regulation over co-opera
tive banks. With a view to “fegulagng the
business of acceptance of deposits-by non-
banking companies the Bank has issued neces-
sary directives. The question of providing
for a more effective control and development
of these inditutions carrying on banking or
para-banking activities in the unorganised
sector is aso under the Bank’s consideration
and for this purpose a new Department has
been set up at Calcutta.
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59. There are indeed a number of other
important aspects of planning which are
relevant to the basic objective of improving
productivity in the economy. Common to all
these is the realisation by everyone that plan-
ning implies a measure of self-discipline,
willingness to sacrifice current benefits for the
future. The success of planning depends
vitally on the extent to which this realisation
forms the basis of everyday actions.

60. The process of planned economic deve-
lopment of the country which has been going
on for a decade and a half has already resulted
in a wide net-work of infra-structural facilities
and a rapidly growing modern industrial base
for the economy. The foundations have
thus been laid for the achievement of a self-
rdiant and growing economy. If againgt this
background there has been some set-back
during the Third Five Year Plan, the diffi-
culties are neither chronic nor insurmountable.
With the redlisation that agricultural produc-
tion needs the highest priority and given a
firm determination to avoid deficit financ-
ing in both public and private sectors and to
devote all energiesto the fulfilment of the basic
objectives of the Plan, it should not be too
difficult to achieve a rate of growth commen-
surate with the needs of the economy.

FINANCE AND COMMERCIAL BANKING

Banking Legislation

62. In the field of banking legidation, an
important development was the passing by
Parliament of the Banking Laws (Application
to Co-operative Societies) Act, 1965, which
inter alia amended the Reserve Bank of India
Act, 1934 and the Banking Companies Act,
1949. The Act provides for the extension of
certain provisions of these two Acts to State
co-operative banks, central co-operative banks
and the more important primary non-
agricultural credit societies, including, in
particular, urban co-operative banks. The Act
also provided for the renaming of the Banking
Companies Act, 1949 as the Banking Regu-
lation Act, 1949. The important provisions of
this legidation are described in section Ill.



Industrial Finance .: Industrial Development
Bank and other Term-Lending Ingitutions

63. With the strengthening of the orga-
nisational set-up, the institution of appro-
priate machinery for appraisal of industria
projects -and streamlining of procedures, the
Industrial Development Bank of India re-
corded a significant expansion in its opera
tions, particularly in respect of direct assis-
tance, during 1965-66—the second year of its
working.

64. Direct financial assistance in the form
of loans, underwriting of shares and deben-
tures and guarantees for loans and deferred
payment arrangements, were sanctioned* by
the IDBI in respect of 49 applications (re-
lating to 38 concerns) for a total sum of
Rs. 59.03 crores as against Rs. 29.77 crores
in respect of 37 applications during the pre-
vious year. Of the total sanctions, under-
writing of shares in respect of 22 applications
accounted for Rs. 7.53 crores, loans to 23
industrial concerns for Rs. 35.62 crores and
guarantees (at post-devaluation exchange
rates) for Rs. 15.88 crores in respect of 4
concerns. In the preceding year, the corres
ponding sanctions were :  underwriting of
shares and debentures Rs. 6.61 crores on 27
applications, loans Rs. 16.14 crores on 7
applications and guarantees Rs. 7.02 crores
on 3 applications. As in the previous year,
the bulk of the direct financial assistance
sanctioned was in respect of new projects
and was spread over awide range of industries,
both traditional and non-traditional, such
as cotton textiles, paper and pulp, cement,
petro-chemicals, special steels, manufacture
of machinery and metal products. There
was also a marked rise in disbursement of
direct assistance. The Bank disbursed during
the year Rs. 25.23 crores as against Rs. 0.4
crore during 1964-65. Of the amount dis-
bursed, Rs. 19.89 crores were on account
of loans and Rs. 5.34 crores in respect of
underwriting  of shares and debentures.
Commitments outstanding in respect of
loans and underwriting assistance amounted
to Rs. 39.53 crores as against Rs. 22.68
crores at the end of June 1965.

65. Under the scheme of refinancing in-
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dustrial loans, the Bank sanctioned 177 appli-
cations for Rs. 21.12 crores, as against 117
applications for Rs. 21.73 crores in 1964-65.
The decline in the amount of refinance assis-
tance reflected the deliberate policy of diver-
sion of applications for relatively large amounts
to direct lending by the IDBI in participation
with other financial ingtitutions. Industrial
loans disbursed increased marginally to
Rs. 21.38 crores as against Rs. 21.17 crores
in 1964-65. Under the scheme for refinancing
medium-term export credits, 3 applications
for Rs. 0.68 crore were sanctioned while the
amount disbursed during the year was Rs. 0.89
crore. Under the scheme for guarantee of
advances to private sector coal industry, 11
guarantees for Rs. 0.58 crore were issued
during the year, as against 11 guarantees for
Rs. 0.43 crore in the previous year.

66. During the year, the IDBI contri-
buted Rs. 0.40 crore to the share capital of the
Madras Industrial Investment Corporation Ltd.
and the Maharashtra State Financial Cor-
poration. An amount of Rs. 1.27 crores was
subscribed by the IDBI to the bond issuesiby
Maharashtra, Uttar Pradesh, Madhya Pra-
desh, Orissa and Gujarat State Financial
Corporations, bringing its total subscriptions
to shares and bonds of financial institutions so
far to Rs. 3.84 crores. These operations
were financed out of the borrowings from the
National Industrial Credit (Long-Term Ope-
rations) Fund of the Reserve Bank of India

67. The scheme for rediscounting hills of
exchange/promissory notes arising from sales
of indigenous machinery on deferred pay-
ment basis and discounted by approved banks
and other financial institutions, introduced
last year, was extended during the year to
billg/promissory notes arising from sales of
indigenous agricultural implements by machi-
nery manufacturers on deferred payment
basis. The list of digible institutions under
the scheme was also widened to include the
Industrial Finance Corporation of India, al
State Financial Corporations and 8 State
co-operative banks, bringing the total number
of digibleinstitutionsto 84. During the year,
the IDBI sanctioned under the scheme, credit
limits to 15 €ligible ingtitutions, the amount
of hills rediscounted being Rs. 2.25 crores.

* Effective sanctions, i.e. gross sanctions minus sanctions which have lapsed.



68. With a view to supplementing the re-
finance operations with a measure of risk-
sharing with other institutions on a systematic
basis, the IDBI introduced on April 1, 1966,
a scheme for participation in loans and gua
rantees. The financial institutions covered
under the scheme are those scheduled banks,
State co-operative banks and term-lending
institutions which are digible for refinancing
facilities. Participation is restricted ordi-
narily to public limited companies in the
industries falling within the priority sectors
of the economy. The maximum extent of
IDBI’s participation in a loan is fixed at 75
per cent and in exceptiona cases at 80 per
cent. The IDBI aso participates with finan-
cia ingdtitutions in the issue of guarantees for
loans, deferred payment arrangements, etc.

" 69. During the year, the IDBI reviewed
its policies and worked out certain broad
guidelines regarding the operationa strategy
including the question of industrial priorities.
Accordingly, it has been decided that assis
tance to small projects may be arranged more
adequately by other term-lending instigtipns,
whose resources could be suitably augnented
by the IDBI by contributing to their share
capita or bonds and/or by extension of re-
financing facilities. This would enable the
IDBI to have more effective assessment and
supervision of larger projects, which in any
case cannot come to fruition without its
assistance. In considering direct financial
assistance as dso refinance, the IDBI would
give preferential treatment generally to de-
fence and export-oriented industries, essen-
tial consumer goods industries and those pro-
viding for agricultural development as well
as industrialisation.

70. As the capital market has been dug-
gish, the corporate sector continued to rely
heavily on the financial institutions for its
capital requirements. During the calendar
year 1965, the Industrial Credit and Invest-
ment Corporation of India sanctioned assis-
tance amounting to Rs. 24.20 crores as
against Rs. 22.66 crores in 1964. Of this,
rupee assistance in the form of loans, under-
writing of shares and direct subscriptions to
ordinary and preference shares and deben-
tures amounted to Rs. 12.40 crores and
foreign currency loans to Rs. 11.80 crores.
Disbursements during the year including

disbursements in foreign currencies were ap-
preciably higher at Rs. 19.20 crores than
in 1964 (Rs. 15.29 crores) and 1963 (Rs. 10.76
crores). Since its inception in 1955 upto
the end of 1965, the Corporation sanctioned
assistance for a total of Rs. 123.96 crores
(net) to 390 companies, of which 179 were
new undertakings. Disbursements totalled
Rs. 73.51 crores or about three-fifths of total
sanctions. The loans and advances out-
standing of the Industrial Finance Corpora
tion of India and the State Financia Corpo-
rations also increased by Rs. 16.08 crores
and Rs. 10.97 crores, respectively, during
1965-66, as against an increase of Rs. 12.55
crores and Rs. 9.16 crores during 1964-65
(July-June). Besides, the Industrial Finance
Corporation of India and the State Financial
Corporations invested in shares of industrial
concerns either as direct subscription or as
fulfilment of underwriting obligations.
Among the State Financial Corporations,
the bulk of the contribution was by the Madras
Industrial Investment Corporation  Ltd.
Two Corporations also subscribed to the
debentures of industrial concerns.

