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LETTER OF TRANSMITTAL

Reserve Bank ol India.
Central Oflice,

Bombay.

August 18, 1972

Sravana 27, 1894 (Saka)
The Secretary to the Government of India,
Ministry of Finance,
Department of Banking,
NEW DELHI.

Dear Sir,
In pursuance of the provisions of Section 53(2) of the Reserve Bank of India Act, 1934 and of

Section 36(2) of the Banking Regulation Act, 1949, 1 forward herewith the following documents:—

(1) A copy of the Annual Accounts of the Bank for the year ended the 30th June 1972 signed
by me, the Deputy Governors and the Chief Accountant and certified by the Bank’s
Auditors ;

and

(2) Two copies of the Annual Report of the Central Board on the working of the Bank and
on Trend and Progress of Banking in India during the year ended the 30th June 1972.

Yours faithfully,
S. JAGANNATHAN

Governor



ANNUAL REPORT ON THE WORKING OF THE RESERVE BANK OF
INDIA AND TREND AND PROGRESS OF BANKING IN INDIA

For the year July 1, 1971—June 30, 1972

I. TRENDS IN THE ECONOMY

The dominant feature of the Indian economy
during the period July 1971 - June 1972 was
the resilience it demonstrated under conditions
of unexpected and large increases in domestic
expenditure. These increases arose pri-
marily from the influx of refugees from across
the border in the East and subsequently the
conflict with Pakistan in December 1971 ;
they also derived in part from the continua-
tion of Government policies, both at the Centre
and in the States, seeking the multiple plan
objectives of growth in output, greater social
justice and increased self-reliance. Since not
all of the addition to domestic spending was
matched by increases in industrial and agri-
cultural outputs, the excess demand manifested
itself both in higher prices and a bigger trade
deficit. The latter was financed through larger
utilisation of foreign assistance already avail-
able rather than any net draft on foreign ex-
change reserves. The effects on domestic
prices, however, could not be avoided but only
moderated and postponed. This was based
partly on larger issues from Government’s
food stocks in the pre-harvest period. But
the main efforts undertaken were in the fiscal
and monetary fields, to restrain private spend-
ing when Government expenditures were rising
steeply. Price increases between September
1971 and March 1972 were fairly small re-
flecting the usual seasonal pattern, but since
then, the rise has been larger than anticipated
and rather disconcerting.

2. Within this overall picture, changes in

the different sectors of the economy took
different forms depending on the particular
forces operating on them. Not alf of these
changes or their causes can be precisely
identified at this stage ; available information
makes it possible to assess only some of them
and that too in approximate terms. For
example, while there arc no data pertaining
to private consumption expenditure as such,
the trends in aggregate monctary resources
indicate an increase in houschold savings,
particularly financial savings, in absolule
magnitude as well as in comparison with the
Net Domestic Product (NDP) at market prices.
Likewise, enough information is available to
show that in the Government sector the relative
share of consumption cxpenditure increased
at the expense of public savings. In the aggre-
gate, it would appear that domestic saving
at current prices constituted a somewhat higher
proportion of Net Domestic Product in 1971-72
than in the previous year; and since aid utilisa-
tion also was higher, the inflow of foreign
resources available for financing investment
increased relatively to 1970-71. It thus
emerges that despite the unusual circumstances
of the year under review, total domestic invest-
ment formed a higher proportion of NDP
than in the previous years, as may be observed
from the table given below. It is important
to note that along with this increase, there was
also a sizeable increase in prices ; hence the
achievement in real terms was probably less
impressive.

Table 1 :—Provisional Estimates of Savings and Investment as Per Cent of NDP at Market Prices

1973-74
Financial Year 1968-69 1969-70 1970-71 1971-72 (Mid-term
Appraisal
Estimate)
1. Domestic saving .. .. .. .. 8-2 86 9-4 10:0 10-2(11-9)
2. Inflow of foreign resources .. .. 1-3 0-7 1-1 15 0:9(1-2)
3, Investiment (142) .. . .. .. 9-5 93 10-5 11-5

- 113-1)

(—Figurcs within brackets show ratios implied i the Fourth Plan Document).



3. It will be observed from the data given
in subscquent paragraphs that much the larger
part of the increase in domestic saving during
1971-72 is reflected in the large increase of
aggregate monetary resources with the public.
Indeed, while both currency with the public
and the deposits of scheduled commercial
banks grew during the year under review, the
increase in the latter was at a much faster rate
than at any time previously. Again reckoned
in current prices, this growth was of the order
of 21 per cent compared to 17.9 per cent in
the previous year ; and within the area of
bank deposits, savings and time deposits have
risen much faster than demand deposits.
Since on the credit side, the general policy
was one of restraint and industrial borrowing
was slack, deposit accretion outpaced the
growth in bank advances, leaving the banks
in a highly liquid position.

4. The position at the end of June 1972
was, therefore, one in which the public com-
manded, both in terms of currency and in the
form of bank deposits, a large stock of poten-
tial demand, while output trends in the com-
modity sectors were anything but comfortable.
The cushion against further price increases
consisted of food stocks amounting to 8.9
million tonnes and to some extent those of
raw cotton and jute. For the rest, larger
supplies to meect any increase in demand clearly
require an upturn in industrial production and
a good monsoon ; they also depend on the
maintenance of, if not an increase in, imported
raw materials and capital goods.

5. Concurrently with these events within
the country, there occurred, in the international
monetary sphere, changes of a far reaching
nature, with implications for India’s trade and
external payments. Commencing with the
U.S. decision in August 1971 to end dollar
convertibility as also official support to parity
and culminating with the U.K.’s decision in
June 1972 to float the pound sterling, the year
witnessed a complete change from the Bretton
Woods arrangement of fixed parities and
defined obligations in the matter of exchange
relations.  These fluctuations and uncertain-
ties in the international monetary arrangements
have inevitably had repercussions on the trade
and aid bencfits available to developing coun-
tries, including Tndia.  Having continued the
old parity with the dollar until December 1971,

the Indian rupec participated in the general
recalignment of currencies resulting {rom the
monctary agreements of December 1971 and
established its central rate for exchange with
sterling, subject to the accepted margin
of 2L per cent for fluctuations in either direc-
tion. The floating of the pound sterling last
June has not resulted in any change in India’s
policy in this regard.

6. These changes in the exchange system
have been a factor additional to tariff and
non-tariff barriers abroad aflecting India’s
exports. Export earnings during the fiscal
year 1971-72 (April-March) were larger than
the previous year’s total by only Rs. 32 crores
or about 2 per cent.* This was despite the
fact that considerable benefit accrued to Indian
jute exports because of the closure of mills in
Bangladesh for a substantial part of the year.
While some of the deceleration in the growth
rate of exports was attributable to the external
factors mentioned above, there were equally
weighty elements within the economy, such as
lower levels of output and cost and price in-
creases which contributed to reduced exports
of certain commodities.

7. Clearly, a much higher growth in ex-
ports than in 1971-72 will be required if
the import requirements of the economy are
to be met adequately in the future, without
undue reliance on aid or an undue draft on
foreign exchange reserves. Both for checking
a further rise in domestic prices and achieving
higher exports, policy has therefore to be direc-
ted towards establishing a more viable rela-
tionship between rise in domestic expenditure
and increases in aggregate output. Since in
the coming years an increasingly large part of
domestic expenditure will arise from plan and
non-plan outlays in the Government sector,
the present situation warrants the pursuit
of a policy based on minimal resort to deficit
financing. Simultancously, it will be cssential
to direct the additional dcposits mobilised
within the banking system to the attainment of
larger production and more employment in the
economy. [t is hoped that these conclusions
emerging from developments in the last year

* These figures are bascd on DD.G.C.IS. data. As
will be explained in paragraph 80, if adjustment is made
for the change in the recording of exports in 1970-71,
the percentage increase in oxports in 1971-72 over
the previous year would be larger than 2 per cont,



will be taken into consideration in the formula-
tion of the Fifth Plan.

Output, Prices and Policy Measures

8. We turn now to the details of develop-
ments in the period July 1971-June 1972.
Production trends in the eco-
nomy indicate that the in-
crease in real national income
(at 1960-61 prices) was somewhat less than 4
per cent in the fiscal year 1971-72, compared
to increases of 5.3 per cent and 4.7 per cent
recorded in 1969-70 and 1970-71, respectively.
With this record for the first three years of the
Fourth Plan, national income would have to
grow at a rate of about 7 per cent in the re-
maining two years if the target (5.5 per cent

per annum) postulated in the Fourth Five-Year
Plan is to be achieved.

National
Income

9. The deceleration in national income
growth was caused by a decline in the growth
rates of both commodity sec-
tors. Agricultural  produc-
tion which had increased at an
average rate of 7 per cent
during the preceding two years is likely to
show a much smaller rise in 1971-72. Largely
because of a decline of about 2.7 million
tonnes in bajra, the output of coarse grains
has failed to keep pace with the trends in major
cereals. Coupled with the shortfalls in pulses,
indications are that the foodgrains output may
not equal last year’s level of 108 million tonnes.
This is somewhat of a setback particularly in
view of the fact that the area under high-
yielding varieties programme was expanded
during the year.

Agricultural
Output and
Supply

10. In spite of stagnation in current out-
put, the foodgrains supply situation was com-
fortable during 1971-72 because of stocks with
the Government. The fall in imports of food-
grains was offset by a sufficiently large rise in
the quantity domestically procured, thereby
increasing the level of end-year stocks. Food-
grains stocks at the end of June 1972 were 8.9
million tonnes as compared to 8.4 million
tonnes last year. Of the total stocks, rice
constituted 2.5 million tonnes and wheat 6.1
million tonnes. While this position consti-
tutes a vantage starting point for food manage-
ment in the coming year, it also indicates that
there was not a sufficient drawal on stocks to

mitigate the increase in foodgrains  prices
during the last few months.

11, Among the commercial crops, again,
the situation is a mixed onc. While cotton
and jute have recorded increases in output,
the production of oilseeds and sugarcanc has
declined. Cotton output in 1971-72 cstimated
by trade at more than 7 million bales sets a
new record ; the increase over the year, how-
ever, has to be viewed against a relatively low
level of output of 5.7 million bales estimated
by trade for 1970-71. Jute and mesta also
showed an increase of 0.6 million bales to
reach a level of 6.8 million bales. OQutput
of five major oilseeds, on the other hand, which
had risen substantially in 1970-71 to reach a
level of 9.2 million tonnes, is expected to be
lower by about a million tonnes in the year
under review ; groundnut output is placed
lower at 5.7 million tonnes, as against 6.1
million tonnes last year. Sugarcane produc-
tion, which had declined from the 1969-70
peak level of 13.8 million tonnes to 13.2 mil-
lion tonnes in 1970-7!, is cxpected to decline
further to 12.8 million tonnes in 1971-72.

12. Despite these annual variations, agri-
cultural output generally and that of foodgrains
in particular has been showing a rising trend
following the adoption of the new agricultural
strategy in 1966-67. The coverage of high-
yielding varieties programme is expected to
reach the target of 18 million hectares fixed
for the year as against 14.6 million hectares
achieved in 1970-71. Unlike in the previous
two years, consumption of chemical fertilizers
recorded a substantial rate of increase during
1971-72. The situation, however, does not
admit of complacency ; while progress is
faster than scheduled in the case of wheat, in
others—particularly in jowar, maize and pul-
ses—it has been slower than envisaged. In
the case of rice—the most important cereal crop
in the country—the initial problems that inhi-
bited the success of high-yielding varieties
programmes are being gradually overcome
with the release of suitable high-yielding strains
with superior grain quality and resistance to
pests and diseases. Thus a very considerable
part of the potential benefits of the new stra-
tegy still remains to be garnered.

13. A problem associated with the proper
management of foodgrains is that of storage



and transport. The total storage capacity
with the Food Corporation of India (FCI)
increased from 7.2 million tonnes in 1970-71
to 8.3 million tonnes in 1971-72 (inclusive of
4.2 million tonnes capacity hired from other
Government and private sources). Even so
the existing capacity is inadequate in rela-
tion to rising storage requirements and the
FCI’s efforts to construct additional silvs, par-
ticularly in heavy procurement areas of Pun-
jab, Rajasthan and U.P., have suffered on
account of steel scarcity. As for transport,
inadequate wagon availability on both the
broad and meter-gauge systems during the
last few years has come in the way of smooth
and timely movement of grains from producing
centres to the large consuming markets. A
large procurement and buffer stocks pro-
gramme for foodgrains can succeced in the ob-
ject of evening out fluctuations in different
parts of the country only if these impediments
are removed and efficient systems of storage

and transportation of foodgrains to urban
markets assured.

14. The growth of industrial output has

been decelerating for the last three years ; it

. has declined from 7.1 per

gg:‘t”a' cent in 1969 to 4.8 per cent
put .

in 1970 and was only 2.9 per

cent in 1971, or less than half of the target

rate of 8 to 10 per cent envisaged in the Fourth
Five-Year Plan.

15. A classification of industrial groups by
size of their annual growth rates shows that
industries recording absolute declines in output
have steadily increased from 24 per cent (by
weightage) in 1968 to 38 per cent in 1971.
Correspondingly, the weightage of industries
showing increases in output has gone down
from 74 per cent to 60 per cent in the same
period.

Table 2 :—Classification of Industries by their Growth Rates

In terms of Weights in the General Index (1960=100)

Range of Growth Rates@
1967 1968 1969 1970 1971
Absolute Decline
Moderate : Less than 5 per cent .. . 35-68 4-43 16-61 16-10 19-98
Marked 5 per cent and above .. . 25-48 19-04 12-15 13:24 17-59
Of which,
(i) 10 per cent and above .. .. .. 13-93 9-18 9-79 6-13 5-30
61-16 23-47 28-76 31-34 37-57
Increase
Moderate : Less than 5 per cent .. o 15-34 23-81 26-69 27-78 27-99
Marked 5 per cent and above .. .o 21-02 50-24 42-07 38-40 31-96
Of which,
(i) 10 per cent and above .. .. . 13-20 25-68 28-10 22:42 15-72
36-36 74-05 68-76 66-18 59-95
Total Weight 97-52% 97-52% 97-52% 97-52* 97-52*

i, Growth Rates represent percentage increases over the respecti i
) ¢ \ . respective preceding years.
* CS.0. does not regularly publish the index of industries with the balance of 2-48 percentage points of

weightage,
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. declining trend in the overall growth rate of
tindustrial output. Among the former set of
‘factors were shortages of raw materials like
raw cotton and oilseeds and basic industrial
materials like steel and non-ferrous metals.
These shortages contributed to lower produc-
tion in other industries also. The decline
in the output of finished steel, for instance,
from 4.8 million tonnes in 1970-71 to 4.6
million tonnes in 1971-72, though marginal,
created serious problems for steel-using indus-
tries whose increasing demand could be eased
only to a limited extent through imports.
Accumulation of coal and cement stocks was
caused by bottlenecks in rail transport, though
slackness in demand for cement from construc-
tion activities and for coal from metallurgical
consumers also affected their output. Organ-
izational and labour relations problems in some
critical sectors such as steel, automobiles and
allied industries further contributed to this
slack in industrial output. In addition, power

16. Industries showing marked declines of
5 per cent and above in 1971 accounted for
about 18 per cent of the total weightage. In-
cluded in this group were cotton spinning,
industrial machinery, railroad equipment and
sugar. Industries showing declines of less
than 5 per cent were iron and steel, weaving of
cotton textiles and motor cycles and bicycles.
Among the industries which showed increases
in output in 1971, the weightage of those with
increases of 5 per cent and above, came down
from 38 to 32 per cent and those which showed
increases of 10 per cent'and above accounted
for 16 per cent as against 22 per cent in 1970.
Industries showing marked increases included
basic chemicals, cement, all non-ferrous metals,
electricity generation and vanaspati.

17.  Supply bottlenecks as well as demand

. constraints were responsible for the persistent

* shortages also seriously affected the output

of some industries.

18. There were some industries which did
not work at full capacity because of continued
sluggishness in demand. Among these were
investment goods industries like steel pipes
and tubes, railway - wagons building and
almost all important machinery manufactur-
ing industries (such as of cement, tea,
printing and leather). They have mnot only
been experiencing considerable under-utilisa-

tion of capacity but the rate of utilisation has
also come down during the past two years.
Some of the industries such as steel castings
and machine tools, have doubtless shown
improvement in the rate of capacity utilisation
in 19715 even so, they still have substantial
capacity unutilised. As mentioned carlier,
in a few cases shortages of raw materials,
power, "elc., contributed to this situation ;
~however, in all these cases, the major factor
responsible for the decline in the growth of
,output was the persistent sluggishness in
‘demand. There were, on the other hand,
‘certain industries, the demand for which was
not a restraining factor, but their output
suffered because of lack of capacity. These
included paper and paper products, caustic
gsoda, soda ash, automobiles, and agricultural
itractors. Both these factors, viz., sluggish-
:ness in demand for investment goods and
f insufficient capacity can be traced to relatively
! slow increase in aggregate investment during
l the last few years,

19. The outlook for industrial output in
1972 is somewhat better than in the previous
year. There has been an casing of raw mate-
rial shortages in some cases. For instance,
supply of raw cotton for the textile industry
has improved but the future outlook has again
become uncertain, An increase in invest-
ment activity is expected to have a favourable
impact on the demand for industrial products.
The Government has also taken some measures
to encourage industrial output. Blanket per-
mission has been given in January 1972 to 54
critical industries to expand output and diver-
sify to the extent of about 100 per cent above
their licensed capacity. The impact of this

policy on output has yet to be seen although .
it may be observed that regulatory constraints®

on the installation of capital equipment and °

machinery even in the case of these 54 indus-
tries may dampen the effect of the new policy.
Special measures have also been adopted to
correct organizational deficiencies in the im-
plementation of new public sector projects
as well as the working of existing plants. As
against these favourable elements, shortages
continue in certain fields, such as vanaspati

- manufacturing industry which is suffering from

an inadequate supply of oilseeds. Similarly
raw jute output during 1972-73 is now placed
at a low level which may affect the output
of jute textiles in the second half of 1972,



20. With these trends in output, increased
internal demand naturally worsened the price
situation. Between June 1971

and June 1972, there was a
sharp rise in the wholesale
price index of 6.8 per cent
which was more than double that in the pre-
vious year. With the single exception of indus-
trial raw materials, all the major groups in-
cluded in the price index shared in the rise.
Foodgrains prices, which had declined by 2.4
per cent in 1970-71 (July-June), increased by
more than 14 per cent and the prices of manu-
factured articles showed a rise of more than 5
per cent, on top of an increase of 8.6 per cent
in the previous year. In the foodgrains group,
prices increased not only in the case of coarse
grains and pulses whose output had declined
but in respect of wheat as well, despite increase
in its output. Rice and wheat prices went up
by 10.1 per cent and 3.8 per cent in the year
under review in contrast to declines of 2.1
per cent and 2.9 per cent, respectively, in the
preceding year, Among other essential com-
modities the price of sugar shot up by 27.5
per cent over the year. It was only in raw
cotton prices, which had increased by more
than 20 per cent in the previous year, that
there was a sharp fall of over 31 per cent in the
year under review, owing to an estimated rise
of more than 26 per cent in overall output.
The prices of all the other industrial raw mate-
rials, e.g., raw jute, oilseeds and sugarcane
recorded varying degrees of increases. Simi-
larly in the manufactured articles group, prices
of all the important products like cotton manu-
factures, jute manufactures, chemical products,
iron and steel manufactures and paper pro-
ducts showed increases. ’

Price Situation

21. In consonance with the uptrend in the
general price level especially in prices of food-
grains and sugar, consumer price index num-
bers (Base: 1960-=100), represented by the
all-India Consumer Price Index Numbers for
Industrial Workers and Consumer Price Index
Numbers for Urban Non-Manual Employees,
have also moved up. The average Index for In-
dustrial Workers increased from 186 in 1970-71
(July-June) to 195 during 1971-72 (July-June),
recording a larger rise of 4. 8 per cent as com-
pared to 3.9 per centin 1970-71 over 1969-70.
The average Index for Urban Non-Manual
Employees too rose by 4.6 per cent in 1971-72
(July-June) over 1970-71 as against a rise of

3.6 per cent in 1970-71 over 1969-70. Con-
tinuation of this upward pressure on the cost
of living has serious cost implications because
many establishments in the public and private
sectors have clauses linking the wage bill to
cost of living variations.

22. While outputs in many cases either
declined or rose only by a small percentage,
trends on the monetary side were quite the
other way. Aggregate monetary spending
grew at a faster rate than last year ; this is
what emerges, whether we take money supply
with the public or aggregate monetary resour-
ces as an index of total monetary expenditure
in the economy. In conjunction with supply
limitations, such an increase in monetary
spending could only be consistent with higher

prices.

23. Continuation of procurement prices
at the previous year’s level had the effect of
preventing price declines when the new rabi
crop arrived in the market. Thus, when the
supply position in the market was one of
surplus, procurement operations of the Food
Corporation of India virtually provided a
floor to the farmer’s selling price. Urban
consumers, therefore, could not benefit from
lower prices when adequate supplies were
available in the market and the situation
for them has worsened recently. In recent
weeks owing largely to a short supply in
coarse grains as well as to some drought
damage to the current year’s kharif crop
prospects, market prices of wheat along with
those of other foodgrains have risen to levels
somewhat higher than procurement prices. It
is to be noted that small farmers, those
who had little or no surplus to sell,
or who, having sold part of the output earlier
were obliged to buy when prices had .gone up,
were unable to benefit in this situation.
Against this background and in view of the
recent price increases, it is all the more impor-
tant that larger releases through regulated
channels are made to prevent further rise in
consumer prices. Furthermore, the mainten-
ance of current levels of procurement prices
has created the problem of inter-crop im-
balances resulting in a shift recently of
acreage away from pulses and certain cash
crops such as cotton which also are important.



24. The basic point here is that a situation
has been created where a decline in production
gets immediately reflected in a rise in prices
whereas increase in production does not result
in a commensurate benefit to the consumer.
It may be added that sharp fluctuations in the
output and prices of cash crops like raw cotton
and raw jute also adversely affect industrial
output and balance of payments. Hence the
thrust of policy in administering the prices of
different commodities should clearly be in the
direction of maintaining them at stable levels;
but in deciding what these levels should be,
it is necessary to keep in mind the income
requirements of farmers as well as the interests
of the consumer,

BUDGETARY OPERATIONS*
25. We turn now to trends in the compo-
nents of aggregate national expenditure,
increases in  which contri-
Combined Posi- buted to the price situa-
;':J‘s‘zgtce:e"t“.' tion described above.  Start-
Governments . ing with the operations of the
Central and State Govern-
ments, their overall budget deficit@ amounted
to Rs. 631 crores** in 1971-72, thus showing
a considerable deterioration from the position
in 1970-71 (accounts) when the overall deficit
amounted to.Rs. 431 crores. Compared to
the budget estimates for the year, the 1971-72
deficit .was higher by Rs. 244 crores. This
divergence from the anticipated magnitude
arose not because total receipts were less but
because total disbursements were much greater
than originally budgeted. For 1972-73, after
taking into account the yield from additional
measures for resource mobilization, the com-
bined overall deficit is estimated at Rs. 242
crores (Table 3).

- 26. Total disbursements (including loans
and advances) of the Central and State Gov-
ernments which had increased
" by 11.4 per cent in 1969-70
- and 9.5 per cent in 1970-71
shot up by 16.5 per cent to

* Figures in this Scction relate to fiscal years; figures
for 1971-72 refer to revised estimates, unless mentioned
otherwise. : ) .

@ The above figures of the deficit of the Centre are
as given in the budget papers: for the concept of the
States’ deficit, sec footnote to paragraph 28. .

*+ (On the basis of final accounts the deficit was
larger. - .

g'[' Figures in this paragraph have been adjusted for
conversion of loans into cquity and transfer to Con-
tingency Fund of India, (Scc footnote 2 to Table 3

on page 8).

Trends in Dis-
bursementst

Rs. 10,481 crores in 1971-72.  Developmental
outlay which was anticipated in the budgets
of 1971-72 to rise by 15.5 per cent actually
rosc by 17.4 per cent. But the increase
in non-developmental outlay was  much
§harpcr ; instead of rising by 1.7 per cent
it went up by 19.8 per cent. This rise in
non-developmental expenditure was mainly
on account of additional cxpenditures on
defence, refugee relief and famine relief, which
together accounted for Rs. 560 crores of the
increase over the original provision. Budget
estimates for 1972-73 have provided for a
step-up in developmental outlay of 10 per cent
and a decline in non-developmental outlay
of about 1 per cent. The lower percentage
increase in developmental outlay budgeted
for 1972-73 is mainly due to the smaller rise
in the provisions made by State Governments
for education, agriculture, medical and public
health and civil works. '

27. On the receipts side there was a large
rise under both tax and capital receipts.
Aggregate 1ax receipts which
Trends in had increased by 12.2 per
Receipts ~ cent in 1969-70 -and - 13.2
per cent in  1970-71 rose
further by 16.5 per cent in 1971-72 ; Central
taxes (inclusive of - States’ share) increased
by larger percentage (20 per cent) in 1971-72
than the States’ own tax revenue which rose
by 10.2 per cent. - ' 1

28, The combined budgetary 'deficit* of .
all the States was Rs. 246 crores in 1971-72—
Rs. ‘92 crores higher than
anticipated (Table 4). " This
Operations was in spite of the fact that
of the State ' .
Governments— the aggregate receipts of the
1971-72 States increased by 21. per
cent | to Rs, 6313 crores,
compared to an increase of a little more;than
7 per cent anticipated in the budget.
Whereas their own. revenue receipts ;were
only slightly higher than anticipated in the
budget, resources transferred from the Centre
(including gross loans) were very much

Budgetary

* The withdrawal from cash balances, net sales
of securities held by States in their cash balances
investment account, net transfer from Revenue Re-
serve Funds of States and budget figures of net increase
in ways and means advances and overdra{t from the
Reserve Bank of India. .
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Table 4 :—Overall Budgetary Position of Stafes

(Amounts in Rupees Crores)

1970-71 197172  Percen- 1971-72

] Percen-  1972-73 Percen-
(Ac- (Budget  tagein- (Revised tagein- (Budget tagein-
counts) Esti- crease of Esti- creasc of Esti- crease of

mates)T (2)over mates) (3)over mates)* (4) over
1) O]

) 2 ©)] @
I. Aggregate Receipts (A+B) .. 5214 5591 + 7-2 6313 4211 6526 + 34
. - 6643
A. Revenue Receipts (i+ii) .. 3519 4026 +14-4 4225 +20-1 (4462) + 56
(i) Statess Own Revenue “579)
Receipts - . .. .. 2197 2417 +10-0 2424 +10-3 2646 + 92
Of which : (2713)
Tax receipts . . 1528 1642 4+ 7-5 1684 +10:2 1353 +10-0
(ii) Resources  transferred 917
from the Centre (a+b) 1322 1609 +21-7 1801 +36+2 (11816) + 0-8
‘ 864
(a) Shared Taxes . 756 201 +-19-2 9231 +23-1 1010 + 85
1058
(b) Grants from the ( )
Centre . . 566 708 +25-1 870 -+53-7 806 -— 7:4
B. Capital Receipts (i+-ii) . 1695 1565 - 177 2088 +23:2 2064 — 1-1
(i) States’ Own Capital
Receipts .. . 690 754 4 93 771 +11-7 862 +11-8
of which :
Market borrowings
(Gross) .. . . 165 152 — 799 175 + 61 188 + 7-4
(ii) Loans from the Centre ' _
(Gross) .. . .. 1005 811 —19-3 1317 4 31-0 1202 — 8-7
II. Aggregate Disbursements . 5360 57145 + 72 6559 +22:4 6633 + 1-1
Of which :
(a) Developmental outlay . 2575 2970 +15-3 3065 --19-0 3341 + 9-0
(b) Non-developmental outlay .. 1519 1650 + 8+6 1985 +30-7 1920 — 33
(c) Repayment of loans to the
Centre .. . . 634 564 —I11-0 813 +28-2 785 — 34
(d) Loans and advances to third
parties .. . - 491 437  —11-0 581 +18-3 453  —22:0
(¢) Repayment of market loans 59 ‘ 75 +27-1 77 +30-5 84 -+ 9:1
III. OverallSurplus (+) or Deficit) (—)
([—--Il)p . .. .. — 146 — 154 — 246 — 107
) (+10)

Notes : (1) Figures given here do not tally with those given in the budget papers as certain adjustments have
been made. (2) See footnote 3 of Table 3. i ) .. . .

1 Include the effect of budget proposals. * Figures in brackets are after taking into account estimated yield
from budget proposals by States and their share in additional taxation proposed by the Centre during 1972-73.



larger. One rcason for this was the special
assistance provided by the Central Govern-
ment to some of the States.  In spite of this,
the deficit increased because aggregate disbur-
sements which were anticipated to be Rs. 5745
crores in the budget were actually higher
by Rs. 814 crores. An important factor
contributing to this rise was a sharp increase
of Rs. 335 crores in non-developmental outlay
because of additional expenditure (Rs. 126
crores) on famine relief by some States.
Six States viz., Maharashtra, Orissa, Bihar,
West Bengal, Uttar Pradesh and Andhra
Pradesh spent as much as Rs. 110 crores
more for this purpose. Developmental outlay,
on the other hand, was stepped up by Rs. 95
crores. Other disbursements showed a rise of
Rs, 384 crores over the budget estimates
mainly under the rcpayment of loans to the
Centre (Rs. 249 crores) and loans and advances
to third parties (Rs. 144 crores).

29. Mention was made in the last year’s

Report about the persistent overdrafts of
Governments

certain  State
Overdrafts with the Reserve Bank of
by States India. During 1971-72 (July-

June), the position worsened in this respect.
Outstanding overdrafts of 11 States which
aggregated Rs. 371 crores as on June 28,
1971 (as against Rs. 82.7 crores on June 27,
1970 for 6 States) reached a level of Rs. 642
crores at the end of April 1972 with as many
as 12 States having overdrawn on their ac-
counts. Although this figure reflected to
some extent the results of the repayment of
the ways and means advances obtained from
the Central Government for clearing the over-
drafts in the earlier years, the further additions
to the total amount caused serious concern
in view of the wider repercussions on financial
balance in the economy of the unauthorised
and . unregulated borrowings by the State
Governments from the Reserve Bank. At
the same time, provision had to be made for
meeting the genuine needs of State Govern-
ments, particularly in view of the rather limited
flexibility in their potential in raising financial
resources. The Central Board took an
opportunity to raise with the Union Finance
Minister the problem of the heavy overdrafts
of the States and the need to put an end to
them. The question was discussed by the Union
Finance Minister with the Chief Ministers/
Governors of the State Governments con-

10

cerned. Following these discussions and con-
sultations between the Reserve Bank of India,
the Ministry of Finance and the Planning
Commission, a new policy on overdrafts was
subsequently formulated.

30. The new scheme which came into force
with effect from May 1, 1972 required that
overdrafts be discontinued from end-April
1972. In view of the increased volumc of
budgetary transactions of State Governments,
the limits for clean or unsecured ways and
means advances from the Reserve Bank were
enhanced with effect from that date to four
times the previous levels. This is in addition
to what they can get from secured advances.
Overdrafts of all the 12 States on the books
of the Reserve Bank were cleared as at the
close of business on April 30, 1972.  As many
as 10 States were granted special ways and
means advances totalling Rs. 416 crores by the
Centre to clear their overdrafts, while the
balance was adjusted against plan assistance
(Rs. 32 crores) and payment on account of
States” share of income tax (Rs. 195 crores)
released as on April 30, 1972. o

31. Under the new policy no overdrafts
are allowed by the Reserve Bank except for
purely temporary periods of not more than
seven days. In the event of any State Govern-
ment’s overdraft continuing to exceed seven
days, suspension of payment on behalf of
the concerned State has been made automatic.
These steps which represent a tightening of
treasury control over States are expected to
contain the expenditure, plan and non-plan, of
the State Governments within available re-

sources.

32. Since May 1, 1972, no State Govern-
ment has overdrawn its account with the
Reserve Bank of India continuously for a
period of more than seven days and even
within this period, the amounts actually
overdrawn from time to time were marginal.
These occasional overdrafts were due to the
fact that disbursements by the State Govern-
ments concerned could not be exactly anti--
cipated. They were, however, invariably
cleared within the time limit of seven days.
While the new policy has thus been successful
and effective, a permanent improvement in
the financial position of the States will also
be necessary. Some of the States have re-
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cently announced measures for the mobilisa-
tion of additional resources.

