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(2) 
Two copies of the Annual Report of the Central ~ o a r d  on the working of the Bank and 
on Trend and  progress of Banking in India during the year ended the 30th June 1971. 

Yours faithfully, 

S. JAGANNATHAN 

Governor 



: / I  ,! - r  ANNUAL REPORT ON THE WORKING OF THE RESERVEIBANK OF 

For the year July 1, 1970-June 30, 1971, 

I. OVERALL TRENDS IN THE ECONOMY 

The performance of the Indian economy 
during the Bank's accounting year July 1970 
to June 1971 was rather uneven, though in 
terms of overall growth rate it appeared 
fairly satisfactory. In particular, as the year 
progressed, adverse trends emerged in some 
of the important sectors. National income 
at constant prices is estimated to have ex- 
panded by 5 to  5.5 per cent over 1969-70, 
attaining for the second year in succession 
the overall target of growth postulated in the 
Fourth Plan. To a large extent, this rise 
was due to a growth rate of over 6 per cent in 
the agricultural sector. The dominant group 
in this sector, viz., foodgrains production, 
continued its upward movement for the second 
year in succession, recording a rise of over 
8.0 per cent. In contrast, the rate of growth 
in industrial production showed deceleration. 
The prices continued to be under pressure 
throughout the year. On the external side, 
while India strengthened her second line of 
reserves by completing the programme of 
repurchases from the I.M.F., the deficit in 
the balance of payments on current account 
widened. Over the year, exports registered 
a rise but in respect of imports, there was 
a reversal of the declining trend noticed 
since devaluation. The tragic developments in  
East Bengal, following the military crackdown 
in March 1971, have led to a serious problem 
of millions of evacuees seeking refuge in our 
country. Provision of food and shelter to 
these unfortunate people has put a heavy 
strain on the country's resources and their 
continued inflow is bound to act as a serious 
constraint on the tempo of economic deve- 
lopment. 

2. Investment in the economy does not 
yet seem to  have picked up to  an adequate 
level. Public sector investment though larger 
than in the preceding year was much lower 
than budgeted for. As regards private cor- 
porate sector, public response to new issues 
was encouraging. Financial assistance sanc- 
tioned as well as disbursements made against 

earlier sanctions by the term-lending institu- 
tions were appreciably larger than last year. 
The stock market after a recovery in the 
earlier months, however, showed a bearish 
trend. On the whole, the organised sector of 
industry remained subdued with capital con- 
sents and capital issues lower than last year. 
Investment activity in the small-scale sector 
appears to have improved. Institutional 
finance for investment in agriculture showed 
a further increase over the previous year's 
level. 

3. Budgetary operations in 1970-71 have 
shown a much wider gap between receipts 
and disbursements than expected, particularly 
i n  the case of State Governments, leading 
to a considerable increase in bank financing 
of the deficit. The budgetary policy of the 
Central Government for 1971-72 has been 
framed against the background of generally 
improved prospects in the economic situation 
and the need to accelerate the tempo of 
development. The budget provides for a 
substantial step-up in Plan outlays in order 
to impart the necessary thrust to develop- 
mental activities. I t  also provides further 
measures for moving nearer to the social 
objectives of reducing regional disparities 
and bringing about an egalitarian society. 
A special provision of Rs. 75 crores has been 
made for employment-oriented works in 
rural areas and for creating employment 
opportunities for the educated unemployed. 
The budget has also provided for Rs. 60  
crores for expenditure in connection with the 
evacuees. However, the inflow of evacuees 
has been much larger than anticipated earlier 
and the strain on budgetary resources would 
be correspondingly increased." 

- 
4. In  view of the continuous pressure on 

prices and the much larger credit expansion 
by the banking system in the first half of the 

* An additional provision of Rs. 200 crores has been 
made for expenditure to be incurred by end-December 
1971 on evacuees from East Bengal. 



year, monctary policy was constantly directed 
towards curbing the inflationary trends in the 
economy. Important measures taken were 
the stcpping up of the Bank rate by one 
percentage point to 6 per cent, the raising 
of the banks' statutory and net liquidity ratios, 
substantial alterations in the basis of eligi- 
bility for refinance in respect of advances to 
priority sectors and for food procurement, 
advice to banks to exercise the utmost 
restraint, and the tightening of selective credit 
controls on specified commodities. At the 
same time, banks were advised to step-up 
the pacc of deposit mobilisation ; with a view 
to helping the banks to augment their re- 
source-base, upward revision of various 
deposit rates was permitted. The rate of 
credit expansion slowed down considerably 
thereafter and the pressure on prices eased. 

5. The public sector banks vigorously 
continued their branch expansion programme 
and oriented their lending policies in favour 
of the priority sectors, and prepared special 
schemes for assisting the backward areas 
and the weaker sections of the community. 
At the same time, it has been impressed upon 
the banks that in lending to priority sectors, 
a minimum standard of quality should be 
maintained and proper utilisation and return 
flow of funds should be ensured. 

Output, Prices and Policy Measures 

6. For the second year in succession during 
1970-71, agricultural production showed a 

fairly high rate of expansion. 
Farm Output While favourable weather 

conditions, particularly during 
the kharif season, have no doubt played a 
part in this, the extension of irrigation facilities 
and use of better water management techni- 
ques, the expansion of area under the High 
Yielding Varieties Programme and adoption 

- 

of modern technology on a wider scale, have 
all contributed to this progress. A large 
part of this progress was due to the output 
of foodgrains which at 107.8 million tonnes 
showed an increase of 8 . 3  million tonnes 
over the previous year. A11 major cereals 
except jowar shared the increase. Production 
of pulses, however, showed a marginal decline. 
The performance of major cash crops, how- 
ever, was uneven. Output of both cotton 

and raw jute during 1970-71 is expected to 
be lower than in~1969-70. While cotton 
output was adversely affected by heavy unsea- 
sonable rains and attacks by pests in certain 
cotton producing tracts, decline in raw jute 
was due partly to adverse weather conditions 
during the sowing period and partly to reduc- 
tion in acreage. Among major oilseeds, 
groundnuts production registered a signi- 
ficant improvement from 5.1 million tonnes to 
6.1 million tonnes. Sugarcane (in terms of 
gur) .is likely to remain around the previous 
year's level of output of 13-4 million tonnes. 

Table I-Trends in Agricultural Production 

--- 
1969-70 1970-71 

Unit (Final (Esti- 
Esti- mates) 

mates) 

1.  Foodgrains . . , . Million 99 .5  107.8E 
tonnes 

( i )  Rice . . . . -do- 40.4 42-5E 
( i i )  Wheat . . . . -do- 20.1 23.3E 

2 .  Raw Cotton* . . . . Million 
balest 6 . 1  5.4 

3. Raw Jute and Mestat -do- 6 . 8  6 . 1  

4. Groundnuts: . . Miliion 
tonnes 6-1 Gel 

5. Sugarcane (in terms of 
gur) . . . . . . -do- 13.4 13.4 

& Final estimates. 
* Trade estimates. 
t Bales of 180 kgs. 
$ Final estimates for 1970-71 and partially revised 

estimates for 1969-70. 

7. The period under review witnessed 
a noticeable slackening in the tempo "of in- 

Industrial 
dustrial growth. After re- 

output gistering annuaI increases 
of 6.4 per cent and 7.1 

per cent during 1968 and 1969, the C.S.O.'s 
Index of Industrial Production (Base : 1960= 
100) recorded a growth rate of only 4.5 
per cent* for 1970. The set-back became 
more pronounced during the latter half of the 
year which showed a growth rate of only 

* The slow-down in the growth rate is in  part due to 
statistical reasons. There has been some transfer of units 
out of the books of D.G.T.D. to the small-scale 
sector without corresponding adjustments for the past 
years. 



3.0 per cent over the corresponding period of 
1969. Latest available data show that during 
January-March 197 1 the increase in the 
index over the corresponding months of 1970 
works out to  only 1.5 per cent. The slack- 
ness in the tempo of industrial growth was 
due to a variety of adverse factors : short- 
ages of key raw materials such as cotton, 
oilseeds and basic metals ; power and trans- 
port bottlenecks ; strained industrial rela- 
tions ; and a shortfall in the targeted rate 
of increase in the public sector investment. 

8. Almost all major industrial groups 
whether classified according to uses or inputs 
have shared in this deceleration in varying 
degrees. Thus basic industries showed an 
increase of only 4.2 per cent during 1970 
as against 8.9 per cent in 1969. Growth 
rate in  intermediate goods industries, which 
was 4.2 per cent in 1969 declined to  2 .7  
per cent. Consumer goods industries witness- 
ed a growth rate of 6 .3  per cent as against 
one of 10.2 per cent in 1969, the fall being 
particularly sharp in the sub-group 'con- 
sumer durable goods industries.' The group 

capital goods industries alone showed an 
iniprovcn~ent in the rate of increase from 
1.8 per cent in 1969 to  4 .7  per cent in 
1970. 

9. Input-wise, while growth rates in agro- 
based industries and 11tetal-baser1 industries 
registered marginal declines from 5.5 per 
cent and 5.8 per cent during 1969 to  4.5 
per cent and 5.2 per cent, respectively, during 
1970, the fall in chentical-based industries 
was steeper from 10.3 per cent to 7.5 per 
cent. 

10. The sectoral indicators show that the 
output of 'transport equipment and allied 
industries' was virtually [stagnant during 
1970 as in 1969. The 'electricity and allied 
industries' group maintained a high level 
of growth rate (about 11 per cent) though it 
was lower than that in the preceding year 
(14.2 per cent). Figures relating t o  some of 
the important industries showing absolute 
declines in output are given in Table 3 and 
figures for industries showing high growth 
.rates in Table 4. 

Table 2-Trends in  Industrial Production 

(Variations (%) over corresponding period of previous year) 
- -- 

January-June July-December 
Weights 1969 1970 

1  9G9 1970 19GO 1970 
-- 

General Index (Crude) . . .. 100.00 $ 7 . 1  + 4 . 5  f 8 . 0  3 0 . 2  4 - 6 - 1  4 - 3 ' 0  

Use-Based Classijication 
Basic industries . . .. 2 5 . 1 1  + 8 . 9  + 4 . 2  + 9 - 6  3- 5 . 9  + 8 . 3  f 2.6 

Intermediate goods industries.. 25 .88  $ 4 . 2  + 2 . 7  + 3 . 0  4- 5 . 1  3 5.1 + 0 . 6  

Consumer goods industries . . 37 .25  t 1 0 . 2  + 6 . 3  f 1 2 . 6  $ 6 . 8  3 7 . 9  4-5 .5  

(a) Consumer durable goods 
industries . . , . . . . 5.68 4-12.9 + 3 . 2  f 1 7 . 0  + 2 . 7  39.7 4 - 3 . 1  

( b )  Consumer non-durable 
p o d s  industries . . ., 31.67 $ 9 . 3  + 7 . 3  f 1 1 . 2  f 8 . 2  3 7 . 3  -i-6.3 

ZnfiutBased Classz$calwn . . . . 
Agro-based industries . . .. 44.08 + 5 . 5  + 4.5 f 5 . 8  + 6 .0  $ 5 . 6  $- 2.9 

Metal-based industries .. 16.55 + 5 . 8  + 5 .2  +- 8 . 5  + 6 - 9  $ 3 . 1  3.7 

Chexnical-based industries . . 8 .94  f 1 0 . 3  $ 7 . 5  +13.2  f 10.7 4- 7 .7  3 4 . 6  

(1) Transport equipment and allied 
industries .. .. ., 10.90 + 0 . 4  $ 0 . 1  + 5.4 + 1 . 8  - 4 . 6  - 1 . 4  

(2) Electricity and allied industries 8 .42 f l 4 . 2  i-11' 1 $.15'4 f 12'1 f 12.8  3l0.4 

Notc : This table is based on C.S.O!s Index Number of Industrial Production (Bw : 19GO=100). Group indices 
are derived. 



Table 3-Industries Showing Absolute Decllncs In 
Output During 1970 

(In percentages) 

Growth rates during 
Industry 

1000 1070 

Iron and steel (basic industries) 4- 8.6 - 0.0 

brass manufacturing . . . . 4-28.G - 4-  G 

Prirnc movers, boilen and stearn 
generating plants . , . . $. 0.6 - 2.7 

Dyestuff nrld dyes . . . . 3- 0.6  - 1.4 

Table 4-Industries Showing High Growth Rates 
During 1970 

(In percentages) 

Growth rates during 
Industry 

19(i!) 1970 

Basic industries 

Heavy inorganic clieniicals . . $14.0 f G.5 

Fertilisers . , . . . . +32.1 . +31.3 

rlluminium . . . . . + 6.9 +lU.G 

Electricity . . . . .. -/-l2.9 +10.3 

Capital Goods li2dus!rics 

hfachinery apparatus and sup- 
plies for generation, etc. 
(power transformers) . . 3- 4. G f40.6 

Electrical motors and furnaces f 8.7 f34.6: 

Elec.trica1 cables and insulated 
w~res . . . . . . 4- 5.4 + 9.0  

Intermediate Goods Indusfries 

Jute manufactures . . .. -19.3 + 9 .4  

Consumtr Goods Industries 

Sugar (refined) . . . $76.4 +10.0 

Tea . . , . . . + 3.1 +l8.8 

Vanaspati . . . . .. 3- 1.6 + 8.2 
Conlmercial office and house- 

hold machines . . .. -14.1 $14.3 

Motor cycles and bicycles . . 310.4 + 9.8 

4 

t 1. With this slackening in the~industrial 
growth mte, the problen~ of under-utilisation 

of capacity was accentuated 
capacity particularly in such industries 
Utiliration as iron and steel, heavy 

i mechanical engineering and 
industrial machinery and rail-road equipment. 
For finished steel, the utilisation ratio worked 
out to 68 per cent during the second half of 
1970 as compared with 70 per cent during 
the corresponding period of 1969. Those 
industries manufacturing machinery for 
cement mills, tea, printing, leather and rubber 
products, experienced a reduction in capacity 
utilisation during 1970 as compared with 
1969. In respect of railway wagons, hardly 
39 per cent of the installed capacity was 
utilised due to a steady decline in orders 
from the railways. Other important in- 
dustries which showed a reduction in capacity 
utilisation ratio during 1970 included, among 
others, cement, steel castings, steel pipes and 
tubes, storage batteries and dry cells. The 
utilisation ratio in almost all of these in- 
dustries was not only lower during the second 
half of 1970 than during the first half but was 
also lower during the calendar year 1970 as 
compared with 1969. 

12. However, some industries did register 
some improvement in the utilisation of their 
rated capacity. Important amongst these 
were power transformers, electrical motors, 
electrical cables and wires, because of larger 
outlays on rural electrification programmes. 
In motor vehicles, machine tools and some 
basic chemicals such as caustic soda, the 
capacity utilisation improved because of 
maintenance of high demand. 

13. The causal factors for the slowdown in 
industrial growth are many and they differ 

from industry to' industry. 
Causal Factors Output of iron and steel was 

adversely affected by strained 
industrial relations and other organisational 
problems, shortages of raw materials such 
as refractories and lime and shutdown of some 
plants due to mechanical failures and for 
capital repairs. The absolute decline in the 
output of iron and steel had, in turn, an 
adverse impact on the output of a number 
of steel-based engineering industries. Out- 
put of coal was adverseIy affected by reduced 
demand, particularly from the railways, and 
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also by transport bottlenecks. Reduction 
in wagon loadings during the year, following 
general slackness in overall industrial activity 
and also immobilisation of wagons as a 
result of an unsatisfactory law and order 

- situation in the Eastern region, adversely 
affected railway finances resulting in a cut in 
their investment programmes. This, in turn, 
severely affected the demand for a wide 
range of engineering products, particularly 
the rail-road equipment. Besides the rail- 
ways, many other major industrial projects 
in the public sector such as Bokaro Steel, 
petro-chemicals and fertiliser plants could not 
achieve the targeted rate of increase in invest- 
ment outlays ; this affected output in the 
engineering sector except in industries belong- 
ing to heavy electrical group which has 
registered substantial increases in the output 
of generators, power transformers and other 
equipment to cater to the growing demand 
for electricity. The recent rural electrification 
programme is an  additional factor. 

14. With tlie improvement in power supply 
in rural areas, demand for diesel engines has 
levelled off in recent months. Among 
consumer goods industries, the cotton textile 
industry has been passing through a difficult 
phase due to shortage of raw cotton. 

15. As stated already, slackness in in- 
dustrial growth in general was partly due to 
shortages of key raw materials like cotton, 
oilseeds and steel, in addition to power and 
transport bottlenecks. Shortfall in public 
sector investment had its impact on a number 
of mechanical engineering industries in which 
additional capacity was built up earlier in 
anticipation of a steady expansion of public 
sector investment. Further, there has re- 
cently been a shift in investment programmes 
in favour of agricultural and employment- 
oriented schemes ; these schemes have, in 
the initial stages at least, a limited potential 
for generating additional demand for the pro- 
ducts of the heavy mechanical engineering 
industry. Labour relations coiitinued to 
remain disturbed. Total man-days lost in 
1970 on account of strikes and lock-outs add 
up to 19 million about the same as i n  1969. 

16. In contrast t o  a decline in the rate of 
growth of output of organised industries, the 
performance of small-scale and decentralised 

sectors in rccent years 1x1s sllowl~ improve- 
nlcnt. The cloth output in the deccntralised 
sector, for instance, recorded an improve- 
ment of about 4 .4  per cent during 1970. 

17. 111 the absence of adequate data, i t  is 
difficult to  assess tlie employment situation 

during 1970-7 1. Overall em- 
Employment ployment in the 'organised 
Situation sector,' which was virtually 

stagnant during the years 
1966-67 and 1967-68, registered an improve- 
ment of 1 . 9  per cent in 1968-69 and 2 .5  per 
cent in 1969-70. In both these years, the 
growth rate was higher in public sector than 
in private sector. Data regarding employ- 
men t in 1970-71, available for the period 
April-September 1970 show that total em- 
ployment in 'organised sector' increased by 
about 2.7 per cent over the corresponding 
period of the previous year. Employment in 
public sector rose by 2.9  per cent during this 
period and that in private sector by 2.3 per 
cent. Further, data from the Live Registers 
of the Employment Exchanges available for 
1970-71 (April-March) also show a rising 
trend in employment in the 'organised sector.' 
Rate of growth in 'placements' has shown a 
sharp increase from 0.9 per cent in 1969-70 
to  5 .1  per cent in 1970-71 and that in 'vacan- 
cies notified' from an  absolute decline of 0.6 
per cent t o  a rise of 4 . 8  per cent. 

18. With the recent emphasis on employ- 
ment-oriented schemes, both in rural and urban 
areas, and with the increase in agricultural 
production, employment situation in the 
unorganised sector also may' be expected t o  
improve. The Central Budget has made 
provision of Rs. 50 crores for employment- 
oriented works in rural areas and Rs. 25 
crores for creation of employment oppor- 
tunities for the educated unemployed. Besides, 
some of the special programmes formulated 
for the benefit of marginal farmers, farmers 
in dry-farming areas and agricultural labour 
may also be helpful. The Marginal Farmers 
and Agricultural Labour (MFAL) projects 
to be taken up in 41 selected districts (of which 
30 have already been approved and financial 
allocation in respect of 22 projects have 
been made upto March 1971) with a project 
outlay of Rs. 1 crore each are particularly 
oriented towards developn~ent of subsidiary 
occupations such as poultry and dairy farm- 



ing. Ttlc rural tvorks progriimalr: proposed 
to be rrtldcrt;tkcl~ in 54 cltrortically tlrougf~t- 
prorlc districts in diilkrcnl States, tbr wllicll 
a n  outlay of' Rs. 100 crorcs is crlvis;lgeJ during 
thc Fourth Plitn, is cxpectctl to provide signi- 
ficant employment opportunities for farlners 
in thcsc areas. 

1 The commercial banks also Ilave 
expnrlded credit fiiciliti~s at reusonable rates 
01' interest for purposes with a considerable 
cn~ployment potential to a largc number of 
borrowers of small means, such as, snlall 
f;kr~ncrs, small-scale rnanuSilcturers, retail 
trildcrs, road trallsport operators, slllall 
busioessn~cn, prol'essionals and self-employed 
persotis. 

20. TIlc gencr;ll price level over the year 
under review showed a rise ol' 3.1 per cent, 

compared with an increase 
Prico 
Situation of 4.0 per cent recorded in 

the preceding year. The un- 
dertone was one of continued pressure 
althougl~ betwccl~ September 1970 and May 
1971, prices flucti~ated within a narrow range. 

21. The Economic Adviser's Index Number 
of Wholesale Prices (Base : 1961-62 = 100), 
w11icl1 stood at 180.5 by end-June 1970 
moved up further to reach the peak at 183.8 
on September 12, 1970. This was followed 
by a period of narrow fluctuations with the 
onset of the harvesting season ; as the under- 
lying trend was one of continued pressure, 
the index again touched its earlier peak of 
183.8 011 January 9, 1971 and hovered around 
this level till the end of the month. The 
main factor responsible for pressure on prices 
during this period was the supply shortages, in  
relation to  rising demand, in respect of key 
industrial raw materials such as  cotton and 
oilseeds in the earlier part of the year. With 
the adoption of corrective measures, such as  
larger imports, equitable distribution, general 
and selective credit controls, the pressure on 
prices eased and the price index declined t o  
180.6 on February 27, 1971. Thereafter, 
it fluctuated narrowly between 180-183 till the 
third week of May 1971. Following the 
onset of lean season for agricultural com- 
modities, the pressure on prices reasserted 
itself. Variations in index of wholesale 
prices during the last two accounting years 
are brought out in Table 5. 

22. Groupwise, tllc prices of Food Articles 
cxpcricr~cccl rclativc stability, while those of' 
Industrial Raw Materials registered a tieclilic 
niainly because of a perceptible fall in ground- 
nuts and other edible oil prices:fron~ the high 
lcvels reached in the previous year. Almost 
all other groups showed larger increases than 
in the preceding year. 

23. The relative stability in the price index 
for Food Articles reflected their relatively 
easier supply position. Following good har- 
vest for the fourth year in  succession, prices 
of 'foodgrains' recorded a significant fall of 
2 . 4  per cent as ,against an  increase, though 
fractional (0.6 per cent), noticed during thc 
previo~~s year. Prices of major cereals such as 
rice and wheat recorded declines of 2 . 1  per 
cent and 2.9 per cent, respectively. Prices of 
bajra moved down by as much as 25.6 per 
cent. As against these declines, prices of 
'pulses' witnessed a rise of 3 . 3  per cent and 
jowar prices, an  increase of 1.6 per cent. 
'Edible oils' prices, which were experieilcing 
severe pressure till the beginning of October 
1970, eased thereafter on better crop prospects 
during the 1970-71 season, particularly in 
respect of groundnuts. On balance, 'edible 
oils' prices recorded a substantial fall of 17.3 
per cent during the year under review as 
compared with the rise of 13.5 per cent during 
1969-70. 

24. The marked fall of 5.1 per cent (as 
against a rise of 8.4 per cent during 1969-70) 
it1 the Industrial Raw Materials group was 
brought about by the declines in prices of 
'oilseeds' (16.5 per cent) and raw jute (4.8 
per cent). During 1969-70, while prices of 
raw jute had witnessed a substantial fall of 
15.7 per cent, those of 'oilseeds' had risen by 
13.6 per cent. In contrast, raw cotton prices 
experienced renewed pressure during the year 
under review and there was a rise of 20 .3  
per cent on t o p  of an  increase of 12.6 per 
cent recorded during 1969-70. Except for a 
temporary respite noticed during the months 
of September-October 1970 when trade esti- 
mates had placed the cotton crop for 1970-71 
a t  a high level of 62 lakh bales (which was 
subsequently revised downward to only 54 
lakh bales), raw cotton prices had shown a 
marked upward trend almost continuously 
from the beginning of 1970 due to  acute 
scarcity of domestic cotton and delayed 



Table 5-Trends in Index Numbers  of Wholesale Prices 

(Bore : 1961-62 := 100) 

l'erccntage Variations 
Erltl- EIICI- Bld- .. 

\Veiglits* June June Jr~rle End-June End-June 
1060 1070 1971 1070 over 1071 ovcr 

End-June End-June 
1969 1070 

.... 

All Commodities . . . .  . . .. 1000 173.5 180.5 186.1 + 4.0 f 3 . 1  

Food Articles . . . . . .  . . .. 413 201-9 204.3 206.8 + 1.2 + 1 . 2  

Foodgrains . . . . . .  . . .. (36.8) 210.8 212.1 207.0 + 0.6 - 2 . 4  

(i) Rice . . . . . .  . . .. (16.2) 202.4 209.2 204.8 + 3.4 - 2 . 1  

(ii) Wheat . . . . . .  . . .. (7.8) 207.8 205.9 189.9 - 0.9 - 2 . 0  

(iii) Jowar . . . . . .  . . .. ( 2 . 2 )  198.3 188.8 191.9 - 4.8 3 1 . 6  

... (iu) Bajra . . . . . .  .. ( 1.1) 207.2 187.6 139.5 - 0 . 6  -25.6 

Pulses . . . . . . . . .. ( 6 . 5 )  241.G 240.0 247.8 - 0.7 + 3 . 3  

. . . .  Edible Oils . . . . . . (13.0) 211.1 239.6 198.1 +13-6 -17.3 

Liquor and Tobacco . . . . .. ... 25 202.2 184.5 194.4 - 8.8 3 5 . 4  

Tobacco Manufactures . . . . . .  (47.5) 199.6 212.1 245.6 + 6 . 3  3 1 5 . 8  

Fuel. Power. Light and Lubricants 

Industrial Raw Materials . . 
Cotton Raw . . . . . . 
Jute R a w  . . . . . . 
Oilseeds . . . . . . 
Groundnuts . . . . . . 

Chemicals . . . . . . 
Machinery and Tranrport Equipment 

Manufactures . . . . . . 
(i) Intermediate Products 

(ii) Finished Products . . 
Cotton Manufactures . . . . 
Jute Manufactures . . . . 
Cheinical Products . . . . 
Iron and Steel Manufactures 

Paper Products . . . . 

* Fip. res i n  brackets refer to the percentage distribution of the weightage assigned to respective main groups . 



imports. Uy February 6,  1971, the wholesale 
price index for ratv cotton had reached the 
peak level of 257.0, recording a rise of 53 
percent over the level at the beginning of 1970. 
Subsequently, however, with the stepping up 
of Government's import programme and 
tightening of credit control measures, cotton 
prices tended to fall and by May 15, 1971, 
their index had reached 218.1 showing a 
fall of 15. I per cent over the above peak level. 
Thereafter, cotton prices again edged upwards 
due to inadequate pick-up in import arrivals, 
and the index stood, at 229.8 at the end of 
the year. 

25. Though estimated output of raw jute 
in 1970-71 was lower than that in the previous 
year, its prices showed a gradually declining 
trend upto the beginning of March 1971 due 
to sluggish manufacturing activity, following 
labour unrest in the jute mill industry, as also 
in Calcutta port which affected jute exports. 
With subsequent improvement in mills' de- 
mand for raw jute, the prices tended to  rise. 
This was aided by developments in East Bengal. 
As a result, though over the year the raw jute 
index recorded a substantial fall, during the 
last quarter (April-June), it showed a rise of 
6.6 per cent. 

26. The decline in prices of 'oilseeds' t o  
the extent of 16.5 per cent, in contrast to  a 
steep increase of 13.6  per cent in 1969-70, 
was mainly brought about by a substantial 
fall of 19.7 per cent in groundnuts prices. 
These have been steadily declining through- 
out the year under review owing to promising 
crop prospects ; the down-trend was accen- 
tuated by heavy market arrivals of new ground- 
nut crop during September-October 1970 and 
later due to reports of the signing of a new 
P. L. 480 agreement for import of 75,000 
tonnes of soyabean oil from the U.S.A. 

27. Associated with supply sho.rtages no- 
ticed in respect of certain key industrial raw 
materials is the rise of 9 .0  per cent during 
1970-71 in the prices of Manufactures, on 
top of a rise of 7 .7  per cent during 1969-70. 
The increase has been all-round. Among 
'finished products', industries to record large 
increases are cotton and jute manufactcrek. 
Increases in their prices were of the order of 
13.9 per cent and 14.8 per cent over and 
above the increases of 6.8 per cent and 12.4  

per ccnt, respectively, recorded in the pre- 
ceding year. The prices of 'iron and steel 
manufactures' rose by 7 .4  per cent during 
1969-70 and by 10.4 per cent during 1970-71. 
Besides, items like paper products and che- 
mical products have shown continuous in- 
creases in prices 

28. Within the group Liquor and Tobacco, 
prices of 'tobacco manufactures', which rose 
by 3 . 2  per cent during the first eleven months 
of the accounting year (July 1970-May 197 I), 
experienced a sharp increase of 12.2 per cent 
during the month of June 1971 ; as a result, 
over the year, these prices showed a rise of 
15.8 per cent as compared with a rise of 6.3 
per cent during the previous year. Similarly, 
within the group 'Fuel, Power, Light and 
Lubricants', prices of mineral oils, kerosene 
oil and petrol, which had almost remained 
stable during the first eleven months, regis- 
tered sharp increases during the month of 
June 1971, ranging from 6.0 to 19.0 per cent. 

29. The relative stability noticed in respect 
of 'foodgrains' prices during the year under 
review is also reflected in the movement in 
the All-India Consumer Price Index for Work- 
ing Class (Base : 1960= loo), which recorded 
a smaller rise of 1.1 per cent during July 
1970-June 1971 as compared with the rise 
of '  3 .9  per cent recorded during 1969-70. 

30. Following increase in foodgrains out- 
put for the second year in succession, pro- 

curement of foodarains was - 
Measures sizeably stepped up, controls 

-Agricultural 
Commodities on movements of all food- 

grains except rice were gene- 
rally removed, 'and size of foodgrains stocks 
with Governments showed a further increase 
of ,nearly three miilion tonnes by the end of 
the year, despite a lower level of imports. 

31. With the steady improvement in do- 
mestic output, imports of foodgrains have 
been reduced to  3 .6  million tonnes in 1970 
from 5 . 7  million tonnes in 1968 and 3.9 
million tonnes in 1969. During 1971, im- 
ports are likely to be lower than 3 million 
tonnes. In fact, during the first six months 
of 1971, only 0.7 million tonnes of foodgrains 
were imported as against 1.8 million tonnes 
during the corresponding period of 1970. 



Table 6-Basic Data Relating to Food Management 

(hfilliot~ tonnrs) 

l!)(;$-(i9 Crop l!)ti!I-70 Crop 1!)70-i 1 Crc~p 
- 

Target Achieve- 'I'Ltrget Acliicvc- Target Achieve- 
nlcnt lrlelit lnetlt -- 

Total Foodgrains . . . . . . . . 7 . 9  6.1 9 .2  6 . 6  0 - 6  8. l *  

Of which : 
Rice (November-October) . . . . .. 3.5 3 - 3  4.5 3.0 4 .7  3.  l *  

Wheat (April-March) . . . . . . 3.6  2 . 3  3 . 7  3 .2  4 - 0  4.  ti* 

Importst . . . . . . . . . . . . 5 - 7  

Public Distribution of Foodgrainst . . . . 10 .4  

Year-end Stocks of Foodgrains . . . . . . 6 . 6  6 . 8  8.5 

* Provisional. 
t These are calendar year data for 1968, 1969 and 1970, respectively. 

Government have also proposed t o  stop all 
concessional imports of foodgrains by 1972. 

32. ~ o t w i t h s t a n d i n ~  lower imports, stocks 
of foodgrains with the Central and State 
Governments stood at 8.5 million tonnes at 
the end of June 1971, registering an increase 
of 2.7 million tonnes over the level a year 
ago. Allowing for an operational stock of 
2 million tonnes, buffer stock of foodgrains 
may be reckoned at 6.5 million tonnes. Such 
a high level of stock build-up was made pos- 
sible by intensified procurement operations 
and lower off-take of foodgrains through the 
public distribution system. 

33. Procurement of foodgrains from the 
1969-70 crop totalled 6.6 m'illion tonnes. 
TotaI procurement from the 1970-71 crop till 
end-J une 197 1 aggregated 8 . 1  million tonnes 
as against the target of 9.5 million tonnes set 
for the entire crop year. The Food Corpo- 
ration of India is gradually acquiring a com- 
manding position in the foodgrains trade ; 
it procured 7.4 million tonnes of food- 
grains from the 1970-71 crop till end-June 
1971 as compared with 5.4 million tonnes 
from the entire 1969-70 crop. 

34. Due to improved open market avail- 
ability, volume of foodgrains distributed 
through fair price/ration shops has been 
declining for the past two years. During 

1970, total quantity distributed was 8 . 9  ni l -  
lion tonnes as compared with 9 . 5  million 
tonnes in 1969. The number of fair price/ 
ration shops also declined from 1.39 lakhs 
as at the end of 1969 to 1.22 lakhs as at the 
end of 1970. 

35. As for movement restrictions, the 
movement o f  wheat and wheat products was 
made free throughout the country except in 
the statutorily rationed areas of Bombay, 
Calcutta, and the Asansol-Durgapur complex, 
with effect from April 1970. Subsequently, 
in May 1971, the ban on movement of wheat 
in the statutorily rationed area of Bombay 
was lifted. 

36. In respect of key agricultural raw 
materials, prices of which caused anxiety 
during the year, Government stepped up 
its import programme. In the case of raw 
cotton, Government decided to import about 
13.3 lakh bales during the 1970-71 season 
as against 9.1 lakh bales imported during 
1969-70 (Table 7). However, there was consi- 
derable delay in actual import arrivals, and 
prices of cotton experienced a sharp upward 
rise, which necessitated tightening of control 
on bank advances against cotton in mid- 
December 1970. The Textile Commissioner 
imposed on December 9, 1970 a further reduc- 
tion in cotton stocks to be held by the Mills. 
Also the Forward Markets Conlmission sus- 



pended futures trading in Kapas and reduced 
the period for non-transferable specific delivery 
contracts in cotton from six months to three 
months in December 1970 and further to 
one month in February 1971. In respect of 
oilseeds, Government permitted large imports 
of soyabean oil under P.L. 480 and made 
arrangements for the import of rapeseed. 
As prices of oilseeds and oils ruled at levels 
much higher than the preceding year due to 
speculative stock-holding despite reported rise 
in groundnut output, the Reserve Bank had 
to tighten its credit control measures regar- 
ding bank advances against oilseeds, vegeta- 
ble oils and vanaspati towards end-January. 
1971. 

Table 7-Availability1 of Raw Materials for 
Industries 

1967- 1968- 1969- 1970- 
68 69 70 71 

(Esti- 
mates) 

Raw Cotton (Lakh bales of 
180 kgs. each) 
(September-Augus t) 

Production2 . . .. 65.4t 59.2 60.7 84 .0  

. Imports . . . . .. 7.8 4 . 3  9.1 13 .3  

Availability . . .. 92-4 84.7 86.9 83.8 

' Mill consumption .. 61.7 62.0 63.7 59.3 

Raw Jute and Mesta (Lakh 
bales of 180 kgs. each) 
(July-June) 

Production . . .. 75.9 38.4 67.9 61.4* 

Imports . . . . .. - 6.1 - - 
AvaiIability . . .. 94.6 64.5 75.9 75.4 

Mill consumption .. 71.3 58.5 62.0 60.0 

Major Oilseeds3 (Million 
(July-June) tonnes) . . 
Production . . .. 8.3 6.8 7 .6  8 - 4  

1. Availability is defined as production, imports and 
opening stocks. 

2. Trade estimate, including non-commercial pro- 
d uction . 

3. Groundnut, rapeseed and mustard, linseed, 
seamurn and castoneed. 

t Actual bales. 
* Final estimate. 

37. The programmes under the New Agri- 
cultural Strategy designed to strengthen the 
productive base of agriculture were further 
expanded and also intensified during the year 
under review. New dimensions were added 
to the programme of agricuItura1 deveIopment 
so as to extend the coverage to dry farming 
areas as also to provide infra-structural facili- 
ties for the weaker sections of the rural com- 
munity to share the benefits of development. 
Initially, food production policy was directed 
at exploiting, through concentrated applica- 
tion of new techniques, the existing produc- 
tion potential of areas with assured water 
supply and other favourable conditions. 
Though the strategy has yielded promising 
results, it has so far not benefited the farmers 
in dry areas, as also the weaker sections of the 
farm community. Therefore, additional pro- 
grammes were undertaken to benefit the dry 
farming regions and to improve the lot of 
small but potentially viable farmers, marginal 
farmers and agricultural labour. 

38. Among the existing programmes, 
coverage under high-yielding varieties is ex- 
pected to be 14.0 million hectares in 1970-71 
as against the actual achievement of 11.4 
million hectares in the previous year. Be- 
sides, further progress has been made in 
evolving new improved varieties for both 
rice and wheat, and areas under them have 
increased considerably during the year under 
review. Coverage under high-yielding varie- 
ties of rice has shown a significant increase at  
5.50 million hectares during 1970-71 against 
the target of 4.45 million hectares. Among 
coarse grains, hybrid varieties of bajra have 
given encouraging results. Substantial 
achievements, in quantitative terms, were 
recorded in other programmes like multiple 
cropping, plant protection and minor and 
medium irrigation. Efforts a t  evolving new 
techniques for raising yield rates of important 
commercial crops were also vigorously pur- 
sued during the year under review. 

39. Though the quantity of fertilisers 
consumed has increased, rate of growth has 
slowed down during both 1969-70 and 1970-71, 
partly due to larger stock accumulation earlier 
with dealers and farmers. The consumption 
of fertilisers has shown a notable rise in areas 
with adequate water supply and in areas 
where coverage of high-yielding varieties has 



been increasing ; the other areas remain yet 
to be adequately covered. With rural electri- 
fication programme gaining momentum, the 
number of villages electrified has increased as 
also the number of agricultural pumpsets 
energised. There has been further progress 
in installation of private tubewells and induc- 
tion of tractors (Table 8). Following the 
adoption of "multi-agency approach", quan- 
tum of institutional credit extended to agri- 
culture has made rapid strides. Total credit 
extended by co-operatives during 1969-70 
amounted t o  Rs. 682 crores as against the 

year's target of Rs. 640 crorcs and the actual 
credit of Rs. 616 crorcs supplied in the pre- 
vious year. Short and medium-term credit 
during 1970-71 amounted to about Rs. 615 
crores ; long-tern~ credit extended by land 
development banks is also expected to increase 
further during the year. Farm credit by 
commercial banks registered a phenomenal 
increase during 1970-71 ; as against the out- 
standings of Rs. 188 crores, on the eve of 
nationalisation of the major commercial banks, 
in June 1969,  outstandings as a t  the end of 
March 1971 increased to Rs. 379 crores. 

Table &Progress of New Agricultural Strategy 

Programme Units 1968-69 1969-70 1970-71 
(Target) 

Gross Area Covered 

High-yielding varieties . . . . . . . . Million hectares 0 . 3  11.4 15.1 (14.0)  

Multiple cropping . . . . . . . . . . . . 77 6 . 1  8 . 0  10.2. ( 9.6) 

Plant protection . . . . . . . . . . . . Y Y  4 0 . 0  48.0 52.0* (62.0) 

Consumption of Fertilisers . . . . . . . . . . '000 tonnes (nutrients) 1760 2009 2540 (2113) 

Nitrogenous (N) . . . . . . . . . . . . 7 3  1208 1398 1730 (1426) 

Phosphatic (PzOs) . . . . . . . . . . ,, 382 435 560 ( 401) 

Potassic (K2O) . . . . . . . . . . . . 29 

\ 

Gross Area Irrigated . . . . . . . . . . . . 
Major and medium** . . . . . . . . . . Million hectares 18- 6 1 9 - 4  2 0 . 0  (20.7) 

Minor . . . . . . . . . . . . )> 19-0 2 0 . 4  2 1 . 9  (21.9) 

Institutional Investment on Minor Irrigation . . . . . . (Rs. Crores) 10G 120 - ( 30) 

Agricultural pumpsets energised . . . . . . '000 Nos. 1069 1329 1609 (1594) 

Private tube wells installed . . . . . . . . 19 67 90  - ( 100) 

Indigenous production of tractors . . . . . . 9, 15-6t 17.1; 2 5 - 0  (20.1) 

- 
Note: Figures in brackets are likely achievements. 

* The original target was 42.3 million hectares. 
** Potential. 
t In addition, 15,500 tractors were imported. 
$ In addition, 14,888 tractors have already been shipped upto March 31, 1071 against contracts concluded for im- 

port of 33,600 tractors against 1969-70 requirements. 

40. The Small Farmers Development 1971. These agencies would locate the  small 
Agencies have been approved for 45 selected but potentially viable farmers, identify their 
districts as against the target of 46 districts to problems and help in the provision of institu- 
be covered during the remaining years of the tional credit, inputs, etc. Agencies for deve- 
Fourth Plan and financial allocations were loping special programmes for providing 
made in respect of 43 agencies upto March supplementary occupation and  employment- 



orje~~ted activities in respect of marginal 
farmers and agricultuml labour have been 
set up. The Agro-Industries Corporations 
already established in all the States except 
in Nagaland and Meghalaya, have shown 
further progress in making available essential 
farm inputs and agricultural machinery. The 
CcntraI budget for 1971-72 has provided 
Its. 50 crores to be spent on a countrywide 
crash programme of employment-oriented 
schemes in rural areas. A sum of Rs. 18.5 
crores for grants has also been provided in the 
budget for 1971-72 for rural works i n  chro- 
nically drought affected areas. 

41. In regard to raw cotton and raw jute, 
Government also took steps to canalise their 
imports/supplies through public sector agen- 
cies for which special corporations were esta- 
blished. The Cotton Corporation of India 
started f'tlnctioning from September 15, 1970 
wf-lich, besides canalising cotton imports, is 
also entrusted wit11 the task of price support 
operations, purchase of extra long-staple 
cotton and supply of cotton to mills working 
under Governlnent management. The Cor- 
poration has already started purchasing do- 
mestic cotton to meet the requirements of 
mills mainly in the public sector. In the 
case of jute, the Jute Corporation of India 
was established on ApriI 2, 1971 for pur- 
chasing raw jute so as to ensure minimum 
support price to the growers and to build up 
buffer stocks through internal purchases and 
imports, if necessary. 

42. In the industrial sector, the tempo of 
growth was partly affected by shortfalls in 

public sector investment 
Industrial during the first two years of 
C o ~ ~ o d i t i e s  the Fourth Plan. This has 

been sought to be corrected 
by raising the public sector Plan outlay for 
1971-72 to Rs. 3024 crores, i.e., by about 
Rs. 600 crores above the likely Plan expendi- 
ture in 1970-71. Import policy for 1971-72 
was considerably liberalised in regard to  the 
requirements of priority sectors. Besides, 
import policy has provided special facilities for 
the import of raw materials to facilitate the 
revival of closed engineering units, particu- 
larly in West Bengal. A new corporation, 
namely, the Industrial Reconstruction Cor- 
poration of India, was established in April 
1971, with headquarters at Calcutta, with a 

view to helping rehabilitation of closed units 
or units facing the risk of closure, particularly 
in West Bengal. 

43. In regard to industrial development 
policy, while the new licensing policy as enun- 
ciated by Governlnent in February 1970 
continued to  provide the basis for industrial 
advancement, the year under review saw a 
distinct policy re-orientation in favour of 
industries established in backward regions 
and those in the small-scale sector including 
the ones initiated by the young technicians, 
engineers and other self-employed persons, 
with a view to promoting wider dispersal 
and decentralisation of industries. A series 
of incentives have been devised for the pro- 
motion of these industries. The Central 
budget for 1971-72 has provided for a reduc- 
tion in import duty in respect of machinery 
imported by s~nall  units and also differential 
excise duties, particularly on producer goods. 
The term-lending institutions like IDBI and 
IFCI have evolved new policies for encou- 
raging industries set up in backward regions. 
Import policy for 1971-72 also makes special 
provision for the raw material requirem'ents 
of small-scale units, young technicians, engi- 
neers, and other self-employed persons and 
also in respect of industries established in 
backward regions. 

44. Government took certain concrete 
steps to  foster the development of 'joint sec- 
tor' in Indian industry on the lines of the 
recommendations of the Industrial Licensing 
Policy Inquiry Committee's (Dutt Committee) 
Report t o  which a reference is made later in 
this Report. 

45. In  the field of licensing policy, the 
number of items reserved for the small-scale 
sector has been increased, bringing the total 
of reserved items to  128. The 'banned' list 
for the purposes of industrial licensing, which 
had been under suspension since March 
1970 on an experimental basis, has been dis- 
pensed with. 

46. Besides, specific policy measures were 
adopted depending upon the exigencies of 



illdividual industries. In respect of some, 
as in electrical cables and wires and nlunlinium 
and its products, the market conditions at- 
tracted statutory price controls by Govern- 
ment. Besides, the use of copper in the 
manufacture of electrical cables and wires 
was prohibited except where they are intended 
for exports. Where the cost structure of 
industries entailed a reduction in prices, such 
a reduction was effected, either through sta- 
tutory reduction as in rayon tyre yarn, cord 
and fabric (done on the advice of the Tariff 
Commission) or through informal arrange- 
ments with the industries concerned as in 
respect of the retail prices of automotive 
tyres and tubes. The prices of drugs and 
medicines were brought under a comprehen- 
sive system of control. Price increases were 
permitted where wage, raw material or other 
costs have escalated in recent years. Cycle 
prices were allowed to  be raised due to in- 
creases in  the prices of steel. In cement, 
price increases were permitted with a view t o  
replenishing the balance in the freight equali- 
sation account. 

47. In steel, to mitigate the severe short- 
ages, imports were considerably liberalised. 
As a result the import licences for steel issued 
during the financial year 1970-71 were more 
than twice the value of licences issued during 
1969-70. Government also adopted a series 
of other measures, such as regulation of steel 
exports and introduction of the requisite 
changes in  the product-mix by the main pro- 
ducers. The system of distribution was 
streamlined and distribution control was ex- 
tended to  practically all iron and steel pro- 
ducts, without any distinction between scarce 
and non-scarce categories. Billets being 
supplied to re-rollers at controlled prices, the 
informal price control was also extended to 
the steel re-rolled products so as to  prohibit 
them from appropriating a high margin. 

48. Among agricultural con~modities and 
agro-based industries under price controls, 
the prices of natural rubber were permitted 
t o  be raised with a view t o  protecting the 
interests of small growers. 111 view of the 
comfortable supply of sugar, controls on its 
price, distribution and movement were re- 
moved, but the mechanism of monthly release 
was continued. 

49. Budgetary operations of thc Central 
:tnd St:tte Gover~~riicnts in 1970-71 indicate n 
considerable worsening of the overall position. 
As against a  nodes st overall deficit* of Rs. 37 
crores i n  1969-70 (actuals) the revised esti- 
mates for 1970-71 show a deficit of Rs.  455 
crores. This worsening has taken place des- 
pite a slow-down in the rate of growth in total 
disbursements because of the considerably 
smaller growth rate of total receipts. For 
1971-72 the deficit is estimated at Rs.  387** 
crores. 

50. The growth rate i n  total disbursements 
(revenue and capital) of the Central and State 

Governments together de- 
Trends in 
Outlays clined to 10 per cent in 

1970-71 @;@ from 11 .4  per 
cent i n  1969-70 : for the vear 1971-72, 
such disbursements are estimated to show 
a rise of over 8 per cent (Table 9). 
The combined revenue expenditure of the 
Centre and States which had increased by 11 
per cent and 1 2  per cent, respectively, in 
1968-69 and 1969-70 increased by 10 per cent 
in 1970-71 ; budget estimates for 1971-72 
provide for an  increase of nearly 10 per cent 
in revenue expenditure. Capital disburse- 
ments of the Centre and States together in- 
creased by a little less than 10 per cent in 
1970-71, as against a rise of a little over 10 
per cent in 1969-70 ; the increase in such 
disbursements anticipated for 1971 -72 at  
about 7 per cent is lower than in the preceding 
two years. 

@ The alnortnts mentioned in this Section relate to  
the fiscal year (April-hIarch) unless stated otherwise. 

* The net increase in outstanding Treasury Bills and 
withdrawal from cash balances in respect of the Centre 
and withdrawal from cash balances, net sales of securi- 
ties held by States in their cash balance investment 
account and net transfer from Revenue Reserve Funds 
of States in respect of State Governments. 