71. With a view to meeting the increased
demand for industrial finance, the Industrial
Credit and Investment Corporation of India,
the Industrial Finance Corporation and other
financial institutions augmented their re-
sources during the year under review. In
1965, the Industria Credit and Investment
Corporation of India strengthened its equity
base by making arights issue of Rs. 2.5 crores
in September 1965 in the proportion of one
new ordinary share for every two shares held.
The Corporation also obtained from the
Government of India a further loan of Rs. 5
crores out of the P. L. 480 funds, bringing
its total borrowings from the Government
to Rs. 32.5 crores. As regards foreign ex-
change resources, negotiations are under
way for afifth line of credit of DM 20 million
from the Kreditanstalt fur Wiederaufbau.
The Industrial Finance Corporation of India
made a private issue of 5% per cent 12-year
bonds for Rs. 2 crores at 99 per cent in De-
cember 1965. The foreign exchange resources
of the Corporation were augmented during
the year by two loans one in July 1965 and
another in March 1966 for DM 15 million
and DM 20 million, respectively, from the
Kreditanstalt fur Wiederaufbau. Six State



Financia Corporations floated bonds during
the year for an aggregate amount of Rs. 5.75
crores. Some State Financial Corporations
accepted tied deposits, while the Madras
Industrial Investment Corporation had, in
addition, call deposits and cash certificates.
The State Financial Corporations have aso
been availing themselves of short and medium-
term borrowing facilities from the Reserve
Bank under Section 7(2)(a) and Section 7(2)(b)
of the State Financial Corporations Act. Some
of the Corporations have also been availing
themselves of the refinancing facilities from
the Industrial Development Bank of India.

72. In terms of Section 37A of the State
Financial Corporations Act, 1951, five State
Financial Corporations were inspected by
the Reserve Bank during the year under re-
view.

Financing of Small-Scale Industries

73. The Government of India scheme for
the guarantee of advances granted by specified
banks and financial institutions to small-scale
industries initiated in July 1960 made further
progress during the year. The Reserve Bank,
which is concerned with the administration
of the scheme, received during the year
14,208 applications for credit limits totalling
Rs. 60.19 crores as against 9,015 applications
for Rs. 39.29 crores in 1964-65 and 5,343
applications for Rs. 23.08 crores in 1963-64.
The amount for which guarantees were issued
rose from Rs. 17.95 crores in 1963-64 to
Rs. 29.47 crores in 1964-65 and to Rs. 50.45
crores in -1965-66. Since the inception of
the scheme upto the end of June 1966, 34,408
applications for guarantee in respect of credit
limits aggregating Rs. 145 .66 crores were
received and 29,628 guarantees covering credit
limits amounting to Rs. 116.67 crores were
issued. As in the preceding years, most of
the applications in 1965-66 continued to be
received from the State Bank of India, although
other specified credit ingtitutions are increas-
ingly availing themselves of this facility.
Following a recent review of the scheme made
by the Guarantee Organisation, the Central
Government approved further substantial libe-
ralisations, which came into force from
August 1, 1966. The more important aspects
of this liberaisation are: (a) the expansion
of the list of dligible ingtitutions to include all
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central co-operative banks and specified non-
scheduled banks, (b) enhancement of the
extent of guarantee cover as aso the maxi-
mum amount of loss recoverable and (c)
increase in the maximum period for guarantee
for term advances from 7 to 10 years.

74. In the districts of Amritsar, Ferozepur,
Gurdaspur, Jullundur, Kapurthala and Lu-
dhiana in the State of Punjab, where economic
life had been disrupted on account of out-
break of hodtilities with Pakistan, temporary
liberalisations were made in the provisions
of the scheme, which would be applicable to
fresh advances as well as renewals and aso
enhancements in credit limits granted during
the period October 16, 1965 to end-February
1966. The maximum amount recoverable
from the Guarantee Organisation in respect
of such advances was raised from Rs. 1 lakh
to Rs. 2.5 lakhs.

75. Under its liberalised scheme the State
Bank of India provided assistance to small-
scale industrial units on an increasing scale.
The number of units assisted rose from 7,008
at the end of March 1965 to 9,171 at the end
of March 1966 ; the working capital limits
sanctioned to them under the Scheme also
rose sharply from Rs. 35.23 crores at the
end of March 1965 to Rs. 51.32 crores by
the end of March 1966. The amount of
outstanding advances stood at Rs. 27.55
crores on March 31, 1966.

76. The State Bank and its subsidiaries
also provided (i) medium-term credit facili-
ties to small-scale industries for expansion
and modernisation, (ii) credit under the
Instalment Credit Scheme to small and
medium-sized business concerns engaged in
approved manufacturing operations for pur-
chase of equipment or machinery and (iii) ad-
vances to units in the Rura Industries Pro-
jects, condtituted by the State Governments.
The State Bank, in addition, provided finan-
cial assistance to industrial co-operatives and
also working capital facilities under the Gua-
rantee Schemes of the Nationd Small Indus-
tries Corporation, Ltd.

Unit Trust of India

77. In the second year of its operations,
the Unit Trust of India was able to expand



further its unit capital through sale of units,
although the net accretion was of a small
order. Applications for sale of units received
during the year totalled 10,024, of which
9,994 applications were from individuals.
The total amount subscribed was Rs. 215.44
lakhs, Rs. 213.61 lakhs from individuals
and the balance of Rs. 1.83 lakhs from cor-
porate bodies. Repurchase of units during
the year amounted to Rs. 108.76 lakhs or
5.2 per cent of the aggregate funds subscribed
by unit holders. The experience of the Trust
in this regard is quite in line with unit trusts
and also mutua funds of the U.K. and the
U.SA., respectively, where the correspond-
ing percentage ranges between 5 and 7.
The Trust extended, during the year, sale
of units to non-residents aso, following the
general permission in this behalf given to
the Trust by the Reserve Bank. With a
view to popularising sales of units among the
larger sections of the community, arrange-
ments were made for sale of units from July
1966 through nearly 14,000 post offices in
addition to 4,000 offices of leading banks.
In addition to the ‘approved’ brokers on the
stock exchanges, the Trust has, so far, ap-
pointed over 300 individual agents to canvass
the sale of units and generdly assist inves-
tors in purchasing units.

78. For 1965-66, the second year of its
yrking, the Trust announced a dividend of

0 paise per unit of Rs. 10 i.e. 7 per cent per
annum to unit holders.

79. The Unit Scheme 1964 offered by the
Trust is meant to serve a wide class of in-
vestors. The question of devising other types
of Unit Scheme and Saving Plan to cater to
the varying investment preferences of the
various categories of investors has also been
under the consideration of the Trust. To
enable the Trust to promote these schemes/
plans, the Unit Trust of India Act, 1963 was
amended by the Unit Trust of India (Amend-
ment) Act, 1966 passed by Parliament in May
1966. Following the amendment, the Trust
announced a ‘Reinvestment Plan’, effective
July 1966, which offers to the existing unit
holders the facility of automatic reinvestment
of the income distribution due on the units
held by them in further units. The Plan
thus gives an opportunity to the existing
unit holders to bring about an automatic
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growth of their investment in units. As part
of the amendment to promote the sale of
units, the Reserve Bank may, in terms of
Section 20A, pay to the Trust from time to
time, fronr out of the income distribution
payable to the Bank by the Trust, any sum
to be utilised by the Trust solely for meeting
the losses arising out of or any additional
amount required in connection with the varia-
tions made in the sade and repurchase price
of a unit. Applications from existing unit
holders for reinvestment of the income dis-
tributable for the year ended June 1966
numbered nearly 4,400. The number of
units, with respect to which such reinvestment
facility has been asked for, is 10,94,700.
The Trust has also initiated action to for-
mulate a Savings-cum-Insurance Plan. At
the request of the Trust the Reserve Bank
has appointed a Working Group on Savings-
cum-Insurance Plans for the formulation of a
suitable Plan. Institution of other plans like
the Children's Gift Plans and Savings Plans
is also under the consideration of the Trust.

80. An analysis of the sale transactions
of the Trust upto December 1965 shows
that bulk-nearly 80 per cent-of the applica-
tions from individuals was for units in lots
of hundred or less. An occupational dis-
tribution of the unit-holders shows that
“sdary and wage earners’ form the largest
single group accounting for half the number
of applications received. Nearly 50 per cent
of the applications received and about 60
per cent of the sales made by the Trust were
concentrated in the five mgjor cities, namely,
Bombay, Ahmedabad, Delhi, Calcutta and
Madras.