33. The problems relating to State finances
have to be viewed in the context of resources
needed for both plan and non-plan outlays.
The Sixth Finance Commission appointed at
the end of June 1972 will be examining a
whole range of questions in this regard.
The terms of reference of the Commission
are much wider than in the past., The Com-
mission is expected, for example, to assess the
non-plan capital resources of the States, the
burden of the revision of salaries of State
Government servants as well as the employees
of local bodies and the cost of servicing the
loans obtained from the Central Government
upto the end of the financial year 1973-74.
It is also expected to review the policy and
arrangements regarding relief expenditure in
the States, which are affected by natural
calamities. It is expected that the Commis-
sion’s report will be available by the end of
October 1973.
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34. Turning to the Central Government’s

budgetary operations. in- 1971-72, ‘there was

a sharp rise in total expendi- -

Budgetary ture which increased over the
gg::?:;ons °f year by Rs. 1146 crores to
Government- Rs. 6722 crores* (Table 3).
1971-72

To meet this higher level of
expenditure, a large effort
to mobilise additional resources was made

through imposition of fresh taxation in

October and December 1971. In the event
total revenue receipts of Government admini-
stration at Rs. 3819 crores were about 11 per
cent higher than estimated in the budget

of which tax revenue at Rs. 2881 crores showed ~

an improvement of Rs. 181 crores (or 6.7
per cent) over the budget anticipation. Ex-
ternal assistance for refugee relief exceeded
budget anticipation by about Rs. 100 crores.

35, The improvement in receipts was more
than offsct by a rise in non-developmental
expenditurc which showed a rise of 23 per cent
over the previous year in confrast to an
anticipated decline of 6 per cent. This was

* The figures relating to cxpenditure (other than
plan provision) and receipts of the Central Govern-
ment referred to here are bascd on An Economic and
Functional Classification of Central  Government

Budget, Ministry of Finance, Government of India: -

caused by the expenditure on refugees, de-
fence and additional assistance to some State
Governments especially for famine relief.
Developmental expenditure, on  the other
hand, declined slightly as compared to budget
estimate. This was in contrast to the position
of State Governments whose developmental
expenditure was higher than budgeted. In
terms of capital formation, actual outlays by
the Centre fell short of the budgeted amount
by Rs. 42 crores. Savings of Government
administration i.e., the difference between
revenue receipts and current expenditure,
turned out to be only Rs. 95 crores as against
the budget anticipation of Rs. 242 crores
(Table 6). AIll of these adjustments were
reflected in a deterioration in the Centre’s
budgetary position, with the overall deficit
increasing very substantially as compared
with Rs. 233 crores estimated in the budget.

36. The budget for 1972-73 aims at en-
larging the amount of capital formation and
the contribution of Govern-

Budget for ment to the total savings
1972-73—Centre pool, thus reversing the 1971-
72 position. The public sector

Plan outlay is to rise by 22 per cent or Rs. 710
crores, raising it to Rs. 3973 crores. The
Plan provision in the central budget at
Rs. 2569 crores* anticipates a rise of 14.7
per cent over 1971-72 budget estimate.
Savings of the Government administration
are also expected to rise over four-fold ;

‘non-developmental expenditure is to decline

by 7. 6 per cent and developmental expenditure
show an increase of 13.4 per cent. In other
words, developmental expenditure which
constituted about 47 per cent of total expendi- -
ture in 1971-72 is expected to reach 52 per -
cent in 1972-73. In accordance with the
priorities of the Plan, expenditure on social
services (e.g., social welfare schemes such as
those relating to rural unemployment, rural
water supply, rural housing, etc.) as a propor-
tion of total expenditure would go up from
7.4 per cent to 9.7 per cent. Gross capital
formation including financial assistance for
capital formation at Rs. 2441 crores is expected
to be 12 per cent higher and constitute 36
per cent of total expenditure as against 32
per cent in 1971-72. Despite the anticipated

* Tnclusive of internal resources of departmental
undertakings and other resources, Plan provision will
be Rs. 2844 crores. - oo Co :
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Table S:—Developmental and Non-Developmental Expenditure of the Central Government
(Amounts in Rupees Crores)

1970-71 1971-72 _1971-72 1972-73
(Accounts) (Budget Estimates)  (Revised Estimates)  (Budget Estimates)
Per cent Per cent Per cent Per cent
variation variation variation variation
Amount over the Amount overthe Amount overthe Amount over the
previous previous previous previous
year year year year
Total Expenditure (A-+B) 5576* +13-2 5874 + 53 6722 +20-6 6869 + 2.2
A. Developmental Expen-
i i ii .. 2659 +13-0 3136 +17-9 3124 +17-5 3544 +13-4
diture i+ “7-7) (53-4) (46-5) (51-6)
i ial S ic . 364 +19-7 578 +58-8 495 +360 663 +33-9
(i) Social Services 6% 3-8) 7-3) 6
2295 120 2558 +11-5 2629 +14-6 2881 +79:6
(ii) Economic Services@ @9 -+ #2-6) 5D @19)
B. Non-Developmental Ex-
pcnditurc(i-l}zii) .o 2917 +13-4 2738 — 6°1 3598 +23-3 3325 — 76
(52-3) (46-6) (53:5) (48-4)
i) General Services .. 1777 +19:2 1627 — 84 1898 + 6-7 1909 + 0-6
® (31-9) 27-7) (28-2) (27-8)
ii) Unallocable .. 1140 + 55 1111 — 2-6 1700 +49-2 1416 —16-7
@ (20-4) (18-9) (25-3) (20-6)

Note ;: Figures in brackets are percentages to total expenditure,
* Includes compensation paid to nationalised banks estimated at Rs. 84 crores and additional subscription

to I.M.F. and LB.R.D. paid in the form of non-negotiable non-interest bearing rupee sccurities estimated at

Rs. 114 crores.
@ Include block grants and loans.

Table 6:—Savings of the Central Government
' (Amounts in Rupees Crores)

Per cent

. 1970-71 1971-72 1971-72 1972-73 variation
(Accounts) (Budget (Revised (Budget of Col. 4
Estimates) Estimates) Estimates) over Col. 3

) ) &) @ (5)
1. Revenue Receipts of Government Admi-
nistration (i-+ii) .. .. .. . 3133 3451 3819 4210 4+ 10-2
(i) Tax Revenue .. .. . 2434 2700 2881 3320 + 15:2
(ii) Non-tax Revenue . 699 751 938 890 - 5-1
2. Current Expenditure 2909 3209 3724 3724 —_
3. Savings of the Government Admmlstratlon .
a—-2) .. 224 242 95 486 +411-6
4. Depreciation Provzston and Retamed Proﬁts
of Departmental Commercial Undertakmgs
(+i) . .. . . 179 193 211 255 + 209
(i) Deprectatlon Prov1sxon .. .. .. 123 131 129 137 + 62
(ii) Retained Profits .. 56 62 82 118 + 439
5. Gross Savings of the Ccntral Governmcnt
G+4) .. 403 435 306 741 +142-2
6. Expenditure on chewals and Replacements 91 100 95 120 + 26-3
7. ,Net Savings (5—6) .. .. . . 312 335 211 621 +194-3
8. Net Investment .. . 428 542 516 604 + 1741
9. Excess (-+) or shortfall (—) of Net Savmgs
over Net Investment (7—8) .. —116 —207 —305 + 17
10. Ttem 3 as per cent of Item ! .. .. . 7-1 7:0 2-5 11-5




increase in expenditure in 1972-73, additional
net financial liabilities are expected to be lower
than in 1971-72, Additional expenditure in
1972-73 is expected to be financed by an
increase in revenue receipts of the order of
Rs. 391 crores (10.2 per cent over 1971-72);
tax revenue at Rs. 3320 crores is projected to
show an increase of 15 per cent and non-tax
revenue a decline of 5 per cent.

37. The additional resource mobilisation
during 1972-73 may be viewed along with the
expected revenue from tax measures im-
plemented in 1971-72. Total yield from
the 1971-72 measures (including States’ share
and resources raised by Railways and Posts
and Telegraphs) is estimated at Rs. 500 crores
in a full year, an unprecedented rise in a
single year ; combined with measures taken
during 1972-73 the total may be expected to
exceed Rs. 650 crores in the current year.
Consequently, savings of the Government
administration are placed at Rs. 486 crores
in 1972-73, a rise of Rs. 391 crores over 1971-
72. In other words, savings of Government

- administration are to constitute 11.5 per cent
of revenue receipts, as against 2.5 per cent in
1971-72. Besides, retained profits and depre-
ciation provision of departmental under-
takings are anticipated to be of the order of
Rs. 255 crores in 1972-73 ; thus total gross
savings of the Central Government would
rise to' Rs. 741 crores from Rs. 306 crores in
1971-72. Net savings of the Central Govern-
ment (gross savings minus- expenditure- on
renewals and replacements) estimated at
Rs. 621. crores in 1972-73 would exceed direct
net investment by Rs. 17 crores.

38. The major features of the State bud-
gets for 1972-73 are: (a) Aggregate receipts
(at 1971-72 rate of taxation)
which had increased by about
21 per cent in 1971-72 are
expected to show arise of 3.4 percent in 1972-
73. States’ own tax receipts show a rise of
10 per cent, the same as in 1971-72. Capital
receipts, however, show a marginal fall of
1. 1 per cent due to a decline of Rs. 115 crores
in loans from the Central Government, as
against a rise of Rs. 312 crores in 1971-72.
This decline was partly offset by increases
in market borrowings, recovery of loans from

--States
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third parties and loans from autonomous
bodies. (b)) Aggregate disbursements which
had increased by more than 22 per cent in
1971-72 are budgeted to rise marginally by
1.1 per cent in 1972-73.  Developmental out-
lay is to rise by 9 per cent while non-develop-
mental outlay. would decline by about 3 per
cent. The overall deficit of State Govern-
ments is expecled to amount to Rs. 107
crores. If allowance is made for Rs. 69
crores expected from the additional measures
proposed by some States and their share of
Rs. 48 crores in the Centre’s fresh tax efforts,
this overall deficit would be converted into
a surplus of Rs. 10 crores.*

39. It will be seen from the above discus-
sion that a fairly large part of the sharp in-
M crease in expenditure in 1971-

arket ..
Borrowings 72 was met by additional

tax mobilisation. In  this
context mention should be made also of the
borrowings by the Central and State Govern-
ments. The combined net reccipts of the
Central and State Governments from such

~ borrowings amounted in 1971-72 to Rs. 396

crores — i.e., Rs. 161 crores more thanin
1970-71. The entire increase was in the net
borrowings of the Centre, the States’ bor-
rowings increasing only by Rs. 1 crore. In
fact, net market borrowing of the Centre
during 1971-72 at Rs. 295 crores was Rs. 127
crores more than what had been budgeted.
A special feature of the Centre’s borrowing

 programme in 1971-72 was the issue of three

National Defence Loans following the declara-
tion of emergency in December 1971, sub- -
scriptions to which were received only in
cash and aggregated Rs. 111 crores. For
1972-73, the Centre’s borrowing programme
originally envisaged gross receipts of Rs. 515
crores or Rs. 215 crores net. In the first
phase of market floatation in July 1972 the
Centre raised Rs. 132 crores (net) from market
borrowings. In view of the recent trends in
deposits and advances of the banking system,
the Centre decided to increase the. gross
market borrowings for 1972-73 to Rs. 565
crotes notified (with the right to retain upto

* This overall surplus in 1972-73 would be higher
if receipts from market loans to be floated by Maha-
rashira are taken inte account. No credit has been
taken by this Stote in its budget on this account.



Rs. 623 crores of subscription) or a net
amount of Rs. 323 crores—which would

mean an increase of about Rs. 100 crores
over the budget estimates.  The State Govern-
ments’ borrowings in 1972-73 are also expected
to be higher at Rs. 133 crores as compared
to Rs. 101 crores in 1971-72. Under small
savings the net collections in 1972-73 are
expected to be Rs. 230 crores as against
Rs. 210 crores in 1971-72.
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Savings and Investment

40, Together with other receipts on capital
account these funds made it possible for the
Centre to finance—both directly and through
assistance to States, Union Territories, and
non-departmental undertakings—net capital
formation of Rs. 2081 crores in 1971-72.
This represents an increase of Rs. 368 crores
over the comparable amount for 1970-71

(Table 7).

Table 7:-—Expenditure on Capital Formation by Government of India

(Amounts in Rupees Crores)

1968-69 1969-70 1970-71 1971-72 1972-73

(R.E) (B.E.)
1. Gross Capital Formation 276 393 519 611 724
(a) Fixed Capital Formation 449 430 485 592 57
(b) Inventories —173 —37 34 19 —33

2. Net Capital Formation (i.e., excludmg, expen-
diture on renewals and replacements) . 193 318 428 516 604
3. Financial Assistance for Capital Formation .. 1384 1219 1285* 1565 1717
(a) to States, Union Territories, etc. 761 775 837 1007 1043

(b) to non- departmental commercial under-
takings .. .. .. 623 444 448 558 674
(i) Financial _— 42 70 71 103
(ii) Others . .. . — 402 378 487 571
Total (2+3) 1577 1537 1713 2081 2321

* Excluding compensation paid to nationalised banks.
41. Similar expenditure on net capital on education, public health, civil works,

formation by the Government of India for
1972-73 is estimated at Rs. 2321 crores, or
Rs. 240 crores more than in the last fiscal
year.

42. Comparable data on savings and ex-
penditure on capital formation in the States
are not at present available and hence it is
not possible to give any estimates for the public
sector as a whole. It will, however, be
seen from Table 4 that fotal developmental
outlay (on both revenue and capital accounts)
of State Governments in 1971-72 was only
Rs. 490 crores higher than in the previous
year. Since the major eclement in States’
developmental expenditure is current outlay

etc. only a small portion of this increase
consists of outlay on capital formation.
And most of such capital formation was
financed by capital transfers from the Centre ;
on their own account, the States probably
contributed little by way of an addition to
public sector savings.

43. Coupled with the heavy losses suf-
fered by the large public undertakings, such
as Hindustan Steel, Heavy Engineering
Corporation and Heavy Electricals, it seems
very likely that public savings declined both
absolutely and relatively. However, based
on larger loans and grants from the Centre,
as well as overdrafts, the States and non-



departmental undertakings apparently main-

taiqed,' and perhaps increased somewhat,
their investment outlays.

44. In the private sector also, it would
appear from available indicators that the
magnitude of investment was probably higher
in 1971-72 than in the previous year. There
was a rise in the consents sanctioned to non-
banking public limited companies for new
capital issues. The market for such issues also
showed some recovery from the sluggishness
observed in the previous year; public res-
ponse was encouraging and some of these
issues were over-subscribed. Loans sanction-
ed and disbursed by term-lending institutions
showed a further increase during the year.
In the agricultural sphere, the aggregate of
finance for investment available from Agricul-
tural Refinance Corporation, Agricultural
Finance Corporation, Rural Electrification
Corporation and drawals from Reserve Bank’s
medium-term loans and debentures floated
by central land mortgage banks during the
year (July 1971-June 1972) shows that the
rising trend in the tempo of investment in
agriculture has been maintained (Table 8).

45. The main point which emerges from
the preceding paragraphs is this, While
public saving was smaller in 1971-72 than
previously, public investment expenditure in-
creased somewhat.
it would also appear that private sector in-
vestment probably rose particularly in agri-
culture and small industries. Apart from
any small increase in corporate savings which
may have occurred, the bulk of the increase
in investments was financed partly by an
inflow of foreign savings, but mostly by a rise
in the savings of household sector, particularly
in the form of financial assets. S

46. The increase in household savings in
the form of financial assets was evident in the
growth of deposits, currency holdings, contri-
butions to provident funds and life insurance,
small savings and subscriptions to capital issues
of companies. This development is particularly
noteworthy because it implies a greater
flexibility in the deployment of savings in
the economy. For a better appreciation of
this feature, it is necessary to look at the

details of the wvariations on the monetary
side.

From available indicators,
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Monctary and Banking Developments

47. Monctary trends in 1971-72 (July-
June) show an acceleration in the rate of ex-
pansion both of money supply
with the public and aggregate
monectary resources. Money
supply with the public ex-
panded by 3.6 per cent in
1971-72 as against 12.5 per cent in the pre-
vious year ; corresponding rates of expansion
of aggregate monetary resources were 16.2
per cent and 14.3 per cent, respectively.
A notable feature of the expansion in money
supply during the year was that, unlike in the
previous yvear, the increase in deposit money
(Rs. 592 crores) was considerably larger than

that in the currency component (Rs. 423
crores).

Trends in
Money Supply
and Monetary
Resources

48, The dominant factor behind this
monetary expansion was the striking increase
of Rs. 1176 crores in net bank credit to
Government (as against Rs. 931 crores in
1970-71) reflecting the widening budgetary
gap referred to in earlier paragraphs.*
External transactions of the banking system
resulting in a net rise of Rs. 29 crores in
foreign exchange assets (which had declined
by Rs. 95 crores last year) also contributed to
a small increase in money supply. Increase
in total bank credit to the commercial sector
at Rs. 788 crores was larger than in the pre-
vious year by Rs. 67 crores. However, since
credit extended to the commercial sector was
higher than the amount of time deposits
(Rs. 786 crores) mobilised by banks by only
Rs. 3 crores, the expansionary impact of net
bank credit to commercial sector on money
supply was quite nominal (Table 9).

49. These features of the monetary situa-
tion were also reflected in seasonal trends.
During the traditional slack
season of 1971 (May to
QOctober) money supply with
the public registered for the
second successive year an expansion, which

Seasonal
Trends

* Net of some accounting adjustments effected
during the year, the increase in ‘net bank credit to
Government’ works out to Rs. 1101 crores as com-
pared with Rs. 831 crores during 1970-71, while the
rise in net foreign exchange assets during 1971-72
was only Rs. 6 crores. These accounting adjustments
have not affected figures of ‘money supply.’
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Table 9:—Trends in Money Supply and Monctary Resources (Annual)

(Amounts in Rupees Crores)

Outstandings at End-June

Variations during July-Junc

1970 1971 1972 1969-70  1970-71 1971-72
1. Currency with the Public 4170 4591 5014 4- 381 4 421 4 423
2. Demand Deposits 2465 2871 3463+ 211 4 406+ 592
3. Money Supply (1+2) .. 6634 1462 8478  + 591 4+ 828  -+1016
4. Time Deposits 3098 3660 4446 -+ 419+ 562 4+ 786
5. Aggregate Monetary Resources (34-4) 9733 11122 12924 -+1011 + 1389 +1802
6. Net Bank Credit to Government 4824 5755 6931 + 2 + 931 +1176
7. Net Foreign Exchange Assets of the Banking
Sector .. . .. .. .. .. 664 569 598 -+ 264 — 95 + 29
8. Government’s Net Currency Lliabilities to
the Public . .. 374 395 405 + 20 + 21 4 11
9. Total (6+7-+8) 5862 6719 7934 + 286 4- 857 + 1215
10. Bank Credit to Commercial Sector* .. 5027 5748 6536 -+ 755 + 721 + 788
(a) Net Bank Credit to Commercial Sector* 1929 2087 2090 + 336 ~ 158 + 3
I1. Net Non-Monetary Liabilities of Reserve
Bank of India (Increase—) . .. 640 817 1066 — 60 — 177 — 249
12. Net Non-Monetary Liabilities of other Banks
(Increase—) .. .- .. .. .. 517 527 482 + 29 — 10 + 45
13. Total (9--10) 10889 12467 14470  +1041 1578 42003

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

Note :

Net of some accounting adjustments effected during the year, the increase in ‘net bank credit to Govern-
ment’” works out to Rs. 1101 crores as compared with Rs. 831 crores during 1970-71.

These accounting adjustments

have not affected figures of ‘money supply’, since adjustments have been so made as to neutralise the expansionary in-
However, they have, in effect, overstated net bank credit
to Government sector by Rs. 75 crores during 1971-72 and Rs. 100 crores during 1970-71 (July-June) and resulted in
appreciation of net foreign exchange assets by Rs. 23 crores during 1971-72. The non-monetary liabilities of the Re-
serve Bank of India acted as a contractionary factor to the tune of Rs. 98 crores during 1971-72 and Rs. 100 crores

fluence of one by the contractionary influence of another.

during 1970-71,

at Rs. 162 crores was somewhat larger than
in the previous slack season. The entire in-
crease was in deposit money, with currency
component showing a decline. As will be
seen from Table 10, this expansion resulted
mostly from additional bank credit to Govern-
ment and to a small extent from increase in
foreign exchange assets. Net bank credit to
commercial sector exerted a contractionary
effect on money supply.

50. The expansion in money supply during
the busy season of 197172 (November

1971-April 1972) at Rs. 779 crores (10.5
per cent) was substantially larger than Rs. 581
crores (8.7 per cent) in the previous busy
season. While the increase in currency
component was higher than that in the pre-
vious year busy season, the growth in deposit
money was nearly twice as much. Again,
the increase in net bank credit to Government
at Rs. 820 crores was larger than in the
previous busy season. The rise in net bank
credit to the commercial sector was, however,
much smaller than that in the previous busy
season, attributable mainly to a decline of



Rs. 71 crores in food procurement credit
(Table 10).

51, Moncy supply with the public register-
ed an expansion in the first two months of the
1972 slack season as in the corresponding
period of the previous slack season. A

substantial expansion in net bank credit to
Government was the principal factor ac-
counting for this increase. A small increase
in net bank credit to commercial sector as
against a decline during the corresponding
period of last year -also contributed to the

rise in money supply.

Table 10:—Trends in Money Supply and Monetary Resources (Seasonal)

(Amounts in Rupees Crores)

Variations during

Slack Season Busy Season

1970 1971 1970-71 1971-72
1. Currency with the Public — 35 — 33 + 405 + 442
2. Demand Deposits + 178 + 193 + 178 + 339
3. Money Supply (1+2) .. + 144 + 162 -+ 581 + 779
4. Time Deposits .. + 277 + 435 + 261 + 308
5. Monetary Resources (3+4) -+ 421 + 597 + 842 + 1087
6. Net Bank Credit to Government + 111 + 388 + 607 -+ 820
7. Net Forcign Exchange Assets of the Banking Sector + 36 + 26 — 84 + 14
8. Government’s Net Currency Liabilities to the Public + 6 + 6 4+ 16 + 7
'9. Total (6+7+38) + 153 --I- 420 +.539 + 841
10. Bank Credit to Commercial Sector* .. -+ 346 + 249 - 478 + 433
(a) Net Bank Credit to Commercial Secto;* + 70 — 187 - - 4+ 216 - -+ 126
11. Net Non-Monetary Liabilities of Reserve Bank of India

(Increase—) .. .. .. - .. . .+ 27 — 101 — 113 — 223

12. Net Non-Monetary Liabilities of other Banks (Increase—) — 106 4+ 30 — 61 + 34
13. Total (9+10) + 499 + 669 -+1017 41274

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

52. A noteworthy feature during the last
three years has been the declining proportion
of currency in the increase in
money supply. Thus, of the
increase in money supply,
currency formed 71 per cent
in 1968-69*; the proportion
; has steadily declined since
then to 47 per cent in 1971-72 (Table 11).
The same trend emerges if the rate of expan-

Trends in com-
ponents of
money supply
and aggregate
monetary
resources

* Data in this paragraph refer to financial years.

sion of currency is compared with that of
aggregate monetary resources (Table 12).
Another aspect which deserves notice is that
of the two components (i.e., current deposits
and demand portion of saving deposits)
of bank money, the rate of increase in savings
deposits has been higher than that of current
deposits over a period of years. In 1971-72
total bank money formed 53 per cent of the
increase in money supply; of this increase,
saving deposits constituted 35 per cent and
current deposits only 17 per cent. A slower
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Table 11:—Marginal relationship between Money Supply and its Components

Bank Money Rates of Growih
Fix;?;crial lgql%r;z Currency Total Current Savings gloncy Currency Currentde-  Demand
upply posits of  portion of
“lanks | deposts
I 2 3. 4. 5. 6. 7. 8. 9.
(Rs. Crores)
1961-62 .. .- +177(100) 582 41-8 18:6 19:2 62 4-9 6-0 186
1962-63 .- .- +264(100) 674 326 159 140 87 81 7-2 17-1
1963-64 .. «e +442(100) 51-4 486 95 364 134 95 6-7 634
1964-65 .. .« +328(100) 497 503 20:7 302 87 63 102 23-9
1965-66 .- .- +449(100) 59-0 410 120 296 110 96 7-4 259
1966-67 .. .o F421(100) 38-7 61-3 226 306 9:3 54 12-1 199
1967-68 .. .. +400(100) 44-8 552 . 185 305 81 56 84 157
1968-39 .o e +429(100) 71-3 287  12-4 8-6 80 91 55 41
1969-70 .. <. +608(100) 53-9 459 24-8 247 105 89 15:0 16-0
1970-71 .- .. +749(100) 49-3 507 250 270 11:7 9-2 16-1 186
1971-72 . <. +906(100) 47-0  53-0 17-0 347  12:7 97 11-4 244
Note : 1.

Figures in Col. (1) are absolute changes over the year; figures in columns (2) to (5) are % of Col. (1).
2. Current and savings bank money do notadd up to total bank money because ‘other deposits’ with the
Reserve Bank and net demand liabilities of state co-operative banks are included in the total.

Table 12—Monetarthcsources and Currency
(Amounts in Rupees Crores)

Financial Monetary Currency Increase in Increase in Currency-
Year Resources* Monetary Currency Monetary
(excluding Resources Resources
P. L. 480) (Marginal

Ratio) [Col. (4)
as % 05f col. (3]

1, 2 3. 4

1961-62 P {1 - 2201 315 103 32-6
1962-63 e e 4461 2379 359 178 55-2
1963-64 e e 4976 2605 514 226 44-0
1964-65 e 5417 2769 501 . 163 32-6
1965-66 e e 6134 %34 657 265 40-4
1966-67 e 6816 3196 682 162 23-8.
1967-68 e e 7460 3376 643 179 27-8
1968-60 . .. .. .. .. 8306 3681 845 305 362
1969-70 e e 9336 4010 1030 328 31-9
1970-71 P (L4 479 1234 369 29-9
1971-72 G e e 12233 4306 1661 426 25-6

* Money supply plus time deposits with banks.



incrcase in the rate of currency expansion
can be explained by two factors. . In line with
growing economic activity especially in the
agricultural sector, ‘the transactions demarnd
for currency has increased in the aggregate.
Simultancously, and again in the rural areas

particularly, a section of the population which

was accustomed to keep its savings in the form
of currency has ~apparently developed ‘the
banking habit. This is evidenced by the grow-
ing proportion of saving deposits relative to
bank money. In other words, along with the
rapid ‘expansion of banking services in the
country, there is a change in the asset pre-

ferences of the public from currency to de-

posits. Whether this is attributable more to
the feeling of security engendered by the
nationalization of banks than to the attraction
of interest yields, it is difficult to say. Per-

haps both have contributed to this change of -

habit and require to be borne in mind in the
formulation of banking policies.

Banking Trends and Credit Policy

significant development
during 1971-72 was the highly liquid position
" attained by the banking system
due to the accretion of
deposits at a rate faster than

Annual Varia-
tions: July 197I-
June 1972 .

credit. Aggregate deposits of scheduled com-
mercial banks (at current prices) increased
by Rs. 1307 crores or at an unprecedented
tate of 21 per cent as against Rs. 942 crores
or 17.9 per cent in 1970-71. The higher rate

of growth in deposits was -influenced among. -

other factors by a substantially larger Govern-
ment deficit in 1971-72 than in 1970-71 and

as mentioned above, by the shift in preferen-

ces.

54. Total credit extended by scheduled
commercial banks during the year expanded
by Rs. 614 crores (12.9 per cent) as against
Rs. 550 crores (13.1 per cent) in the previous
year. Advances for food procurement opera-
tions increased by Rs. 164 crores compared
to Rs. 172 crores in 1970-71 ; consequently,
excluding food procurement advances, the
risc in bank credit during the year under
review was of a larger order, viz., Rs. 451
crores (10.3 .per-cent) as compared.to Rs. 378
crores (9.4 per cent) last year (Table 13).

. . that. of "expansion .of bank
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55. Not only was the credit-deposit ratio

. of. commercial banks low. in .the year under

review but their cash ratio was low as well.

" The  improved resources position of banks

enabled them to step up their investment in
Government and other approved securities
as also to reduce their indebtedness to the

" Reserve Bank. Thus, during the year, banks
- utilised ' Rs. 433" crores for increasing their

Credit Policy

investment portfolio raising their investment-
deposit ratio to 29.8 per cent at the end of
June 1972. Additionally, they repaid Rs. 165
crores to the Reserve Bank of India and
brought down the level of -their -borrowings
at the end of June 1972 to as low a level as
Rs. 42 crores, as against Rs. 207 crores a
year ago. The comfortable -liquidity position
of commercial banks was also reflected in the
reduced call money rates. In Bombay, at the
peak level, they were over 3 per-cent lower
than in the last year. At the end of June
1972, the rate was in the range of 31—4
per cent as compared to 4% per vent a year

ago.

- 56.  The increase in deposits of scheduled
commercial banks by a record figure of
Rs. 624 crores in the 1971
slack season period enabled
the banking system in spite
of an expansion in credit of
the order of. Rs. 163 crores .(Rs. 156
crores for food procurement), to conserve
funds for deployment in the succeeding busy
season (November 1971-April 1972). The
banks increased their investments in Govern-
ment and other approved securities by Rs. 249

for 1971-72
Busy Season

- crores. and reduced their indebtedness to the

Reserve Bank by Rs. 172 crores. At the end
of the season the level of borrowings from
the Reserve Bank was only Rs. 19 crores,
as against Rs. 151 crores a year ago and the

* credit-deposit ratio was much lower (73.1

per cent) than in the previous year (77.0 per
cent). With this relatively easy liquidity posi-
tion at the commencement of the 1971-72 busy
season, the banks were well-equipped to meet
the demand for advances that was expected
to develop. However, the large increase
in Government indebtedness to the banking
system warranted a cautious approach to
credit deployment so as not to aggravate the
pressure on prices. At the same time, in-
creased defence needs of the economy had to
be met and all possible assistance rendered to
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increase production and maintain distribution.
Further, there was also the need to encourage
the flow of credit to priority and hitherto
neglected sectors as also to expand banking
facilities. Credit policy announced at the
commencement of the 1971-72 busy season
was attuned to these tasks.

57. In the context.of the need for credit
restraint, the main plank of policy adopted
was to minimise the dependence of commer-
cial banks on Reserve Bank finance. Banks
were advised that while the refinance entitle-
ments were designed to take care of the peak
requirements of borrowings from the Reserve
Bank they should resort to such borrowings
only for short periods. The Bank also
suggested to commercial banks that the level
of their borrowings from the Reserve Bank
at the end of April 1972 should not exceed
that at the end of April 1971, ie., Rs. 191
crores. They were informed that the Bank
intended to raise, with effect from the first
Friday of August 1972, the banks’ liquidity
requirement by 1 percentage point from 28
per cent to 29 per cent, excluding the statutory
3 per cent balances with the Reserve Bank.*

58. While the emphasis in Reserve Bank
policy was on general credit restraint, measures
were also taken to encourage the flow of re-
sources to certain sectors which were in ur-
gent need of credit. In order to support the
efforts of authorities to help industrial units
in the FEastern region, some of which- were
in need of special assistance, commercial
banks were asked to help the Industrial
Reconstruction; Corporation of India by
providing working capital assistance to the
Corporation’s client units. Scheduled com-
mercial banks  were instructed to liberalise

22

their lending procedures in respect of the coal :

industry, to enable it tide over the difficulties
experienced by it and to grant medium-term
credit both for modernisation of existing rice
mills or for installation of new ones.

59. The structure of selective credit con-
trols on bank advances against certain sensi-
tive commodities like foodgrains, oils and
oilseeds, sugar and gur and cotton and kapas

* Banks have accordingly been advised to raise
their holdmgS_ of liquid assets by 1 percentage point
from first Friday of August 1972,

was broadly maintained. Watch was kept
on the supply and price situation of sensitive
commodities and adjustments were made in
the margin and ceiling requirements in respect
of advances against such commodities in ac-
cordance with the demand, supply and price
situation (Details in this regard are given in
Part IT of this Report).

60. The outbreak of Indo-Pakistan hostili-
ties on December 3, 1971 necessitated some
relaxation in this policy in order to enable
commercial banks to, meet additional credit
requirements. of industry for the manufacture
and supply of goods for defence purposes
and ensure a smooth distribution of goods,
particularly in the border area. Banks were
asked to grant expeditiously and adequately
defence packing-cum-supply credit to manu-
facturing units and sub-contractors fulfilling
defence orders. Banks were assured full re-
finance facilities at Bank rate irrespective of
their net liquidity ratio in respect of their
advances for the above purposes. With a
view to meeting the increased working capital
needs arising from accumulation of stocks and
increased production, banks were permitted
to enhance credit limits on merits upto 15 per
cent to parties covered by the Credit Authori-
sation Scheme without prior approval ‘of the
Reserve Bank.