** This does not take into account the effects of sup- 
plementary demands for grants presented t o  the Lok 
Sabha, on August 5, 1971,which provide for a n  additional 
expenditure of Rs. 200 crores i n  connection with relief to 
refugees fro111 East Bengal for the period upto end-Decem- 
ber 1971. Since credit is also taken for an amount of 
Rs. 50 crores in the form of foreign assistance, the net 
impact on the budgetary position of the Centre is Rs. 150 
crores. 

@@ All references to figures relating to  1'370-71 
represent revised estimates for the year unless stated 
otherwise. 



Tabla 9--Combined Receipts and Disbursements of Central and State Governments 

(Amounts in Rupees Crores) 
-- -. --- - 

10G9-70 (Accounts) 1970-71 (Budget 1070-71 (Revised 1971-72 (Budget 
Estimates) (a) Estimates) Estimates) (a) - - 

Per cent Per cent Per cent Per cent 
increase(+)/ increase(+)/ increase(+ )/ increase(+)/ 
decrease (-) decrease(-) decrease(-) decrease(-) 

Amount over.the Amount overthe Amount over the Amount over the 
previous prevlous previous previous 

year year year year 
.-- 

I. Total Receipts (A+B) 8179 + 15.2 8229 f 0 . 6  8579, + 4 . 9  9436 + 1 0 . 0  

A. lievenue Receipts . . 6303 1-11 3 8813 + 7 . 8  6004 f l l . 4  6666 S l l . 0  

1). Capital Receipts . . 2787 -+-23.7 2416 -13.3 2575 - 7 . 6  2770 + 7 . 6  

If. Total Disbursements 8216 + I  1 . 4  8590 4- 4.6 9034 +10.0  9823 + 8 - 7  

Developmerital Outlay 
(a+b) .. 3140 + 8 - 1  3620 + 1 8 - 3  3647 +16.1 4128 f 13.2 

(a) Revenue .. 2105 +11.9  2323 +lo94 2417 +14.S 2741 +13.4  

(b) Capital .. 1035 f 2 . 0  1397 +-25.3 1230 +18.S 1387 ' f 1 2 . 8  

Non-Developmental 
Outlay (a+ b)  .. 3279 +17.8 3328 + 1.5 3697 -/-12.7 3723 + 0 . 7  

(a) Revenue . . 3157 +12.0 3210 + 1 . 7  3377 + 7 . 0  3574 f 5 . 8  

I I I .  Overall Surplus (+) 
o r  Deficit (-) . . -37(b) -36 I (b) -455(b) -387(b) (c )  
(1-1 I) 

Note : Figures are adjusted for inter-Governmental transfers and hence differ from those given i n  Tables i 2  and 
13. The combined overall position, however, remains unchanged. 

(a) Includes effects of budget proposals. 
(b )  As measured by increase in outstanding Treasury Bills of Centre, withdrawal of cash balances of Centre and 

States, net sale of securities held by States in  their cash balance investment account and net transfers from revenue reserve 
funds of States. 

(c) This does not take into account the impact on Budgetary Position of net expenditure of Rs. 150 crores for relief 
to refugees from East Bengal provided for in  the Supplementary Demands for Grants. 

51. During 1970-71, non-developmental 
outlay of the Centre and States together (ex- 
cluding special items of expenditure of non- 
recurring type like subscriptions to the inter- 
national financial institutions, etc., for which 
provision was made in 1970-71 revised) rose 
by 7 per cent as against 18 per cent in 1969-70. 
For 1971-72 the combined non-developmental 
outlay would show a rise of about 6 per cent 
over such expenditure (excluding special items) 
i n  1970-71. The developmental outlay of the 
Centre and States together which had in- 
creased by 8 per cent in 1969-70 (as against 

14 per cent in 1968-69) increased by almost 
14 per cent in 1970-71 (excluding a special 
item of expenditure of non-recurring nature, 
viz., provision for compensation to nationa- 
lised banks included in 1970-71 revised). 
For 1971-72, budgeted developmental outlay 
shows an increase of about 16 per cent over 
1970-71 (excluding provision for compensa- 
tion to nationaiised banks). The Plan outlay 
of Centre and States is estimated at Rs. 3024 
crores in 1971-72-nearly Rs. 400 crores 
more than that provided for in 1970-71 
(budget). 



52. The ra 
of the Central 

Trends in  
Receipts 

.te of growth in total receipts 
and State Governments during 
1970-71 (excluding notional 
receipts on account of com- 
pensation bonds in respect 

of nationalised banks and special securities 
issued to international financial institutions, 
etc.) was 3 per cent as against 15 per cent in 
1969-70. Total receipts budgeted for 1971-72 
would show a rise of about 12 per cent over 
1970-71 (excluding notional receipts). Re- 
venue receipts of the Centre and States to- 
gether, which had increased by over 11 
per cent in 1969-70 rose by almost the same 
rate in 1970-71 ; in 1971-72, however, the rate 
of growth in revenue receipts is placed at 11 
per cent-slightly lower than that in the pre- 
ceding two years. The rate of growth in tax 
revenue, which had accelerated from about 

- 9 per cent in 1968-69 to  about 12 per cent in 
1969-70, was maintained at the same level in 
1970-7 1 ; in 1971-72 the growth rate in tax reve- 
nue will be fractionally lower than in the prece- 
ding year. The revenue from taxes on commodi- 
ties and services increased by 15 per cent in 
1970-71 as against 1 2  per cent in 1969-70 
thus raising its share in total tax revenue to  
76.3 per cent in 1970-71 from 74.4 per cent 
in 1969-70. In 1971-72 the increase in tax 
revenue from this source is expected to  be 
about 13 per cent ; revenue from such taxes 
will constitute 77 per cent of the total tax 
revenue. 

53. The overall deficit of the Central 
Government turned out t o  be Rs. 230 crores 

in 1970-71 -nominally higher 
Budgetary Defi- than originally envisaged 
tit for 1970-71 (Rs. 227 crores)? In the 

case of State Governments, 
revised estimates of overall deficit in 1970-71 
a t  Rs. 225 crores showed an increase of Rs. 91 
crores over the budget anticipation. The 
quantum of actual overall deficit of Central 
and  State Governments for 1970-71 is not  
yet known. However, the likely deficit can 
be gauged from the magnitude of net Reserve 
Bank credit to  the Government sector which 
during the fiscal year 1970-71, increased by 
Rs. 332 crores as against an increase of ,Rs. 13 
crores in the fiscal year 1969-70. Net Reserve 
Bank credit to the Central Government in- 

* I t  is indicated by the Union Finance Minister tha t  
overall deficit of the Centre for 1970-71 may be of the  
order of Rs. 270 crores. 

creased by Rs. 107 crores in 1970-71 as against 
an increase of Rs. 81 crores in 1969-70. In 
regard to States, the incrcasc in net Reserve 
Bank credit was of the order of Rs. 225 crores 
as against a decline of Rs. 68 crores in 1969-70. 

54. During the current fiscal year so far 
(April 1 to  June 25, 1971), net Reserve Bank 
credit to Government sector increased by 
Rs. 468.0 crores as against an  increase of 
Rs. 65.5 crores in the corresponding period of 
the preceding year. Net Reserve Bank credit to  
Central Government increased by Rs. 375.2 
crores (as against an  increase of Rs. 56.1 
crores during the same period in 1970) and t o  
State Governments by Rs. 92.8 crores (as 
compared with an increase of Rs. 9 .4  crores 
in the corresponding period of last year). 

55. For the past few years there have 
emerged persistent overdrafts of certain State 

Governments with the Re- 
Overdrafts by serve Bank of India. Total States 

outstanding overdrafts of 11 
States (as on 28th June 1971) were Rs. 371.29 
crores as against Rs. 82.74 crores (6 States) 
as on June 27, 1970. Table 10 presents the 
overall budgetary position of all the States 
together for 1965-66 to 1970-71. I t  also shows 
the overdraft position of the State Govern- 
ments with the Reserve Bank of India as a t  
the end of each financial year and total dis- 
bursements on Revenue and  Capital accounts 
combined. The table shows that the overall 
deficits of State Governments during the past 
five o r  six years have widened between the 
budget forecast and the revised estimates, 
and so have their disbursements. The precise 
reasons for the overdrafts of some of the 
State Governments are not clear. It would 
be useful, however, t o  see the trends i n  dis- 
bursements and variations in them between 
budget forecast and revised estimates. 

56, For 1970-71 where the break-down of 
total disbursements into Plan and non-Plan 
is available, the data show that total disburse- 
ments increased in revised estimates over 
budget forecast ; this has occurred both in 
respect of Plan and non-Plan expenditure, 
the increase in non-Plan expenditure being 
much larger. I n  1970-71 while the overall 
deficit in the revised estimates has shown a 
deterioration of Rs. 320.4 crores over budget 
estimates, Plan expenditure has gone up by 



Table I G S t a t e  Governments' Overall Budgetary Position, Aggregate Disbursements and Overdrafts from 
Reserve Bank of India during 1965-66 to 1970-71 

(Rupees Crores) 

Variation of Variation of 
Overall Aggregate Overall Aggregate Overdrafts 

Deficit (-)I Disbursements Deficit in Disbursements from Reserve 
Surplus (+) on Revenue R.E. over B.E. in R.E. over B.E. Bank of 

and Capital Increase (+) Increase (+) India 
Accounts Decrease (-) Decrease (-) as on 

Combined** March 31 

1966-66 (B.E.)* . .. ---45.6 2065.3 

(R.E.) .. .. -188.9 3269- 7 +143.3 +304.4 120.2 

(Accts.) .. .. -66.8 3216-5 

1900-67 (B.E.) * ., .. $170.0 3204 1 

(R.E.) . . . . -76.2 3431 0 $246.8 +226.9 15.8 

(Accts.) . .. - 6 . 5  3339 - 7 

1967-05 (B.E.)* -. .. - 4 9 . 7  3784- 5 

(R.E.) . . .. -102.6 3882.1 $52.9 +97.6 3 1 . 5  

(Accts.) .. -38.2 3835.6 

(R.E.) . . . . -152.7 4314.2 $290.7 t 4 6 6 . 3  144-7 

(Accts.) . . .. -11.8 4461 - 5 

(R.E.) . . .. -145.8 4935.1 +56.9 4-137.3 91 .7  

(Accts.) . . .. + 8 . 9  4907.6 

(R.E.) . . . . -224.7@ 5 4 3 2 . 9 0  $320.4 t 3 9 9 . 6  268.2 

- 
** Excluding remittances (net). 
* Include yield from additional measures proposed by States and increase in  transfer of resources from the Centre, viz, 

share in Central taxes, grants-in-aid and net loans as reflected in the revised estimates over the budget estimates of States. 
@ Excluding Himachal Pradesh as revised estimates for the State are not available. 
B.E. = Budget Estimates. 
R.E. = Revised Estimates. 

Rs. 104.6 crores, and non-Plan expenditure 
by Rs. 295.0 crores (Table 1 1). The over- 
drafts (10 States) as at  the end of March 
1971 amounted to Rs. 268.2 crores. 

57. The States have been obtaining 
short-term ad hoe loans from the Central 
Government to enable them to clear their 
overdrafts with the Reserve Bank of India. 
Such ad hoc loans amounted to Rs. 378 crores 
during 1965-66 to 1968-69. Since 1969-70, 
the Central Government has initiated a scheme 

of special accommodation to meet the overall 
non-Plan gaps of some States. For this 
purpose Rs. 279 crores were provided in 
1969-70, Rs. 195 crores in 1970-71 (revised 
estimates) and Rs. 120 crores in 1971-72 
(budget estimates). 

58. The problem of these overdrafts has 
been engaging the attention of the Bank. The 
Fifth Finance Commission (1968) which exa- 
mined the problem of unauthorised overdrafts 
of certain States with the Reserve Bank of 



India has made recommendations regarding 
the avoidance of unauthorised overdrafts 
a n d  the procedure for dealing with such over- 
drafts ; the Centre brought the recommenda- 
tions to the notice of the State Governments. 

59. F o r  1971-72, the overall deficits of 
Centre a n d  States at the existing rates of taxa- 

tion are  estimated a t  Rs. 397 
OveraIs Position crores and Rs. 240 crores, 
for 1971-72 respectively. After taking in- 

to account the additional tax 
proposals, the deficit for  the Centre for  
1971-72 would be reduced t o  Rs. 233 
c r o r e s b s  conpared  with Rs. 230 crores ---- -- . * This does not take into account impact on  budgetary 
position of net  expenditure of Rs. 150 crores for relief 
to refugees from East Bengal provided for i n  the Supple- 
mentary Demands for Grants. 

for 1970-7 1. T h c  State G o v e r n n ~ e ~ ~ t s  are 
expected to end with 3 surplus of Rs. 39 crorcs 
as  against a deficit of Rs. 225 crores in 1970-7 1, 
after taking into account tile i r i~pact  o f  addi- 
tional resource mobilisatiou of states, shares 
of States i n  Centre's additional taxation and 
the net additional amount of transfers to 
be received bv the States from the Centre.$ 
Some State ~ b v e r n m e n t s  have already begun 
taking recourse to  overdrafts from the Reserve 
Bank of India. As on  August 13, 1971 out- 
standing overdrafts (8 States) stood a t  
Rs. 108 - 0  crores as against Rs. 52.5 crores 
( 6  States) on  August 14, 1970. 

$ Including Rs. 100 crores of grants-in-aid to Sta te  
Governments provided under the Supplementary Demand 
for Grants for 1071-72 to meet the adclitional expendi- 
ture o n  account of refugees from East Bengal. 

Table I I-State ~ o v ~ r n m e n t ' s  Overall Budgetary Position and Aggregate Disbursements during 
1970-71 and 1971-72 

(Rupees Crorcs) 
-- 

1970-7 1 
1071-72 

Budget lieviscd Variation in Budget 
Estimates Estimates Revised Esti- Es tirnates 

mates over Bud- 
get  Estimates 

column (2) 
over 

column (1) 
[Increase ($) / 
Decrease (-)I 

- -. 

Overall Surplus (+) or Deficit (-) of all 
States . . . . . . . . . . 

Overall Surplus ( $) or Deficit (-) of States 
having overdrafts as  o n  March 31, 1971 . . 

Aggregate Disbursements* of all  States (a+ b) . . 
(a) Plan . . . . . . . . . . 
(6) Non-Plan . . . . . . . . 

Aggregate Disbursements* of States having 
overdrafts as  o n  March 31, 1971 (a+ b) . . 

(a) Plan . . . . . . . . .  
(b) Non-Plan . . . . . . 

- -- - - - - - -- - 

.Notes: (1) Figures in brackets are percentages to aggregate disbursements. 
(2)  Plan  expenditure comprises expenditure on State Plans a n d  Centrally Sponsored Schemes. 
(3) The Gujarat State has treated the expenditure o n  Centrally-sponsored schemes as  non-Plan expenditure. 

T o  ensure uniformity in  presentation this has been treated as Plan cxpcnditure. 
@ Include yidd from additional measures proposed by States and increase in transfer of resources fro111 t h e  Cen- 

tre, viz., share  i n  Central taxes, grants-in-aid and  net  loans as reflected in the revised estimates over budget estimates 
of States. 

E Include yield from additional measures proposed b y  States (Rs. 4 5 . 3  crores) and States' share (approximately 
Rs. 41 crores) in Centre's additional taxation. 

t Excluding Himachal Pradesh as the revised estimates for the State a r e  not available. 
* Relate to aggregate disbursements o n  revenue and  capital accounts combined excluding remittances (net). 



60. The Union Budget for 1971-72 was 
framed against the background of generally 

improved prospects in the 
Centre's Budget economic situation, and also 
for 1971-72 against the shortfalls in 

Centre's Plan outlay for 
second year in succession. The Finance 
Minister emphasised the need for timely im- 
plementation of Plan projects so as to increase 
the tempo of economic activity and to provide 
a stimulus thereby to employment. Besides 
stepping up the Central Sector Plan outlay 
by 13 per cent over 1970-71 budget, the Central 
Budget makes a provision of .Rs. 75 crores 
for employment-oriented works in rural areas 
(Rs. 50 crores) and for creation of employ- 

,ment opportunities for the educated unem- 
ployed (Rs. 25 crores). 

a 1 

61.' For the Central Government, the 
aggregate receipts on revenue and capital 
accounts for 1971-72 (including yield from 
additional tax measures) are estimated at 
Rs. 6,244 crores, showing a rise of 5.4 per 
cent over 1970-71 (Table 12). Tax revenues, 
inclusive of the yield from fresh tax measures, 
show an increase of 11 . 3  per cent over 1970-7 1. 
Net domestic market borrowings and small 
savings are placed higher in the budget than 

in 1970-71, whereas the budgeted amount of 
net external borrowings will be the lowest 
for any year since 1964-65. Aggregate dis- 

' bursements at  Rs. 6,477 crores show an in- 
crease of 5.3 per cent (Rs. 324 crores) over 
1970-71. The increase is entirely 'under re- 
venue expenditure which at Rs. 3,527 crores 
is placed Rs. 385 crores higher than in 1970-71 ; 
an increase of Rs. 60 crores is on account of 
'tentative' provision for relief to evacuees 
from East Bengal*. A part of the increase 
in revenue expenditure will be offset by re- 
duction of Rs. 61 crores in capital disburse- 
ments. Since aggregate receipts and disburse- 
ments are expected to rise almost by the same 
magnitude, the overall deficit at Rs. 233 crores 
is only nominally higher than the overall 
deficit in 1970-71 (Rs. 230 crores). The over- 
all deficit will constitute 3.6 per cent of aggre- 
gate disbursements as against 3.7 per cent in 
1970-71. 

* Since credit is taken 'for the present', for external 
assistance of Rs. 20 crores on revenue account, net bud- 
getary impact on account of relief to evacuees will be 
Rs. 40 crores. I n  addition, the Supplementary Demands 
for Grants provide for an expenditure of Rs. 200 crores 
for relief to refugees from East Bengal for the period upto 
end-December 1971 ; it also takes credit for Rs. 50 
crores by way of external assistance. Thus the net 
budgetary outgo on this account would be Rs. 150 crores. 

Table 12-Overall Budgetary Position of Centre 
(Rupees Crores) 

1969-70 1970-71 1970-71 1971-72 
(Accounts) (Budget (Revised (Bydget 

Estimates) Estimates) Es tsrnates) 
(1) (2) (3) (4) 

I. Aggregate Receipts (A+B) . . .. .. 5667 5573 5923 608D 
- <  (6244) 

A. Revenue Receipts . . . . . . . . 3027 3241 3340 3503 
(3667) 

" of which : 
Tax Revenue . . . . .. .. 2201 2390 2442 2553 

(271 7) 
B. capital Receipts . . . . . . . . 2640 2332 2583 2577 

of which : 
Internal Market Borrowings (Gross) . . 536 455 427 500 
External Borrowings* (Gross) . . . . 633 719 681 666 

11. Aggregate Disbursements . . .. .. 5713 5800 6153 
of which : 

6477 

. - (a) Developmental outlay . . ,. .. 889 1152 1047 1178 
(b) Non-Developmental outlay . . . . 2073 2168 2435 2409 
(c) Discharge of internal loans . . . . 393 293 291 332 
(d) Discharge of external loans . . . . 179 200 196 216 

111. Overall Deficit (1-ll) .. .. . . (-46) (--)=7 (-)230 (-)397* * 
[(-I233 I 

3o.f.e: i) Figures in brackets are after taking into account the estimated yield from additional tax measures. 
ii) Figures given here do not tally with those in the budget papers as certain adjustments have been 

made. * Including P.L. 480 Loans. 
** This excludes the net impact of Supplementary Demands for Grants (Rs. 150 crores) for relief t o  refugees 

from East Bengal. 



62. The Plan outlay of the Centre and 
States is estimated a t  Rs. 3024 crores for 

1971-72 ; this amount is 
Plan Outlay nearly Rs. 400 crores higher 

than the corresponding pro- 
vision for 1970-71 and about Rs. 600 crores 
higher than the likely Plan expenditure in 
1970-71. The Central budget makes provi- 
sion for Rs. 2135 crores for Plan outlay show- 
ing an increase of Rs. 229 crores (12 per cent) 
over 1970-71 (budget estimates). This is 
mainly accounted for by a step-up in the 
provision for the Central sector Plan in the 
budget by Rs. 155 crores (to Rs. 1350 crores) 
and  an  increase of Rs. 67 crores in Central 
assistance for State Plan schemes. Sector- 
wise, Central sector Plan provision in respect 
of 'agriculture and allied programmes' shows 
a rise of 60 per cent over the corresponding 
provision in the 1970-71 budget. The budget 
provision under 'transport and communi- 
cations' shows a step-up of about 10 per 
cent. I n  regard to industry, there is a no- 
minal increase ; while provision for coal 
and petro-chemicals is stepped up, lower 
provision is made for fertilisers. 

63. Tax proposals were framed in the 
budget for 1971-72, with a view, among other 

things, to  minimising oppor- 
Centre's Tax tunities for evasion and re- 
Measures ducing inequalities of income 

and wealth. The proposals 
of additional taxation are estimated to yield 
Rs. 205 crores (including States' share of 
Rs. 41 crores) in 1971-72. Besides, additional 
revenue on account of changes in postal tariffs 
is estimated t o  be Rs. 10.8 crores in a full 
year and upward revision in freight rates and 
passenger fares by Railways are expected t o  
yield Rs. 26 crores in 1971-72 (Rs. 35 crores 
in a full year) ; these, however, do not accrue 
to the Centre. 

64. Of the total estimated additional re- 
venue in 1971-72, taxes on commodities and 
services (including tax on foreign travel) 
account for 86.8 per cent. There are 24 new 
items, including consumer goods as well as 
producer goods, on which excise duty a t  a d  
valorem rates is levied for the first time. The 
rate structure in respect of import duty is 
simplified by prescribing four ad valorent 
rates of import duty in place of seven. The 
rate of surcharge on personal income-tax is 
raised from 10 to 15 per cent on incomes 

exceeding Rs. 15,000. The rate of tax on 
net wealth above Rs. 15 lakhs is raised to 8 
per cent from the existing rates of 4 and 5 
per cent on slabs of net wealth between Rs. 15 
lakhs and Rs. 20 lakhs and above Rs. 20 lakhs, 
respectively. The rate of surtax leviable on 
company profits remains unchanged a t  25 
per cent for profits upto 15 per cent of capital ; 
in respect of profits exceeding this limit, the 
rate of tax is raised to 30 per cent. The 
incidence of tax on long-term capital gains is 
also raised. 

65. The development rebate was intro- 
duced in 1955-56 in respect of new investment 
in plant or  machinery installed and new ships 
acquired after March 31, 1954. No develop- 
ment rebate would be allowed on ships ac- 
quired or machinery or plant installed after 
May 31, 1974. The list of priority industries 
is curtailed by deleting certain industries 
from the list and the special tax exemption 
in respect of profits of priority industries is 
reduced. For computing tax-exempt profits 
under the "Tax Holiday" provisions, deben- 
tures and long-term borrowings will be ex- 
cluded from the term "ca~i ta l  emploved". 
These measurer are estimated t o  yielh RS. 22 
crores in a full year. As regards concessions 
to  personal savings, the monetary ceiling in  
respect of savings through life insurance 
premia, provident fund contributions, etc., 
qualifying for deduction from taxable income, 
is raised from Rs. 15,000 t o  Rs. 20,000 in the 
case of individuals and some modifications 
are made in the computation-of tax relief in 
this behalf. The exemption of income upto 
Rs. 3,000 derived from specified financial 
assets will now include interest on members' 
deposits with co-operative societies ; the relief 
will now be confined to individuals and Hindu 
Undivided Families. Standard deductions in 
respect of assessees other than those who own 
motor cars is raised. 

66. The aggregate receipts on revenue 
(at 1970-71 rates of taxation) and capital 

accounts budgeted by the State 
State Budgets Governments a t  Rs. 5464 cro- 
for 1971-72 res for 1971-72 represent 4.9 

per cent (Rs. 256 crores) rise 
over 1970-71 (Table 13). States' own tax 
revenues are estimated t o  rise by 6.6 per cent 
to Rs. 1607 crores i n  1971-72. Aggregate 
disbursements are placed a t  Rs. 5704 crores 
in 1971-72 showing 5.0 per cent (Rs. 271 



crorcs) increase over 1970-7 1 .  The increase 
in the projected level of disbursen~ents is 
miiinly due to stepped-up provision for 
d@velopmcnt expenditure which at Rs. 2950 
crores is 13.5 per cent higher than in 1970-7 1 
and will constitute a little over one-half of 
nggregatc disbursements in 1971 -72 (as 
against 47.9 per cent in 1970-71). The 
hudgetetl amount of non-development ex- 
penditure (Rs. 1632 crores) shows an increase 
of Rs. 67 crores over 1970-71, and other 
tfisbursenients, comprising mainly loans and 
advances by States, repayment of loans to 
Centre a11d market loans are expected to decline 
by over 11 per cent from 1970-71. 

7 For 1971-72, budgetary transactions 
of  the State Governments (without taking 
into accoui~t the yield from proposals for 
fresh resources) are expected to end up with 
an overall deficit of Rs. 240 crores ; this is 
the net result of a deficit of Rs. 267 crores on 
capital account and a surplus of Rs. 27 crores 

on revellile account. Taking into account the 
expected yield of Rs. 45 crores from the 
proposed additional resource mobilisation 
of some of the States and their share of 
Rs. 41 crores in Centre's fresh tax effort, the 
overall deficit gets reduced to Rs. 154 crores. 
Further, if adjustment is made for net addi- 
tional amount to be received by them from the 
Centre (Rs. 193 crores*) the State Govern- 
ments will have a surplus of Rs. 39 crores** 
as against the overall deficit of Rs. 225 crores 
in 1970-7 1. 

* The State Governments have taken credit for smaller 
amounts of grants and net loans and slightly larger 
amounf, of shares in  taxes in their budgets than the 
respective amounts shown in the Central Government 
Uudget. The net additional amount to  be received 
from the Centre includes Rs. 100 crores of grants-in- 
aid to State Governments provided under the Supple- 
mentary Demand for Grants for 1971-72 to meet thc 
additional expenditure on account of refugees from East 
13engal. 

** The position in 1971-72 may further improve if 
receipts from market Ioans (Iis. 27 crores) floated by 
Hihar and Mallnrashtra, for which credit is not taken 
in their budgets, are taken into account. 

Table 13-Overall Budgetary Position of States 
(Rupees Crores) 

- -. -- - 
1969-70 1950-71 1970-71 1971-72 

(.Iccounts) (Budget (Revised (Budget 
Estimates) i- Estimates) Estimates) * 

-- - - -- - (1) _ (2) - (3) (4) - 
I. Aggregate Receipts (A+B) . . . . . . 4957- 4918 5208 5464 

(5550) 
A. Revenue Receipts (i 3- ii) . . . . . . 3172 3430 3535 '3916' 

(3992) 
'2381' 

(i) States' own Revenue Receipts . . 2015 3114 2'316 (2416) 

of which : 
Tax Receipts . . . . . . . . . . 1 3 3  14.16 1507 1607 

(1641) 
(ii) Resources transferred from the Centre 

(a+b) .. . . . . . . . . 1157 1280 1319 1535 
(1576) 

(0) Shared Taxes . . . . . . 625 728 751 860 

(6) Grants from Centre . . . . 532 658 668 
(901) 

675 
H. Capital Receipts (i + ii) . . . . . . 1785 1488 1673 1548 

(1558) 
(i) States' own Capital Receipts . . . . 755 694 051 7 46 

of which : 
(755) 

hlarket Uorrokvings (Gross) . . . . 173 152@ 157 1 6 2 0  
(ii) Loans from Centre (Gross) . . . . 1030 794 1022 803 

11. Aggregate Disbursements . . . . 4948 5052 5433 5704 
of which : 

(a) Developmental Outlay . . . . . . 226 1 2468 3600 2950 
(b )  Non-Developmen tal Outlsy . . . . 1481 1470 1663 1632 
(c) Repayment of Loans to Centre . . . . 605 610 6;50 ti62 
(d) Loans and Advances to Third Particc . . 432 391 497 438 
(e) Repayment of Market Loans . . . . 85 62 63 76 

111 Overall Surplus (4) or Deficit (-j (I-11) . . !-9 ---I 34 -225 -240 

- (- 154) 
.Mole : F i p r a  given here do not tally with those given in the budget papers as certain adjustments have tsen made here. 

$- Include the effect of budget proposals. 
* Figures in  hacketr are after taking into account c3timated yield from brltfget proposals. 
@, Exclude reccipty from market lonnq flu:~tc*rl tjy Bihar and htahamst~tra (IL. 27 crores). 





INDEX 
NUMBERS 
OF 
SECURITY 
PRICES 
ALL-INDIA 
(REVISED SERIES) 
Bow G 1361-62 8 100 
(As on last Saturday) 

ASSISTANCE 
SANCTIONED 
AND DISBURSED 
BY 
TERM- LENDING 
FINANCIAL 

i \. 

I i 

SANCTIONED 

I* 
' DISBURSED , 

'53 6 

(FINAICUU YEAR ) 



68. Seven State Governlnents namely, 
Andhra Pradesh, Bihar, Jammu and Kashmir, 
Madhya Pradesh, Mysore, Nagaland and 
Orissa, have proposed measures t o  raise 
additional resources ; Kerala, Rajasthan and 
Tamil Nadu have proposed measures as also 
granted fiscal concessions. In the net, addi- 
tional measures are expected to yield in 
1971-72 Rs. 45.3 crores (inclusive of measures 
to  streamline administration and recovery of 
arrears) ; Haryana has, however, announced 
only a minor tax concession but the loss in 
tax revenue is negligible. 

69. The combined net receipts from market 
borrowings by Centre and State Governments 

in 1970-71 amounted to  
Market  Rs. 235 crores-Rs. 11 crores 
Borrowings more than those in 1969-70. 

Net borrowings by the States 
in 1970-71 were Rs. 17 crores more than in 
1969-70 whereas those of the Centre were 
Rs. 6 crores lower than in 1969-70. 

70. As in the past, the Centre's borrowing 
programme for 1970-71 was completed in 
two phases. Total subscriptions in regard 
to  the 54 per cent 2000 Loan floated on April 
11, 1970 for an aggregate amount of Rs. 275 
crores amounted to Rs. 290 crores comprising 
Rs. 150 crores in cash and Rs. 140 crores by 
way of conversion. The 44 per cent Loan 
1977 and the 56 per cent 2000 Loan (re-issue) 
issued on October 15, 1970 for a total sum of 
Rs. 125 crores brought in together Rs. 138 
crores (Rs. 76 crores in cash and Rs. 62 
crores by way of conversion). Of the total 
amount of Rs. 293 crores of maturing loans, 
the amount offered for conversion was Rs. 202 
crores. After providing for cash repayments 
of the unconverted portion of maturing loans 
(Rs. 91 crores), net market borrowings of 
the Centre during 1970-71 aggregated Rs. 135 
crores-Rs. 27 crores less than the amount 
(Rs. 162 crores) originally budgeted for. 

71. For 1971-72, the Central Budget has 
taken credit for Rs. 500 crores (gross) as 
receipt from market borrowings. The first 
phase of the Central Government's market 
borrowing programme was completed on 
July 1, 1971, when three loans were floated 
for a total amount of Rs. 375 crores ; total 
subscriptions amounted to  Rs. 405 crores 

(Rs. 298 crorch i l l  co~ivcr~ion ;ind 145 .  107 
crores in cash). 

72. On July 15, 1970 iil'tccn Statc Go~cr11- 
nlents issued 5: per cent Development L o i ~ n ~  
maturing aftcr 1 2  years for an nggrcgalc 
amount of Rs. 142.50 crores. All the loat~s 
were issued a t  par. Maturing loans of 12 
States for a total amount of Rs. 57 crorcs 
were offered for conversion into their respec- 
tive loans. All the loans were over-subscribed 
as in the last year ; the over-subscription cs- 
ceedcd 10 per cent of the notified amount. 
After making partial allotment, subscriptions 
amounting to Rs. 157 crores were accepted ; 
of this, cash subscriptions amounted to  Rs. 125 
crores and conversion, Rs. 32 crores. After 
providing for cash rcpayn~ents (Rs. 25 crorcs) 
on account of maturing loans not tendered 
for conversion. net borrowi~~gs atnountcd 
to Rs. 100 crores in 1970-71 as against R s ,  8 3  
crores in 1969-70. 

73. Net collections fro111 snlall savings 
during 1970-71 are placed a t  Rs. 188* crores 

comvared with Rs. 129 
Collections crores realised during the 
from Small 
Savings year 1969-70 ; the provi- 

sional figures of total (net) 
collections exceeded the revised estimates 
for 1970-71 by Iis. 43 crores. Out of total 
net collection of Rs. 188 crores, a little less 
than two-thirds (about 65 per cent) was 
accounted for by the two new savings media, 
viz., Post Office Time Deposit Scheme (Rs. 73 
crores) and National Savings Certificates-ll 
issue (Rs. 50 crores). For 1971-72, the Union 
Budget has taken credit for Rs. 180 crores 
from this source. There were no additions 
t o  the existing media of small savings during 
this year. But consequent upon the change 
in the Bank rate, the interest rates on all the 
existing media were enhanced with effect from 
January 15, 1971. The changes in the interest 
rates thus effected range from $ per cent to 
2 per cent on the different small savings scrips. 
Moreover, the limits of deposits in the 7-year 
National Saving Certificates (I1 and 111 issues 
taken together) have been increased from 
Rs. 25,000 t o  Rs. 50,000 for individual hold- 
ing and from Rs. 50,000 t o  Rs. 1,00,000 for 
joint holdings with effect from August 1, 1971. 

* Net collectioi~s from small savi~lgs xrc n o w  estiinated 
at Rs. 107 crores for 1970-71 for which break-np is not 
yet available. . ,  



74. Net receipts from Public Provident 
Fund Scheme estimated a t  Rs, 5 crores in the 
1970-71 budget are placed at Rs. 2.5 crores 
in the Revised Estimates. However, actual 
collection amounted to Rs. 4.6 crores as 
compared with Rs, 2.5 crores in 1969-70. The 
collections under this item are placed a t  Rs. 4 
crores for 1971-72. 

75. The gilt-edged market remained ge- 
nerally steady during the first half of the year 

under review while in the 
Gihedged second half, following the 
Market Bank rate rise an easy trend 

set in. The R. B. I.'s All- 
India Index for Government and semi-Govern- 
ment securities ( Base: 1961-62~100) re- 
mained unchanged a t  the end-June 1970 level 
of 99.3 til l  the first week of November 1970 
rind slided down to 98.9 by end-December 
1970. With the stepping up of the Bank rate 
by a full percentage point with effect from 
January 9, 1971, prices in the gilt-edged market 
eased further, the Index declining to 98.2 
by end-January and 97.6 by end-June 1971. 
While the Index for Central Government 
Securities slipped down by 2.1 points to 
96.9 over the year, those for State Govern- 
ment and semi-Governn~ent Securities de- 
clined by 0 . 2  point and 0.1 point to  100.3 
and 101 .2, respectively. The Bank's open 
market operations continued to be directed 
towards maintaining orderly conditions in the 
market and alignment of the yield pattern to 
the prevailing structure of interest rates 
through adjustments in its buying and selling 
rates. Purchases and sales of securities by 
the Bank during the accounting year aggre- 
gated Rs. 275.7 crores and Rs. 359.8 crores 
respectively, resulting in net sales of Rs. 84.1 
crores, as compared with the net sales of 
Rs. 30.0 crores in the preceding year. 

Private Corporate Sector 

76. New investment activity in the private 
corporate sector did not indicate any clear 
uptrend during the year under review. The 
slower pick-up in public sector investment 
expenditure appeared to  have caused a slae- 
kening to some extent in new investment 
activity in the private corporate sector. In 
regard to  financing of investment, as com- 
pared with 1969-70, there was greater de- 

pendence on loan finance, resulting in larger 
financial assistance sanctioned and disbursed 
by the term-lending institutions, while new 
capital issues were substantially lower. As 
regards the actual capital raised, there was a 
rise in respect of equity and preference shares 
while capital raised through debentures showed 
a sharp decline. Public response to new 
issues was encouraging. Corporate perfor- 
mance, as indicated by a preliminary study 
of dividend announcements, showed some 
improvement. The equity prices scaled new 
heights in October 1970 but reacted thereafter 
and remained subdued during the greater part 
of the year. 

77. There was a decline in consents/ac- 
knowledgements of proposals accorded to 

non-Government public Iimi- 
Capital 
Consents ted companies for new capital 

issues in the form of shares 
(excluding bonus) and debentures. The amount 
consented at Rs. 52.5" crores in 1970-71 (July- 
June) was considerably lower than Rs. 89.0 
crores in 1969-70. A substantial part of the 
decline was in respect of consents for 'further' 
issues, which were lower a t  Rs. 3 1.9  crores 
as against Rs. 69.6 crores in 1969-70. Con- 
sents for 'initial' issues were slightly higher a t  
Rs. 20.5 crores than Rs. 19.5 crores in the 
previous year. Security-wise, consents were 
granted for equity issues of Rs. 32.5 crores and 
debentures of Rs. 11.6 crores in 1970-71 as  
against Rs. 43.4 crores and Rs. 37.8 crores, 
respectively, in 1969-70. Consents for the 
issue of preference shares at Rs. 8 . 3  crores 
were marginally higher than Rs. 7.8 crores 
in the previous year. 

78. As regards bonus issues, it may be 
recalled that Government had issued new 
guidelines for finalising proposals made since 
April 1970. During 1970-7 1 (July-June) con- 
sents accorded to non-Government public 
limited companies for bonus issues declined 
to Rs. 34. I* crores from Rs. 45.4 crores i n  
the previous year. The guidelines for issue 
of bonus shares were further amended in May 
1971 with a view to protecting the interests of 
general investors. According to the latest 
amendments, the proportion of residual re- 
serves required t o  be retained after the pro- 



posed capitalisation has been raised fro111 20 
per cent to 33J per cent of the increased poid- 
up capital of the company. I t  is also stipu- 
lated that along with the proposal for issue of 
bonus shares, the management should give 
clear indication of their intention regarding 
the first annual dividend payable on the ex- 
panded capital of the company and obtain the 
shareholders' approval for it. 

-- 
79. The new capital issues activity slac- 

kened during July 1970-June 1971. The 

New Issue 
amount of capital issued 

Activity through prospectuses and 
rights was lower a t  Rs. 50.7 

crores* than Rs. 81.5 crores i n  1969-70 (J~rly- 
June). Security-wise, the decline was mainly 
in debentures, though equity and preference 
issues were also lower to some extent. Be- 
sides, the decline was exclusively under 'fur- 
ther' issues which fell sharply to  Rs. 17.0 
crores from Rs. 54.2 crores in 1969-70. 'Ini- 
tial' issues, on the other hand, continued to 
show a rising trend and were higher at Rs. 33.7 
crores than Rs. 27.3 crores in 1969-70, Con- 
sequently, 'initial' issues constituted a major 
proportion of the total new issues made during 
1970-71. Public response to capital issues 
indicated further improvement and a number 
of issues were oversubscribed. Institutional 
underwriters provided the bulk of under- 
writing support, but available data indicate 
that with improvement in public response, 
the proportion of the amount devolving on 
underwriters declined t o  23.4 per cent of the 
total anlount underwritten in 1970 from 27.6 
per cent in 1969. 

80. Term-lending institutions sanctioned 
substantially higher financial assistance during 

Assistance by 
Term-lending 
institutions 

1970-71 (April-March) than 
in 1969-70. Aggregate finan- 
cial assistance sanctioned by 
these institutions** in the 

form of loans, underwriting of and direct 
subscriptions to shares and debentures in- 
creased t o  Rs. 231 .7* crores from Rs. 153.6 
crores in  1969-70 ( April-March ). Dis- 
bursements@ amounted to Rs. 147.5" 
crores as against Rs. 115.5 crores in 1969-70. 
The Industrial Developn~ent Bank of India 

* Provisional. 
* *  IDBI, IFCI, ICICI, SFCs and SIDCs. 
@ Including disbursements on account of guarantees. 

(IDBI) sanctiorlcd i\ substi~ntially higher 
amount of loans*** anlountirig to Us. 80.3* 
crores during April 1970-March 1971 as 
against Rs. 46 .9  crorcs in April 1969-hlarch 
1970 and its disburscmcnts were also higher a t  
Rs. 51 . I *  crorcs ;IS conlpared with 11s. 43.3 
crorcs. 

81. The Life Insurance Corporation and 
the Unit Trust of India continued to  lend 
support to the private corporate sector by 
their underwriting and investnlent operations. 
The Unit Trust of India provided during 
1970-71 (April-March) a larger assistance of 
Rs. 15.2" crores by way of underwriting 
of, and direct subscriptions to shares 
and debentures as compared with Rs. 9.9 
crores in the previous year. The Life 
Insurance Corporation had sanctioned 
Rs. 10.8 crores during 1969-70 (April- 
March) for the underwriting of, and direct 
subscription to shares and debentures as 
against Rs. 14.4 crores in 1968-69 (April- 
March). 

82. A reference was made earlier t o  the 
D ~ l t t  Committee's Report regarding the 
developlnent of "joint sector" in Indian 
industry. In pursuance of the Committee's 
recommendations, Government announced on 
May 1, 1971 certain guidelines for conversion 
of loans into equity in respect of such in- 
dustrial units which receive large financial 
assistance from the all-India long-term 
financial institutions. According to  these 
guidelines, the financial institutions while 
sanctioning rupee loans of Rs. 50 lakhs and 
more to one co~l~pany would norn~ally pro- 
vide, in the loan covenant, for the option of 
converting loail into equity consistent with the 
maintenance of a reasonable debt-equity 
ratio. In respect of loans ranging between 
Rs. 25 lakhs and Rs. 50 lakhs, the financial 
institutions may use their discretion and in 
cases of loans not exceeding Rs. 25 lakhs, the 
institutions may not stipulate for the conver- 
sion of loans into equity. 

83. Thus, an  increasingly active role is 
envisaged for public sector in the field of 
industrial development, and in this connection, 
mention may be made of the Reserve Bank's 
directive to conlmercial banks stipulating 

*** Includi~lg refinance to banks and rediscounts. 



Table 14-Flnanclal Assistance Sanctioned and Disbursed by Term-Lending Institutions during 1969-70 
j % and 1970-71 

(Rupees Crores) 

Underwriting of and Direct 
Loans Subscription to Shares Total 

and Debentures 
Name of the Institution 

1970-71 . 1969-70 1970-71 1969-70 1970-71 1969-70 

Sanc- Dis- Sanc- Dis- Sanc- Dis- Sanc- Dis- Sanc- Dis- Sanc- Dis- 
tioned bursed tioned bursed tion- burs- tion- burs- tioned bursed tioned bursed 

ed ed ed ed 

Industrial Development 
BankofIndia .. .. 80.3* 61.1* 46.9* 43.3* 4.3 4.7 6.2 1.8 84.6 55.8 53.1 45.1 

[17.0] r13.71 [7.8] [5.7] [17.0] 113.71 [7.8] [5.'i] 

Industrial Finance Corpora- 
tion ofIndia .. .. 31.1 16.6t  17.2 16.4t 3.8 0.9 1.4 1.1 35.0 17.4 18.6 17.5 

(6.8) (2.6) (1.8) (1.9) (5.8) (2-6) (1.8) (1-9) 

Industrial Credit and Invest- 
ment CorporationofIndia 37.G 26.1 17.9 16.1 5.4 3.1 4.9 3.7 43.0 29.2 22.8 19.8 

(28.0) (21.6) (13.7) (11.8) (28.0) (21.5) (13.7) (11.8) 

StateFinancialCorporations 48.8 32-77 3 2 - 9  2 1 - 4 t  0.5 0.3 0.6 0.3 49.3 33.0 33.4 21.7 

State Industrial Development 
Corporations** .. 16.3 9.2 20.3 7.5 .3.8 2 - 9  8.4 3.9  19.8 12.1 2 5 - 7  11.4 

Total .. 214.1 135.6 135.2 104.7 17.5 11.9 18 -4  10.8 231.7 147.6 153.6 115.6 

Unit Trust of India . . - - - - 15.2 8.4 9.9 8 - 1  15.2 8.4 9-9 8 - 1  

Life Insurance Corporation 
of India$ - - 2.6 1.7 - - 10.8 10.1 - - 13.3 11.8 

- - - - - - - - - - 

Note : (i) Figures in brackets relate to foreign currency loans. (ii) Data for 1970-71 are provisionaI. 
* Comprising direct loans; refinance to banks and rediscounts; refinance to SFCs indicated separately within 

square brackets is excluded to avoid double counting since this is covered under loans of SFCs. 
t Including disbursements on account of guarantees. 
** Data relate to 10 SIDCs, the GIIC and the SICOM. 
$. Figures for 1970-71 are not available. 

that in the event of their granting or renewing 
a credit limit of over Rs. 50,000 against the 
security of shares to a borrower, the shares 
so pledged should be transferred to their 
names and that they should have exclusive 
voting rights in respect thereof. Towards 
the end of the year under review, the manage- 
ment of all general insurance companies was 
also taken over by Government. 

84. On the major stock exchanges, the rising 
trend in equity prices noticed since mid- 

February 1970 was accele- 
Equitr Prices rated in the following months, 

culminating in a new peak 
level in the first week of October 1970. The 
market sentiment was favourably influenced 

by the investment incentives provided in the 
Union Budget for 1970-71, scarcity of good 
floating scrips, favourable monsoon and 
prospects of improved crop output and sus- 
tained flow of encouraging corporate news. 
The Reserve 'Bank's All-India Index of Prices 
of Variable Dividend Industrial Securities 
(Base : 1961-62=100) spurted up from 100.0 
during the week ended June 27, 1970 to a new 
peak of 110.1 by October 3, 1970. Prices, 
however, tended to drift lower thereafter 
upto the first week of January 1971 when the 
equity Index reached the level of 101.4. 
Though the Bank rate was raised, effective 
from January 9, 1971, the flow of encouraging 
corporate news imparted some steadiness to 
equity prices in the remaining weeks of 



January 1971. Thereafter, prices again 
turned easy and by June 26, 1971, the equity 
price Index moved down to 97.5, recording 
a fall of 11.4 per cent from the peak level 
reached on October 3, 1970. Over the ac- 
counting year also, the Index showed a 
fall of 2.5per cent as compared with the rise of 
0.7 per cent during 1969-70 (July-June). 
The bearish factors which affected the market 
sentiment were : the reported difficulties 
experienced by cotton textile mills on account 
of sharp rise in raw cotton prices ; apprehen- 
sions regarding conversion of loans provided 
by public financial institutions to companies 
into equities ; the Government instructions 
to  the stock exchanges to square-up all out- 
standing forward business ; and the Union 
Budget proposals for 1971-72, which were 
considered by the market as not very encourag- 
ing to  the private corporate sector. 

85. A preliminary study of dividend an- 
nouncements by public limited companies 

indicates that corporate per- 
Corporate formance during 1970-71 was 
Dividends somewhat better than in 

1969-70. Of the 630 public 
limited companies which closed their accounts 
between April 1970 and March 1971, 200 or 
32 per cent of the companies raised their 
dividend rates in 1970-71 as against 195 or 
31 per cent in 1969-70 ; the number of com- 
panies which maintained dividends at the same 
rates as in the previous year was 198 or 31 
per cent as against an equal number in 1969- 
70. Of the remaining 232 companies, 100 
companies or 16 per cent reduced their divi- 
dends, the corresponding figures for the pre- 
ceding year being 79 companies or 13 per 
cent. On the other hand, the number of 
companies paying 'nil' dividends was lower 
a t  132 o r  21 per cent in 1970-71 as against 
158 or 25 per cent last year. In regard to 
actual rates of dividends, there was a marked 
increase in the number of companies paying 
dividends between I1 and 20 per cent from 
186 (30 per cent) in 1969-70 to  216 (34 per 
cent) i n  1970-71. The number of companies 
paying dividends between 6 and 10 per cent 
was lower a t  188 (30 per cent) as against 202 
(32 per cent) last year, while those paying 
dividends above 20 per cent constituted 3 
per cent of the total number of companies 
in both the years. 