Strengthening of the Banking Structure

81. The Reserve Bank’s policy of en-
couraging non-viable units to merge with
other banks so as to form strong regional
units was pursued during the year under
review. Fourteen banks transferred their
liabilities and assets to eleven other banks.
The business of three banks was taken over
by the subsidiaries of the State Bank of India
No bank was amalgamated with another bank
under Section 44A of the Banking Regulation
Act. In 1964-65, 57 banks had transferred
their assets and liabilities to 19 other banks,
while eight banks were voluntarily amalga-



mated with five other banks. As regards
reconstruction/amalgamation of banks under
Section 45 of the Banking Regulation Act,
1949, two Pakistani banks were granted mora-
torium during the year, bringing the total
number of banks to which moratorium has so
far been granted to 56. Four banks which
were under moratorium on June 30, 1965,
were amalgamated with four other banks
during the year under review. As regards
liquidation of banks during 1965-66, two
lion-scheduled banks were ordered to be
wound up by Court, while nine others went
into voluntary liquidation, after obtaining
from the Reserve Bank a certificate under
Section 44(]) of the Banking Regulation Act.
Certificates under Section 44(1) of the Banking
Regulation Act, 1949, were issued to 24 non-
scheduled banks to enable them to go into
voluntary liquidation.

82. In pursuance of the objective of annual
inspection of al banks, with a view to ensuring
a. sound banking system, 63 scheduled banks
Vand 29 non-scheduled banks were inspected
during 1965-66 under Section 35 of the Bank-
ing Regulation Act. In addition, scrutiny
of the affairs of 82 banks was carried out for
various purposes, the more important of
which were : (i) judging whether there is a
prima facie case for misfeasance proceedings,
(ii) issue of certificate under Section 44(l),
49 C, (iii) assessing impact on the transferee
banks of the acquisition of business of other
banks, (iv) determining the future set-up of
banks and (v) investigating the aleged mis-
appropriation of funds.

83. After examining the comments/repre-
sentations received from 93 banks on the
inspection reports, directives were issued in
49 cases while 17 banks were asked to submit
periodical progress reports. No action was
considered necessary in the case of 21 banks
while the remaining six cases were under
consideration. In some cases, representa-
tives of banks were called for informal discus-
sions with a view to pointedly bringing to
their notice the main defects in the working
of the ingtitutions concerned and to impress
upon them the need for taking expeditious
steps for removing the defects in the
working of the ingtitutions concerned. There
are at present 55 banks (31 scheduled and
24 non-scheduled) working under directions
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issued by the Bank and submitting periodical
statements. In most cases, observers have
been deputed to attend the Board/Committee
meetings of the banks and to carry out perio-
dical scrutiny of their current affairs.

Deposit Insurance Corporation

84. The number of banks insured under
the facility provided by the Deposit Insurance
Corporation declined further from 138 at
the end of June 1965 to 107 by the end of June
1966 consequent upon the cancellation of
registration of 31 banks, mainly as a result
of amalgamations and transfers of deposit
liabilities and equivalent assets to other in-
sured banks. No payments had to be made
during the year in respect of the insured de-
posits. Since its inception in January 1962
upto the end of June 1966, the Corporation
has met claims aggregating Rs. 38.59
lakhs relating to nine banks. During
the year, the Corporation received reimburse-
ments amounting to Rs. 2.26 lakhs in respect
of clams of three banks met earlier ; total
reimbursements received since 1962 amounted
to Rs. 14.13 lakhs and related to eight banks.

Branch Expansion Programmes

85. Mention was made in the preceding
two Reports of the emphasis in the Reserve
Bank’s policy on the spread of banking facili-
ties to unbanked or under-banked areas,
notably to semi-urban and rural areas. It
was also mentioned that the Bank advised
commercial banks to draw up their pro-
grammes for branch expansion in stages for
a period of three years from August 1, 1962
to July 31, 1965, so that its permission could
well be obtained in advance. This new pro-
cedure, which seeks to co-ordinate the pro-
gramme Of the various banks for promoting
a planned and systematic extension of banking
facilities, to al the regions of the country
evoked good response from the banks. Dur-
ing the three years, August 1962 to July
1965, when the programme came to a close,
licences were issued to 47 banks for opening
616 new offices, including 231 a unbanked
centres. Banks have so far opened 587 new
offices, of which 220 are at unbanked centres.
In view of the distinct advantages of the system
of obtaining in advance, branch expansion
programmes from banks, the first expansion



programme of commercial banks (other than
the State Bank of India and its subsidiaries)
was followed up, by another one extending
over a period of two years ending July 1967.
The banks were asked to (i) quicken the
pace of extension of banking facilities in
some of the States which are comparatively
under-developed in banking and (ii) continue
their efforts towards the opening of branches
at centres devoid of any banking facilities.
After examining proposals submitted by
banks, permission was given for opening 650
offices, of which 232 are in unbanked cen-
tres. Licences have been issued for opening
233 new offices, of which 79 are in unbanked
centres. Under the second expansion pro-
gramme, banks have opened 129 new offices
(including 42 at unbanked centres).

86. The State Bank of India in its second
phase of expansion between July 1, 1960 and
June 30, 1965, had undertaken to open 300
branches between itself and its subsidiaries
in the ratio of 145 to 155. It was subse-
quently felt that an expansion programme of
this order was inadequate, as it would leave
a large number of treasuries and sub-trea-
suries without banking facilities. The State
Bank, therefore, undertook to open 319 bran-
ches between January 1, 1964 to December
31, 1968, under the third accelerated five-
year programme. In the second phase of
expansion, the Bank opened 118 branches
against a target of 145. An additional four-
teen branches (including one at Gangtok in
Sikkim) were opened under this programme
between July 1965 and June 1966. It was
also agreed that further centres may be in-
cluded in the Bank's expansion programme
and these also be treated as falling under the
second phase expansion programme. Thus,
the number of approved centres as at the end
of June 1966, under the second expansion
programme stands at 163. Under the third
expansion programme, the Bank opened 78
branches during the year ended June 1966.
In order to ensure continuity of the expansion
programme, the subsidiary banks were asked
to proceed with the second expansion pro-
gramme (July 1965 to June 1970), after the
completion of the first in June 1965. During
the year ended June 1966, the subsidiaries
opened 34 branches under this programme.
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87. The State Bank has aso drawn up a
scheme for the opening of ‘one man’ village
offices by its seven subsidiaries at selected
rural centres, mainly with a view to mobilising
untapped rural deposits. These offices will
be subsidised, the mode of subsidy payment
being to meet in full, for the firs five years,
the losses incurred by these branches from
the Integration and Development Fund. Up-
to June 1966, the subsidiaries have opened
seven offices under this scheme. Thus during
the year July 1965 to June 1966, the State
Bank of India and its subsidiaries opened 133
branches under their expansion programmes.
The total number of offices of the State Bank
of India and its subsidiaries as at the end of
June 1966 stood at 1,996. The other sche-
duled banks (i.e., other than the State Bank
of India and its subsidiaries) opened 165 new
offices during the year at places which were
not formerly served by either a scheduled
bank or a non-scheduled bank having paid-
up capital and reserves of over Rs. 50,000
and 218 new offices at other centres. In
addition, 38 offices were added as a result of
amalgamation and/or taking over of offices
of non-scheduled banks consequent upon
transfer of their liabilities and assets. As
againgt these, nine offices were closed between
July 1965 and June 1966. Thus, the total
number of offices of scheduled banks in-
creased to 6,122 at the end of June 1966.

88. Three more clearing houses were esta-
blished during the year, bringing the total
number of clearing houses in the country to
84. Of these, 7 are managed by the Reserve
Bank, 62 by the State Bank of India, 14 by the
subsidiaries of the State Bank of India and
one by a commercid bank.

Regulation of Business of Non-Banking In-
stitutions relating to Acceptance of Deposits

89. It was mentioned in the last year's
Report that in the light of the position re-
vealed by the analysis of data relating to the
deposits of non-banking companies and finan-
cial institutions, measures were being for-
mulated for the regulation of the business of
acceptance of deposits by these companies.
Accordingly, the Reserve Bank, in exercise
of the powers conferred on it by Section 457,
45K and 45L of the Reserve’ Bank of India
Act, 1934, issued two notifications on Ja-



nuary 7, 1966 giving certain directions to
(i) non-banking non-financial companies (ex-
cept those under certain exempted categories)
receiving deposits from the public and (ii) non-
banking companies which carry on as ther
principal business hire-purchase transactions
or the financing of such transactions.