61. Subject to these policies the expansion
in credit during the 1971-72 busy season
‘amounted to Rs. 351 crores compared with
that of Rs. 394 crores in the 1970-71 busy
season. This smaller expansion was the result
of lower credit utilization for food procure-
ment operations, which declined during the
season by Rs. 76 crores as against an increase
of Rs. 70 crores in the preceding busy season.
‘Bank credit excluding food procurement
credit, showed an increase of Rs. 427 crores
compared with an increase of Rs. 324 crores
during the previous busy season (Table 14).
As deposit growth at Rs. 590 crores substan-
tially outstripped the expansion in credit in
1971-72 busy season, dependence on the Re-
serve Bank was much less than in the previous
busy season. At the peak level, increase in
borrowings from the Reserve Bank during the
1971-72 busy season was Rs. 233 crores against
Rs. 292 crores reached in the preceding busy
season. Banks’ investments in Government
and other approved securities registered a
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Table 14:—Scasonal Variations in Schednled Commearcial Banks Data
Busy Scason

(Amount in Rupees Crores)

1967-68  1968-69  1969-70  1970-71 April 1971  1971-72 April 1972
1. Total Bank Credit +509:5 +426-8 5629  +394-2 467§ +351-1 5189
Of which :
(a) Food Procuremcnt Advances.. +101-0 4 §-3 27-3
— 27 + 703 203 - 760 283
(b) Other Advances +408-5  +418-5 +590-2 +323-9 4472 +427-1 4906
2. Total Investments —-152.7 - 2-4 - 51 : 1 :
(a) In Government securmes —182:3 — 43-0 -100-3 j—l;g? lggg izlj‘;g %’Zl?g
(b) Inother approved securities .. + 29-6 -+ 40-6 + 496 4+ 76-3 414 + 100-9 556
3. Cash and Balances with R.B.1. — 42 4202 4 78 + 124 359 + 19 419
4. Money at Call and Short Notice —-205 4+ 67 — 148 - 107 — 68
5. Aggregate Deposits . . +221-7  +324-9  4320-9 4+435-5 5993 +590-3 7207
(a) Demand .. +122-1  4145-1  +171-9 41902 2631 +295-7 3128
(b) Time + 99:6  +179-8 +4149-0 +245-3 3362 +-294-6 4079
6. Borrowings from R.B.I. +105-3 4+ 70-8 +4203-0 + 40-2 191 4+ 43 23
7. Credit-Deposit Ratio 79:4 78-0 794 78-0 780 72:0 72-0
(as at the end of the Season)
8. Investment-Deposit Ratio 296 28-9 28-8 296 31:5

(as at the end of the Season)

sharp rise of Rs. 245 crores, compared to an
increase of Rs. 115 crores in the 1970-71 busy
season. The credit-deposit ratio at the end
of the busy season in April 1972 stood at 72
per cent or 6 percentage points lower than that
a year ago.

62. Estimates of data on sectoral flow of
bank credit are available only upto end-Decem-
ber 1971 (i.e., for the half year

SD?:::irbaxlti on  under review).  These data
of Credit— show that between end-June
Food Procure- and end-December 1971, while
E‘:::rtas"d total credit extended by sche-

duled commercial banks in-
creased by Rs. 294 crores to Rs. 5,052 crores,
advances for food procurement operations
declined by Rs. 14 crores and stood at Rs. 365
crores at the end of December 1971. Total
advances granted by these banks for exports
which had shown a rise of Rs. 19 crores in the
first half of 1971 rose further by Rs. 77 crores
to Rs. 459 crores by the end of December 1971,
Of the total increase in scheduled commercial
bank credit during this period, 26 per cent
went to the export sector as compared to 18
per cent in the corresponding period of 1970.
With the priority accorded to the promotion

of exports, Reserve Bank continued to provide
refinance facilities to banks in respect of credit
granted by them for exports. The share of
such refinance provided by the Reserve Bank
to scheduled commercial banks in its total
lending to them rose sharply during the year
from 35 per cent at the end of June 1971 to
64 per cent at the end of December 1971,
Banks were informed that in granting packing-
credit facilities to export units they could relax

‘margin requirements with a measure of dis-

cretion. The interest subsidy scheme was also
continued and during the period July 1971 to
end-June 1972, 37 eligible commercial banks
availed of this subsidy to the extent of Rs. 4
crores against export credit provided by them.

63. During the period end-June 1971 to
end-December 1971 credit to other priority

sectors (comprising agricul-
—Other Prio- ture, small industries, road
rity Sectors  transport operators, profes-
sionals, self-employed, éduca-

tion, retail trade and small business) increased
by Rs. 77 crores or by 7.5 per cent as against
Rs. 143 crores or by 16.4 per cent in the cor-
responding period last year (Table 15). 1In the
event the share of these priority sectors in total



credit of all scheduled commercial banks dec-
lined from 22.8 per cent in December 1970 to
21.8 per cent in December 1971,

64. Scctor-wise, direct finance to agricul-
ture increased by Rs. 27 crores while indirect
finance fell by Rs. 14 crores. In the result,
total, advances to agriculture increased by
only Rs. 13 crores during the half year ended
December 1971 as against by Rs. 58 crores
in the corresponding period of 1970. Trends
in credit to small-scale industries and other
priority sectors like professionals and self-em-
ployed, retail trade and small business etc..
were not dissimilar to those in the agricultural
sector. The expansion in credit to small in-
dustry during June-December 1971 was Rs. 45
crores as against Rs. 55 crores in the corres-
ponding period of 1970, while in respect. of
other priority sectors the order of expansion
was Rs. 19 crores as against Rs. 30 crores. The
credit to small-scale industry (including term
loans and advances granted to craftsmen and
other qualified entrepreneurs) extended during
1971-72 (April—March) rose by Rs. 84 crores
to Rs. 578 crores* as against an increase of
Rs. 100 crores in 1970-71.

65. Slackness in the growth of credit to
agriculture was partly due to emphasis given
by banks on quality and recovery of their
advances and partly due to banks focussing
on the strength of their organisational struc-
ture for handling credit to this sector and
streamlining their policies and procedures in
-accordance with the guidelines issued to them
by the Bank. The slower pace of expansion
in bank credit to the small industries sector
is attributable partly to the general slack in
the industrial sector, affecting the small indus-
tries output levels. Greater attention to
maintaining a minimum standard of quality
was also a contributory factor. It may also
be added that the rate of growth in credit
recorded in the period immediately following
the nationalisation of 14 major banks could
not be sustained as the base of advances to
these sectors which was narrow in the initial
period, has since considerably widened and,
therefore, the rate of growth would be neces-
sarily lower. The decline in the share of these
sectors in total scheduled bank credit has to be

* Provisional.

247

viewed in the light of the above background
and thus does not reflect a shift in policy.

66. As Table 15 shows the share of other
sectors, particularly large and medium indus-
tries and wholesale trade,
including Government and
other public sector undertak-
ings, increased by Rs. 231
crores and amounted to 70.9 per cent of total
advances as against 70. Sper cent at the end of
June 1971. Apart from the fact that large and
medium- industries and wholesale trade have
always been the major borrowers from banks,
this increase should be viewed against the
special defence and distributional orders that
had to be fulfilled in this period by industry
and trade. Also, the bulk of export trade
is included in the figures of advances extended
to these sectors. Thus, for meeting fully the
genuine credit requirements of the productive
sectors of the economy, the general policy of
credit restraint was not an obstacle. This is
shown by the fact that during the year under
review, out of 726 applications received from
banks under the Credit Authorisation Scheme
of the Reserve Bank, only 3 involving a small
amount of Rs. 1.45 crores were rejected as not
being need-based. :

Credit to
other sectors

67. In the context of credit to weaker sec-
tions of the community, mention may be made
of the announcement by the
Finance Minister on March,
25, 1972 of the Government
decision to-implement the scheme of conces-
sional interest rates -on advances made by
public sector banks to selected low income
groups, who deserved financial assistance.
Following the statement a set of guidelines
laying down criteria for identification of per-
sons eligible for loans under the scheme and
the conditions under which loans are to be
given has been issued to banks. The two
basic criteria for the selection of borrowers
would be their weak economic status and the
productive character of the activity. The
differential interest rate is fixed uniformly
at 4 per cent i.e., 2 per cent below the Bank
rate. The scheme is at the pilot stage now,
and it is expected that lending under the scheme
will amount to about half of one per cent of
the aggregate lendings of banks at the end of
the previous year. Although the total quan-
tum of credit—estimated at Rs. 20 crores—

Differential
Rates
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Table 15:—Sectoral Distribution of Scheduled Commercial Banks' Credit

(Amounts in Rupees Crores)

Outstandings as on Variation Qutstandings as on Variation
(3)over (6) over
June June December (2) June  December (5)
1969 1970 1970 1971 1971
1. 2. 3 4. 5. 6. 7.
1. Total Bank Credit . 3399 4213 4452 +239 4758 5052 +294
(of which exports) .. .. ..  (263) (320) (363)  (+ 43) (382) @59 (+ M
2. Food Procurement Operations @ 207 217 + 10 379 365 - 14
3. Agriculture : o .. 188 . 342 400 + 58 382 395 + 13
of which :
(a) Direct Finance 54 184 240 + 56 236 263 27
(b) Indirect Finance e .. 134 158 160 + 2 146 132 : 14
4, Small-scale Industries 286 4 414 469 + 55 500 545 4+ 45
5. Othelr pgority sectors  including
retail trade .. .. .. 31 114 144
6. Bank credit to large and medium 30 14 163+ 1
ingustry, wholesale trade and v
others@ . .. .. 2661 3136 3222 + 86 3353 3584 +231
[l—2+3+4+ 51 (78-3) (74-4) (12-4) (70-5) (70-9)
7. Available Aggregate Deposits (ex-
cluding cash in hand and balances
with RBI, balances with other
banks in current account and in-
vestments in  Government and
other approved securities) . 2833 3350 3530 4-180 3932 4251 4-319
8. Ttem 6 as percentage of Item 7 93-9 936 91-3 47-8 853 84-3 72-4
9. Borrowings from R.B.L. 172 292 302 4 10 207 im —36

Note : ()

Figures for other priority sectors including retail trade are available for public sector banks only and

hence have been blown up on the basis of the proportion (86 %) of credit of public sector banks to

total credit.
(ii)
@ FEstimated.
under the scheme would not be large, the major
advantage would be the initiation of bankers
to the policy of using interest rates as anins-

trument for reducing inequalities of income ™

and wealth.

68. The scope of the Bills Rediscounting
Scheme introduced in November 1970 with a
view to encouraging the growth

Bills Redis- of bill market was widened

22?,22? during the year ‘with a feyv
modifications (discussed in
Part II). Refinancing under the old Bill

Market Scheme was discontinued except for
the specific purposes of defence packing credit-
cum-supply credit and providing funds for
food procurement operations and to banks,

Figures in brackets against Item 6 indicate proportion to total bank credit.

especially smaller banks, unable to provide
eligible paper for other types of borrowings
from the Reserve Bank.

69. After an initial phase of decline during
July and August 1971 the outstanding level
of bills rediscounted increased to Rs. 25 crores
at the end of September 1971 as compared to
Rs. 10 crores at the end of June 1971. At the
commencement of 1971-72 busy season bills
rediscounted with the Reserve Bank stood at
Rs. 14 crores. As the busy season progressed
banks availed of rediscounting facilities
on an increasing scale and by end of
March 1972, the outstandings were of the
order of Rs. 42 crores. With the commence-
ment of the slack season recourse to this faci-



lity declined and at the end of June 1972 bills
rediscounted amounted to Rs. 10 crores.
Maximum amount of outstanding bills redis-

counted under the Scheme during the period

from July 1, 1971 to June 30, 1972 amounted
to Rs. 45.3 crores.

70. The rationale and content of credit
planning and its significance in the context
of overall economic planning
and the measures initiated in
this direction were referred to
in the last year’s Report. As a further step
for preparing a credit plan for the economy
as a whole, a broad exercise of the increase
in resources of the banking system and their
deployment was undertaken in respect of
financial year 1971-72, slack season 1971 and
the 1971-72 busy season. For arriving at
these estimates, 31 major banks which ac-
counted for 95 per cent of deposits and 96
per cent of advances of the banking system,
were asked to supply data in a special pro-
forma designed for the purpose. The pro-
forma included details of accretion of total
deposit resources and advances of the banks,
deployment of funds State-wise and sector-
wise as also the banks’ programme of branch
expansion in the country. The individual
banks’ projections were discussed with the
Chief Executive and high officials of the
bank concerned and wherever necessary the
estimates were revised, taking into account

Credit Plan-
ning

the past performance and its expected role

in the context of social objectives regarding
deposit mobilization and disbursal of loans
sector-wise and region-wise.  Utilizing the

consolidated data from these banks and such _

information on production trends, prices, etc.
as was available, a broad credit plan for the
year 1971-72 for the banking system was pre-

pared.

71. In order to have an idea of the credit
requircments of the jute, tea and engineering
industries, discussions with Jute Manufac-
turers” Association, Engineering Association
and tea interests were held during the year.
Similar dialogues with the representatives of
other sectors (private and public) in the coun-
try are being initiated to help make proper
estimates of their credit requirements.

72. The experience of the comprehensive
credit plan for 1971-72 and the proforma for
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1972-73 credit plan were discussed at the
meeting of Economists of commerical banks
convened by the Reserve Bank in April 1972.
Besides explaining the objectives of the plan,

" the Economists were requested to send to the

Reserve Bank their methods of estimating
deposits and sectoral deployment of credit ;
these are to be. discussed with individual

bankers.

73. Although in the credit plan for 1971-72,
State-wise classification of deposits and de-
ployment of funds (including
- investments) was done and
inter-State comparisons were
made, a complete picture of
regional distribution. of bank funds was not
possible, since the banks were not able to
classify State-wise credit on utilisation basis.
The banks are not as yet fully aware of the
credit requirements of agriculture and small
industry in many parts of the country. None-
theless, a beginning has been made through
quick impressionistic surveys carried out by
them in respect of districts allotted under the
lead bank scheme. Reports for 260 out of
335 districts have been prepared ; further,
the first phase of identification of unbanked/
underbanked centres has been completed.
In regard to follow-up action under the lead
bank scheme, formation of the district level
consultative committee for some districts has
been completed. These committees are ex-
pected to maintain liaison with State Govern-
ments, besides co-ordinating the activities of
financial institutions in meeting the credit gaps.
While banks have familiarised themselves with
the district economy, the scheme has not as
yet brought about any substantial increase in
banks’ involvement in the local economy.
In particular, lending to priority sectors has
not yet made much headway under this scheme. .
This is due to the fact that banks have not so
far conducted depth studies to assess the credit
needs of different small-scale industries and
agriculture in most areas. The effort made
in this direction has been inadequate upto
now. This is due, to a certain extent, to the
narrow operational base with which some lead
banks have started in their districts. In draw-
ing up the perspective branch expansion pro-
gramme for 1972-74, this aspect has been

taken into account.

Regional Cre-
dit Planning



74. For evolving a meaningful lending
programme, almost all public sector banks
have set up offices at regional/divisional level
and, in certain cases at the district level, with
a mixture of developmental staff and subject
matter specialists. With the conduct of area
studies and identification of credit gaps with
the active co-operation " of other institutional
agencies in the area and adequate support
from State Government in regard to bankable
schemes in districts, regional credit planning
will become more effective in the coming
years.

75. An important aspect of credit plan-
ning continues to be the expansion of banking
facilities in the less developed regions of the
country. Out of 1,612 branches opened during
the year as many as 936 (53 per cent) were
opened at hitherto unbanked centres and 507
were opened in the 9 relatively underbanked
States of Assam, Bihar, Jammu and Kashmir,
Madhya Pradesh, Manipur, Meghalaya,

- Orissa, U.P, and West Bengal. These 9
States and Tripura and Nagaland which have
also been identified as underbanked States,
account for more than half of the population

of the country. They had only about one-

fourth of the total number of branches at the
end of June 1969, but because of the branch
expansion policy pursued during the last
three years, this proportion has increased to
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more than 29 per cent at the end of June 1972.
Details of the branch expansion programme of . .

the commercial banks are given in Part II
of the Report.

Balance of Payments

"~ 76. We turn now to the position regarding
the external payments balance of the country
in 1971-72 (July-June). During this period,
the value of foreign exchange reserves increased
from Rs. 787 crores to Rs. 846 crores. How-
ever, this rise includes Rs. 16 crores by way
of the appreciation in the rupee value of the
reserve assets held in currencies whose ex-
change rates went up over the year. In 1970-
71, on the other hand, there was a decline of
reserves from Rs. 837 crores to Rs. 787 crores,
owing largely to an outflow of Rs. 124 crores
for repurchases from and additional gold
subscription to the IMF. There were no
transactions of this nature in 1971-72. If we

excluded these special transactions and the
value change, the reserves would show an
increase of Rs. 43 crores in 1971-72 and of
Rs. 72 crores in 1970-71. In other words,
the improvement in the payments situation
was somewhat less marked than in the previous
year.

77. Details of the total external transactions
of which the changes in forcign exchange
reserves are the final upshot arc not yet avail-
able. However, whatever information is
available shows that import payments have
risen. Larger imports of steel, non-ferrous
metals and other maintenance items have more
than offset the reduction in food imports
made possible by the comfortable domestic
stocks. Debt servicing payments were larger
than in the preceding year, partly on account
of the rise in the exchange value of the curren-
cies of some of our creditors. At the same
time, export earnings probably went up
moderately, in the face of the international
currency uncertainties, and despite particularly
good performance of jutc exports.

| 78. -At.the' énd 'of >thAe 'yéar, 'tlhle' éxternal
assistance available in the pipeline will thus

have been significantly lower than at the end
of the last year. Since December 1971, there

‘have been” no fresh aid authorisations from
the. U.S. With U.S. inaction on the thixd

replenishment of funds for the International
Development Association, flow of assistance
from that source too has been affected. The
breakdown of the international monetary
system also led to uncertainty regarding assis-

“tance from other sources.

79. So far as imports and exports are con-
cerned the D.G.C.L.S. data show that India’s
trade deficit which had nar-
rowed down considerably
since 1968-69 once again
widened during 1971-72, The
trade deficit in 1971-72 (April-March) amount-
ed to Rs. 286 crores and was substantially

Trade Deficit

higher than the deficit of Rs. 99 crores in

"1970-71. This sharp increase was due to a

substantial rise of Rs. 219 crores in imports,
exports showing a rise of only Rs. 32
crores.



80. The growth rate of exports during
the financial year 1971-72 was 2.1 per cent
compared to 8.6 per cent in
the preceding year. As point-
ed out in the last year’s
Report, a part of the increase in exports in
1970-71 was statistical arising out of the
change in procedure for recording exports.
If adjustment in the official export figures for
1970-71 is made on this ground, the effect
would be to reduce the growth rate in exports
in 1970-71, and: correspondingly, to raise the
growth rate in 1971-72. In the absence of
concrete data, these adjusted growth rates
cannot be easily determined but it is apparent
that the growth rates based on the unadjusted
figures are an overestimate for 1970-71 and
an underestimate for 1971-72,

Exports

81. The trend of exports in 1971-72 can
be divided fairly clearly into two periods, viz.,
April 1971 to July 1971 when they showed a
smart rise of 25 per cent over the corresponding
period of 1970 and the subsequent period
from August 1971 to March 1972 when exports

Table 16 :—India’s Principal Exports
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were 7 per cent lower than in the corresponding
period of 1970-71. The better performance
in the former period was due mainly to the
buoyant demand for jute goods consequent
on the virtual cessation of shipments from
Bangladesh. In the period, after July 1971
exports were adversely affected, inter alia,
by the dislocation of trade caused by the
floating - of world’s major currencies and the

Indo-Pak conflict.

82. Commodity-wise details of exports
which are available upto December 1971 show
that the modest growth rate of
exports (4 per cent during the
period April-December 1971
over the corresponding period
of 1970) was almost entirely due to the in-
crease in exports of jute manufactures,
Among other items, tea recorded a modest
rise of 2 per cent due to realization of higher
unit values. On the other hand, exports of
cotton textiles and yarns, oil cakes and spices
recorded some decline (Table 16).

Exports: Com-
modity-wise

(Amounts in Rupees Crores)

Increase (+)/

Commodities 1967-68 1968-69 1969-70 1970-71  April-December Decrease (—) of
(6) over (5)
1970 1971 Actual  Percen-
tage
1 2 3 4 5 6 7 8
A. Major non-traditional items
Engineering goods 35 69 91 126 90 86 — 4 — 4
Iron and steel 55 79 87 91 71 34 —37 —52
Iron ore 75 88 95 117 86 72 —14 —16
Chemicals 16 24 30 36 27 25 —2 — 7
B. Other items
Jute yarns and manufactures 234 218 © 207 190 136 216 +-80 +59
Cotton yarns and manufactures 86 101 116 118 88 81 -7 — 8
Tea .. .. .. 180 157 125 148 120 122 + 2 + 2
Hides, skins, leather and leather
goods including footwear 70 87 99 87 64 74 +10 +16
Cashew kernels .. 43 61 57 52 42 51 + 9 +21
Oil cakes .. .. .. 45 49 41 55 41 29 —]2 —29
Pearls, precious and semi-pre-
cious stones, unworked/worked 30 45 42 42 31 38 + 7 +23
Spices e e .. 27 25 34 39 24 23 — 1 — 4
Fish and fish preparations 18 23 31 31 24 29 + 5 +21
Sugar .. .. 16 10 9 28 18 27 4+ 9 +50
Coffee .. .. 18 18 20 25 22 19 — 3 —14
Manganese ore .. .. 11 13 11 14 11 8 — 3 —27
Tobacco (unmanufactured) 35 33 33 31 26 35 + 9 +35
C. Total (including others) .. 1199 1358 1413 1535 1150 1194 -+44 + 4

. Note :  Data for 1970-71 and 1971-72 are not comparable with those of the previous years owing to the change
in procedure (from the finally passed shipping bill to the original copy of the shipping bill) for recording exports adopted

by the DGCIS, with effect from November 1, 1970.
Source : DGCIS.



. 83, If the increase in jute exports is cx-
cluded, total exports in the period April-
December - 1971 would

Rs. 36 crores. The share of non-traditional

exports in the total came down from 24 per |

“cent in Aprll-Decernber 1970 to 18 per cent
in the same period in 1971. Increasing do-
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"~ tenance

show a decline of - -

-mestic -demand for steel in the face-of lower - -

“output reduced the export surplus consider-

"ably, while export of iron ore fell mainly due =~

to decline in foreign demand. Shortage of
steel and the pull of domestic demand also held
down the exports of engineering goods and
chemicals which had shown a rising trend in
the previous years,

84, Reference was made in the last year’s
Report to the Export Policy Resolution pre-
sented to the Parliament on
July 30, 1970 which emphasi-
» sed the need for expanding
India’s export earnings at a high rate. In
keeping with this objective the industrial
licensing policy and the import policy were
further geared to the expansion of export-
oriented production. As observed earlier,
export credit facilities were also extended in
a larger measure.

Export Policy

85. A significant development in regard
to external trade was the signing of the Trade
Agreement in March 1972, between India and
Bangladesh. In terms of this agreement
India’s exports to Bangladesh would comprise,
among others, wunmanufactured tobacco,
cement, coal and cotton yarn, while India’s
imports from Bangladesh would include,
inter alia, fish, raw jute and newsprint. The
Agreement also provided for special facilities
in regard to border trade.

86. Imports which had risen somewhat
in 1970-71 for the first time after the devalua-
tion of the rupee in June
1966, rose sharply in 1971-72.
- According to DGCIS data
they increased by Rs. 219 crores (13 per cent)
to Rs. 1853 crores during 1971-72 as com-
pared to Rs. 52 crores (3 per cent) registered
in 1970-71. The increase in imports during
the year was partly due to shortfalls in dome-
stic production of certain essential raw

Trends in
Imports

materials and steel products ; the liberalised

import policy followed in respect of main-

“there were certain

imports was also a contributory

factor.

87. Commodity-wise details of imports

are available upto December 1971. These

show that the increase in
Imports; imports during April-Decem-
S?::mc’d'ty' ber 1971 over the correspond-

ing period of the previous
year was accounted for entirely by non-food
imports. Imports of foodgrains werc lower
by Rs. 65 crores (or 38 per cent) than in
April-December 1970, while non-foodgrains
imports were higher- by Rs. 247 crores (or
24 per cent). Almost all the major items
under non-food imports recorded increases,
but the rises were substantial in the case ‘of
iron and steel (Rs. 77 crores), machinery and
transport equipment (Rs. 75 crores) and
mineral oils (Rs. 47 crores) (Table 17).
During 1971-72 (April-March) -the . value
of import licences increased by 13 per cent
on top of increases of 36 per cent recorded
during the year 1970-71 ; this should in-
crease further non-food imports in 1972-73.

88. The import policy for 1972-73, while

mamtammg the: basic framework of previous

year’s policy laid greater

Import Policy stress on the goal of self-

reliance. It provided for

greater allocation of imported inputs to

selected priority industries, particularly those

having substantial export potential or contri-
buting to net savings on imports.

89. The relative = deterioration . in mer-
chandise trade .was partly. due..to internal
factors, such as relatively high prices and
larger domestic offtake. On the other hand,
developments abroad
which also impeded our exports. UNCTAD
IIT underlined the fact that developed coun- -
tries are doing little to foster their trade with
under-developed' countries.  The Generalized
System of Preferences which has now been
adopted by the developed countries such as
EEC countries, Japan, Norway, Sweden and
U.K. to provide opportunities for expanding
exports of manufactured and semi-manu-
factured goods is riddled with K quotas and
ceilings.

90, With the floating of the pound ster-
ling, at the end of the year, the international
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Table 17}:—India’s Principal Imports

(Amounts in Rupees Crores)

Increase ()

Commoditics 1967-68 1968-69 1969-70 1970-71  April-December , g?ig;eg‘s,gr(a
1970 1971 Actual  Percen-
‘ tage
1 2 3 4 5. 6 7 8
1. Food (excluding cashewnuts) .. 554 372 293 242 187 131 — 56 —30
Cereals and cereal preparations 518 336 261 213 170 105 — 65 —38
- 2. Raw cotton 83 90 83 99 74 87  + 13 +18
3. Raw jute and mesta 5 16 5 Negl. Negl. —_ — —
‘4. Cashewnuts .. .. .. 25 31 28 29 22 20 — 2 -0
5. Mineral Oils Do 75 133 138 136 96 143 + 47 +49
 of which :
(a). f:fg;%gumc.rude and partly 96 96 106 76 110 + 34 -+45
(b) Others 15 37 42 30 20 33 + 13 465
6. Chemicals : 273 283 195 192 135 16l  +26  +19
of which : ' | '
(a) Fertilisers . 139 139 7 el 38 52 14 437
(b) Others 134 144 118 131 97 109 + 12 +12
7. Iron and steel 106 86 82 147 102 179 + 71 475
8. Non-ferrous metals 89 89 75 120 86 83 — 3 — 3
’“9.' Crude rubber (including synthe- ‘
’ tic and reclaimed) . 5 10 4 3 3 - —
10. Wool and other animal hair 12 11 17 16 13 11 — 2 —15
11. Animal and vegetable o:ls and :
fats .. .. . . 34 19 30 39 32 32 — =
12, Paper, paper boards and manus . o
- factures thereof . 18 18 24 25 17 24 + 7 +41
13. Pearls, precious and semi-
- precious stones . . oo 12 28 28 25 17 19 4+ 2 +12
i4. Machinery and trausport equxp- ’
ment 503 514 396 384 274 349. + 75 427
@) Machinery other than :
electric .. .. 336 366 280 257 190 211 + 21 +11
(b) Electrical machinery 86 82 64 69 49 72 + 23 +47
" (¢) Transport equipment 81 66 51 58 35 66 + 31 -89
15. Others 215 214 178 176 125 123 — 2 -2
Total 2008 1909 1582 1634 1183 1365 +182  -+15

Source : DGCIS,



currency uncertainties seemed to grow rather
than abate. World trade growth decelerated
sizcably between 1970 and 1971, Develop-
ing countries’ terms of trade deteriorated
even as their export growth declined., Though
revival of activity is now strongly forecast
for West Germany and the U.S. the prospects
for the growth of world trade in 1972-73
would remain uncertain if credible progress
is not achieved in the matter of the reform
of the international monetary system.

91. It is in this context that India and the
other developing nations have been seeking
to be actively associated with the process
of the international monetary reform and the
continuation without any disruption of the
SDR distribution in quantities adequate to
meet the developing countries’ needs. The
difficulties that have ravaged the international
payments system in the last few years are
entirely due to the failure of the leading
industrial countries of the world to manage
their output and demand. The ill-effects
of this failure are, however, visited upon the
developing countries also. A system in which
(a) creation of international liquidity is in-
ternationally controlled, () adequate addi-
tions to liquidity are provided for the orderly
growth of international trade and economic
development of the less developed countries,
and (c¢) acceptable objective criteria are laid
down for exchange rate changes to facilitate
the adjustment process, is thus a matter of
immediate necessity. Obviously, the deve-
loping countries need to have adequate voice
in formulating such a system and in operating
it after its adoption.

92. The synoptic view given in the preced-
ing paragraphs shows that while the economy
was able to withstand success-
fully the strains of refugee
influx and war till the end of
last year, it has also exhibited
certain disquieting features. The response
to an increase in aggregate demand has been
more in terms of price increases than of out-
put increases. While there has doubtless been
a rise in agricultural output, industrial growth
continues to be much slower than envisaged
in the Fourth Plan—due partly to shortages
in power, transport and certain raw materials.
The rise in consumer goods prices has, among
other things, worsened industrial relations and
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this also has had an adverse eflect on industrial
production. Although larger domestic sav-
ings and net capital inflow from abroad have
contributed to an increase in domestic invest-
ment, the demand for investment goods
industries continues to be less than adequate.
Likewise, while aggregate receipts of the
public sector have gone up, public savings have
diminished ; in consequence, deficit spending
has been larger. This has in turn aflected
aggregate monetary resources in the cconomy.

93. It is against this background that
the tasks ahead have to be defined keeping in
view the objectives of the Fifth Plan. The
fulfilment of these objectives is predicated on
a rapid rise in production and strengthening
of competitive efficiency. Maximising pro-
duction would imply promotion of new indus-
tries, fuller utilisation of existing capacity
and wider spread of new agricultural techno-
logy. Equally, the management of demand
will be crucial to restraining price increases.
Ideally, this will require the adoption of poli-
cies relating the increase in money earnings to
increases in productivity in the economy,
concurrently with increasing savings and redis-
tribution of income. There are, no doubt,
both conceptual and practical difficulties in
implementing this policy. At the same time,
the need for such a policy is evident because
the attempt of different sections of the com-
munity to increase their shares in the national
output will not only be self-defeating but will
also make it difficult, if not impossible, to
achieve in real terms the planned targets of
output. ’

94. From the point of view of financial
policy, this would require two basic lines of
action ; first, monetary expansion will have
to be kept within limits and, second, institu-
tional facilities will have to be provided on an
extensive scale to mobilise the savings of the
community. An essential element in control-
ling monetary expansion would be to limit the
extent of deficit financing resorted to by the
public sector. As pointed out earlier in the
Report, no State Government can now have
overdrafts from the Reserve Bank except for
a temporary period of one week ; to supple-
ment this a policy of keeping the Reserve Bank
credit to the Central Government under res-
traint would have to be pursucd. It is clearly
not possible to prescribe any precise limit to



such credit, because of the special responsibi-
lities in regard to defence and development that
the Central Government has to shoulder.
However, a continuous watch should be kept
on the level of deficit financing, taking into
account the prevailing elasticity of supply of
essential commodities or wage-goods. This
implies that maximum efforts should be made
to enlarge tax collections through a widening
of the tax base, to maximise market borrow-
ings and, in particular, to generate surpluses
in the public sector commercial undertakings
through increased operational efficiency.

95. The institutional measures in the finan-
cial field will require the provision of infra-
structure, in the form of extending and deepen-
ing banking services. Banking developments
in India show that given the requisite man-
power and other resources, banks can play
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a useful role in the development of the less
developed regions.  With the anticipated
increase in the deposits, banks can also extend
term-lending and export credit to a larger
extent than they have done so far. This would
mean that the working capital requirements
of industrial, agricultural and other sectors
should be capable of being financed without
undue difficulties. ~ However, the problem
of medium and long-term capital would still
remain. It will, therefore, be necessary to
continue — and augment — the assistance
given through the term-lending institutions ;
it will also be essential to promote fresh invest-
ment for the further widening and diversifying
of the industrial base. Apart from encourag-
ing institutional facilities, the Reserve Bank’s
policy will have to be one of general credit
constraint in view of the objective of price
stability. .
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IL. PROGRESS IN COMMERCIAL BANKING

. 96. The banking system continued its
¢fforts, during the year under review, in
abvldemng its geographical coverage and in
;reducmg thus the regional imbalances in
i; banking development. The perspective plan
1 of branch expansion proposed for 1972 and
the succeedmg two years, during which an
overall expanswn of 5,000 branches is con-
templated, is expected to further reduce
regional imbalances and also enable banks to
integrate their branch expansion programme
with their lead responsibilities under the lead
bank scheme. The momentum in the growth
of deposits of banks witnessed in the recent
years is likely to be maintained, in view of the
continued emphasis on widening the net-
work of branches.