In~estnrmt Finnncc for ,lgric~~Iturc 

86. The tenlpo of jnvestment in agriculture 
financed by various institutional agencies 
gained further momentum during the year 
under review. Financc provided i n  the form 
of disbursements for agricultural sclicnies by 
ARC, AFC and REC and drawals from 
the Rcservc Bank's medium-term loans and 
debentures floated by Central Co-operative 
Land Developnlent Banks together showed 
a substantial increasc during 1970-71 over the 
level in 1969-70. Disbursements made by 
AFC showed some fall while those by ARC 
registered an increase. Drawals from Reserve 
Bank's medium-term loans maintained the 
previous year's Icvel. The Rural Electrifica- 
tion Corporation made during the year 
a maiden disbursement of as much as Rs. 26.04 
crores. The year under review experienced 
a fewer number of schemes sanctioned and 
lower levels of comlnitments made by ARC 
and AFC, while the REC's sanctions and 
commitments showed a sharp increase 
(Table 15). Commercial banks' lendings to  
agriculture for medium-term purposes also 
made a considerable headway ; so also the 
medium-term loans disbursed by the Central 
and State co-operative banks. 

Trends in Money Supply 

87. The year 1970-71 (July-June) was 
characterised by a markedly higher increase in 
money supply with the public (Rs. 8 14 crores) 
than in the preceding year (Rs. 592 crores). 
The growth rate during the year worked out 
to  12.3 per cent as compared with 9.8 per 
cent in 1969-70. Total monetary resources, 
which comprise money supply and time 
deposits with the banks, also registered 
a larger increase of Rs. 1363 crores or 14.0 
per cent as against Rs. 101 1 crores or 1 1 . 6  
per cent (Table 16). There was thus a con- 
siderable step-up in aggregate demand in the 
economy. Component-wise, absolute increase 
in currency continued to be larger than that 
in demand deposits, but  in terms ofgrowth 
rates, deposit money showed a considerably 
higher rate than currency. Time deposits 
increased even faster, both in terms of absolute 
figures and rate of growth, than either cur- 
rency or demand deposits. Of the total in- 
crease in aggregate monetary resources, time 
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deposits accounted for 40.3 per cent whilc 
currency with the public arid deposit money 
accounted for 31.3 per cent and 28.4 per 
cent, respectively. 

88. Among the factors accounting for 
monetary expansion during 1970-71, net bank 
credit to Government, with the phenomenal 
increase of Rs. 924 crores, was a predominant 
factor reflecting generally the growing im- 
balance in the budgetary o~erations and parti- 
cularly the problem of overdrafts by the State 
Governments. Bank credit to  the commercial 
sector showed a smaller expansion both in 
absolute terms as well as in terms of the 
growth rate. The rate of expansion was not 
uniform throughout the year ; the expansion 
was of a considerably higher order during 
the first half of the accounting year July- 

Dccen~bcr 1970 (Rs. 330 crorcs) tllat~ during 
tile corresponding half of 1969 (11s. 153 
crores), ivhile during tile second llnlf tlic trend 
was reversed with an cxprtnsion of only 
Ks. 299 crorcs during January-June 1971 
as against Ks. 602 crorcs during January- 
Junc 1970. The expansionary impact of 
tflesc factors was ojrset, to some exlent, by 
(i) a decline of Rs. 97 crorcs in  net 
foreign exchange assets of the banking 
sector, which in 1969-70 had recorded an 
increase of Rs. 264 crores, and (ii) a rise 
of Rs. 110 crores in net non-monetary 
liabilities of the banking system. The reduc- 
tion in net foreign assets reflects partly a 
pick-up i n  imports following import liberalisa- 
tion and partly a larger decline in aid utilisa- 
tion following shrinkages in both aid-financed 
food imports and non-project aid, discussed 
in subsequent paragraphs. 

Table 16-Trends in Money Supply and Monetary Resources (Annual) 

(Rupees crores) 

Variations during July-June 

l!)GR-ti0 19ti!)-70 1070-71 
- - - - - - 

1. Currency with the Public . . . . . .  . . . . t 341 +381 
(+ 9.9)  ( t l 0 . l )  

2. Demand Deposits . . . . . . . .  .. . . +225 +211 
(+11-1)  (+ 9 . 4 )  

3. Money Supply (l+2) . . . . . .  . . . . +5GG + 592 
(5  10. S j  ( t  9 .8 )  

4 .  Time Deposits . . . . . .  . . . . . . + 473 + 419 
(f21-5) ( + 1 5 . 6 )  

5 .  Total Monetary Resources (3f4) . . . . 
6. Net Bank Credit to  Government . . . .  . . 
7 .  Net Foreign Exchange Assets of the Banking Sector 

S. Government's Net Currency Liabilities to the Public 

. . . .  9. Total (6+7 +8) . . . . . .  . . 4 619@ + 286 + 546 
(+12 .7 )  (+  5 . 1 )  (+14.4) 

~ - . . . .  10. Bank Credit to Commercial Sector* . . . . + 641 + 755 + 629 
( t 1 7 . 6 )  ( t 1 7 . 7 )  (1-12.5) 

(a) Net Bank Credit to  Commercial Sector* . . . .  $- 167 4- 336 + 80 
($11.7)  ( - t21e1)  (+ 4 . 1 )  

11. Net Non-Monetary liabilities of R.B.I. (Increase-) . . - 95@ - 60  - 177 

12. Net Non-Monetary Liabilities of other banks (Increase-) - 125 + 29 t 67 - . . . .  13. Total (9+10) . . . .  . . . . t 1260@ $1041 +1474 
( t 1 4 - 8 )  ($10 .6 )  ($13 .5 )  

flote : Figures i n  brackets represent percentage variations. 
rii! Excluding changes due to  revaluation of gold held in  the Issue Department of the Reserve Bank with effect 

from ~ k i i a r ~  1, f969. " 

* Includes advances made to public sector enterprises and State Governments for commercial purposes. 



Tabla 17-Trends in Money Supply and Monetary Resources (Seasonal) 

Variations during the 

Slack Season Busy Season 

1969 1970 1969-70 1970-71 

1. Currency with the Public - 149 - 34 +517 $400 . . . . . . . .  
(- 4.0) (- 0.8) (+14.3) (+ 9.7) 

. . . .  2. Demand Deposits of Banks + 91 + 177 + 186 . . . .  + 172 
(+ 4.2) (+ 7.3) (+ 8.3) (+ 6.6) - 

3. Money Supply (I +2) . . . .  . . . . - 58 + 143 + 703 $. 572 
(- 1 .O) (+ 2.2) (t-12.0) ( f 8.5) 

4. Time Deposits . . . . . .  . . . . + 248 + 277 + 163 + 244 
(+ 9.6) (+ 9-21 (+ 5.7) (+ 7.4) 

6. Monetary Resources (3+4) . . . . . .  + 190 + 420 + 866 + 816 
(+ 2.2) (+ 4.4) (+10.0) (+ 8.2) 

6. Net Bank Credit to Government . . . . . . - 14 + 111 + 130 + 620 
f- 0.3) f +  2.3) (+ 2.8) ( 1 1 2 . 5 )  , . . . 

7. Net Foreign Exchange Assets of the Banking 
Sector . . . . . .  . . .. + 5 9  + 36 + 168 - 85 

(f 15-41 (+ 5.9) (+38.0) (-13.2) 

8. Government's Net Currency Liabilities to the 
Public . . . . . . . . . . - f 6 + 19 + 1.5 

(-1 (+ 1.6) (t- 5.5) (+  4.1) 
-- - - 

9. Total (6+7$8) . . . . . . . . .. + 4 5  + 153 $- 317 + 550 

10. Bank Credit to Commercial Sector* . . .. + I 3 6  + 311 + 602 $- 448 
(+ 3.3) (+ 6.4) (+14.2) (+ 8.7) 

(a )  Net Bank Credit to Commercial Sector* . . - 111 + 34 + 438 + 204 
(- 7.3) (+ 1.8) (+31.1) (+10.9) - 

11. Net Non-Monetary Liabilities of R. B. I. 
(Increase -) . . . . . . . . .. + 1 5  + 27 - 77 - 113 

12. Net Non-Monetary Liabilities of other banks 
(Increase -) . . . . . . . . . . - 6 - 71 $- 25 - 60 - 

13. Total (9+lO) . . . . . . . . .. + I 8 1  + 464 + 919 + 998 
(+ 1.9) (+ 4.4) (+ 9.4) (+ 9.0) 

flole : Figures in brackets represent percentage variations. 
* Jncludes advances made to public sector enterprises and State Governments for commercial purposes. 

89. During the slack season of 1970 (May- 
October), money supply with the public 

registered a contra-seasonal 
Seasonal Trends expansion of Rs. 143 crores 

as against a contraction of 
Rs. 58 crores in the 1969 slack season (Table 
17). The expansion in money supply stemmed 
mainly from an increase of Rs. 11 1 crores in 
net bank credit to Government and an accrual 
of Rs. 36 crores to  net foreign exchange assets 
of the banking system. Bank credit to  the 

commercial sector also contributed signi- 
ficantly to  the monetary expansion. 

90. Seasonal expansion in money supply 
during the busy season of 1970-71 (November 
1970-April 1971) was, however, smaller at 
Rs. 572 crores (8.5 per ctnt) a s  compared 
with the increase of Rs. 703 crores (12 per 
cent) during the 1969-70 busy season. Rise 
in currency component a t  Rs. 400 crores 
was Rs. 117 crores smaller than that in the last 



busy season. Increase i n  demand deposits 
was also smaller by Rs. 14 crores. Iricrease 
in time deposits was, however, Rs. 81 crores 
larger than in the 1969-70 busy season. 

9 1. Increase in net bank credit to Govern- 
ment during the 1970-71 busy season was 
markedly larger at Rs. 620 crores as against 
the rise of Rs. 13.0 crores in the last busy 
season. However, foreign exchange assets 
declined by Rs. 85 crores, whereas in the 
previous busy season there was a rise of 
Rs. 168 crores. Adjusting for the increase in 
time deposits, expansion in net bank credit 
to  the commercial sector at Rs. 204 crores in 
the 1970-71 busy season was smaller than that 
a t  Rs. 438 crores in the preceding busy season. 
Bank credit for procurement of foodgrains 
increased by Rs. 70.3 crores during the period. 
Expansion of bank credit to  the commercial 
sector during the first two months of the busy 
season (November-December 1970) was re- 
latively of a higher order (Rs. 199 crores) 
than during the subsequent four months 
(Rs. 249 crores). There was also a rise of 
Rs. 182 crores in net non-monetary liabilities 
of the banking system which had a contrac- 
tionary impact on money supply. This 
together with the decline in net foreign ex- 
change assets and a smaller increase in net 
bank credit to  the commercial sector were 
responsible for the smaller increase in  money 
supply during the 1970-71 busy season. 

92. During the first two months of the 
current slack season (May-June 1971) there 
was a contra-seasonal expansion in money 
supply, as in the corresponding months of 
1970 slack season. While net bank credit to 
Government registered a substantial rise as 
against a small decline in the comparable 
period of the previous slack season, net bank 
credit to the commercial sector recorded a 
decline as against an  increase in the 1970 
season. 

Banking Trends and Credit Policy 

93. In  the first half of the year under review, 
bank credit was expanding a t  a pace faster 
than bank deposits and, therefore, commercial 
banks had turned increasingly t o  the Reserve 
Bank for accommodation. Such accom- 
modation had touched as on January 1, 1971, 

a record Icvel of Rs. 35 1 crorcs, n stecp increase 
from 171s. ISOcrores its a t  t l ~ c  cnd of Octabcr, 
1970 when the traditional slack sc:lson was to 
have cndcd and tvhen, therefore, banks' 
borrowings should have been nominal. This 
high level of borrowings, which had been i n  
addition to Government's borrowi~lgs from 
the banking system, acccntuatcd the pressure 
on the general price level which had emanated 
from physical shortages. During this period, 
the general price level was about 5 to  6 per 
cent above the level a year ago. The Bank, 
therefore, tightened general credit control by 
raising the Bank rate from 5 to 6 per cent 
effective from January 9, 1971 and by stepping 
up the 'net liquidity ratio' from 33 per cent to 
34 per cent with effect from January 29, 
1971. At the same time, to assist them in 
deposit mobilisation, the banks were asked to 
raise rates of deposits by 4 to ;t percentage 
point. In regard to lending rates conse- 
quent upon changes in the Bank rate and the 
net liquidity ratio, the banks were asked t o  
ensure that, on an average, increase in the 
rate charged by them on advances was only 
about 1 per cent. In view of the rising 
pressure on prices of cotton, oilseeds and 
vegetable oils, selective controls on advances 
against thesc were tightened further. While 
all these measures had their immediate im- 
pact as reflected in a considerably reduced 
rate of expansion in bank credit thereafter, 
quantum of increase in commercial bank 
credit was still relatively high and, therefore, 
the situation was not one which could have 
been viewed with complacency. Therefore, 
in a mid-season review of the credit situation 
on February 4, 1971, the Governor stressed 
the need for continued restraint in  bank credit 
and for greater efforts towards deposit mobi- 
lisation. Besides, with the objective of 
rendering the bank lending system more 
purpose-oriented, the Governor impressed 
upon banks that they have a promotional 
role in bringing about a more wide-spread 
use of bill of exchange as an  instrument of 
credit and that  the refinance facilities under 
the newly introduced Bill Rediscounting 
Scheme would be available a t  the Bank rate 
round the year. As a further concession, 
bills rediscounted under the Scheme after 
June 30, 1971 would not impair the banks' 
entitlement t o  refinance at the Bank rate 
irrespective of their net liquidity ratio posi- 
tion.'\ Steps were also taken to expand the 



scope of this Scheme by including other 
categories of bills. 

94, In  furtherance of the objective of 
nationalisation, the flow of credit to  priority 

.and hitherto neglected sectors was accelerated. 
Since the nationalisation upto June 1971, 
roughly three fourths of deposit growth net 
o f ,  statutory investment has been absorbed 
in credit to agricirlture, small industry, road 
transport operators, retail trade and small 
business, professional and self-employed per- 

"sons and education. In incremental bank 
credit during this period, the share of advances 
to  these sectors worked out to  68 per cent. 
The share of credit to  these sectors rose from 
14.5 per cent of total advances at the end of 
June 1969 to  23.8 per cent at the end of 
March 1971. 

95. There was also a substantial rise in 
advances for food procurement operations 
which increased from Rs. 207 crores on June 
26, 1970 to Rs. 379 crores on June 25, 1971. 
These advances increased further to  Rs. 431 
crores on July 30, 1971 (last Friday). 

96. For the year as a whole, scheduled 
commercial banks' credit recorded a smaller 
Annual expansion while deposit 
Variations growth was considerably 
(July 1970- larger than in 1969-70. Banks 
june 19' ' )  were, therefore, in a position 
t o  increase their investment and cash balances 
and also repay a part of their borrowings 
from the Reserve Bank. 

97. Total scheduled commercial banks' 
credit recorded during 1970-7 1, an  increase 
of Rs. 563.1 crores or  13 per cent as compared 
with Rs. 613.9 crores or  17 per cent in 1969- 
70 (July-June). On the other hand, accretion 
t o  deposits amounted t o  Rs. 915.4 crores or 
17 per cent in 1970-71 as compared with 
Rs. 628.7 crores or 13 per cent in 1969-70. 
The rate of expansion in bank credit was not 
uniform during the year, the increase in the 
earlier half of the year a t  Rs. 239.8 crores 
being considerably higher than that in the 
corresponding half of the previous year 
a t  Rs. 17.1 crores, while in the latter half, the 
expansion was Rs. 323.3 crores as against 
Rs. 596.8 crores in the corresponding half of 

the previous year. Credit-deposit ratio at 
77.2 per cent as a t  the end of June 1971 was 
2 .7  percentage points lower than the ratio 
a year ago (79.9 per cent). Of the total 
increase of Rs. 915.4 crores in deposits in 
1970-71, time deposits accounted for 56.7 
per cent as against. 64.1 per cent of the in- 
crease in 1969-70. Increase in 1970-71 in 
the investments of scheduled commercial 
banks in Government- and other approved 
securities by Rs. 294.7 crores was more than 
double that in 1969-70 (Rs. 145.3 crores). 
The investment-deposit ratio reached 29.0 
per cent on June 25, 1971 as against 28.5 
per cent on June 26, 1970. Cash and balances 
with the Reserve Bank of India showed, 
during the year, an increase of Rs. 35.9 crores 
as against a decline of Rs. 22.7 crores in  the 
previous year, but on account of the steep 
increase in deposits, the cash ratio at 6 . 4  
per cent actually fell by 0 .4  percentage point. 
The outstanding level of borrowings from the 
Reserve Bank a t  Rs. 207.2 crores as on June 
25, 1971 showed'a fall of Rs. 84.3 crores over 
the level (Rs. 291.5 crores) a year ago. During 
the year as a whole, however, despite rise in 
deposits, borrowings of the commercial banks 
from the Reserve Bank were consistently 
higher than in the coresponding weeks of thk 
previous year upto April 1971, touching a 
peak of Rs. 443 crores on March 19, 1971 
before declining in the following weeks t o  
Rs. 190.7 crores at the end of the 1970-71 
busy season. On June 25, 1971 they were 
Rs. 207.2 crores as against Rs. 291.5 crores 
on June 26, 1970 (Table 18). 

98. With strained - liquidity position of 
banks, the call money rate in Bombay which 
ruled between 4 and 6 per cent during 
July to  December 1970 started moving up  
in early 1971 reaching a peak of 13 per cent in 
the first week of Feburary 1971, after which 
it came down steadily to 63percent on April 
30, 1971.;: The rate a t  the end of June 1971 
was 44 per cent as against 6& per cent at the 
end of June 1970. In the previous year, 
however, the rate ruled between 39 and 4) per 
cent during July 1969 to January 1970 
after which it showed a continuous rise and 
reached 9 per cent on March 31, 1970 ; 
thereafter, i t  came down to  64 per cent on 
April 30, 1970. In Calcutta, the rate ranged 
between 44 to 52 per cent upto November 
1970; from July 1970, it rose steadily reaching 







Table IS-Annual Variations in Important Banking Data 

.I unc .lurlc . ~ I I I W  Jrrr~c 

- 1068 IUG9 l!l;(I 1071 
----. ---- 

1. Total Bank Credit . . .. 3102.9 f 471.8 3598.8 4-495.9 1 2 7  - 3  Ji73.H - i  Mi:). 1 

2. Total Investments . . .. 1160-7 + 90.8 135H.!) i l v n . 2  Ififl4.2' { 1 li'JS.!) -! %!)L.i 
(a) inGovernmentsecuritics .. 975.0 + 53.0 112G.:5 -\150.7 1186.1 - -  5u.X 1:16!)..1 i l S 3 - 3  
(b)inotherapprovedsecurities 185.1 f 37.8 .'32.(i i - . i 7 - 6  318.1 t 8 5 . 5  512!1.5 4111.4 

3. Cash and Balances with the 
Reserve Bank of India .. - 069.5 + 10.7 380.3 +-110.)j 357.f; - 22.7 3!)3,5 -4- 35.9 

4. Money a t  call . . .. .. 50.6 - 7.1 88.1 4 37.5 47.9 - 40 .2  74.8 4- 26.U 

6.  Aggrcgatc Deposits . . .. 3'369.0 -+452.0 4645.8 -f (ii6.S 5274.5 -1 028.7 filN!)-!J .i-!tl5.4 
(a) Demand . . . . . . 1874,s -t210.2 2103.5 -1-226.7 3328.8 - 1  225.3 2529- 1 4-3'36.3 
(6) Time . . . . .. 2094.2 +241.8 2542.3 f 4 4 8 . l  %!l4G.7 -+40:1.4 3404.8 -1-51'3.1 

6. Uorrowir~gs from the Reservc Bank 
of India . . . . . . .. 103.5 -+ 02.0 172.2 -1- 68.7 2'31.6 -1-115.3 207.2' - 84.3 

-.- 
* Provisional (as on June 26, 197 1). 
Source: Returns submitted under Section 42(2) of thc Rescrvc lfank of Irldia Act, l!lS4, cxcept in rusl)cci of 

borrowings from the Reservc Rank of India which ;ire I~asctl on borrowing atlvico frou~ rrgion;rl oIHccs 
of the Reserve Bank of India. 

Table 19-Seasonal Variations in Scheduled Commercial Banks Data 

(K~II)CCY Crores) 

Slack Season upto 
Slack Busy Slack Uus y 
Season Season Season Season June 25, June 26, 

1069 1069-70 1970 1970-71 1071* 1070 - 

2. Investments in Government secu- 
rities and other approved securi- 

- ties . . . . . . .. $239.8 - 53.8 t 1 8 7 . G  -/-128-6 4- 11 .5  -1- 32. 9 
(a)  inGovernmentsecurities .. t 2 0 8 . 3  - 1 0 0 ' ~  - t l66.3 + 53.7 - 4'8 -t 20.9 
( 6 )  in other approved securities + 31.2 f 47.1 -I- 32 .3  i- 74.8 -k- 1 6 . 3  -k 12.0 

3, Cash and Balances with the 
Reserve Bank of India . . .. + 26.7 + 7.7 + 31.2 + 7.!) 4- 30.1 -k 42-3 

4. Money a t  call . . . . . . -25 .8  - 1 4 . 8  - 5.G - 5 . 8  + 41.9 f 3.6 

6. Aggregate Deposits . . .. $348.1 f320.0 $448-G +421.1 4-211'2 f 1 6 5 . 5  
(a) Demand . . . . .. $115.0 +171-9 $174.3 C186.3 + 98.2 f 62.6 
(b) Time .. . . .. $233.1 f149.0 $274.3 f234.8 . +113.0 +103.0 

6. Borrowings from the Reserve Bank 
of India . . . . . . - 67.5 +203.0 - 86.0 + 40.2 + 16-5 f 55.0 

* Provisional. 
Notes : (1) Data are based on weekly returns submitted by banks under Section 42(2) of the Reserve Bank of 

India Act, 1934, except i n  respect of borrowings from the Reserve Bank of India which are based on 
weekly borrowing advices from regional offices of the Reserve Bank of India. 

(2) T h e  variations are based on the last Friday figures of April and October. 



the peak of 12 pcr ccnt i n  February 1971 
and declined thereafter to 54 per cent on April 
30, 1971. In the previous year, the rate moved 
between 3 atld 5 ;  per cent from July 1969 
upto end-February 1970, rising up later 
to 92 per ccnt on March 31; it closed at 7 
per cent on April 30, 1970. The rate at the 
end of June 1971 was 49 per cent as against 
53 per cent last year. 

99. The slack season of 1970 was lnarked 
by a virtual absence of any slackness in credit; 

bank credit recorded a sharp 
Seaonat 
Trends contra-seasonal expansion, 

and tl~ough deposits also rose 
substantially, strain on liquidity of the bank- 
ing system was felt almost throughout the 
season. In the 1969 slack season also there 
was a contra-seasonal expansion of Rs. 31.3 
crorcs in bank credit but in the slack season 
of 1970 it was much more ,pronounced, 
amounting to Rs. 225.6 crores. This increase 
was due both to a smaller contraction of 
advances against seasonal commodities as 
we11 as a larger expansio~l in advances against 
non-seasonal items. Though deposit accre- 
tion was higher, both in absolute as well as 
relative terms, at Rs. 448.6 crores (8.8 
per cent) as against Rs. 348.1 crores (7.8 
per cent) in the 1969 slack season, the credit- 
deposit ratio at the end of 1970 slack season 
at 77.0 per cent was about 4 percentage points 
higher than the ratio a year ago (72.9 per 
cent). The continued pressure on banks' 
resources resulted in a smaller quantum 
being put in investments, viz., Rs. 188 crores 
as against Rs. 240 crores in the previous slack 
season, and a smaller proportion of the 
borrowings from the Reserve Bank being 
repaid (36 per cent) than in the 1969 slack 
season (68 per cent). 

100. In the light of the credit and price 
siihation and in the context of the need 
envisaged in the Fourth Plan for reaching 
a certain proportion of additional deposits to 
be invested by banks in Government and 
other approved securities, Governor asked 
banks, in August 1970, to step up their holdings 
of assets that go to make the statutory liquidity 
ratio from 27 per cent to 28 per cent from the 
last Friday of August 1970. Simultaneously, 
the minimum net liquidity ratio for purposes 
of determining the penal rate of interest 
chargeable on the excess borrowings of a 

bank from the Reserve Bank was also raised 
by one percentage point to 33 per cent effective 
from the last Friday of August 1970. (Ear- 
lier, these ratios had been raised by one 
percentage point each to 27 per cent and 32 
per cent, respectively from tlre last Friday 
of April 1970). Measures were also an- 
nounced to regulate advances against shares 
with a view to preventing the use of bank 
finance for speculative purposes. Refinance 
facilities under the existing Bill Market Scheme 
for the 1969-70 season which were to lapse by 
the close of June 1970 were, however, con- 
tinued beyond June 30, 1970 in respect of 
bank advances to priority sectors as well 
as for purposes of food procurement and 
distribution.-\ 

101. The new busy season had started 
with an unprecedentedly high level of banks' 

borrowings from the Reserve 
Credit Policy Bank a; Rs. 150 crores. 
for 1970-71 Busy Announcing the credit policy 

for the busy season of 1970- 
71 on November 10, 1970, Governor prevailed 
upon the banks to step up mobilisation of 
deposits to meet the increasing demand for 
credit, particularly for the priority sectors, 
and assured continued availability of refinance 
from the Reserve Bank at Bank ratelconces- 
sional rate for all legitimate productive 
activities. While fully appreciating the need 
for credit restraint, a higher level of 
credit expansion in the busy season of 1970-71, 
as compared with the earlier years, was con- 
sidered unavoidable on account of the need 
to maintain the tempo of economic expansion 
and the need to continue the provision of 
credit for priority sectors and backward 
areas. It was pointed out to the banks that 
their aim should be to absorb expansion of 
credit even in respect of priority sectors within 
their own deposit resources over a period of 
time and recourse to the Reserve Bank should 
be had only in the ultimate resort and as far 
as possible for short periods. The Reserve 
Bank would, however, continue to  makc 
available, discretionary accommodation in 
deserving cases at the Bank rate to ease 
liquidity pressure on banks arising from 
sudden or specially heavy demands of credit. 

102. With a view to providing additional 
finance to the banking system in the busy 
season for normal seasonal operations, the 



Table 20-Seasonal Pattern of Principal Ratios of Scheduled Commercial Banks 

-- - (Rupees Crorcr) 

October 1969 April 1970 October 1070 April 1971 June 1971* June 1970 

- 
Amount Percen- Amount Percen- Amount Percen- Amount Percen- Amount Percen- Amount Percen- 

tage tage tage tage tage tage 

1. Bank Credit . . . . .. . .. 3492.6 72.9 4055.5 69.4 4281.1 77 .0  4690.3 78.5 4776.8 77.2 4212.7 73.9 

2. Investments in Government and other 
approved securities . . . . . . 1525.1 31.8 1471.3 28.8 1658.9 29.8 1567.4 20.9 1798.9 29.0 1504.3 28-5 

(a) in Government securities . . .. 1266.1 26.4 1165.2 22.8 1310.5 23.7 1374.3 33.0 1369.4 22.1 1IS6.l Z . 5  

(b) in other approved securities . . 259.0 5.4 306.1 6 . 0  338.4 6.1 413-2 6.9 429.5 6 .9  318.1 6.0 
X 

3, Cash and Balances with Reserve Bank 307.6 6 . 4  315.3 6.2 346.5 6 - 2  351-1 5.9 393.5 0.4 357.6 6 .8  

4. Money at Call and Short Notice . . 59.1 - 44.3 - 38.7 - 32.9 - 74.8 - 37.9 - 

5. Aggregate Deposits . . . . .. 4788.1 100.0 5109.0 100.0 5557.6 100.0 5978.; 100.0 0189.9 100.0 5374.5 100.0 

(a) Demand . . . . . . .. 2094-4 43.7 2266.3 44.4 4 4 0 . 6  43.9 2626.9 43.9 8725.1 44.0 2328.8 44.2 

(b) Time . . . . . . .. 2693.7 66.3 2842.7 55.6 3117.0 56-1 3351.8 56.1 M61.8 56.0 2945.7 55.8 

(i, Borrowings from Reserve Bank 

s o t s :  (1) The  percentages are ratios to aggregate deposits. 

(2) Data are based on weekly returns submitted by banks under Section a(?) of the Resene Bank of India Act. 1934, acept  in respect of bormuing 
from Reserve Bank of India which are based on weekly borro~ving advices received from regional offices of the Reserve Bank of India. Ail figurer 
relate to the last Friday of the month. 

* Provisional (Refers to June 25th). 



Reserve Bank erected some changes in its 
system of refinance. Thus, while refinance at 
Bank rate/concessional rate would continue 
to be made available in respect of increases 
over a prescribed base period to the priority 
sectors, the base period itself was, however, 
moved forward and in calculating the increase 
in 1970-71, the base period was changed to 
the average level of such credit in the cor- 
responding quarter of the previous year 
(1969-70 instead of 1968-69). 

103. The Reserve Bank had already an- 
nounced in  August 1970 the jntroduction of 
the new Bills Rediscounting Scheme with effect 
from November 1, 1970. The scheme is 
expected to even out liquidity within the 
banking system and minimise banks' recourse 
to the Reserve Bank, as such recourse will 
normally be only when the banking system as 
a whole is short of funds rather than when 
only a few banks are in need of funds. The 
salient features of the scheme and also the 
subsequent n~odifications are discussed in 
later paragraphs. 

104. In regard to advances of banks for 
food procurement/.storage/distribution pur- 
poses to the Food Corporation of India, 
State Governments and/or their authorised 
agencies, the Bank announced that refinance 
would be made available at the Bank rate 
upto 50 per cent of the increase in such 
advances over the actual level of such advances 
as on October 30, 1970. In April 1971, this 
refinance facility was increased to 75 per cent 
for the period April 9, 1971 to June 30, 1971, 
and was later extended till end-July 1971. 
This facility is to be reduced to 60 per cent for 
August 1971 and thereafter to 50 per cent of 
the increase i n  such advances over the specified 
base date (October 30, 1970). The Bank 
also indicated that it would consider the pro- 
vision of discretionary accommodation to 
banks at the Bank rate in deserving cases in 
order to ease pressure on liquidity of individual 
banks arising out of sudden or specially 
heavy demand for credit. 

105. By the end of 1970, there were indica- 
tions of developing pressures of credit and 
monetary expansion on the price situation. 
Thus, in the first two months of the busy 
season of 1970-71, credit expanded by 
Rs. 147.3 crores as compared with a rise of 

Rs. 123.3 crores in the corresponding two 
months of the preceding busy season. In- 
crease in money supply over the year ended 
December 25, 1970 too was considerably 
larger at Rs. 755 crores (12 per cent) as against 
an increase of Rs. 647 crores in the preceding 
year. In December 1970, the general price 
level was higher by 6.5 per cent than in the 
corresponding month of 1969. 

106. There was also an increased recourse 
by banks to borrowings from the Reserve 
Bank which recorded an increase of Rs. 152.2 
crores at the end of December 1970 over the 
outstanding level of Rs. 150 crores at  the 
beginning of the busy season. It  was felt 
that with the progress of the busy season, the 
pressure would intensify further. It was, 
therefore, considered necessary to restrain 
the rate of credit expansion along with the 
provision of incentives for stimulating savings 
and assisting deposit mobilisation. With 
this end in view, the Bank rate was raised 
from 5 per cent to 6 per cent with effect from 
January 9, 1971. Following this, the mini- 
mum 'net liquidity ratio' was also raised by 
one percentage point from 33 per cent to 
34 per cent effective from January 29, 1971. 
The liquidity ratio for the purpose of Section 
24 of the Banking Regulation Act, together 
with the cash reserve requirements under 
Section 42 of the Reserve Bank of India Act, 
however, continued to remain unchanged 
at 31 per cent. Banks were advised that 
while adjusting rates of interest on their 
advances consequent upon these changes, they 
should ensure that, on an average, increase 
in their lending rates was only about one 
percentage point. As for the priority sectors, 
however, the Reserve Bank continued to 
provide refinance on the existing basis, ~ ~ i z . ,  
(i) at  4& per cent, irrespective of the net 
liquidity ratio, against the increase in credit 
over the specified base period in respect of 
export credit and credit to primary agricultural 
co-operative credit societies in the selected 
districts in terms of the scheme instituted for 
this purpose ; (ii) at the Bank rate, irrespec- 
tive of the net liquidity ratio, in regard to the 
increase in short-term iending to small-scale 
industries and agriculturists over the specified 
base period and rediscounting of bills under 
the new Bills Rediscounting Scheme, and ( i i i )  
at the Bank rate in respect of bank advances 
for food procurement operations upto 50 



per cent of such advances as on October 30, 
1970. 

107. With a view t o  encouraging savings 
and further assisting deposit mobilisation, 
the ceiling rates on various categories of 
deposits were increased. The rate on savings 
accounts was increased from 3 to  4 per cent. 
The rate on deposits for 15 days to 45 days 
was stepped up from 1.25 to 2.00 per cent and 
that on 46 days to  90 days from 2.50 per cent 
to 3.00 per cent. An increase of one quarter 
of one per cent was announced in respect of 
various other maturity categories of deposits 
upto one year and an increase of $ per cent in 
the maturity categories of deposits for one year 
and over upto 5 years. The maximum 
rate payable was fixed at 7& per cent in respect 
of deposits for periods above 5 years. Smaller 
banks were to be allowed, as before, to quote 
rates slightly higher than those offered by 
larger banks. 

108. Selective credit controls were also 
modified on specified commodities, wherever 
necessary, in the context of changed supply 
and price situation. Details of these measures 
are given in Part I11 of this Report. 

109. At the time of the mid-term review 
of monetary and credit situation on February 
4, 1971, the Governor while expressing satis- 
faction a t  the slowing down of the rate of ex- 
pansion in bank credit and reduction in 
borrowings from the Reserve Bank conse- 
quent upon tightening of the credit control 
measures, stressed the need for continued 
restraint in  credit and for greater efforts 
towards deposit mobilisation. The Governor 
assured the banks of availability of refinance 
facilities on the existing basis but made it 
clear that discretionary accommodation would 
be available at the Bank rate only in excep- 
tional cases. While granting such accommo- 
dation, account would be taken, among other 
things, of efforts made by a bank towards 
deposit mobilisation, purposeful credit plann- 
ing, its commitments towards financing of 
food procurement operations and the problems 
faced by the bank in  regard t o  its operations 
in backward areas. The Governor aIso 
advised banks to exercise strict scrutiny of the 
purpose as  well as terms and conditions of 
credit extended by shroffs while discounting 
~nultani hundis, since banks were directly 

lending to small borrowers on an increasit~g 
scale. With tlic objective of rendcring the 
lending system of banks more purpose- 
oriented rt~id related to  actual needs of bor- 
rowers for a specified period of time, the 
Governor also advised banks, a t  the meeting 
on February 4, 1971, to initiate measures for 
a gradual replacement of the existing cash 
credit system with bills and loans. The scope 
of the new rediscounting scheme for bills has 
been expanded to include other categories of 
bills. The rediscounting facilities under the 
scheme would be available throughout the 
year and rediscounting of bills by banks 
after June 30, 1971 would not impair their 
net liquidity ratio. I t  was also decided to  
close, as of June 30, 1971, the existing Bill 
Market Scheme under which refinance was 
made available to  banks against the security 
of bills, though, as mentioned earlier, the 
Scheme was continued in respect of bank 
advances for food procurement and distri- 
bution. 

110. The Reserve Bank also fixed in 
February 1971, a maximum penal rate of 15 
per cent for excess borrowings b y  banks. 
Hitherto, the rate of interest charged by the 
Reserve Bank increased by one percentage 
point above the Bank rate for a shortfall of 
every one percentage point or a fraction 
thereof in the bank's net liquidity ratio below 
34 per cent. The ceiling of 15 per cent would 
afford relief to the banks when their borrow- 
ings from the Reserve Bank increased to such 
a level as to reduce their net liquidity ratio 
below 26 per cent. At the same time, certain 
safeguards were provided for giving discre- 
tionary accommodation in exceptional cases. 

11 1. I n  February 1971, the basis of re- 
finance facilities against export credit was 
reviewed in the context of the ceiling of 6 
per cent on interest rate on  export credits 
sanctioned by banks and with a view t o  
reducing an element of uncertainty about the 
quantum of refinance available at 44 per cent 
and a t  Bank rate over the year as a whole. 
According to the revised arrangement, re- 
finance was to be available irrespective of the 
net liquidity ratio upto a n  amount equal to 
10 per cent of the annual average of export 
credit in 1970 a t  the concessional rate of 48 
per cent, and an  additional amount upto I0 



per cent of t l ~ c  annual average of cxport credit 
at thc Bank rare. flowevcr, with a view to 
bringing about a proper alignment of the 
structure of interest rates charged by schedul- 
ed comn~ercial banks on export credit, the 
Reserve Bank increased, with effect from 
April 17, 1971, the ceiIitlg rate on export 
credit from 6 per cent to 7 per cent per annum 
for prc-shipment (packing credit) and post- 
shipment credits other than credit provided 
for exporters on deferred payment terms. 
The maximum rate of interest on deferred 

payment terms was continued a t  G per cent and 
the subsidy of 1.5 per cent under the Export 
Credit (Interest Subsidy) Scheme continued 
as before on all export credit provided. 

112. On April 17, i t  was decided to  reduce 
the minimum amount of a single bill offered 
for rediscounting under the Bills Rediscount- 
ing Scheme from Rs. 10,000 to  Rs. 5,000; 
the value of bills offered at any time for 
rediscounting by a bank would, however, 
continue to be not less than Rs. 50,000. 

Table 21-Seasonal Trends in Bank Credit : Security-wise Classification 

(Rupees Crores) 
--- 

l3usy Slack Season Busy Season upto 
Scason mid-April 

Seasonal Advances $ . . . . . . . . +206.8 -192.0 -172.9 +116.3 +199.1 

Paddy and Rice 
Wheat . . 
Other foodgrains 
Sugar . . 
Gur . . 
Groundnuts . . 
Other oilseeds . . 
Vegetable oils . . 
Cotton and k a ~ a s  
Raw jute . . 
Tea . . 

Non-Seasonal Advances2 . . . . .. +131.4 + I S - 0  +382.4 +318-8 f105.2 

Cotton textiles . . . . . . . .  + 0.5 + 1.0 
Jute textiles . . . . . . . . . . + 6.1 - 0.8 
Iron, steel and engineering goods* . . . . - 12.7 + 44.9 
Chemicals, dyes, paints, drugs and pharmaceu- 

ticals E . . . . . . . . . . + 48.2 + 7-4  
Electrical goods . . . . . .  . . - 6 7  + 18.4 
Assets of Industrial concerns- 

Fixed or floating . . . . . . . . + 4 . 7  + 10.3 
Shares of joint stock Companies . . + 3.0 - 1 . 5  
Government and other trustee securities . . - 1.7 + 0 .6  
Gold and silver bullion and ornaments . . + 1.5 + 8.4  

Total Secured Advances . . . .  . . .. 4-338.2 - 7-0  +209.5 $435-1 f304.3 

Unsecured Advances . . . . . .  .. + 55.8 + 25.2 + 19.0 + 73.7 f 120.5 

Total Advances . . 

t Estimates based on mid-April 1971 returns received from selected branches of banks. 
8 Excluding plantations other than tea. . . 
,C ~ n c l u d i n ~ ~ l a n t a t i o n s  other than tea. 
* Includes advances against vehicles. 
E Includes advances against fertilisers. 
n.a. = not available. 

S01ir1.t: Fortnightly/,Monthly Survey of Banks' Advances classified according to security. Thcsc figures may not 
tally with those given in Table I9 as these relate to reporting branches only. 
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113. During the busy season of 1970-71, 
bank credit ~ x p i l n d ~ d  by Rs. 409.2 crores - 
Banking 
Trends Du- 
ring 1970-71 
Busy Season 

as against an expansion of 
Rs. 562.9 crores in the pre- 
vious busy season, the decele- 
ration in the growth of bank 

credit being attributable to the credit control 
measures taken by the Reserve Bank in early 
1971. While between October 30, 1970 and 
the first week of January 1971 (just prior to 
raising the Bank rate), bank credit had ex- 
panded by Rs. 265 crores as against Rs. 241 
crorcs during the corresponding period of the 
previous year, expansion in the subseque~lt 
period amounted to Rs. 144 crores as against 
Rs. 322 crores recorded, in the corresponding 
pcriod of the previous busy season. 

114. Advances for food procurelllent 
operations recorded an increase of Rs. 77 
crores or about a fifth of the total bank credit 
expansion of Rs. 380 crores during the busy 
season as against a contraction of the order 
of Rs. 27.3 crores in such advances during 
the previous busy season. On the other hand, 
credit for other purposes recorded a smaller 
expansion a t  Rs. 302.9 crores as against 
Rs. 590.2 crores during the previous busy 
season. 

115. Security-wise analysis of bank credit 
(based on estimates) in the 1970-71 busy season 
(upto April 16, 1971) shows that there was an 
increase in advances against foodgrains (Rs. 28 
crores) as against a contraction (Rs. 64 
crores) during the corresponding period of 
the previous busy season. Expansion in 
respect of other seasonal advances like sugar, 
oilseeds and raw jute was smaller than in the 
previous busy season. In  respect of gur and 
vegetable oils, there were larger increases, 
and contraction in regard to tea advances was 
about the same as in the previous busy season. 
Among non-seasonal advances, there was 
a sharp increase in advances against chemi- 
cals, dyes, etc., as against a contraction in the 
corresponding period of the previous busy 
season, while cotton textiles and iron and steel 
products and assets of industrial concerns 
recorded smaller increases as compared with 
the increases in the previous busy season ; 
jute textiles showed a contraction as against 
an expansion i n  the previous busy season. 
Advances against shares of industrial concerns 
declined as compared with a moderate increase 

during the previous busy season. I n  contrast 
to the trend in secured advances, expansion 
in regard to unsecured advances was sub- 
stantial. The major part of rise in unsecured 
advances arose out of the accounting pro- 
cedure followed after July 1970 in respect of 
the participation of the nationalised banks 
with the State Bank of India in financing 
food procurement operations. Advances 
given by the nationalised banks were in lieu 
of usance promissory notes lodged by the 
Food Corporation of India with the State 
Bank of India and as such were shown under 
unsecured advances. In the earlier years, on 
the other hand, these were shown a s  
advances secured against hypothecation of 
stocks. 

116. Increase in aggregate deposits of 
scheduled comn~ercial banks during the 1970- 
71 busy season amounted t o  Rs. 421.1 crores , 
which was higher by Rs. 100.2 crores as  
compared with the increase in the previous 
busy season. Consequently, the credit-de- 
posit ratio a t  the end of April 1971 was lower 
at 78.5 per cent by 0 . 9  percentage point as 
compared with the ratio a year ago. In; 
crease in  time deposits (Rs. 235 crores) during 
the 1970-71 busy season was substantially 
higher (Rs. 86 crores) than the increase in 
the previous busy season, attributable perhaps 
to the upward revision of deposit rates by 4 
to 4 per cent. In respect of demand deposits 
also, the increase (Rs. 186 crores) was larger by 
Rs. 14 crores as compared with the increase in 
the previous busy season. The relative shares 
of the two components in the total deposits 
remained the same at the end of April 1971 
as in April 1970 a t  44 and 56 per cent for 
demand and time deposits, respectively. 

117. Despite this increase in deposits, the 
order of recourse of commercial banks to the 
Reserve Bank of India during the busy season 
of 1970-71 was higher than in the previous busy 
season, though the level at the end of the biisy 
season (Rs. 190.7 crores) was very much 
lower as compared with the level a year ago 
(Rs. 236.5 crores). The busy season having 
commenced at a very high level of Rs. 150.5 
crores, the borrowings increased steadily 
touching the peak of Rs. 443 crores on March 
19, 1971 before declining in the subsequent 
weeks to Rs. 191 crores on April 30, 1971. 
The level at the end of the busy season of 



1970-71 was Rs. 40 crores above the level at 
the end of October 1970 which, however, 
compared favourably with the increase of 
Rs. 203 crores during the previous busy 
season. Investments in Government and 
other approved securities recorded an increase 
of Rs. 114.2 crores during the busy season 
of 1970-71 as against a disinvestment of 
Rs. 53.8 crores during the 1969-70 busy 
season raising the ratio of investments in 
Government and other approved securities to 
deposits from 28.8 per cent a t  the end of 
April 1970 to 29.9 per cent a t  the end of 
April 1971. Perhaps, the stepped-up liquidity 
requirements acted as a constraint on the 
ability of commercial banks to shift resources 
from investments in Government securities 
t o  bank credit. The cash and balances 
with the Reserve Bank recorded a marginally 
larger increase (Rs. 7.9 crores) than that in 
the previous period (Rs. 7 .7  crores). 

118. The curtailment of refinance facilities 
by the Reserve Bank in the face of unabated 
demand for credit was naturally reflected in 
the trend of call money rates as discussed 
earlier. To enlarge the call money market, 
the Reserve Bank allowed in November 
1970 the Life Insurance Corporation and the 
Unit Trust of India to  place their surplus funds 
with banks as money at call and short notice. 
Earlier, in September 1970, the State Bank 
of India was permitted by the Reserve Bank 
to  enter the call money market. The sub- 
sidiaries of the State Bank which were hitherto 
operating only as borrowers were also per- 
mitted to  operate as lenders enabling them 
to  place their surplus funds in the inter-bank 
call money market. 

119. The preferential treatment accorded 
to exports in  the form of refinance facilities 

Export 
Finance 

given t o  banks a t  the conces- " 
sional rate/Bank rate, irres- 
pective of net liquidity ratio, 

for financing ixport credit was continued 
by the Reserve Bank during the year. As 
on the last Friday of June 1971, outstanding 
amount of refinance stood at Rs. 35.5 crores 
in regard to packing credit for exports and 
Rs. 36.6 crores in respect of post-shipment 
credit. Though the level was much lower than 
that a year ago, the share of export refinance 
in the total refinance remained around 35 per 
cent. During the busy season, however, 

the outstanclings \\.ere througlroi~t nruch 
higher than in the previous year, refinance 
against esport credit reaching rt pcnk of 
Rs. 134 crores on April 2, 1971 out of the total 
borrowings of Rs. 356 crores. 

120. The banks also continued to avail 
themselves of the interest subsidy in regard 
to export credit provided by them. During 
the period under review, claims from 45 
eligible comn~ercial banks were received 
and an aggregate amount of Rs. 4.09 crores 
was paid to them. Out of this amount, 
Rs. 2.19 crores represented the subsidy in 
respect of pre-shipment credit and Rs. 1.90 
crores for post-shipment credit. 

121. Available figures in regard to  schedul- 
ed commercial banks' advances to exporters 
indicate a steady increase in export credit 
from Rs. 321.93 crores as a t  the end of 
March 1970 to  Rs. 363.41 crores as at the end 
of March 197 1,  the 14 nationalised banks 
and the State Bank group accounting for about 
three fourths of the total. 

122. Major credit policy measures taken 
in respect of export credit have already been 
outlined earlier. Among procedural relaxa- 
tions effected, the important one was the advice 
given by the Reserve Bank, in November 
1970, t o  scheduled commercial banks that 
the norm relating to the debt-equity ratio 
in respect of exporter-borrowers may be 
relaxed on merits insofar as export credits 
were concerned and the amount due under 
the term-debt availed of against exports 
on deferred payment basis may be excluded 
while calculating this ratio. 

123. One of the major objectives of natio- 
nalisation of the 14 major scheduled com- 

Advances to mercial banks was to  
Agriculture, channelise the flow of 

Small-Scale Industries 
credit to the hitherto neglect- 
ed sectors. Accordingly, the 

question of helping the small borrowers was 
given the highest priority in the formulation 
of policies of the commercial banks. Pro- 
gress of scheduled commercial banks in this 
regard is presented in Table 23 on the basis 
of available data. Between June 1970 and 
March 1971, the number of borrowal accounts 



inureilscd in respect of agriculture from 
8.4 lakhs to 10.6 lakhs and the number of 
borrowing units in respect of small-scale in- 
dustries increased from 0.8 to 1.0 lakh. road 
and water transport operators from 13,000 
to 23,000. Over the same period, outstanding 
advances rose, in the case of agriculture 
from Rs. 342 crores to Rs. 379 crores, small- 
scale industries from Its. 414 crores to Rs. 493 
crores and road transport operators from 
Rs. 31 crores to Rs. 47 crores. As a propor- 
ti011 of aggregate advances of all scheduled 
conlmercial banks, advances to agriculture 
increased from 8.1 to 8.2 per cent, in respect 
of sn~all-scale industries from 9.8  to 10.6 
per cent and in the casc of exports from 
7 .6  to 7.8 per cent between end-June 1970 
:~nd end-March 1971. 