90. The directions (i) prohibit the accep-
tance of short-term deposits by the com-
panies ; receipt or renewal of deposits of less
than twelve months in the case of non-financial
companies and six months in the case of hire
purchase companies is prohibited, (ii) pres-
cribe certain particulars to be specified in any
advertisement soliciting deposits, (iii) pro-
vide for the furnishing of receipts to depositors
and the maintenance of registers of deposits
received by them and (iv) require the in-
clusion of certain information relating to
deposits in the reports of the Board of Direc-
tors of the companies. In case of hire-pur-
chase companies, two additional require-
ments were laid down, viz. that every such
company should (i) maintain in India as
liquid assets, a sum equivaent to 9 per cent
of the assets in India of the said company
and (ii) also secure that the aggregate of the
company’s receipts by way of instalments due
to it under hire-purchase contracts during
each haf year (of an accounting year) is not
less than 25 per cent of the amount outstanding
under such contracts at the close of the pre-
vious accounting year.

9 1. The requirement regarding maintain-
ing in India as liquid assets a sum equivalent
to 9 per cent of the assets was amended on
June 29, 1966, in terms of which, a hire-pur-
chase company is now required to maintain
in India as liquid assets a sum which shall
not at the close of business on any day be
less than 10 per cent of the deposits received
by it and outstanding in its books on that
day, instead of 9 per cent of its assets in India
Earlier, on April 4, 1966, aso, the two noti-
fications issued on January 7, 1966, were
amended ; the two important amendments
are: (i) requiring companies to furnish to
the Bank audited balance sheets and interim
accounts so long as they hold deposits and
(i) modifying the definition of ‘deposit’ in
respect of non-financial companies so as to
exclude from its purview any money received
from employees otherwise than by way of
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security as well as money received by a holding
company from its subsidiary or by a subsidiary
from its holding company or by a company
from a holding company of its holding com-

pany.

92. The question of providing for more
effective control and development of non-
banking institutions carrying on banking or
para-banking activities in the unorganised
sector is under consideration and a new De-
partment, viz. Department of Non-Banking
Companies was established by the Bank at
Calcutta in March 1966, for administering
the provisions of Chapter |1l B of the Reserve
Bank of India Act, 1934.

Miscellaneous

93. In the Report for 1962-63 mention
was made of the promulgation by the Govern-
ment of Pakistan on June 7, 1962, of the
Pakistan Banking Companies Ordinance,
under which foreign banks operating in Pakis-
tan were required to maintain by way
of paid-up capital and reserves an aggregate
amount of Rs. 20 lakhs or 5 per cent of the
total demand and time liabilities whichever
was higher (Section 13(3) of the Ordinance).
The entire amount was required to be brought
from outside the country and deposited with
the State Bank of Pakistan within six months
from the date of the Ordinance. As the
provisions would have caused considerable
hardship to Indian banks operating in Pakistan,
the matter was taken up with the Govern-
ment of Pakistan who exempted banks .
from the operation of that section of the
Ordinance for a period of one year in the first
instance from December 7, 1962. The ex-
emption period was later extended and it was
due to expire in December 1965. Indian
banks having offices in Pakistan were, there-
fore, advised that if they could not meet the
requirements of the above provision from out
of their resources in Pakistan, they might
notify the Pakistan Government accordingly
and take consequential action including closing
of their offices in that country, if necessary.

94. Following the commencement of hos-
tilities between India and Pakistan, Indian
banks in Pekistan were reported to have been
directed to suspend their business and their



assets were vested in the Custodian appointed
by the Government of Pakistan.

95. During the year, remittance facilities
available to the scheduled banks in terms of the
Reserve Bank of India Remittance Fecilities
Scheme were liberalised effective January 1,
1966. The corresponding facilities available
to State co-operative banks were also libe-
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ralised. The more important features of this
liberalisation were : (i) raising of the mini-
mum amount to Rs. 20,000 from Rs. 10,000
previousdly, between the banks accounts at the
offices of the Reserve Bank free of charge, and
(i) increasing the frequency from three times
a week (free of charge, an amount of Rs. 5,000)
to four times aweek (free of charge, an amount
of Rs. 10,000).

[11. DEVELOPMENTS IN CO-OPERATIVE BANKING

96. The most important development in
the co-operative banking sector during the
year was the enactment of the Banking Laws
(Application to Co-operative Societies) Act,
1965 (referred to in-the last Report), which
brought co-operative banks within the purview
of the general banking legidlation of the coun-
try.  With the Act coming into force on March
1, 1966, some of the provisions of the
Banking Regulation Act, 1949, relating to
licensing of banks, maintenance of cash
reserves and liquid assets, regulation of
advances, issue of directions etc. became
applicable to co-operative banks. Also, the
voluntary inspections of co-operative banks
by the Reserve Bank were replaced by statutory
inspections under the Banking Regulation Act.

97. In regard to short-term agricultural
credit, increasing emphasis continued to be
placed on the crop loan system. Provision
of finance under the scheme is to be arranged
under a three-component formula consisting
of (i) a cash component adequate to meet the
needs of cultivation on a traditional plane,
(i) a kind component in the form of inputs
such as fertilisers and pesticides and (iii) an
additional cash component to meet cost of
labour etc. involved in the use of inputs under
the kind component subject, however, to
the repaying capacity of the borrowers judged
on the basis of expected value of produce.
It was also felt necessary to strengthen the
co-operative credit structure so as to enable
central co-operative banks and primary agri-
cultural credit societies to provide finance
to farmers cultivating under the ‘High
Yielding Varieties Programme’. The Reserve
Bank, on its part, would relax the usual terms
and conditions for such lending. During the
year, the policy governing grant of medium-

term loans for agricultural purposes was
rationalised. According to the revised policy
the amount of loan is to be related to
the outlay for the purpose for which
it is required and the repaying capacity,
instead of linking it to the value of the security.
Also, in respect of financial accommodation
to State co-operative banks for  financing
production and marketing of  handloom
weavers societies, the assistance is to be on
the basis of actual production and sales and
not on the number of looms and the scale
per loom as before. During the year, the
National Agricultural Credit (Stabilisation)
Fund constituted in 1956, was utilised for
the first time to convert short-term dues to
Reserve Bank owed by some State co-opera-
tive banks in the areas affected by scarcity
conditions.

Co-operative credit policy, procedures and
operations

98. In the sphere of short-term agricultural
credit, emphasis continued to be placed on the
crop loan system which has been accepted
as a basic feature of the programme of co-
operative development. As the progress
made in the implementation of the system in
most States till the end of 1964-65 was not
encouraging, the Government of India con-
vened in 1965-66, State Level Conferences at
which the representatives of the Reserve Bank
explained the various features of the system.
Provision of credit under the system is related
to the cost of cultivation of each crop including
the value of inputs such as fertilisers, etc.
subject to the repaying capacity of the borrow-
er which is judged in relation to the expected
value of produce rather than the security which
he can offer. The other features of the scheme



include linking of credit with marketing,
observance of seasonality in advances and
repayments depending upon the timings of
sowing and harvesting of crops, etc.

99. The Standing Advisory Committee
on Rural and Co-operative Credit at its
meeting held on April 28, 1966; discussed the
role of co-operative credit in the context of
special schemes for agricultural production
such as the High Yielding Varieties Program-
mes. It was agreed that officers of the
Reserve Bank would also participate in the
tours of Central Teams deputed by the Minis-
try of Food, Agriculture, Community
Development and Co-operation, to various
States to ascertain measures needed to streng-
then the co-operative credit structure, with the
immediate object of enabling the central co-
operative banks and the primary credit socie-
ties to provide the necessary credit to the
farmers cultivating High Yielding Varieties.
The Committee also recommended the setting
up of a committee to go into the problems
of rural credit. The Reserve Bank, on its
part, agreed to relax the usua terms and con-
ditions in respect of central co-operative banks
for the purpose of financing cultivators
participating in the High Yieding Varieties
Programme. 1In particular, the stipulation
that borrowings from the Reserve Bank should
be matched by non-overdue loans outstanding
against primary agricultural credit societies in
respect of such financing was relaxed. It
was decided to sanction, subject to certain
conditions, specia credit limits to the con-
cerned central co-operative banks for the High
Yielding Varieties Programme, which is to
cover 4.89 million acres during 1966-67.
The conditions are that (1) the loans out
of these limits would not be available to
defaulting members of primaries ; (2) every
individual would contribute to the share
capital of the society an amount equivalent
to 10 per cent of his borrowings from it ;
(3) loans for inputs like fertilisers would be
disbursed only in kind ; (4) the State co-
operative bank would repay al the loans taken
by it for financing the kharif crops under the
programme on or before March 31, 1967, and
(5) every member would undertake to sell
his produce through the agency approved by
the primary agricultural credit societies. Since
the programme is to be extended also to
persons who are not members of co-operative
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societies, the Bank suggested that the Govern-
ment or any other agency approved by the
Government should not give non-members
credit on more favourable terms and condi-
tions than those on which members of socie-
ties would obtain their loans.