97. Emphasis on meeting the credit re-
quirements of borrowers of small means, such
as small farmers, small-scale manufacturers,
retail traders, road transport operators,
small businessmen, professionals and self-
employed persons also continued during the
year with ‘increased accent on qualitative
lending. The accent on qualitative lending
will be fortified by the liberalisations in re-
spect of guarantee cover provided by the
Credit Guarantee Corporation of India Ltd.,
for credit facilities extended to borrowers of
small means in the priority and neglected
sectors. The Union Government’s decision
to implement the differential interest rates
scheme, in favour of specified low income
categories of persons engaged in specified
productive, economic activities and the ex-
pectation that public sector banks will lend
about Rs. 20 crores under the scheme will
increase their involvement in catering to the
credit needs of these sectors.

98. Under the Lead Bank Scheme, con-
siderable progress has been made in the

preparatlon of reports based on quick im-

pressionistic surveys. Besides convening
Consultative Committees for Banking Deve-
lopment in a number of districts, some efforts
have also been made in conducting intensive
studies to identify credit gaps.

99, 1In the field of agriculture, public
sector banks are evolving specific area schemes,
as for example, schemes in terms of which

they endeavour to meet the financial needs of
farmers in adopted villages. Apart from
reducing the chances of more than one ins-
titutional credit agency financing the same
borrower, such schemes also enable banks to
have better supervision over the end-use of
credit provided. The SFDA/MFAL pro-
jects are still in the initial stages and the autho-
rities are identifying eligible persons. Commer-
cial bank lending to agriculture will be facili-
tated further, if action on the report of the
Expert Group on State Enactments is taken
expeditiously by State Governments.

100. Mention may also be made of the

selection by the State Bank of India of 60

centres throughout the country to gain ex-
perience in lending to self-employed persons,
artisans, craftsmen, etc. To the same cate-
gory belonged the opening of a multi-service
agency branch by the Bank of Baroda for
giving technical assistance to potentnal entre-
preneurs. The Reserve Bank is in touch
with other banks in regard to evolving similar
schemes to augment employment potential.

101. Towards the close of the accounting
year, the Regional Consultative Committee
for nationalised banks for the central region,
comprising Madhya Pradesh and Uttar Pra-
desh to review banking developments within
the region, was convened at Lucknow. The
Committee discussed matters relating to the
provision of loans to priority sectors and also
co-ordination between State Governments and
banks. At the meeting, a decision to set
up a working group to make substantial
efforts to increase lending in rural and semi-
urban areas as well as to small borrowers,
specially agriculturists was taken.

102. Banks have also recognised the ox-
ganisational constraints for a dynamic pro-
gramme of lending to the priority sectors and,
therefore, have ecither reorganised or are in

-the process of reorganising their existing set-

up. In this they have taken note of the need
to have an appropriate mix of operational and
developmental staff at the head office, as well
as regional and district level offices.

103. The following paragraphs bring out
details of organisational changes and the



progress in the implementation of various
schemes affecting commercial banks.

104. Commercial banks opened 1,805 offices
in 1971 as against 2,137 offices in 1970 and
1,369 in 1969 making a total
of 5,311 for the three years
ending December 1971. It is
proposed to maintain this momentum in the
three-year period ending 1974 under the
perspective plan of branch expansion. Under
it commercial banks would be able to open
at least about 1,500 branches each in 1972
and 1973 and perhaps somewhat more in
1974, adding up to a total of about 5,000
branches. Banks have been advised to be
more selective in the matter of further branch
expansion, and take into account the objective
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of providing banking facilities in centres with
potential, their responsibility in their lead -
districts, their areas of operation and the
need for giving priority to the relatively under-
developed/under-banked States. In addition,
banks have been advised to constantly appraise
the performance of their branches in relation
to their present business and future goals.

105. In the accounting year 1971-72, com-
mercial banks opened 1,612 offices as against
1,890 offices in 1970-71. Of the offices opened
during the year, the nationalised banks
opened 821 offices and the State Bank of
India and its subsidiaries 439 offices. The
number of offices opened at unbanked centres
was 936 (Table 18).

Table 18:—New offices opened by commercial banks during 1970-71 and 1971-72

New offices opened by commercial banks Bank offices
as on
1970-71 1971-72

30th 30th

July-  Janua-  July July-  Janua- July June June

Decem- ry-June 1970- Decem- ry-June 1971- 1971 1972
ber 1970 1971 June ber 1971 1972 June
1971 1972

1. State Bank of India 234 178 412 187 102 289 2286 2575
(164) (123) (287) (106) (58) (l64)

2. Subsidiaries of State Bank of India' 86 87 173 66 84 150 1233 1383
(64 (55 (119 (39) (46) (85

3, Fourteen nationalised banks 608 444 1052 540 281 821 6368 7189
(413) (245) (658) (321) (149 (470)

4. Other scheduled banks 124 115 239 175 165 340 1875 2238
(57 (65 (122) (108) (99 (207

5. Foreign banks — — — —_ — — 130 130
(- ) ) (=) (=) (=)

6. All scheduled commercial banks . 1052 824 1876 968 632 1600 11892 13515
698) (488) (1186) (574) (352)  (926)

7. Non-scheduled commercial banks .. 5 9 14 4 8 12 121 105
) ® ®) 3) a (10)

8. All commercial banks 1057 833 1890 972 640 1612 12013 13620
(698) (496) (1194) 577) (359) (936)

Note : Figures in brackets relate to the number of offices opened at unbanked centres.

106. Progress in regard to extending the
territorial spread of banking was maintained
during the year (Table 19). Of 5,375 offices
opened since nationalisation, Z.e., from July
1969 to end-June 1972, as many as 3,416
branches were in unbanked centres (63.5
per cent). The under-developed States of

Assam, Bihar, Jammu & Kashmir, Madhya
Pradesh, Manipur, Meghalaya, Nagaland,
Orissa, Tripura, Uttar Pradesh and West
Bengal accounted for 31.6 per cent of these
new offices. Even out of the offices opened
at unbanked centres, these States accounted
for 34.1 per cent. In Manipur and the
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distribution of bank offices as at the end of June 1970, Junc 1971 and June 1972

No., of oflices

Op:mned during Openad during Population per

States as at the end of 1970-71 [971-72 bank otlice
(in thousands)
_ as at the end of
June  June  Junc  Total Of  Total  Of  Jume  Jume
1970 1971 1972 which which 1971 ‘:‘)72
un- un-
banked banked
centres centres

I. A a
3 A?s(gga Pradesh .. . 72; 869 959 147 95 9 41 50 4
S B e . 95 122 149 26 23 27 22 120 I
4. Guiorat .. .. 361 453 541 92 62 88 68 124 104
5. Hobor .. .. 919 1105 1234 187 106 129 83 24 22
6. i Y rfllal p .. . 219 258 299 .39 19 41 29 39 34
7. b macha radesh_ .. .. 62 87 108 25 23 21 19 40 32
8' Kanrl:]m & Kashmir .. 74 101 116 27 13 15 8 46 40
9. M?idha P .. .. 3 845 978 132 100 136 92 25 22
10. NMoh yah radesh .. e 460 566 659 107 62 103 58 73 62
“. Ma arashtra 1304 1471 1679 167 86 208 77 34 30
i - Manipur . . 2 b 6 3 3 1 1 215 178
1%’ meghalaya .. .. 11 15 16 4 4 1 —_ 67 63
| . Mysore .. . 954 1124 1292 170 107 168 107 26 23
1,451. (I;qualand .. .. 4 5 5 1 1 — — 103 103
1 . Orissa P 133 173 192 40 30 19 12 126 114
6. Punjab . .. 465 556 651 91 55 95 59 24 21
17. Rajasthan . .. 432 525 570 93 61 45 25 49 45
8. Tamil Nadu 1213 1371 1484 164 107 115 73 30 28
19. Tripura . “ 6 12 12 6 6 — — 130 130
20. Uttar Pradesh . .. 932 1147 1324 215 142 177 107 77 67
21. West Bengal - . 588 684 760 96 67 76 40 65 58

Union Territories :

22. Andaman & Nicobar Islands 2 2 4 — — 2 1 57 29
23. Arunachal Pradesh.. . — 3 5 3 3 2 2 156 94
24. Chandigarh .. .. 26 28 33 2 — 5 —_ 9 8
25, Dadra & Nagar Haveli .. { 3 4 2 2 1 | 25 19
26. Dethi .. .. 318 350 385 32 2 35 1 12 10
27. Goa, Daman & Diu . 101 111 118 10 9 7 4 8 7
28. Laccadive, Minicoy and Amin-

divi Islands . .. — 2 2 2 2 —_ — 16 16
-29. Mizoram e e — t — — 1 1 — 332
30. Pondicherry 13 20 24 7 4 4 2 24 20

Total : 10131 12013 13620 1890 1194 1612 936 46 40
Union Territories of Arunachal Pradesh, 108. In spite of a slight decline in the

Dadra and Nagar Haveli and Mizoram, all
the offices opened during the year were at
unbanked centres.

107. With the addition of 1,612 branches in
1971-72, population covered per bank office
declined from 46,000 at the end of June 1971
to 40,000 in June 1972. Such decline was
noticed in all the States except Nagaland and
Tripura, and among the Union Territories,

Laccadive, Minicoy and Amindivi Islands. -

There are only two districts which are still
unbanked ; licences for opening of branches
therein have already been issued to banks,

rate of growth of branches in the year, the shift
in favour of opening branches in rural areas
continued during the year (Table 20).  The
proportion of bank branches in rural areas
increased from 35.6 per cent of the total a,
the end of June 1971 to 38.7 per cent at the
end of June 1972.

109. A recent study of the performance of
banks in . eight metropolitan centres, viz.
Ahmedabad, Bangalore, Bombay, Calcutta,
Delhi, Hyderabad, Kanpur and Madras,
_revealed that good deposit potential existed

~in these centres and that metropolitan centres
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Table 20:—Centre-wisc distribution of commercial bank offices

No. of offices as at the end of

Junc 1969 June 1970 June 1971 Dccember 1971 June 1972
t
Centre No. % to  No. % to No. % to No. % to No. % to
total rotal rotal total total
() Rural 1832 22:4 3062 30-2 4279 356 4889 37-5 5267 38-7
(). Semi-urban. 3322 . 40-1 3695 36-5 4016 . 33:4. 4224 . 32-6. 4351 31-9
(i) Urban 1447 17-5 1583 15-6 1778 14-8 1850 14-3 1916 14-1
iv) Metropolitan/Port
@ townsp / .. 1661 2040 1791 17-7 1940 16:2 2022 156 2086 15-3
Total.. 8262  100-0 10131 100-0 12013  100-0 12985 ~100-0 13620  100-0

H
Joffered scope for opening more bank offices.
I It was also felt that increase in the number of
offices in the large cities will offer relief to the
existing offices, particularly in business loca-
lities, which find it difficult to cope with the
rapid increase in business and help them in
siphoning off the overflowing business and
thereby bring about improvement in customer
service too. In view of these considerations,
the population norm per bank office was
reduced from 10,000 to 5,000 for metropolitan
areas and certain urban centres. Further, the
requirement of banks to open the requisite
number of offices in rural/semi-urban areas
to get entitlement for opening urban offices
including those at metropolitan and port
towns, was relaxed so that more offices in
metropolitan cities/port towns may be opened.
According to the revised norm, a bank which

maintain the momentum of the programme of
expanding banking facilities in rural areas.

110. Allowing for changes in the number of -
offices due to amalgamations, transfer of assets
and liabilities and inclusion in and exclusion
from the Second Schedule to the Reserve

. Bank of India Act, 1934, the number of offices

has 60 per cent or more of its offices in rural/

semi-urban- areas is-eligible for opening one
office each in an urban and a metropolitan/
port town for every two offices opened in rural/
semi-urban areas ; and in other cases it will
be for every three offices opened in rural/
semi-urban centres. In order to accelerate

the pace of issue of licences relating to metro- .
politan centres, meetings of representatives

of banks were held at six centres, viz., Bombay,

Calcutta, Delhi, Hyderabad, Madras and
Bangalore and allocations were made for
opening 728 'offices. in these cities. Banks
have also been allowed to open 303 more
offices in urban centres.
expected to tap the deposit potential in urban
areas and relieve the pressure on existing
bank offices there, and at.the same time,

These steps. are’

of scheduled commercial banks increased by
1623. Offices of non-scheduled commercial

banks, however, declined by 16 (Table 21).

At the end of June 1972, the number of offices

of scheduled and non-scheduled commercial

banks stood at 13,515 and 105, respectively ; .
at the end of June 1971, the corresponding

numbers were 11,892 and 121.

111. In the last year’s Report, mention was
made about the steps taken for the purpose of
enabling banks to conduct
quick, impressionistic sur-
veys of districts allotted to
them under the Lead Bank Scheme. Since
then there has been good progress in the
completion of lead surveys by banks. Thus
far, survey reports in respect of 260 out of
337 districts allotted to banks have been
completed. In the preparation of reports,
banks have ensured that a number of districts
in the under-developed States of Assam, Bihar,
West - Bengal, Orissa, Madhya Pradesh and
Uttar Pradesh are covered ; in fact, about
80 per cent of districts in these States have
already been covered.

Lead Bank
Scheme

112. During the year, the Reserve Bank
of India convened a meeting at Jaipur for
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1 :—Number of offi ] .
fices apened and closed by scheduled and non-schedoled commercial hanks in India

Chapgcs due to amalga-
mattons, mergers, transfers

OFCW of assets and liabilities and  Existing  Overall Number of
flices inclusion in and exclusion Offices variation oiliees
opened from the Sccond Schedule closed in the at theend of
o the Reserve Bank of number the period
India Act, 1934 of oflices
1 2 3 4 5
Scheduled Commercial Banks :
1969
January-June 565 Lo -3 + 563 S045
24) i
July-December 772 + 53 —-3< -+ 822 8867
65)°
1970 2
January-June (1068 4+ 3 — +1071 9938 -
i 190)
July-December 1052 + 54 —4 % 41102 11040
234) .
1971
January-June (8284 + 32 —4 + 852 11892
178)
July-December 1968 + 28 — + 996 12888
“(187)
1972 /
January-June { 632 - -5 + 627 13515
102)
Non-Scheduled Banks :
1969
© January-June 11 - 1 — + 10 217
July-December 21 - 53 —1 - 33 184
1970
January-June 12 — 3 — + 9 193
July-December 5 - 54 —_ - 49 144
1971
January-June 9 - 32 — - 23 121
July-December 4 — 28 e - 24 97
1972
January-June 8 —_— — + 8 105
All Commercial Banks : ,
1969
January-June 576 — -3 + 573 8262
July-December 793 — -5 + 789 - 9051
1970 \
January-June . -, 1080 — —_ +1080 « 10131
July-December . 1057 2% S — -4 4-1053 .- 11184
1971 ) ) (
January-June 833 e —_ —-4 4+ 829 12013
July-chember 972 ¢ 0S¢ — — + 972 12985
1972
January-June 640 —_ -5 + 635 13620
Notes : 1. Figures within brackets rclate to the State Bank of India.

2. Data exclude administrative, seasonal, temporary, non-

banking offices and offices outside India.



allocation of centres identified in the lead
bank surveys. With this, the Reserve Bank
has convened seven such meetings, and 833
unbanked centres have been allotted to various
commercial banks at these conferences. Banks
have also been convening similar meetings at
district level for allocation of unbanked
centres identified in the lead surveys.

113. Under the perspective programme of
branch expansion, banks which have been
designated as lead banks have been required
to indicate to all other banks and the Reserve
Bank of India the names of centres where
bank "offices could be opened, so that the
branch expansion programmes of banks in
their lead and non-lead districts can be co-
ordinated. This will also help align branch
expansion programme of banks with their
lead responsibilities.

114. As a follow-up action under the
scheme, banks have constituted district level
consultative committees to serve as a forum
for discussion among banks and other finan-
cial institutions for exchanging information

- about borrowers and lending to priority
sectors, identifying bankable schemes in the
districts and evolving methods of financing
them in a co-ordinated manner. Such com-
mittees have been set up in about a hundred
districts. Banks have also been advised to
maintain liaison with officers of State Govern-

ments.

115. An important plank of the Lead Bank
programme is that banks would conduct
studies in depth as a follow-up of the quick
surveys to evolve schemes for financing local
projects. Although some progress has been
made in this regard, the number of surveys
conducted and districts covered by such
studies is not adequate in relation to the re-
quirements. This is mainly due to the fact
that banks did not have an adequate com-
plement of technically competent personnel in
the fields of agriculture and small industries to
discharge their lead responsibilities. As
mentioned earlier, steps are being taken to
overcome this obstacle through reorganisa-

+ tion and re-staffing schemes.
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Mention was made in the last year’s

16.
Report about the issue by the Bank of
guidelines on agricultural
Financing of financing to  commercial
agriculture banks. In line with these

by commercial

banks guidelines, commercial banks

have been streamlining their
loan policies and procedures for agricultural
lending. However, the growth of advances to
agriculture by commercial banks slowed
down during the year ; this is due partly to
increased attention given to the qualitative
aspects of loans and effective supervision of
end-use. Banks are also getting away from
thinly dispersing their efforts over wide areas
and are now evolving concentrated progra-
mmes of area schemes, cluster approach,
village adoption approach, group loans, etc.
Hlustrative of this is the decision of the State
Bank of India to select 150 centres throughout
the country to open agricultural development
branches. Each of these will be provided
with technical and other field staff, and is
expected ultimately to cover anything upto
100 villages. Since many of the centres
identified are in areas covered by Government
programmes for small farmers and  other
weaker sections of the community, the involve-
ment of commercial banks in SFDA/MFAL
areas is likely to increase substantially. Once
the list of eligible persons is made available to
banks by SFDA/MFAL project authorities,
they will be able to provide loan assistance
to them for raising of crops, dairy farming,
augmentation of irrigation facilities, etc. In
these areas, banks may have to do some
extension work depending upon their organi-
sational strength. Special schemes have also
been formulated by banks themselves for
intensive financing of agriculture.

117. At a meeting of heads of agricultural
finance departments of major commercial
banks convened by the Reserve Bank of India
in April 1972, the reasons for the general
slow-down of agricultural advances and the
strategy of area approach adopted by banks
were discussed. Demarcation of areas to one
bank exclusively was considered not desirable
as it would negate the concept of multi-
agency approach to agricultural lending.
The command area of a branch stipulated
at ten miles is not a rigid norm but illustrative
of the emphasis on ability to supervise loans.
The meeting also decided that commercial
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!:)anks sbould obtain from their branches
mforrpaﬂon on demand, collection and out-
standing of loans on a quarterly basis.

118. To facilitate larger financing of agri-
culture by commercial banks, there is need for
expeditious action on the recommendations of
the ‘Expert Group on State Enactments
having a bearing on commercial banks lending
to agriculture.” The report was forwarded
to the Chief Ministers/Chief Secretaries of the
various State Governments by the Governor
of the Reserve Bank in September 1971
requesting early enactment by the State
Legislatures of the model bill recommended
by the Group and thereby extending to
agriculturists borrowing from commercial
banks, facilities similar to those available to
them when they borrow from co-operatives.
Some of the State Governments have taken
steps in respect of some of the administrative
measures recommended by the Expert Group.
But action in regard to enacting legislation on
the lines indicated by the Expert Group, has
not taken concrete shape in most of the
States. :

119. The Credit Guarantee Corporation of
India (Small Loans) Guarantee Scheme, 1971
introduced by the Corpora-

Credit . " !
Guarantee tion with effect from April 1,
Corporationof [97] was substantially libera-
India Ltd.

lised during the year, in order
to extend the benefit of the guarantee to a
larger number of eligible borrowers and loans.
Under the liberalisation, effective January 1,
1972, there are no limits on the amount to be
lent direct to farmers and agriculturists for
various purposes with the  Corporation’s
guarantee. The purposes covered include
cultivation of crops (other than tea, coffee
or rubber) or development or improvement of
land or allied agricultural activities like
pisciculture and sericulture. In addition,
guarantee is provided under certain conditions
against seasonal loans which are not repaid
owing to crop failure as a result of natural
or other calamities or adverse circum-
stances beyond the farmers’ control and are
converted into term or instalment credits. The
maximum period for the repayment of credit
facilities for sugarcane cultivation has been
extended from 15 to 24 months and in respect
of repayment of credit for purposes other than

seasonal agricultural operations, the period
has been extended from five to ten years.

120. Till December 31, 1971 the Corpora-
tion guaranteed only those credit facilities
which were extended by commercial banks
after April 1, 1971. Under the liberalised
provisions, however, guarantee is available in
respect of all credit facilities outstanding at the
commencement of business as on January 1,
1972, irrespective of the date on which the
credit facilities were sanctioned or availed of,
provided the borrowers concerned and the
credit facilities extended satisfied the liberalised
provisions. However, outstanding credit
facilities as on January 1, 1972, which were
already recalled or treated as bad or doubtful
or utilised for adjustment of earlier bad
or doubtful debts or where the borrowers
have suspended their activities or business
are excluded. Guarantee facility is available,
under the liberalised provisions, to credit
institutions to the extent of Rs. 1 lakh as
against Rs. 50,000 hitherto in respect of
loans to transport operators for purchase of
vehicles. Dealers in fertilisers with a larger
annual turnover upto Rs. 5 lakhs (previously
Rs. 2 lakhs) and owners of petrol stations and
other retail outlets for mineral oils with annual
turnover upto Rs. 5 lakhs (previously Rs. 1
Jakh) have been made eligible under the
scheme.

121. The Corporation introduced two other
schemes during the year. The Credit Guarantee
Corporation of India Small Loans (Financial
Corporations) Guarantee Scheme introduced
on July 1, 1971, covering loans granted by the
State Financial Corporations including the
Tamil Nadu Industrial Investment Corporation
Ltd., is similar to the Small Loans Guarantee
Scheme referred to earlier. It covers credit
facilities to transport operators, small hote-
liers, business enterprises engaged in genera-
tion or distribution of electricity or any other
form of power or in the development or.
management of any contiguous area of land
as an industrial estate, ie., to borrowers to
whom the financial corporations are in a
position to grant financial assistance and who
are not already covered under the credit
guarantee scheme for small-scale industries
administered by the Reserve Bank of India on
behalf of the Central Government. The
Financial Corporations Guarantee Scheme was



also liberalised effective January 1, 1972 so
as to cover all cligible credit facilitics
outstanding as on January 1, 1972 and trans-
port finance upto Rs. I lakh per operator.

122. The Service Co-operative Societies
Guarantee Scheme, which came into force
from October 1, 1971, guarantees credit
facilities sanctioned to service co-operative
societies assisting artisans and workers cngaged
in any form of industrial activity. This facility
is available to all the scheduled commercial
banks in the country/ other credit institutions
eligible to participate in this scheme, are the
State and Central co-operative banks in the
States and Union Territories to which the
provisions of the Deposit Insurance Cor-
poration Act, 1961 have been extended.

123. The credit facilities covered under
the various schemes of the Corporation as at
end-December 1971, amounted to Rs. 109. 72
crores under the Small Loans Guarantee
Scheme in respect of 63 out of 71 scheduled
commercial banks ; and under the Financial
Corporation Guarantee Scheme to Rs. 2.6
crores in respect of 13 out of 18 financial
corporations. As regards the Service Co-
operative Societies Guarantee Scheme, credit
facilities covered amounted to Rs. 1.89 lakhs
in respect of one bank. The Corporation has
set up a working group to examine the ques-
tion of extension of guarantee cover for co-
operative credit granted to farmers and agri-
culturists and other borrowers,

124. During the year ended December 31,
1971, the Corporation received by way of
guarantee fees a sum of Rs. 4,05 lakhs in
respect of the Small Loans and Financial
Corporations Guarantee Schemes. No claims
have been received by the Corporation so
far. For meeting the claims on the Corpora-
tion, it is proposed to build up a Reserve for
Unexpired Guarantee Risks by crediting to it
an amount which will not be less than 50 per
cent or more than 100 per cent of the guarantee
fees collected during the year, less the claims
paid in that year. Accordingly, the entire
guarantee fee of Rs. 4.05 lakhs received
during 1971 has been credited to the Reserve
for Unexpired Guarantee Risks.,
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125. The Union Finance Minister an-
nounced in the Parliament on March 25,
1972 Government’s decision

Differential to implement the scheme of

differential interest rates on
“advances by public sector
banks. The differential interest rate under
the scheme is for the present to be uniformly
fixed at 4 per cent. The Reserve Bank
conveyed to banks the Government decision
and the criteria laid down for identifying
persons who will be eligible for loans under the
scheme and the conditions under which loans

should be given.

Interest Rates

126.  An endeavour which should have the
capability of standing on its own after some
period will be eligible for assistance under the
scheme. The sectors from among which
banks are to locate parties eligible for loans
under the scheme include scheduled tribes/
scheduled castes and others engaged, on a
modest scale, in agriculture and/or allied
activities ; people occupied in the collection
or elementary processing of forest products ;
people collecting fodder in difficult areas and
selling them to farmers or traders ; people
physically engaged on a modest scale in cottage
and rural industries and vocations ; indigent

“students of merit going in for higher education,

physically handicapped persons pursuing a
gainful occupation and orphanages and
Women’s Homes where saleable goods are
made and for which there is no adequate and
dependable source of finance. A person to
be eligible for a loan under the scheme should
not have family income of more than Rs. 2,000
per annum if resident in an urban or semi-
urban area, or Rs. 1,200 per annum if resident
in a rural area. I[n addition, he should not
have land exceeding one acre if irrigated and
2.5 acres if unirrigated.

127. While loans to individuals are not
barred, banks are, in the beginning, to look
for groups in particular. Loans under the
scheme will be provided both for working
capital and for term credit for a period not
exceeding five years for acquisition of fixed
assets. It is expected that ordinarily the
former will not exceed Rs. 500 and the latter
Rs. 2,500. Margin requirements may be
waived. Banks may, however, take hypothe-
cation of assets purchased with loans. Each
loan is to be covered under the existing credit



guarantee schemes and the guarantee fee will
be borne by the banks. Repayment sche-
dules will be worked out taking into account
sustenance requirements of the borrower ;
and there is provision for a grace period, not

exceeding two years, in the case of term
loans.

'128. The scheme is only at the pilot stage
and is to be implemented in certain selected
backward districts.  Districts covered by
SFDA/MFAL projects are not covered by the
scheme. Each bank is to select at least one
in every eight or ten branches in the selected
districts, with suitable representation to rural,
semi-urban and urban areas. It is expected
that the quantum of lending under the scheme
by each bank will correspond to about half a

per cent of its aggregate lending at the end of
the previous year.

129. The Bills Rediscounting Scheme in-
troduced in November 1970, with a view to
encouraging the growth of

Bills Rediscount- @ bill market in India, was
ing Scheme modified during the year so
: as to expand its coverage.
On July 30, 1971 the scheme was extended to
cover bills of exchange arising out of sale of
goods to Government departments and
quasi-Government bodies as well as to
Statutory Corporations and Government com-
panies provided such bills conformed to the
requirements of the Scheme. On October 25,
1971 in order to avoid delays and reduce the
work involved in delivering and redelivering
the rediscounted bills, to and from the Reserve
Bank, it was decided to dispense with the
actual lodgement of bills each of the face value
of Rs. 2 lakhs and below by the banker with
the Reserve Bank and to authorise the banks
to hold such bills with themselves as agents
of the Reserve Bank. The minimum amount
of a bill eligible for rediscount with the
Reserve Bank was reduced from Rs. 5,000 to
Rs. 1,000. Effective April 6, 1972, bills of
exchange drawn on and accepted by the
Industrial Credit and Investment Corpora-
tion of India Ltd., on behalf of its purchaser
constituents singly or jointly with them,
were also made eligible for rediscount under
the Scheme, provided an eligible scheduled
commercial bank offered them for rediscount.
Further, with a view to widening the scope
of the new bills rediscounting scheme, the Bank
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has taken the opportunity to suggest to banks
in appropriate cases that book debt limits
might be converted into bill limits to the
extent feasible. In addition the banks are
also asked to avail of bills rediscounting
facilitics on an increasing scale in respect of
bills discounted by them.

130. The Scheme gained further momentum
during the year and the scheduled commercial
banks made larger use of the Scheme during
the 1971-72 busy season. After an initial
decline during July and August 1971, the
outstanding level of bills rediscounted in-
creased to Rs. 25 crores at the end of
September 1971 as compared with Rs. 10
crores at the end of June 1971. At the
beginning of 1971-72 busy season bills re-
discounted with Reserve Bank of India
amounted to Rs. 14 crores. With the pro-
gress of the busy season, banks availed of
rediscounting facilities on an increasing scale
and at the end of March 1972 the outstand-
ings were of the order of Rs. 42 crores; with
the commencement of the slack season,
this amount came down and at the end of
June 1972, stood at Rs. 9.9 crores.

131. A measure of the increasing extent to
which the Bills Rediscounting Scheme is
being availed of by banks is evident from the
fact that despite the comfortable liquidity
position, bills rediscounted with the Bank in
the 1971-72 busy season amounted to Rs. 45
crores, at the peak level (17-3-1972) as against
Rs. 14.1 crores (30-4-1971) at the peak level
in the 1970-71 busy season.

132. The Credit Authorisation Scheme had
undergone a major transformation in the

) middle of 1970 and been
griﬁgrisaﬁon widened to cover credit ap-
Scheme praisal by scheduled commer-

cial banks to impose financial
discipline on large borrowers. This new re-
gulatory system has, over the past two years,
evolved itself into an effective mechanism for
ensuring the proper use of bank credit;
banks have also perceptibly toned up their
credit appraisal procedures and are making
efforts to further rationalise them. With the
standards of credit appraisal in banks showing
improvement, certain changes which were
really in the nature of a ‘tidying up operation’
in the requirement of prior authorisation.of



the Bank, werc eflected during the year
with a view to enabling banks to meet urgent
demands of their borrowers for genuine
purposes without prior authorisation. Further
credit facilities which banks could, on their
own, grant to the borrowers covercd by the
Credit Authorisation Scheme are, mainly,
temporary/interim credit limits up to Rs. 10
lakhs for three months; purchase of third
party outstation cheques/bank drafts; tempo-
rary excess drawings up to 5 per cent of the
limit or Rs. 10 lakhs (whichever is lower);
advances against uncleared effects, restoration
of limits to the original levels, and reallo-
‘cation of limits already authorised by the

Bank.

133. During the _administration of the
Scheme, it was observed that while projecting
the peak requirements of bank finance, some
banks were showing unpaid stocks also as
being available for computing the permissible
bank finance for purposes of fixing the
borrowers’ credit limits. This practice re-
sulted in ‘double financing’ which enabled
the borrowers to get finance from sellers as
also from the banks in respect of identical
inventories; the borrowers could, thus, pro-
vide margins to the banks out of the borrowed
funds instead of from their own funds.
Although this aspect was informally dis-
cussed by the members of the Study Group
(which was appointed for the purpose of
drawing up the proforma statements referred
to in last year’s Report), it was then felt that
considering the conditions obtaining in the
country (where there is a heavy reliance on
bank finance), the Bank may not, at least for
sometime in the beginning, insist upon ex-
clusion of such unpaid stocks while arriving
at the permissible bank finance. The position
has been reviewed by the Bank in the light of
the experience gained after the revision of
the Scheme and it is considered desirable that
all banks should follow a uniform practice
in regard to the treatment of the unpaid
stocks. Accordingly in January 1972, the
Bank issued instructions that while projecting
~ the peak requirements of finance, banks

should take into account the unpaid stocks
and make suitable adjustment therefor, so
as to curb double financing. These in-
structions to banks are also in line with the
views of the ‘Dehejia Committee.” The Bank
is aware that in several cases the element of
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double financing cannot be eliminated forth-
with without impairing the productive acti-
vity, and in such circumstances, banks are
required to rectify the position in a phased
manner. In any case, they should ensure
that the existing quantum of double finance
is not perpetuated or enlarged, particularly
while fixing the additional credit limits for
their borrowers; in so far as the existing
quantum of double finance is concerned, the
banks may progressively regularise the
position, allowing the borrowers sufficient

time for the purpose.