124. Thc progress nlade by the 14 natio- 
nalised banks in the field of extending credit 
to the weaker sections of society is evident 
from the fact that there was a notable rise in 
the number of borrowal accounts as well as 
bank advances to retail trade and small 
business, self-employed and professional 
persons and for education. Between June 
1970 and March 1971, the borrowal accounts 
in respect of retail traders and small businegs 
increased from 0.9 lakh to 2.1 lakhs, pro- 
fessionals and self-employed persons from 
28,000 to 38,000 and borrowal accounts for 
education purposes from 5,000 to 7,000. 
Over the same period, outstanding advances 
to retail trade and small business rose from 
Rs. 43 crores to  Rs. 53 crores. Professional 
and self-employed persons were given advan- 
ces totalling Rs. 8 crores, compared with 
only Rs. 6 crores in June 1970. Advances 
for education were as much as Rs. 3.7 crores 
in March 1971 as against Rs. 2.1 crores in 
June 1970. (Table 23) 

125. In July 1970, a Committee under the 
Chairmanship of Shri V. D. Thakkar was 
constituted to review the special credit schemes 
of banks with particular reference t o  their 
employmetlt potential. On the basis of the 
Committee's recommendations, the Reserve 
Bank issued guidelines to all commercial 
banks in March 1971 (details are referred to 
in Part I11 of this Report). Also, the Bank 
through a circular letter issued in December 
1970, provided guidelines to  all commercial 
banks for financing of agricultural develop- 

ment, with a view to improving the quality 
of lendings and helping small and potentially 
viable farmers to move to a higher technolo- 
gical plane. The Committee set up in 
September 1970 for examining the question of 
differential interest rates had submitted its 
report in June 1971 (for details see Part 111). 
The Credit Guarantee Corporation was set u p  
to administer a comprehensive credit guarantee 
scheme for loans to  small borrowers in the 
priority and hitherto neglected sectors. The 
Scheme came into force in April 1971 cover- 
ing credit facilities (upto certain limits) 
extended to transport operators, traders, 
self-employed persons, owners of business 
enterprises and farmers engaged in cultiva- 
tion, etc. 

Table 23-Advances t o  'Qther Sectors' by 
14 Nationalised Banks. 

June 1970 hlarch 197 1 
- 

No. of Amount No, of Amount 
Accounts (Rs. Accounts (Rs. 

('000s) lakhs) ('000s) lakhs) 

Retail trade and 
small business . . 58 4282 107  5279 

Professional and 
self-employed 
persons . . 28 617 38 818 

4' 126. In  the previous year's Report mention 
was made of the constitution of a Study 

Group by the Reserve ~ a n k  
Bills 
Rediscounting of ~ n d i a ,  in  February 1970, 
Scheme to  go into the question of 

enlarging the use of bill of 
exchange as an instrument of credit and the 
creation of a bill market in India. The 
Group submitted its Report in  June 1970. 
It recommended that the Reserve Bank 
should take steps towards the creation of a 
bill market in India by encouraging the use 
of bill of exchange as an instrument of credit. 
According to the Study Group, the creation 
of a genuine bill market would impart flexi- 
bility t o  the money market, even out liquidity 
within the banking system and enable the 
Reserve Bank to exercise more effective 
control over the money market. 



Table 24-Growth in Scheduled Commercial Banks' Offices, Deposits and Crcdlt in lndla 

Ofices (XCK.) I)cpusirs (csclt~ding i~~ter-l>:~il l ;  elcl),~sicp; <:rt.tlit ~ r x ~ l t i t l i ~ ~ g  itltrr- 
I>:11tk crc~lit) 

~ . _ ~ - - - . _  _ _  -_._ .-_-.I ... -- - - . 
Total Annual Denla~ld l'inic rlggrr- t\11111131 I'C~CI-II- I ~ L I I ~  ~ \ I I I I ~ I ~ I  I'crcc~~t- 

Illcrc3sr 1)cposits l)c-posits gate lnrl-cn~c txgc (:rrtilt Incrrasc : I ~ C  
I)c.[)osirs Iiise 1ti.w 

End-June 1965 . . 5i27 + 49s 1276.1 1433.0 2i0R.1 $ 323.1 -4.l:S.ti 200S.l  + 2!)4 . 6  -i- l ( i . 8  

End-June 196G . . G139 + 412 1477.3 1646.9 3133.2 -f 416.1 + 1 5 . 3  2271.4 -! 203.0 -t 9 . 8  

End-June 1967 . . 6620 + 4S1 1GGJ.G 1852.4 3517.0 -+-3(33,S 3 12 .0  3 i : l l . l  4-350.7 -1 15.8 

End-June 1968 . . 7044 $- 424 1874.8 2094.2 3969-U $ - 4 5 2 . 0  -+ I> ! )  :1102.'3 - t d i l . 8  ;-17.9 

End-June 1969 . . 8045 + 1001 2103.5 2542.3 4645- fi -4 670. 8 4. 1;. o 3 5 9 8 . ~  -+J!)T, . !~ 4-1 (i.c) 

End-June 1970 .. 9938 +18!)3 2328.8 2045.7 P274.6 +Fd8.7 t 1 3 . 5  4212.5 -1 li13.0 - t l i . l  

End-June 197 1 * . . 11892 +I954 2725.1 34G4.8 6189.9 3 9 1 5 . 4  -1-17.4 4775.8 1 5(i:%.1 .I 13.4  

-- - 
*Provisional (as o n  June 26, 1971). 

Note : Data are based on weekly returns submitled by banks, tirrelcr Srt:iiorl JZ(2) oS tlrc: ILescl.vt: 13n1lk o S 1 ~ 1 t l i : r  Act, 
1934, except number of ofices. 

127. The Reserve Bank accepted the main in exceptional cases it may have 
recommendations of ,the Study Group and i n  usance upto 120 days provided at 
November 1970, introduced a new bills the time of offering to the Reserve 
rediscounting scheme in terms of Section Bank for rediscount, the bill should 
17(2) (a) of the Reserve Bank of India Act. have maturity not exceeding 9 0  
The main features of the Scheme including days ; 
the modifications introduced therein are given 
below : (v) the bill should bear at least two 

(i) all licensed scheduled commercial 
good signatures ; 

banks including the public sector ( ~ i )  the scheme would exclude bills of 
banks will be eligible to offer bills' exchange arising out of sales of such 
of exchange to the Reserve Bank for commodities as Reserve Bank may 
rediscount ; indicate from time to  time ; 

(ii) the scheme covers only genuine trade 
bills which evidence sale of goods ; 

(iii) the bill should be drawn on and 
accepted by the purchaser's bank 
and where the latter is not a licensed 
schedllled bank the bill should in 
addition bear the signature of a 
licensed scheduled bank ; the bill 
may also be drawn on the buyer 
and the buyer's bank jointly and 
accepted by them jointly ; 

(iv) the bill should normally be of a 
usance. not exceeding 90 days and 

(vii) the rediscounting facilities for the 
present would be made available 
at the Reserve Bank's offices at 
Bombay, Calcutta, Madras and 
New Delhi; and 

(viii) to  avoid rediscounting of a number 
of small bills, such bills should be 
given in bunches. The amount of 
a single bill offered for rediscount 
should not be less than Rs. 5,000 
and the total value of bills offered 
at a time should not be less than 
Rs. 50,000. 



128. The Bank has already commenced 
rediscounting such bills for the scheduled 
commercial banks. The refinance facilities 
under the scheme are made available to banks 
throughout the year and bills rediscounted 
by banks with the Reserve Bank after June 
30, 1971 will not impair the banks' entitlement 
to refinance at the Bank rate, irrespective of 
their net liquidity position. The outstanding 
amount of bills of exchange held by the 
Reserve Bank reached a peak level of Rs. 16.73 
crores on May 28, 1971 ; it stood at Rs. 10.39 
crores on June 25, 1971. 

i29. An interesting development in com- 
rnercial banking during the period was the 

introduction of a Scheme of 
Participation Participation Certificates by 
Certificates Some banks. A participation 

certificate is an instrument 
whereby a bank can sell to a third party 
(the transferee) a part or  all of a loan made by 
the bank to a client (the borrower). The 
objective behind the introduction of parti- 
cipation certificates is to provide for greater 
mobilisation of funds, reduce recourse to the 
Reserve Bank and diversify the availability 
of financial instruments. I t  offers a short- 
term investment asset at an attractive rate 
of interest to the financial institutions and is a 
useful adjunct to the new Bill Market Scheme 
(referred to earlier). Since the Participation 
Certificates are issued only to the financial 
institutions, the funds that become available 
t o  the banks through the issuance of such 
certificates represent inter-institutional tran- 
sactions. The Participation Certificates make 
i t  possible for the banks to acquire surplus 
resources of other financial institutions, rang- 
ing upto 6 months. The bank issuing the 
Participation Certificates can, among other 
things, assume the role of a prime agency 
which alone deals with the customer, obviat- 
ing the need on his part to deal with several 
lending agencies simultaneously. Some Indian 
and foreign banks functioning in India 
have issued Participation Certificates to 
financial institutions such as banks, Life 
Insurance Corporation of India, Unit Trust 
of India, insurance companies and similar 
other financial institutions incorporated in 
India. For the present, the scheme approved 
so far pertains to only working capital require- 
ments. The amount of Participation Certi- 

ficates outstanding as on June 30, 1971 was 
Rs. 1 5.43 crores. 

130. With a view to examining the scope 
for, and implications of the creation of a 
market for instruments of debt covering 
medium and long-term loans, the Reserve 
Bank constituted in October 1970 a Study 
Group on Term Loan Participation Arrange- 
ments. The Study Group submitted its re- 
port in March 1971. The report noted that 
the creation of an active market in the instru- 
ments of term loans will have a number of 
advantages, but there are also certain limita- 
tions in the existing financial market arrange- 
ments which have to be overcome for the 
emergence of a market for the proposed in- 
struments. The findings and recommenda- 
tions are under consideration. 

Balance of Payments 

Trends in Reserves During 1970-71 

13 1. The external payments position during 
the year under review was in sharp contrast 
with that in the previous two years. Foreign 
exchange reserves which had shown sub- 
stantial increases of $ 118 million in  1968- 
69 (July-June) and $ 278 million i n  1969- 
70 (July-June) registered a decline of $66 
million during 1970-71 (July-June). Exclud- 
ing the effect of special factors such as transac- 
tions with the International Monetary Fund, 
the refund of IBRD special deposits and the 
appreciation of the Deutsche Mark com- 
ponent of the country's reserve assets follow- 
ing the revaluation of Deutsche Mark in 
October 1969 as also the suspension of its 
par value since May 10, 1971, the reserves 
would show a nominal rise of Iess than a 
million dollars as compared with $ 360 
million in 1969-70 and $261 million in 1968-69. 

132. Repurchases of drawings from the 
Fund amounted during the year to $ 135 
million, as against $ 187 million in the pre- 
ceding year. With these repurchases the 
entire outstanding drawings from the Fund 
were settled. Under the fifth quinquennial 
general review, India's quota in the Fund 
was increased in December 1970 from $750 
million to % 940 million and in connection 
with the gold component (one-fourth) of this 
increase an  outlay of $ 30 million was made 
for the purchase of gold. For the first time 



since January 1957 India re-cstnblishcd n 
reserve position wit11 the Fund in December 
1970 ; at end-June 1971 the reserve position 
amounted to S 76.1 million. On January 1. 
1971, India received the second allocatiotl 
of Special Drawing Rights of $ 101 million 
which was lower than the S 126 n~illion 
allocated a year earlier. Service charges 
paid to the Fund were also lower : S 6 
million as against $ 13 million in the preced- 
ing year. Thus, although transactions with 
the Fund accounted for an outgo of $ 7 0  
million in 1970-71, there was a strengthening 
of the second line of reserves in the form of 
India's drawing power on the Fund. 

133. India was designated by the Fund 
for acceptance of SDRs from other SDR 
participants in exchange for convertible cur- 
rencies to the extent of $ 14 million each 
during July-September 1970 and October- 
December 1970 and $ 48 million during 
January-March 1971. Under these designa- 
tions, India accepted SDRs worth $41  million 
between July 1970 and June 1971. 

Paymenls Position in 1970 

134. Details of balance of payments tran- 
sactions for the year ended June 1971 are 
not yet available. The latest balance of 
payments compilations relate only to the 
calendar year 1970 and show that India's 
external payments position worsened during 
this year as compared with 1969. Amongst 
the factors responsible for this deterioration 
were the large import bill and lower utilisa- 
tion of external assistance. On the other 
hand, e.xports were only nominally higher 
than in 1969. 

135. Over the year while the aggregate 
import bill increased by Rs. 115.1 crores, 

exports moved up nominally 
Overall Trends by Rs. 11.5 crores and the 

trade deficit widened in con- 
sequence from Rs. 165.2 crores to Rs. 268.8 
crores ('Table 25). On the invisibles account, 
including official transfer payment transac- 
tions, there was a deficit of Rs. 25.0 crores, 
which was more than thrice the deficit in 
1969. A part of this deterioration was, 
however, made good by the net receipt of 
Rs. 13.1 crores by way of non-monetary gold 

movement, rcprescnting tllc contra cntry for 
gold transfcrrcd froni tlir non-~nonet:rry 
stock f-or meeting :i part of thc gold tranche 
of India's ndditionnl quota i n  the I2und. 
I'ollo\ving the deterioration under rncrc11at1- 
dise as well as invisiblcs, the deficit on current 
account \vidcncd over thc year by Rs. 108.0 
crorcs to Rs. 280.7 crores. Taking into nc- 
count the unidentified o~itflo\v shown uridcr 
"errors and omissions," which nearly halved 
over the year, the total deficit amounted to 
Rs. 297.9 crores in 1970, nearly 47 per cent 
higher than in 1969. As the net inflow 
from capital transactions was also lower, the 
accretion to the reserves at Rs. 44.4 crores 
was lower over the year by Rs. 132.0 crores. 

136. The continuous decline in the annual 
aggregate import bill since the devaluation 

of the rupee in June 1966 
Imports was reversed during the year 

under review when it moved 
up by Rs. 11 5 . 1  crores to Rs. 1,678.3 crores. 
Imports financed out of own resources ac- 
counted for the entire rise. Aid financed 
imports, on the other hand, declined mainly 
because of the tapering off of commodity 
assistance, particularly foodgrain in~ports, 
under the U:S. P. L. 480 ~ i t l e  I programme. 
In fact, the improved domestic supply position 
made i t  possible to reduce foodgrain imports 
by about 18 per cent. But domestic shortages 
of other items such as raw cotton and metals 
made larger imports necessary. Further, 
imports of machinery and capital equipment 
also picked up. The additional outlay on 
the import of these items far exceeded the 
saving resulting from the fall in  foodgrain 
imports and led to  the reversal of the earlier 
declining trend in the annual aggregate irn- 
port bill. 

137. Sector-wise, imports on both private 
and  Government accounts increased over the  
year by Rs. 47 -0 crores and Rs. 68.1  crores 
t o  Rs. 655.2 crores and Rs. 1,023.1 crores, 
respectively. On private account, the two 
major items showing a rise were imports of 
raw cotton and machinery. The fall i n  
imports of mineral oils, vegetable oils and 
raw jute only partly offset the rise under other 
items. On Government account, the decline 
in foodgrain imports was more than made 
up by the increase i n  imports of non-food 



T ~ b l e  25-India's Balance of Payments (Preliminary) 
(Rupees Crores) 

January- April- July- October- January- January- 
March June September December December December 

1970 1970 1970 1970 1970 1969 

A, Current Account 

Imports c.i.f. 
(n )  Private . . . . . . .. 168.3 166.0 166.4 154.5 655.2  608.2 

(6) Government .. .. . . 244.6 239.9 276.6 262.0  1023.1 955-0 

Total Imports (a+ b) . . . . . . 412.9 405.9 443.0  416-5 1678.3 1563.2 

Exports f.0.b. . . . . . . .. 349.6 331.8 339.8 388.3 1409.5 1398.0 

Trade Balance . . . . .. - 63.3 - 74.1 -103.2 - 28-2 -268.8 -165.2 

Non-Monetary Gold Movement (Net) - - - + 13.1 + 13.1 - 

Qficial Transfer Payments (Net) . . - 0 . 3  $ 5 . 2  $ 27.3 + 20-3  + 52.5 +- 43.4 

Other Invisibles (Net) .. .. - 26-5 - 5 . 2  - 16.8 - 2 9 - 0  - 77.5 - 50.9 

Current Account (Net) .. . . - 90.1 - 74.1 - 92.7 - 23.8 -280.7 -172.7 

8. Errors and Omissions (Net)  . . $ 22.2 $- 16-9 - 15-3 - 41.0 - 17.2 - 30.4 
C. Capital Account 

Private Capital (Net)  . . . . - 5.5 - 2.2 - 6.2 - 3 - 9  - 17.8 - 27.1 
(a) Long-term . . . . . . - 5 . 5  - 2 . 3  - 6 . 2  - 3 . 8  - 17-8 - 2 9 . 4  

(6) Short-term . . . . . . - + 0 . 1  - - 0 . 1  - + 2 . 3  

Banking Capital (Net) . . .. + 1-4 +17.1 -10.6 -14.7 - 6.8 - 3.7 
Official Capital (Net)  . . .. $198.7 + 58.0 + 98.6 + 11.6 +366.9 +410.3 

(a) Loans . . . .  .. . . $226.2 $139-6 $115.6 $162:5 +643-9 C 7 7 7 . 9  

(b) I.M.F. . . . . .. .. - 42.8 - 52.6 - - 52.6 -148.0 -111.1 

(c )  Amortisation . . . -  . . - 28.8 - 38-0  - 43.5  - 70.1 -180.4 -185.9 

(d) Miscellaneous . . . . . . + 44-1 $ 9 . 0  + 26.5 - 28 .2  + 51 .4  - 70.6 

Capital Account (Net) . . . . +194-6 + 72.9 + 81.8 - 7.0 +342.3 f379.5 

D. Movement in  Reserves (A-+B$C) +126-7 + 15.7 - 26-2 - 71.8 + 44.4 f 176.4* 
Increase ($) / Decrease (-) 

* Excludes the appreciation in the Deutsche Mark component of the reserves following the revaluation of the D-mark 
in October 1969. 

items, notably non-ferrous metals, capital a combination of several factors adversely 
equipment and communication stores. affected exports. World demand for some of 

our traditional export items such as jute goods, 
cashew kernels, etc., weakened ; domestic 

138. The growth in exports slowed down shortages of agricultural and industrial raw 
considerably over the year. Exports increased materials, notably raw cotton. steel and non- - - 

marginally by Rs. 11.5 crores ferrous metals reduced export availabilities 
Exports to Rs. 1,409.5 crores. For and the strike at Calcutta port immobilised 

the major part of the year, exports in June 1970. I t  was only towards 



the end of the year that the situation tended to 
ease and exports began to recover. As in 
1969 even the nominal improvement noticed 
for the year as a whole was entirely brought 
about by non-traditional items, llotably 
engineering goods, iron ore, manganese ore 
and sugar. The combined exports of the 
traditional items, on the other hand, continued 
to decline largely because of the fall under 
jute manufactures, hides and skins, and cashew 
kernels. 

13 9. Official transfer payment transac- 
tions resulted i n  a surplus of Rs. 52.5 crores, 

which was larger by Rs. 9 .1  
Inviribles crores than in 1969 (Table 

25). With gross receipts 
remaining unchanged over the year, the entire 
improvement reflected the saving in the gross 
outgo due to the termination of the annual 
contributions to the Indus Basin Develop- 
ment Fund, the last instalment of which was 
paid in 1969. The deficit on account of 
the other invisible transactions widened from 
Rs. 50.9 crores to Rs. 77.5 crores. Here 
again, the situation worsened because of the 
increase in the gross outgo which was offset 
only in part by the increase in gross receipts. 
Over the year, gross payments moved up by 
Rs. 41.5 crores to Rs. 496 .'2 crores. A 
little more than half of this increase represent- 
ed the additional outgo on investment income 
account and the balance reflected the step- 
up in the payments on account of travel, 
transportation and miscellaneous service 
transactions. For sometime now the gross 
outgo on investment income account, which 
amounts to more than half of the total gross 
outgo, has been growing steadily and over the 
year i t  went up by Rs. 23.2 crores to Rs. 271 .5 
crores. More than half of the additional 
outgo in 1970 was accounted for by interest 
payments on loans and credits, which amount- 
ed to Rs. 203.5 crores as against Rs. 186.8 
crores in 1969. Gross receipts went up by 
Rs. 14.9 crores to Rs. 418.7 crores. The 
main contribution to the increase in gross 
receipts in 1970 was made by investment in- 
come receipts following the higher interest 
rates prevailing abroad. Earnings from 
miscellaneous and transportation services also 
showed some improvement. The increases 
were moderated, to a large extent, by the fall 
i n  private unilateral transfers from abroad. 

140. The net inflow from capital transac- 
tions, which \\'as nearly halved in 1969, 

declined further by Rs. 37.2 
Capital crores to Rs. 342.3  crores. 
Transactions While there was an improve- 

ment in  regard to private 
capital movements, those relating to banking 
and official sectors turned less favourable than 
before. Larger drawings on loans and the 
reverse movement of oil companies' funds 
stepped up the gross inflow to the private 
sector with the result that the rtet private 
capital outflow declined from Rs. 27.1 crores 
to Rs. 17.8 crores. In the banking sector, 
on the other hand, the net outflow, which 
amounted to Rs. 6.8 crores, nearly doubled 
over the year ; as in 1969 almost the entire 
net outflow was brought about by an increase 
in authorised dealers' foreign currency assets. 

141. I n  the official sector there was a 
further setback in the net inflow, which 
declined by Rs. 43.4 crores to Rs. 366.9 
crores. The two major factors here were the 
fall in the utilisation of external assistance loans 
and the relatively large outgo by way of re- 
purchases from the I.M.F. The utilisation 
of external assistance loans declined from 
Rs. 780.6 crores to Rs. 647.0 crores mainly 
because of the sizeable contraction in loan 
disbursements from P.L. 480 counterpart 
funds. Repurchases from the I.M.F. amount- 
ed to Rs. 148.0 crores as against Rs. 11 1.1 
crores in 1969. Amortisation payments, 
which amounted to Rs. 182.6 crores, however, 
were marginally lower than last year. A 
redeeming feature of the situation was the 
favourable turn under miscellaneous capital 
transactions, which brought about a net in- 
flow of Rs. 51.4 crores as compared to a net 
outflow of Rs. 70.6 crores in 1969, offsetting 
to a sizeable extent the adverse movements 
under other official capital transactions. This 
favourable outturn reflected partly the contra 
entry for the allocation of SDRs (Rs. 94.5 
crores) and partly the changes in rupee liabi- 
lities to the U.S. Government arising out of 
transactions under the P.L. 480 Title I 
programme. 

142. The worsening of the overall current 
account position was largely a reflection of 

the widening of the deficit 
Regional 
Trends on current account with the 

dollar area and O.E.C.D. 



countries (Table 26). The deficit with these improved considerably, the surplus moving 
two areas alone increased over the year up from Rs. 4.5 crores to Rs. 102.2 crores. 
by Rs. 150.7 crores and Rs. 63.0 crores to  The deficit with international institutions, 
Rs. 302.2 crores and Rs. 149.5 crores, re- which amounted to Rs. 37.0 crores, was also 
spectively. There was also some weakening lower than in 1969 due mainly to  the reduced 
of the position with the sterling area in that outgo on account of official transfer payment 
the surplus declined by RE. 8.4 crores to transactions, following the termination of the 
Rs. 105.7 crores. With the 'rest of non- annual contributions to  the Indus Basin 
sterling area,' on the other hand, the position Development Fund referred to earlier. 

Table Zelndia's Regional Balance of Payments on Current Account (Preliminary) 
(Rupees crores) 

-- 
January- April- July- October- January- January- 
March June September December December December 

1970 1970 1970 1970 1970 1969 

Sterling Area 

.. Imports c.i.f. . . . . . . 65.1 69-9  62 .2  70.6  267.8  2 3 5 . 4  

.. Fxports f.0.b. . . . . .. 87 .8  80.2  90 -0  106.5  364.5  3 5 1 . 4  
7 rade Balance . . . . . . .. + 22.7 + 10 .3  + 27.8  + 35.9 96.7  f 9 6 . 0  
Non-Monetary Gold Movement (Net) - - - - - 
Oficial Transfer Payments (Net) . . - 0 . 5  - 0 . 8  - 0 . 3  + 0 . 4  - 1 . 2  f 7 . 3  
Other Invisibles (Net) . . . . .. + 6 . 0  f 2.5 + 3 - 3  - 1 . 6  + 1 0 . 2  + 1 0 . 8  

Current Account (Net)  . . . .  .. + 28.2 + 12.0 + 30.8 + 34.7 f 105.7 +114.1 

Dollar Area 

Imports c.i.f. .. . . . . . . 133.9 
. . . .  Exports f.0.b. .. . . 57 .8  

Trade Balance . . . . . . . .  - 76.1  
Non-Monetary Gold Movement (Net) . . - 
Official Transfer Payments (Net) .. + 1 . 8  
Other Invisibles (Net) . . . .  . . - 6 . 0  

Current Account:(Net) . . . . - 80.3 

O.E.C.D. Countries : 
Imports c.i.f. .. . . . . . . 58.6  
Exports f.0.b. .. . . . . .. 32.3  
Trade Balance . . . . . . . . - 26 .3  
Non-Monetary Gold Movement (Net) . . - 
Official Transfer Payments (Net) .. + 1 .7  
Other Invisibles (Net) . . . . . . - 3 . 4  

Current Account (Net)  - 28.0 

Rest of Non-Sterling Area : 

Imports c.i.f. .. . . . . . .  155.3 
Exports f.0.b. .. . . . . .. 171.7 
Trade Balance . . . . . . . . + 16.4  
Non-Monetary Gold Movement (Net) . . - 
Official Transfer Payments (Net) . . - 0-1 
Other Invisibles (Net) . . . . . .  - 12-8 

Current Account (Ne t )  . . . .  f 3.5 

International Institutions : 

.. Imports c.i.f. . . . . . .  - 

.. Exports f.0.b. . . . . . .  - 
Trade Balance . . , . . . . . - 
Non-Monetary Gold Movement (Net) , . - 
OfEcial Transfer Payments (Set) .. - 8 - 2  
Other Invisibles (Net) . . . . . . - 1 0 . 3  

Current Account (Net;  . . . .  - 13.5 - 



143. While the trade surplus with the 
sterling area remained more or less the same 
as before and that with the 'rest of non-sterling 
area' registered a marked improvement, the 
trade deficits with the dollar area and the 
O.E.C.D. countries widened sizeably (Table 
26). Barring imports from the 'rest of non- 
sterling area,' which were marked down, 
those from the remaining three areas registered 
a rise. In fact, the spurt in the overall import 
bill was more than accounted for by the 
rise in imports from the dollar area and the 
O.E.C.D. countries. Exports to  sterling 
area and the 'rest of non-sterling area' in- 
creased, the improvement in the case of latter 
being sizeable. ~ u t  the gain was wiped 
out to a large extent by the decline in exports 
to the dollar area and the O.E.C.D. countries. 

144. With all the regions there was a 
deterioration in the position on invisibles 
account, including official transfer payment 
transactions. While the surplus with the 
sterling and dollar areas dwindled, the deficits 
with the O.E.C.D. countries and the 'rest 
of non-sterling area' widened. I n  the case 
of the sterling area, dollar area and the 
O.E.C.D. countries, these transactions tended 
t o  aggravate the position on current account. 
With the 'rest of non-sterling area,' on the 
other hand, the widening of the deficit offset 
in  part the gain in the trade balance. 

Foreign Trade 

145. While the foregoing discussion on the 
balance of payments is confined to the calendar 

year 1970, as data for later 
Change i n  
Cornpi lation 

months are not yet available, 
Procedure on merchandise transactions, 

data are available for the 
financial year 1970-71 in the statistics com- 
piled by the DGCIS. According to  these 
statistics, exports during the financial year 
1970-71 (April-March) amounted t o  $ 2,041 
million as compared with $1,884 million in 
the previous year showing a growth rate of 
8 per cent as against 4 per cent in 1969-70. 
A part of the increase registered in 1970-71 
is statistical, resulting from the change in  
procedure, for recording exports, adopted by 
the DGCIS which became effective from 
November 1970. Exports, which were pre- 
viously recorded on the basis of actual ship- 

ments made (i.c.. finally p;lsscJ shipping 
bills), ilrc now being conipiled as and when 
tlie consignnients arc approved for slliplne~lt 
(i.c., on the basis of original copy of the 
shipping bills, adjusting, liowevcr, for short 
and shutout shipments details of which are 
received during the month of reporting). 
There is thus a built-in lead now in the re- 
cording of exports." Hence an assessn~ent 
of the export perfor~nance in 1970-71 has to 
make due allowance for the change in the 
procedure for reporting, which has resulted 
in the data for the second half of the financial 
year being partly assembled on the old basis 
and partly on the new basis. 

146. During April-September 1970, ex- 
ports amounted to  9$ 928 million, $ 6 million 
lower than in the corresponding period of 
1969. The dip in exports was primarily due t o  
lower exports of jute manufactures which 
declined sharply during the period by as much 
as $ 46 million. The other major items that 
registered declines were tea ($ 18 million), 
hides and skins and leather ($ 15 million), 
coffee ( 8  3 million) and cotton textiles (46 2 
million). The shortfalls in  these items were, 
to some extent, made good by larger earnings 
from engineering goods ($ 23 million), iron 
ore ($ 11 million), oil cakes ($ 9 million), 
iron and steel ($ 6 million), spices ($ 5 million) 
and sugar ($ 3 million) (Table 27). 

147. The slowing down of exports during 
the first half of 1970-71 may be attributed to 
several factors, both domestic and interna- 
tional. Apart from the ten weeks' strike of 
the bargemen in  the port of Calcutta during 
May- July 1970, which adversely affected 
exports in these months, exports slowed down 
also because of a constraint on the supply of 
basic inputs such as special categories of steel, 
aluminium and other non-ferrous metals and 
raw cotton. Externally, there was a slackness 
in the demand for some of our export items, 
especially for jute carpet backing, marine 
products, hides, skins and leather and cotton 
yarn. 

* It may be recalled that in 1965-66, the basis for 
recording the exports data was changed from shipments 
approved during a month to  actual shipments made 
during that month, so a s  to compile statistics o n  a more 
realistic basis. I n  that year, exports were statistically 
understated as  a direct consequence of the change in 
recording. In 1970-71 with a reversal in the method of 
reporting, exports will be  overstated. 



Table 27-India's Principal Exports 
(U.S. S hlillion) - 

Increase (+) 
Dccrcasc (-) 

1'365-66 1968-69 1960-70 1960-70 1070-71 of (5) over (4) 
(April-September) 

Actual Percen- tage 

1 2 3 4 5 6 7 

A. ltems showing a rise 

Iron Ore . . . . . . 8'3 118 126 52 63  +11 f 2 1  

Engineering goods . . . .  37 02 120 56 79 + 23 +41 

Troll and steel . . . . . .  00 105 11G 82 58  4 - 6  + l a  

C;~slicw kcr~tels . . . . . .  56 81 77 4 1 43  +: 2 + 6 

Oil c;tkeu . . . . . .  73 GG 65 25 34 + 9 + 36 

Chcniicals . . . . . .  23 32 40 20 2 1 f 1 i- 6 

Spices . . . . . .  49 34 46 13 1% f 5 t 3 8  

Sugar . . . .  . . 23 14 10 8 11 + 3 + 38 

B. ltems showing a fall 

Jute yarn and manufactures . . 384 29 1 276 145 99 -46 -32 

Cotton yarn and rnanufacturcs . . 148 134 154 74 72 - 2 - 3 

Tea . . . . .. 241 209 166 83 65 -18 -22 

Hides, skins, leather and leather 
goods including fooiwcar . . 90 11G 132 68 53  -15 -22 

Pearls, precious and semi-precious 
stones, unworked/worked . . 31 60 56 30 28 - 2 - 7 

Coffee . . . . . .  27 24 26 22 1 9  - 3 -14 

Fish and fish preparations . . 14 30 42 21 20 - I - 6 

C, Total . . . .  .. 1693 181 1 1884 934 928 - 6 - I 

Source : DGCIS. 

148. In order to arrest the declining trend 
in exports, Government took several measures, 
particularly to improve the supply position 
of essential raw materials and also to gear 
up the export efforts. In September 1970, 
the Government liberalised the import policy 
for steel so as to make available an adequate 
quantity of special types of steel required by 
the export units of engineering products. 
Under this policy, imports of certain scarce 
categories of steel were allowed to the extent 
of either 50 per cent of actual consumption 
in  1969-70 or the actual requirement for pro- 

duction against firm export orders in addition 
to the regular quota alloted to the individual 
units. 

149. Reflecting partly the impact of the 
various promotional measures undertaken 
by the Government and partly the improved . 

domestic availabilities of both raw materials 
and export surpluses, exports began to look 
up from October 1970. Although a precise 
appraisal of the expansion in exports during 
the second half of 1970-71  is-a-vis 1969-70 
is not possible owing to the statistical limita- 



tio~is referred to earlier, ~ievcrihcless tile 
recorded data point to a spurt in exports in 
terms of value during October-Dcccnlbcr 
1970. The recorded value of exports ciuring 
the quarter Octobcr-December at $ 605 
million was 32 per cent higher than in the 
corresponding quarter of 1969, only a part of 
which represents the true increase. The in- 
crease was shared by almost all the items, 
both traditional and non-traditional. In  
January-March 1971, the spurt in exports 
seems to have tapered off, with exports declin- 
ing to $ 508 million at which level they show 
an increase of just 3 per cent over the cor- 
responding quarter of 1970. In the.  first 
quarter of 1971-72 (April-June 1971), exports 
moved up marginally to $512 million and when 
compared with the corresponding period of 
1970 they were higher by 13 per cent. Exports 
have thus generally maintained an upward 
trend since October 1970 as compared with 
the previous year. 

150. The con~nlodity-wise details avail- 
able for April-December 1970 show that 

exports of engineering goods, 
Exports : iron ore and chemicals con- 
Comodi t~ -w ise  tinued to increase, although 

the growth in exports of iron 
and steel has been modest due to increasing 
domestic demand. Among traditional com- 
modities, tea recorded an improvement, bene- 
fiting t o  some extent from the Mauritius 
Agreement concluded in early 1970. In re- 
gard to jute goods, the downtrend in exports 
noticed in the past few years has continued, 
with the slackening of the U.S. demand 
particularly for carpet backing and with in- 
creasing competition from Pakistan and 
synthetic substitutes, although this trend is 
likely t o  be arrested during the current year, 
albeit temporarily, owing to tragic develop- 
ments i n  East Bengal. A s  for cotton piece- 
goods, the problem is  one of keeping down 
costs and improving our competitiveness ; 
further, with the proposed imposition of an 
import duty by the U.K. from January 1 ,  
1972, our exports t o  that country would 
be adversely affected. In  regard to iron and 
steel, the pull of domestic denland would 
render it difficult for us to  maintain a high 
rate of growth. As for engineering goods, 
the main constraint i s  the shortage of certain 
special categories of steel and the risil~g 
domestic costs which affect production. 

~;ctlernli.sc.d ~ ~ s t c t l l  ol' I'rc- 
Adoption of 
C. s. P. Scrcncc~ (GSP) b y  tl~c 

dcvelopcd countries for (hc 
developing countries which ivould provide 
opportunities to incre;tsc our cxports of m;lnu- 
fact uretl and serni-n~an~~f;~ct 11rc.d i terns. The 
E.E.C. countries ant1 Japan have implemcntcd 
the GSI' with effect from July 1, and August 1, 
1971, respcctivcly. The U.S.A ilnd U.K. 
are expected to follow suit sornetime in 1972. 
The export front is indeed beset with many 
dificulties, but with the new mood of the 
advanced countries, i t  should be possible to 
accelerate the growth in exports, given the 
active co-operation of the industry and trade 
and under the stinlulus of the export promotion 
drive of the Government. 

152. In regard to export promotion, an 
important dcvelopmcnt during the year was 

the prcselltation of the Ex- 
Export Policy port Policy Resolution to  the 
Resoldtion Parliament on July 30, 1970, 

which cnlphasiscd the need 
for expanding India's cxport earnings a t  a 
high rate so that the country may be self- 
reliant and reduce its dcpcndencc on external 
assistance. To achieve this objective, the 
Resolution outlined a number of measures, 
which included, inter alia, (i) the adoption 
of appropriate policies and measures designed 
to promote investnient in the development 
of the promising sectors of the economy, 
(ii) more precise identification of products 
in each of the broad sectors of the economy 
which have long-term export potential, (iii) 
facilitating expansion of export-oriented 
units, (iv) special encouragement to  producers 
and exporters of equipment for development 
of the infra-struct ure, industrial machinery, 
machine tools and consumer durables t o  meet 
the emerging requirements of other develop- 
ing countries, and (v) strengthening and ex- 
pansion of credit facilities for exporters. 

153. In pursuance of the Export Policy 
Resolution, the Government set up a new 

organisation. namely, the 
Trade 
Development  ride ~ e v e l b ~ m e n t  k t h o r i t y  
Authority (TDA) in July 1970 t o  assist 

enterprises to build up their 
exports through a backage of persokalised 

services in the field of trade information, 



research nrtd nnalysis, merchandising and 
export production nntf pro~notiotl. In Fcb- 
ruary 1971, the TDA announced a package of 
serviccs for its nlcrtlbcr units interested in 
exporting selccted products (mainly enginecr- 
ing goods) to the U.S.A, tlie U.K., Canada, 
Western Europe and Japan. 

154. Among other measures taken during 
the year, mention nlay also be made of the 

abolition of the 25 per cent 
Other 
Measures at/ 13a/orcnl export duty on 

the cxport of coir fibre effec- 
tive from Jilly 30, 1970, and the enlargement 
of the institutional framework to promote 
export efforts in respect of specified items. 
Thc new institutions set up during the year 
included the Cashew Corporation, the Cotton 
Corporation, tile Jute Corporation and the 
Projects and Equipment Corporation. 

155. Imports, on the basis of tlie DGCIS 
data, an~ounted to S 2171 n~illion during 

1970-71 showing a rise of 
Trerlds in 
Imports $ 61 million (3 per cent) 

over the level i n  1969-70. The 
rise in imports, which has taken place for 
the first time after the devaluation of the 
rupee, was wholly accounted for by non- 
food items and reflects the growing needs of 
industry for imported raw materials, inter- 
mediates, components and spares emanating 
from the continued increase in industrial 
production. 

156. Commodity-wise details of imports 
are available upto December 1970. They 

show that foodgrain imports 
Imports: during April-December 1970 

were $ 43 million (16 per wise 
cent) lower than in April- 

December 1969. Non-food imports recorded 
a rise of $ 58 million (4 per cent) during this 
period. Under non-food imports, sharp in- 
creases have taken place under iron and steel 
($ 61 million or 81 per cent), non-ferrous 
metals ($ 49 million or 75 per cent), chemicals 
other than fertilisers (X 15 million or 13 per 
cent), raw cotton ($ 16 million or 20 per cent) 
and cashewnuts (3  4 million or 16 per cent). 
Imports of machinery and transport equip- 
ment and fertilisers declined by 9 per cent and 
34 per cent, respectively. Among the machi- 
nery group, imports of electrical machinery 
increased by 7 per cent which was, however, 
more than offset by the declines of 12 per 

cent and 10 per cent in the imports of non- 
clcctrical machinery and transport cquiprncr~t 
(Table 28). The rise in the imports of  iron 
and steel and non-ferrous metals was the re- 
sult of special efforts made to inlport these 
commodities on an emergency basis to  meet 
the demand from export industries. The 
reduction in non-electrical machinery imports, 
which has taken place despite an  improve- 
ment in investment activity, reflects the 
progress made in the field of import substitu- 
tion in the machine building industry. 

157. The inlport policy has been liberal 
for the export industries in particular and 

for priority industries in 
Import policy general. In 1969-70 and 

1970-71, the value of import 
licences increased by 27 per cent and 36 per 
cent, respectively, reflecting the increase in 
the demand for imported raw materials by 
the industry. This should result in a signi- 
ficant increase in non-food inlports during 
1971-72. In fact, in the first quarter of 
1971 -72, i.e., April-June 1971, imports aggre- 
gated 3 650 million recording an increase 
of 25 per cent over the level during the cor- 
responding period of the previous year. 

External Assistance 

158. In the fiscal year 1970-71, authorisa- 
tions totalled $ 981 million, recording a rise 

of 18 per cent over the year, 
Authorisations in contrast with the fall of 

25 per cent. in the preceding 
year. Loans and grants authorised went up 
by 33 per cent from $ 737 million to $ 981 
million t o  bring about the rise in the total 
assistance authorisations ; there were no  
authorisations of P.L. 480 aid * which amount- 
ed to $ 98 million in  the preceding year(Tab1e 
29). 

159. As in the last two years, loans pre- 
dominated in the fresh aid authorised during 

1970-71. They accounted 
for 92 per Eent of the 

and total aid -authorised, grants 
Non-project 
Aid making up the balance of 8 

per cent. Of the total loan 
authorisations in 1970-71, 

* O n  April 1 ,  1971, however, a frah P.I.. 480 agree- 
ment was signed for $150 million, the amount being 
increased b y  $7.5 million in May 1971 to accommodate 
additional supplies of soyabean oil. 



Table %India's Principal Imports 

1. Food : (excluding cashewnuts) . . 713 496 391 299 260 --31 -4 5 - l(i 

Cereals and cereal preparations . . O i G  449 3.48 269 32(1 -23 4 9  - I S  

2. Raw cotton . . .. .. $17 120 110 8 3  98 - U 1-13 \-20 

3. Raw jute and mesta . . . .  . .  53  22 7 7 Segl. -08 -87 

4. Cashewnuts . . . . . . . . 32 42 37 25 Z'J -1.) d 4-16 4- I l i  

5. Mineral oils : 

Of which : 

(a) Petroleum crude and partly refined 73 128 128 9 6  102 - -1-75 4 - 7  

(b) Others . . . . . . . . 70 49 56 40 25 4-12 -21 -38 

6. Chemicals : . . 221 378 240 1 0 2  I H I  --36 1.11 - -  (i 

Of which : 
(a) Fertilizers . . . . . . .. 82 lP6 90 76 5 O  -62 4.1 0 - 3.1 
(b) Others . . . . . . .. 139 102 1 %  116 131 -10 4-12 4.13 

7. Iron and steel . . . . . , .. 206 115 10R 75 130 - 8  -48 1.81 

8. Non-ferrous metals . . . . .. 145 119 99 65 114 -17 -32 4-76 

9. Crude rubber (including synthetic and 
reclaimed) . . . . . . .. 10 7 13 11 4 -b8G +30 ..--64 

10. Wool and other animal hair . . . . 11 16 23 17 18 -+63 4-109 -I- fi 

11. Animal and vegetable oils and fats . . 32 26 30 36 43 +6O $- 22 -+- I!) 

12. Paper, paper board and manufactures 
thereof . . 28 2 4  32 24 23  +33 +14 --4 

13. Pearls, precious and semi-precious 
stones unworked/worked . . .. 3 37 3 8  27 2 3  + 3 +1167 -16 

14. Machinery and transport equipment : 1034 685 624 399 365 -24 - 4 9  - 9 

(a) Machinery other than electric . . 701 488 372 286 253 -24 4 7  -12 

(6) Electrical machinery . . . . 184 109 85 61 65 -22 -54 + 7 

(c) Transport equipment . . . . 149 88 67 52 4 7  -24 -55 -10 

15. Others . . . . . . .. 232 283 240 169 167 -15 + 3  -1  

Total . . . . . . . . 2959 2545 2090* 1563 1578 -18 -29 3 1 

Source : DGCIS. 
* The  f imre has been revised to $2110 million but commodity-wise details are not available. 



Table 29-External Assistance* (U.S. .S hlilliorl) 
. .-.-. - . - -. - 

IAXIII'~** Grarits P.L. 480 Tot;11 
Aide,  (1 +2+-3) 

- - - 
(I)  

- 
(2)  

- * ̂ _- - -. , . "XI -_ _ _ _-_-- - I -I___- 

- -- 
(3) (4) -- 

I .  Amount undlsbursed as a t  the end of March 1966 2,194 115 226 t t 2,535 

2, Authorisations during 

( , ~ j  l!llJfiO7 . . 
(5) 1907-tlti . , 
(c) IIIUX-d!l . . 
( d )  1900-70 . . 
(c) 11170-71 . . 

Total . . 
3. Utilisation during 

( 0 )  l!)fi0-07 . . 
(1) 1907-fit4 . . 
( r )  IU(ili-(iD . . 
(dl 19G!I-70 . . 

Total . . . . . . . . . . 4,777 40 1 1,20 1 6,379 

4. Amount undisbursed as a t  the end of March 1971 2,0787 52 t --E 2,130 

* Exclutles (a) grants under U.S. P.L. 480 Titlc I1 and I11 and (b )  special deposits placcd by the I.B.R.D. with 
t l ~ r  llescrve Bank of Intlia during 1967-(is. 

** Includcs authorisations and utilisatio~l of P.L. 480 Convertible Local Currency Credits. 
@ Represents rupee deposits against import of goods under U.S. P.L. 480 TitIe I programme; disbursements out 

of t l~ rse  h~nds by way of loans and grants are, therefore, excluded from columns 1 and 2. 
t t  Atljustctl for the lapsed agreements by $184 million. 

Adjusted for the devaluation of Pound Sterling and Danish Kroner in November 1967, of French Franc in  
~\ugust 1011!1 and for the revaluation of Deutsche Mark in October 1969, except in  case of loans from the IBRD and the 
IDA which arc reckoned a t  the parities prevailing a t  the time of authorisation and drawals of individual instalments. 

Adjuskd for the lapsed agrecments by 567 million. 

loans for $ 317 million (35 per cent) were terest) authorised during 1970-71 amounted - 
tied to specific projects, while loans for to 88 million, 23 million lower than in 
$ 556 million (about 61 per cent) were not 
tied to any projects ; the balance of $ 33 the previous year (Table 30). The bulk of 
million (4 per cent) of the authorisation was this decline was due to the fact that the U.K. ~rovided as debt relief. The share of non- ~- .~ -~ 

broject aid in the loan authorisations in- made available its debt relief assistance for 
creased from 45 per cent in 1969-70 to 61 1970-71 amounting to 9 18 million in the 
per cent in 1970-71 as the U.S.A. and the 
I.D.A. made available substantial amounts preceding year Japan and West Ger- 
in non-project loans." many increased their debt relief assistance by 

160. Total debt relief assistance (either i l l  3 6 million and $ 5 million, respectively- 
the form of fresh refinancing credits, post- Debt relief assistance amounted to only 

ponements of payments due, 
Debt Relief rescheduling of debt or can- 15 per cent of the total debt service charges 

ce~lation~reduction of in- , during 1970-71. 