100. The option givento ‘A’ and ‘B’ class
central co-operative banks (referred to in the
last year's Report) which had furnished .the
guarantee of the State Government for borrow-
ings made on their behaf by the State co-
operative banks, to apply for credit limit
without such guarantee and on their own good
signatures with effect from 1965-66, was also
made available to ‘A’ and ‘B’ class banks in
areas in which the Intensive Agricultural
District Programme was in operation. The
credit limits sanctioned by the Bank to the
State co-operative banks for seasonal agri-
cultural operations and marketing of crops
at the concessional interest rate of 2 percent
below the Bank rate, increased from Rs. 200
crores in 1964-65 to Rs. 212.66 crores in
1965-66. Drawals aggregated Rs. 260.72
crores during the above period, while repay-
ments were Rs. 267.53 crores; in the result,
the outstandings at the end of the year at
Rs. 143.73 crores were lower by Rs. 6.81
crores than those a the end of the previous
year. In addition, the Bank sanctioned special
limits of Rs. 7.52 crores to the State co-
operative banks in Madhya Pradesh, Andhra
Pradesh, Madras and Mysore to finance the
High Yielding Varieties Programme. Short-
term loans amounting to Rs. 32.68 crores
were aso sanctioned to some State co-opera-
tive banks for genera banking purposes at the
Bank rate.

101. The policy governing the issue of
medium-term loans for agricultural purposes
was rationalised during the year. Instead of
linking the amount of loan to the value of
security, it is now to be related to the outlay
for the purpose for which it is reguired and
the balance of the repaying capacity as
available after making due allowance for
requirements of short-term credit.  The
medium-term credit limits sanctioned by the
Bank during the year 1965-66 for ‘approved
agricultural purposes amounted to Rs. 14.06
crores as against Rs. 14.39 crores sanctioned
in the previous year. The drawals on these
limits amounted to Rs. 7.45 crores and cons-



tituted about 53 per cent of the loans sanc-
tioned; repayments aggregated Rs. 6.78
crores. The amount outstanding against the
State co-operative banks as on June 30, 1966
was Rs. 14.96 crores.

102. Financial accommodation to State
co-operative banks on behalf of central banks
under Section 17(2) (bb) for financing the
production and marketing of handloom wea
vers societies was being provided at rates
ranging between Rs. 300 to Rs. 500 per
loom. The basis for sanctioning the limits
was shifted during the year from the number
of looms and the scale per loom to the actua
production and sales during the year. As
this production oriented system of financing
might reduce the quantum of credit which some
societies had been enjoying, it was decided to
allow the banks and societies a period of one
year to bring about the necessary adjustments.
The credit limits sanctioned for financing the
production and marketing activities of hand-
loom weavers co-operative societies for the
financial year 1965-66, at the concessional
interest rate of 14 per cent below the Bank
rate under Section 17(2) (bb) or (4))(c) of
the Reserve Bank of India Act totalled Rs. 6.73
crores compared to Rs. 5.90 crores for
financial year 1964-65. The drawals on these
limits aggregated Rs. 5.65 crores and the
outstandings at the end of the year amounted
to Rs. 5.57 crores. The Bank sanctioned
limits aggregating Rs. 1 .00 crore at the Bank
rate under Section 17(2)(a) or (4)(c) of the
Act for financing commercia or trade trans-
actions of the apex handloom weavers’
Societies.

103. In view of the scarcity conditions
prevailing in the various parts of the country,
the National Agricultural Credit (Stabiliza-
tion) Fund constituted in 1956 under Section
46B(2) of the Reserve Bank of India Act,
was utilised for the first time during the year,
to convert the short term dues to the Reserve
Bank from the central co-operative banks in
areas affected by these conditions. During the
year a sum of Rs. 4.82 crores was sanctioned
to five State co-operative banks on behalf of
63 central co-operative banks against which
they drew a sum of Rs. 4.68 crores. A
reference was made in the last year's Report
to the scheme for the building up of the
agricultural credit stabilization funds at
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various levels of the co-operative credit
structure by contributing to it at least 25 per
cent of the net annua profits every year, of
each central and apex co-operative bank.
However, as it was felt that the co-operative
banks would not be able to contribute on such
a high scale, the minimum contribution was
reduced, in consultation with the Standing
Advisory Committee, to 15 per cent of net
profit. A recommendation was also made to
the State Governments that they might make
outright contributions aggregating Rs. 20.48
crores to the stabilization funds of the State
co-operative banks with suitable assistance
from the Government of India. The Ministry
of Finance has since approved a contribution
of Rs. 4.4 crores to 6 States in 1965-66.

104. Loans sanctioned to State Govern-
ments at a concessional rate of interest out of
the National Agricultural Credit (Long-Term
Operations) Fund, to enable them to contri-
bute to the share capital of co-operative credit
institutions amounted to Rs. 2.68 crores. The
Governments drew a sum of Rs. 2.58 crores
against this and the outstandings at the end
of the financia year 1965-66 stood at Rs.
29.42 crores. The State Governments were
advised of the manner in which the require-
ment of Government capital by co-operative
credit ingtitutions should be assessed.

105. Last year the Bank had made known
to State Governments that due to stringent
conditions in the money market and various
other developments, it would not be possible
for the 3 public sector ingtitutions, viz., the
Life Insurance Corporation, the State Bank
of India and the Reserve Bank of India to
support a debenture programme of central
land mortgage banks in excess of Rs. 23
crores in the financial year 1965-66. The
amount that would qualify for the assumed
support as above for each land mortgage
bank was dso indicated, keeping in view the
needs of balanced development as between
the relatively well established banks and the
more recently organised ones, the extent of the
uncovered mortgages as on March 31, 1965,
and the need to clear off the outstandings
under the overdrafts from the State Bank
of India, etc. However, the programme
approved was found to be inadequate to ful-
fil the large loaning programmes of the land
mortgage banks. As the Life Insurance Cor-



poration and the State Bank of India agreed
to raise their contribution, the programme was
increased to Rs. 35 crores (excluding the
amount of Rs. 4 crores which the Govern-
ment of Maharashtra had agreed to contribute
to the debentures of the State land mortgage
bank). The support of the Life Insurance
Corporation and the State Bank of India
continued to be 30 per cent and 10 per cent
of the floatation by each bank. The support
of the Reserve Bank was reduced from Sept-
ember 1965, from 20 per cent to 10 per cent
of the floatation or the shortfall in public
subscription, whichever was lower.

106. At a meeting of the representatives
of the land mortgage banks, the Life Insurance
Corporation, the State Bank of India and the
Government of India convened by the Reserve
Bank in February 1966, the debenture pro-
grammes of the banks during the financia
year 1966-67 were discussed. The amount to
be floated with the support of the three public
sector ingtitutions during 1966-67 was fixed
at Rs. 35.75 crores. The land mortgage
banks in the country were grouped into three
categories on the basis of their stage of deve-
lopment and the support extended by the
three public sector institutions was fixed at
50 per cent, 55 per cent and 60 per cent
of each series, respectively. The amount to
be floated by the banks and the extent of
support from the public sector institutions
were indicated to the banks. It was also made
clear that the banks could float debentures
exceeding the above limits, provided they
raised the additional amounts without sup-
port from the three public sector institutions.

107. During the year ending March 1966,
fourteen central land mortgage banks issued
ordinary debentures for a total of Rs. 40.93
crores, of which Rs. 4.60 crores or 11.24
per cent were taken up by the Bank, while
co-operative ingtitutions, the National Co-
operative Development Corporation, the
State Bank of India and the Life Insurance
Corporation of India subscribed Rs. 26.87
crores. The Bank’s support to the rural
debentures issued by the central land mortgage
banks continued to be linked to the response
from the public in the proportion of 8 : 7.
Rural debentures for Rs. 3.18 crores were
floated by the central land mortgage banks

28

in Gujarat, Maharashtra, Andhra Pradesh,
Madras and the Punjab. The response from
the public, however, was poor and the banks
could collect only Rs. 2.40 crores, of which
Rs. 1.28 crores were subscribed by the
Reserve Bank. During the year the Andhra
Pradesh and Madras Central Land Mortgage
Banks issued special development debentures
for amounts aggregating Rs. 4.91 crores
of which Rs. 4.30 crores were contributed
by the Agricultural Refinance Corporation
and the balance by the State Governments.
Special development debentures were also
floated for Rs. 1.45 lakhs by the Kerala
Land Mortgage Bank for the cultivation
of rubber under the scheme approved
by the Reserve Bank. The Bank's hold-
ings in rura and special development deben-
tures rose from Rs. 4.75 crores at the end *of
June 1965 to Rs. 5.48 crores by the end of
June 1966.