134. The Indo-Pak hostilities in December
1971 created an abnormal situation and it
was also necessary to make sustained efforts
to keep up the tempo of production in the
various spheres. To help the defence effort
and to facilitate the productive activitics
which needed immediate bank credit, re-
laxations in the Bank’s prior authorisation
were made. Thus in the case of the textile
industry and dealers in textiles, banks could,
without prior authorisation, grant increased
credit limits up to a maximum of 15 per
cent of the existing authorised limits against
inventories till July 1972@. Certain banks
were requested to take immediate steps to
see that the supply of credit to the shoddy
and woollen mills which were executing defence
orders from D, G.S. & D., was adequate
and timely. It was suggested to banks that
they could grant, without prior authorisation,
‘defence packing-cum-supply” credit limits
both at the pre-delivery and post-delivery
stages for manufacture and supply of goods
to the defence authorities, as also for aug-
menting production in general and ensuring
smooth distribution of goods, particularly
in the border areas. Banks were further
allowed to grant, without prior authorisation,
suitable enhancements up to 15 per cent in
the existing credit limits to the manufacturing
units for their working capital requirements.
Besides, banks were allowed to sanction
credit limits to certain industries, so as to
enable them to meet their temporary/seasonal

needs. Thus, in the case of jute industry
which was facing financial problems on
account of considerable increase in the

availability of raw jute supplies in the 1971-72
jute season, certain banks were advised to

@ Since extended upto December 1972.



grant additional working capital limits
without prior authorisation. Similarly, banks
could. grant to the sugar mills for the 1971-72
crushing season credit limits up 1o 80 per
cent of those allowed against sugar during
the 1969-70 season.  Again, in the case of
the c;oal industry, in order to help it in over-
coming the difficulties arising out of the
transport bottlenecks, banks were advised
to grant to that industry additional credit
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limits -up -to a maximum of 15 per cent till -

Dece'mber. 1972. Sympathetic and prompt
consideration was also given to the requests
from the industrial units in the Eastern

region as also in the under-developed/back-
ward areas.

135. It may also be mentioned that as
there were persistent complaints of delays/
defaults by the sugar mills in paying the
dues to the cane growers on account of cane
supplied to them despite liberal credit faci-
lities made available by banks against stocks
of sugar, which should have normally been
utilised for payment to the cane growers,
banks were advised that while granting credit
limits against stocks of sugar, they should
introduce suitable regulatory procedures for

ensuring prompt payment by the mills to
the cane growers.

136. A reference was made in the last
year’s Report regarding the requirement of
prior authorisation under the Scheme for
sanctioning by banks (singly or jointly with
other institutions) individual medium or long-
term loans exceeding Rs. 25 lakhs repayable
over a period of more than 3 years to any
single party, irrespective of the totality of
credit limits available to it from the banking
system as a whole.  As a result of this measure,
there has been greater co-ordination in the
activities of banks and term-lending insti-

tutions. It is also observed from the quarterly
statements received from banks since
the quarter ended September 24, 1971

(showing particulars of term loans exceeding
Rs. 10 lakhs and repayable after 3 years
sanctioned by them to the industrial concerns
in the private sector), that term loans for

larger amounts -are- now being sanctioned -

mainly on participation basis with the term-
lending institutions or under the Refinancing
Scheme of 1DBI.

137, During the year July 1971-June 1972,
727 applications were received from  banks
for authorisation of credit limits under the
Scheme, as against 338 during the year ended
June 1971. The applications were mostly
for working capital requirements and with the
exception of only three applications, all these
were authorised.  However, in certain cases,
while according authorisation, the Bank did
not allow the additional/enhanced credit
limits to the full extent applied for because,
in its view, lower limits were adequate for
the purposes stated taking into account the
financial requirements of the concerns applying
for the credit limits. Further, while autho-
rising the credit limits, suitable stipulations
were laid down in several cases, and some
suggestions for improving the financial
structure/position  were also made. These
were usvally on matters such as non-pay-
ment of guarantee commission, subordina-
tion of promoters’ funds to bank advances,
inter-corporate lending/investments, require-
ment of bank’s approval for declaration
of dividends, etc. and were designed to
bring about better financial discipline.

Credit Controls

138. Announcing the credit policy for
the 1971-72 busy season, the Governor’ indi-
cated that the broad features of the earlier
credit policy would be continued and the
structure of refinance facilities would remain
broadly the same except for some modifi-
cations in regard to refinance for food procure-

ment advances (described in"~ the chart
appended).
139. 1In the field of selective credit controls,
while those in regard to advances against
. raw cotton and kapas,
Selective foodgrains, oilseeds, vege-
Credit . . : . .
Controls table oils (including vanaspati)

were relaxed during the year,
controls on advances against sugar, gur and
khandsari were re-imposed.

140. To ensure adequate supply of credit
to mills for buying and stocking raw cotton,
the Bank modified on August 3, 1971 the

- provisions of margin control on advances

against raw cotton and kapas, enabling speci-
fied categories of mills to carry stocks equi-
valent to an additional two weeks’ con- .
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REFINANCE FACILITIES TO THE SCHEDULED COMMERCIAL BANKS

FROM THE RESERVE BANK OF INDIA

UPTO END OCTOBER 1971

Net Liquidity Atdr %, At Banok Rate Remarks
Position (670)
1 2 3 4

Irrespective of net
liquidity ratio.

~do-

-do-

~-do-

I. Export Credit

Upto an amount ecqual to An additional amount of 1073
109, of the annual average of the annual average in 1970.

in 1970.

Borrowings equal to 20%
of the annual average of
export credit in 1970 will
not impair the net liqui-
dity ratio.

II.  An amount cquivalent to the increase in advances over the

prescribed base period in respect of :

(a) lending to primary co- (a) short-term lending to small-

operative credit societies scale industries covered
in selected districts of by guarantee of C.G.O.
A.P., Haryana, M.P.,

U.P. and Mysore. (b) short-term direct lending

to agriculturists.

HII. Bills Rediscounting Scheme :

Rediscounting of bills under the
new Scheme.

IV. Food Procurement Advances :

— Upto 75% of the increase over
the outstanding level of such
advances as on October 30,
1970, till end July 1971, upto
609, in August and upto 50%
thereafter.

Base Period :

Average level of such credit
in the corresponding ca-
lendar quarter of the pre-
vious vyear,, i.e., for the
quarter Januavy-March
1971, base will be the ave-
rage for the quarter Ja-
nuary-March 1970.

Outstanding liability in
respect of bills rediscount-
ed under the new Scheme
will notimpair the net
liquidity ratio.

Contd.
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FROM THE RESERVE BANK OF INDIA

REFINANCE FACILITIES TO THE SCHEDULED COMMERCIAL BANKS

EFFECTIVE NOVEMBER 1, 1971

Net Liquidity
Position

At 41y, At Bank Rate

(6%)

Remarks

Irrespective of net
liquidity ratio.

1. Export Credit =

Upto an amount equal to An additional amount of 10°

11110;7&7?f the annual average of the annual average in 1971,

II. An amount equivalent to the increase in advances over the
prescribed base period in respect of :

Borrowings cqual to 209
of the annual average of
export credit in 1971 will
not impair the net liqui-
dity ratio. 1971 base to
be cffective from January
1, 1972,

-do- (@) lending to primary co- (a) short-termlending to small-  Base Period :
operative credit socicties scale industrics covered  Average level of such credit
in sclected districts of by guarantec of C.G.O. in the corresponding ca-
AP, Haryana, M.P, lendar quarter of the pre-
“U.P. and Mysore. (b) shori-term direct lending vious year, ie., for the
to agriculturists. quarier January-March
1972, base will be the ave-
rage for the quarter Ja-
nuary-March 1971,
If1. Bills Rediscounting Scheme @
-do- —_ Rediscounting of bills under the Qutstanding liability in res-
new Scheme. pect of bills rediscounted
under the new Scheme will
not impair the net liguidity
ratio till the end of October
1972, ’
1IV. Food Procurement Advances :
-do- — 10%, of the outstanding level
of food procurement advances
as on the last Friday of October
1971 and an additional § of
the increase over the level as
on the last Friday of October
1971.
V. ‘Defence Packing-cum-Supply’ Credit :
-do- — Upto the total outstanding The facility will be avail-
level, able under the old Bill
Market Scheme under sec-
tion 17(4) (¢) of the Re-
serve Bank of India Act,
1934 (vide Governor’s cir-
cular DBOD. No. GCS.
BC. 142/C. 483-71 dated
December 11, 1971).
Nofe : Minimum net liquidity ratio for Bank rate refinance is 34%,.  An enhanced rate of interest is charge-

le on the excess borrowings of a bank. It would be the rate raised by 19 per annum above the level of Bank rate
?cl))r a shortfall of every one pgint or a fraction thereof in the bank’s net hqwdltyoranq (below 34% at present).  However,
when the net liquidity ratio falls below 267 a maximum enhanced rate of 1594 will be charged.



sumption of cotton. Credit policy for the
new cotton season announced on November
18, 1971 revised downward the minimum
margin for advances granted to parties other
than mills against the new cotton crop to
50-70 per cent from 60-75 per cent earlier,
depending on the marketing periods of the
different varieties of cotton. Further, with a
view to encouraging local production, ad-
vances against new long staple varieties of
cotton were exempted from ceiling control;
however, they were subjected to a minimum
margin of 40 per cent (later reduced to 25
per cent) and minimum rate of interest at
12 per cent. In regard to fixing of credit
limits for parties other than mills, banks
were permitted to maintain a level of credit
during each four-month period commencing
from October 1971-Januvary 1972, equi-
valent to 100 per cent of the average aggre-
gate level of credit maintained by each party
_in the corresponding four-month period in
the 1970-71 season. Further relaxations of
the control on advances against cotton and
kapas were made on March 27, 1972 by way
of reducing minimum margin in respect of
new cotton crop by 10 percentage points,
and by relating credit limits equivalent to
the peak level of credit in the corresponding
four-month period in the previous season.
The specified periods of consumption by
textile mills in respect of which the margins
were fixed were increased by four weeks in
all cases. :

141. In the case of foodgrains, while
advances against maize and barley were
completely exempted from credit control with
effect from August 7, 1971, advances against
wheat were exempted from the ceiling control.
Further, advances against rationed foodgrains
granted to wholesale and retail dealers
appointed/licensed by Government and ope-
rating under statutory rationing/fair price
distribution system in all the States and
Union Territories were completely
exempted from the credit controls. In view
of the improved supply position, controls
on foodgrains were further relaxed by the
Bank on January 3, 1972. Advances against
wheat to roller flour mills were exempted
from margin control. For the new offices
opened on or after January 1, 1970 at a centre
with a population of I lakh or below, a higher
combined additional limit of Rs. 50,000 for
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each such office was allowed. Advances
against foodgrains to traders covered by the
guarantee of the Credit Guarantee Corpo-
ration of India Ltd., were exempted from
ceiling and margin control upto a maximum
of Rs. 20,000, provided. the trader under-
took to borrow against foodgrains from only
one bank. On April 19, 1972, banks were
permitted to increase their advances against
foodgrains by 10 per cent (beginning from
March-April 1972) compared to the level in
the corresponding period of previous year.

142. On August 7, 1971, the control on
advances against oilseeds and vegetable oils
including vanaspati was made applicable only
to advances against groundnut, mustardseed/
rapeseed, castorseed and linseed, oils thereof
and vanaspati. An additional limit equi-
valent to 15 per cent of the level of advances
in the corresponding two-month period in
1970 was allowed in respect of (i) oilseeds and
(if) vegetable oils including vanaspati in oil-
seeds producing areas and/or for accommo-
dating new parties particularly oil mills in the
unorganised sector. On January 3, 1972
advances against rapeseed/mustardseed oil
and those against oilseeds, vegetable oils and
vanaspati to vanaspati manufacturers and
registered oil mills were freed from ceiling
control. Further, advances upto a maxi-
mum limit of Rs. 20,000 to traders against
oilseeds, oils thereof and vanaspati covered
by the guarantee scheme of the Credit
Guarantee Corporation of India Ltd., were
exempted from margin and ceiling controls,
provided the trader undertook to borrow
against them from only one bank. In view
of the prevailing price situation of ground-
nut, the minimum margin on bank advances
against groundnut was reduced from 75 per
cent to 60 per cent on May 30, 1972. Further,
the minimum margin on advances to vanas-
pati manufacturers against vanaspati was
also reduced to 60 per cent.

143. In view of the rising trend in prices
of sugar, gur and khandsari and with a view
to discouraging speculative holding of stocks
of these commodities, the Bank reimposed
control on advances against these commo-
dities on September 23, 1971. A minimum
margin of 50 per cent was fixed (which was
subsequently raised to 65 per cent on De-
cember 27, 1971) and a minimum rate of



interest of 1_2 per cent was prescribed on
advances against these commoditics granted
to parties other than sugar manufacturers
anq to sugar mills in respect of such stocks
“which had left the factory premises and on
which excise duty had been- paid. Banks
“were also required to charge a minimum
margin of 40 per cent on advances against
lapsed releases of sugar subject to certain
conditions. Advances against stocks of sugar
pledged/hypothecated with banks which were
intended for export were exempted from the
purview of the control.

144. Following the declaration of war
by Pakistan, bank advances against sugar,
gur and khandsari, oilseeds and vegetable
oils (including wvanaspati) foodgrains and
cotton and kapas were exempted from controls
on December 11, 1971 in border and near-
border districts initially upto end-February
1972 .and subsequently till the end of October
972. :

145. With a view to encouraging the use
of storage facilities provided by warehouses
of Central and State Warchousing Corpo-
rations a reduction of 10 per cent was allowed
(as in the case of foodgrains) in respect of
other controlled commodities also on April
19, 1972, in the minimum margin to be main-
tained by banks in respect of their advances
against warehouse receipts issued by such
Corporations.

146. On May 30, 1972, the processing/
manufacturing units covered under the Rural
Industries Projects were exempted from the
provisions of selective credit controls re-
lating to advances against foodgrains, oil-
~ seeds, oils, vanaspati, cotton and kapas and
sugar, gur and khandsari in view of the
difficulties experienced by these units in pro-
curing finance from banks.

- 147. The special scheme recommended .by
the Working Group for providing some
relief to jute industry by way

‘gwkiﬂs Jut of charging a concessional
roupon Jute ;s _
Industry rate of interest on borrow

ings representing that portion
of the mill’s production which is exported,
a mention of which was made in last year’s
Annual Report (para 291), is still under the
consideration of Government. ‘
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148. The Working Group on Finance for
Tea Industry, appointed by the Reserve Bank
in Scptember 1971, submitted

‘g’r%';kir:)zn Tea its report in February 1972.
Industry The Group has made several

reccommendations for ensuring
the flow of (both short-term and long-term)
institutional credit to this industry. As it
was felt that the short-term credit needs of
tea gardens were more acute, a circular letter
endorsing the relevant recommendations of
the Group, was issued by the Reserve Bank
of India to all the scheduled commercial banks
on March 8, 1972.* The other recommen-
dations of the Group are under consideration.

149.
nuary

The Reserve Bank constituted, in" Ja-
1972, a Working Group to study
the immediate financial pro-
Working Group plems of coal industry and
on Coal . h st gt
Industry to review the existing 1nsti-
. tutional arrangements inclu-
ding bank credit for financing the industry,
especially in the Eastern region, viz., Bihar
and West Bengal.

150. A Study Group was set up by the
Reserve Bank in March 1972 to review com-
mercial bank lending to
cashew industry with reference
to its export and employ-
ment potential. :

Study Gi'oup
on Cashew
Industry

Report of the Banking Commission

151. The Banking Commission, appointed
by the Government of India in February
1969 under the Chairmanship of Shri R. G.
Saraiya, submitted its report on February 9,
1972. The major recommendations of the
Commission relate to restructuring - of
commercial and co-opetative banks, measures
for widening their functional coverage, . im-
proving their operational efficiency, legislative
reforms and areas for further research and
study. '

152. Besides these, the Commission has
also made recommendations regarding credit
planning, non-banking financial institutions,
indigenous bankers, management development,
training and recruitment for banks, -and an
information system in the context of. the

* For text, sce R.B.I. Bulletin, April 1972 pp. 674-675-



‘need for improving the institutional frame-
work of the banking system.*

153. The recommendations of the Com-
mission are under consideration of the Govern-
ment of India and the Bank.

Committee on Banking Statistics

154. With a view to simplifying and
speeding up the Uniform Balance Book and
other associated returns and suggesting modi-
fications therein in the light of the current
requirements of data, the Reserve Bank
constituted a Committee on Banking Statistics
in April 1972. The Committee is expected
to submit its report early.**

Other Organisational Matters

//155. As regards the branches of nationa-
lised banks in Uganda, the necessary forma-
. lities having been practically
P e finalised, the taking over of
tionalised Banks Bank of India (Uganda) Ltd.,
by Bank of Baroda (Uganda)

Ltd., is expected to be completed shortly.
The proposal to form a new company to
take over the business of the eleven branches
of three Indian banks in Malaysia, details
of which were given in the last year’s Report,
has since been finalised and the scheme of
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reconstruction of these branches filed with

the Ministry of Finance, Government of
Malaysia under Section 14 of the Malaysian
Banking Ordinance, 1958. A copy of the
scheme has also been submitted to the Bank
Negara Malaysia. It is expected that the new
Malaysian Company will be registered very

shortly.

156. Two of the four Indian banks ope-
rating in Singapore do not satisfy the sta-
tutory minimum capital requirements of the
local Iegislation. Banks have been given
time till January 1973 to comply with the
requirements. Action is being taken to
amend the scheme prepared under Section 9
of the Banking Companies (Acquisition and

* For a summary of the recommendations of the
Commission, sec Reserve Bank of India Bulletin, May
1972—pp. 826-837.

** The Committce submitted its report on August 7,
1972 and its recommendations have been accepted by

the Bank.

Transfer of Undertakings) Act so as to change
the capital structure of the banks concerned.

157. Mention may also be made here of
a team, comprising an officer each from
the Reserve Bank and the Union Ministry
of Finance and Custodian of a bank that
visited Singapore and Hong Kong to study
the working of branches of nationalised
Indian banks at these centres from the point
of view of examining the extent of delegation
and decentralisation of powers between the
Head Office and foreign branches, scope for
improving profitability of branches, the role
of these branches in the promotion of Indian
exports to and investments in South East
Asia and attracting investments in India
from people of Indian origin resident in the
area. Besides, the team was also to examine
the desirability of continuing the separate
identity of the different Indian banks at the
same centre.- The team came to the conclu-
sion that to facilitate flexibility of operation,
considerable scope for grant of discretionary
powers and extra-discretionary powers, sub-
ject to ratification by Head Office later, to
Managers of banks at these centres existed.
Posting of senior officers in foreign branches
and suitable reorganisation of Head Office
set-up to expeditiously handle business of
foreign branches have also been recommended.
The building up of a commercial and economic
intelligence  cell composed of a couple of
bankers, initially in Singapore, to assist
Indian exports and joint ventures has been
suggested. Banks are advised to offer a
concession in the rate of interest to importers
importing from India. The importance of
building up foreign trade financing, which is
lucrative has been emphasised. To get
involved intimately in local business, the
need to employ local persons in supervisory
cadres, evolving documentation procedures
for loans suited to local conditions and
paying more attention to domestic industry,
particularly small-scale ones, are felt to be
important. On the question of the desira-
bility of continuing the separate identity of
branches of Indian banks at the same centre,
the team believed that while it would depend
upon the shape that the organisational struc-
ture banks will take in India, in the wake of
the recommendations of the Banking Com-
mission, it would be of advantage to retain,



for the time being, the separate identity of the
Indian banks at these two centres,

158. Mention was made in the last yéz{r‘s
Report of the systematic revisionin March 1971
of the system of collection and
processing of credit informa-
tionon the borrowers of banks

and other notified financial
institutions with a view to enhancing its
utility to these institutions. Effective from
February 14, 1972, the form of application
seeking information from the Bank relating to
credit facilities enjoyed by their constituents
has been revised. Under the revised pro-
cedure, the Reserve Bank now furnishes more
comprehensive information including the
total number of banks (without disclosing
their names) that finance the constituents.
Along with the enlargement of the scope of
the information furnished, the facility of
obtaining credit information directly from the
Reserve Bank, instead of routing the appli-
cations through the Head Offices, has been
extended to the various branches of banks and
financial institutions. During the year under
review credit information in respect of 2,255
applications was furnished to applicant banks/
financial institutions as against 1,458 applica-
tions during the previous year.

Credit
Information

159. It may be mentioned that pursuant
to the view taken at the first meeting of the
co-ordination committee of public sector
banks held on November 1, 1969, that -there
should be greater exchange of credit infor-
mation among all banks, a Study Group
was .constituted. The Study Group has
submitted its report to the Reserve Bank.
According to the Group, existing legal pro-
visions provide adequate protection to banks
for exchange of meaningful credit information
not only in respect of borrowers but also in
respect of prospective borrowers who have
only deposit accounts with banks. In view
of the organisational inadequacy inhibiting
systematic collection of credit information
from market sources in new areas and on
small borrowers, the Group has recommended
the setting-up of an autonomous body called
Credit Information Trust, as a long-term
measure, for the benefit of the entire banking
industry. A time bound programme for
implementing its recommendations has also
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been outlined by the Group. A copy of this
report has been forwarded to all commercial
banks for their comments.

160. 1In pursuance of the Reserve Bank’s
programme of periodical inspection of com-
mercial banks with a view to
assessing their financial posi-
tion as well as methods of
operation, 35 scheduled banks
and 2 non-scheduled banks were inspected, or
taken up for inspection under Section 35
of the Banking Regulation Act, 1949 during
the period. Besides, the inspection of foreign
branches of Indian banks in Fiji Islands,
Guyana, Japan, Hong Kong and Thailand
was carried out/taken up during the period.
In addition, scrutiny of the affairs of two
banks, one for judging whether thereis aprima
facie case for misfeasance proceedings under
Section 45L(4) of the Banking Regulation Act
and the other for issuec of a certificate under
Section 44(1) of the Banking Regulation Act,
1949 was carried out. :

Inspection of
Banks

161. During the year under review, centre-
wise inspection of branches of commercial
banks, to which a reference was made in the
last year’s Report, was conducted at 76 centres
served by 364 offices of commercial banks.

162. Apart from the above inspection,
a study of the systems and procedures obtain-
ing in banks was initiated, during the period
under review, to broadly identify the areas
of deficiencies therein and to suggest improve-
ments, wherever necessary, to cnable the
bank concerned to accomplish, in the .best
possible way, the objectives for which it exists,
including the social objectives, and to elimi-
nate, to the extent possible, the incidence of
frauds. Studies in respect of two banks
were made and the reports sent to the banks
concerned for necessary action.

163. During the period under review, the
business of the Indian offices of Eastern Bank
Ltd. (which had four offices
in India) was taken over by
) the Chartered Bank with effect
from July 1, 1971.

Bank Mergers



164. The Purbanchal Bank Ltd., a public
limited company incorporated on January
18, 1972, with its registered office at Gauhati
(Assam), was granted a licence to carry on the
business of banking in India on June 14,
1972. It commenced business on July 3,
1972 on which date its name was also included
in the Second Schedule to the Reserve Bank
of India Act, 1934. The bank’s paid-up
capital as on May 23, 1972 amounted to
Rs. 8.06 lakhs divided into 13,430 equity
shares of Rs. 100 each, Rs. 60 per share paid-
up. Out of the above amount, the contribu-
tion made by the United Bank of India
amounted to Rs. 2.70 lakhs in respect of
4,500 shares allotted to it. According to the
Prospectus issued by the bank, out of its
issued capital of Rs. 25,00,000 consisting of
25,000 equity shares of Rs. 100 each, an
amount of Rs. 9,00,000 consisting of equity
shares of Rs. 100 each has been reserved for
subscription by United Bank of India, Direc-
tors and their relatives, friends and associates.
(If any of the shares are not so taken up they
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will be utilised in meeting applications from

the public).

165. Withthe cancellation of licence to the
Eastern Bank Ltd. and the grant of licence
L ~ to the Purbanchal Bank Ltd.
preensing of - Juring the year, the number of

: licensed banks stood unchang-
ed at 46 at end-June 1972. The number of
banks in whose cases licences have been
cancelled increased to 51 as at the end of June
1972, Besides, there were 22 banks in the
public sector which are not required to hold
a licence.

166. During the period under review,
a licence under Section 22 of the Banking
Regulation Act, 1949 to carry on banking
business in India was refused to one existing
bank consequent upon the transfer of its
liabilities and assets in its New Fund business
to another bank. The total number of banks
to which licences were refused stood at 283
as at the end of June 1972.

167. During the period under review,
six non-scheduled banks were dissolved by the
High Court and one bank went
into voluntary  liquidation.
The Bank of Karaikudi Ltd.
(Madras Area) ceased to

Liquidation
Proceedings

function as a banking company under Section
36(A)(2) of the Banking Regulation Act,
1949, while the name of the Inter-Provincial
Banking Corporation Ltd. (Calcutta Area)
was struck off the register under Section
560(5) of the Companies Act, 1956.

168. After obtaining the necessary direc-
tives from Central Government, the inspection
of three banks under Section 45Q of the Bank-
ing Regulation Act, 1949 was taken up.
Of these, the inspection of one bank was
completed and the relative Inspection Report
forwarded to Government and the respective
High Court, on December 10, 1971. The
inspection of the other two banks remained

_suspended as the relative records were not

available.

169. As part of the Bank’s policy of ex-
tension of banking facilities, 22 clearing houses
were established during the

Clearing House Yyear bringing the total number
Facilities of clearing houses in the
country to 157; of these,

nine are managed by the Reserve Bank of
India, 119 by the State Bank of India and
29 by the subsidiaries of the State Bank of

India.

170. Following the recommendations of
the Workshop held under the auspices of the
National Institute of Bank Management in
December 1969, the Bank took up with the
State Bank of India, in February 1970, the
question of examining the feasibility of
opening clearing houses at places with a
population of 50,000 or more, as per the 1961
Census, which are being served by more than
three or four banks. The State Bank of India
has been taking steps to open clearing houses
on the above basis. Of the 22 clearing houses
established during the period under review,
16 were opened at such centres. A fresh list
of centres eligible for opening clearing houses
as per the 1971 Census is being prepared and
will be furnished to the State Bank of India
for drawing up its future programme for
setting up clearing houses at the centres.
The question of opening additional clearing
houses at metropolitan centres is also engaging
the Bank’s attention.



Working Results of Pablic Scctor Banks

171. An analysis of working results of
22 public sector commercial (i.e. State Bank
of India, its seven subsidiarics
and 14 nationalised Indian
banks) reveals that their pro-
fits* at Rs. 12.8 crores, for
the year 1971 showed an improvement of
Rs. 2.7 crores (26.2 percent) over that for
1970. The total income of these banks
increased by Rs. 101.0 crores (24.5 per cent)
during 1971 as compared to arise of Rs. 76.3
crores (22.7 per cent) during 1970. The
increase in the income during 1971 was
mainly due to the rise in earnings from in-
terest and discount, which rose by Rs. 91.6
crores in. 1971 as compared to a rise of
Rs. 71.5 crores in 1970. The rise in interest
income was mainly due to the stepping-up
of the rates of interest on advances following
the rise in Bank rate from January 9, 1971
and the increase in the level of their advances.
The total expenses of these banks increased by
Rs. 98.3 crores (24.5 per cent) in 1971 as
compared to an increase of Rs. 75.2 crores
in 1970. Interest paid on deposits and
borrowings showed an increase of 27.0Q per
cent as compared to a rise of 19.9 per cent in
1970, partly owing to the rise in interest rates
on deposits and borrowings. The rise in the
expenditure on salaries and
amounting to Rs. 35.9 crores (21.7 per cent)
in 1971 was, however, lower than that in
1970, when it had increased by Rs. 36.5
crores or 28.4 per cent, reflecting smaller
increase in the number of banking offices in
1971 than in 1970.

All Public
Sector Banks

172. Total income of the State Bank of
India improved from Rs. 112.7 crores in

1970 to Rs. 142.1 crores in
f;tate Bank 1971. Income from com-
roup L

mission,  exchange and

brokerage increased by Rs. 3.4 crores in 1971
as compared with a fractional increase of
only Rs. 0.6 crore in 1970. The Bank’s ex-
penditure also increased by Rs. 28.3 crores
(25.7 per cent) in 1971. 1In 1970, the rise in
total expenses was of the order of Rs. 21.4
crores or 24.1 per cent. The profits of the
State Bank of India, at Rs. 3.8 crores in

* Net of provision for taxes and for bonus to staff.
The bonus provision has been included under establish-
ment expenses.

allowances -
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1971, recorded an increase of Rs. 1.1 crores
(40.0 per cent) as against a small decline of
Rs. 10 lakhs in 1970. Out of these profits,
the Bank transferred Rs. 2.0 crores to Reserve
Fund and provided Rs. 1.3 crores for divi-
dend to sharcholders.

173, The seven subsidiary banks of the
State  Bank increased their income from
Rs. 32.5 crores in 1970 to Rs. 40.2 crores
in 1971 mainly on account of larger interest
earnings from loans and advances. Since
their expenditure also increased by almost the
same extent as the income. their profits showed
a marginal decline of Rs, 2 lakhs in 197! as
against a rise of Rs. 10 lakhs in 1970. Out
of the profits, these banks transferred Rs. 12
lakhs to reserves and provided Rs. 36 lakhs
for payment of dividend.

174. The fourteen nationalised banks,
after meeting all their expenses and providing
for usual provisions,. trans-
ferred to the Government of
India Rs. 4.43 crores in 1971
as compared to Rs. 4.17 crores in 1970,

Nationalised
Banks

175. The working results of the fourteen
nationalised banks for {971 reveal an improve-
ment in their profits@ from Rs. 6.9 crores in
1970 to Rs. 8. 5 crores in 1971,  This improve-
ment in profits occurred despite a sharp
rise in their expenditure.

176. The total income of these banks in-
creased by Rs. 63.8 crores to Rs. 330.6 crores
in 1971 ; in 1970, it had increased by Rs. 49.4
crores. Interest payment on deposits and
borrowings increased by Rs. 34.4 crores in
1971 as compared to a rise of Rs. 21. 3 crores
in the preceding year. However, the increase
of establishment expenditure was only Rs. 20.1
crores during 1971 as compared to Rs. 22.3
crores in 1970. The profits of these banks,
therefore, rose by Rs. 1.6 crores in 1971, as
compared to a rise of Rs. 1.1 crores during
the preceding year. Out of the profits during
1971, the nationalised banks transferred
Rs. 3.94 crores to reserves and Rs. 4.43
crores to Government of India.

@ The figures given are after adjustment for payment
of bonus.



Working of Scheduled Commercial Banks other
than Public Sector Banks

177. The working results of 2§ privgte
sector scheduled commercial banks (mcludxpg
foreign banks) with deposits

All Private Se-  of over Rs. 10 crores as at
ctor Banks with (p. ond of December 1971

gf."f?'ffo?ﬂ‘s”’" showed an improvement in

their profits* from Rs. 3.9
crores in 1970 to Rs. 4.6 crores in 1971, i.e.,
an increase of 16.3 per cent. The total
income of these banks went up by Rs. 18.7
crores (26 per cent). The increase in income
was mainly due to an improvement in earnings
from interest and discount, which rose by
Rs. 15.5 crores to Rs. 74.4 crores in 1971.
The rise was mainly due to higher rates of
interest charged by them on advances, follow-
ing the rise in Bank rate from January 9,
1971 and an increase in the level of their
advances. The interest paid on deposits and
borrowings showed an increase of Rs. 8.5
crores (27.4 per cent) in 1971 partly due to
the rise in interest rates on deposits and
borrowings and partly due to increase in
interest-bearing deposits. There was also a
rise in the expenditure on salaries and allo-
wances by Rs. 4.50 crores, an increase of
22.8 per cent over 1970. A part of the rise
in the expenditure on salaries and allowances
was accounted for by an increase of 249 in
the number of offices in 1971.

178. The total income of private Indian
scheduled banks with deposits exceeding
Rs. 10 crores improved from
Rs. 27 crores in 1970 to
Rs. 35.6 crores in 1971, an
increase of 31 per cent over
the year. The Increase in
income was mainly due to interest and dis-
count earned at Rs. 30.8 crores in 1971
as against Rs. 23.2 crores in the previous
year. The substantial increase in the income
was not, however, refiected in a corresponding
increase in net profits, which increased only
by Rs. 0.4 crore during the year. The increase
in gross income was more or less offset by
increase in interest on deposits and borrowings
and salaries and allowances, etc. Some of
the banks in this group, however, showed

Private Sector
Indian Sche-
duled Banks

* Net of provision for taxes and bonus to staff. The
bonus provision has been included under establishment
expenses.
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a better performance mainly due to a higher
level of advances and consequently improved
earnings from interest.

179. There was an increase of Rs. 10.3
crores (22.9 per cent) in the gross income of
six foreign banks in 1971,
Their establishment expenses
during the last three vyears
expressed as a percentage to gross income
have declined from 27.1 per cent in 1969 to
25.2 per cent in 1971, the comparable ratios
of 14 major nationalised banks being 32.9
per cent and 30.9 per cent, respectively. The
published net profits of these banks showed
an improvement from Rs. 2.8 crores in 1970
to Rs. 3.1 crores in 1971, a rise of 10.7 per
cent over the year. The percentage of net
profits of these banks as a group to working
funds was higher as compared with the Indian
scheduled commercial banks due to the
following factors: (a) the foreign banks operate
mostly in metropolitan cities, () they deal
mainly in foreign exchange business, and (c)
they generally have large-scale transactions.
The Indian banks, on the other hand, deal
not only with these types of business but also
make advances to farmers, small industries
and other small borrowers both in urban
and rural areas.