Table 3GDcbt Relief Assistance 

- 
A. By way of refinancing 

credits 

1. Austria . . .. o . 9  

3. Belgi~im . . . . -- 

3. France . . . . - 

4. Ger~nany (West) - 

6. Italy . . . . - 

ti. United Kingdom 23- 5 

Total-A . . 24.4 

6. By way of postponement 
of payments 

1. 1.B.R.D. . . - 

2. U.S.A. .. .. 
3. Canada . . . . - 

Total-B . . - 

C. By way of rescheduling 
of payments . .. 

1. Japan . . . . 2.6 

Total-C .. 2.5 

D. Bywayofgrants 

1. Austria . . . . -- - 0 .5  0 . 6  0 .5  - (1.6 o . 5  0.5 

2. Canada . . . . - 9 . 3  1.1 - -- - !).4 1.1 - 

3. Germany (West) - - 4.3 4.8 4.7 - - 4.8 6 . 0  4 . 7  

4. Netherlands . . - - 0.6 0.6 0 . i  - - 0.0 0.6 0 - 7  

Total-D - . . - 9.3 - - 7 - 0  -- 5.P - -5.9 - 9.3 7-0  6.1 5 . 9  

Grand Total .. 26.9 71.4 93.4 111.2 88.4 25.9 71.8 86.6 lO6.l 93.9 

- 

161, The amount of assistance actually from the tapering off of the P.L. 480 Com- 
utilised in any given period largely reflects modity assistance. Utilisation of P.L. 480 

authorisations in the ~reced-  Title I aid declined sharply from $ 143 million 
Trends i n  
utilisation 

periods? but for the 'Om- . t o  $ 50 million. At $892 million, utilisation 
pletely untied part of the of loans was only 9 8 million lower than in 
current authorisations. In 

1970-71, however, the fall of 8 per cent over 1969-707 while the grants utilised went up 
the  year, to $1,000 million arose mainly from $39 million t o  $ 58 million. 



162. Although the utilisatiorl declined, the 
cost of servicing of oflicial external debt 

continued to grow. After 
Debt Servlclng rcschcdtlling and postpone- 

ment of dcbt service charges 
of $ 4 1  million in 1969-70 and $46 million 
in 1970-71, ttic actual servicing payment rose 
by 9 per cent from $506 million to $550 

million (Table 31). The net utilisation of 
external assistance thus declined from $ 576 
million to $450 million or to one-third of the 
level three years ago. As a proportion of the 
aid utilised, the servicing payments went up 
over the year from 47 per cent to 55 per cent, 
while as a proportion of the exports they in- 
creased from 27 per cent to 29 per cent. 

Table 31-Inflow of Foreign Arsishnce : Gross and Net (U.S. $ Million) 
C . - - . - _--_- -- 

Grws aici Axnortisation Interest Total debt Net inflow 
Ycar utili~atio~~ payments payments of aid 

(1 - 4) 

- - - - -- -- - -- - 

* Excludcs mounts rcscheduled/postponed as under : 

I.B.R.D. - I5 15 16 15 

Canada - 1 1 1 - 
Total - 3 22 39 41 46 

@ ExcIudes interest payments postponed by the U.S.A. amounting to $3 million each in 1968-69, 1969-70 and 
1970-71. 

163. Cumulatively, external assistance $ 1,159 million or  6 per cent was in the form 
auth~hsed from August 15, 1947 to March of grants. The assistance utilised upto the 

31, 1971 mounted to $ 18,225 end of March 1971 is placed a t  !$ 15,832 
CumuWve milliOny which !$ 127666 million, loans accounting for !$ 10,574 million 
Assistance Or 70 per cent or 67 per cent, P.L. 4801665 and Third Country was in the form of loans, 
$4,400 million or 24 per cent was in the form Currency assistance for O 4,149 million or  
of P.L. 4801665 and Third Country Currency 26 Per cent and grants for 46 1,109 million or 
assistance from the U.S.A. and the balance of 7 per cent (Table 32). 



J .  Upto Third Plan . . .. .. 7,301 HL3 

2. During 1906-07 . . . -  .. i ,~ZJ 1 (W) 

3. During 1907.08 . . .. . . 69.7 2: 

4. During 1968.69 . . .. .. 1,022 0 3  

5. During 1909.70 . . .. . .  69i 1Q 

0. During 1970-71 . . . .  .. DOB 'it 

Total . . .. .. . .  12,666 1,159 

Utilisation 

1. Upto Third Platr . . . . . . 5,TUi ;OK 

2. During 1068-0i . . . . . . 003 120 

3. During 1067-68 . . . . . . 1,071 81 

4. During 1068-69 . . . . . . 1 , M U  07 

5. During 100Q-70 . . . . . . 900 3U 
. . 

6. During 1070-71 . . .. . . 803 68 

Total . . .. . . . . 10,574 1,109 - --- -+--. - .- 
Noh : Please refer to footnotes to Table 29. 

Table 33-Aggregate External Assistance : Source.wise 
(U. S. 8 Millior~) 

1.B.R.D.lbD.A. 

U.S.A. 

U.S.S.R. 

West Germany 

United Kingdom 

Japan 

Others 

Total 

Authorked upto March 1971 Utilisert upto March I971 

P. L. 480 1 666 P.L. 4801668 
Aid and Aid and 

Loans Grants Third Country Total Loam Granw Third Country 
Currency Currency Total 

Assistance Assistance 

- -- 

A'oie : Please refer to footnotes to Table 29. 
Figures in brackets represent percentages ta total. 



164. The U.S.A. accounted for 50 per cent 
of the total authorisations and 53 per cent of 
the total utilisation. The I.B.R.D. and I.D.A. 
together accounted for 13 per cent and the 
U.K. and West Germany for 7 per cent each 
of the total authorisations as well as the total 
utilisation, and the U.S.S.R. accounted for 
8 per cent of the total authorisations and 6 
per cent of the total utilisation (Table 32). 

165. In the last three years, a number of 
countries providing development assistance 

to India have, liberalised in 
Liberalisation varying degrees the terms 
of Aid Terms On which it is made avail- 

able. During the year under 
review, Sweden and France liberalised the 
terms of their assistance. The loan autho- 
rised by Sweden in 1970-71 has a maturity of 
50 years as compared with that of 25 years 
in the case of loans authorised earlier and 
carries no interest while the interest is charged 
a t  2 per cent per annum on the previous loans. 
The interest rate on the loans provided by 
the French Treasury was reduced by + per 
cent per annum to  3 per cent per annum. 
Much, however, remains to be done in this 
respect, as would be clear from the relevant 
information given in this and earlier Reports, 
before the assistance received is placed on 
the norms recommended by the Pearson 
Commission. The Commission advocated 'in 
'Partners in Development' that development 
loans "henceforth be provided at interest of 
no  more than 2 per cent, a maturity of between 
25 and 40 years and a grace period from 7 to 
I0 years. " 

166. The Aid India Consortium at  its 
meeting held in Paris in June 1971 gave indi- 

cations of a total assistance 
Aid 'Iedged of $1,250 million for 1971-72, for 1971-72 

excluding: the assistance to  
be given for evacuees f r i m  the East Bengal. 
The indicated amount comprises non-project 
assistance of $560 million, debt relief assis- 
tance of $590 million, project assistance 
of $500 million and food aid of $100 million. 
It is to be hoped that unlike in recent years 
the Consortium indications would be fully 
translated into actual authorisations. It may 
be noted that the third replenishment of the 
resources of the I.D.A. which should have 

been completed by June 1971 has been de- 
layed for want of suitable action by the major 
developed countries. 

Foreign Investment Policy 

167. During the year, the official policy 
continued to encourage the flow of foreign 
investments into selected industrial fields. 
Under the new industrial licensing policy 
announced in February 1970, the details of 
which were discussed in the previous year's 
Report, the 'Larger Industrial Houses' and 
foreign enterprises are permitted to set u p  
industries in the 'core' and the 'heavy invest- 
ments' sectors, except industries reserved for 
the public sector under the Industrial Policy 
Resolution, 1956. Further, under the noti- 
fication dated July 25, 1970 'Larger Industrial 
Houses' and foreign concerns would be able 
to  establish undertakings o r  expand produc- 
tion in industries in other sectors provided 
they undertook specific export commitments. 
This was done "as part of Government's policy 
that industrial capacity would have t o  be 
consciously and specifically built up  in order 
to facilitate production for exports, parti- 
cuIarIy in respect of those items where India 
has a comparative advantage and where 
favourable trends are emerging in the inter- 
national markets." The minimum export com- 
mitment to  be so undertaken is to achieve 
within a period of three years a level of exports 
equal to 75 per cent of the new or additional 
production in case of products which are 
reserved for production in the small-scale 
sector and 60 per cent or more in case of other 
products. 

168. On July 20, 1970, the Goyernment 
published an  illustrative list of 121 items 
from engineering industries-such as indus- 
trial machinery, electrical engineering ' and  
metallurgical-and chemical industries, where 
a significant technological gap exists and where 
there is scope for foreign collaboration. The 
actual terms and conditions for collaboration 
are to be decided on the merits of each case 
within the broad framework of Government's 
policy on these matters, At the same t ime '  
the Government indicated that requirements 
under the current policy regarding technical 
collaboration could be relaxed in some mea- 
sure, wherever clearly justified, for export- 
oriented schemes and to  small-scale units. 



169. The total value of consents granted 
by the Controller of Capital Issues to joint 
stock companies for non-resident participa- 
tion in share capital and for borrowings from 
abroad by way of loans amounted to Rs. 12 
crores during 1970-71 as against Rs. 20.1 
crores during 1969-70. The fall consisted 
of Rs. 5.4 crores in respect of fresh share 
capital participation, Rs. 0.1 crore in case 
of bonus shares and Rs. 2.6 crores in case 
of loans from abroad. During the year there 
were no consents for loans from abroad. The 
collaboration agreements approved during 
1970 numbered 183 as compared with 134 
during 1969. 

International Monetary Situation 

170. The international monetary scene 
was relatively calm during the major part of 
the year under review. However, massive 
outflows of short-term funds from the U. S. 
following the adoption of an easy monetary 
policy by the U.S.A., despite an adverse inter- 
national payments position, led, early in May 
1971, t o  a currency crisis. The U. S. balance 
of payments recorded a substantial deficit 
of 510.7 billion in 1970. In the first quarter 
of 1971, the deficit amounted to $5.5 billion, 
thus showing an annual rate which was more 
than double that in 1970. Movements of 
short-term capital funds were largely respon- 
sible for turning the surplus of 52.7 billion 
in 1969 on the U. S. balance of payments on 
official settlements basis into a massive deficit 
in 1970 ; on  current account the position had 
in fact shown some improvement in 1970 
over the position in 1969. The trade surplus 
increased from U. S. 50.6 billion in 1969 
to' U. S. $2.2 billion in 1970. However, the 
inflow of private liquid funds of over $8 
billion in 1969 was reversed and there was an 
outflow of similar funds of $6 billion in 1970. 

171. The continuing recession in economic 
activity in the U. S. necessitated a shift in its 
monetary policy from restriction to ease. In 
the result, a considerable interest rate diffe- 
rential emerged in favour of the European 
centres. Sizeable short-tern~ capital move- 
ments induced by this differential were mainly 
responsible for the widening of the balance 
of payments deficit in the first quarter of 1971 . 
Ry April 1971, a rise in the New York Treasury 

Bill rates i ~ n d  it rout~d of reductions i n  the 
official discou~it rates in Western Europe 
narrowed down the irlterest diKercntial. But 
the massive flows that had already come into 
Europe in response to  the interest differential 
had imparted a measure of liquidity to the 
continental economies which some countries, 
including West Germany, considered unac- 
ceptable and difficult to neutralise. 

172. I11 this context, the role of exchange 
rate changes, the responsibility of the U. S. 
to adjust its external accounts rapidly, the 
nature of the regulation-free Euro-dollar 
market, and the working of the existing inter- 
national payments adjustment mechanism 
generally became matters of more open high 
level discussions and pronouncements, and 
led in turn to a massive speculative outflow 
from the U. S. in anticipation of a change in 
currency parities, particularly of the Deutsche 
mark. 

173. I n  this situation, the German and 
Dutch authorities decided to allow their cur- 
rencies to float on the markets. Switzerland 
and Austria upvalued their currencies by 7.07 
per cent and 5.05 per cent, respectively, and 
Belgium transferred all capital payments 
from the official market in which the dollar 
is supported by the National Bank of Belgium 
t o  the free market in foreign exchange, all 
current payments being simultaneously res- 
tricted to  the official market. 

174. The magnitude and volatility of short- 
term capital movements accentuate the strains 
caused by payments imbalances and inhibit 
the monetary autonomy of national authori- 
ties. As the Euro-dollar market not only 
provided a highly efficient channel forrthese 
movements but was also a significant source 
of such funds, the central banks of the Group 
'of Ten reached around the end of the year 
under report, an agreement to abstain from 
making further deposits in the market and 
are considering methods to  regulate the market. 

175. Simultaneously with the consideration 
of measures t o  control the transmission me- 

chanism by regulating the 
International Euro-dollar market, attention 
Liquidity and 
LDCS is being given t o  the problem 

of excessive international 
liquidity. In this connection, it has t o  be 



noted that by far the larger share of the total 
addition to international liquidity in 1970 
accrued to the developed nations. Aggre- 
gate world reserves consisting of gold, foreign 
exchange, SDRs and reserve positions in the 
Fund rose by $14.2 billion as against only 
$0.74 billion in 1969. The reserves of less 
developed countries increased by $2.6 billion 
as against $1.5 billion in 1969, but those of 
developed nations swelled by $11.7 billion 
whereas they had fallen by $0.7 billion in the 
previous year. Increases in total foreign 
exchange holdings alone accounted for $12.1 
billion of the total addition to international 
liquidity in 1970. Foreign exchange holdings 
of less developed countries rose by only $1.9 
billion while those of the developed nations 
went up by as much as $10.2 billion, reflecting 
the huge dollar outflows principally to indus- 
trial Europe and Japan. The allocation of 
SDRs to the tune of $853 million at the begin- 
ning of 1970 accounted for about one-third 
of the modest increase in the reserves of the 
less developed countries during the year." In 
the case of developed countries, however, the 
allocation of 362.6 billion of SDRs accounted 
for less than one-fourth of the rise in their 
reserves. 

176. The developing countries did not 
materially benefit from the huge additions to 
international liquidity during the year under 
review. Indeed, but for the SDR allocations, 
their position would have been less healthy 
than in 1969. Healthy international economic 
relationships demand orderly creation of 
additional liquidity. To this end, SDRs, 
the new instrument of liquidity, need to be 
protected and vigorously developed ; and 
adjustments needed to prevent the kind of 
excessive liquidity creation that took place 
in 1970-and has continued in 1971 also- 
should not impose any sacrifices on the eco- 
nomies of developing countries seeking to 
develop at a socially tolerable pace. 

177. Another development of major inter- 
national monetary significance is the likely 

entry of the U. K. into the 
u.K.'s Entry European Economic Com- 
into E.E.C. munity, which foreshadows a 

fairly rapid change in the role 

* This reserve gain itself was unevenly distributed 
among the less developed countries: countries whose 
exports consist chiefly of petroleum, minerals or manu- 
factures accounted for half of the gain of the group. 

of sterling. The U. K. has made clear to the 
EEC her "readiness to envisage an orderly 
and gradual reduction of official sterling ba- 
lances" after her accession. Apart from the 
understanding given by the U. K. to the EEC, 
the shedding of the reserve role of sterling is 
also widely being discussed. For the present 
official holders of sterling, including India, 
changes in the status of sterling would be a 
matter of considerable importance. Alterna- 
tive reserve assets as well as alternative inter- 
vention currency/currencies would have to  
be found. The arrangements moreover should 
not entail any losses either in terms of 
liquidity, earning power, or exchange value. 
From this point of view the proposal re- 
ported to be made by one of the EEC partners 
is fraught with considerable danger. The 
proposal is that the existing holders of sterling 
balances should be guaranteed a lower per- 
centage than at present of their holdings while 
extending the period of guarantee. 

178. The May 1971 currency crisis in  
Europe has expectedly given a further impetus 

to the efforts to  reform the 
International international monetary me- 
Monetary 
Reform chanism. Accordingly, in- 

creased flexibility for day t o  
day market rates of exchange appears to have 
gained wider approval during the year as  
one instrument of reform. Simultaneously, 
however, there has been a move towards a 
lowering of the margin for fluctuations in the 
rates of the EEC currencies among them- 
selves. The EEC Finance Ministers had 
decided to make a beginning on June 15, 1971 
towards a reduction in the maximum possible 
swings among their currencies in terms of 
one another. But the floating of the D-mark 
and the Netherlands guilder from May 10, 
1971 has prevented this step being taken a s  
scheduled. Fixed market exchange rates 
among the EEC currencies may confer ma- 
terial benefits on the EEC economies. But 
if this development takes place simultaneously 
with a widening, under the IMF statutes, of 
the margins within which the members' cur- 
rencies may fluctuate on the markets, the 
non-EEC currencies would be a t  a dis- 
advantage vis-a-vis the EEC currencies. The 
currencies of less developed economies would 
be at  a significantly greater disadvantage in 
view of their relatively weaker economic 
position. 



179. World trade in 1970 rcct~rdcd in 
terms of value the san~e rate of growtl~-l.ili 

per cent-as in 1969, while 
World Trade the growth in volume was 
and Aid Flows 8; per cent or 24 percentage 

points lower than- in the 
ceding year. The performance of the deve- 
loping countries was impaired by the adverse 
movement in their terms of trade. Exports 
of the less developed countries increased in 
volume by 8 per cent as against 7 per cent in 
1969, but in value they rose by 11 per cent 
as against 114 per cent in the preceding year. 
The growth in the value of developed coun- 
tries' exports from 15 per cent to  154 per cent 
over the year, however, was accompanied by 
a fall in the growth of volume from 1 I per cent 
to 9 per cent. 

180. Reference was made i n  the last year's 
Report to  the norms recommended in the 
Pearson Report in regard to the development 
assistance to  less developed countries, and it 
was also pointed out that the actual assistance 
flows in 1969 fell short of those norms. It is 
widely held that adequate international liqui- 
dity encourages the flow of assistance by re- 
moving balance of payments constraints on 
potential providers of developmental assis- 
tance. Despite substantial accretions to tlie 
exchange reserves of most developed nations, 
however, the assistance flows did not materially 
improve in 1970. The net financial flows from 
members of the O.E.C.D. to developing coun- 
tries showed some increase over the year 
owing t o  the growth of export credits and 
private investment, while official development 
assistance remained at about the same level 
as i n  1969. But, as a percentage of the GNP 
of the donor countries, official developmental 
flows from the O.E.C.D. member countries 
declined over the year, while the total net 
financial flows remained at about the same 
level. 

Assessment and Prospects 

181. The review of the developilients in 
the Indian economy during the Bank's ac- 
counting year 1970-71 in tlie foregoing para- 
graphs indicates that althougll the economy 
was able to  attain for the second year in suc- 
cession the targeted rate of growth i n  the 
Fourth Plan, i t  is currently passing through 

quite n diflicult period. Forcrnost iltIlntlg 
thc aspects 01' tlic econorlly ivkicll is callsing 
collccrn is the price situation. The gear 
began with a strong upward prcssure on 
prices. Subsequently, as a result of thc 
various :measures taken, prices eased OR. 
However, in the recent ~ilonths the rising trend 
has asserted itself once again. All the 
commodity groups except 'industrial raw ma- 
terials' have been on the uptrcnd. Amongst 
industrial raw materials, raw cotton prices 
have shown a phenomenal increase. A nurn- 
ber of 'manufactures' have registered large 
increases. These include items like chemicals, 
machinery and transport equipment and ma- 
nufactures, which are important from the 
point of view of future growth of the industry 
and exports. 

182. On the supply side, while four suc- 
cessive years of good monsoons have eased 
the food situation and a comfortable stock 
position has been built up with the Govern- 
ment, there are indications that the current 
monsoon may not maintain this record. 
Sizeable areas have been aflected, some by 
severe floods and others by severe drought. 
As far as food crops are concerned, this may 
cause perhaps no more than a small set-back 
to the growth rate. As regards cash crops, 
the performance of which is rather uneven 
and generally disappointing, the situation in 
the immediate future is likely to  remain 
difficult. 

183. The rate of growth of industrial pro- 
duction has fallen considerably short of the 
targeted rate for the Fourth Plan; and, of 
late, a certain amount of deceleration seems 
to have developed in the growth rate. Im- 
portant basic industries like iron and steel 
and coal and capital goods industries like in- 
dustrial machinery and transport equipment 
have all recorded absolute declines. Among 
collsunler goods, cotton textile output con- 
tinued to stagnate. Shortages of raw mate- 
rials, continued slackness in public sector 
investment, power and transport bottlenecks 
and strained industrial relations have all con- 
tributed to  the deceleration. 

184. As regards the demand side, money 
supply continues to expand a t  a high rate. 
The n~a in  expansionary factor has been net 
bank credit to  Governinent which has showed 



phenomenal increase. Bank credit to the 
commercial sector by contrast showed a 
smaller expansion both in absolute terms as 
well as in terms of the growth rate. Over 
the year, banks reduced their borrowing from 
the Reserve Bank by nearly one-third of the 
outstanding level. The larger bank credit 
to Government reflects generally the growing 
imbalance in the budgetary operations, arising 
mainly on account of the considerably smaller 
growth rate of total receipts despite a slow- 
down in the rate of growth in total disburse- 
ments. The imbalance is particularly marked 
in the case of the State Governments, which 
used up more than twice the amount of Re- 
serve Bank credit as compared to thc Central 
Government. Though the Ccl~tral Govern- 
ment has taken a number of nieasurcs in the 
budget for 1971-72 to raise tax revenues to 
meet the growing needs of develop~nent and 
to  provide temporary shelter to the evacuees 
from East Bcngal, the dimensions of the 
cvacuee p r~b len l  have grown so vastly as to 
place an intolerable burden on the resources. 
The overall budgetary position of the State 
Governments continues to add to the monetary 
expansion a t  a s i~bs ta~~t ia l  rate. 

18.5. Investment in the economy has shown 
a moderate degree of improvement both in 
the public and the private sectors. More 
important, investment in priority sectors such 
as small-scale industries and agriculture has 
been facilitated considerably as a result of the 
various measures taken to increase the flow 
of finance to these sectors. A11 the same, the 
total volume of investment needs to be step- 
ped up significantly if the Fourth Plan expec- 
tations are to  be fulfilled. 

, 186. In  the external sector of the economy 
there are signs of increasing pressure. The 
trade as well as the current account deficits 
for the calendar year 1970 were somewhat 
larger than those for the calendar year 1969. 
The main cause for this is the increasing 
demand for imports arising out of shortages 
in domestic production of important raw 
materials and basic manufactures like raw 
cotton and steel. Exports have shown some 
signs of an improvement in the growth rate 
recentIy after a long period of low growth. 
tiowever, there are as yet no clear indications 
that the country has achieved a high rate of 
growth in exports on a long-term basis. Do- 

mestic shortages of raw materials have ham- 
pered progress by raising the cost structure 
and causing delays in export production. 

187. Many of these difficulties, i t  is true, 
have been the result of the operation of tern- 
porary factors and should soon disappear. 
This applies particularly to  those sectors of 
industrial production where shortages of raw 
materials have been the main bottleneck. 
The recent liberalisation in import policy 
would assist industry and exports conside- 
rably in this respect. More important, in 
the longer perspective, the econonly has made 
considerable progress in gearing up the insti- 
tutional structure for short and long-term 
credit closely with the planning process initia- 
ted last year, and this was carried further. 
The public sector banks have enlarged their 
territorial coverage sizeably by opening nearly 
1900 new branches mostly in the rural and 
semi-urban areas, providing banking facilities 
to a large number of previously unbanked 
centres. Following completion of techno- 
economic surveys, systematic measures have 
been adopted by IDBI to promote viable 
industrial projects in the backward areas. 
Another important development in this direc- 
tion is the setting up of the Industrial Re- 
construction Corporation of India for rehabi- 
litation of closed industrial units or those 
facing the risk of closure by way of recon- 
struction in eastern India. The nationalised 
banks have oriented their lending policies 
in the light of national policies and priorities 
and have shown notable progress in imple- 
mentation of schemes designed specifically 
for the benefit of borrowers of small means. 
The establishment of the Credit Guarantee 
Corporation which would provide guarantee 
for lendings by these banks t o  small borrowers 
other than small-scale industries for which 
these facilities already existed, would provide 
the banks valuable support. Under the Lead 
Bank Scheme, district surveys have been com- 
pleted in about 165 districts by the public 
sector banks and the process of co-ordination 
for allocation of newly identified centres 
between the banks has been initiated ; this 
should pave the way for co-ordinated action 
in implementation of district credit plan. 
The Small Farmers Development Agencies 
and the Marginal Farmers and Agricultural 
Labour Agencies have been set up in a large 
number of selected districts. In  the industrial 



sector, with a view to improving tlle existing 
system of distribution of raw nlatcrials, bc- 
sides widening the scope of the MMTC and 
STC, three institutions, viz., the Cotton Cor- 
poration, the Jute Corporation and the Ca- 
shew Corporation have been newly constituted 
and have already started functioning. In 
respect of the Industrial Policy there was 
a distinct policy reorientation in favour of 
industries established in backward regions 
and those in the small-scale sector. Positive 
steps were also taken to  foster the develop- 
ment of 'joint sector' on the lines of the Dutt 
Committee Report. 

188. Progress also continues to be made 
in the spread of the new technology in agri- 
culture. Larger utilisation of the irrigation 
potential, wider spread of improved seeds 
and fertilisers, and better farming practices 
mean that the basic need of the public for 
foodgrains can be satisfied reasonably. How- 
ever, there are still large areas subject to the 
vagaries of the monsoon. Also, even in food- 
grains most of the breakthrough is in respect 
of wheat. Efforts at evolving dry farming 
techniques and further exploitation of deeper 
aquiferous of ground water call for the highest 
priority. Again, in a predominantly rice 
eating country the long-term solution of the 
food problem requires a breakthrough in rice 
technology. This in turn means that research 
efforts in this regard need to be f ~ ~ r t h e r  streng- 
thened. Progress in developing an appro- 
priate technology for the cash crops continues 
to  remain inadequate. Research efforts are 
being pursued to overcome these inadequacies. 

189. These de~clop~nenls suggcat tllal t l~c 
ccononiy is in a better position tIi;tn cvcr before 
to attain a hip11 sustriincd rate o f  growth. 
With thc progress that is being marie in agri- 
culture a vast market for industrial products 
is beginning to wake up. To tap it fully 
woirld rcquirc a strong :ind sustaincd upsurge 
in industrial production requiring in turn 
a step-up in investment by both the public 
and the private sectors. It will also rcquire 
overcoming the various organisational dcfi- 
ciencies that have come to light in reccnt 
years in both the public and the private sectors 
of industry and an i~nprovenient i n  the in- 
dustrial relations. 

i90. The most important need of the mo- 
ment, however, is the maintenance of a rea- 
sonable degree of price stability in the eco- 
nomy. The massive increases in money sup- 
ply that are taking place largely as a rcsult 
of the budgetary operations of the govern- 
mental sector pose n difficult probleni in this 
regard. Unless a reasonable degree of ba- 
lance is achieved between these increases in 
money supply and t hc increases in real income, 
there is 3 likelihood of the price situation 
getting out or hand once again. Balance is 
also necessary between the governmental 
sector and the private sector as t o  the use of 
bank credit. This would call for the most 
careful control on the use of bank credit by 
both the sectors, in addition to such measures 
as direct controls i n  suitable cases for protec- 
tion of the weaker sections. 

11. DEVELOPMENTS IN INDUSTRIAL FINANCE 

191. During the year under review, the 
Industrial Development Bank of India (IDBI) 

intensified its efforts to wi- 
IDBl's Opera- den the scope and enlarge 
tions and 
Policies the size of its operations. 

Apart from streamlining 
its sct-up and refining its methods and criteria 
regarding the operations of its existing sche- 
mes o f  finance, it adopted special measures to  
promote viable industrial projects, parti- 
cularly in the backward areas. The IDBI 
is playing a role of a catalytic agent in inducing 
and bringing together, under its leadership, 
various all-India and State level institutions, 
includil~g the lead banks and the Industries 

Departments of State Governments to form 
an inter-institutional group to  take decisions 
on a wide range of problerns. These range 
from identification of a project t o  preparation 
of detailed project reports and provision of 
technical and financial assistance possibly on 
a consortium basis. Surveys to  identify con- 
crete projects, initiated during 1969-70 i n  
collaboration with other term-lending institu- 
tions, were completed during the year in eight 
States and four Union Territories. The survey 
reports relating to four States and one Union 
Territory were finalised and follow-up action 
initiated. The possibilities of setting up pro- 
jects that have emerged from these surveys 



arc being discussed with the concerned State 
Governments. 111 son~e cases, even before 
such discussions, the feasibility studies of* 
some identified project ideas are being made" 
in association with some private technical 
consultancy services. 

192. An important measure for stimulating 
the setting up of industrial projects in back- 
ward areas is the system of differential interest 
rates, to which a reference was made in-the 
Annual Report for the year 1969-70, The 
changes effected in IDBl's lending rates 
during the year under review further widened 
the interest rates differentials. Thus, in Oc- 
tober 1970, when it raised the normal rate of 
interest on direct loans to industrial concerns 
(other than for exports) and again, in January 
1971, when it raised the refinance/rediscount 
rates follo~ing the raising of the Bank rate 
by the Reserve Bank, the concessional rates 
for direct loans and refinance in respect of 
industrial units in backward areas were, kept 
unchanged. 

193. During the year, IDBI took further 
steps to encourage the flow of institutional 
finance to the small-scale sector. These in- 
clude simplification of procedures for sanction 
and disbursement of refinance to State 
Financial Corporations (SFCs) in respect of 
term loans upto Rs. 2.00 lakhs, thus making 
the refinance scheme near-automatic. 

194. Among its existing schemes of assis- 
tance in the field of export finance, IDBI has 
emerged as a major partner along with com- 
mercial banks. It has set up two groups, viz., 
the Informal Consultative Group and the 
Ad-hoc Working Group, comprising members, 
in both the groups, from IDBI, commercial 
banks, the Reserve Bank and Export Credit 
Guarantee Corporation (ECGC). The objec- 
tive of the Consultative Group is to discuss 
broad problems and policies in the field of 
export finance and identification of possibili- 
ties in the fields of exports of goods and ser- 
vices, and turn-key jobs and joint ventures 
abroad. The Ad-lroc Working Group is to 
provide guidance to exporters a t  the pre-bid 
stage and to expedite the processing of cases. 
IDBI also gave wide publicity to the export 
schemes operated by it and conducted semi- 
nars of bankers in Bombay, Calcutta, New 
Delhi and Madras on the techniques of finan- 

cing exports on deferred payment basis so as 
to share ideas and experience in the field. 

> 

195. During 1970-71, IDBI constituted 
Regional Committees at Calcutta, Madras 
and New Delhi to help and guide the regional 
'offices opened at these centres during the 
previous year and to take decisions for sanc- 
tion of assistance upto specified limits. The 
regional offices together with the branch 
offices opened so far in 9 other centres would 
enable IDBI to have a first hand knowledge 
of-the regional problems and to establish live 
contacts with State level institutions as well as 
with potential entrepreneurs. 

196. Another important development 
during the year was the setting up of the In- 
dustrial Reconstruction corporation of India 
Ltd., at the initiative of IDBI, on April 12, 
1971, as a joint stock company with its head- 
quarters at  Calcutta. It has authorised and 
subscribed capital of Rs. 25 crores and Rs. 10 
&ores, respectively. The IDBI has subscribed 
50 per cent of the share capital, and the ba- 
lance was shared by the Industrial Finance 
Corporation of India(IFCI), the Life Insurance 
Corporation of India (LIC), the -Industrial 
Credit and Investment Corporation of India 
Ltd., (ICICI), the State Bank of India and the 
nationalised banks. The Corporation will 
endeavour to rehabilitate closed industrial 
units or those facing the risk of closure, by 
way of reconstruction of share capital, streng- 
thening of management, diversification of 
products, improvement in technology and 
labour relations, and rendering financial assis- 
tance on soft .terms. 
'. . 

197. During the year under review, IDBI's 
size of operations, both sanctions and dis- 
bursements under all the schemes of finance, 
was markedly larger than during 1969-70. 
Total sanctions of assistance (excluding gua- 
rantees) at Rs. 131.1 crores during 1970-71 
were double the level in 1969-70 (Rs. 65.2 
crores). Disbursements were also higher by 
about 50 per cent, having risen from Rs. 52.3 
crores in 1969-70 to Rs. 78.4 crores in 1970-71. 
Since its inception till the end of June 1971, 
IDBI's assistance sanctioned (excIuding gua- 
rantees) totalled Rs, 466.2 crores and dis- 
bursements Rs. 358.4 crores. Assistance out- 
standing as on June 30, 1971 amounted to 
Rs. 265.3 crores. Besides, guarantees sanc- 



tioned upto the end of June 1971 amounted 
to Rs. 31.0 crores. 

198. IDBI's direct assistance (other than 
for exports) in the form of loans, underwriting 
and guarantees sanctioned to industrial con- 
cerns increased from Rs. 16.3 crores in 1969-70 
in respect of 22 projects to Rs. 51.4 crores in 
1970-71 covering 33 projects. Special at- 
tention continued t o  be paid to comparatively 
small projects introducing new technology 
set up by technician-entrepreneurs, and during 
the year, it sanctioned assistance to  two 
such projects. Besides assisting 16 other pro- 
jects (including three public sector projects), 
which envisaged the setting up of new capacity 
o r  expansion/diversification of existing capa- 
city in various types of industries, supple- 
mentary assistance was granted to  15 projects 
for meeting the over-run in project cost and/or 
relieving the strain on the financial position 
of industrial concerns. I t  has been the policy 
of IDBI to assist public as well as private 
sector projects which are economically viable 
and which could be managed efficiently during 
their gestation period as well as later. 

199. I n  the sphere of refinance of indus- 
trial loans, sanctions during the year a t  
Rs. 25.6 crores were higher by 79 per cent as 
compared with Rs. 14.3 crores in 1969-70. 
Refinance assistance in respect of loans to  
small-scale industries and small road transport 
operators continued t o  increase both in abso- 
lute terms and as a proportion to total re- 
finance. Of the total refinance assistance 
sanctioned for Rs. 25.6 crores in respect of 
1,483 applications during 1970-7 1, those 
granted to small-scale industrial units and 
small road transport operators amounted to 
Rs. 14.8  crores in respect of 1,388 applica- 
tions ; assistance sanctioned to  these sectors 
more than doubled as compared with that 
in 1969-70 (Rs. 6 .1  crores). As a proportion 
of total refinance, such assistance increased 
from 43 per cent in 1969-70 to  58 per cent in 
1970-71. 

200. The scheme for rediscounting of 
machinery bills has benefited several ma- 
chinery manufacturers and users of machinery. 
The face value of bills rediscounted rose 
from Rs. 24.1 crores in 1969-70 to Rs. 28.5 
crores in 1970-71. Total assistance under 
the scheme upto the end of June 1971 amount- 

ed to Rs. 89.9 crores, bcncfiting in all 209 
machinery manufacturers and 1,059 purchnser- 
users of machinery. In order to acquaint 
the discounting banks with the procedural 
matters relating to the scheme and also t o  
benefit from their experience in operating it, 
IDBI conducted recently four seminars of 
commercial bank officers associated with the 
scheme at Bombay, New Delhi, Calcutta and 
Madras. 

201. The IDBL's assistance under the ex- 
port finance scheme also registered a notable 
increase during the year under review. Sanc- 
tions under this head rose from Rs. 12.5 
crores in 1969-70 t o  Rs. 26.1 crores in 1970-71. 
This covers both direct loans and guarantees 
to exporters (Rs. 12.4 crores) and refinance 
of export credits (Rs. 13.7 crores). The 
assistance sanctioned covered exports of a 
wide range of engineering products such as 
steel rails, bars and railway track equipment, 
diesel engines, railway wagons, textile machin- 
ery, transmission line towers, automobiles 
and spares, etc. 

202. During the year, IDBI contributed 
Rs. 1.8 crores to the special debentures of 
ICICI. The amount disbursed t o  ICICI 
since inception upto the end of June 1971 
totalled Rs. 15.7 crores. Besides, IDBI 
subscribed, upto the end of June 1971, Rs. 6.9 
crores t o  the bonds and share issues of 
16 SFCs. 

203. The size of operations of the other 
all-India term-lending institutions also showed 

an appreciable rise during 
Other All-rndia the year under review. 
Term-Lending Thus, the operations of the 
Institutions ICICI showed a marked 

iccrease in sanctions (rupee 
and foreign currency loans, underwriting and 
direct subscriptions) from Rs. 22.8 crores in  
1969-70 (April-March) to Rs. 43.0 crores 
in 1970-71. Its disbursements a t  Rs. 29.2 
crores in 1970-71 were also considerably 
higher than in 1969-70 (Rs. 19.8 crores). The 
increase in sanctions was mainly brought 
about by increases in foreign currency and 
rupee loans. I n  the case of the IFCI, while 
total sanctions (rupee and foreign currency 
loans, underwriting and direct subscriptions) 
registered a notable increase from Rs. 18.6 
crores in 1969-70 to Rs. 35.0 crores in  
1970-71, disbursements during the year a t  



Rs, 17.4 crorcs wcrc morc or less at the same 
lcvcl as in the previous year. 

204. Total loans sanctiorled by 18 SFCs 
(including the Tamil Nadu Industrial Invest- 

ment Corporation) during 
oporationsof the period April 1, 1970 to  
State Financial March 31, 1971 increased 

by over 50 per cent to Rs. 49.0 
crores from Rs. 32.2 crores 

in 1969-70. Disbursements during the period 
were also noticeably higher at Rs. 32.9 crores 
as compared with Rs. 21.4 crores during the 
previous year. Loans outstanding as on 
March 31, 1971 stood at Rs. 127.9 crores, 
registering a net increase of Rs. 23.4 crores 
over the outstanding as on March 31, 1970. 
Of the total sanctions and disbursements 
during 1970-71, the share of small-scale in- 
dustries was Rs. 35,8 crores (73.1 per cent) 
and Rs. 22.7 crores (69 per cent), respectively. 
Till January 1971, i.e., before the Bank rate 
was raised, the effective lending rate of SFCs 
to small-scale industries ranged between 7 
per cent and 8 per cent subject to availability 
of refinance from IDBI at a concessional 
rate of 44 per cent per annum. Consequent 
upon the increase in the Bank rate from 5 
per cent to 6 per cent, IDBI raised its con- 
cessional rate of refinance from 4.5  per cent 
to 5 per cent subject to the rate charged to 
borrowers by the financial institutions not 
exceeding 8.5 per cent. Correspondingly, 
nine SFCs raised their lending rates generally 
by 0.5 per cent. On loans to other units, 
the effective lending rate was between 7.5 
per cent and 10.5 per cent. Four SFCs 
charged interest at 6 per cent per annum to 
borrowing units in backward areas. 

205. In  pursuance of the recommendations 
of the 14th Conference of fepresentatives of 
SFCs, a Working Group on Resource Mobili- 
sation, Profitability and Allied Problems of 
SFCs was set up in April 1970. The Group's 
Report .submitted in December 1970 is a t  
present under consideration of the Reserve 
Bank of India. 

Financing of Small-Scale Industries 
206. The Credit Guarantee Scheme as  

modified with effect from February 1, 1970 
(details of which were given 

CreditGuaranteein the previous year's Re- 
Scheme port) made considerable pro- 

gress during the year under 

review. By the end of June 1971, 149 credit 
institutions including all the major commercial 
banks, and 56 co-operative banks and State 
Financial Corporations had joined the modi- 
fied Scheme. The amount of guarantees out- 
standing as at the end of June 1971 stood a t  
Rs. 790.97 crores as against Rs. 661.77 crores 
a t  the end of June 1970. Since the inception 
of the Guarantee Scheme in July 1960 upto 
the end of June 1971, claims of guarantee 
obligations numbering 200 for an  aggregate 
sum of Rs. 27.15 lakhs were paid to  the credit 
institutions. However, as a t  the end of 
March 1971, amounts reported in default, 
which might eventually lead to settlement 
of claims, covered 1,799 cases for Rs. 589.04 
lakhs, as against 463 cases for Rs. 141.97 
lakhs as at the end of June 1970. 

207. One of the important objectives of 
the modified Scheme is to introduce an  ele- 
ment of automaticity in the guarantee cover 
available to  credit institutions. This has 
been achieved in asmuchas the credit facilities 
granted to  small-scale industries by banks/ 
Corporations are deemed to be guaranteed 
as soon as they are granted and reported t o  
the Guarantee Organisation (RBI) in the 
prescribed quarterly statements. Further, 
under the modified Scheme, the Guarantee 
Organisation bears a larger risk than under 
the earlier Scheme. To ensure that credit 
institutions exercise due vigilance and care in 
sanctioning and recovering advances t o  small- 
scale industrial units, the Guarantee Organi- 
sation has introduced a programme of test 
checks of quarterly statements by deputing its 
officers t o  the branches of banks. During the 
first year of the operation of the modified 
Scheme, 5 per cent of the reporting branches 
were selected for test checks. 

208. As the Guarantee Scheme has been 
introduced with a view t o  enlarging the flow 
of institutional credit to  small-scale industries, 
the Guarantee Organisation operates the 
Scheme in a manner helpful t o  the small 
industries, particularly the weaker units. 
On a suggestion made by the Guarantee 
Organisation, 74 banks (including major 
commercial banks) and 16 State Financial 
Corporations have agreed to  bear themselves 
the guarantee fee a t  1/10 of 1 per cent instead 
of recovering it from their constituents. 
With the guarantee facilities afforded under 
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the Scheme, credit institutions are expected 
to liberalise, where necessary, their terms 
of lending to  small-scale industries, parti- 
cularly in regard to margin requirements. 
Soft loans or loans on a clean basis, wher- 
ever deserving, might be extended by credit 
institutions, especially in respect of schemes 
promoted by qualified technicianslentrepre- 
neurs. The Guarantee Scheme covers such 
soft or clean advances. Where a unit defaults 
in the payment of its dues to a bank, the Gua- 
rantee Organisation examines expeditiously the 
possibility of rehabilitating it and in deserving 
cases, the credit institution is urged to under- 
take a programme of nursing. 

209, During the 9 month period. July 
1970 to March 1971, total credit limits sanc- 

tioned by scheduled corn- 
Scheduled Commercial mercial banks to small- 
Banks' Finance to scale industries recorded a 
Small-Scale 
Industries 

rise of Rs. 83.8 crores to 
Rs. 868.3 crores over and 

above the increase of Rs. - 156.8 crores in 
limits sanctioned in the corresponding period 
of 1969-70. The number of units financed 
increased from 89,307 to 1,03,550 or by 
15.9 per cent. The amount of outstanding 
advances totalled Rs. 493 .I crores as at the 
end of March 1971, showing a rise of Rs. 79.1 
crores as against an ihcrease of Rs. 108.3 
crores during July 1969-March 1970. The 
relatively smaller rise in credit extended by 
banks t o  small-scale industries during the 
period under review has to be viewed in the 
context of spurt in advances to this sector 
since June 1968, the rise in credit between 
June 1968 and June 1970 being Rs. 224 
crores. It is also significant to note that the 
proportion of bank credit to small-scale in- 
dustries in total bank credit has gone up 
from 9.8 per cent in June 1970 to 10.6 per 
cent in March 1971, indicating that the im- 
pact of credit stringency witnessed during 
the latter part of 1970-71 busy season was 
felt less on the flow of credit to small-scale 
industry sector than on other sectors. The 
share of industrially backward States in 
advances to small-scale industries has gone 
up since June 1968, the increase being parti- 
cularly marked in respect of Andhra ~radesh, 
Bihar and  Uttar Pradesh. The amount of 
term loans (including instalment credit) 
sanctioned by scheduled commercial banks to 

small-scale industrial units os at the end of 
December 1970 was of the order of Rs. 112 
crores, the outstanding against which amount- 
ed to Rs. 76 crores, i.e., about 16 per cent of 
the total credit to this sector, 

210. The banks in the public sector (the 
State Bank of India and its subsidiaries and 
14 nationalised banks) accounted for 89 
per cent of the total outstanding credit to 
small-scale industries, the share of the State 
Bank of India and its subsidiaries being 40 
per cent. The credit limits sanctioned by 
the State Bank of India Group to small-scale 
industries as at the end of March 1971 
amounted to Rs. 320.4 crores recording a 
rise of Rs. 28 crores over the June 1970 level. 
This increase was less than half the rise in the 
corresponding period of 1969-70. The out- 
standing credit by this Group to small- 
scale industries at Rs. 197 crores as at the end 
of March 1971 showed a rise of Rs. 33.7 crores 
(or 21 per cent) over the level at  the end of 
June 1970. The amount of loans sanctioned 
by the State Bank of India Group, under 
their Scheme for financing craftsmen and 
other qualified entrepreneurs, more than 
doubled from Rs. 3 . 4  crores covering 297 
units as at the end of March 1970 to Rs. 7.1 
crores covering 562 units as at  the end of 
March 1971. 

21 1. The 14 nationalised banks sanctioned 
to small-scale industrial units credit limits for 
an aggregate amount of Rs. 459 crores as at 
the end of March 1971, showing a rise of 
Rs. 47 crores (or 11 per cent) between June 
1970 and March 1971. The number of units 
financed by these banks increased by 5779 
during the period. Outstanding credit at 
Rs. ' 244 crores at  end-March 1971 showed 
an increase of Rs. 37.2 crores which was some- 
what lower than the increase in the corres- 
ponding period of 1969-70 (Rs. 50.7 crores). 

212. A reference was made in the last 
year's Report to  the special schemes for- 
mulated by banks to finance technically 
qualified entrepreneurs on liberal terms. 
Data available for seven nationalised banks 
show that these banks had, under their re- 
spective schemes, sanctioned Rs. 1.35 crores 
covering 540 entrepreneurs as at the end of 
December 1970. 



213. Therc was a further step-up in the 
scale of assistance by scheduled commercial 
banks to small road and water transport 
operators. Credit limits sanctioned to this 
sector as on the last Friday of March 1971 
amounted to Rs. 63.9 crores, showing a rise 
of Rs. 23.2 crores over endJune 1970 level 
as compared with the rise of Rs. 20.8 crores 
in the corresponding period of 1969-70. 
The amount of outstanding credit at Rs. 47.5 
crores as at the'end of March 1971 was about 
50 per cent higher than that as at the end 
of June 1970 (Rs. 30.6 crores). There was 
also a marked increase in the credit extended 
by scheduled commercial banks for setting 
up industrial estates, the amount of limits 
sanctioned being Rs. 3.74 crores as at the end 
of March 1971 as against Rs. 1.17 crores 
as at the end of March 1970, and the amount 
outstanding being Rs. 3.17 crores as compared 
with Rs. 36 lakhs. 

Unit Trust of India 

214. Sale of 'units during the period July 
1, 1970 to June 30, 1971, amountedto 
Rs. 18 .OO crores as against Rs. 22.83 crores 
in the corresponding period of the preceding 
year ; the corresponding repurchases were 
Rs. 3.19 crores and Rs. 2.03 crores. A 
moderate set-back noticed in 1970-71 re- 
Aected mainly the hardening of the interest 
rates in the economy, which improved the 
competitive position of other investment 
media available to investors in the relatively 
small and medium income groups. Another 
important factor was the extension, under the 
Finance Act, 1970, of exemption from income- 
tax to income (upto Rs. 3,000) earned from 
investments in practically all types of financial 
assets ; till then this exemption was restricted 
to income upto Rs. 1,000 each from invest- 
ment in the Trust units and dividends on 
shares in Indian companies (apart from the 
whole of the interest earned on a number 
of small and postal savings schemes). 

21 5. The aggregate value of units sold and 
outstanding with the Trust as of June 30, 
1971 amounted to over Rs. 92.25 crores, the 

total number of unit-holders registered with 
the Trust being over 3,80,000. As of June 30, 
1971, overall investments of the Trust aggre- 
gated Rs. 105.14 crores. Of these, ordinary 
shares accounted for Rs. 39.66 crores (37.7 
per cent), preference shares for Rs. 13.08 
crores (12.4 per cent), debentures for Rs. 40.89 
crores (38.9 per cent) and Government securi- 
ties and bonds of financial corporations for 
Rs. 0.45 crore (0.4 per cent). The balance of 
Rs. 1 1 .06 crores (10.6 per cent) represented 
advance deposits for debentures which the 
Trust had agreed to underwrite/subscribe, 
application money for purchase of shares and 
debentures, advance call deposit and call and 
short notice deposits. 

216. There was a further expansion in the 
network of agents and stock brokers who 
canvass sale of units among the investing 
public. The number of approved agents 
and brokers as on June 30,11971 stood at 2,756 
and 320, respectively, as against 2,303 and 
315 as on the corresponding date last year. 
Besides sales over the counter at the Trust's 
Offices, units continued to be on sale at all 
the branches of leading banks and at about 
18,000 post offices throughout the country. 