108. The question of investment of the
surplus funds of the central and State co-
operative banks vis-avis their indebtedness
to the higher financing agencies including
the Reserve Bank of India and the require-
ments of Sections 18 and 24 of the Banking
Regulation Act was examined and the follow-
ing principles were conveyed for the guidance
of Registrars who are often approached by the
banks for permission to invest surplus funds
with commercial banks : (a) Central co-
operative banks might maintain excess liqui-
dity upto 20 per cent of the minimum fluid
cover prescribed under the standards of
liquidity or upto 1 per cent of the work-
ing capital whichever was more and the
funds in excess of this level should be utilized
by the central banks in reducing their borow-
ings from the State co-operative banks and
(b) within the optimum liquidity indicated
above, the central banks should give pre-
ference to the State co-operative bank and also
to the State Bank of India and its subsidiaries
in the matter of investment of funds. These
principles would govern the investment of
surplus funds of the State, co-operative banks
also. The observance of the conditions
stipulated is being watched through monthly
returns from the co-operative banks.

109. The voluntary inspections of co-
operative banks by the Reserve Bank were



replaced with effect from March 1, 1966, by
statutory inspections under Section 35 of the
Banking Regulation Act, 1949 (as applicable to
co-operative societies). Till that date 19
State co-operative banks and 215 central co-
operative banks had been inspected under the
voluntary  inspection  scheme. Thereafter
statutory inspections of one State co-operative
bank, 87 central co-operative banks and 30
primary co-operative banks were taken up
under Section 35 of the above Act. Of the
30 primary co-operative banks, 4 were inspect-
ed by the officers of the State co-operative
banks as permitted by Section 35(1) of the
Banking Regulation Act and the rest by officers
of the Reserve Bank. Inspection of central land
mortgage banks and apex handloom weavers
co-operative societies continues to be on a
voluntary basis as they do not come under the
purview of the said Act. During the year,
12 central land mortgage banks and 3 apex
handloom weavers' societies had been

inspected.

Co-operative Development Palicy

110. A reference has been made earlier
to the enactment of the Banking Laws (Ap-
plication to Co-operative Societies) Act, 1965
which extended the Reserve Bank of Indid's
statutory control to co-operative banks also.
The Act came into force on March 1, 1966.
The co-operative banks covered under this
legidation include State co-operative banks,
central co-operative banks and primary co-
operative banks. Such co-operative banks
like industrial co-operative banks, if they are
declared to be State or central co-operative
banks by the concerned State Governments
in terms of Section 2(f) or 2(bi) of the Reserve
Bank of India Act, also come within the
purview of the new legidation. Land mort-
gage banks, all primary agricultural credit
societies and those primary non-agricultural
credit societies having paid-up capital and
reserves of less than rupees one lakh are
excluded from the purview of this legidlation.
The main provisions of the Act are:

(i) All co-operative banks to which the
Act applies, were required to apply for a
licence to the Reserve Bank within three
months of the commencement of the Act ;
a primary credit society becoming a primary
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co-operative bank after the commencement
of the Act has also to apply for a licence
within three months from the date on which
it becomes a primary co-operative bank.
Such banks are permitted to carry on banking
business until they are granted a licence or
are informed that a licence cannot be granted
to them.

(ii) Every co-operative bank except a
scheduled State co-operative bank has to
maintain either with itself or with a higher
financing agency, a cash reserve of not less
than 3 per cent of its total demand and time
liabilities.

(iii) Every co-operative bank is required
to maintain liquid assets, including the mini-
mum cash reserve of 3 per cent, of not less
than 20 per cent of its total demand and time
liabilities. This requirement will be raised
to 28 per cent after a period of 2 to 3 years.

(iv) The co-operative banks, with the
exception of central co-operative banks, are
required to obtain the permission of the
Reserve Bank for opening branches. The
broad policy laid down in this regard is that
the State co-operative banks will be alowed
to open branches only at the headquarters of
the State. This restriction will, however,
not apply to the State co-operative banks in
Union Territories as they also operate as
central co-operative banks in these areas.
In the case of a primary co-operative bank,
the opening of a branch within the area of its
operation will be considered on the basis
of the availability of the banking facilities in
and the deposit potential of the area, taking
into account the special needs of the different
types of primary co-operative banks such as
urban co-operative banks, salary earners
ocieties, etc.

(v) the Act prohibits co-operative banks
from combining trading with banking, holding
of non-banking assets and creation of floating
charges on assets and requires them to obtain
Reserve Bank’s approval for investment in
shares of co-operative concerns lying outside
their area of operation.

111. The Act also made some amend-
ments to the Reserve Bank of India Act which
enabled the Bank to include State co-operative



banks in its second schedule.  Each scheduled
State co-operative bank will have to maintain
with the Reserve Bank a minimum average
daily balance of 3 per-cent of its total demand
and time liagbilities as against the requirement
of 23 per cent of demand liabilities and 1 per
cent of time liabilities in the case of banks
which are not scheduled but are taking ad-
vantage of the Bank’s remittance facilities.

112. The provisions of the Banking Re-
gulation Act, which confer on the Reserve
Bank the powers to supersede, wind up,
amalgamate or reconstruct banks, are not
applicable to co-operative banks. These
powers continue to vest in Registrars
of Co-operative Societies. If, however, co-
operative banks are to be brought within the
purview of the Deposit Insurance Corporation
Act, some of these powers will have to be
vested in the Reserve Bank. A number of
States have, therefore, agreed to amend their
Co-operative Societies Acts so as to vest in
the Reserve Bank the necessary powers. The
Government of India is considering an amend-
ment to the Deposit Insurance Corporation
Act, s0 as to extend it to co-operative banks
aso.

113. The Bank’s Standing Advisory Com-
mittee on Rural and Co-operative Credit met
three times during the year and considered,
inter alia, the problems of co-operative credit
in the context of special schemes for agri-
cultural production, the establishment of
agricultural credit stabilisation funds at
various levels of the co-operative credit
structure, the provision of medium-term
loans for the purchase of milch cattle through
milk supply societies, etc. An important
recommendation of the Committee was that
as a transitional arrangement, the milk supply
societies can be recognised, as the agency
through which finance can flow in an area in
which a co-operatively organised dairy deve-
lopment project was in effective operation
provided (i) the existing co-operative structure
was weak or was not in a position to take up
this activity and (ii) the milk supply society
was a viable unit and there was co-operdative
cohesion among its members. The Com-
mittee also felt that the Reserve Bank could
not give substantial finance from the Long-
Term Operations Fund for the purchase of
milch cattle.
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114. While the work on the Fourth Five
Year Plan on Co-operative Development was
in progress, the plans for the year 1566-67
were finalised by the Planning Commission
in consultation with the representatives of the
State Governments, the concerned Depart-
ments of the Government of India, the Reserve
Bank and the State Bank of India in Novem-
ber 1965. In regard to the co-operative credit
structure, the emphasis was particularly on
the revitalisation of primary agricultural
credit societies so as to make them viable on
the lines of the recommendations of the Con-
ference of State Ministers for Co-operation held
at Hyderabad in June 1964. A tota financia
outlay of Rs. 12.65 crores has been approved
by the Planning Commission for co-operative
development during 1966-67.

115. The Deputy Governor in charge of
Rura Credit held discussions, as in the pre-
vious years, with the official and non-officia
representatives of the co-operative movement
in the various States during January-May
1966 on the outstanding issues relating to
co-operative development in the States.

Agricultural Refinance Corporation

116. The activities of the Agricultural
Refinance Corporation showed improvement
during the year under review. The Corpora-
tion sanctioned 24 schemes during the year
as against 9 schemes in 1964-65 and 3 schemes
in 1963-64. The schemes relate to land re-
clamation and soil conservation, development
of plantation crops such as rubber, tea, coffee,
coconut, arecanut and also to poultry farming.
The States to be benefited by these schemes
are Andhra Pradesh, Assam, Delhi, Gujarat,
Kerala, Madras, Maharashtra, Mysore, Ra-
jasthan and West Bengal. The total financial
outlay involved in these 24 schemes is
Rs. 17.96 crores and the Corporation’s com-
mitment amounted to Rs. 14.17 crores or 79
per cent. Of the 24 schemes, 10 schemes are
to be financed by central land mortgage banks;
the refinance amounting to Rs. 12.48 crores
is to be provided in the form of subscription
to the special development debentures to
be floated for the purpose. The remaining
14 schemes involving refinance to the extent
of Rs. 1.69 crores are to be financed by
scheduled banks.



117.  Thus, during its three years of working
the Corporation sanctioned 36 schemes in all
involving a total financia outlay of Rs. 34.73
crores and the Corporation’s commitment in
respect of these schemes is Rs. 28.57 crores.
In addition to the schemes actually sanctioned,
several schemes including development of
fisheries, cardamom, mangoes, grapes, etc.
are under the consideration of the Corpora
tion.

118. During the year under review the
Corporation disbursed a sum of Rs. 4.45
crores, of which Rs. 4.30 crores were in the
form of contribution to the special develop-
ment debentures floated by the land mortgage
banks under the schemes for the reclamation
and development of land and the balance
of Rs. 14.70 lakhs was to scheduled banks
under schemes for development of tea and
coffee plantations. The disbursements when
viewed in relation to commitments are small
but this could be attributed to the fact that
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the schemes are to be implemented over a
number of years and drawals from the Cor-
poration are aso to be made accordingly.