Foreign Banks

Control over Non-Banking Companies

180. An important development during
the year was the amendment, in December
1971, of the directions issued to non-banking
companies so as to bring within their purview,
unsecured loans from shareholders as also
loans guaranteed by directors, ex-managing
agents or secretaries and treasurers. Such
loans, which were hitherto exempt from the
restrictions relating to deposits, have now been
subjected to a separate ceiling of 25 per cent
of the net owned funds of companies with
effect from January 1, 1972. A period of
three years and three months has been pro-
vided for the adjustment of excess, if any,
over the ceiling prescribed, of the unsecured
loans mentioned above. To provide for the
genuine business requirements of companies,
however, certain categories of loans, parti-
cularly loans obtained on guarantees furnished
by Government and any loan obtained from
foreign sources have been specifically exempt-
ed from the purview of the directions,



181. Since the last year’s Report, activities
of some ‘Finance Corporations’ accepting
deposits from the public and lending money
at usurious rates of interest have also been
noticed in the Punjab, Madhya Pradesh,
Andhra Pradesh and Gujarat. The question
of enforcing the provisions of the local Money-
Lenders Acts in relation to these corporations,
and of amending these enactments so as to
provide for certain additional safeguards
has been taken up with the respective Govern-
ments.

182. The Government of Andhra Pradesh
brought into force the Andhra Pradesh Chit
Funds Act, 1971 on July 1, 1971. The
question of amending the existing law relating
to ‘chitties’ in Kerala and Tamil Nadu is
under consideration of the State Governments.
The ‘Government of Mysore and the Union
Territory of Goa, Daman and Diu are contem-
plating enactment of chit fund legislations.

183. According to the survey of deposits
with non-banking companies based on the
returns as on March 31, 1969, 2,241 com-
panies out of a total number of 27,961 joint
stock companies (financial and non-financial)
at work submitted returns to the Reserve
Bank of India. The total number of accounts
reported was about 6.25 lakhs. The total
-amount of deposits (including exempted
loans not counting as deposits at Rs. 270.76
crores) held by them as at the end of March
1969 was Rs. 593.65crores. The correspond-
ing figure as at the end of March 1968 was
Rs. 477.89 crores (including exempted loans
amounting to Rs. 209.59 crores). Unsecured
borrowings to the extent of Rs. 121.64 crores
by companies from foreign sources such as
World Bank, U.S.A1D., LD.A, CDF.C,
and the Ex-im Bank are included in the figure
of deposits as at March 31, 1969. The cor-
responding figure at the end of March 1968
was Rs. 79.60 crores.

Deposit Insurance Corporation

184. The number of insured commercial
banks was reduced from 82 to 81 due to
merger of one bank with aqothe}". No
liability arose to the Corporation in this case.
During the period under report 1o fresh
liability of the Corporation arose In respect
of insured deposits. The total claims paid

or provided for by the Corporation since its
mception upto June 30, 1972 amounted 1o
Rs. 113.04 lakhs in respeet of 14 banks, while
the total repayments received, so far, in re-
spect of the subrogated claims aggregating
Rs. 113.04 lakhs since the inception, amount-
ed to Rs. 49.99 lakhs.

. 185. There was no change in the limit of
insurance cover which stood at Rs. 10,000
per depositor. According to the latest

available data, 96.3 per cent of deposit ac-
counts and 62.1 per cent of the deposits in
insured banks were protected by the insurance
scheme as at the end of September 1971,
The rate of insurance premium which was
five paise per annum per Rs. 100 of deposits,

" payable by insured banks on their assessable

deposits, was reduced to four paise per
Rs. 100 from October 1, 1971,

186. The deposit insurance scheme was
extended to the co-operative banks in the

States of Andhra Pradesh,
Deposit :‘nsw Madhya Pradesh and Maha-
Hhthd séo_e;;’f rashtra  and  the  Union
erative Field Territory of Goa, Daman
and Diu with eflect from

July 1, 1971. The Corporation on that
date registered as insured banks 385 eligible
co-operative banks. During the period under
report, however, the registration of five of
these co-operative banks was cancelled as
they ceased to be eligible co-operative banks
and their names were also excluded from
the list of ‘““Primary Co-operative Banks”
by the Agricultural Credit Department of the
Bank. During the same period, eleven pri-
mary co-operative banks were registered as
insured banks as they attained the status
of primary co-operative banks by fulfilling
all the -conditions laid down in Section 2(ciii)
of the Reserve Bank of India Act, 1934 read
with Section 5(ccc) of the Banking Regulation
Act, 1949 (as applicable to co-operative
societies). Thus, the total number of insured
co-operative banks stood at 391 as at the end
of June 1972.

187. The Reserve Bank of India is actively
pursuing the matter with the remaining State
Governments/Union Territories in order to
enable the Deposit Insurance Corporation
extend the benefit of the scheme to the co-
operative banks operating in thése areas.
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{Il. DEVELOPMENTS IN CO-OPERATIVE BANKING

188. The Bank has endeavoured during
the year under review to bring about a qualita-
tive improvement in the overall co-operative
credit administration in the country. Im-
portant developments in this sphere were
(a) the raising of the proportion of credit
earmarked for small and weak farmers;
(b) provision of credit separately for kharif
and rabi crops with a view to rationalising
credit needs and the corresponding flow of
funds; (¢) encouraging increased use of farm
inputs; (/) facilitating orderly marketing of

agricultural produce by providing a separate -

line of credit for the purpose; (¢) regulating
the advances against cotton to discourage
undue holding back of stocks; (/) introduction
of further refinements in the lending policies,
especially in the sphere of term-lending with
a view to cnsuring effective use of the limited
resources; (g) enforcing financial discipline
to ensure better management of the resources;
and (/) undertaking special studies to iden-
tify the credit gaps in the co-operatively weak
States with a view to rectifying, to the extent
possible, the imbalance in co-operative deve-

lopment.

189. Among the important subjects con-
sidered by the Agricultural Credit Board
during the year were the re-
: commendations of the Ex-
:nrjd;:sg‘t’:;g_ pert Group on State Enact-
ing Committees ments Having a Bearing on
Commercial Banks Lending to
Agriculture and of the Committee on Differen-
tial Interest Rates, in so far as those related
to agricultural loans. While the recom-
mendations made by the former Committee
for extending the concessions and privileges
enjoyed by the co-operative banks to commer-
cial banks engaged in the business of agricul-
tural credit were endorsed, it was felt that
the scheme of differential rates recommended
by the latter should be initially implemented
by the co-operative banks on a pilot basis in a
few selected areas covered by SFDA and
MFAL projects.

Agricultural

190. The Board also considered the ques-
tion of co-ordinating the activities of the co-
operative and commercial banks in the finan-
cing of agriculture. In view of the importance

of co-ordination at the national level of all
activities pertaining to the institutional credit
support to agriculture, it was felt that it would
be appropriate for the Board to perform this -
function through a Standing Committee of its
own. It has, therefore, been decided to cons-
titute a Standing Committee with the Governor
of the Bank as its Chairman and the represen-

© tatives of the co-operative and commercial

banks and thé Government of India and some
of the State Governments, as members.

191. Forty-six SFDA and 41 MFAL pro-
jects have been set up in the country on a
pilot basis as referred to in the
last year’s Report. Special
studies of SFDA programmes
initiated last year at the ins-
tance of the Planning Commission, were also
carried out this year. The working of
Chhindwara SFDA project was studied by a
team of officers from the Bank during the year.
The team laid considerable emphasis on iden-
tification of farmers with reference to the in-
come concept and suggested that it should be
followed up by a ‘specific programme’ ap-
proach. The observations of the team have
been communicated to the Planning Com-
mission.

inancing of
mall Farmers

- 192.  With a view to ensuring the avail-
ability of credit to the small and other econo-
mically weak farmers, the central co-operative
banks were required to show, as mentioned

" in the last year’s Report, not less than 10 per

cent of their outstandings under the short-
term agricultural borrowings from the apex
bank for financing such farmers. The per-
centage was increased to 20 during the year.
Of the 182 reporting central banks, 117 had
complied with the requirement in 1971-72.

193. To minimise the burden of the initial
investment for credit eligibility, the ratio of
shareholdings to borrowings has been relaxed
in the case of small farmers whereby a contri-
bution of only 5 per cent need be made in the
first year and 2} per cent in each of the subse-
-quent two years in respect of short-term loans
and 5 per cent in a lJumpsum for medium-term
loans. 1In the case of primary land develop-
ment banks, the small farmers need contri-



bute only 2.per cent in the first year and 1
per cent in each of the subsequent three years,

thus raising the total shareholdings t 5
cent of the borrowings. #2102 per

. 194.  As for investment credit, the-conces-
sions relate to the granting of a longer period
of repayment and providing of lower margin
money by the small farmers. Term loans
upto Rs. 2000 could be granted to the small
farmers out of funds borrowed from the Bank
against personal security instead of mortgage

securitx for purposes, such as poultry keeping
and dairy farming,

195. The transitional scheme of financing
primary agricultural credit societies by com-,
mercial banks introduced in
1970 continued to operate
during the year in 49 districts
of five States, viz., Andhra
Pradesh, Haryana, Madhya
Pradesh, Mysore and Uttar Pradesh. Re-
cently the scheme has been extended to two
districts of Orissa and the commercial banks
in these districts are expected to finance the
societies allotted to them from the kharif
1972 season. During the second year of the
scheme, the crop loans advanced by the com-
- mercial banks to societies recorded an increase
of Rs. 176 lakhs over the loans disbursed in
the first year and the average amount of loan
per society during the same period increased
by Rs. 0.12 Jakh to Rs. 0.50 Jakh. Besides
production credit, the commercial banks had.
also sanctioned term credit for development
purposes to the extent of Rs. 39 lakhs upto
the end of March 1972. With a view to revi-
talising the societies functjoning in these areas,
the Bank has sanctioned loans to State
Governments out of the Long-term Operations
Fund on liberal terms for share capital contri-
bution to such societies.

Commercial
Banks Finan-
cing Credit
Societies

196. A Study Team appointed by the
National Institute of Bank Management at
the instance of the Bank studied the working
of the scheme in Mysore State and observed
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that a remarkable achievement had been made . -

under the scheme, and in the interest of con-
solidation and extension of this type of finan-
cing of agriculture, it has suggested, among-
others, the appointment of paid managers and
greater contribution from the State Govern-
ment for meeting the cost of the paid staff. -

The Bank has been keeping a close watch over
the progress of the scheme.

197. The Fourth Plan Mid-Term Ap-
praisal brought to light regional disparities in
the distribution of agricultural
credit and the need for recti-
fying this imbalance was enga-
ging the attention of the Bank
and the Government of India. A central
sector scheme for rchabilitation of the weak
central co-operative banks so as to improve
the availability of agricultural credit in back-
ward areas/States was formulated by the
Government in consultation with the Bank.
Under the scheme, a detailed investigation
of the overdues of the central banks and the
primaries is called for with a view to writing
off irrecoverable loans and the amount eli-
gible for such write-off is to be shared at the
rate of about 20 per cent by each of the three
tiers in the co-operative credit structure. The
‘Bank is actively associated with the imple-
mentation of the scheme. As many as 74
banks were identified as weak by the Bank
in accordance with the norms laid down in the
scheme and follow-up action has also been
initiated. ’

Co-operative
Development

198. With a view to exploring the possibi-
lities of expansion of agricultural credit in the
co-operatively backward States, a micro-study
of the credit situation was considered neces-
sary and in pursuance of a recommendation
made by the Planning Commission in this
behalf, the Government of India have appoin-
ted an Expert Team to undertake the study
in Assam, Bihar, Orissa, Rajasthan and Uttar
Pradesh. For West Bengal, the Bank’s Go-
vernor appointed in January 1972 a team with
the Chief Officer, Agricultural Credit De-
partment as the Chairman to review the posi-
tion of agricultural credit, district by district,
and make appropriate recommendations to

improve the agricultural " credit situation.

The latter team submitted its report in June
1972. : S

~199. With a view to enforcing discipline
in the operations of credit limits sanctioned
’ for seasonal agricultural ope-
rations, the Bank continued
the policy of granting limits
separately for kharif and rabi
crops and also fixing minimum

Co-operative
Credit Policy,
Procedures
and Opera-
tions



levels to which the borrowings of central co-
operative banks should be brought down
during any month of the year reflecting a re-
turn flow of bank credit. The special line of
credit for marketing of cotton and kapas falling
within the sphere of selective credit control was
continued; and the Bank sanctioned, during
the year, limits for the marketing of crops
other than cotton and kapas as well. The
Bank also provided, for the first time, financial

accommodation to the marketing societies
connected with sale of minor forest produce of

tribals.

200. The overall performance of the co-
operative credit institutions, viz.,, the State
and central co-operative banks, the State.
land development banks and the primary
agricultural credit societies during the three
years ended 1970-71 is presented inTable 22.

Table 22:—Progress of Co-operative Credit Movement

(Amounts in Rupees Crores)

o 1968-69 1969-70 1970-71
Type of institution (Provisional)
(a) State co-operative banks :
(i) Number 25 25 25
(i) Owned funds 75 83 92
(iif) Deposits ‘e 216 ~234 279
(iv) Borrowings from the Reserve Bank of Indla . - 227 - 249 245
(a) of which, short-term agmcultural 184 216 190
(») Working capltal . . .. 567 619 685
(vi) Loans issued 667 707 723
ii) Loans outstanding . 459 510 534
(a) of which, short-term agrlcultural 227 276 287
(viii) Percentage of (iv a) 1o (vii a) . 81 78 66
(6) Central co-operative banks :
(/) Number 341 340
(ii) Owned funds 155 174 %gg
(7ii) Deposits 351. 382 419
(iv) Borrowings from the Reserve Bank/apex bank 291 331 N.A.
(v) Working capital . 830 928 1030
(vi) Loans issued 860 . 873 969
(vii) Loans outstanding 641 740 801
(c) State land development banks :
() Number 19
() Owned funds .. 36 }1% ég
(iii) Debentures outstanding 426 571 725
(iv) Working capital 488 638 807
(v) Loans issued 144 153 168
(vi) Loans outstanding 395 510 638
(d) Primary agricultural credit societies :
(i) Number (in thousands) .. .. 168
(if) Membership ( I .. .. 29173 o o
29766 30961
(iify Owned funds .. .. .. .. 215 242 265
(iv) Deposits . .. .. .. 57 63 70
(v) Borrowings .. .. .. - 540 618 675
(vi) Loans issued 504
oL b ndi 540 578
vii) Loans outstanding 619 711 784




201. From the above, it may be observed
that as against the loans of Rs. 534 crores
outstanding at the level of State co-operative
banks for various purposes, the amount
owed to the Reserve Bank was of the order
of Rs. 245 crores or about 46 per cent. It
should, however, be noted that State co-ope-
rative banks have been increasingly relying
on their own resources and consequently their
dependence on the Reserve Bank borrowings
for short-term agricultural loans has been pro-
gressively showing a declining trend.

Reserve Bank’s Financial Assistance to Co-
operatives

202. - The data presented in Table 23
bring out the sustained increase in the financial
accommodation provided by the Bank to the
co-operative sector under the various heads
and for various purposes, particularly in the
context of the recent technological develop-
ments in agriculture.

203. Important measures effected during
the year in respect of short-term finance are
as follows : (i) The Girijan
Co-operative Development
Corporation which was re-
cognised by the Bank for channelling agri-
cultural credit to the tribal cultivators in
some of the districts of Andhra Pradesh was

Short-term
Finance

sanctioned a short-term credit limit of Rs. 40.

lakhs during the year. (if) The Bank, for
the first time, granted a limit of Rs. 1.50 lakhs
during 1971-72 on behalf of one central
bank in Orissa for the marketing of minor
forest produce. (iii) With regard to the
finance for the purchase, stocking, distribu-
tion, etc., of fertilizers, Bank accommodation
to State co-operative banks was provided
only in case the apex marketing societies were
unable to obtain the necessary funds from
commercial banks. As part of this policy
the rate of interest hitherto charged at the
Bank rate was raised to 2 per cent above the
Bank rate from 1972, with a view to bringing
the lending rates more or less on par with
those of commercial banks. (iv) The
Bank continued to provide financial accom-
modation under Section 17(2)(bb) of the
Reserve Bank of India Act for financing
the production and marketing activities of
the handloom/powerloom weavers’ societies
at a concessional rate of interest at 1§ per
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cent below the Bank rate.  Accommodation
was also provided to the Stale co-operative
banks for financing other cottage and small-
scale industrial units coming under the 22
approved groups.

204, 1Inthe sphere of medium-term finance,
the Bank took special measures to ensure
that the central co-operative
banks conformed broadly to
the discipline enforced by land
development banks in regard to term lending.
Central banks have been advised to make
sure of the ground-water potential before
sanctioning loans .for sinking of new- wells,
installation of pump-sets, etc. ‘

Medium-term
Finance

205. The Bank had further recognised
the advances for purchase of milch cattle
and poultry keeping made to the small and
economically weak farmers for being reckoned
within the stipulation of 40 per cent lendings
to ‘approved purposes’ with a view to availing
of accommodation from the Reserve Bank.
The list of ‘approved’ purposes for medium-
term agricultural loans has been widened by
including such activities undertaken  along-
side agriculture as pig breeding, sheep and
goat rearing, purchase of storage. bins by
agriculturists and purchase of rubber rollers
under farm machinery. It has also been
decided that to ensure the accommodation
being utilised fully, medium-term credit
limits now sanctioned for the co-operative
year will henceforth be sanctioned for the
calendar year from 1973. '

206. The Bank continued the grant of

- medium-term credit to state co-operative banks

- natural calamities.

from out of the National Agricultural Credit
(Stabilization) Fund to enable them to convert
the short-term loans into medium-term loans
to tide over the difficulties arising out of
Rephasing of conversion
loans was allowed to one State co-operative
bank due to persistent crop failure in its
region.  Besides, four State co-operative
banks were sanctioned short-term  credit
limits of Rs. 9.65 crores at the Bank rate
against the pledge of government/trustee
securities representing investment of their
stabilization funds for granting conversion
facilities to the central co-operative banks.
The drawals against these limits till June
1972 amounted to Rs. 7.1 crores and the



‘Table 23:—Reserve Bank Credit to Co-operatives, 1970-71 and 1971-72

(Amounts in Rupees. Crores)

1970-71 (July-Yune)

1971-72 (July-June)

. Limits Repay- imi
Pur pay: Qut- Limits Repay- t-
pose of Finance t%anca Drawals ments stand- sanc- Drawals mg:{s s(t)alrlxd-
one ings tioned ings
I.  Short-term
(i) ISeas%nalkagrlcultural operauons (at 2% be- + .
| ow Bank rate) .. 390-11 424.49 ™ 449-76 188-84 394-04"’ 468-517 505-27 152-08 7
(i) kMarketmg of crops other than cotton and :
) apas .. . . 3-18" 3-59. 2-96 0-66
) (i) Marketing of cotton and kapas 10-65 8-56 9-52 1-03 11-70¢ 10:25 / 10-10° 1-197
(iv) karchase and distribution of fertlhsers (at ' )
2% above Bank rate) (1) . 16-80 11-27 21-11 4-22 24:75 ° 23-04 18-49 8-76
(v)  Production and marketing of handloom pro- i
ducts (at 1} % below Bank rate) (5) . 10-12 12-36 10-95 7-83 12-76 “ 14.92 13.24 9.51"
(vi) Financing other cottage and small-scale in-
dustries .. . 0-47 0-02 —_ 0-02 0-86 0-59 0-20 0-33
' (vii) Purchase and sale of yarn (at Bank rate) 0-80 0-04 0-06 0-03 0:97¢ 0-14 0-17 Nil
*(viii) Loans to ARC (at Bank rate) 8-00 11-80 4-28 7-52 8-00 1-36 3-88 Nil
II. Medium-term
() Agrlcultural purposes (at 1} below Bank
rate) . . . 18-76 14-20 10-34 24-31(3) 20.62 6-15 9-76 20-70(3)
(i} Conversion of short-term loans into medium-
term loans in scarcity affected areas (at 13 /,-
below Bank rate) : .o . 21-80 13-64 4-33 13-66(2) 31-39 24-08 12-04(2) 25-70(%)
II1. Long-term
(i) Loans to State Govemmcnts for conmbutlon
to share capital of co-operatlve credit ins-
titutions . . . . 11-88(5) 12-49(%) 4-40 41:93 16-38 14-14 4-72 51-34
(it) Long-term loans to ARC (at 4. 25% per
annum) — —_— — — 5-00 5-00 — 5-00
)

(2) lncludmg rephasement.

3)
(4)

(5) Data for financial year.

Including those against limits sanctioned at the Bank rate.
Including extended loans of the aorder of Rs. 75-96 lakhs sanctioned during 1969-70.

Prior to 1972, purchase and distribution of fertilisers was financed at the Bank rate by the Bank. However, from January 1972, the interest rate was

raised 2% aboxe the Bank rate with a view to aligning it to the lending rates of the commercial banks. Data relate to calendar years 1970 and 1971.

8¢



amount outstanding as 6n June 30, 1972
was Rs. 5.4 crores.

207. The liberal policy in respect of sanc-
tion of loans out of the National Agricultural
Credit (Long-term Operations)
Fund to the State Govern-
ments was continued. This
has the purpose of benefiting State Govern-
ment contributions to the share capital of
(a) weak central co-operative banks under a
specific programme of rehabilitation, (b)
viable societies in the special programme areas
such as the SFDA/MFAL projects, (¢) com-
mercial banks financing societies, etc. In
respect of the central banks facing the problem
of inadequate liquid resources the Bank had
in specific cases also sanctioned loans for
share participation on special terms; such
loans carried interest at 4 per cent and are
repayable in three equal annual instalments.

Share Capital
Loans

208. During the financial year ended
March 1972, loans aggregating Rs. 15.81
crores (excluding renewals to the extent of
Rs. 0.57 crore) were granted to 14 State
Governments from out of the Long-term
Operations Fund for contribution to the
share capital of five apex banks, 108 central
banks, 6,999 primary agricultural credit
societies, 10 central land development banks,
85 primary land development banks, 31 pri-
mary urban co-operative banks and one
state industrial co-operative bank.

209. The Bank had, as in the past, ensured
adequate institutional support to the deben-
ture programmes of land deve-
lopment banks. As against
the debenture programme of
Rs. 140 crores for 1971-72 earlier envisaged,
the land development banks actually issued
debentures for Rs. 125.39 crores. Much
of this (Rs. 107 crores) was subscribed by
institutions such as Life Insurance Corpora-
tion of India, State Bank of India, other
commercial banks, and the Reserve Bank
of India, besides the State and Central
Governments. The balance of Rs. 25 crores
came from mutual support.

Long-term
Finance

210. At a mecting of the representatives
of the principal investors and central land
development banks convened by the Bank
in February 1972, the debenture programme
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eligible for loans for financing the

for 1972-73 was approved at Rs. 122 crores
as against the lending programme of Rs. 155
crores. The debenture programme was modi-
fied to ensure involvement of land develop-
ment banks’ own resources and to make them
utilise the disposable resources profitably.
The supported programme was placed at
Rs. 100 crores and the balance of Rs. 22

crores was expected to be raised by way
of self-help.

211.  An important policy change during
the year was the modification of the extent
of supported programme in relation to
overdues at the central land develop-
ment bank level so that heavy over-dues
in certain pockets of a State did not
affect the eligibility for institutional support
for the State as a whole to carry on the deve-
lopmental programmes. The apex banks
were, however, required not to finance the
primary banks/branches if the overdues ex-
ceeded 50 per cent of the demand. As a
special case primaries/branches with over-
dues exceeding 50 per cent were made eligible
for loans from the apex bank for minor
irrigation purposes provided such loans did
not exceed 25 per cent of the total loans
issued in 1969-70 or 1970-71 whichever was
higher. Again, primaries/branches in the
weaker States, i.c., four Eastern States and
Rajasthan and Jammu & Kashmir were also
small
farmers, irrespective of their overdues.

212. ‘The Bank continued to lay emphasis
as in the previous years on the purpose for
which loans should be advanced by the land
development banks. The condition that
at least 90 per cent of the loans advanced
should be for productive purposes, of which
70 per cent constituted easily identifiable
purposes as in the past, was maintained
during the year also.

213. With a view to bringing about co-
ordination between the lending policies of
land development banks in respect of schemes
financed by the Agricultural Refinance Cor-
poration and the Reserve Bank, the land

development banks were advised (@) to
ensure  ground-water  potential  before
granting loans for minor irrigation pur-

poses ; (b) to fix minimum land holding in-
respect of loans for different purposes to



prevent over-capitalisation of investment or
under-utilisation of sources ; (¢) to fix the
period of loans on the basis of rep_aying
capacity of borrowers and the useful life of
the assets created from the investment and
(d) to insist on reasonable contribution by
the borrower towards the cost of investment.

214. During the financial year ended
March 31, 1972, land development banks
issued rural debentures for an aggregate
amount of Rs. 4.09 crores, the Bank’s
contribution being Rs. 1.33 crores. Con-
sidering the limited saving potential in the
rural areas of the FEastern States, and
Rajasthan and Jammu & Kashmir and the
loss of crop in the war affected areas of
Punjab, the land development banks in these
States were allowed a reduce
of rural debentures at 2} per cent instead of
5 per cent of the ordinary debenture pro-

grammes.

215. During the year, the Reserve Bank
of India Act, 1934, and the Agricultural
Refinance Corporation Act,
1963 were amended for enabl-
ing the Bank to grant long-
term loans to the Corporation
from the Long-term Opera-
tions Fund, as recommended by the All-India
Rural Credit Review Committee. The Cor-
poration availed of Rs. 5 crores sanctioned-
during the year. In addition. the Reserve
Bank continued to give short-term loans to
the Corporation (Table 23). ‘

Loans to the
Agricultural
Refinance

Corporation

216. With the inclusion of certain non-
agricultural credit societies in the list of
primary co-operative banks
during the year, the number

Co-operative / .
of co-operative banks coming

Banking Regu-
lation

ing Regulations Act, 1949,
has increased from 1,315 at the end of March
1971 to 1,337 at the end of June 1972
(29 State, 366 central and 942 primary banks).

217. During the year 1971-72, two State
co-operative banks and three primary co-opera-
tive banks were issued licences to commence
banking business in India under Section 22
of the Banking Regulation Act, 1949 (as
applicable to Co-operative Societies), raising
the total number of licensed co-operative

programme -

under the purview of the Bank--

60

banks to 38. The number of offices of the
co-operative banks which stood at 4,931
as on June 30, 1971 increased to 5,164 as
on December 31, 1971. Licences were granted
to the State and primary co-operative banks
for opening 74 new offices as against 76
granted during 1970-71.

218. There were eight State and central
co-operative banks which did not comply
with the provisions of Section 11(1} of the
Banking Regulation Act, 1949, The finan-
cial position and working of these banks
was closely watched. Out of 21 primary
co-operative banks which did not comply
with these provisions, applications of 11 banks
had been recommended for exemption to the
Government of India for a period of one year
from March 1, 1972 ; four banks had sub-
sequently complied with the provisions. The
remaining were under consideration.

219. Of 744 co-operative banks inspec-
ted during the year, 99 were inspected
by the officers of State co-operative banks
on behalf of the Reserve Bank under Section
35(1) of the Banking Regulation Act, 1949,
During the period from July 1, 1971 to June
30, 1972, 721 inspection reports—I15 State
co-operative banks, 219 central co-operative
banks, 11 State and district industrial co-
operative banks, 9 central land development
banks, 5 State handloom weavers® societies,
3 apex marketing societies and 459 primary
co-operative banks—were issued.

220. As mentioned in the last year’s Re-
port, the scheme of deposit insurance was
extended to the co-operative banks in the
three States of Andhra Pradesh, Madhya
Pradesh and Maharashtra and the Union
Territory of Goa, Daman and Diu with effect
from July 1, 1971. The remaining State
Governments have been advised to enact
suitable legislation for enabling the extension
of the scheme to co-operative banks in their
States.

221. 'The selective credit control measures
for regulating the advances by co-operative
banks against cotton were continued during
the year with a view to arresting the tendency
to hold back the stocks in anticipation of
rise in prices. Co-operative banks which
were found to be utilising their funds for



procurement and buffer stocking operations
were asked to desist from doing so and have

been advised to conduct such operations only
on agency basis.

222. During the year, orientation study
facilities were provided by the Agricultural
Credit Department to the
senior officers of the Govern-
ment of Tamil Nadu, Assam,
Gujarat, Madhya Pradesh and
Goa, Daman and Diu. In addition, seven
foreign dignitaries from Malaysia, Thailand,
Ceylon, Iran, Trinidad and Bangladesh visited
the Department and studied its working.
The details of the training imparted to the
Staff of the Reserve Bank, co-operative banks
and of SFDA/MFAL project personnel
by the institutions managed by the Bank
are discussed under the section of Education
and Training.

Training
Facilities

223. Besides, the Department organised
at the Co-operative Bankers Training College,
Poona, the first seminar of the Chief Executive
Officers of primary urban banks in July 1971
and the fourth Seminar of the Chief Executive
Officers of the State co-operative banks and
central land development banks in February
1972. The main purpose of these seminars
was to provide a forum for the participants
to discuss their problems and exchange their
views and experiences, particularly to bring
about a measure of understanding of the diffi-
culties in the execution of the approved poli-
cies so as to improve/take measures for the
effective implementation.

Agricultural Refinance Corporation

224, During 1971-72, the Corporation
approved 269 schemes of agricultural deve-
lopment and sanctioned financial assistance
for an amount of Rs. 154,24 crores as against
100 schemes involving financial assistance to
the extent of Rs. 62.15 crores sanctioned in
the previous year. Of the 269 schemes, 176
are to be financed by the central land develop-
ment banks, 11 by State co-operative banks
and 82 by scheduled commercial banks in-
volving refinance to the extent of Rs. 115.12
crores, Rs. 11.03 crores and Rs. 8.98 crores,
respectively.

225. Of the schemes approved during the
year, 198 were for minor irrigation, 40 for
plantation/horticulture, 13 for land reclama-
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tion, 3 for fisheries and S for construction of
godowns, 4 for poultry and 2 for development
of dairy farming, and 1 cach for soil conserva-
tion and sheep breeding and 2 for farm me-
chanization. Besides the above schemes, 342
schemes were under various stages of scrutiny
in the Corporation as on June 30, 1972.

226. During the year, the Corporation ap-
proved reduction in the financial outlays in
respect of 103 schemes sanctioned earlier and
an upward revision in the financial outlay of
30 others. Extension of period was given in
respect of 13 schemes on requests from the
financing institutions due to operational diffi-
cuities. Taking into account the revision in
the financial outlay in respect of certain
schemes sanctioned earlier as a result of
rephasing, withdrawal of schemes, etc., the
total number of schemes sanctioned by the
Corporation as on June 30, 1972 was
711; the total financial assistance and Cor-
poration’s commitment thereunder were
Rs. 404.75 crores and Rs. 350,79 crores, res-
pectively.

227, The disbursements made by the Cor-
poration during 1971-72 aggregated Rs. 34.8
crores of which refinance by way of subs-
cription to special development debentures
of the land mortgage/development banks
amounted to Rs. 28.40 crores. Disburse-
ments made to the scheduled commercial
banks and State co-operative banks amounted
to Rs. 3.26 crores and Rs. 3.32 crores, respec-
tively. The disbursements made by the Cor-
poration since its inception upto June 30, 1972
amounted to Rs. 124.69 crores.