217. Reference was made in the last 
Report to the Children's Gift Plan, 1970, 
launched by the Trust from July 1, 1970, 
which provides a facility to parents, close 
relatives of a minor child and others to accu- 
mulate capital in the form of units for the 
benefit of the child. The Plan has made a 
good start, sale of units under it till June 30, 
1971 amounting to over Rs. 56 lakhs under 
more than 2,300 applications. A 'Unit-Linked- 
Insurance Plan' is being formulated in co- 
operation with the Life InsuranceCorporation 
of India and this is proposed to be introduced 
shortly. The main objective of this Plan 
is to provide investors, especially from the 
relatively small and middle-income groups 
of the community, a facility for regular savings 
and investment of these savings in units of the 
Trust combined with the advantage of life 
insurance cover during the period of the 
Plan. 



111. PROGRESS IN COMMERCIAL BANKING 

218. The nationalisation of major corn- 
mercial banks was done 'to control the heights 
of the economy and to meet progressively 
and serve better the needs of development 
of the economy in conformity with national 
policy and objectives.' The entire gamut 
of Government's economic policy has been 
re-oriented in recent years with a view to 
bringing about a better regional balance and 
also a more egalitarian economic base. The 
Lead Bank Scheme and programmes for 
branch expansion would no doubt bring 
about a wider territorial spread of banking 
facilities. With a view to subserving, in a 
positive way, the social priorities through the 
banking system, a beginning has already 
been made in refining the existing methods 
and criteria used by the banks. The natio- 
nalised banks have considerably diversified 
their lending policies ; simultaneously, the 
Reserve Bank on its part has been endeavour- 
ing to provide precise measures and guide- 
lines in this regard. In concrete terms, while 
the credit needs of organised sectors of in- 
dustry and trade, which the banks hitherto 
almost solely met, continue to be provided 
for, institutional credit facilities at reasonable 
rates of interest are extended to a large number 
of borrowers of small means, such as small 
farmers, small-scale manufacturers, retail 
traders, road-transport operators, small 
businessmen, professionals and self-employed 
persons. For the small-scale industries sector, 
a Credit Guarantee Scheme has been in 
operation now for more than a decade. This 
Scheme was systematically revised last year 
and the guarantee cover for the banks' lending 
to  such industries was made almost automatic. 
But, there are still smaller borrowers than 
the small-scale industries who had been almost 
neglected by the banking system. With a view 
t o  facilitating the extension of credit, to such 
borrowers whose activities possess consider- 
able employment potential, appropriate 
guidelines have been issued by the Bank. 
Guidelines have also been issued in respect 
of banks' lendings to agriculture, another 
field which was till recently practically out- 
side the commercial banking lending system. 
Bank lending for such categories does, how- 
ever, involve an element of risk and needs 
some cover of guarantees and therefore, a 
new public limited company known as the 

Credit Guarantee Corporatiotl of India Ltd., 
has been set up and the Corporation has 
formulated definite schemes of giving gua- 
rantee. 

219. The following paragraphs bring out 
details of organisational changes and various 
schemes for bank lendings and the Reserve 
Bank guidelines thereon. 

220. A reference was made in the previous 
year's Report to the constitution, by the 

Central Government, of 
Scheme for the first Boards of Direc- 
Broad-based tors for each of the fourteen 
Board f o r  
Nationalised nationalised banks with 
Banks effect from July 18, 1970. 

With the constitution of 
the first Boards of Directors, the Reserve 
Bank's directive of February 16, 1970, 
requiring the nationalised banks to obtain its 
prior approval for certain specified types of 
transactions, was withdrawn on August 14, 
1970 and the banks were advised that the 
matters referred to therein should thence- 
forward be decided by their respective Boards 
of Directors. Subsequently, a scheme called 
the Nationalised Banks (Management and 
Miscellaneous Provisions) Scheme, 1970 
was framed by the Central Government under 
Section 9 of the Banking Companies (Acquisi- 
tion and Transfer of Undertakings) Act, 1970. 
Under the Scheme, each nationalised bank will 
have on its Boards directors not exceeding 
15. Sub-section 3(a) of Section 9 of the 
Act lays down that every Board of Directors 
constituted under the Nationalised Banks 
(Management and Miscellaneous Provisions) 
Scheme framed under sub-section 1 of 
Section 9 shall include representatives of the 
employees and depositors of such banks and 
such other persons as may represent the 
interests of each of the following categories, 
viz., farmers, workers and artisans. The 
Scheme provides for two representatives of 
the employees of the bank and one of the 
depositors, besides providing one representa- 
tive each of the interests of farmers, workers 
and artisans. Government are also empower- 
ed to appoint not more than five directors from 
amongst persons having special knowledge 
or practical experience in respect of one or  
more matters which are likely to be useful 



for the working of the nationalised banks 
There will also be not more than two whole. 
time Directors, of whom, one shall be the 
Managing Director. Besides, there will be one 
official of the Reserve Bank of India and one 
official of the Central Government on each of 
the Boards. 

221. The Scheme also makes provision 
for the appointment in each nationalised bank 
of two employees on the Board of Directors- 
one from among those who are workmen in 
the bank and the other from the employees 
in the bank other than workmen. The 
director from the employees who are work- 
men is to be appointed by the Government 
out of a panel of three names furnished by the 
Representative Union in the concerned bank. 
The other director from amongst employees 
who are not workmen would be appointed 
by the Government in consultation with the 
Reserve Bank of India. 

222. A Representative Union has been 
defined in the Scheme as a Union registered 
under the Trade Unions Act, 1926 (16 of 
1926) or a federation of such Unions, where 
such Union or federation, as the case may be, 
is certified, after due verification by the Chief 
Labour Commissioner (Central), as having 
the largest number of workmen employed in 
the nationalised bank as members who have 
regularly paid their dues to the Union or to 
any of the Unions constituting the federation. 
This is subject to a minimum of 15 per cent of 
the total number of workmen employed in 
the concerned nationalised bank being veri- 
fied members of the Union or federation. 
The First Schedule to the Scheme prescribes 
the procedure to be followed for verification 
of membership of Unions operating in natio- 
nalised banks. 

223. Under the Act, referred to above, 
the Scheme is required to be placed before 
both the Houses of Parliament for a minimum 
period of thirty days before it could be 
brought into force. The Scheme was ac- 
cordingly placed before both the Houses 
of Parliament on November 17, 1970 and was 
discussed by the two Houses in December, 
1970. 
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224, with regard to their overseas 
branches, the nationalised banks are taking 

suitable steps according to 
Foreign local laws in each country for 
Branches of . effecting the transfer of the 
Nationalised 
Banks and other assets, 

etc., standing in the names 
of the then existing banks to the corres~onding 
new banks. As mentioned in the previous 
year's Report, in Uganda, the two nationalised 
banks concerned, ~ i z . ,  Bank of Baroda and 
Bank of India, have formed subsidiary corn- 
panies to comply with the local legal require- 
ments. The Government of Uganda had ear- 
lier acquired 60 percent of shares in these com- 
panies. This position has recently undergone 
a change and the Government share-holding in 
the company has been reduced to 49 per cent. 
Negotiations are now in progress for taking 
over the subsidiary Bank of India by the sub- 
sidiary Bank of Baroda. In the case of the 
branches in Malaysia, as foreign State-owned 
or State-controlled banks are not permitted 
to carry on banking business in that country, 
it is proposed to form a new company to take 
over the business of the eleven branches of 
the three Indian banks, viz., Indian Bank, 
Indian Overseas Bank and United Commercial 
Bank. The three corresponding new banks 
in India and Malaysian citizens of Indian origin 
would each hold 339 per cent of the paid-up 
capital of the proposed company. 30 per cent 
of the paid-up capital would be allotted to other 
Malaysian citizens, companies and corpora- 
tions resident in Malaysia and the remaining 
35 per cent would be unrestricted. As for 
branches in Singapore, the Parliament of that 
country has passed the Banking Act, 1970 
which came into force in January, 1971. 
Under Section 9 of the Act, no bank whose 
Head Office is situated outside Singapore shall 
be granted licence unless (i) its issued and 
paid-up capital is not less than the equivalent 
of 6 million Singapore dollars (about Rs. 1.47 
crores), and (ii) it holds net Head Office 
funds not less than 3 million Singapore-dollars 
(about Rs. 73.50 lakhs), in respect ' of its 
business in Singapore at all times in the form 
of approved assets. The banks arc required 
to comply with these provisions within a 
period of two years from the date of coming 
into operation of the said Act, i.e., by the end 
of December, 1972. Further, every bank 
in Singapore is required to pay such annual 
licence fee as may bc prescribed by their 



Government. For the year 1971, licence fee 
of S. 8 50,000 for the main branch and 
S. $ 5,000 for each of the sub-branches in 
Singapore has been prescribed and the four 
banks, viz., United Commercial Bank, Bank 
of India, Indian Bank and Indian Overseas 
Bank, have paid the requisite fees for the year. 

225. The future set-up of the foreign , 
branches of the Indian banks is under con. 
sideration. 

, -  226. The previous year's Report contained 
genesis, objectives and basic programmes of 

the Lead Bank Scheme in- 
Bank troduced by the Bank in Scheme 

December 1969. The basic 
objective was one of orienting banking deve- 
lopment in the country towards an "area 
approach" and thus ensuring that the develop- 
mental needs of all regions and all sections 
of the community are served by the banking 
system in conformity with national priorities. 
Under the Scheme, all the districts in the 
country were allotted among public sector 
banks and a few of the private sector banks. 
Each bank is expected to survey the potential 
for banking development in the allotted 
districts, to  identify institutional and credit 
gaps and to take the initiative in endeavouring 
t o  fill them and thus intensively involve itself 
in  the process of economic advancement of the 
districts concerned : in sum, the promotion 
of the development of the district through 
the medium of banks. The immediate task 
before the banks, therefore, was to acquire 
a basic knowledge of the districts allotted to 
them so as to  enable them to formulate suit- 
able schemes of action. For this purpose, 
banks were asked to carry out quick and 
impressionistic initial surveys of resources and 
potentials of the districts allotted to them. 
On completion of surveys for some of the dis- 
tricts allotted to  each bank, with a view to 
bringing about greater. co-ordination amongst 
themselves and the district developmental 
programmes and laying down the basis of 
follow-up programme of action, a team of 
three officers from the Reserve Bank and the 
Union Finance Ministry held intensive, in- 
dividual discussions regarding the surveys 
with the Custodians/Chairmen and Senior 
Officials so as to improve the scope of the 
survey and highlight the significance of the 
scheme and the follow-up action needed. 

227. Good progress has been made by the 
banks in  completion of surveys of the districts 
allotted to them. The Survey reports in 
respect of 165 districts out of 335 have been 
completed and the reports in respect of most 
of the other districts are in the process of pre- 
paration. 

228. To set the pattern of mutual co- 
operation among banks and illustrate the 
manner of allocation of identified centres, 
the Bank convened regional conferences of 
bankers at six cities, viz., Madras, Calcutta, 
Patna, Kanpur, Bhopal and Delhi in which, 
of the 1,194 unbanked centres identified by 
the lead banks in the course of their surveys, 
383 centres were allotted to lead banks and 
341 centres to other banks. Banks have been 
told that, as far as possible, the process of 
branch expansion in identified centres in each 
district should be done under the auspices 
of the concerned 'lead bank.' Following this 
pattern, banks have been convening meetings 
to finalise allotment of centres identified by 
them. 

229. To provide a basis for appropriate 
follow-up action at the district level including 
co-ordination of commercial banks' pro- 
grammes with the district development pro- 
grammes, some banks have already set up Co- 
ordination Committees comprising represen- 
tatives of financial institutions operating in 
the district and district officials. 

230. Credit planning or a rational alloca- 
tion of the resources available with banks, 

is an important aspect of 
Credit Planning economic planning and policy. 

The significance of such plan- 
ning is enhanced when banks have to operate 
principally with the deposits they are able to  
mobilize and when recourse to borrowings 
from the central banks is restricted and is 
itself tuned to overall plan and monetary 
requirements. For the system as a whole, 
the Reserve Bank undertakes formulation of 
a broad credit plan, taking account of the 
national priorities, the anticipated pace of 
deposit accretion, general economic situation 
and likely developments in different sectors. 
The first step in the formulation of a credit 
plan is to provide allocation for certain pre- 
emptions such as investments in Government 
securities and the requirements of certain 



essential governmental commercial operations 
like food procurement, buffer stock opera- 
tions, etc. Another important step is that 
of arriving at aggregative estimates for key 
sectors, including the priority sectors. Sepa- 
rate estimates are made for the busy and slack 
seasons, particularly in respect of sectors 
susceptible to seasonal changes. 

231. Against the background of this 
broad credit plan for the system as a whole, 
the individual credit plan of each bank is 
viewed. Discussions are held periodically 
with each individual bank to assist it in 
working out its programme for deployment of 
funds, taking account of the special circum- 
stances in which each bank operates and with 
the objective of serving national priorities while 
maintaining reasonably good profitability. 
To this end, advice is given to raise the credit- 
deposit ratio in cases where it is low. Since 
any scheme for fuller utilisation of resources 
presupposes a substantial 'roll over' of credit, 
banks are asked to explore the scope for 
redeployment of existing credit and linking 
it to genuine productive purposes. There is, 
besides, the effort to enlarge the use of the 
bill of exchange as an instrument of credit 
under the new Bill Market Scheme. As an 
initial step in this direction, banks are endea- 
vouring to change over from the existing 
practice of lending against book debts of 
companies, etc., to that of discounting bills 
drawn in respect of such transactions. Also 
in this context, the need to ensure the recovery 
of loans, extended particularly to sectors in 
which the banks are yet relatively inexperienc- 
ed, is stressed. Considering the complexity 
of the tasks ahead, banks are asked to devote 
urgent attention to the building up of a strong 
organisational set-up to undertake compre- 
hensive credit plans for the future. 

232. The Credit Authori5ation Scheme, 
which was introduced by the Reserve Bank 

in 1965 as one of the measures 
Credit Authorisa-to align bank credit in ac- 
tion Scheme cordance with Plan priorities, 

has undergone a major trans- 
formation during the year under review. 
The focus, which was purpose-oriented, has 
been widened to cover credit appraisal on the 
part of the scheduled commercial banks with 
a view to imposing financial discipline on the 
larger borrowers. For the purpose of proper 

assessment of the credit requirements in the 
light of the past performance as revealed by 
the financial statements of borrowers and the 
end-use of the credit, the Bank had, in terms 
of the circular letter of June 30, 1970, int~-0- 
duced a comprehensive set of forms for credit 
appraisal, as finalised by the Study Group 
set up for the purpose. Accordingly, banks 
are now required to collect and study data 
furnished by borrowers on (a) utilisation of 
the existing credit limits, (b) total working 
capital requirements and bank finance per- 
missible together with the data relating to 
the borrowing company's ability to meet the 
gap between the two, (c) comparative finan- 
cial position for the previous 3 years, (d) 
cash flow and (e) in respect of term loans, 
project cost and financing thereof. The 
other aspects now required to be looked into 
are inter-corporate lending and investments, 
excessive inventory build-up, diversion of 
short-term funds for acquisition of fixed/ 
non-current assets, payment of guarantee 
commission inspite of the secured nature of 
facilities or the low worth of the guarantors, 
etc. In other words, banks would now be 
required to lend on the basis of credit ap- 
praisal and actual needs of the borrowers. 
The regulatory system now evolved by the 
Bank, with a better co-ordination with the 
scheduled commercial banks, will permit a 
proper evaluation and financial appraisal 
and is expected to be a more effective mecha- 
nism for appropriate use and dispersal of 
bank credit. Banks have been advised that 
the collection of data in the prescribed forms 
should not be considered as an end in itself, 
but as a tool for taking judicious decisions 
on the proposals for credit facilities. It has 
also been suggested to them that systematic 
collection and processing of financial data 
should serve as guide for forecasting the 
credit requirements of the borrowers in the 
light of their past performance. As some of 
the banks indicated in this connection that 
their officers may require training in the 
matter of processing the applications for 
credit facilities in a systematic manner, the 
Bank has decided to have series of courses 
at the Bankers Training College, Bombay for 
imparting the necessary training. 

233. In May 1971, the Scheme which was 
originally applicable to credit limit of Rs. 1 
crore or  more was further extended to cover 



individual term credit limits exceeding Rs. 25 
lakhs as well. Accordingly, the banks were 
asked to seek prior authorisation* under the 
Scheme for sanctioning (singly or joitltly 
with other institutions) individual medium 
or long-term loans exceeding Rs. 25 lakhs 
repayable over a period of more than three 
years t o  any single party, irrespective of the 
totality of the credit limits available to it from 
the banking system as a whole. This measure 
was also considered necessary as term loans 
are now granted by scheduled commercial 
banks on a significant scale, and there is, 
therefore, an imperative need for co-ordination 
in the activities of the banks and term-lending 
institutions. This type of discipline is all 
the more necessary as the working capital 
requirements of the industrial concerns would, 
in any case, have to be met by the commercial 
banks. Further, the scheduled commercial 
banks have been' asked to furnish to the 
Bank a quarterly statement (commencing 
from the quarter ending September 24, 1971) 
showing certain particulars of all term loans 
exceeding Rs. 10 lakhs and repayable after 
three years, sanctioned by them during each 
quarter. 

234. The working of the Credit Authori- 
sation Scheme has, however, been operated 
with flexibility in order to ensure adequate 
availability of credit to industrial concerns 
which developed financial strains and needed 
sizeable and, sometimes, immediate credit 
facilities. Thus, in order to  relieve the sugar 
industry from acute financial difficulty which 
it was facing, the Bank, in April 1971, 
advised 12 - major banks (which were mainly 
financing sugar mills) that they need not seek 
the Bank's prior approval for sanctioning 
increased credit limits to  the individual sugar 
units t o  the extent of 125 per cent of the 
previous season's maximum outstandings. 

the Credit Autliorisotion Sclicnic has bccn 
liberaliscd so that tlrc comnicrcic~l batiks can 
grant tenlporary or urgent credit filcilitics 
to thc individual units (including coal com- 
panies) in the region, without prior autliori- 
sation. In fact, all feasible proposals for 
larger credit facilities o r  for financing all 
sick units have generally been expeditiously 
cleared both at the bank level as also under the 
Scheme. Similarly, the problems of the 
industries in Orissa and Assam, where their 
growth has been comparatively slow, have 
also been properly looked into as far as the 
credit facilities to larger borrowers are con- 
cerned. 

236. During the year July 1970-June 
1971, 338 applications were received from 
banks for authorisation of credit limits under 
the Scheme. The proposals were n~ostly 
for the purpose of meeting the working 
capital requirements and a few were for 
financing expansion/modernisation, etc., of 
the concerns engaged in defencelexport- 
oriented and other priority industries. As 
for the rejection of certain applications, the 
main reasons were : ( i )  Gross under-utilisa- 
tion of the existing limits ; (ii) Cornering or  
stock-piling of raw materials ; (iii) Concen- 
tration of bank advances in the hands of a 
single party ; (iv) Excessive reliance on bank 
borrowings, the company's own resources 
having been diverted for inter-corporate in- 
vestments/lending ; (v) Advances sought from 
a commercial bank to avoid the financial 
discipline imposed by the Industrial Develop- 
ment Bank of India and other term financial 
institutions ; and (~li) Advances which would 
indirectly defeat the purpose of selective 
credit control, i .e.,  clean loans or advances 
against other assets, e.g., shares, block assets, 
etc., to dealers in commodities covered by 
the directives. 

235. Also, in order to  assist industrial 237. The progress recorded in the ex- 
units ill the Eastern Region which is beset pansion of branch net-work of the cominercial 

with many political and labour problems, banks during 1970 was un- 
Branch precedented. Taking the 
Expansion * Prior authorisation tmder the Scheme is not neccs- comn~ercial banks as a whole, 

snry in respect of (i) term-loans by way of post-shipment as against 677 and 1,369 
credit relating to exports (ii) term-loans granted to brancheS opened during the years 1968 and 
Electricity Boards and Public Sector Undertakings and 
thmc granted against guarantee of Central and State 1969, respectively, the new branches opened 
Governmerlts and (iii) term-loans granted on the pari during 1970 totalled 2,137. The performance 
bmu basis with the Industrial Development Bank of India Of fourteen nationalised banks in this regard 
and ~\gricultural Refinance Corporation or under their 
refinancing schema. was particularly impressive. These banks 



opcncd nt; many as 1,285 bank branct~us 238. The tempo of branch expansion 
during 1070 ;Is ;~g;~inrl Yl3 ill 1969 and 405 continued during the first half of 1971. Thus, 
i I .  Eyunlly itvpressivc war the progress there was n further addition of 833 bank 
nindc by thc St;tte Bank and its subsidiaries, branches opcncd by commercial banks 
whicli together ope~~ed  626 ncsv branchcs together during this period ; of these, 444 
during 1970 as compiircd with 199 in 1969 were opened by the 14 nationalised banks and 
and 161 in 1968. 265 by the State Bank group (Table 34). - 

Table 34-Now Offices Opened by Commercial Banks during 1969-70 and 1970-71 

New Ofices opened by commercial bnnks - Bank Offices 
1960-70 1970-71 

As on As on 
July-IJcc. Jan.-June July-Jiinc July-Dec. Jan.-June July-June June SO, June 30, 

11)110 1970 1061)-70 1070 1971 1070-71 1970 1071 

3. 1:ourtcai ~iatiol~nliuctl 
b;lr~ks . . QVH 077 1186 608 444 1062 5318 6368 

(313) (517) (830) (413) (245) (G6S) 

Ail co~~~rncrcial banks . . 793 
(470) 

h'ole : 1:igurcs within brackets relate to oflices opened at unbanked centres. 
* Excludzng oGces closed during the year. 

239. The Bank's Annual Report for 1969- 
70 had contained the details of a programme 
of branch expansion drawn up by the Reserve 
Bank in December 1969, under which 22 
public sector banks and 8 private sector 
banks were required to open, during the year 
1970, 1,350 offices, including 1,186 at un- 
banked centres. As against this target, the 
concerned banks opened 1,155 offices includ- 
ing 997 at unbanked centres. 

240. For the accounting year 1970-71 
as a whole, the opening of new offices by all 
commercial banks totalled 1,890 as against 
1,873 in 1969-70 (Table 34). Of the 1,890 

offices opened during 1970-71, fourteen 
nationalised banks accounted for 1,052 offices 
and State Bank of India -and its subsidiaries 
for 585 offices. Of the total, 1,194 offices 
were opened at unbanked centres. 

241. The territorial spread of banking 
has also gained considerable momentum 
since bank nationalisation. Thus, out of 
3,763 new branches opened during the first 
two years of nationalisation (from July 1, 1969 
upto end-June 1971), as many as 2,480 bran- 
ches (66.0 per cent) were opened in the 
hitherto unbanked centres (Table 35). Even 
out of these offices opened in the hitherto 



Table 35--State-wise Distribution of Bank Otficas u at ond.juns 1969, end.Juna 1970 and and*Junr inl. 
---...-..-- 

NO. of aflicn nr O~xtrcct ititring Cl lwlml  tiwing I'rrpu\atior$ 
at thc cnd o f  ' 1 9~11.70 1U7tt.11 jrr trmk oflirc --- - -  (it] t t t ~ ~ ~ u l r )  

StatesjUnion Tcrritoria Junc June June Of w11icll Of w lric-ij as at t1,c end il 
190'J 1970 IUil Total at ttnlt.lnkni TOL~I at cinlxttlknl 

cc111rrs CCII~IW J I I I ~ C  JUIIC 
IUG9 1U7l 

(1) (2) (3) (4) (5 )  (6) (7) (8) ($3) 

Stalcs 

1. Andhra Pradesh . . . 607 723 809 166 101 147 95 - 10 r tO 

4. Gujarat . . . . . .  762 919 1105 107 104 187 100 34 24 

6. Haryana . . . . . .  172 210 268 47 32 39 19 67 39 

6. Himachal Pradesh . . . .  42 02 87 21 20 25 43 80 30 

. . . .  7. Jammu and Kashmir 35 74. 101 39 29 27 13 114 46 

8. Kerala . . . . . .  001 713 845 '112 73 132 100 35 26 

0. Madhya Pradesh . . . .  343 460 660 117 104 107 02 11U 73 

10. Maharashtra . . . .  1118 1304 1471 180 87 107 80 4 4 34 

Mysore . . 
Nagaland . . 
Orissa . . 
Punjab . . 
Rajasthan . . 
Tamil Nadu . . 
Uttar  Pradesh . . 
West Bengal . . 

Union Teuitorks 

19. Andaman, Nicobar Islands . . 
20. Chandigarh . . . . . . 
21. Dadra and Nagar Haveli . . 
22. Delhi . . . . . . 
23. Goa, Daman and  Diu . . 
24. Laccadiv and Minicoy Islands.. 

25. Manipur . . . . . . 
26. NEFA . . . . . . - - 3 - 

27. Pondicherry . . - . . .. 12 13 2 0  1 

28. Tripura . . . . .. 6 6 12 1 

Total .. 8262 10131 12013 1873 



un-banked centres, as much as 34 per cent 
werc opened in phe relatively underdeveloped 
States of Uttar Pradesh, Bihar, Orissa, West 
Bengal, Assam, Madhya Pradeshland Jammu 
and Kashmir. In the UnionTerritories of Dadra 
and Nagar Haveli, Manipur and Tripura, a11 
the new offices opened during the period were 
in the hitherto un-banked centres, The pro- 
portion of new offices opened in the hitherto 
unbanked centres to the total number of new 
ofices opened during 1969-70 and 1970-71 
was more than 67 per cent in eight States, 
viz., Madhya Pradesh (74 per cent), Tamil 
Nadu (72 per cent), Assam (82 per cent), 
Uttar Pradesh (68 per cent), Rajasthan (68 
per cent), Mysore (69 per cent), West Bengal 
(73 per cent) and Bihar (70 per cent). 

242. The phenomenal increase in branch 
expansion is also reflected in a sharp decline 
in the national average of population covered 
by bank offices from 65,000 per office as at 
the end of June 1969 to 46,000 per office at 
the end of June 1971. Similarly, the average 
population per bank office has been brought 
down in all the States and substantially in 
most of the States (Table 35). The number 
of districts without bank offices which stood 
at 13 at the end of December 1967 came down 
to 3 at the end of June 1971 and even i n  
these 3 districts 6 licences have been issued 
for the opening of branches. . . 

243. Table 36 brings out the centre-wise 
distribution of bank branches in the country. 

Table 36-Centre-wise Distribution of Commercial Bank Branches 

No. of branches as at the end of 
-- 

June 1969 June 1970 Dec. 1970 June 1971 

% t o  % to % t o  % fo 
No. total No. total No. total No. total 

(i) Rural . . . . . . 1,832 22.4 3,062 30.2 3,766 33.6 4,279 35.6 

(ii) Semi-urban . . . . . . 3,322 40-1 3,695 36.5 3,880 34.6 4,016 33.4 

(iii) Urban . . . . . . 1,447 17.5 1,583 15.6 1,673 15.0 1,778 14.8 

(iv) Metropolitan/Port-towns . . 1,661 20.0 1,791 17.7 1,865 16.8 1,910 16.2 

Total . . . . 8,262 100.0 10,131 100.0 11,184 100.0 12,013 100.0 

I t  may be noticed that in the programme of 
branch expansion by commercial banks, 
there was a distinct shift in favour of rural 
areas during the period under review. The 
proportion of bank branches in rural areas 
increased from 22.4 per cent of the total as 
a t  the end of June 1969 to 30.2 per cent at 
the end of June 1970 and to 35.6 per cent as 
a t  the end of June 1971. 

244. Allowing for the change in number of 
offices due to transfer of assets and liabilities, 
closure of offices, inclusion of banks in the 
Second Schedule, etc.,the number of offices of 
scheduled commercial banks increased by 
1,954. Offices of non-scheduled banks, 
however, declined by 72 during the period 
(Table 37). As at the end of June 1971, the 
number of offices of scheduled and non- 

. % 

scheduled banks stood at 11,892 and 121, 
respectively. At the end of June 1970, the 
corresponding figures were 9,938 and 193, 
respectively. 

245. In the context of the urgent-need for 
mobilising deposits and inculcating the habit 
of thrift amongst students, workmen, etc., 
it has been decided to encourage commercial 
banks to open extension counters at places 
like schools, colleges, factories, etc., and 
conduct restricted types of business. Such 
counters will be attached to the nearest offices 
of the concerned banks. 

246. I t  was also mentioned in the previous 
year's Report that banks were asked to sub- 
mit praposals for their branch expansion 
in banked centres, including metropolitan 



Table 37-Number of Offices Opened and Closed by Scheduled and Non-Schcdulcd Commcrclrl 
Banks in  lndia 

Changcs due to 
anlalgan~rltion, Ovcrall Xt~rnlxr 

New rncrgcrs, transfers Existing vzrialiot~ crf r~liiccu 
ofliccs of assets and liabi- t)tiircs in t11c :it tllc rr~cl 

openeci litics and inclusion closrd nun~lwr of or 111~. 
in :inti exclusiotl olliccr ~xricul 
from thc Second 
Schcdulc to the 
R .  B. I. Act, 1031 - 

i 2 3 4 5 - 
Scheduled Commercial Banks : 

1968 
January-June . . . . . .  222 +lo - 4 4- 228 7044 

July-December 
(37) . . . .  . . 443 
(6')) 

1969 
January-June . . . .  . . 665 $ 1  - 3 + 563 8045 

July-December 
(24) . . . .  .. 772 4-53 - 3 + ses 8 8 ~ 7  
(65) 

1970 
January-June . . . .  .. 1068 i- 3 - +lo71 $938 

(190) 

July-December . . . .  .. 1062 4- 64 - 4 -1- l lW 11040 
(1 64) 

1971 
January-June . . . .  . . 824 + 32 - 4 -)- 852 1 1892 

Nun-Scheduled Commercial Banks 
(1 78) 

1968 
January-Junc . . . . . . 7 -10 -3 - C, 203 
July-December . . . . . . 5 - 1 - 4- 4 207 

1969 
January-Junc . . . . . . 11 - 1 - 4- 10 217 
Jul y-December . . . . . . 21 -63 - 1 -33 184 

1970 . . . .  January-June . . 12 - 3 - -t 9 193 
Jul y-December . . . . . . 5 -64 - -49 144 

1971 
January-June . . . . . . 9 

All Commercial Ranks 

1968 
Januarydune . . . . . . 229 
July-December . . . . . . 448 

1969 
January-June . . . . . . 576 
July-December . . . . . . 793 

1970 
January-June . . . . . . 1080 - - + 1080 10131 
July-December . . . . . . 1057 - 4 + 1053 11184 - 

1971 
Tanuary7Tune . . . . . . 833 - 4 + 829 12013 - - . - 
~Xotes: (1) Figures within brackets relate t o  the State Bank of India. 

(2) Data exclude administrative, seasonal, temporary, non-banking offices and offices outside India. 



cities and Port towns. On the basis of the 
programmes rcceivcd from various banks, 
permission was granted to banks for opening 
309 offices in urban centres, While issuing 
licences in this regard, the norm that was 
kept in view was that in the case of banks 
which have more than 60 per cent of their 
offices in rural and semi-urban centres, one 
office in an urban centre was allowed for 
every two offices opened in rural and semi- 
urban centres ; in the case of other banks one 
office in an urban centre was allowed for 
every three offices in semi-urban and rural 
centres. Licences for such, centres on the 
basis of individual applications received from 
banks are being continued to be issued 
under same norm requirements. In view 
of the scope for increasing the number of 
bank offices in the metropolitan centre of 
Calcutta, following considerable rise in popu- 
lation as revealed by the 1971 Census, it 
has been decided, effective July 1, 1971, 
that the eligibility of banks to open offices 
at Calcutta need not be linked to  performance 
in branch expansion in rural and semi-urban 
areas. 

247. As a sequel to  the discussions which 
the Union Finance Minister had with the 

Custodians of ~ u b l i c  sector 
special Credit banks in J U I ~ *  1970, the 
for Schemes with Reserve Bank of India 
~ot 'enda~  set up a Committee under 

the chairmanship of Shri V. 
D. Thakkar to  review the special credit 
schemes of banks with particulai reference to 
their employment potential. The Committee 
submitted its report in December 1970. 
After identifying the employment potential 
including self-employment, in various sectors 
of the economy, the Committee reviewed 
the various credit schemes introduced by the 
banks to  help the self-employed. The Com- 
mittee noted that none of the special schemes 
formulated by banks really offered any special 
facilities for the relatively weaker sections 
of the society. With a view to enabling 
banks to assist entrepreneurship and provide 
employment, the Committee evolved the 
following guidelines for action. 

cient orientation about the scope and content 
of the'programmes and the objectives that 
are sought to be achieved. The Committee 
emphasised the urgent need for a massive 
and rapid training programme for the branch 
officials ; 

(ii) In  several categories of smqll entre- 
preneurs, the promoters' technical and such 
other. intangible and non-financial contri- 
butions will have to be given due weightage 
as security, and assistance should be provided 
a t  lower margins or even without margins 
where warranted ; and 

(iii) I t  should be possible for a bank to  
charge, on a term loan, a lower rate of interest 
in the initial stage, and a higher rate of in- 
terest subsequently. The schedule of repay- 
ment should take into account the gestation 
period and the income-generating capacity 
of the unit. Bank should not insist on the 
guarantee of third parties for the grant of 
loans as a matter of course. 

248. The Committee has suggested Model 
Simplified Forms for use by Professionals and 
by Retailers, etc., and has stressed that appli- 
cation forms should be made available in all 
local languages. Banks should organise 
adequate follow-up and supervision arrange- 
ments and also arrangements for effecting 
recovery of advances according t o  schedule. 

249. Other important suggestions made by 
the Committee are briefly as follows. If 
adequate assistance is not available from the 
Life Insurance Corporation or  other agencies 
for the construction of Industrial Estates for 
small entrepreneurs, particularly in the urban 
and metropolitan areas, commercial banks 
will have to take an effective part in helping 
construction of such estates as also household 
and cottage industries. Further, equipment 
leasing, a facility made available by banks in 
some of the advanced countries, might be of 
some assistance in India. The Rescrve 
Bank may work out a suitable programme for 
reducing delay in payment of bills to small 
entrepreneurs by large and medium industries 

(i) Sufficient discretionary powers to and Government Departments and public 
administer the schemes should be given to sector concerns. In order t o  evolve a co- 
the branch agents who should be given SUE- ordinated arrangement for helping the pro- 



fessional and self-cmploycd categories, the 
Com~nittee has recommended the setting up 
of a Multi-Services Agency. This Agency 
will make arrangements for collection of in- 
formation on the prospective borrower. The 
Committee is of the opinion that such Agency 
should be immediately set up in metropolitan 
cities and larger towns, as well as in certain 
chosen operational bases in the relatively 
backward areas in the country. The Multi- 
Services Agency will have no financing 
function but will only be a co-ordinatingl 
planningladvisory body. 

250. The recommendations of the Conl- 
mittee were accepted by the Reserve Bank of 
India. As a follow-up measure, the Reserve 
Bank of India has issued guidelines to all 
commercial banks on the special credit 
schemes of banks, in March 1971. 

251. 11 has been noted in the guidelines 
that banks have been dispensing credit to 
different categories of self-employed persons 
on an increasing scale in recent months and 
a stage has been reached when the portfolio 
of financial assistance to this sector requires 
t o  be handled on a continuing and organised 
basis. The assistance that is provided should 
be essentially need-based, consistent with 
economic viability of the proposition being 
financed. Credit schemes should be imple- 
mented at the branch level with adequate 
degree of flexibility which call3 for appro- 
priate delegation of authority to branch 
agents. Since the branch agents have a key 
role to  play, a rapid training programme will 
have to be organised urgently to provide the 
necessary orientation to  the branch officials. 
111 order t o  make the credit assistance more 
meaningful, banks will have to consider as 
to  how best integrated financial and manage- 
ment assistance could be arranged or organised, 
taking into account the totality of the 
rcquirernents of the borrowers ; the setting 
up of Multi-Service Agency may be one way 
of achieving this purpose. Adequate follow- 
up and supervisory arrangemellts should 
bc organised to keep track of the end-use of 
funds and for effecting recovery of the advances 
according to schedule. As recolnmended 
by the Committee, the Bank has also con- 
stituted a Working Group for evolving a 
programnlc of liquidation of the outstanding 
dues of large industries to small entrepreneurs. 

252. i'or solnc li~iic ptist, the Ciovcrritiilct~t 
of India wits corisideririg the qucstinri 01' 

forn~ulating ct s ~ l ~ e l i ~ e  for 
Credit Guaran- 
tee ~~h, , , , , ,  tor i1 sin.~plc but wide-ranging 
Priority and SVS~CIII of zuarantces or other 
Negleited 
Sectors ;omparab1k facilities for Iend- 

ine bv banks to individual " - 
borrowers in sectors which llad remaincd 
relatively neglected so far. A Working 
Group under the Chairmanship of Shri S. S .  
Shiralkar, then Additional Secretary, Depart- 
ment of Banking, of the Union Finance 
Ministry (now Deputy Governor, Reserve 
Bank of India) was constituted to examine 
this matter. 

253. The Worki~lg Group felt that the risks 
of lending to small borrowers, as anccting 
particular banks or in particular areas in- 
cluding the relatively unbanked States and 
backward regions, might be appreciable and 
also uneven and came to the conclusion 
that in the interest of the banking system as 
also in the wider public interest, these risks 
should be pooled and covcrcd under a com- 
inon and centralised guarantee scheme. 

254. Based on theGroup's reconitncndation 
a new Public limited company 
known as the Credit Guarantee 
Corporation of Jndia Ltd., tee Corporation 
was promoted by the Reserve 
~ a n k  of India i o  administer 

one or niore credit guarantee schemes. This 
company was registered under the Companies 
Act, 1956 on the 14th January 1971. The 
authorised capital of the Corporation is 
Rs. 10 crores, of which Rs. 2 crorcs divided 
into 20,000 equity shares of Rs. 1,000 each, 
has been initially issued and is fully paid-up. 
The shares have been taken up by the Reserve 
Bank of India, the State Bank of India and 
its subsidiaries and the scheduled commercial 
banks. The Board of Directors of the 
Corporation consists of six members, of whom 
two (including the Chairman) represent the 
Reserve Bank and the remaining four re- 
present the scheduled commercial banks. 
The Corporation formulated the Credit 
Guarantee Corporation of India (Small Loans) 
Guarantee Scheme, 1971 and brought it into 
force from April 1, 1971. It covers credit 
facilities, within certain specified limits, grant- 
ed by scheduled commercial banks to the 
small borrowers. The categories of borro- 



wcrs covered by the schcnie arc individual 
transport operators or an association of not 
more than six such operators, individuals, 
firms and co-operative societies trading in 
fertilisers and goods other than fertilisers, 
professiona1 and self-employed persons, indivi- 
duals and firms owning business enterprises 
and farmers engaged in cultivation and allied 
agricultural operations. The Corporation 
covers seventy-five per cent of the amounts 
which are bad or doubtful of recovery, the 
other twenty-five per cent being borne by the 
lending organisations. A guarantee fee of 
one half of one per cent per annum is charged 
on the amounts outstanding on account of the 
eligible credit facilities. Suitable safeguards 
for ensuring that the facilities are used for 
bonafide and productive purposes are provided 
in the scheme. The sckeduled con~mercial 
banks participating in the scheme have 
executed or agreed to execute agreements 
undertaking to report the advances covered 
by the blanket guarantee, to conduct the 
guaranteed advances according to the rele- 
vant rules prescribed by the banks, to segre- 
gate the registers, documents and other re- 
cords pertaining to the guaranteed accounts 
and to undertake certain other obligations 
in relation to the Corporation. Quarterly 
statements showing the aggregate amount of 
guaranteed credit facilities granted to various 
sectors at the end of each quarter are being 
obtained from the banks. A test check of 
the guaranteed advances is proposed to 
be undertaken by the Corporation with the 
assistance of the external auditors and internal 
inspection machinery of the banks and the 
Reserve Bank of India. 

255. Agricultural finance as a part of total 
commercial bank lending has become in- 

creasingly important and pre- 
Financing of sently accounts for about 

by one-tenth of the total bank Commercial 
Banks credit. In view of the wide 

divergence in the practices 
followed in regard to the procedures of 
appraisal, post-credit supervision and recovery, 
the Reserve Bank issued in December 1970, 
guidelines to all commercial banks for financ- 
ing of agricultre. The guidelines were pre- 
pared on the basis of a study carried out by 
the Bank into the methodology of operations, 
policy and procedures adopted by the banks 
for financing agriculture. The guidelines 

emphasise that the main objective of com- 
mercial banks' lending to agriculture is to 
assist cultivators to move to a higher tech- 
nological plane of activity. Credit for agri- 
culture would have to be purposive and 
should be provided not only to already 
viable cultivators for further increasing their 
surpluses but, more importantly, to marginal 
and potentially viable cultivators. The dis- 
cretionary powers allowed to the branch 
agent should be such that at least 80 per 
cent of the proposals can be cleared by him, 
without reference to the Central Office. The 
branch agent should collect and have for 
ready reference, the basic agricultural data, 
and the scales of finance should be worked 
out considering all the inputs required as 
well as the off-farm income or resources 
available to cultivators. For both short and 
medium-term loans, the repayment schedule 
of loans should coincide with the time when 
the cultivator has sold his produce and is 
fluid. The branch agent should keep the 
recovery procedures fair but firm. I t  is 
necessary for the bank branches to establish 
close relationship with other institutions in 
the area and. to be informed about the pro- 
gramme of the Agricultural Refinance Cor- 
poration in their areas. 

256. The Finance Minister had suggested 
at his meeting with the ChairmanlCustodians 

of the public sector banks 
On . on July 22, 1970 that lower 

Differential Inte- 
rest Rates interest rates could be charged 

to carefully selected low in- 
come groups deserving financial assistance 
from banks, and higher rates might be charged 
to the more affluent borrowers. In pur- 
suance of this suggestion, the Reserve Bank of 
India constituted, in September 1970, a 
Committee under the Chairmanship of Dr. 
R. K. Hazari, Deputy Governor of the Bank, 
to examine the question of differential interest 
rates. The terms of reference of the Com- 
mittee were (i) to review the scope and the 
extent to which differential interest rates are 
already being charged by banks to borrowers 
in each sector, (ii) to determine the criteria for 
identifying the borrowers who could be 
granted the benefit of a lower interest rate 
within each sector, (iii) to indicate the range 
of the differential that could be allowed in 
each sector and ( i l l )  to examine if any other 



concessions could be granted either in lieu of 
or  in addition to lower interest rates. 

257. The Committee which submitted its 
report in May 1971 has observed that an 
objective and practicable criterion for identi- 
fication of the borrowers for the purpose of 
charging differential interest rates by banks 
can only be the size of the loan which need 
not be uniform for all sectors. As a measure 
of automaticity for the selection of small 
borrowers, linking of the scheme of differential 
interest rates with the new Credit Guarantee 
Scheme for covering small loans to borrowers 
in the priority and neglected sectors has been 
suggested. In the opinion of the Committee, 
too wide a range of differential would be 
inadvisable. Taking into consideration the 
various practical problems involved in in- 
troducing a wide differential range, the 
Committee suggested interest rates varying 
between 86-10 per cent to the preferred 
classes of borrowers. In addition, as a mea- 
sure of relief to small borrowers, the Com- 
mittee has recommended that the Guarantee 
fees under the Credit Guarantee Scheme in 
the case of small borrowers should be borne 
by the lending bank. The Committee has 
also pointed out that concessions by way of 
relaxations on securities and margins are of 
major significance and has suggested some 
concessions as an indication of the lines along 
which banks could proceed. The Committee 
has suggested that the question of co-operative 
institutions adopting its recommendations 
should be examined. The recommendations 
made by the Committee are under the consi- 
deration of the Reserve Bank and the Govern- 
ment. 

258. Dr. Ashok Mitra, a member, sub- 
mitted a note of dissent suggesting a range 
of interest rates varying from 4 per cent to 20 
per cent. 

259. While commercial banks are making 
concerted efforts a t  deposit mobilisation 

through a series of addi- 
Measures for tional measures and schemes, 
Deposit the Reserve Bank, with a 
Mobifisation view to assisting them in 

this task, relaxed in August 
1970, the restrictions on the payment of bro- 
kerage on deposits, thus allowing such pay- 
ments t o  agents employed for the door-to- 

door collection of dcposits urldcr special 
schcmcs introduced by thc banks. On Oc- 
tober 24, 1970, the Bank issued a circular to 
the com~ncrcial banks, ot~cc again impressing 
upon them the nccd for and thc importance 
of substantial step-up in deposit mobilisation. 
Although it was not the Reserve Bank's in- 
tention to offer any specific guidelines or 
standardised suggestions, it was pointed out 
that staff involvement in the campaigns for 
deposit mobilisation through proper group 
awards, etc., fixing up appropriate targets for 
each branch and a bank as a whole, organisa- 
tion of deposit mobilisation campaigns, etc., 
might help augmenting banks' resources on a 
substantial scale. 

260. A meeting of the Chief Economists 
and Chief Development Officers of 20 major 
banks to discuss the various aspects of de- 
posit mobilisation was convened by the Re- 
serve Bank of India on December 23 and 24, 
1970 at  Bombay. The participants discussed 
the different facets of deposit mobilisation, 
such as branch net-work, types of branches, 
intra-institutional and inter-institutional com- 
petition, incentives to  staff and depositors, 
publicity media, instruments of saving, interest 
elasticity of deposits and special studies and 
surveys needed for estimating deposit potential. 

261. Two meetings of small private sector 
bankers (i.e., those with deposits of less than 

Rs. 50 crores) in the Southern 
Meetings of and Northern Regions were 
Small Bmkers convened by the Reserve Bank 

of India a t  Madurai on May 
14 and 15, 1971 and at Delhi on June 9, 1971. 
The Chief Executive Officers of the small 
banks in the respective regions were invited 
t o  participate in the meetings which were 
presided over by the Deputy Governor of the 
Reserve Bank in charge of Banking. Discus- 
sions at the meeting centred on various aspects 
of the operational problems of the banks such 
as deployment of funds, lending t o  priority 
sectors, the lead bank scheme, deposit mobili- 
sation and training, organisation and manage- 
ment. Steering Groups, headed by the Chief 
Officer, Department of Banking Operations 
and Development, Reserve Bank of India 
and consisting of Chairmen of some of the 
banks as members were set up to  formulate 
proposals for the establishnlent of training 



centres for training the personnel of small 
banks. 

262. With a view to discouraging and 
preventing bank finance from being utilised 

for speculative purposes 
Advances and/or other unhealthy 
against Shares practices, it was decided to re- 

gulate advances against shares 
and a directive in this regard was issued by 
the Reserve Bank on August 28, 1970. In 
terms of this directive, every commercial bank, 
which grants or renews an advance limit of 
over Rs. 50,000 against the security of shares 
to a borrower, is required to stipulate that 
the shares shall be transferred to its name 
and that it should have exclusive voting rights 
in respect thereof which it may exercise in 
any manner whatsoever, and that it should 
get the shares transferred to its name expe- 
ditiously. 

263. The directive provides that no com- 
mercial bank shall exercise voting rights in 
respect of the shares held by it as pledgee 
except with the prior approval of the Reserve 
Bank and in accordance with such directions 
as may be given by the Reserve Bank. 

264. In the case of shares lodged by a 
share-broker as security against advances, 
the provisions of the directive will apply only 
if the shares are held for a period longer than 
three months. This provision is intended t o  
enable the sharebrokers to  carry on their 
normal business operations without any 
difficulty. 

265. With a view to ensuring that no hard- 
ship or inconvenience is caused to genuine 
investors in raising funds for their bonafide 
needs, limits of advances against shares up- 
to Rs. 50,000 have been exempted from the 
purview of the directive. 