119. In order to help the small tea planters
the Corporation, in association with the
Agricultural Credit Department of the Re-
serve Bank of India, made a study of the
problems facing small tea planters in North
and South India and published the results in
August 1965. On the basis of this study,
the Corporation felt that the small planters
could be helped through the agency of the
land mortgage banks and for this purpose
made certain suggestions to the concerned
State Governments, such as raising of ceilings
on long-term and short-term loans to planters,
giving of subsidies to uneconomic plantations,
proper arrangements for supervision and
technical advice and co-operative processing.
These suggestions are now under the con-
sideration of the Punjab and Madras Govern-
ments.

IV. EDUCATION AND TRAINING

120. Over the years the Reserve Bank of
India has been taking an active part in the
improvement of the quality and standards of
the banking personnel. It has been spon-
soring, organising and conducting appro-
priate training courses for different categories
of personnel in commercial and co-operative
banks, as well as for its own staff. During
1965-66 a new course for the managerial
personnel of co-operative banks was added
to the list of training courses following the
enactment of the Banking Laws (Application
to Co-operative Societies) Act, 1965. This
course is intended to equip the manageria
personnel of co-operative banks with wupto-
date knowledge of practices and procedures
of modern banking. Two such courses were
conducted during the year at the Bankers
Training College, Bombay, and 56 officers of
co-operative banks participated in them.

121. The Bankers' Training College,
Bombay, continued to conduct courses for the
supervisory personnel of commercial banks.
The College held during the year ten courses—
three senior and four intermediate courses in
banking, and one course each in foreign
exchange, industrial finance and personnel

and organisation. 339 officers of commercial
and co-operative banks, State Financial
Corporations, etc. attended these courses.

122. For its own staff, the Reserve Bank
has been running since August 1963, a Staff
Training College at Madras where training is
imparted to junior supervisory staff. During
the year, the College conducted five genera
courses each of eight weeks' duration for im-
proving the operational efficiency of the staff.
The number of employees who received
training in these courses was 221. The
College has also been conducting inspection-
oriented course for the staff of the Department
of Banking Operations and Development and
Agricultural Credit Department. During the
year, four such courses each of ten weeks
duration were held, in which 96 employees
received training.

123. The officers of State co-operative
banks are being given training in inspection
techniques and procedures as, by virtue of
Section 35 of the Banking Regulation Act,
the Reserve Bank can arrange for an inspection
of a primary co-operative bank through one
or more officers of the State co-operative bank



in the State in which the primary co-operative
bank carries on business. Two Special
Courses for the key personnel of the apex/
central co-operative banks were organised at
the Bankers Training College at Bombay
during the year and 56 officers of apex and
central co-operative banks were trained. In
addition, training facilities are provided by
the Agricultural Credit Department of the
Bank to the Registrars of Co-operative Socie-
ties and other senior officers of the Co-operative
Departments of different State Governments.

124. During the year, three induction
courses of five weeks duration were held for
employees selected for the posts of junior
officers Grade II. The number of officers
who participated in these courses was 103.
A new eight week induction course for rura
credit officers selected from members of the
staff of the Bank was started on June 13, 1966,
with 43 employees participating.

125. In addition&he clerica staff of the
Bank (Clerks Grade | and Il) receive training

V. ACCOUNTS AND

128. During the accounting year ended
June 30, 1966, the Bank’s income after making
statutory and other provisions, amounted to
Rs. 67.53 crores as against Rs. 62.27 creres
in the previous year. The expenditure which
included establishment expenses and pro-
vision for sundry ligbilities and contingencies,
amounted to Rs. 17.53 crores as against
Rs. 14.27 crores last year. The net profit
available for payment to Centra Government
was Rs. 50 crores as against Rs. 48 crores
paid last year.

129. The contributions to the National
Agricultural Credit (Long-Term Operations)
Fund and the National Agricultural Credit
(Stabilisation) Fund this year were higher at
Rs. 15 crores and Rs. 6 crores, respectively,
than in the previous year (Rs. 14 crores and
Rs. 1 crore, respectively). The contribution
to the National Industrial Credit (Long-Term
Operations) Fund was Rs. 5 crores, the same
as in the previous year. ’

130. The rise of Rs. 5.26 crores in income
this year was mainly due to increased earnings
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courses at the zonal training centres at Bom-
bay, Calcutta, Madras, New Delhi and Nagpur.
So far 383 employees in the category Grade |
and 1,536 belonging to Grade |l received
training. In addition 566 new entrants parti-
cipated in these courses.

126. Till recently, the courses conducted
in the training establishment of the Reserve
Bank covered only the junior supervisory and
clerical staff. During 1965-66, seminars on
management were arranged for the officers of
the Bank in Calcutta and Bombay. Two
specialists of the Indian Institute of Manage-
ment, Calcutta, and some 60 officers of the
Bank participated in these seminars.

127. Mention was made in last year's
Report of classes held at Bombay to provide
facilities to the staff for learning Hindi. Ar-
rangements were made during the yeas to
start such classes for the staff at Byculla
(Bombay), Hyderabad, Madras and Trivan-
drum offices.

OTHER MATTERS

by way of interest on rupee securities and on
Loans and Advances and also discount on
Treasury Bills. The rise of Rs. 3.26 crores
in expenditure was mainly under the heads
‘Establishment’, ‘ Security Printing’ and
‘Agency Charges. The increase under
‘Establishment’ was due to revision of pay
scales of Officer and Supervisory staff in
October 1965, payment of dearness allowance
at enhanced rates to ‘Award Staff’ owing to
the rise in index figures and increments granted
to the staff in the time scales of pay. The
increase under ‘ Security Printing’ was due to
arise in the manufacturing cost of Bank Note
Forms and increase in the indents for their
supply, 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.

Auditors

131. The accounts of the Bank have been
audited by Messrs. S. B. Billimoria & Com-



pany of Bombay, Messrs. P. K. Ghosh &
Company of Calcutta and Messrs. Brahmayya
& Company of Madras who were appointed
by the Government of India as auditors of the
Reserve Bank of India for the year 1965-66
by notification No. F 3(46)-BC/65 dated
October 22, 1965, issued in exercise of the
powers conferred by Section 50 of the Reserve
Bank of India Act.

The Central Board

132. Shri C. S. Divekar relinquished
charge of the office of Deputy Governor from
the close of business on November 11, 1965,
on the expiry of histerm of appointment. The
Board wishes to place on record its high ap-
preciation of the vauable services rendered
by Shri Divekar.

133. Prof. C. N. Vakil and Shri N. A.
Palkhivala retired as Directors from the
Centra Board of the Bank on the expiry of
their terms of office on January, 23, 1966
and January 14, 1966, respectively, but both
were re-nominated by the Government of
India as Directors of the Central Board in
terms of Section 8 (1) (¢) of the Reserve Bank
of India Act, 1934.

134.  On the expiry of his term of appoint-
ment Shri D. R. Joshi relinquished office as
Executive Director with effect from the close
of business on May 31, 1966. Sarvashri N.
D. Nangia and R. K. Seshadri have been
appointed as Executive Directors with effect
from May 26 and June 1, 1966, respectively.

135. Seven meetings of the Central Board
were held during the year, four in Bombay
and one each in Cdcutta, New Delhi and
Madras. The Committee of the Central
Board held fifty-three meetings, of which
four were held in New Delhi, three in Calcutta,
one in Madras and the rest in Bombay.

Local Boards

136. sShri E. B. V. Raghavaiah resigned
his membership of the Southern Area Loca
Board with effect from March 1, 1966, and
the vacancy was filled by the nomination of
Shri M. Sudarsanam in terms of Section 12(3)
of the Reserve Bank of India Act.
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Opening and Clesing of Offices and Changes
in the Organisation and Management

137. Theregiona office of the Agricultura
Credit Department and the Public Debt Office
at Lucknow were closed and instead were
opened at Kanpur in June 1966. On transfer
of the Public Debt Office from Lucknow to
Kanpur, it was converted into a full-fledged
Public Debt Office, i.e. it will act as a parent
Public Debt Office in respect of al U.P.
Government loans and as a local Public Debt
Office in respect of all decentralised Central
Government loans and other State Govern-
ment loans.

138. The Central Government work at
Kanpur hitherto attended to by the local
State Bank of India was taken over by the
Kanpur Office effective April 1, 1966.

139. With a view to providing more
effective control over non-banking institutions
carrying on banking or para-banking activities
in the unorganised sector and aso to assist
in their development the Bank set up at
Cdcutta in March 1966, a new Department
caled Department of Non-Banking Compa-
nies.