228, The Corporation augmented its re-
sources during the year under review from
three sources, Government of
India, Reserve Bank of India
and open market. An amount
, of Rs. 10.4 crores was raised
by way of borrowings from the Govgrnment
of India, under Section 20(i)}(b) and (¢) of the
Agricultural Refinance Corporation Act, 1963.
These consist of a sum of Rs. 3.3 crores re-
ceived as IDA credits under Gujarat, Andhra
Pradesh and Haryana Agricultural Credit
Projects and Rs. 0.05 crore as IBRD credits
under Tarai Seeds Project and Rs. 7 crores
under normal schemes. An amount of Rs. 5
crores has been sanctioned by the Reserve
Bank from the National Agricultural Credit

Increase in
ARC’s Resour-
ces



(Long-term Operations) Fund. The Cor-
poration has availed of Rs. 5 crores which
is to be repaid in ten cqual annual instalments.
The Corporation raised an amount of Rs. 8.25
crores under III series of 53 per cent ARC
Bonds. With this, the total borrowings from
the open market amounted to Rs. 27.71 crores.
During the year, seven scheduled commercial
banks and six State co-operative banks re-
paid principal amounting to Rs. 0.12 crore
and Rs. 0.38 crore, respectively. The Cor-
poration also issued an additional share capital
of Rs. 5 crores to enable it to borrow additional
funds required to meet the growing demands
from eligible institutions. The Government
of India stood guarantee in regard to the re-
payment of principal and payment of a mini-
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mum dividend of 4.5 per cent in respect of .

this second issue of shares. The paid-up
share capital of the Corporation thus stood
at Rs. 10 crores as on June 30, 1972,

1229. The following important items of
policy and procedures during the year under
review deserve mention.

(@) The contribution of State Governments
to special development debentures floated
by the central land development banks to
finance minor irrigation schemes had been
reduced to 10 per cent, instead of the normal
25 per cent with effect from the co-operative
year 1967-68. This relaxation, which has been

~extended thereafter from year to year, which
was current upto June 30, 1972 has now been
extended upto June 30, 1974,

(b) A reference was made in the last year’s
Annual Report regarding the extension of the
concession of 100 per cent refinance in respect
of viable schemes sponsored by the Small
Farmers Development Agencies (SFDA)
through eligible institutions upto June 30,
1972. This facility has now been extended
upto June 30, 1973. As on June 30, 1972
fifteen such SFDA schemes for development
of minor irrigation—five in Uttar Pradesh,
four in Madhya Pradesh, three in Andhra
Pradesh and one each in Haryana, West
‘Bengal and Rajasthan—were sanctioned by
the Corporation. The total financial assis-
tance sanctioned by ARC in respect of these
schemes came to Rs. 14.37 crores.

(¢) The Corporation has also agreed to
give 100 per cent refinance in respect of
schemes formulated by the Marginal Farmers

and Agricultural Labour (MFAL) agencies
and submitted through the central land deve-
lopment banks, State co-operative banks and
scheduled commercial banks provided they are
economically feasible and technically sound.
This facility which was introduced this year
has now been extended upto June 30, 1973.
During the year under review, one scheme for
development of minor irrigation in the Union
Territory of Pondicherry was sanctioned by
the Corporation. The total financial assistance
and ARC’s commitment in respect of this
scheme was Rs. 0.16 crore.’

230. The Corporation set up a Consul-
tancy Service located in Lucknow on August 9,
1971. The main objects for
which the Consultancy service
has been set up are referred to

below :

(7) To help the financing agencies in getting
through the procedures of locating, investiga-
ing, appraising projects and canvassing culti-
vators’ support.

(ii) To make the State Governments’
technical service available to the financing
banks in the process of investigation and
appraisal. ,

(iii) To provide technical investigation in
cases where the State Governments have no
arrangements of their own for ground water
investigation, etc.

(iv) To assist the Land Development Banks
in job evaluation processes for purposes of
streamlining their organization, simplification
of procedures, avoidance of delay in searching
title and determination of norms of staff for
supervision and control over lending opera-
tions. :

Briefly, the Consultancy Service will concen-
trate on formulation of projects and will help
accelerate the formulation of viable schemes
of agricultural development in the Eastern
States.

Consultancy
Service

231.  As mentioned earlier, the RBI had
constituted in September 1971 a Working
Group on finance for tea
industry consisting of repre-
sentatives of the tea industry,
RBI and important financial
institutions to review the existing institutional
arrangements for meeting the credit needs of

Financing of
Tea Industry



the tea plz_mtatioqs. A senior officer of ARC
was associated with this group as a member.

232. The Corporation had earlier circu-
lated to financing banks guidelines for pre-
paration of schemes for deve-
lopment of inland fisheries.
For the first time the Corpora-
tion sanctioned, through a commercial bank,
a scheme for development of inland fisheries
in West Bengal.

Inland
Fisheries

233. Although commercial banks have
been sponsoring a number of area develop-
ment schemes for minor irri-
gation, it was observed that a
majority of the minor irri-
gation schemes received in
the Corporation lacked essen-
tial details on technical aspects, particularly
on the ground-water availability. In order to
expedite the evaluation of such schemes, the
commercial banks have been advised by ARC
in April 1972, to make arrangements to study
the technical feasibility of the proposals and
send the schemes to ARC alongwith a tech-
nical feasibility report from one of the experts
on the panel of ARC in respect of each
scheme. The terms of reference for the tech-

Technical eva-
luation of
minor irriga-
tion schemes
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nical experts have also been advised to the
banks.

234. The Agricultural Refinance Corpo-
ration Act, was amended during the year (i)
to make the term ‘pisciculture’ broad-based
to include development of fisheries, both inland
and marine. catching of fish and all activitics
connected therewith or incidental; and (i)
to enable ARC to borrow from the RBI out
of its National Agricultural Credit (Long-term
Operations) Fund.

235. " As reported in the last year's Report
IBRD/IDA had sanctioned seven agricultural
credit projects. During the year, 3 more
projects were approved by IDA. The details
of which are given below :

v Assistance Amount to be
from routed through
Name of the Project DA ARC
$ Rs. $ Rs.
million crores million crores
1. Mysore Agricul-
tural Credit Pro-
ject .. 40:000 2911 36700 2671
2. Maharashtra
ACP. .. .. 30:000 21-83 25-401 18-49
3. Development of ’
markets in Bihar 14000 11-61 12:850 9-35

Table 24;:—Purpose-wise distribution of schemes sanctioned by the ARC during
1970-71 and 1971-72 (July-June)

(Amounts in Rupees Crores)

July 1970—June 1971

July 1971—June 1972

No. of Total ARC’s Disburse- No. of Total ARCs  Disburse~
schemes financial commit-  ments schemies  financial commit-  ments
sanc- assistance ments to made sanc-  assistance mentsto made
tioned @ " on total during . tioned @  on total .during
schemes financial the year schemes financial the year
sanc- assistance sanc- assistance
tioned tioned »
1 2 4 5 6 7 8
1. Development of minor .
irrigatign works . 55 49-41 44-52 23-06 198 116-30 104-30 26-77
2. Development of land 9 6-21 4-53 4-37% . & 10-44 7-90 2:34
3. Plantation and horti-
cul?u;lc ‘e .. 26 316 2:32 1-99 40 11:00 8-36- 206
4. Farm mechanization 1 076 0:57 0-11 2 476 3-63 0-36
5. Development of poul- :
try fariming .. 2 0-04 0-03 — 4 0-08 0-06 —
6. Development of fishe- 0-25 015 037 3 0-81 059  0-58
7. Dairy development . 3 1-42 1-07 —_ 2 0-66 0-55 0-40
8. Chnsirustion of so- 2 0-90 073 072 5 043 917 2:47
9. Soil conscrvation } 8%% 8%2 -
10. Shecp breeding
Total @ 100 6215 53:92 30-62 269 154-24 135-13 34-98

@ Excludes schemes sanctioned and withdrawn during the same year.
*  Includes disbursements on account of soil conservation schemes.
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IV. DEVELOPMENTS IN INDUSTRIAL FINANCE

Industrial Development Bank of India

236. In order to promote industrial deve-
lopment particularly in backward areas, the
IDBI has been engaged in a

IDBI's Promo- series of promotional functions

tonal Func- regarding identification of pro-
Initiatives ject ideas and bringing them

into fruition. With this end
in view, as reported in the last year’s Report,
the IDBI with the assistance of other term-
lending institutions as also the Reserve Bank
had initiated in 1970 surveys of industrial
possibilities in backward States. Upto the end
of June 1971, such surveys were completed in
respect of 10 States and one Union Territory'; in
respect of one State and three Union Territo-
ries, the surveys were completed during 1971-72.
Survey of the only remaining backward State
is being undertaken, while in the remaining
two Union Territories, it is proposed to be
taken up shortly. The IDBI has also carried
out, with the assistance of other financial ins-
titutions as well as consultancy services, some
district surveys as in the districts of Trivandrum
and Mysore and the Rayalaseema belt of
Andhra Pradesh. The IDBI is making ar-
rangements with a University in West Bengal
in respect of the survey of Purulia district, the
most backward in the State. In respect of
some project ideas identified in some States,
preliminary feasibility studies have already

been arranged and in respect of others, such |

studies are being undertaken.

237. The search for potential entrepre-
neurs is being intensified. The IDBI isin
touch with SIDCs in some States as well as
with some business houses for undertaking
the implementation and management of some
identified projects in the joint sector and pro-
viding on-the-job training to potential mana-
gers who could take over the management
functions after an agreed period. The IDBI
is playing the role of a catalytic agent in bring-
ing together, under its leadership, all-India and
State level institutions, as also the lead banks
and the Industries Departments of State
Governments, to form an Inter-Institutional
Group in each State to take co-ordinated
action on issues connected with industrial
projects. Such Inter-Institutional  Groups
bave already been formed in seven States.

238. In Kerala, the Inter-Institutional
Group has sponsored a technical consultancy
service centre, called the
Kerala Industrial and Tech-
nical Consultancy Organisa-
tion (KITCO), for assisting
it with regard to the various
aspects of project work. It is envisaged that
such technical consultancy service centres
would be formed in some other backward
States. A list of technical consultancy ser-
vices available in the country has been pre-
pared. The IDBI also established during
1971-72 close liaison with international orga-
nisations such as International Bank for
Reconstruction and Development (IBRD),
Asian Development Bank (ADB). and the
United Nations Industrial Development Orga-
nisation (UNIDO).

Technical
Consultancy
Service Centre

239. It was mentioned in the last year’s
Report that with a view to fostering industrial
development in the less developed areas of
the country, the IDBI introduced two schemes
of concessional finance in May/July 1970—
one of concessional refinance to SFCs/banks
in respect of all of their eligible loans upto
Rs. 20 Jakhs to small and medium-sized
projects in the specified areas and another
of direct assistance on concessional terms for
setting up of projects in backward areas.
The above concessions were extended from
December 13, 1971 to existing units under-
taking substantial expansion in the specified
backward areas.

240. The other significant developments
during the year were.: (i) further liberalisa-
tion of the refinancing and rediscounting
schemes of assistance and (if) opening of
3 more branch offices by IDBI at Hyderabad,
Kanpur and Bhubaneswar* which would
function as information centres and contact
points for State level institutions, Government
agencies as well as potential entreprencurs.

241. During the year under review, the
quantum of financial assistance sanctioned
and disbursed under all the
three schgmcs of finance, viz.,
direct assistance (other than

IDBI’s Opera.
tions

* Opencd on July 1, 1972.



for exports), refinance of industrial loans, and
machinery bills rediscounting, was sizeably
larger than in 1970-71. Total sanctions in
respect of these categories of finance together
rose from Rs. 97.7 crores in 1970-71 to
Rs. 141.8 crores.in 1971-72 . and disburse-
ments from Rs.. 54.2 crores to Rs. 73.7
crores.

242. Sanctions of direct assistance to
industrial concerns (other than for exports)
in the forms of loans, underwriting and
guarantees rose from Rs. 47.2 crores (in
respect of 31 projects) in 1970-71 to Rs. 65.9
crores (in respect of 37 projects) in 1971-72.
Disbursements of direct “assistance during
1971-72 aggregated Rs. 11.4 cores as against
Rs. 8.6 crores in 1970-71. With the accep-
tance by the Government of India of the
recommendations of the Industrial Licensing
‘Policy Inquiry Committee and in terms of the
guidelines formulated by the Government in
regard to conversion into equity of a part of
loan assistance given by all-India term-
financing institutions, the IDBI has started
stipulating the conversion clause in appro-
priate cases.

243, Effective sanctions of refinance of
industrial loans also increased from Rs. 24.5
crores covering 1406 applications in 1970-
71 to Rs. 30.6 crores covering 2003 applica-
tions in 1971-72. Bulk of the increase in
refinance was accounted for by assistance in
respect of loans to small-scale industries in-
cluding small road transport operators.

244. Under the IDBI scheme for redis-
counting of machinery bills to facilitate sales

of indigenous machinery to prospective pur-

chaser-users on deferred payment basis the
amount of bills rediscounted has gone up
from Rs. 28.5 crores in 1970-71 to Rs. 45.3
crores in 1971-72.

245. In regard to export assistance, while
sanctions under direct participation loans
have increased over the

Export Assis-
tance

1970-71 level from Rs.11.3
crores to Rs. 19.3 crores, the
sanction under refinance of medium-term ex-
port credit was lower at Rs. 3.3 crores com-
pared to Rs. [3.7 crores during 1970-71.
The decline in the latier may be attributable

to (a) the comfortable funds position of banks,.

65

(b) the exporter availing himself of direct
export-credit from the IDBI in participation
with banks, and (c) difficulty relating to

shipping space in the wake of the Indo-
Pakistan hostilitiy.

246. The Industrial Reconstruction Cor-
poration of India (IRCI) which was set up
at the initiative of the 1DBI
in April 1971, for the provi-
: sion of reconstruction and
rehabilitation assistance to sick and closed
units has made a significant beginning. It
functions not as a mere lending institution,
but as a reconstruction agency interested in
finding out the causes for the present pre-
dicament ‘of the assisted units and attempting
to remove them. Its activities include re-
structuring of the management, providing
technical and managerial guidance either
through its staff or by procuring suitable
personnel from outside. It also assures
itself of an agreement between the labour and
the management before its financial assistance
is given. Since its inception upto the end of
June 1972, the IRCI sanctioned loan assis-
tance on softer terms and guarantee facilities
to 48 units for Rs. 7.4 crores. ‘The employ-
ment involved in these 48 units was 38,326.
Utilisation of assistance amounted to Rs. 2.7
crores in respect of 30 units.

IRCI

247. During the year, the IDBI contri-
buted Rs. 3.2 crores to the public and special
debentures of ICICI,, bring-
ing the total assistance to that
institution since inception up-
to the end of June 1972 to
Rs. 18.9 crores. The IDBlalso
contributed during the year Rs. 41.3 lakhs
to the share capital of IFCI and now holds
Rs. 4.59 crores, i.e. 50 per cent of the paid-
up share capital of that institution, The IDBI
further contributed Rs. 1.37 crores to the
paid-upcapital of the Industrial Reconstruction
Corporation of India (IRCI) bringing the total
contribution to Rs. 2.75 crores (including
Rs. 25 lakhs subscribed by IDBI  on behalf
of the IFCI, pending an amendment of the.-
IFC Act, which does not at present permit
such subscriptions). Besides, the 1DBI sub-
scribed Rs. 80 lakhs to the share capital of
threc SFCs, bringing the total subscription
to shares and bond issues of SFCs to Rs. 7.7

Subscriptions
to Shares and -
Bonds of other
Financial Ins-
titutions



crorcs. 1DBI has also subscribed to 51 per
cent of KITCO's Rs. 2 lakhs paid-up capital.

Other Term-lending Institutions

248. On the other hand, the quantum of
assistance provided by the other term-lending
institutions has declined some-
what during the year under
review. The ICICI’s sanc-
tions of direct loans (rupee and foreign cur-
rency), underwriting and direct subscriptions
together declined from Rs. 43.9 crores in
1970-71 (April-March) to Rs. 39.7 crores in
1971-72, but disbursements increased from
Rs, 28.9 crores to Rs. 30.3 crores. The
decline in sanctions was mainly brought about
by foreign currency loans which were Rs. 22.5
crores in 1971-72 as compared with Rs. 29.0
crores in 1970-71. There was also a marginal

ICICI and IFCI

decline in underwriting. IFCI’s sanctions
(excluding guarantees) declined marginally
from Rs. 32.3 crores to Rs. 32.1 crores

as a result of decline in forcign currency
loans and underwriting, but disbursements
increased from Rs. 17.4 crores to Rs. 20.3
crores.

249. The operations of 18 State Financial
Corporations, including the Tamil Nadu
Industrial Investment Cor-
poration, have continued to
show a rising trend. The
total loans sanctioned by them
increased from Rs. 49.0 crores during 1970-71
(April-March) to Rs. 63.4 crores during
1971-72 (or by 30 per cent) and disbursements
from Rs. 32.9 crores to Rs. 38.8 crores (by
17.9 per cent). Loans outstanding as on
March 31, 1972 totalled Rs. 154.6 crores and
were over 21 per cent higher than a year ago.
The bulk of the financial assistance continued
to be granted to the small-scale industries,
and share of. such assistance in the total sanc-
tions and disbursements was Rs. 51.2 crores
and Rs. 27.1 crores, i.e., 80 per cent and 69.8
per cent, respectively.

Operations of
State Financial
Cerporations

250. . In order that the SFCs may play an
effective role in stepping up the tempo of
industrial development of the States as well
as to discuss important problems the States
were confronted with, a conference of Chair-
men and Managing Directors of the Corpo-
rations was convened by the Finance Mi-
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nister on November 3, 1971 at New Delhi.
In pursuance of one of the rccommendations,
a Working Group under the Chairmanship
of Shri R. K. Talwar (Chairman, State Bank
of India) was set up to examine the scope for,
and formulate the mechanics of co-ordination
between SFCs and commercial banks in
assisting industries in the small and medium

sectors.

251. In the light of the recommendations
of the Working Group on Resource Mobili-
sation, Profitability, etc., of SFCs, certain
amendments to the SFCs Act have been pro-
posed to the Government of India for their

consideration.

Financing of Small-scale Industries

252. The modified Credit Guarantee

" Scheme has made considerable progress
during the year. So far, 173

Credit Guaran- credit institutions including

all major commercial banks,
State Financial Corporations -
and co-operative banks have joined the modi-
fied scheme. During the year under review,
72 unlicensed primary urban co-operative
banks were included in the list of approved
credit institutions, of which 22 have joined
the scheme by executing the necessary agree-
ment. The scope of the scheme was also
extended to C‘agro-service units’, i.e., units
engaged in hiring out, servicing and repairing
of agricultural implements, etc., sale of such
agricultural implements, spare parts and in-
puts and offering of technical services such
as soil testing.

tee Scheme

253. The amount of guarantees outstand-
ing as at the end of June 1972 amounted
to Rs. 913.3 crores as against Rs. 791.0
crores as at the end of June 1971. Since the
introduction of the Scheme in July 1960 upto
the end of June 1972, there have been 281
claims for an aggregate sum of Rs. 43.3
lakhs which were paid to the credit institu-
tions. However, as at the end of May 1972,
amounts reported in default (which may
eventually lead to settlement of claims)
covered 4,425 accounts for Rs. 1431.1 lakhs
as against 2,129 accounts for Rs. 800.8 lakhs
as at the end of May 1971.
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254. The Reserve Bank as the Guarantee
Organisation hasbeen liberalising the Scheme’s
provisions whenever considered appropriate
to do so. Accordingly, in order to encourage
the credit institutions to grant credit facili-
ties, on a more liberal basis to small-scale
units located in the Eastern and Western
border areas affected by the recent conflict
with Pakistan, some of the major provisions
of the Scheme have been temporarily libera-
lised by the Government of India on the
advice of the Bank. The liberalisation, which
took effect from December 16, 1971, envi-
saged the enhancement of the extent of gua-
rantee cover to 90 per cent of the amount
in default or the amount guaranteed which-
ever is less. Simultaneously, the ceilings on
the amount recoverable from the Guarantee
Organisation by way of claims were also
raised from Rs. 7.5 lakhs and Rs. 2.5 lakhs
to Rs. 10 Jakhs and Rs. 4 lakhs in respect of
working capital advances and term loans,
respectively. The temporarily liberalised pro-
.visions, initially effective upto March 3I,
1972, were further extended upto June 30,
1972 ; advances covered under the liberalised
provisions and recalled during the period
when the relaxations are in force or during
the next six months would, however, be eligible
for the relative higher cover. On the recom-
mendation of the Reserve Bank the Govern-
ment have since extended the liberalised
provisions for a further period of six months,
i.e., upto December 31, 1972 in the Western
region and discontinued the facility in the
Eastern region having regard to the normal
conditions now prevailing in that area.

255. With a view to ensuring that the
credit institutions exercise due diligence and
care both in the sanctioning and supervising
of the advances to smali-scale industrial con-
cerns as well as in recovering the dues from
them, the Guarantee Organisation conducts
a test check of the accounts of small-scale
units with the branches of the credit institu-
tions. The coverage under test check was
raised from 5 per cent of the reporting bran-
ches involving 425 branches during the first
year of the operation of the modified scheme
to 10 per cent involving 906 branches during
the second year. It has been decided to
maintain the coverage at 10 per cent for the
third year also. Thus, by the end of the third
year (1972-73), the Guarantee Organisation
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would have covered onc-fourth of the re-
porting branches under the test check pro-
gramme. The deficiencies observed through
such inspections are taken up with the con-
cerned credit institutions for rectification.
Further. in respect of the accounts under
default, the Guarantce Organisation, as a
matter of procedure, inspects those accounts
in order to have a first-hand knowledge of
the problems faced by the credit institutions
in continuing their assistance to them. Where
the units show promise of retrieving their
position, the Guarantee Organisation suggests
that the lending banks nurse these accounts ;
these efforts have yielded satisfactory results
In certain cases.

256. The credit extended by scheduled
commercial banks to small-scale industries
Scheduled Com. Tecorded a further rise, but
at a slower pace, during the
period under review. The
total credit (including term-
loans and advances granted
to craftsmen and other qualified entrepreneurs)
extended during 1971-72 (April—March)
rose by Rs. 84 crores to Rs. 578 crores*,
which compares with an increase of Rs. 100
croresin 1970-71 and Rs. 132 crores in 1969-70.
The increase in the number of units financed
during the period under review (18,811) was
also smaller than in the previous year (21,810).
However, the share of advances granted to
the small-scale sector in the total bank credit
went up from 10.6 per cent as at the end of
March 1971 to 11.1 per cent in March 1972,

mercial Banks'
Advances to
Small-scale
Industries

257. Two features in the flow of bank
credit to small industries in recent years are
noteworthy : the first is the steady decline
in the average amount of credit limit sanc-
tioned per unit from Rs. 91,700 in March
1970 to Rs. 83,100 in March 1971 and further
to Rs. 75,700 in March 1972 indicating a
gradual shift towards financing of smaller
units in the small-scale sector. The second
is the greater involvement of banks in finan-
cing small industries in industrially backward
States, such as Assam, Bihar, Orissa and
Uttar Pradesh, as reflected in the rising share
of advances to small-scale industries in these
States.

* Provisional.



258, Beginning with Junc 1971, arrange-

ments have been made to obtain data on a |

continuing basis regarding term-loans granted
by commercial banks to small-scale industries.
The data indicate that banks have played a
significant role in the financing of fixed in-
vestments in this sector.
March 1972, the term loans sanctioned by
banks to small industries amounted to Rs. 132
crores covering 27,739 units. The amount
outstanding at Rs. 89 crores as at the end of
March 1972 formed about 15 per cent of the
total outstanding bank credit to this sector.

259. Besides the State Bank of India and
its subsidiaries, which had formulated special
schemes for financing craftsmen and qualified
entreprencurs as early as 1967, all the na-
tionalised banks and 18 other banks have
also by now formulated similar schemes.
The total credit limit sanctioned to these
classes of borrowers as at the end of March
1972 amounted to Rs. 24 crores covering
8,076 units and the amount outstanding was

Rs. 15 crores.

260. Credit extended by the SBI Group
to small-scale industries as at the end of
March 1972 amounted to Rs. 231 crores
showing an increase of Rs. 34 crores over
the March 1971 level which compares with
the increase of Rs. 45 crores in the same
period last year. The net increase in the
number of units financed by the SBI Group
between March 1971 and March 1972 was
5,788 as against 11,796 in the corresponding
period of 1971. In the case of the 14 na-
tionalised banks, while the increase in out-
standing credit during 1971-72 was Rs. 40
crores as against Rs. 45 crores in 1970-71,
the number of units financed during this
period (12,719) was higher than in the corres-
ponding period last year (9,151).

261. The pace of expansion of credit
granted by scheduled commercial banks to
the small road and water transport operators
was also lower during 1971-72 than in 1970-71.
The net increase in the credit extended to
this sector during 1971-72 was Rs. 12 crores
or about half the increase in the previous
year (Rs. 23 crores). As at the end of March
1972, the limits sanctioned amounted to
Rs. 82 crores spread over 33,052 units, the
balance outstanding being Rs. 60 crores.

As at the end of
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262. As on the last Friday of March
1972, 14 banks had sanctioned credit limits
for setting up of industrial cstates for small-
scale industries ; the amount involved was
Rs. 5.4 crores. The net rise in outstanding
credit to this sector during April 1971-
March 1972 (Rs. 1.6 crores) was a little more
than half the rise of Rs. 2.8 crores in the
corresponding period of the preceding year.

263. Mention may be made here that the
Report of the Working Group on Financing
of Industrial Estates set up by the Reserve
Bank in 1970 is expected to be released shortly.

264. The Committee set up by the Re-
serve Bank of India in October 1970 under
the Chairmanship of Shri V.
D. Thakkar to review the
special credit schemes of the.
commercial banks had ex-
pressed its concern at the delay in the settle-
ment of bills of small entrepreneurs by large
industries. The Reserve Bank of India, ac-
cordingly constituted in April 1971 a Com-
mittee to study the problem of payment of
bills by large and medium industries to small
enterprises and entrepreneurs in respect of
supplies made to them and to work out sui-
table arrangements so as to ensure speedy
settlement of claims. The Committee ex-
tended the scope of the enquiry to cover the-
delay in payment of bills to small entrepre-
neurs by Government Departments/public
sector undertakings. The Committee has
made a number of useful and practical sugges-
tions for minimising the delay in the payment
of bills of small industries and these have
been commended to the institutions and
agencies concerned to take early steps to
implement them, thereby removing one of
the bottlenecks in the growth of small indus-
trial enterprises in our country.

Committee on
Settlement of
Bills

Unit Trust of India

265. Sales of units during 1971-72
(July-June) at Rs. 15.1 crores were lower
as compared to Rs. 18.0

Unit Scheme,

1964 crores during 1970-71.

266. Units of the face value of Rs. 2.6
crores were repurchased during 1971-72 as
against Rs. 3.2 crores during 1970-71. The



total amount of units sold and outstanding
with the Trust as on June 30, 1972 amounted
to Rs. 104.7 crores, the total number of
unit holders registered with the Trust being
over 4,34000. Unit sales during 1971-72,
as in 1970-71, were adversely aflected by the
removal, under the 1970 Finance Act, of the
special tax advantage which unit holders
were enjoying on their income from units
(referred to in the last year’s Report). This
factor together with the increase in interest
rates on National Savings Certificates and
those offered by nationalised banks on fixed
deposits reacted adversely on the relative
attractiveness of units as a medium of in-
vestment.

267. The total investments of the Trust
aggregated Rs. 119.3 crores as on June 30,
1972. Of these, ordinary shares accounted
for Rs. 44.6 crores (37.4 per cent), preference
shares for Rs. 13.9 crores (11.7 per cent),
and debentures for Rs. 41.9 crores (35.1 per
cent). The balance of Rs. 18.8 crores (15.8
per cent) represented investments in Govern-
ment Securities and Corporation Bonds, ad-
vance deposits for debentures and preference
shares which the Trust had agreed to under-
write, advance call deposits, application money
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for purchase of shares and call and short
notice deposits. .

268. This Scheme was introduced on
October 1, 1971 primarily as an adjunct of
the  Unit-linked Insurance
Plan. At a later stage, the
Trust may want to throw
the Scheme open for all investors but for the
time being at least the sale of units under

U nit Scheme,
1971

_the Scheme is made for the limited purpose

of participation in the Unit-linked Insurance
Plan. The object of this Plan is to provide
investors, especially from the relatively small
and medium-income groups of the commu-
nity, a facility for regular savings and invest-
ment of their savings in the units of the Trust,
combined with the advantage of insurance
cover during the period of the Plan. The
Plan has so far made slow progress with total
sales amounting to Rs. 3.1 lakhs under 464
applications upto June 30, 1972. However,
with the additional tax advantage granted in
the Finance Act 1972, viz., the treatment of
the contributions made under the Plan for
income-tax purposes on the same basis as
insurance premia and contributions to pro-
vident fund, the popularity of the Plan is
likely to increase considerably.
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V. DEVELOPMENTS IN EXCHANGE CONTROL

269. As pointed out in Part 1, the year
under review was characterised by uncertain-
ties in the international currency markets
following the U.S. decision in August 1971
not to convert officially-held dollars and the
U.K. announcement in June 1972 to float
the pound. These events had their effect
on the exchange rate of the rupee also.

270. The U.S. Government announced
on August 15, 1971 that they would cease
] to  convert officially-held
Exchange rates— dollars into gold or other
Sales and Pur- roqerve assets, following which

h f Ster- ...
f;nagsf,sy TResarve the UK. authorities an-
Bank nounced that with effect

from August 23, 1971, the
dollar-sterling rate would be allowed to
move in response to market forces although
the parity of the pound sterling would remain
unchanged at U.S. $2.40==£1. The dollar-
sterling rate would not, however, be allowed
to fall below $2.38=£1 but that when it
tended to rise it would be allowed to float
upwards without a ceiling at $2.42 per pound.
Following these developments the Govern-

ment of India announced that there would .

be no change in the gold (and, therefore, the

U.S. dollar) parity of the Indian rupee and

that the Resefve Bank of India would buy
and sell pound sterling, for ready delivery,
at rates to be determined every day having
regard to the par value of the Indian rupee
as fixed in June 1966 (which was U.S.
$13.3333=Rs. 100) and the. (floating) ex-
change rates for dollars in terms of sterling
in the London market on the preceding work-
ing day by adding in the case of buying spot
rate and deducting in the case of selling spot
rate, a margin of £0.0175. This basis of
fixing rates came into force from August
24, 1971. The margin was later reduced to
£0.0125 with effect from September 8, 1971.

271. Forward purchases of sterling by
the Reserve Bank of India which were sus-
pended temporarily from August 23, 1971,
were resumed with effect from August 28,
1971, for delivery upto six months at £5.5556

for Rs. 100.

272. Following the realignment of the
parities of major international currencies on

December 18 and 19, 1971, when a new rate
for sterling in terms of the U.S. dollar was
fixed 8.57 per cent higher than before (with
the U.S. dollar devalued through an increase
in the price of gold from $35.00 to $38.00
per fine ounce and the gold parity of the
pound sterling remaining unchanged), the
Government of India decided to de-link the
rupee from the dollar and to adopt a central
rate in terms of sterling, equivalent to the
average of buying and selling rates of sterling
based on the closing London quotations for
dollars on December 17, 1971, i.e., immedia-
tely before the realignment. This rate was
Rs. 100=£5.2721 or £1=Rs. 18.9677. The
IMF was accordingly informed that India
would take advantage of the wider band of
2.25 per cent on either side of the central
rate for fluctuation of the buying and selling
rates for sterling. The system was enforced
from December 20, 1971. The authorised
dealers were advised by the Reserve Bank,
that its spot buying and selling rates based
on the central rate of Rs. 100=£5.2721 would

be as follows :

Buying — £5.2851 = Rs. 100
Selling — £5.2592 = Rs. 100

273. Forward purchases of sterling sus-
pended from December 20, 1971 were resumed
by the Bank with effect from December 28,
1971. The Bank offered forward cover facili-
ties upto 9 months, at rates to be determined
on the following basis :

Period of delivery Rate of Exchange
RBI’'s  prevailing  spot
buying rate plus a margin
of £0.0125 per Rs. 100.

Upto 3 months

RBI’'s  prevailing  spot
buying rate plus a margin
of £0.0250 per Rs. 100.

Upto 9 months

Contracts with an initial delivery period
of three months were allowed to be extended
for further three or six months at a charge
of £.0.0125 per Rs. 100 per quarter. Fur-
ther extension upto a total period of 12
months from the date of the original contract



on payment of charges on the same basis was
allowed in both%the cases with effect from
March 15, 1972. Thus, in effect, forward
cover was available upto 12 months,

274. After the decision of the U.K. autho-
rities on June 23, 1972 to allow sterling to
float and the uncertain conditions in the
international foreign exchange markets, the
Bank’s rates for buying and selling spot ster-
ling were fixed with effect from June 26, 1972
at £5.2910 per Rs. 100 buying and £5.2632
per Rs. 100 selling. Forward purchases of
sterling by the Reserve Bank were suspended.

275. After reviewing the position, these
rates were revised, effective July 4, 1972, as
follows :

~ ‘Buying — £5.3333 per Rs: 100 -
Selling — £5.3050 per Rs. 100

The Bank resumed purchase of sterling on
a forward basis upto 6 months on July 5,
1972 at the following rates : -

Period Rate of Exchange

Upto 3 months ~ £5.3458 per Rs. 100

Upto 6 months £5.3583 per Rs. 100
Forward contractsl Bbokea for an initial
delivery period of 3 months were allowed to
be extended for a further period of 3 months
at a charge of £0.0125 per Rs. 100.

276. In the sphere of Exchange Control
the Rules relating to travel, studies, etc., were
revised during the year 1971-72 largely to
take into account the exchange rate and price
changes.