266. The Bank made a review of the 
practices of banks and term-lending institu- 

tions taking personal gua- 
Advances on rantees from directors and 
Personal 
Guarantees of other managerial personnel 
Directors, etc. of borrowing concerns while 

sanctioning loans. The review 
revealed a gradual rise of entrepreneurial class 
in the place of managing agency system and 

the professionalisation of managerial cadres 
and the improvements in the techniques of 
financial and technical appraisal of proposals 
for assistance. In view of these findings, i t  
was felt that there is no longer need for taking 
personal guarantees as a matter of course 
from directors and other managerial person- 
nel of borrowing concerns while sanctioning 
loans. The Reserve Bank, therefore, provided 
in July 1970, guidelines to  lending institutions 
to help them identify the circumstances under 
which a guarantee may or  may not be neces- 
sary. I t  has been stressed in the guidelines 
that care should be taken to ensure that the 
system of guarantees is not used by the direc- 
tors and other managerial personnel as a 
source of remuneration from the borrowing 
concerns. 

Selective Credit Controls 

267. During the year under review modi- 
fications were made from time to  time in both 
the general as well as selective credit controls. 
The former are given in paragraphs of Part I. 
These included, among others, the change in 
the Bank rate from 5 per cent to 6 per cent 
with effect from January 9, 1971, the raising 
of the net liquidity ratio and the introduction 
of the new Bill Market Scheme. The selec- 
tive credit controls related to advances against 
raw cotton and kapas, foodgrains, oilseeds 
and vegetable oils including vanaspati. The 
main measures taken in this regard are indi- 
cated below : 

268. On October 23, 1970, the Reserve 
Bank effected a moderate liberalisation re- 
garding advances against raw cotton and kapas 
with a view to  aiding the marketing of the 
new crop ; the ceiling limit on advances to 
cotton mills was removed and a graded system 
of margins was prescribed for mills as well as 
for others. However, in view of the subse- 
quent sharp contra-seasonal rise i n  the prices 
of cotton, the control in this regard was 
tightened on December 12, 1970 in order to 
discourage hoarding of raw cotton stocks 
with the help of bank finance. The minimum 
margin on advances against raw cotton was 
raised and the ceiling limit on advances to 
parties other than mills was reducect. In 
view of the difficulty experienced by the cotton 



trade in marketing of cotton, owing to, ilrter 
alia, delayed harvesting of certain varieties 
of indigenous cotton, certain relaxations were 
announced by the Reserve Bank on June 30, 
1971. Thus, the four-month period (Fe- 
bruary-May 1971) during which the minimum 
margin of 60 per cent was applicable in respect 
of advances against cotton and kapas marketed 
during the period October 1970-January 1971 
to parties other than cotton mills was extended 
by two months upto August 1971 ; earlier, the 
validity period had been extended by one 
month from May to June 1971. 

269. In  view of the rising trend of advances 
against cotton textiles, banks were advised 
on February 4, 1971 t o  reduce their advances 
against cotton textiles and raise the minimum 
margin from 25 per cent to 40 per cent. In 
April 1971, the major banks were advised to 
apply the higher margin selectively, keeping 
in view the position of sick mills and financially 
weak units. 

270. In  respect of advances against food- 
grains, the Bank modified its control on De- 
cember 17, 1970 in view of the prevailing and 
prospective supply position. Thus, inter alia, 
suitable changes were made with a view (i) t o  
enable commercial banks in extending direct 
credit to farmers against standing crops and 
to  help in orderly marketing of such crops, 
(ii) t o  assist the banks in expanding their 
agricultural business in rural and semi-urban 
areas and (iii) t o  enable banks to  grant ad- 
vances to foodgrains processing units such as 
dal mills (but other than rice mills), a t  centres 
with a population of 50,000 or below. 

271. In  view of the sharp rise in prices of 
oil seeds and vegetable oils, despite prospects 
of a good oilseeds crop, the Bank tightened 
its control on January 25, 1971 by raising the 
minimum margin from 60 per cent to 75 per 
cent on advances against oilseeds, vegetable 
oils and vanaspati. However, in view of the 
current supply and prices position in regard 
t o  mustardseed and rapeseed in the country, 
the minimum margin was lowered on ad- 
vances against these oilseeds from 75 per cent 
t o  60 per cent, as well as on bank advances 
against soyabeans. These advances were also 
exempted from ceiling control. 

272. Further, i n  order to mitigate the t l i f i -  
culties of borrowers in the Starcs of Assam, 
Nagalatid, Meghnlaya and Jammu and Kash- 
mir and in the Union Territories of Manipur, 
NEFA and Tripura, the Bank granted com- 
plete exemption from the controls on advances 
against foodgrains, oilseeds and vegetable oils 
as well as cotton and kapas in these areas. 

273. A chart showing the position in 
regard to selective credit controls is appended. 

274. Having regard to the supply posi- 
tion of indigeneous cotton and kapas and the 

trends in prices, a directive 
Selective Credit was issued during the year 
Controls : Co- 
operative Banks 1970-7 1 stipulating the CO- 

operative banks to  maintain 
a margin of 30 per cent in respect of  advances 
to  co-operative cotton mills if the relative 
security offered was by way of hypothecation, 
and 20 per cent if it was by way of pledge. 
These margins could be reduced to 10 per cent 
against pledge and hypothecation if the credit 
limits were fully guaranteed by the State 
Government in regard t o  repayment of prin- 
cipal and payment of interest. I n  regard to  
others, the margins, as in the past, continued 
t o  be 25 and 40 per cent against pledge and 
hypothecation, respectively. The restrictions 
imposed in the directive issued in regard to  
the ceiling on advances against the security 
of cotton and kapas were continued at the 
same level, viz., 20 per cent of the total liabili- 
ties in the case of a central co-operative bank 
(or a State co-operative bank operating in a 
Union Territory) and 10 per cent in the case 
of a State co-operative bank. The aggregate 
level of advances for the purposes of directive 
would not include advances to  co-operative 
cotton mills but only advances to  parties 
other than such mills. The exemptions ac- 
corded in respect of advances against im- 
ported cotton as well as certain types of indi- 
genous cotton were continued. 

275. The restriction imposed on certain 
central co-operative banks in regard t o  the 
level of their credit against the security of gur 
was rescinded in September 1970. The banks 
were, however, required to  maintain the nor- 
mal margin of 25 per cent against pledge and  
40 per cent against hypothecation in respect 
of this commodity. 
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 p
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n
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n
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 c
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h
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Other Organisntional Matters 

276. In accordance with the requirements 
of Section 10A of the Banking Regulation 

Act 1949. which had come 
Reconstitution into forck on February 1, 
of Boards of 
private 1969, the process of recon- 

stitution of the Boards of 
Directors has been completed by all the bank- 
ing companies in the private sector except 
three small banks with deposits of less than 
Rs. 10 crores. Of the 9 Indian banks in the 
private sector with deposits of Rs. 10 crores 
and above (as on February 1, 1969), eight 
banks had complied with the legal provisions 
before June 1970 and the remaining one took 
steps in this direction during the year under 
review. Among the banks having deposits 
of less than Rs. 10 crores, 34 banks have al- 
ready reconstituted their Boards of Directors 
(of which 14 during the year under review), 
while in the case of 3 banks which have found 
difficulty in complying with the provisions of 
law, the Central Government has, on the 
recommendation of the Reserve Bank, granted 
exemption upto August 1, 1971, and the 
matter is being pursued with them. 

277. In terms of Section 1OB of the Banking 
Regulation Act, 1949, every Indian banking 
company in the private sector is required to 
have a whole-time Chairman who shall be 
entrusted with the management of its affairs. 
Out of 47 banks in the private sector at present, 
41 banks have already complied with this 
requirement. In the case of the remaining 
banks, the Central Government has granted 
extension of time limit upto August 1, 1971. 
However, even in respect of these six banks, 
proposals submitted by two banks have been 
agreed to by the Reserve -Bank in principle 
and the remaining four banks have been 
advised to take early steps to comply with 
the requirements of law within the time 
allowed. 

278. In terms of Section 35B of the Bank- 
ing Regulation Act, 1949, banking companies 
in the private sector are required to obtain 
the prior approvaI of the Reserve Bank re- 
garding appointmentlre-appointment of their 
Chief Executive Officers as also for any amend- 
ment in respect of the provisions relating to 
appoin tmen t/remuneration of their directors/ 

Chief Executive Officers. Applications from 
private ban king companies numbering 
21 3 for the appointmentlre-appoiptrnent or 
remuneration of their Chief Executive Officers 
were disposed of during the year Jqly 1, 1970 
to June 30, 1971. Of these, 191 applications 
were approved and 22 rejected. 

I 

279. In pursuance of the Reserve Bank's 
programme of periodical inspections of ban& 

with a view to assessink 
inspection of their financial position ds Banks 

well as methods of opera- 
tion, 40 scheduled banks and 7 nonischeduled 
banks were either inspected or  taken up far 
inspection under Section 35 of the Banking 
Regulation Act, 1949 during the ,year July 
1970 to June 1971. Besides, the inspection af 
foreign branches of Indian banks in Malaysia, 
U. K., Singapore and Ceylon was carried 
outltaken up. Inspection of two banks in 
Iiquidation was also carried out and of one 
more bank taken up under Section 454 of 
the Act for ascertaining whether ihere were 
any substantial irregularities in their winding 
up proceedings. 

280. Drrring the year under review, centre- 
wise inspection of branches of commercial 
banks was introduced with the !object of 
finding out inter alia the functioniqg of these 
branches vis-a-vis national objectives, specially 
in the field of mobilisation of deposits and 
financing of the weaker and neglected sections 
of the community and suggesting lways and 
means of bringing about irnprofement ih 
their functioning. Such inspections1 were con- 
ducted at 58 centres served by 5651 offices qf 
commercial banks. I 

281. The Bank continued its1 selective 
policy of strengthening the privately mq- 

naged commercial banking 
Bank Mergers System through processes of 

voluntary amalgamation and 
the transfer of liabilities and assets as per 
statutory provisions. One bank in the Delhi 
area, namely, Sahukara Bank Ltd., which 
was working under a scheme of arrangement, 
transferred its assets and liabilities in  the New 
Fund to another bank (New Bank of India 
Ltd.) in the same area under Section 293(1) 
of the Companies Act, 1956 during the year 



under review. A proposal to amalgamate a 
scheduled bank, viz., Barcilly Corporatior1 
(Bank) Ltd. in the Kanpur area with another 
scheduled bank, viz., Benares State Bank Ltd., 
in the same area on a voluntary basis was 
approved by the Bank in principle and the 
banks were advised to proceed further in thc 
matter. 

282. No bank was granted moratorium 
by the Central Government under Section 
45 of the Banking Regulation Act, 1949 
during the year. The total number of banks 
granted moratoria since September 1960 re- 
mained unchanged at 60 with deposits 
amounting to Rs. 49.95 crores. The details 
regarding the consequential arrangements such 
as amalgamation with other banks, liquida- 
tion (voluntary or otherwise), etc., and pro- 
tection of depositors' interest were detailed in 
the last year's Report. 

283. In terms of the schemes of amalga- 
mation under Section 45 of the Banking 
Regulation Act, 1949, the shareholders of the 
banks which have been amalgamated with 
other banks are required to be paid the surplus 
amount left with the transferee banks after 
paying the depositors in full. The share- 
holders of 12 transferor banks have been paid 
in full while pro rata payments are being made 
to the shareholders of 14 other transferor 
banks. 

284. During the year under review, licences 
under Section 22 of the Banking Regulation 

Act, 1949 to carry on banking 
Licensing of 
Banks business in India were granted 

to  two banks, viz., Lord 
Krishna Bank Ltd., and Jammu and Kashmir 
Bank Ltd. During the period, the licences 
held by 14 major Indian comn~ercial banks 
were cancelled, since they had ceased to carry 
on  banking business in India consequent on 
their undertakings having been transferred 
to and vested in the corresponding new banks 
in terms of Section 4 of the Banking Com- 
panies (Acquisition and Transfer of Under 
takings) Act, 1970. Thus, the number of 
banks in whose cases licences have been can- 
celled increased to 50, while the total number 
of licensed banks stood reduced to 46 as at 
'the end of June 1971. Besides, there were 
22 banks in the public sector comprising the 
State Bank of India, its seven subsidiaries 

and the I4 corrcspanding nctv bnltks set up 
to carry on the business of nbavc n~entioncd 
nationalised undertakings, which arc not rc- 
quired to obtain n licence. 

285. During the ycar under rcview, a 
licence under Section 22 of thc Act to carry 
on banking business in India was refused to  
one existing bank, viz., Punjab and Kashmir 
Rank Ltd., whilc an application of a com- 
pany for grant of a licence undcr the Section 
to commence banking business in India was 
rejected. The total number of banks to 
which licences were refused stood at 282 as 
at the end of June 1971. The existing under- 
taking of one of the fourteen nationalised 
banks has also applied for grant of a fresh 
licence to commence banking business in 
India and its application is pending. 

286. During the year under review, 10 
non-scheduled banks were dissolved by the 

Liquidation 
High Court. one bank- went 

Proceedings into voluntary liquidation 
after obtaining from the 

Reserve Bank a certificate unde; Section 44(1) 
of the Banking Regulation Act, 1949 whilc 2 
banks went into Court liquidation. 

287. The Bank scrutinised 215 returns 
submitted by the liquidators of the banks 
under Section 45R of the Banking Regulation 
Act, 1949, with a view to ensuring that legal 
requirements were complied with and that the 
liquidation proceedings were not unduly de- 
layed. 

288. Directives were received from the 
Central Government for the inspection of 3 
banks under Section 454 of the Banking 
Regulation Act, 1949. 

289. The Reserve Bank's Credit Informa- 
tion Divisioi~ made a systematic revision in 

March 1971 of the system of 
Credit Informa- 
tion collecting and processing cre- 

dit information on the bor- 
rowers of the banks in order to  widen the 
.scope of such information and maintain more 
up-to-date data and thus enhance its utility 
to the banks. In the context of the nationa- 
lisation of major banks that underscores the 
social objectives of the banking development, 
the credit information now obtained on the 
borrowers covers certain wider aspects such 



as purpose of credit, occupation of borrower, 
etc. Keeping the above considerations in 
view, the form and content of the return 
have been appropriately revised and the banks 
have been provided with comprehensive guide- 
lines for compiling the return. Further, with 
a view to facilitating easy compilation of the 
return by banks, the Reserve Bank has adopted 
(with suitable modifications) a code system 
on the lines prescribed for "Uniform Balance 
Books-Statistics relating to bank credit", 
which was already advised to the banks earlier. 
As it was observed that the compilation of 
credit information on a quarterly basis at  the 
previously existing levels (viz., secured limits 
of Rs. 5 Iakhs and over and unsecured limits 
of Rs. 1 lakh and over) involved considerable 
time and effort on the part of banks as well 
as in processing the data in the Reserve Bank, 
it was decided to obtain data on the larger 
borrowers (covering all secured limits of 
Rs. 10 lakhs and over and unsecured limits 
of Rs. 2 lakhs and over) quarterly, whereas 
data on the borrowers having secured limits 
of Rs. 5 lakhs and over and unsecured limits 
of Rs. 1 lakh and over would be obtained 
only half-yearly, i.e., at  the end of June and 
December. Banks have also been advised to 
make increasing use of the credit information 
available with the Reserve Bank while pro- 
cessing all applications for larger limits. With 
the introduction of the revised return, it 
would be possible to furnish more up-to-date 
credit information to banks. During the year 
July 1, 1970 to June 30, 1971, the Division 
furnished information in respect of 1,458 
applications to 34 applicant bankslinstitu- 
tions. 

290. During the year under review, the 
clearing house facilities were further ex- 

panded as part of the Bank's 
'learing House policy of extension of banking Facilities 

facilities in the country. 
Thus, during the year (July 1970 to June 
1971) 28 more clearing houses were established, 
bringing the total number of clearing houses 
functioning in the country to 135. Of these, 
9 are managed by the Reserve Bank of India, 
102 by the State Bank of India and 24 by the 
Subsidiaries of the State Bank of India. 

291. The Report of the Working Group 
on credit problems of the jute industry, a 

mention of which was made 
Working Group in the last year's Report, was 
on Jute Industry examined by the Bank. The 

Group had recommended, 
inter alia, that a separate scheme be formu- 
lated for providing some relief to the industry 
by way of charging a concessional rate of 
interest on the borrowings in respect of that 
portion of the mills' production which is ex- 
ported. The Group had also indicated the 
broad guidelines of the scheme. After - exa- 
mination, the suggestion was found acceptable 
to the Bank and hence, it would be circulated 
to the banks on obtaining Government's 
concurrence in the matter. The other recom- 
mendations of the Group were also found 
generally acceptable and the Indian Banks' 
Association had been advised to request the 
member banks to implement them. 

Working Results of Commercial Banks 

292. An analysis of the working results of 
69* scheduled commercial banks including 

those of nationalised banks, 
All Scheduled which have published their 

profit and loss accounts for Banks 
the vear 1970 reveals that 

there was a notiieable improvement in 
their profits during the year as compared 
with 1969 ; thus, their profits rose from 
Rs. 21.6 crores to Rs. 26.3 crores. The total 
income of these banks increased by Rs. 87.9 
crores (22 per cent) during 1970 as against an 
increase of Rs. 42.5 crores (12 per cent) in 
1969. The increase has been due to  the spurt 
in earnings from 'interest and discount' which 
rose by Rs. 82.7 crores or by 25 per cent 
during 1970 as compared with the rise of 
Rs. 36.3 crores or  by 12 per cent in 1969. 
The rise in earnings from 'commission, ex- 
change and brokerage' was smaller in 1970 
when compared with the rise in 1969. The 
total expenses of the 69 banks increased by 
Rs. 83 .2  crores (22 per cent) in I970 as com- 
pared with Rs. 41.4 crores (12 per cent) in 
1969. Expenditure on 'salaries, allowances 
and Provident Fund contributions' showed an 
increase of 27 per cent in 1970 over 1969 as  
against an increase of 11 per cent in  1969. 
'Interest paid on deposits and borrowings' 

* Coven all major banks including 13 foreign banks. 



also showed an increase, the rate of increase 
being 19 per cent in 1970 as compared with 
11 per cent in 1969. 

293. Total income of the State Bank of 
India improved from Rs. 91.4 crores in 1969 

to Rs. 112.7 crores in 1970, 
State Bank and total expenditure rose 
Group from Rs. 85.9 crores to  

Rs. 107.3 crores. The larger 
rise in expenditure than in income was due to 
the sizeable increase in establishment expenses 
(Rs. 10.9 crores) and in interest paid on de- 
posits and borrowings (Rs. 8.6 crores) during 
the year. Consequently, the balance of profit 
recorded a marginal fall from Rs. 5.50 crores 
in 1969 to Rs. 5.40 crores in 1970. Out of 
the profits, the State Bank transferred Rs. 1.09 
crores t o  reserves, earmarked Rs. 2.70 crores 
for payment of bonus to staff and Rs. 1.29 
crores as dividend t o  shareholders, the allo- 
cations in all these cases being the same as 
in 1969. The Subsidiary banks increased 
their earnings from Rs. 26.7 crores in 1969 
t o  Rs. 32.5 crores in 1970, while their ex- 
penditure rose somewhat less from Rs. 25.8 
crores t o  Rs. 3 1 .2  crores. As a result, their 
profits improved from Rs. 95 lakhs in 1969 
io  Rs. 1 .-33 crores in  1970. These banks 
transferred Rs. 13 lakhs to reserves, paid 
Rs. 35 lakhs as dividend t o  the State Bank 
and earmarked as bonus to  staff a sum of 
Rs. 77 lakhs. While the transfer to  reserves 
was less than in 1969, payment of dividend 
to  the State Bank and of bonus t o  staff was 
higher than in 1969. 

294. The nationalised banks published in 
December 1970 their first balance sheets and 

profit and loss accounts as 
Nationalised on December 31, 1969. These 
Banks fourteen banks have, after 

meeting all their expenses and 
after providing for the usual and necessary 
provisions, transferred out of profits for 1969 
a total amount of Rs. 3.69 crores t o  the 
Reserve Fund (as against Rs. 1.80 crores 
transferred by the predecessor banks before 
nationalisation out of profits for 1968). Out 
of their net profits earned during the period 
since the date of nationalisation, surplus 
profits transferred by them to  the Central 
Government in  terms of Section lO(7) of the 
Banking Companies (Acquisition and Transfer 

of Undertakings) Act, 1970 aggregated 
Rs. 2 . 3 3  crores. 

295. The working results of the 14 na- 
tionalised banks for the year 1970, published 
by them recently, reveal a marked improve- 
ment in the profits (before payment of bonus 
to  staff, but after tax) earned by them, which 
amounted to  Rs. 13.8 crores in 1970 as against 
Rs. 10.9 crores in 1969. This has occurred 
despite a sharp rise in their establishment ex- 
penses following the opening of a record 
number of branches and increased commit- 
ments due to the revision of wages and salaries 
of bank staff. 

296. The total income of these banks in- 
creased from Rs. 217.6 crores in 1969 to 
Rs. 266.7 crores in 1970 and their total ex- 
penses from Rs. 206.7 crores t o  Rs. 252.9 
crores. The increase in their earnings was 
largely due to  the upward revision of banks' 
lending rates following the removal by the 
Reserve Bank of the ceiling of 9.5 per cent 
on lending rates in February 1970 and the pre- 
valence of a relatively high credit-deposit 
ratio during the year. 

297. Out of their profits, the nationalised 
banks earmarked Rs. 2.8 crores for the Re- 
serve Fund, allocated Rs. 6.9 crores as bonus 
to staff and transferred the balance of Rs. 4.2 
crores to Central Government as per statutory 
requirements. 

Control over Non-Banking Companies 

298. A reference was made in the last 
year's Report regarding the large increase in  
the number of 'Finance Corporations' in 
South India, particualrly in Mysore State, 
which have been accepting deposits from the 
public a t  relatively higher rates of interest. 
Since these corporations are partnership firms, 
the provisions of the directions issued t o  non- 
banking companies in regard to acceptance of 
deposits are not applicable to them at present. 
The question of enforcing the provisions of the ' 
local Money-Lenders Acts in relation t o  these 
corporations and of amending these enact- 
ments so as t o  provide for certain additional 
safeguards has been taken up with the Govern- 
ments of Mysore and Tamil Nadu. 



299. The Legislative Asscn~bly of Andhra 
Pradesh has passed a Bill to regulate the 
business of chit fund companies. The ques- 
tion of amending the existing law relating to 
'chitties' in Kerala is still under consideration 
of the State Government. The Government 
of Mysore has been considering the question 
of enacting local legislation for this purpose. 

300. According to the survey of deposits 
with non-banking companies, based on the 
returns as or, March 3 1, 1968,2,398 companies 
out of a total number of 27,338 joint stock 
companies (financial and non-financial) at 
work submitted returns to the Reserve Bank 
of India and they reported 5.30 lakhs of ac- 
counts. The total amount of deposits (in- 
cluding exempted loans not counting as de- 
posits at Rs. 209.59 crores) held by them as 
at the end of March 1968 was Rs. 477.89 
crores as against Rs. 430.51 crores as at the 
end of March 1967 (including exempted loans 
amounting to  Rs. 186.60 crores). The amount 
of deposits includes unsecured borrowings 
to the extent of Rs. 79.60 crores by com- 
panies from foreign sources such as World 
Bank, U.S.A.I.D., I.D.A., C.D.F.C. and the 
Ex-im Bank (as these do not fall in the cate- 
gory of exempted loans) as against the esti- 
mated amount of Rs. 92 crores a t  the end 
of March 1967. 

Deposit Insurance Corporation 

301. The number of insured banks de- 
clined to 82 at the end of June 1971 from 83 
as at the end of June 1970, due to transfer 
of assets and Iiabilities of one bank to another 
insured bank. No new bank was registered 
during the year under review. During the 
period no fresh liability of the Corporation 
arose in respect of insured deposits. The 
liability of the Corporation in respect of one 
bank amalgamated under Section 45 of the 
Banking Regulation Act, 1949 referred t o  
in the last year's Report, uras determined after 
scrutiny of the lists of depositors and was 
paid. The total claims paid or provided for 

a by the Corporation since its inception upto 
June 30, 1971 amounted to Rs. 113.04 lakhs 
in respect of 14 banks. During the year, the 
Corporation received reimbursement of 
Rs. 1.43 lakhs in respect of subrogated claims 
paid or provided for by it, raising the total 

amount of reimbursements received upto 
June 30, 1971 to  Rs. 37.54 lakhs. 

302. There was no change in the limit 
of insurance cover' which was raised from 
Rs. 5,000 to Rs. 10,000 per depositor in April 
1970. The rate of premium payable by in- 
sured banks on their deposits also remained 
unchanged at 5 paise per Rs. 100 per annum. 
According to the latest available statistics, 
96.4 per cent of the deposit accounts and 
61.9 per cent of the amount of deposits in 
insured banks were protected by the insurance 
scheme as at the end of September 1970. 

303. Some of the States have already 
amended the State Co-operative Societies' 

Acts to  facilitate extension 
Deposit Insu- of D e ~ o s i t  Insurance Scheme 

Scheme to co-operative banks in in the Co-ope- 
rative Field their respective States. A 

notification extending the 
provision of Deposit Insurance Corporation 
(Amendment) Act, 1968 with effect from 
July 1, 1971 to  the co-operative banks in the 
States of Andhra Pradesh, Madhya Pradesh, 
Maharashtra and the Union Territory of 
Goa, Daman and Diu has also been issued 
by the Government of India. The Deposit 
Insurance Corporation has registered, as on 
July 1, 197 1, 385 eligible co-operative banks 
in the States and Union Territory mentioned 
above. With a view to  ensuring uniformity 
in the amendments to  be carried out by the 
Governments of other States/Union Territo- 
ries, model amendments were circulated to  
them by the Agricultural Credit Department 
for amending their respective co-operative 
societies' Acts for the purpose of extending the 
Deposit Insurance Scheme to  co-operative 
banks in their jurisdiction. 

Banking Commission 

304. In the last year's Report, n~cntion 
was made about the constitution of five Study 
Croups by the Commission to examine and 
report on different aspects of banking. 

305. The Study Groups on Indigenous 
Bankers and Bank Procedures have completed 
their work and the other Study Groups are 
about to ftnaljsc their reports. As regards the 



Study Group on Legislation Affecting Banking, 
the first part of the report has been finalised 
and the second part is under preparation. 
The surveys of Small-Scale Industries and 
Small Artisans undertaken by Universities 
and other bodies on behalf of the Commis- 
sion have been completed and the major part 
of the report has been received by the Com- 
mission. The National Council of Applied 
Economic Research which was entrusted with 
a survey of bank services to depositors has 
completed it and submitted its report to the 
Commission. 

306. During this period, the Commission 
visited the States of Rajnsthnn, Janiniu and 
Kashmir, West Bengnl, 13ihar and Uttar Pra- 
desh. I t  also met the ofiicials of the Govern- 
ment of Kerala a t  'Trivandrum. The Commis- 
sion's programme of visiting the various States 
came to an  end in June 1971. The Commission 
visited New Delhi and held discussions with 
the Finance Minister. The Commission has 
also held meetings in Bombay with bankers, 
experts and others. The Commission is ex- 
pected to finalise its report by the end of 
1971. 

Table 38-Commercial Banking Trends at a Glance 
r) 

VI. 

VII. 

X. 

XI. 

(As o n  the last Friday of June) 

1966 1967 1968 1969 1970 1971 

N u m b e r  o f  Banks 
(i) Scheduled Banks . . . . . . 76 74 7 3 73 7 2 74 
(ii) Non-Scheduled Banks . . . .  . . 31 24 19  16 13 1% 

N urn ber o f  Offices . . . . . . 
(i) Scheduled Banks . . . . . . 6139 6620 7044 8015 9938 11892 
(ii) Non-Scheduled Banks . . . . . . 240 216 203 217 193 149 

Aggregate Deposits (Rs. Crores) . . 
(i) Scheduled Banks . . . . .. 3123.2 3517.0 3969.0 4645.8 6274.5 6189.9 
(ii) Non-Scheduled Banks . . . . . . 25.0 24.6 26.2 28.0 13.8 14.7 

Demand Deposits (Rs. Crores) 
(i) Scheduled Banks . . . . . . 1477.3 1664.G 1874.8 2103.G 2328.8 2725.1 
(ii) Non-Scheduled Banks . . . . .. 9.1 9.1 10-2 11.7 8.4 9.3 

T i m e  Deposits (Rs. Crores) . . . . 
(i) Scheduled Banks . . . . .. 1645.9 1852.4 2094.2 2542.3 2945.7 3464.8 
(ii) Non-Scheduled Banks . . . . . . 15 .9  15 .4  16.0 16 .3  6.4 5.4 

Deposits as percentage of 
Nat iona l  Income (%) . . .. .. 15.3 14 .8  14-1 16 .3  17.0 18-0* 

Tota l  Bank Credit  (Rs. Crores) . . 
(i) Scheduled Banks . . . . . . 2271.4 2631.1 3102-9 3598.8 4212.7 4775.8 
(ii) Non-Scheduled Banks . . . . . . 15.0 15.1 12.8 16.4 3 . 5  3.1 

Credit-Deposit Ratio (%) 
(i) Scheduled Banks . . .. .. 72.7 7 4 , s  78.2 77.5 79.9 77.2 
(ii) Non-Scheduled Banks .. .. 60.0 61.6 48.9 58.6 25.4 21.1 

Investments in Government Securities 
(Rs. Crores) 

(i) Scheduled Banks . . . . . . 918.8 922.6 975.6 1126.3 1186.1 1369.4 
(ii) Eon-Scheduled Banks . . .. 5.6 5 . 4  6 .6  6.7 3 .4  4.0 

Investment-Deposit Ratio (%) 
(i) Scheduled Banks . . . . . . 29.4 26.2 24.6 - 2 4 - 2  22 .5  22.1 
(ii) Non-Scheduled Banks . . .. .. 22-4 22 .0  25.2 23.9 24 .6  27.2 

Cash and Balances with R.B.I. (Rs. Crores) 
(i) Scheduled Banks . . .. .. 195-3 258.8 269.5 380-3 357.6 393.5 

( i i )  h'on-Scheduled Banks . . . . .. 1.7 1 .9  2.1 2.5 0 . 9  1.1 

XII. Cash-Deposit Rat io (%) 
(i) Scheduled Banks . . . . .. 6.3 7.4 6 . 8  8 - 2  6 .8  6 . 4  

( i i )  Non-Scheduled Banks . . . . . . .. 6.8 7.8 8 . 0  8-9 6 . 5  7 .5  . . - 
~Votrs  : (1) T h e  figures for non-scheduled banks i n  the last column relate t o  August 1970. 

(2) T h e  figures for June 1971 are  provisional. 
(3) T h e  figures for non-scheduled banks for 1970 and  1971 are  provisional. 

* Based on National Income a t  current prices (estimated). 



IV. DEVELOPMENTS IN CO-OPERATIVE BANKING 

307. The year under review was charac- 
terised by consolidation of gains made in 
previous years in the direction of adoption 
of progressive loaning policies and mobilisa- 
tion of deposits by co-operative banks and 
in opening a line of credit to the small and 
economically weak farmers as well as to 
tribals engaged in agriculture and allied occu- 
pations. The crop loan system which has 
come to be adopted as a normal feature of 
lending by the co-operative banks, by and 
large, had undergone further refinements in 
thz: context of larger use of inputs by the 
agriculturists. The credit support that was 
extended to the co-operative banks conse- 
quent on these developments was also accom- 
panied by efforts to ensure that the co-opera- 
tive banks observed seasonality in their lending 
and recoveries. With a view to progressively 
decreasing the reliance of the banks on the 
Reserve Bank, the Bank fixed targets for 
deposits for the bigger of the central co-opera- 
tive banks in the country. This was also a 
preparatory measure for the eventual linking 
of the Bank's lending rates to deposit mobili- 
sation, as recommended by the All-India 
Rural Credit Review Committee. Similarly, 
in the case of land development banks, their 
rural debenture programme which was meant 
to mobilise rural savings, was linked to their 
ordinary debenture programme. The Bank 
continued its efforts in filling up the credit 
gaps in the areas of weak central co-operative 
banks by continuing the implementation of 
the scheme of financing primary societies by 
commercial banks, in maintaining the credit 
flow in areas which were affected by wide- 
spread natural calamities by making use of 
credit stabilisation arrangements, and in 
strengthening the co-operative credit struc- 
ture by suggesting concrete schemes for 
rehabilitation of weak central co-operative 
banks. 

308. The Agricultural Credit Board which 
was set up by reconstituting the erstwhile 

Standing Advisory Com- 
Agricultural mittee on Rural and Co- 
Credit Board operative Credit on the re- 

commendation of the All-India 
Rural Credit Review Committee, held its first 
meeting on August 3, 1970 and considered 
the Review Committee's various recomrnenda- 

tions regarding the measures to be adopted 
by the Reserve Bank and other agencies of 
development for ensuring timely and adequate 
farm credit. In  pursuance of the decisions 
of this Board, the State Governments and 
the co-operative banks were advised to take 
the action required of them in implementing 
the recommendations. As for the recommenda- 
tions pertaining to its own functions and 
policies, the Bank has already initiated action 
for their implementation. 

309. The Agricultural Credit Board also 
constituted two Standing Committees t o  
advise. it on problems of financing certain 
specialised fields of co-operative activity such 
as small-scale and cottage industries, long- 
term investment in agriculture, marketing, 
etc. The two Standing Committees had 
their first meetings during the year under 
review. While the Standing Committee I 
considered, among others, the problems re- 
lating to  financing of small-scale and cottage 
industries, distribution and marketing in the 
agricultural sector, etc., the Standing Com- 
mittee I1 reviewed the progress made in the 
sphere of credit facilities offered by the Bank 
for agricultural production and investment. 
Some of the important decisions arrived a t  
by these Standing Committees related to the 
Bank providing separate line of credit for 
marketing of crops including processing, re- 
finance for the marketing of minor forest 
produce and the purposes for which medium- 
term loans might be advanced by co-operative 
banks. The Agricultural Credit Board had 
also appointed a Study Group for a detailed 
examination of the recommendation of the 
Review Committee regarding the linking of 
the rate of interest on loans from the Bank 
t o  the efforts a t  deposit mobilisation by central 
co-operative banks. The Study Group, which 
met once during the year, considered various 
implications of the issues referred to  it. The 
Group's report is awaited. 

310. In pursuance of the recommendation 
of the Rural Credit Review Committee, the 

Financing of Government of India have 
Small, Marginal approved the establishment 
and other Econo- of 46 Small Farmers Deve- 
miofiyWuk lopment Agencies (S.F.D.A.) Farmers 

and 37 Marginal Farmers 
and Agricultural Labour projects (M. F. A.L.) 



in selected districts. The Bank has been 
actively assisting the co-operative banks and 
other credit institutions in the S.F.D.A.! 
M.F.A.L. areas in attuning their policies and 
procedures to the needs of the small and 
marginal farmers and in augmenting their 
own resources so as to meet the credit needs 
fully. Simultaneously, the Bank took steps 
to ensure that credit needs of small and eco- 
nomically weak farmers are met even in areas 
outside these projects. 

311. In pursuance of a suggestion from 
the Planning Commission, the Bank under- 
took special studies of some S.F.D.A. pro- 
jects. These study reports indicated guide- 
lines on the methodology to be adopted in 
identifying the small farmers and in ascer- 
taining the credit and other needs of such 
farmers, keeping in view the cropping pattern, 
availability of irrigation facility, scope for 
subsidiary occupations, etc. Measures were 
also suggested for strengthening the existing 
credit agencies and for building up the re- 
quisite infra-structure. In order to spell out 
the role and also to discuss the problems 
faced by co-operative banks in implernenta- 
tion of the programmes for the benefit of 
small farmers, the Bank convened regional 
conferences of representatives of central co- 
operative banks and State Governments at 
Ahmedabad, Bangalore, Chandigarh and 
Calcutta. The central co-operative banks 
were also called upon to use a predetermined 
percentage of their borrowings from the State 
co-operative bank for financing the small 
farmers. 

312. The transitional scheme of financing 
of primary agricultural credit societies by 

commercial banks in the 
Commercial areas of weak central co- 
Banks' Financing operative banks, introduced of Agricultural 
Credit Societies last year with the financing - .~ 

of the Kharif 1970 operations, 
was continued during the year under review. 
Under the scheme, 1,974 societies in 49 dis- 
tricts of Andhra Pradesh, Haryana, Madhya 
Pradesh, Mysore and Uttar Pradesh were 
allotted t o  300 branches of 20 commercial 
banks including the State Bank of India 
Group. As a t  the end of June 1971, the 
commercial banks advanced loans aggre- 
gating Rs, 6.93  crores to 1,546 societies. 
In addition, liabilities amounting to Rs. 2.13 

crores in rcspect of 589 societies \vcrc nlso 
taken over by the commercial banks, thus 
bringing thcir total involvcmcnt, under thc 
scheme, to Rs. 9.06 crores. The progrcss 
achieved under the scheme has bccn encou- 
raging in Andhra Pmdesh, Haryana and 
Mysore. Despite the procedural and orga- 
nisational difficulties initially faced in imple- 
menting the scheme, a fair measure of success 
might be said to have bccn achieved, and the 
progress could further be accelerated subject 
to concerted efforts being made by all the 
agencies concerned. The commercial banks, 
financing agricultural credit societies under 
the scheme, are eligible for refinance facility 
from the Reserve Bank at a concessional rate 
of interest of 44 per cent. Their advances to 
the societies for issue of loans to members 
against pledge of agricultural produce (subject 
to credit control measures) are also exempted 
from ceiling as well as margin requirements 
for a period of two months from the date of 
harvest of the relevant crop, provided the 
amount of loan per member is restricted to a 
maximum amount of Rs. 2,500 or the crop 
loan outstanding, whichever is lower. These 
concessions serve as incentives to the com- 
mercial banks in providing adequate credit 
support to the societies. 

313. The above scheme of commercial 
banks' financing of primary agricultural credit 

societies was introduced at 
co-operative the instance of the Bank, 
Development pending the strengthening 

of the co-operative credit 
structure in the concerned areas. Efforts in 
this direction were continued and specific 
programmes of rehabilitation of weak central 
co-operative banks in areas where the above 
scheme was in operation and elsewhere were 
drawn up by the Bank and, after detailed 
discussions with the representatives of the 
State Governments and co-operative banks 
concerned, these programmes were recom- 
mended for implementation. The important 
suggestions related to : (i) strengthening of 
the capital structure of the central co-operative 
banks ; (ii) rationalization of loaning policies 
and procedures ; (iii) strengthening of the 
administrative and supervisory arrangements 
for recovery of overdues and future loans ; 
(iv) financial assistance from the State Govern- 
ments to  augment the bad debt reserves ; 
and (v) mobilization of deposits. During 



the year undcr rcvicw, discussions wcrc held thc normal co-operative credit structure was 
wit11 rcprescntatives of Andhra Pradcsh, either weak or unwilling to finance the tribals. 
Madhya Pradcsh and Mysore States on The Bank also decided to provide refinance 
various issues and problcms connected with facilities to State co-operative banks for ad- 
rehabilitation schemes. The Bank is closely vances made to forest marketing co-operatives 
following the progrcss of these measures. for the marketing of minor forest produce of 

tribals. 

314. Between January and May 1971, the 
Deputy Governor in-charge of rural credit 317. The Rural Credit Review Corn- 
held discussions on the more important aspects mittee that the Reserve Bank 
and problems of co-operative credit and deve- might sanction separate credit 

Separate Credit limits for "seasonal agricul- lopment with the representatives of 12 State Limits for Mar- 
Governments. During these discussions, the keting of Crops tural operations" and "mar- 
persisting weaknesses were pointed out and ketjng of crops". While the 
the remedial meastires suggested relating to Bank had already introduced the practice of 
mobilization of deposits by co-operative banks, sanctioning Separate credit limits for the 
mounting ovcrdues, reorganization of the marketing of cotton and k a ~ a s  in 1968-69p 

credit societies on the it has now been decided that from 1971-72 
accepted pattern, of weak ten- onwards separate limits should be sanctioned 
tral co-operative banks and problems of land for marketing all other crops also- The ob- 
development banks. jective is to see that the limit meant for sea- 

sonal agricultural operations is not diverted 
towards financing marketing of crops. 

Co-operative Credit : Policy, Procedures and 
Operations 3 18. The financial accommodation from 

the Bank for agricultural purposes has been 
315. An important stipulation introduced progressively increasing year 

by the Reserve Bank during the year in regard Progress Of after year with the growing 
Bank's Financial to the provision of financial Accommodation demand for agricultural 

Special Measures accommodation to State co- credit. The credit limits 
'Or Farmers Sma"'weak operative banks for seasonal sanctioned by the Bank to State co-operative 

agricultural operations and banks for financing seasonal agricultural 
marketing of crops was that a portion of the operations and marketing of crops at  the con- 
credit limit sanctioned by the Bank to each cessional rate of 2 per cent kelow the Bank 
central co-operative bank should be ear- rate increased from Rs. 370.16 crores during 
marked for financing small and economicalIy 1969-70 to Rs. 390.11 crores during 1970-71. 
weak faImers. TO Start with, central CO-Ope- The drawals during the year aggregated 
rathe banks were advised at least 10 Rs. 424.49 crores as against Rs. 425.09 crores 
per cent of outstandings of borrowings from in 1969-70. Repayments were of the order 
the concerned State co-~perative banks as of Rs. 449.76 crores as against Rs. 394.06 
on June 30, 1971 as covered by outstandings crores in 1969-70, The outstandings as on 
of loans to societies against smallJmarginal June 30, 1971 a t  R ~ .  188.84 crores as 
Or weak farmers. This Per- compared with Rs. 214.11 crores as on June 

would be increased 20 by the end 30, 1970 (Table 39). The special short-term 
of June 1972. credit limits sanctioned to State co-operative 

banks for financing marketing of cotton and 
kapas during the year 1970-71 were Rs. 10.65 

316. with the object of helping agricul- crores as against Rs. 7.75 crores during 
tural operations of the tribals in Andhra 1969-70. The aggregate drawals were 
Pradesh, the Girijan Co-operative Corpora- Rs. 8.56 crores, repayments Rs. 9.52 crores 
tion was recognised by the Bank for the pur- and outstandings Rs. 1.03 crores. The figures 
pose of channelling agricultural credit to for 1969-70 were Rs. 9.33 crores, Rs. 8 . 2 4  
tribal culfivators in three districts, where crores and Rs. 1.99 crores, respectively. 



Tabla 39-Short-term Loans Provldod by th* 
Reserve Bank of India to State CO-operative Banks 

at tho Concessional Rate of tctrrest for Seasonal 
Agricultural Operations and Marketing of Crops 

(1960-61 to 1970-71) 

iRs. crirrru) 
-.--- 

Ycar 1,imits I>m\sals Out- 
sanctioned sta11dinp -- -- -- - 

1960-61 . .  111-7!) 142.91 100.88 
1061-62 . . 138.1% 154.32 115.20 
1963-63 . .  163.94 1!)9.72 124. 28 
1903-64 . . 1%-21 298.18 146.54 
1964-65 . . 199.86 5 3 . 3 8  160.51 
1065-GG . . 212-(9; ?(iO.3(i 143.tii 
1966-67 . . 257.80 292.3,t 135.38 
1067-68 . . 314.15 364.89 137.17 
1068-69 . . 337.52 411.15 183 - 05 
1969-70 . . 370.1(; 426.09 211.11 
1070-71 . . 390.1 1 424.4!) 188-84 --- 

319. In order to cnsurc the financial dis- 
cipline of seasonality in lending and recovery 

of loans, the Rural ~ r e d k  
in Review Committee recom- 

Lending and 
Recovery mended closed periods for 

dra~lals on the short-term 
credit limits sanctioned by the Rank. Thc 
Agricultural ~ i e d i t  Board felt that the prin- 
ciple of seasonality could as well be achieved 
by requiring the central banks to bring down 
the level of outstandings under borrowings 
from the apex bank to 3 given minimum 
level during any part of the year, which would 
also ensure that the banks were not left with 
unduly large surpluses at ' any time. The 
minimum levels upto which the borrowings 
on the short-term loans by the central co- 
operative banks should be reduced have been 
arrived at by mutual discussions between the 
Bank and the representatives of some selected 
States/Central co-operative banks. The State 
co-operative banks in consultation with Co- 
operative Departments of their States have 
been asked to fix similar limits for other 
central co-operative banks on mutually agreed 
lines taking into account broadly the cropping 
pattern of the district, etc. 

320. The Bank continued to provide f aan- 
cia1 accommodation to the State co-operative 

banks at Bank rate.  under 
Finance for Section 17(4)(~) of the Re- 
Fertilizers serve Bank of India Act, 

against Government gua- 
Tantee, for financing the apcx marketing 
societies for purchase, stocking and distribu- 
tion of chemical fertilizers. Since December 

lYb9, ncc.ort~tliodutio~~ for ttic purposc was 
considcrcd only in c a m  wllcrc thc Stnte co- 
opcratilc ni:~rkcting socicfics wcrc un~b lc  to 
obtain the ncccssary funds froni commercial 
banks. This nccounlcd for thc dcclinc in 
the aggregrrtc limits s;tnctio~lctl by the Bank 
to Stnte co-operative banks for thc purpose 
during the calendar year 1970. Thc limits 
sanctionetl, drawals and outstandings nt thc 
end of the year were Rs. 16.80 crores, 
Rs. 1 1 .27 crorcs and Rs. 4.22 crores, rcspcc- 
tively. The corresponding figures for 1071 
(upto the end of June) arc Rs. 19.25 crores, 
Rs. 17.43 crores and Rs. 3 . 4 3  crores. The 
position in  this regard is under constant review 
with a view to ensuring that tllc legitimate 
credit needs of fertilizer ~narketing are met 
by commercial and co-operative banks, sppro- 
priately supplemented by the Bank. 

321. A short-tern~ crcdit litnit of Rs. 7 .  50 
crores was sanctioned to one State co-operative 

bank on behalf of ten co- 
CO-operative operativc sugar factories 
Sugar Factories under Scct ion 17(4)(c) of 

the Rcscrvt: Bank of India 
Act at 2 per cent abovc the Hank rate for 
financing the working capital rcqt~ircrnents 
of co-operative sugar factories against stocks 
of sugar by way of pledgc. Tlic total drawals 
aggregatcd Rs. 5.32 crorcs and thc outstand- 
ings as on June 30, 197 1 were 17s. 4.32 crores. 

322. The Agricultural Refinance Cor- 
poration was sanctioned for the year 1970-71 

a short-term credit limit of 
Loans to ARC Rs. 8.00 crores at the Rank 

rate under Section 17(4) (E) 
of the Reserve Bank of India Act against the 
security of special development debentures 
purchased by i t .  The aggregate drawals 
on the limit amounted to Rs. 11.80 crores 
and the outstandings as on June 30, 197 1 
were Rs. 7.52 crores. 

323. I n  the sphere of medium-term loans 
for agricultural purposes, the Bank's' policy 

was aimed at encouraging 
Medium-term loans for identifiable purposes 
Finance such as construction of wells, 

purchase of pumpsets and 
agricultural implements, ctc. As certain stu- 
dies made in this connection revealed that a 
good portion of the medium-term loans 



advanced by a number of central banks was 
meant for purposes which were not clearly 
identifiable, it was decided to regulate the 
grant of medium-term credit limits in 1970-71 
in such a way as to bring about a definite 
shift towards loans for identifiable produc- 
tive purposes. Accordingly, for availing of 
the accommodation from the Bank, a central 
bank was required to advance at least 40 per 
cent of its medium-term loans for any one 
or more of the four purposes, viz., (i) con- 
struction of wells and other minor irrigation 
schemes, (ii) repairs to wells and other irriga- 
tion sources, (iii) purchase of machinery 
such as, pumpsets, and (iv) purchase of agri- 
cultural implements. Precautions were also 
taken to see that the central co-operative 
banks did not come up with ambitious pro- 
grammes in areas where land development 
banks had drawn up schemes with the assis- 
tance of the Agricultural Refinance Corpo- 
ration and that there was proper co-ordination 
between the central banks and the land 
development banks in the sphere of term 
lending. 

324. In 1966, the Bank had approved the 
charlnelling of its finance for purchase of 

milch cattle through milk 
Finance for supply societies in an area 
Milch Cattle 
Purchase where a co-operatively or- 

ganised dairy development 
project was in effective operation. Following 
the recommendation of the Rural Credit 
Review Committee, the Bank, in December 
1970, agreed to these loans being granted by 
the milk supply societies to their members 
even if the pasteurisation, processing and 
marketing of milk and milk products were 
undertaken by a private or government dairy. 
With a view to enabling the small farmers to 
take up dairying or poultry activities along- 
side agriculture, it was decided in June 1971 
that medium-term loans might be advanced 
upto a limit of Rs. 2,000 without insisting on 
the mortgage of immovable property or charge 
on land. 