Bank’s Premises

140. The Bank’s new office building at
Cadcutta was completed in November 1965,
and the office started functioning in the new
premises from that month. The Kanpur
office was shifted to the new building on
completion of the first phase of construction
in February 1966. The work on the re-
maining portion of this building isin progress.
The construction of the new office building at
Patnaisalso in progress. The proposed office
buildings at Bombay (Backbay Reclamation),
Chandigarh, Bhubaneswar, Bangalore, Hy-
derabad and Trivandrum and the proposed
sub-office buildings at Poona, Gorakhpur
and Tiruchirapalli are in the planning stage.
Land has been secured for the proposed office
buildings at Gauhati and Bhopa and for
the sub-office buildings at Ajmer.

141. All the buildings in the Staff Colony
a Santa Cruz, Bombay, were completed during
the year and occupied. Construction of
guarters at Singhi Park, Calcutta, is in pro-



gress and is expected to be completed by the
end of 1966. Construction of the Officers
Quarters at Calcutta and Bombay is aso in
progress, while construction of staff quarters
at Patna has recently commenced.

Employer-Employee reations

142. The Award of the National Industrial
Tribunal (Bank Disputes) relating to the scales
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of pay and alowances and other service con-
ditions of the workmen staff of the Reserve
Bank of India expired on October 29, 1965.
Bipartite discussions between the ‘representa-
tives of the employees unions and the manage-
ment of the Reserve Bank of India for con-
sidering the demands made by workmen
employees for improvement in their wages
and other conditions of service, are in pro-
gress.



RESERVE BANK OF

INDIA

BALANCE SHEET AS AT JUNE 30, 1966
ISSUE DEPARTMENT

LIABILITIES ASSETS
Rs. P. Rs. P. Rs. P. Rs. P.
Notes held in the Gold Coin  and
Banking Depart Bullion :-
ment . 39,70,61,399- 00 (a) Held in India | 115,89,24,794-75
(6) Held outside
India e
Notes in circula: Foreign Securltles 221,42,01,425- 65
tion 2867,48,14,694- 00
Total Notes issued 2907,18,76,093 01 Total 337,31,26,220- 40
Rupee Coin 84,95,91,175-75
Government of
India Rupee
Securities .. '484.,91,58,696- 85
Internal  Bills of
Exchang and
other  Commer-
cial Paper
Total Liabilities 2907,18,76,093- 00 Total Assets . . '907,18,76,093-00
BANKING DEPARTMENT
LIABILITIES ASSETS
Rs. P. Rs. pP.
Capital Paid-up 5,00,00,000- 01 Notes . 39,70,61,399- 00
Reserve Fund 80,00,00,000- Ot Rupee Coin . . 61,805-00
National Agncultural Credlt (Lor Small Coin 2,35,127-10
Term Operations) Fund . 115,00,00,000- 01 Bills Purchased and Discounted :-
National Agricultural Credit' (Stab (@) Internal . .. .. -

sation) Fund
National Industrial Credit (L01
Term Operations) Fund .

16,00,00,000- 01 (b) External
(c) Government Treasury Bills ..
Balances held Abroadé . .
Investmentséfét .. .
Loans and Advances to :—
(i) Central Government . .
(1) Central Government 50,26,46,299- 4 (i) State Governments@
(i) State Governments 22,51,13,489-7 Loans and Advances to :-
(6) Banks (i) Scheduled Bankst .
(i) Scheduled Banks . . 134,14,21,009- 4. (1) State Co-operative Ba.nks+
(1) State Co-operative Banks 14,23,78,111-3 (i) Others
(iii) Other Banks 13,42,667- 7' Loans, Advances and Investments
from National Agricultural Credit
(Long-Term Operations) Fund
(a) Loans and Advances to :-
(i) State Governments ..
(1) State Co-operative Banks . .
(iii) Central Land  Mortgage
Banks .. ..

(b)) Investment in Central Land
Mortgage Bank Debentutes
Loans. & Advances from National
Agricultural Credit (Stabilisation)

Fund
Loans and Advances to State Co-
operative Banks
Loans, Advances and Investments
from National Industrial Credit
(Long-Term Operations) Fund
(a) Loans and Advances to the
Development Bank . .
(b) Investment in bonds/debentures
issued by the Development

106,11,94,891+ 49
26,99,67,868-71
431,23,17,770-68

20,00,00,000- 0

Deposits :-
(a) Government Cee
20,68,00,000- 00

39,20,000-00
148,90,01,803- 00
1,90,64,500- 00

(c) Others . .
Bills Payable
Other Liabilities .

333,25,07,422- 5
34,18,42,509- 4

48,39,42,751-0 29,40,73,192- 85

14,95,86,086-01

5,83,76,630- 00

4,68,31,344- 00

3,84,17,260- 00

Bank e
Other Assets 38,42,84,583- 00
Total Liabilities B73, 11,94,260-8 Total Assets 873, 11,94,260- 84

Contingent liability on partly paid shares Rs. 10,50,001- (8.  (Sterling Investments of £50,000/- converted @
Rs. 100 = £4-7619).

A Includes Cash and Short-term Securities. ¢ (i) Excluding Investments from the National Agricultural Credit
(Long-Term Operations) Fund and the National Industrial Credit (Long-Term Operations) Fund. (iz) Includes £50,000
and U.S. $978,750 held abroad. & Excluding Loans and Advances from the National Agricultural Credit (Long-Term
Operations) Fund. 1 Includes Rs. Nil advanced to scheduled banks against usance bills under Section 17(4)(c) of
the Reserve Bank of India Act. % Excluding Loans and Advances from the National Agricultural Credit (Long-Term
Operations) Fund and the National Agricultural Credit (Stabilisation) Fund.

K. C. MITTRA, P. C. BHATTACHARYYA, Governor.
Chief Accountant. M. R. BHIDE, Deputy Governor.
Dated, the 21st Fuly 1966. B. K. MADAN, Deputy Governor.
B. N. ADARKAR, Deputy Governor.



PROFIT AND LOSS ACCOUNT

FOR THE YEAR ENDED
June 30, 1966 June 30, 1965 June 30, 1964
Rs. P. Rs. P. Rs. P.
INCOME
Interest, Discount, Exchange, Commission, etc.} 67,562,54,502-47 62,26,61,523- 98 52,22,24,259- 20
EXPENDITURE
Establishment 8,94,25,875- 37 7,51,04,498- 81 6,41,15,966- 48
Directors’ & Local’ ‘Board’ Members’ ‘Fees &

Expenses .. . .. 71,490- 87 63,596-75 51,779 58
Auditors’ Fees .. . . . 30,000 00 30,000 00 30,000+ 00
Rent, Taxes, Insurance, nghtlng, etc. . . .. 40,45,684- 58 36,03,995- 68 30,04,208- 01
Law Charges F 48,332 67 18,967-99 23,106-53
Postage and Telegraph Charges .. .. . 7,76,425-43 5,38,765-95 4,64,130- 34
Remittance of Treasure . . .. .. .. 44,61,098- 57 41,41,836- 27 43,01,677- 74
Stationery, etc. .. 20,27,981- 10 14,04,875- 10 13,02,036- 15
Security Printing (Cheque, Note Forms, etc) .. 3,94,18,299- 90 2,48,34,512- 20 1,92,64,230- 28
Depreciation and Repairs to Bank Property .. 49,01,584- 56 47,86,406- 15 46,03,617- 86
Agency Charges . . 2,60,72,804- 94 2,45,19,273- 05 2,20,25,581-33
Contributions to Staff and Superannuatlon "Funds’ 7,32,000- 00 7,32,000- 00 7,32,000-00
Miscellaneous Expenses . . . . . . . . 32,42,547-34 28,82,031- 00 23,05,411- 27

Net available balance R 50,00,00,377- 14 48,00,00,765- 03 40,00,00,513- 63
Total . . . . 67,52,54,502- 47 62,26,61,523-98 52,22.24,259-20
Surplus payable to the Central Government .. 50,00,00,377- 14 48,00,00,765- 03 40,00,00,513- 63

RESERVE FUND ACCOUNT

Rs. P.
By Balance on 30th June, 1966 . . . . . . . . . . 800000,000-00
By transfer from Profit and Loss Account Lo Nil.
Total . . .+ . . . . . . . . . . 80000000000

1 After making usual or necessary provisions in terms of Section 47 of the Reserve Bank of India Act.

K. C. MITTRA, P. C. BHATTACHARYYA, Governor.
Chief  Accountant. M. R. BHIDE, Deputy Governor.
B. K. MADAN. Deputy Governor.
B. N. ADARKAR, 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 Bank as at 30th June, 1966.

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 explanations 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 Reserve Bank of India Act,
1934 and the Regulations framed thereunder 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 explanations given to us, and as shown by the
Books of the Bank.

P. K. GHOSH & CO.,

S. B. BILLIMORIA & CO.,
Auditors.
BRAHMAYYA & CO.,

Dated, the 21st July 1966.