325. During the year, the aggregate of 
medium-term credit limits sanctioned under 
Medium-term Section 17(4AA) read with 
Limits Section 46A(2)(b) of the 
Reserve Bank of India Act at  I +  per cent 
below the Bank rate was Rs. 17.55 crores as 
against Rs. 18.30 crores sanctioned in the 

previous year. In addition, one State co- 
operative bank was sanctioned loans aggre- 
gating Rs. 1.21 crores for purchase of shares 
in co-operative sugar factories at  the Bank 
rate. The drawals (including those limits 
sanctioned at the Bank rate) were Rs. 14.20 
crores during 1970-71 as against Rs. 11.48 
crores in 1969-70 and the outstandings as 
on June 30, 1971 were Rs. 24.31 crores as 
against Rs. 20.45 crores at the end of the 
previous year (Table 40). 

Table 4QMedium.Term loans for agricultural pur- 
poses provided by the Reserve Bank of lndia to 
State Co-operative Banks at the concessional rate 

(1960-61 to 1970-71) 

(Rs. crores) 

Year Limits Drawals Out- 
sanctioned standings 

326, As in the past, during 1970-71 
medium-term credit limits aggregating 
Rs. 21 -80 crores a t  14 per cent below the 
Bank rate were sanctioned to four State co- 
operative banks from out of the National 
Agricultural Credit (Stabilization) Fund t o  
enable them to convert the short-term loans 
into medium-term Ioans to tide over the 
difficulties arising out of natural calamities. 
The total drawals from the Fund during the 
year were Rs. 13.64 crores and the outstand- 
i n g ~  with State co-operative banks were 
Rs. 13.66 crores as on June 30, 1971. Be- 
sides, two State co-operative banks were 
sanctioned short-term credit limits of Rs. 7.00 
crores at  the Bank rate against the pledge of 
Government/Trustee securities representing 
the investments out of their Stabilization 
Funds for granting conversion facilities to 
the Central co-operative banks in their areas. 
The drawals against these limits till June 
1971 amounted to Rs. 4.18 crores and the 
amount outstanding as on June 30, 1971 was 
Rs. 2.50 crores. 



327. The Bank generally provided finan- 
cial accommodation under Section 17(2) (bb) 
of the Reserve Bank of India Act for financing 
the production and marketing activities of 
weavers' societies at concessional rate of in- 
terest at  14 per cent below the Bank rate. 
Accommodation was also provided for the 
first time, as per terms and conditions fina- 
lised last year, under the same Section to 
State co-operative banks for financing the 
other cottage and small-scale industrial units 
coming under the 22 'approved' groups. 
During the financial year 1970-71, 11 State 
co-operative banks were sanctioned credit 
limits aggregating Rs. 10.12 crores as against 
Rs. 8.18 crores during 1969-70, under Sec- 
tion 17(2) (bb) read with Section 17(4) (c) 
of the Reserve Bank of India Act at 14 per 
cent below the Bank rate for financing the 
production and marketing activities of wea- 
vers' societies. The drawals amounted to 
Rs. 12.36 crores as against Rs. 9.49 crores 
during the previous year and outstandings as 
on March 31, 1971 stood at Rs. 7.83 crores 
as against Rs. 6.42 crores at the end of the 
previous year. Three State co-operative 
banks were sanctioned credit limits of 
Rs. 80.00 lakhs under Section 17(2) (a) read 
with Section 17(4)(c) of the Reserve Bank 
of India Act for financing yarn business of 
apex handloom weavers' societies as against 
Rs. 69.00 lakhs sanctioned last year. Drawals 
aggregated Rs. 4.00 lakhs and outstandings 
at the end of March 31, 1971 were Rs. 2.93 
lakhs. Four State co-operative banks were 
for the first time sanctioned limits aggre- 
gating Rs. 46.59 lakhs at  Bank rate on behalf 
of 4 central co-operative banks and 8 primary 
(urban) co-operative banks for financing 
approved cottage and small-scale industrial 
units. A sum of Rs. 1.95 lakhs drawn against 
these limits was fully outstanding as on March 
31, 1971. 

328 The primary (urban) co-operative banks 
are catering to the banking and credit needs 

of urban clienteIe constitut- 
Urban Co-opera-ing generally small traders, 
tive Banks small businessmen, artisans, 

factory workers, salaried per- 
sons, etc., in urban and semi-urban areas. 
With a view to bringing about reorientation 
in  their loaning policies, the Bank had been 
advising the State co-operative banks that 
refinance to urban co-operative banks should 

be on n reinlburscmcnt basis. Such refinance 
was to be limited to 50 pcr cent, 66 3 per 
cent and 75 per cent oi  the loans and advances 
provided by the urban banks, for consump- 
tion expenditure, cotnmcrce and trade and 
small-scale industries, respectively. As indi- 
cated earlier, the primary (urban) co-operative 
banks are eligible for refinance facilities 
under Section 17(2) (bb) or (4) (c) of the 
Reserve Bank of India Act for financing the 
production and marketing activities of 22 
broad groups of cottage and small-scale 
industrial units a t  Bank rate. For the 
first time during the financial year 1970-71, 
the Bank had sanctioned credit limits aggre- 
gating Rs. 42.45 lakl~s to the Gujarat and 
Manipur State Co-operative Banks on behalf 
of 8 primary (urban) banks. The Bank 
continued to provide loans to State Govern- 
ments from the National Agricultural Credit 
(Long-term Operations) Fund to enable them 
to contribute to the share capital of primary 
(urban) banks on a selective basis. During 
the financial year 1970-7 1, a sum of Rs. 10.30 
lakhs was sanctioned for contribution to share 
capital of 19 primary (urban) banks. 

329. The terms and conditions. governing 
financial accommodation from the Bank's 

National Agricultural Credit 
'pecia' Assistan- (Long-term Operations) Fund 
c e  from N.A.C. 
(L,T.O.) Fund to the State Governments 

for contributing to the share 
capital of co-operative credit institu- 
tions were liberalised during the year under 
review. Accordingly, the financially weak 
central co-operative banks, which are under 
a scheme of rehabilitation, are now eligible 
for contribution in excess of 50 per cent of 
their total paid-up capital, even if the per- 
centage of overdues to demand exceeds 
30 but not more than 50. Primary agricul- 
tural credit societies operating in the areas 
of weak central co-operative banks and of 
S.F.D.A.1M.F.A.L. projects are eligible for 
contributions upto Rs. 10,000 irrespective of 
the level of overdues. Contributions above 
Rs. 10,000 are subject to the conditions 
regarding overdues, issue of loans for pro- 
ductive purposes, etc. It is also considered 
adequate for the purpose of State contribu- 
tion, t o  link shareholdings to borrowings 
at not less than 10 per cent, instead of 20 
per cent as hitherto a t  the primary level. 



330. During tfie financial year 1970-7 I ,  
loans aggregating Rs. 11.85 crores (excluding 

Long-term renewals of the previous year 
Finance to the extent of Rs. 0.03 

crore) were sanctioned to 14 
State Governments out of the National 
Agricultural Credit (Long-term Operations) 
Fund under Section 17(4) (AA) read with 
Section 46A(2)(a) of the Reserve Bank 
of India Act for contribution to the share 
capita1 of 6 State co-operative banks, 105 
central co-operative banks, 4,076 primary 
agricultural credit societies, 8 central land 
development banks, 146 primary Iand deve- 
lopment banks and 19 primary (urban) co- 
operative banks. Further, a sum of Rs. 75.96 
lakhs sanctioned during 1969-70 was extended 
for drawals during 1970-71. The aggregate 
drawals of the State Governments during 
the financial year 1970-71 amounted to 
Rs. 12.49 crores as against Rs. 6.80 crores 
during 1969-70 (Table 41). The total amount 
outstanding against the State Governments 
on this account was Rs. 41.93 crores as on 
March 31, 1971 as against Rs. 33.83 crores as 
on March 31, 1970. 

Table 41-Loans from the National Agricultural 
Credit ( Long-term Operations ) Fund to State 
Governments for Contribution to the Share Capi- 

tal  of Co-operative Credit Institutions-1960-61 
to 1970-71 

(Rs. crores) 

Limits sanctioned 
Year* including Drawals 

renewals 

- 
* Financial year. 
9 Including exter~rled loans of the order of Rs. '7;i.!)fi 

lakhs sanctioned during 1969-50. 

331. 
year's 

A reference was made in the last 
Report to the ordinary debenture 

Droaramme of the land deve- 
L v 

Special Measures lopment banks fixed at 
to Improve the 
Co-operative Rs. 141.20 crores for the 
Long-term year 1970-71. The progra- 
Lending Insti- mme was revised downward tutions 

to Rs. 139.20 crores due to 
reduced support from the Central and State 
Governments. Against the above approved 
programme, the Iand development banks 
issued debentures for an aggregate amount 
of Rs. 123.56 crores during the financial year 
ended March 31, 1971. The subscriptions 
actually collected by the banks aggregated 
Rs. 127 crores. The Central and State 
Governments subscribed Rs. 36.62 crores, the 
Reserve Bank of India, the State Bank of 
India and the Life Insurance Corporation of 
India together Rs. 22.15 crores (the Reserve 
Bank's contribution being Rs. 4. 16 crores) 
and the commercial banks, Rs. 29.91 crores. 
The shortfall in the approved programme was 
partly due to organisational failures in the 
land development banks and partly t o  the 
progressive improvement in the quality of 
scrutiny of loan applications resulting in 
a reduction in the volume of loans for un- 
productive purposes. 

332. The Bank convened a meeting of the 
representatives of the principal investors and 
the central land development banks in March 
1971 to  finalise the debenture programme for 
the financial year 1971-72. A programme of 
Rs. 140 crores was tentatively agreed upon 
for the year. The support available towards 
the programme from the Central and State 
Governments was placed a t  Rs. 34 crores. 
The public sector institutions were expected 
to  provide Rs. 27 crores and the commercial 
banks, Rs. 30 crores. In view of the arrange- 
ments made for ensuring adequate support to 
the debenture programme of the land deve- 
lopment banks from different governmental 
and institutional sources, the Bank continued 
to lay emphasis, as in previous years, on the 
purposes for which loans should be advanced 
by the land development banks. Thus, the 
condition that a t  least 90 per cent of the loans 
advanced should be for productive purposes, 
of which 70 per cent for easily identifiable 
purposes, was continued for the year 1971- 
72. 



333. Since 1909-70. 011ly such 01' tllc land 
development banks, overdues of \vhich at the 
primary level were less tha11 I 5  per cent 01' the 
dctnand for thc year as 31 the cnd of the 
previous co-operative year, were cligible for 
100 per cent of the support provided for under 
the debenture programnle. The banks in 
which the recovery or loans did not reach 
the above level were eligible only for a lower 
support on a tapering-off basis. An im- 
portant consideration which prevailed in 
imposing the above condition was the expcc- 
tation that the denial of full support to the 
debenture programme of the land develop- 
ment banks with higher levels of overdues 
would compel them t o  initiate appropriate 
action for the recovery of the overdue loans. 

334. The Bank had also been endeavouring 
during the last two years to impress upon the 
land development banks the need to  adopt 
operational procedures and policies oriented 
towards agricultural development. The need 
for  the observance of some discipline in 
regard to loaning by the land development 
banks had lately assumed urgency because of 
the terms of the agreements entered into 
between the Agricultural Refinance Corpora- 
tion and the land development banks with 
the International Development Association in 
respect of the agricultural credit projects 
sanctioned by the latter. The land develop- 
ment banks, accordingly, are required to 
adopt, even in  regard t o  their normal lendings, 
the terms and  procedures similar to, or  
consistent with, those stipulated in  the project 
agreements i n  respect of the project lendings. 
Efforts were also continued to bring about 
qualitative improvements in  regard to  other 
aspects of  working of land development 
banks, particularly resources management. 

335. The  Rural Credit Review Committee 
which reviewed the policy in regard t o  the 
floatation of  rural debentures by land deve- 
lopment banks recommended that  the rural 
debenture programme should be linked to  their 
ordinary debenture programme. The Com- 
mittee suggested tha t  the rural debenture 
programme should no t  be  less than 5 per cent 
of the ordinary debenture programme i n  
any State. The Agricultural Credit Board 
generally endorsed the above recommenda- 
tion and suggested that  a beginning might be 
made towards implementing the recommenda- 

tion frorli t l ~ c  ysar 1910-71. In pursu;lncc of 
tliis rcco~nmcndatic)~i. tile 1;i1id C f c ~ c l ~ p ~ ~ ~ e t l t  
banks tvcrc ;~d\~isci! in Ilccc~nbcr 1970 to 
float riurinp 1070-71 onc or  Illore series of 
rural dcbenturcs for ;in ;\maulit aggregating 
at ]cast 24 per cent of the appro~crl  orJin;~ry 
debenture progri1mnle for thr ycar. During 
thc linrtncial year ended M;irch 31, 1971, 
the land development banks issued rural 
debentures for an aggregate amount of 
Rs. 4.39 crores, the Bank's contribution to 
these debentures being Ks. 0.18 crore. The 
Bank's total holdings of rural debentures as 
on March 31, 1971 were Rs. 8.59 crores. 

336. As on June 30, 197 1, there were 
1,3 15 co-operative banks-29 State, 366 

Central and 920 primary 
Number of CO- banks-coming under the 
operative Banks purview of Banking Regula- 

tion Act 1949 as against 
1,3 17 co-operative banks (28 State, 366 
Central and 923 prinl'ary) at the beginning 
of the year. The  decline in the number of 
banks during the ycar was mainly due to 
deletion of certain non-agricultural credit 
societies from the list of  primary co-operative 
banks. 

337. With a view t o  tightening the control 
on advances of State and Central co-operative 
banks against security of  cotton and kapas, 
selective control measures were taken during 
the year under review, as discussed on page 81. 

Agricultural Refinance Corporation 

338. During the year 1970-71, the Cor- 
poration sanctioned refinance in respect o f  

100 schemes@ of agricultural 
Sanctions and development relating to a 
Disbursements wide range of  irrigation and 

land development purposes. 
The total financial assistance involved i n  these 
schemes was of the order of Rs. 62.15 crores. 
The Corporation's commitment under these 
schemes was Rs. 53.92 crores. 

339. Out of 100 schemes sanctioned during 
the year under review, 67 schemes are t o  be 
impleniented through the central land deve- 
lopment banks, the refinance provided in their 

@ Excluding t w o  schemes sanctioned but subsequeiltly 
withdrawn. 



case being in the form of contribution towards 
the special development debentures to be 
floated by the concerned banks. Six  schemes 
arc to be impIemented through the State co- 
operative banks and the remaining 27 by the 
scheduled commercial banks, the refinance in 
their cases being in the form of loans. 

340. The 100 schemes sanctioned, during 
the year under review, include 55 schemes for 
the development of minor irrigation works, 
9 schemes for the development of land, 26 
schemes of plantation and horticulture and 1 
scheme of farm mechanisation. Of the re- 
maining, 2 schemes are for the development of 
poultry farming, 2 for the development of 
fisheries, 3 for dairy development and 2 for the 
construction of godowns. 

341. A noteworthy development during 
the year was the break-through achieved in 
regard to financing schemes for dairy deve- 
lopment. The three dairy schemes sanctioned 
during this year involve financial assistance 
of the order of Rs. 142.25 lakhs for purchase 
of milch cattle by the cultivators engaged 
in mixed farming activities combining dairying 
with agriculture and also professional non- 
agriculturist milkmen of the co-operative milk 
societies. Yet another significant develop- 
ment was the refinance facilities provided 
by the Corporation for the first time to a 
State Agro-Industries Corporation through 
a scheduled commercial bank. The Agro- 
Industries Corporation will be providing 
services to cultivators for land-levelling by 
obtaining funds from the scheduled commer- 
cial bank which ,will be refinanced by the 
Corporation. Similarly, for the first time, 
the Corporation approved minor irrigation 
schemes for benefiting small farmers-one 
in Haryana through the Haryana Minor 
Irrigation Tubewells Corporation in Narain- 
garh tehsil of Ambala district for financial 
assistance of Rs. 161.50 lakhs for 170 deep 
tubewells and the other in West Bengal in the 
Hoogly district involving financial assistance 
of Rs. 18 lakhs for sinking 300 shallow tube- 
wells. The two scheme areas fall under the 
Small Farmers' Development Agencies and 
the Corporation has provided 100 per cent 
refinance. More such schemes are under 
active consideration. The Corporation was 
also able to  help cultjvators to solve their 
storage problems in two more States, viz., 

Mysore and Haryana, by sanctioning one 
scheme each involving financial assistance of 
Rs. 71.10 lakhs in Mysore and Rs. 19.42 
Iakhs in Haryana. This is in addition to the 
earlier schemes of storage sanctioned by the 
Corporation in three States, viz., Gujarat, 
Punjab and Uttar Pradesh. The Corporaion 
has made special efforts to promote more 
and more schemes for areas and States not 
fully developed and in this connection, has 
sent its officers for formulating schemes which 
could be sponsored by the concerned financ- 
ing institutions and the State Governments. 
The Chairman of the Corporation had also 
discussions with the representatives of States 
in this regard which were followed up by the 
Managing Director and other officers of the 
Corporation. Special meetings were also 
held between the officials of the Government 
of India, the senior officials of the State 
Governments and of the Corporation to 
promote more schemes in these States. 

342. During the year, the Corporation 
approved reduction in the financial assistance 
in respect of some schemes sanctioned earlier 
as also the rephasing of some schemes so as 
to extend the period of floatation of the 
special development debentures. Taking into 
consideration the changes in the outlay of 
some. schemes sanctioned earlier as a result 
of rephasing as also withdrawal of schemes 
sanctioned during the earlier years, etc., the 
total number of schemes sanctioned by the 
Corporation during the eight years of its 
working as on June 30, 1971 is 458, the total 
financial assistance and the Corporation's 
commitment thereunder being Rs. 293.00 
crores and Rs. 248.66 crores, respectively. 

343. The disbursements made by the Cor- 
poration during the year amounted to 
Rs. 30.62 crores, raising the total disburse- 
ments as at  the end of June 1971 to Rs. 89.71 
crores. Out of the amount of Rs. 30.62 
crores disbursed during the year, a sum of 
Rs. 26.65 crores was disbursed to the central 
land development banks, Rs. 1.19 crores to 
State co-operative banks and Rs. 2.78 crores 
to scheduled commercial banks. During the 
year, 8 scheduled commercial banks and 
5 State co-operative banks made repayments 
of principal due, amounting to Rs. 31. I2 
Iakhs and Rs. 26.57 lakhs, respectively. 



344. During tlic ycar, the Corj>or;~lior~ 
a t l g n i ~ n t ~ d  its resources as '~rnder : (i) Its. 72 

crorcs by way of borrowings 
Augmenting of from the Government of 
Resources India under Section 20(l) (c) 

of the Agricultural Refinance 
Corporation Act and (ii) about Rs, 8.53 
crores from the open market by floating 5 2  
per cent ARC Bonds 1982 ( I1  Series). Further, 
the Corporation's short-term borrowings 
during the period from the Reserve Bank, 
under Section 20(l) (b)  of the Agricultural 
Refinance Corporation Act, 1963, aggregated 
Rs. 11  .80 crores of which Rs. 4.28 crores 
\c.ere repaid to  Reserve Bank of India in 
April 1971. 

345. The following policy and procedural 
changes were eficcted during the year under 

review : (a) The Corpora- 
Policies and tion has raised its interest 
Procedures rate on its refinance to 6-1 

per cent per annuln in respect 
of schelnes to be sanctioned on or after 
Novetilber 23, 1970. 

(6) The special concession of 10 
per cent cotitribution by State Govcrn- 
ments to  the special development de- 
bentures, floated by the Central land 
development banks in respect of minor 
irrigation schemes sanctioned by the Cor- 
poration was further extended upto June 
30, 1972. 

(c)  The Corporation decided, as a special 
case, to provide 100 per cent refinance in 

Haryana Agricultural Credit Project . . . . . . 
Taniil Nadu Agricultural Credit Project . . . . . . 
Andhra Pradesh Agricultural Credit Project . . . . 
Agricultural Aviation Project . . . . . . . . 

The Corporation is  actively associated with 
the implementation of these projects both as 
the sole refinancing agency and as the agency 
which is t o  satisfy itself about the inherent 

respect of ui;thlc scl~corcs, sponsored by 
Small F;\rmcrs Ilcvclol~nicnt t2pcricic~ tlirotiglr 
rtic eligible insrirutioris ;ll~ti S ~ I I C ~ ~ D ~ I C ~  b y  tllc 
Corporation. upto J~iric 30. 197 1. This ot9a- 
cession, inititilly grantcci for one )c.;ir, hiis 
now been furtlicr cxtcndcd upto Julie 30, 
1972. 

((1) After thc ~iatiolialisation of the 14 
scl~edulcd comniercial banks, tliesc banks as 
also the State Bank of India and its sub- 
sidiaries have been involved in a greater 
measure ill advancing loans for agricultural 
development. The Corporrrtion follows a 
flexible policy in regard t o  the extent of 
refinance provided to commercial banks. 
I t  provides refinance to such banks by taking 
into consideration their liquid resources 
position. During the year, the Corporation 
took various steps for simplification of pro- 
cedure for refinancing com~nercial banks. 

346. It was inentioiled in the last yc;\r's 
Report that the International Bank for 
Reconstruction and Development and its 
affiliate, the International Development Asso- 
ciation, had approved three projects in 
financing capital investment for mociernizing 
and increasing the productive capacity of 
agriculture. During thc year under report, 
agreements were signed between the Inter- 
national Development Association, Govern- 
ment of India and the Corporation in respect 
of four more projects for which IDA would 
provide financial assistance of Rs. 67.80 
crores (3 90.40 million); out of this Rs. 61.67 
crores will be made available through the 
Corporation as under : 

Amourit to be routed 
IDA Credit through A.R.C. 

(Ks. crores) 

$ 25 million Rs. 18-75 crores 18.75 

$ 35 ,, Rs. 26 .25  crores 22 .35  

$ 2 4 . 3 0  ,, Rs. 18.30 crores 18.01) 

$ 6  -00 ,, Rs. 4 -  50 crores 2.48  

soundness of the schemes from technical and 
economic aspects. During the year the 
Corporation's Regional Office at Kanpur 
was shifted to Lucknow. 



V. DEVELOPMENTS IN EXCHANGE CONTROL 

347. In the sphere of Exchange Control, 
the process of liberalisation of the Rules relat- 

ing to travel referred to in 
Mauritius Travel the last year's Report was 
Scheme, 1970 further carried forward during 

the year under review. Under 
the Mauritius Travel Scheme, 1970, introduced 
with effect from August 7, 1970, passages may 
be booked by airlinelsteamer companies and 
travel agents for any person who is a resident 
of India for visiting Mauritius once in three 
years. Such persons travelling to Mauritius 
by Air India will be eligible for release of 
exchange for U.S. $ 100. Any visits to 
Mauritius with grant of foreign exchange by 
the Reserve Bank of India for business or 
other purposes or under 'P' form approval 
given by the Reserve Bank will be ignored 
for the purposes of this Scheme and any visits 
to countries other than Mauritius under the 
Foreign Travel Scheme, 1970 will not debar 
a person from availing of the Mauritius 
Travel Scheme. Similarly, a visit to Mauritius 
under the Mauritius Travel Scheme, 1970, 
will not debar a person from availing of the 
benefits of Foreign Travel Scheme, 1970, 
if otherwise admissible. 

348. The facility of release of exchange 
of U.S. f 100 or its eauivalent admissible 

Exchange 
Entitlement of 

sailing of Air Indialshipping 
U.S. 8100 Corporation of India has 

since been extended to :- 

(a) persons eligible to avail of the Foreign 
Travel Scheme, 1970 for visiting 
Afghanistan or Burma travelling by 
flights of Indian Airlines on round- 
trip tickets without any further ticket 
for travel to any other countries 
under the Scheme ; and 

(b) persons who hold non-endorsable 
round-trip tickets issued under the 
Foreign Travel Scheme, 1970 for 
travel on the vessels of the Scindia 
Steam Navigation Co., Ltd. 

349. Until March 1971, the Exchange 
bureaux of Authorised dealers in foreign 

exchange and licensed monev- - 
Sale of Foreign changers functioning at $r 
Currency Notes 
and Coins ports and . docks . were per- 

mitted to  sell foreign currency 
notes and coins subject t o  prescribed limits 
and procedural formalities t o  outgoing 
travellers from India except 

(a) transit passengers, and 

(b) passengers holding open-dated tickets 
(including return tickets) issued out- 
side India. 

This facility has been extended with effect 
fro~ll  March 23, 1971 to all travellers of 
Indian nationality including those falling 
under the excepted categories (a) and (6) 
~nentiolled above. In  other words, sale of 
foreign currency notes and coins would be 
permissible to a traveller who is an Indian 
national (i.e., a person holding an Indian 
passport, whether issued in India or abroad), 
irrespective of the currency in which his ticket 
had been paid for and the place where the 
ticket had been issued. 

350. As a measure of assistance to refugees 
from East Bengal, Authorised Dealers in 

Assistance to 
Refugees from 
East Bennal 

foreign exchange have been 
permitted to  open freely, 
without any exchange control - 
formalities normally appli- 

cable to  non-residents, current/savings/fixed 
deposit accounts in the names of persons who 
have come away from East Bengal and are 
temporarily resident in India. These ac- 
counts will be treated as resident accounts 
and operations thereon allowed freely. 

351. With a view to  encouraging the 
smaller banks to participate in the foreign 

exchange business of the 
Issue of 
Authorised country, licences to  deal in 
Dealers9 Licences foreign exchange have rece~ltly 

been issued to the following 
banks : Benares State Bank Ltd., Varanasi, 
The New Bank of India Ltd., New Delhi, and 
Vijaya Bank Ltd., Bangaiore. 



352. The-following table nivcs data rclatitlc ..-- - - v 

to release 01' I'orcign exchange iintl 1111 mbcr 01' I,,,rpusc of .l'r;,vc, 
.\111t~t1111 of . f 13xclt.rt1gr 

61)' Form applications approved for travel r S:r~~ctict~ircI 
abroad for various purposes during thc year (I<$. ( W N ~ S )  

ended June 1971. hledical treatnlcnt . . .$a!) t1,03 

. . . .  Foreign Exchange permits and 'P' Form Approvals Study tour S.50 33,4 3 

I. Foreign Exchange Permits Attending c o ~ ~ f c r c ~ ~ c c s  . . I,lz'U 20,3i 

Amoullt of Total .. 26,718 19,04,27 
l'urpose of Travcl No. of Exchange 

l'ertnits Sanctioned 
(Its. 000s) 

11. 'P* Form : 

Study/Traini~lg : 

(a)  U.K. and Europe 

(i) Technical . . SO 1 33,18 

(ii) Non-technical 62 j L'8,45 

( b )  U.S.A. and Canada 

(i) Technical . . 2,366 5,78,38 

(ii) Non-tcchnical 1,182 2,5S,~ii 

( c )  Other Gountrics 
(i) Technical . . 193 17,9'3 

(ii) Non-technical 120 G,63 

Business . . . . 10,809 (i,58,i2 

-- 
No. of 

Purpose of Travel '1" 1:orrns 
Approved 

Joining Head of Family . . . . . . 
Visit to l<elatives . , , .  . . 
Export l'romotion . . . . . . 
Enlployment Abroad . . . . . . 
lh igrat ion for l'ern~a~lcr~t Scttlc~ncl~t . . 
Studcnts/Trainccs . . . . . . 
Miscclla~ieous . . . . . . . . 

Total . . . . . . 

VI. SURVEYS AND SEMINARS ORGANISED BY THE RESERVE BANK 

353. At the instance of the Government of 
India, the Bank sponsored an All-India 
Survey to assess the extent, nature and struc- 
tural characteristics of indebtedness of non- 
manual employee households in urban areas. 
The National Sample Survey Organisation 
carried out the field work of canvassing an 
appropriate schedule in about 9,000 urban 
blocks in their 25th Round during 1970-71. 

354. The Bank is finalising the arrangements 
for conducting the decennial "All-India Debt, 
and Investment Survey, 1971-72" in collabora- 
tion with the National Sample Survey Organi- 
sation of the Government of India and the 
State Governments. 

355. The Department of Statistics prepared 
a study based on the analysis of the accounts 
of 1,50 1 non-Government, non-financial 
medium and large public limited companies 

for 1967-68 i n  collaboration with the Econo- 
mic Department and published i t  in the 
October 1970 issue of the Bank's Bulletin. 
The Survey of Industrial Situation relating 
to the period January-J une 1970 was published 
in the January 1971 issue of the Bank's Bulle- 
tin. 

356. A Special Study on the Branch 
Expansion Activities of commercial banks 
and the performance of new branches for the 
period July 1969 to September 1970 was 
conducted in the Credit Planning Cell of the 
Bank. The study showed that a pronounced 
thrust towards both special and f~lnctional 
spread of commercial banking has followed 
the nationalisation of 14 major commercial 
banks in July 1969. Findings of the study 
were published as a supplement to the Novem- 
ber 1970 issue of the Bank's Bulletin. A 
Special booklet containing (i) Special Credit 



Schemes of Banks : Guidelines, ( i i )  Report 
of the Comn~ittec on Banks' Credit Sche~nes 
with rcfcrencc to ernploy~nerlt potential, ( i i i )  
Guarantee Scl~emes for Small loans to priority 
and neglected sectors, ( iv )  Guarantee Schemes 
for loans to Small-scale Industries and (v) 
Financing of Agriculture by Commercial 
Banks : G~~idelines, was brought out by the 
Bank. This booklet was also published as 
a supplement to the February 1971 issue of 
the Bank's Bulletin. The Report of the 
Committee on Diff'erential Interest Rates 
has also been published in a book form. 

357. The last year's Report referred to the 
dccisioll of placing on n continuing basis a 
survcy, unclertaken by the Division of In- 
ternational Finance, Economic Deparlnlent, 
01' unclassified rcccipts (i.c., receipts in 
amounts below Rs. 10,000 or its equivalent 
for which no purpose-wise details are required 
to be reported to the Exchange Control 
Depart~nent by authorised dealers). The 
results of the survey of unclassified receipts 
during the quarter October-December 1969 
were published in the March 1971 issue of the 
Bank's Bulletin. For the year 1970, the 
survey conducted covered the quarter July- 
September, the results of which are currently 
being processed. The survey for 1971, which 
covers the quarter April-June, is in progress. 
The survey of freight and passage fare pay- 
ments and receipts relating to lndian and 
foreign shipping and airline companies con- 
tinued to be undertaken by the Division 
of International Finance on an annual basis. 
The Division also continued to call for quarter- 
ly reports from branches of foreign com- 
panies and Indian joint-stock companies for 
the foreign investment survey. Based pri- 
marily on these reports, a n  article on "India's 
International Investment Position in 1967- 
68" was published in the March 1971 issue 
of the Bank's Bulletin. Besides presenting 
India's international investment position at 
the end of 1967-68, the article estimated 
broadly, on the basis of partial data, the 
position at the end of 1968-69. Jn addition, 
this study presented adjusted data on the 
country's overall balance of payments, taking 
into account the additional information 
derived from the foreign investment survey 
reports, 

358. At tlic instance of the Agricultural 
Credit Department, the Division of Rural 
Surveys of the Economic Department under. 
took the Field Study of Savings Potential of 
Farmers in five selected districts in five States. 
The object of the study was to attempt an 
estimation of the savings potential of farmers 
resident in rural areas of the selected districts 
and to  find out how and to what extent 
such deposit potential was being tapped by 
i~lstitutional agencies. The Division also 
conducted, jointly with the Agricultural 
Credit Department, another field study for 
the 'Assessment of Repaying Capacity and 
Valuation of Hypothec for Land Develop- 
ment Bank Loans' in five districts in five 
States. The object of the survey was to 
evolve a suitable methodology for enabling 
Land Development Banks to conduct field 
studies with the purpose of shifting their 
lending policies from security basis t o  pro- 
duction basis. Further, the methods of valua- 
tion of hypothec followed by the Land Deve- 
lop~nent Banks were also sought to be studied, 
as the current inethods of valuation were . 
neither satisfactory nor scientific and needed 
to be replaced by the method of capitalising 
income as sugested by the All-India Rural 
Credit Review Committee. Further, the 
Division finalised the Report on the field 
study into availability of Co-operative Credit 
to Small Farmers. This study was under- 
taken in eight selected districts from eight 
States with a view to  (a) assessing the availabi- 
lity of credit from co-operatives to small 
farmers for their agricultural needs, (b) 
appraising the main factors that  influence 
the availability of such credit, and (c) examin- 
ing whether vested interests were operating 
within the co-operatives and, if so, whether 
they affected the availability of credit to small 
farmers. 

359. Besides these ad hoc surveys, the 
Division was engaged in two relatively long- 
term surveys. The object of one survey was 
to study the extent to which co-operative 
credit was contributing towards agricultural 
production and helping borrowers to increase 
their productive capacity, and that of another, 
was to study the credit and other related 
problems of small farmers in the context of 
different agro-economic environments in 
the country. The regular mailed question- 



naire Survey of Co-operative Bank Advallces 
and Deposits continued to be attended to. 
The Division also brought out a publication 
entitled 'Studies in ~ ~ r i c u l t u r a l  Credit.' 

360. The results of the Survey of Finances 
of Local Authorities, 1965-66 and 1966-67, 
carried out by the Division of Fiscal Analysis, 
Economic Department, were published in the 

VII. EDUCATION 

361. Prominent activities of the National 
Institute of Bank Management covering 
training, research and consultancy services 
to help the individual banks in improving 
their operational efficiency and performance 
during the year are indicated below : 

362. During the year 1970, the NIBM 
conducted the following courses : 

(1) Five one-week prototype field-work- 
shops-cum-training programmes on Agricul- 

tural Finance for nearly 1,500 
Courses officers from banks, (2) Small- 

scale Industry Finance for 
training the Trainers in financing small- 
scale industry, (3) Instructors' Training 
Programmes primarily for one bank at a 
time ; training was imparted to parti- 
cipants from Bank of Baroda and Central 
Bank of India in 1970, (4) Training Progra- 
mmes for Staff Training Colleges for Branch 
Managers, (5) Executive Development Pro- 
gramme consisting (a) Senior Executive 
Course meant for persons at the Regional 
Manager's level and (b) Advance Manage- 
ment Seminar meant for Deputy General 
Manager's/Assistant General Manager's level, 
(6) Functional Management Programmes- 
a two-week Manpower Development Pro- 
gramme for 28 participants, two from each 
bank, (7) Sectoral Management Programme 
on Export Finance for participants of Com- 
mercial banks, IDBI, ECGC, ICICI and 
Ministry of External Affairs, (8) Training 
Management Programmes t o  train the In- 
structors of the staff training colleges of 
Eastern region banks held at Calcutta for 
instructors from United Bank, United Com- 
mercial Bank and Allahabad Bank and (9) 
Overseas Training Programme conducted 

Scptcnlber 1970 issue of the [3al'tkbs Uulletil~ ; 
the data received for the Survey of Finances 
of Local Authorities for 1967-68 and 1968- 
69 are being processed. The Annual Survey 
of Ownership of Central and State Govcrn- 
ment Securities as on March 31, 1969 was 
published in the May 1971 issuc of the Bank's 
Bulletit1 and the data rcccivcd for tile Survey 
as on March 31, 1970 are being processed. 

A N D  TRAINING 

at the request of Bank of Bumiputra, Malaysia 
by one of the NIBM faculty lnenlbers i n  
Malaysia on Agricultural Finance. 

363. With a view to developing a better 
understanding of problems as well as to re- 

solve practical problems, 
Research the Institute initiated research 

projects on various aspects 
of banking such as : environmental and 
management studies, credit and portfolio 
management, deposit mobilisation, credit 
research analysis, export potential develop- 
ment, integrated information and control 
system, management control system, man- 
power forecasting, industrial relations and 
communications, recruitment, etc. 

364. A Workshop on 'Recruitment and 
Selection' meant for Personnel Department 

Executives of Commercial 
Workshops Banks was held towards the 

end of December 1970. A 
Steering Group has been constituted for a 
high level workshop on 'Business Planning' 
to be held in mid-1971. 

365. In  order t o  develop a more suitable 
training technology, the NIBM with the help 

of a few Staff Training Col- 
lege Instructors from the 

Teaching banks is preparing Progra- 
Material mmed Learning Texts on : 

(i) Remittances, (ii) Safe 
Deposit Vault, and is working on, (iii) Scru- 
tiny of Cheques, (iv) Deposit Accounts and 
(v) Collection. The Institute has planned to 
launch a major programme of preparing a 
large number of such self-instructional 
material t o  cover most repetitive banking 
operations. Further, number of teaching 



cases were prepared by the Indian Institute 
of Management, Ahmedabad, for the use of 
the Senior Management Courses, which were 
organised during the year. The NIBM itself 
has collected a number of cases to add to this 
library. In addition, a number of business 
games and simulation exercises also have 
been prepared. 

366. NIBM published reports on the 
'workshops' organised by it on the following 
subjects : 

(i) Financing Small-scale Industries, (ii) 
Financing Agriculture, (iii) Deposit Mobili- 

sation, (iv) Customer Service, . . .  
Publication and ( v )  . Management Develop- 
Information ment in Banking Industry 

and (vi) Financing Exports. 
Two more publications of NIBM were : 
(i) Review Committee on the Training Pro- 
grammes of Commercial Banks and (ii) 
Directory of Courses 1970-71, containing 
details of training courses conducted by the 
various Staff Training Colleges of Commercial 
Banks and other Research and Management 
Institutions. 

367. The Institute has provided consul- 
tancy services to the Bank of India, the 

Indian Bank, the Andhra 
Consultancy Bank and the Indian Over- 

seas Bank for the selection 
of direct recruitment using 

the battery of tests which have been developed. 
Again the Institute is working with the Andhra 
Bank and the Indian Bank on a Business 
Development Consultancy. The aims of the 
consultancy are (i) Business Development 
Plan over a period of three to five years, 
(ii) Organisational structure of the bank 
to suit its changing character, and (iii) Man- 
power planning and management develop- 
ment, including training, to meet the future 
needs. The Institute has agreed to help the 
Union Bank and the Central Bank of India 
in the formulation and implementation of 
the management development programme. 
Progress has been made in (i) devising per- 
sonnel inventory, (ii) job description leading 
to an appraisal system, and (iii) manpower 
planning. Both banks have agreed to make 
this information available to other banks. 

368. On 
1969 and in 

General 

the basis of the work done in 
1970, the NIBM has proposed 

for the year 1971, a major 
programme of work in the 
following : (i) the training of 

higher banking personnel, (ii) development of 
new training and teaching material, especially 
the self-instructional texts, (iii) a large number 
of important research projects, and (iv) ex- 
panded consultancy services particularly in 
areas of recruitment and selection testing, 
credit risk analysis and business develop- 
ment. 

369. The Bank continued to sponsor and 
organise the training courses for the super- 

visory staff of commercial 
Bankers 
Training 

banks. During the period 
College under review, the College 

conducted 4 Senior Courses, 
3 Intermediate Courses, 2 courses each on 
Industrial Finance and Organisation and 
Methods and one course each on Foreign 
Exchange, and Personnel and Organisation. 
One course for supervisory inspection staff of 
commercial banks was also conducted. Two 
new courses introduced at the College during 
the period under review were : a course for 
legal officers of term-lending institutions and 
banks attending to term loan proposals, 
and a Credit Appraisal Course for the Officers 
of commercial banks in middle management 
level attending to appraisal of credit pro- , 

posals for relatively large amounts. The 
total number of officials from banks and 
financial institutions who received training in 
the College during the period is 477 (including 
3 officials from foreign countries). Since the 
inception of the College in 1954,4,447 officials 
have received training in the different courses 
conducted by the College. The College pro- 
poses to institute soon a course on Project 
Appraisal (Financial) and a course on Market 
Analysis and Demand Projections for the 
officers of term-lending institutions as also 
for such officers of commercial banks who 
handle term loans. Recently, the College 
has also been assigned the task of conducting 
courses exclusively for the Bank's own officers. 
An inspection-oriented foreign exchange 
course for the officers of the DBO & D, and 
the first Central Banking Course I for the 
Staff Officers Grade I,  were conducted during 
the period under review. The second Central 



Ijankirlg Coursc 1 is at prcsc~lt in bcssioil at 
the Collcgc. 

370. 7'11~ Dank also crtntio ucd to arratlgc 
courses on co-perative banking 

~ ~ - ~ ~ e r a t i v e  for the personnel of State, 
Bankers Training central and urban co-operative 
College, banks and land development 

banks. During the period un- 
der review, two courses each for the mana- 
gerial staff of Statelcentral co-operative banks, 
urban co-operative banks and land develop- 
n~cnt  banks as also for branch agents 
of Statelcentral co-operative banks were 
]leld a t  the College. On agricultural finance, 
one course each for the senior per- 
sonnel and for the middle level personnel of 
commercial banks was conducted during 
the period. A special course on agricultural 
finance was organised for the Bank's officers 
of the DBO & D with a view to equiping them 
with the knowledge of latest development in 
the sphere of agricultural credit, particularly 
in  the context of the lending portfolio of corn- 
~nercial banks. 

371. The new courses introduced a t  the 
College during the period under revicw 
were : (a) a course for the managerial staff 
of Statelprimary land development banks, 
(b) a course for the managersldeputy mana- 
gers of central banks financing industrial 
co-operatives, (c) a refresher course for the 
lnanagerial staff of Statelcentral co-operative 
banks, and (d) a refresher course for the 
managerial staff of urban co-operative banks. 
While the course for managerial staff of State/ 
primary land development banks was arrang- 

, ed four times, the other courses were conduct- 
ed once each during the period under review. 

372. The total number of  officials from the 
co-operative, the land development and the 
commercial banks who received training in 
the College during the period is 509 (including 
two oflicials from foreign countries). Since the 
inception of the College in 1969, 720 officials 
have received training in the different courses 
co-nducted by the College. The College also 
conducted a seminar for the staff teaching 
agricultural finance in colleges run by com- 
mercial banks. The Principal of the College 
has recently taken over the additional charge 
of the Vaikunth Mehta National Institute 

o f  C'o-oj)cr;i~i\c ~ ~ ; I I I ; I ~ C . I I I C I I ~  \villi \VJI~CII  1 1 1 ~  
Rank cnlcrcd into n collahor:t~io~~ iIgrccmcat 
last year. 

373. 'Tlic Stiill' 'Kruining Collcgc, hladrr~s 
continued lo c o n d ~ ~ c t  the Gcneral Course on 

central banking for Stan' 
StaffTraining Officers Gracfc 11 and Assi- 
College* Madras stants, and the Inspection- 

oriented Course for oficers 
of the DBO&D and the ACD, on a regular 
basis. The total nulnber of e~nployees who  
have so far received training in the College 
is 2,947. 

374. Tlic Zonal Training Centrcs at 
Bombay, Madras and New Dellii continued 

to conduct courses for the 
Zonal Training junior and senior clerks of 
Centres the Bank. The Zonal 

Training Centre, Calcutta 
could not be reopened as expccted duc to 
certain ad~ninistrative exigencies. The total - 
number of clerical stalT who have rcceivetl 
training so far in the various Zonal Training 
C e ~ ~ t r e s  is 6,210. 

375. Under the standing arrangements 
with the Administrative Staff College of 

India, Hyderabad, the 
Deputation Of Bank's officers were deputed 
Staff 

to attend management devc- 
lopment courses conducted by the Collcgc. 
Officers were also sent to  participate in some 
of the courses conducted by the Bankers 
Training College for the officers of commer- 
cial banks and financial institutions as also 
to short-term courses on managelnent deve- 
lopment organised by the All-India Manage- 
ment and State level Associations, Producti- 
vity Councils, Management lnstiti~tes and a 
few other similar institutes. During the 
period under review, the Bank also deputed 
its officers to participate in the 8th SEANZA 
Central Banking Course held in Manila, the 
Central Banking Course conducted by the 
Bank of England, and other courses of in- 
terest to the Bank organised by some foreign 
institutes. Officers were also deputed for 
study visitsltraining to banking and finnricial 
institutions in the U.K., Japan, West Ger- 
many, Australia, Indonesia, etc. 



376. During the year under review, the 
Bank brought out the Hindi version of the 

Annual Report on the Work- 
Promotion of ing of the Reserve Bank of 
Hindi in R.B.1. India and Trend and Pro- 

gress of Banking in India 
for the year ended June 30, 1970 with an- 
nexures of selected statements in Hindi from 
the Report on Currency and Finance, 1969- 
70 and the Hindi version of important cir- 
culars issued by the Bank to scheduled com- 
mercial banks. The Bank continued to offer 
assistance to the Industrial Development 
Bank of India, Agricultural Refinance Cor- 
poration, Unit Trust of India and Deposit 
Insurance Corporation for Hindi translation 
and publication of their Annual Reports. 
The re3ised edition of the Functions and 
Working of the Reserve Bank of India and 
the non-statutory portion of the revised 
Exchange Control Manual (sixth edition) 
were translated into Hindi and the latter 
was furnished to Government. The Bank 
also brought out a Hindi version of the 

'forms, to be supplied to the Registrars of 
Co-operative Societies in Hindi-speaking 

States, for collection of statistics relating to 
the Co-operative Movement in India. . 

377. In compliance with the provisions 
of the Official Languages Act, 1963, as 
amended in 1967, the Bank continued to 
issue Press Communiques/Notes/Releases/ 
Summaries, Notices, Advertisements and 
Notifications simultaneously in English and 
Hindi. Letters and communications received 
in Hindi from the public, the Central Govern- 
ment and the State Governments were enter- 
tained and replied to in Hindi wherever 
necessary. 

378. The Hindi classes continued to be 
conducted by the Bank under its own teaching 
scheme at various centres on voluntary basis 
for the benefit of the Bank's staff. The 
incentives provided for acquiring proficiency 
in Hindi were continued during the year ' 

under review. With a view to encouraging 
the typists of the Bank to learn Hindi type- 
writing, the incentive of honorarium has been 
offered for passing the Hindi Typewriting 
Examination. 

VIII. ~ ACCOUNTS AND OTHER MATTERS 

379. During the accounting year ended 
June 30,1971, the Bank's income, after making 
statutory and other provisions, amounted 
to Rs. 136.46 crores as against Rs. 105.45 
crores in the previous year. The total ex- 
penditure for the year amounted to Rs. 36.46 
crores as against Rs. 30.45 crores in the 
previous year. The net profit set aside for 
payment to Central Government was Rs. 100 
crores as against Rs. 75 crores paid last year. 

380. The contributions to the National 
~gricultural Credit (Long-term Operations) 
Fund, the National Agricultural Credit 
(Stabilisation) Fund and the National In- 
dustrial Credit (Long-term Operations) Fund 
were Rs. 18 crores, Rs. 2 crores and Rs. 40 
crores, respectively, as against Rs. 17 crores, 
Rs. 2 crores and Rs. 20 crores, respectively, 
during 1969-70. 

381. The rise of Rs. 31 .O1 crores in the 
income during 1970-71 was mainly due to 
inckased interest earned on investments in 

securities, loans and advances to State Govern- 
ments, banks, etc., as also larger discount 
on Rupee Treasury Bills. The increase of 
Rs. 6.01 crores in the expenditure was mainly 
on account of establishment charges owing to 
the payment of (i) arrears of salary consequent 
on revision of pay scales of Staff in Classes 
11, I11 and IV and (ii) interim relief and ad 
hoc refixation of salaries of Officer Staff. 

382. The accounts of the Bank have been 
audited by M/s. A. F. Ferguson & Co., 

Bombay, MIS. Ray and Ray, 
Auditors Calcutta, M/s. Suri & Co., 

Madras and M/s. Thakur 
Vaidyanath Aiyar & Co., New Delhi who 
were appointed by the Government of India 
as auditors of Reserve Bank of India by the 
notification No. F. 3(50)-BC/69 dated the 
28th April 1971 issued in exercise of the 
powers conferred by Section 50 of the Reserve 
Bank of India Act. With ? view to ensuring 
a wider coverage of office's of the Bank by 
the Bank's statutory auditors, the books 