2717.
businessmen as top-ranking for the purpose
of release of exchange at
higher scales for travel
abroad - on business grounds
has been abolished by the
Government of India. Here-
after businessmen will “be classified into two
categories, viz., (i) senior businessmen and
(ii) travelling salesmen. :

Travel abroad
for business
etc. purposes

The practice of classifying some’
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27_8: Ix} view of the increase in the cost
of living in U.K. and changes in exchange

rates of Continental cur-
Release of rencies, the Government of
exchange for  India decided to enhance

higher studies  {}¢ scale for release of ex-

change to students/trainees
for their maintenance from £600 to £ 700
per annum generally for all countries other
than U.S.A. and Canada and to £750 per
annum in the case of students at Oxford and
Cambridge Universities. This scale is ex-
clusive of tuition fees for which actual amounts
as certified by the foreign university/institu-
tion will continue to be released as hitherto.

279. Consequent on the revaluation of
the Saudi Arabian riyals in the wake of re-
' alignment of the parities of

Exchange major international curren-
Quota for Haj cies on December 18—19,
Pilgrimage 1971 (the gold parity of

the riyals remained un-

changed so that its par value has gone up by
8.57 per cent in terms of U.S. dollars), the
exchange quota for persons performing Haj
Pilgrimage has been revised upward from
Rs. 1,575 to Rs. 1,670 per adult (above the
age of 16 years) and from Rs. 790 to Rs. 835
for each child between the ages of 14 and 16
years to enable the pilgrims to receive the same
amount of foreign currency as before.

280. With a view to encouraging qualified
Indians residing abroad to return to India

Surrender of for securing suitable em-
Foreign Balan- ployment, or for exploring
ces =5Pt?‘-ial the possibilities of setting

xemption up small-scale  industrial

units in this country, certain exemptions were
granted in respect of regulations covering
surrender of foreign currency balances. They
would be permitted on application to retain
their foreign currency balances for a period
of three years from the date of their return
to India, instead of having to surrender them
within 30 days of the date of arrival. Under
this facility, the balances will be allowed to
be used by the holders to pay for imports of
machinery, raw materials and components
for which import licences will be issued on a
liberal basis. The balances can also be sur-
rendered with the right to re-transfer them
abroad within a period of three years or



such further extended period which the
Reserve Bank may allow.

Exchange Control with Bangladesh

281. Steamship/airline companies and tra-
vel agents have been permitted with effect
from May 15, 1972 to book

passages to Bangladesh for
residents of India against pay-
ment of fares in Indian rupees subject only
to the completion of form ‘P’. No prior
approval on form ‘P’ from the Reserve Bank
need be obtained and no restriction has been
imposed on the number of trips to Bangladesh
undertaken by any passenger. Visits to
Bangladesh will also not be counted as visits
abroad for purposes of Foreign Travel Scheme,

1970.

Travel

282. Indian nationals or persons of non-
Indian nationality, who are permanently
residing in India will be released exchange
for meeting expenses for travel to Bangladesh
for business (including attending conferences),
studies, training, medical treatment, etc. The
exchange will be made available only in Indian

_rupee travellers’ cheques marked clearly as
‘encashable only in Bangladesh in Bangladesh
Taka’. The Bangladesh Bank has agreed
to grant similar facilities to residents of Bangla-
desh for their visits to India.

283. Residents of India proceeding to
Bangladesh for private visits are permitted
to take out with them Indian currency notes
up to Rs. 500 (other than notes of the deno-
mination of Rs. 100 or higher) per person per
trip. Similar limits have also been fixed by
the Bangladesh authorities for residents of
Bangladesh to take out Taka notes with them

on visits to India.

284. Authorised dealers have been ad-
vised that all transactions between Bangla-
desh and India other than
those falling under the limited
payments rupee trade arrange-
ments will be allowed to be settled in sterling
or any sterling area currency (except Pakistan
rupees) or Indian rupees or Bangladesh Taka
and will generally be subject to the same
regulations as applicable to transactions with
other countries outside India. The Bangla-
desh Bank has also similarly agreed to release

Other
transactions

72

sterling for settlement of approved transac-
tions_with India.

Table 25 :— Data Relating to Exchange Permits Issuéd
and ‘P’ Forms Approved

A. Foreign Exchange Permits Issued for Study/Training
Abroad during the period July 1971-June 1972

Technical Non-Technical
Courses Courses
Country
Num- Amount Num- Amount
ber of ofEx- ber of ofEx-

Permits change Permits change
Issued Released Issued Released

(Rs.000s) (Rs.000s)
U.K. and Europe.. 508 37,88 551 16,96
U.S.A. and Canada 1132 2,60,02 603 1,03,81
Other Countries 201 13,54 78 2,19

B. Foreign Exchange Permits Issued for Travel Abroad
for Purposes Other than Study/Training during
the period July 1971-June 1972

Number of Amount of
Permits Exchange
Issued Released
(Rs. 000s)
Business 10716 6,62,86
Medical treatment 576 57,95
Study tours 1082 46,04
Attendance at conferences .. 1413 28,34
5678

Miscellaneous 1,33,33 .

C. Number of ‘P’ Form Applications Approved dﬁring
the period July 1971—June 1972

No. of
Purpose ‘P’ Forms
Approved
Joining head of family 11778
Visits to relatives 9288
Export promotion 256
Employment abroad 4253
Emigration for permanent settlement 6083
Students/Trainees 3130
Miscellaneous 23190
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VI. SURVEYS AND SEMINARS ORGANISED BY THE RESERVE BANK

285. The decennial All-India Debt and
Investment Survey 1971-72, being conducted
by the Bank in collaboration
with the National Sample
Survey (NSS) Organisation
of the Government of India and the Statistical
Bureaux of the State Governments, was in
progress during the year under review. The
field work on the demand side investigations
for -the Survey is being carried out by the
National Sample Survey Organisation for
the Central Sample and that on the State
matching sample and the Reserve Bank mat-
ching sample by the Statistical Bureaux of
the State Governments. The demand side
investigations for the Survey are conducted
through canvassing of three schedules and a
supplementary schedule, among 1,44,000 rural
and 53,000 urban housecholds covered by the
Central, State and Reserve Bank samples.
An additional village schedule will also be
canvassed among the 12,000 villages selected
for the demand side investigation., The Bank
has set up Statistical Cells in the various State
Headquarters to ensure smooth flow of filled-
in schedules from the field and to carry out
scrutiny and editing of the schedules.

Surveys

286. At the instance of the Bank’s Agri-
cultural Credit Department, the Division of
Rural Surveys of the Economic Department
undertook the Field Study on Crop-wise
Scales of Finance in Kerala State. The object
of the study was to collect the requisite ma-
terial to serve as guidelines to District Central
Co-operative Banks in arriving at realistic
scales of finance for paddy and other im-
portant crops in Kerala. The Division also
conducted a field study on the working of
jointly-owned private wells and Government-
sponsored ‘community wells in Karad Taluk,
Satara District, Maharashtra. This was
undertaken with a view to evolving some
guidelines to Small Farmers Development
Agencies, land development banks and other
appropriate credit institutions for takingup
the financing of similar joint ventures in other
areas as a measure of promoting minor irri-
gation schemes in the country for the benefit
of cultivators, especially the small farmers.
The Division’s regular Survey of Co-operative

Bank Advances and Deposits was also in
progress during the year.

287. The Division of Rural Economics
of the Economic Department also conducted
during the period under review three studies,
viz., (i)a field study on the operations of a
mobile bank,. (ii) study in collaboration with
the Bank’s Agricultural Credit Department
on cash credit system for financing coconut
cultivation in Kerala and (iii) an on-the-spot
study of cotton markets in the Vidarbha
region. Officers of this Division participated
in an inter-departmental study on the working
of the scheme of financing primary agricul-
tural credit societies by commercial banks
in Haryana, Mysore and Madhya Pradesh.

288. The Division of International Fi- -
nance of the Economic Department finalised
during the year the results of the survey of
unclassified receipts during the quarter July-
September 1970 (ie., 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 Department
by the authorised dealers) referred to in the
last year’s Report, and a detailed note ana-
lysing the results was published in the No-
vember 1971 issue of the Bank’s Bulletin.
The purpose-wise pattern revealed by this
survey was more or less the same as that
obtained in the earlier survey. No change
was, therefore, called for in the basis on which
the unclassified receipts are allocated to diffe-
rent purposes in the balance of payments
statistics. The results of the survey for 1971
which covered the quarter April-June are
being finalised. The survey for 1972, which
covers the three-month period, February-
April, is in progress. The Division continued
to undertake on an annual basis the survey
of freight and passage fare payments and
receipts relating to Indian and foreign shipping
and airline companies.

289. The Division of International Fi-
nance also continued to call for quarterly
foreign investment survey reports from bran-
ches of foreign companies and Indian joint



stock companies. The assessment of India’s

international investment position in 1968-69,

based primarily on these reports, is under
preparation.

290. During the year, the Division of
Trade of the Economic Department launched
two surveys, a Survey of Foreign Collabora-
tion in Indian Industry and a Survey of Indian
Joint Ventures Abroad. While the latter is
a fresh Survey being conducted for the first
time by the Bank, the Survey of Foreign
Collaboration in Indian Industry is a follow-
up of a similar Survey initiated in 1965, the
results of which were published in 1968.
The Surveys, already in progress, cover the
period 1964-65 to 1969-70.
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291. A seminar of the economists of the
public sector banks was held by the Reserve
Bank in April 1972 to discuss
the role of the economists
working in banks in collecting
appropriate statistics, involvement in policy
and credit planning in evolving special schemes
for priority sectors and deposit mobilisation
and in pre-investment and post-investment
appraisal of schemes in lead bank areas.
In the same month the Bank also held a se-
minar of the heads of agricultural finance
departments of the major commercial banks
to discuss the problems faced by the banks
in increasing finance to the agricultural sector
and recovering loans advanced for agricul-
tural development.

Seminars
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292. Realising the importance of general
as well as intensive training for the personnel
at all levels—junior, supervisory and senior
executive—not only in respect of its own but
also in respect of the commercial banks, of
co-operative institutions and even of Govern-
ment Departments concerned with the execu-
tion of special schemes linked with institu-
tional credit, the Reserve Bank has established
various training institutions. These institu-
tions have been carrying out a series of training
courses. The year under review saw consi-
derable expansion of activities in this regard.

293. In terms of its long-term objectives,
the National Institute of Bank Management
(NIBM) expanded further
during the period July 1971-
June 1972 its capabilities
to help the banking industry
in training and developing its senior person-
nel, to provide a series of consultancy services,
and to disseminate professional knowledge
and information. During this period, in all
nineteen programmes were offered in which
four hundred and nineteen officers from banks
in India and from abroad participated. These
included advanced management training, se-
nior executive course, executing development
programme, branch management programme,
credit management, workshop for trainers,
first man-power development seminar, work-
shop for performance planning, and training
for export finance.

National Insti-
tute of Bank
Management

294, On the research side, which is the
core of the Imstitute’s activities, various stu-
dies in the areas of development banking and
regional economic potential, credit risk ana-
lysis for agricultural lending, business plan-
ning and implementation for rural banking,
financing of agriculture, investment and credit
planning for maximisation of employment
were launched and either completed or were
in full swing Broadly, the research pro-
gramme concentrated on contribution either
to policy formulation or to the Institute’s
training programmes and consultancy for
the banking industry.-

295. The consultancy projects under-
taken during 1971 pertained to: (a) orga-
nisational  planning, (b) decision-making
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systems,  (c) management development and
(d) recruitment. A reorganisation project for
meeting the rapid expansion of the Bank of
Maharashtra has been undertaken and the
report has been submitted. The Institute
provided consultancy help to Bank of India,
Indian Bank, Indian Overseas Bank, Punjab
National Bank and Indian Banks’ Association
for the selection of clerical and officer staff
using the battery of tests developed at the
Institute. A total of 8,947 candidates was
tested for clerical positions and 5,755 candi-
dates for officers’ cadre,

296. NIBM started the publication of a
quarterly journal titled Prajnan; its first issue
was published in January 1972. Three other
publications, viz.,, Directory of Courses—
1971-72 Edition, Programmed Text on In-
land Remittances and NIBM Brochure were
also issued.

y

297. During the period under review, the
College conducted five courses on Credit
Appraisal and two courses

Bankers Train- each for legal officers of term-

ing College,

Bombay lending  ‘institutions and
banks and for supervisory
inspection staff of commercial banks. The

College also conducted, for the first time, an
in-company course on Credit Appraisal for
the officers of Central Bank of India. Two
courses each in Senior Banking and Foreign
Exchange and one course each on Inter-
mediate Banking, on Personnel and Organisa-
tion, and on Organisation and Methods were
also conducted at the College. As mentioned
in the last year’s Report, two new courses,
viz., a course on Project Appraisal (Financial)
and another on Market Analysis for the
Officers of term-lending institutions as also
for such officers of commercial banks as are
handling term loans were introduced at the
College during the period. The former course
has since been merged with the Credit Ap-
praisal Course.

208. The College is also conducting
courses for the Bank’s own officers. Two
Central Banking courses for Staff Officers
Grade I and a Credit Appraisal course for
the officers of the Bank’s Department of
Banking Operations and Development and



the 1DBI were conducted at the College during
the period. Further, two new courses, a
course for the faculty attached to the Bank’s
own training institutions and a Central
Banking-Advanced Course for the Senior
Staff Officers Grade III were instituted.
A few senior officers of commercial banks
also attended the Central Banking-Advanced

Course.

299. The total number of officers from
banks and financial institutions including
Bank’s own officers who received training
in the College during the period was 685.
Since the inception of the College in 1954,
4525 officers have received training in the
different courses conducted by the College.

300. The College proposes to introduce
very soon a course on Industrial Relations
in Banking for the benefit of both the ‘staff’
and the ‘line’ executives of commercial banks
and financial institutions and conduct short
courses on Bank Statistics and Export Fi-
nance and a Seminar on Financing of Small-
Scale Industries. The College also proposes
to offer a two-tier course in Branch Manage-
ment, in collaboration with the Indian Insti-
tute of Management, Ahmedabad for
branch managers and accountants of com-
mercial banks. The College is also working
on an integrated course for middle level
executives of commercial banks,

301. Further, the College is now designing
a two-tier Afro-Asian Regional Course on
Development Banking in collaboration with
the Economic Development Institute, Wa-
shington, for executives and senior officers
of development banks from various countries
in Asia and Africa. The course is likely to
be offered in early 1973.

302. During the period under review, two
courses for the managerial staff of State/

central co-operative banks
Co-operative  and one course each for
Bankers h . f
Training the  managerial sta of
College, Poona urban banks and central banks

financing industrial co-ope-

ratives were held. Three courses for the
branch agents of State/central co-operative
banks, five courses for the land development
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banks (three general courses and two courses
on project planning and appraisal) and three
agricultural finance courses, one each for the
senior and the middle level personnel of com-
mercial banks and the officers of the Reserve
Bank, were also held during this period. In
addition, one refresher course each, for the
managerial staff of State/central and urban
co-operative banks and one special course
each, for the managerial staff of land develop-
ment banks in Tamil Nadu and Mysore States,
were also held at the College. A special
course for project officers and assistant pro-
ject officers of Small Farmers Development
Agencies/Marginal Farmers and Agricultural
Labourers projects was introduced at the
College and three such courses were held.
The College also instituted short-term courses
and two such courses on Banking Regulation
Act and one course for the managerial staff
of  Statefcentral co-operative banks on
financing of weavers’ societies were conducted
during this period.

303. The number of officers from co-
operative, land development and commercial
banks who received training in the College
during the period was 723. Since the in-
ception of the College in September 1969, as
many as 1443 officers have received training
in the different courses conducted by the
College.

304. Besides these courses, two seminars,
one each for the chief executive officers of
State co-operative banks/central land deve-
lopment banks and urban co-operative banks
were organised.

305. The College continued to conduct
the General Course on Central Banking for
Staff Officers Grade 1I (Di-
Staff Training Tect Recruits and Promotees)
College, Madras and  Assistants and  the
Inspection Course for offi-
cers of the Bank’s Department of Banking
Operations & Development, the Industrial
Finance Department and the Agricultural
Credit Department on a regular basis. The
College has also conducted two Induction
Courses for Staff Officers Grade I/Grade II
(Direct Recruits). The total number of em-
ployees who have so far reccived training in
the college is 3386.



306. The Zonal Training Centres at
Bombay, Madras and New Delhi continued
to conduct courses for junior

Zonal Training and senior clertks of the
Centres Bank. The Zonal Training
Centre at Calcutta could

not ‘pe reopened during the period due to
certain administrative exigencies. The total
number of clerical staff who have so far re-

ceived training in the various Zonal Training
Centres is 6961.

Other Matters of Education and Training

307. Under the standing arrangements
with the Administrative Staff College of
India, Hyderabad, Bank’s
Officers were deputed to
‘ attend management develop-

ment courses conducted by the  College.
- Officers were also sent to participate in some

of the courses conducted by the Bankers

Training College for the officers of commercial

banks and financial institutions, as also to

short-term courses on management develop-
ment organised by the All-India Management
and State Level Associations, Management

Institutes and a few other similar institutes.

The Bank also deputed its officers to parti-

cipate in the courses conducted by the IM.F,,

the I.B.R.D. and the Asian Institute of Eco-

nomic Development & Planning, Bangkok.

The Bank deputed its officers to participate

in the SEANZA Central Banking Course

and other courses of interest to it organised
by some other foreign institutions. Besides,
officers were also deputed for study visits/
training to banking and financial institutions
in the U.K., West Germany, Sweden, France
and Italy. .

Deputation of
Staff

308. Duringtheyearunder review, the Bank
brought out the Hindi version of the Annual
Report on the Working of
the Reserve Bank of India
and Trend and Progress of
Banking in India for the year
ended June 30, 1971, as also
the Hindi version of the revised edition of the
Functions and Working of the Reserve Bank
of India. Besides, the Hindi translation of
the revised exchange Control Manual (sixth

Promotion
of Hindi in
R.B.1.

7

edition) was sent to Government for publica-
tion in a special issue of the Gazette of India.
The Bank also continued to offer assistance
to its associate institutions, viz., the Indus-
trial Development Bank of India, Agricul-
tural Refinance Corporation, Unit Trust of
India, Deposit Insurance Corporation and
Credit Guarantee Corporation of India Ltd.,
for Hindi translation of their annual reports
as well as their press communiques, advertise-
ments, notifications, notices, etc.

309. In compliance with the provisions
of the Official Languages Act, 1963, the Bank
continued to issue press communiques/notes/
releases/summaries, notices, advertisements
and notifications simultaneously in English
and Hindi. The letters and communications
received in Hindi from the members of the
public, the Central Government and the State
Governments were entertained and replied
to in Hindi.

310. At one of its meetings, the Official
Languages Implementation Committee set
up in the Department of Banking, Ministry
of Finance appreciated the significant pro-
gress made by the Bank in the field of pro-
gressive use of Hindi. At its instance, a
seven-member Official Languages Implemen-
tation Committee was set up in the Bank
under the Chairmanship of the Chief Manager
with the object of accelerating the progressive
use of Hindi in the Bank. The Committee
held its first meeting on March 24, 1972 and
reviewed the progress made so far in the
progressive use of Hindi in the Bank and in
the Hindi teaching programme under the
Bank’s Hindi Teaching Scheme.

- 311. The Hindi classes continued to be
conducted by the Bank under its own teaching
scheme at different centres on voluntary basis
for the benefit of the Bank’s employees. The
incentives provided for passing Hindi exami-
nations were also continued during the year.
The incentive of honorarium to the typists
of the Bank for passing the Hindi Typewriting
Examination continued to be offered. With
a view to accelerating the pace of Bank’s
Hindi Teaching Scheme, the question of pro-
viding additional incentives to our employees
was also taken up for consideration.



78
VIII. ACCOUNTS AND OTHER MATTERS

313. The contributions to the National

312. During the accounting year ended
June 30, 1972, the Bank’s income after making
the usual and necessary provisions amounted
to Rs. 222.17 crores as compared with the

Agricultural Credit (Long Term Operations)
Fund, the National Agricultural Credit
(Stabilisation) Fund and the National In-

last year’s income of Rs. 196.46 crores. dustrial Credit (Long Term  Operations)

Year
1971-72 1970-71
Rs. . Rs.
i c ays ¢ ans Adva to State Govern-
@ Intorest on Ways and .P?/le'ms‘ .A( V'lT’I‘CeS .. .. .. 15-32 crores 10.21 crores

ments . .

(ii) Interest on Loans and Advances to the State Governments
(other than on Ways and Mcans Advances referred to at

item (i) above) and Commercial and Co-operative Banks 21:74 crorcs

20-56 crores

(iit) Interest on Rupee Sccurities and Discount on Rupee Trea-

sury Bills

(iv) Interest and Discount on Foreign Securities, Investments

and Treasury Bills .. ..

(v) Comniission and profit or gain by Exchange

(vi) Other income
Total

Less Transfers to Funds as stated in Para 313

Fund were Rs. 19 crores, Rs. 6 crores and
Rs. 40 crores, respectively, as against Rs. 18
crores, Rs. 2 crores and Rs. 40 crores, res-
pectively, during the year 1970-71.

314. Out of the balance of income amount-
ing to Rs. 157.17 crores after allowing for the
total expenditure amounting to Rs. 37.17
crores during the year as against Rs. 36.46
crores in the previous year, the surplus of
profit set aside for payment to Central Govern-
ment was Rs. 120 crores as against Rs. 100
crores paid last year.

315. The rise of Rs. 25.71 crores in the
total income from Rs. 196.46 crores to
Rs. 222.17 crores was mainly due to increase
in interest on rupee sccurities and treasury
bills reflecting (i) the effect during a full year
of the increase in the Bank rate by one per
cent with effect from the January 9, 1971
(ii) the creation of ad hoc treasury bills for the
Central Government for meeting the Centre’s

156-25 crores 133-51 crores

22-58 crores 29-29 crores

6-40 crores 1-39 crores

1-06 crores 0-32 crore

222-17 crores 196-46 crores

60-00 crores

136-46 crores

65-00 crores

—————

157-17 crores

deficit and (7ii) the high level of the State
Governments® overdrafts during the year.
The increase of Rs. 0.71 crore in the expen-
diture was mainly due to nominal increases
in the various items of expenditure.

316. The Accounts of the Bank have been
audited by M/s. Ray and Ray, Calcutta,
M/s. A. F. Ferguson & Co.,
Bombay, M/s. Suri & Co.,
Madras and M/s. Thakur
Vaidyanath Aiyar & Co., New Delhi who were
appointed by Government of India as auditors
of the Reserve Bank of India by the noti-
fication No. F. 3(24)-BC/71 dated October 5,
1971 issued in exercise of the powers con-
ferred by Section 50 of the Reserve Bank of
India Act. In addition to the Bombay,
Calcutta, Madras and New Delhi Offices,
accounts at Bangalore and Patna Offices
have been audited by the Bank’s statutory
auditors this year. The remuneration of

Auditors



the auditors has been fixed at Rs. 15,000
per office.
The Central Board

- 317. The term of office of Shri P.N.

Damry, Deputy Governor, was extended by
- the Central Government for a period of two

years with effect from February 13, 1972.

318. Shri P. L. Tandon and Dr. V. Shan-
mugasundaram retired as Directors of Central
Board on the expiry of their terms of appoint-
ment on January 14, 1972. The Board
wishes to place on record its appreciation of
the services rendered by the retired Directors.

- 319. Consequent on his appointment as
Comptroller and Auditor General of India,
Shri A. Baksi ceased to be a Director, with
effect from March 26, 1972,

320. Shri S. M. Joshi and Dr. Bhabatosh
Datta were appointed as Directors of the
Central Board of the Reserve Bank of India
with ‘effect from February 7, 1972 under
Section 8(1)(c) of the Reserve Bank of India
Act, 1934, Shri C.P. Srivastava was also
appointed as Director of the Central Board
under the same Section with effect from
February 17, 1972,

321. Seven meetings of the Central Board
were held during the year, one each at Luck-
now, Bombay, Madras, Calcutta, Bhubanes-
war; New Delhi and Shillong. The Commit-
tee of the Central Board held 51 meetings of
which 6 were held in New Delhi, 2 in Cal-
cutta, 1 in Madras and the rest in Bombay.

322, Shri V. G. Pendharkar, Executive
Director, left India on April 14, 1972 to take
up the appointment of Economic Adviser to
the Bank of Tanzania under the Technical
Assistance Programme of ILM.F.

Local Board

323. Shri Dayalji G. Patel resigned his
office as a member of the Western Area,
Local Board, Bombay, with effect from April
26, 1972. There was no other change in the
composition or in the membership of the
Local Boards during the year under report.
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Opening and Closing of Offices and Changes
in Organisation and Management

324. A sub-office of the Issue Department

.was set up at Ahmedabad with effect from

Dece;mber 1, 1971 and the Note Cancellation
Se':ctlon functioning at that centre was merged
with the sub-office. Deposit Accounts

Department was also opened on December
1, 1971, at that centre.

Bank’s Premises

325. A contract has been placed for the
construction of the diaphragm wall for
the proposed multi-storeyed
building in the Mint com-
pound at Bombay and the
work is in progress.

New Office
Premises

326. The State Archives Building where
the sub-office of the Issue Department at
Bhubaneswar is to be located
has been taken possession of.
Arrangements  have  been
made to take on lease neces-
sary premises for opening a Regional Office
of the Department of Banking Operations
& Development at Bhubaneswar. Arrange-
ments have also been made to take on lease
office. accommodation in a building under
construction at Jaipur for housing the existing
departments at that centre and for opening
a sub-office.

Leased Pre-
mises for
Office Use

327. The Bank is continuing its efforts to
provide residential quarters which are heavily
subsidised at all important
centres. During the year
under review, the construction
of 16 quarters for clerical
staff at Madras was completed, while construc-
tion of 1038 quarters for clerical and sub-
ordinate staff—272 at New Delhi, 444 at
Calcutta, 218 at Kanpur and 104 at Nagpur—
is in progress. As regards Staff Officers
Gr. I and I1 the construction of 54 quarters at
Bangalore is nearing completion, while cons-
truction of 152 quarters at Bombay is in
progress. Further residential projects which
will provide another 850 flats for clerical
and sub-ordinate staff at New Delhi, Madras,
Bangalore, Hyderabad and Bhubaneswar are

Residential
Quarters



in the planning/tender stage, while 258 flats
for Staff Officers Gr. I and I[ at New Delhi
and Kanpur are in the planning stage.

328. Efforts are being made to secure
land for construction of quarters at centres
where no plot has been secured or where the
number of quarters provided is inadequate.

Employer-Employee Relations

329. Negotiations were held between the
Bank and the All-India Reserve Bank Em-
ployees’ Association on remaining items which
were not covered by the earlier settlement.
A settlement was signed on May 7, 1972
on combined seniority for the clerical staff
of all departments and automatic switchover
of eligible non-clerical staff to clerical cadre.
Simultaneously the Bank has communicated
its decision to the Association on a scheme for
making promotions to the Staff Officers Gr.
I1 in the Bank on the basis of a written test
as against the present method of screening
through a system of interviews. The Bank
has also advised the Association that the
number of posts earmarked for and to be
filled by direct recruits to the cadre of Staff
Officer Gr. II will be 17} per cent of the
sanctioned strength of Staff Officers Gr. 1I
(as it will be from time to time) and that half
of the posts for direct recruits will be reserved
for and filled by members of the staff who
qualify at the recruitment test.

330. The Bank has also set up a Committee
known as “Reserve Bank of India Officer-
Cadres Review Committee.”” The composi-
tion of the Committee is as follows :

Mr. Justice J. L. Nain, Chairman
Bombay High Court, Bombay

Shri V. Isvaran, I.C.S. (Retd.) 7

Prof. N. 8. Ramaswamy,

Director, National Institute Members

For Training In Industrial
Engineering, Bombay J
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The Committee is to review the existing
emoluments-structure, promotion policy and
procedure, methods of ‘in-service’ training,
etc., of the officers of the Bank. The Com-
mittee met on several occasions during the
year under review to hear the views of the
All-India Reserve Bank Supervisory Staff
Association, Reserve Bank of India Officers’
Association and the Bank. The report of
the Committee is expected in a few months.

Employees’ Housing Loan Scheme

331. During the year under report Housing
Loans were sanctioned as under :

No.of Amount
Societies Rs,
A. New Co-operative Housmg
Societies 11 39,13,679
Additional loans to Cp-ope-
rative Housing Societies al-
ready formed .. . 4 4,19,772
43,33,451
No. of Amount
Employees Rs.
B. Individual members of staff
New loans _ 168 30,72,004
Additional loans to emplo-
yees who had already availed
of loans earlier .. 36 4,54,527
35,26,531

The total amount of ‘society’ and ‘individual®
loans sanctioned since the introduction of the
scheme in 1961 amounts to Rs. 3,27,27,611.00
and Rs. 1,13,71,634.00, respectively. In all
2,069 employees have availed themselves of
this facility.



RESERVE BANK OF INDIA
BALANCE SHEET AS AT JUNE 30, 1972
ISSUE DEPARTMENT

— LIABILITIES SSE'TS
- L S ASSETS
din th s. . Rs. P. Rs. p. Rs. P
Notes held in the Bank- , Gold Coin and
ing Department 28,79,48,120-00 Bullion :—

(@) Held in India .
b) Held outside India
Foreign Securities

182,53,10,862-72

4877,73,13,265-50 221,65,38,085-47

Yotes in circulation

Total
Rupee Coin .
Government of India
Rupee Securities .
Internal Bills of Ex-
change and other Com-
mercial Paper

404,18,48,948- 19
28,05,41,745- 87

4474,28,70,691 - 44

rotal Notes issued 4906,52,61,385- 50

. Total Liabilities 4906,52,61,385-50 Total Assets 4906,52,61,385- 50

e st e e, —,—
BANKING DEPARTMENT

LIABILITIES ASSETS
S _ Rs. p. Rs. P.
Capital Paid-up 5,00,00,000-00 |  Notes 28,79,48,120- 00
Reserve Fund .. e .- .. .. 150,00,00,000-00 { Rupee Coin 2,71,688-00
National Agricultural Credit (Long-Term Small Coin 2,08,240- 65

Operations) Fund .. .. .. ..
National Agricultural Credit (Stabilisation)
Fund . . e .
National Industrial Credit (Long-Term Ope-
rations) Fund .. .. .. ..

209,00,00,000-00
45,00,00,000-00
175,00,00,000-00

Bills Purchased and Discounted :—

(a) Internal .. .. .
(b) External .. ..
(c) Government Treasury Bills
Balances held abroad *
Investments** .. ..

Loans and Advances to :—

(i) Central Government
(i) State Governments

Loans and Advances to :—

(i) Scheduled Cemmercial Banks¥

9,85,75,721 -88

311,17,49.668 - 84

195,27.24.607 67

oot 448,18,03.896 33
eposits :—

38,01,00,000-00
27,10,79,000-00

(a) Government
(i) Central Government .. . 47,03,13,413-14
(ii) State Governments . .. 7,91,08,468-66

'(b) Banks
(i) Scheduled Commercial Banks

: (ii) Scheduled State Co-operative
i Banks .. .. .. ..
‘ (iii) Non-Scheduled State Co-opera-

tive Banks .. .. .
(iv) Other Banks

(c) Others
Bills Payable

dther Liabilities

296,76,30,028-10
18,42,05,095-16

99,77,914-40
76,52,821-40

214,39,88,634-13
75,52,14,714-43
285,28,09,886- 83

© (i) State Co-operative Banksf
(iii) Others .. ..

Loans, Advances and Investments from
National Agricultural Credit (Long-Term
Operations) Fund .. .. .. .-
(a) Loans and Advances to :—

(i) State Governments .-
(ii) State Co-operative Banks ..
(iii) Central Land Mortgage Banks ..
(iv) Agricultural Refinance Corpo-
ration .. .. .. ..
(b) Investment in Central Land Mortgage
Bank Debentures ..

169,11,51,249-00

10,88,91,800-00

53,05,82,256-54
20,70,01,632-00

5,00,00,000-00 -~

. 10,60,77,030- 00
Loans and Advances from National Agri-

cultural Credit (Stabilisation) Fund

Loans and Advances to State Co-operative
Banks .. .- .. . ..
) . Loans, Advances and Investments from
}' National Industrial Credit (Long-Term
Operations) Fund

(a) Loansand Advances to the Develop-
/ ment Bank .. . .. ..
; (b) Investment in bonds/debentures issued
! by the Development Bank ..
| Other Assets.. .. .

25,70,39,464-00

92,82,33,544:00

8474,57.057- 34

Total Liabilities 1531,09,00,976- 25 Total Assets 1531,09,00,976- 25

Contingent liability on partly paid shares Rs. 9,48,388-69 (Sterling Investments of £ 50,000 converted @ Rs. 100= £5-2721)
* Includes Cash, Fixed Deposits and Short-term Securities. . i )
*x (i) Excluding Investments from the National Agricultural Credit (Long-Term Operations) Fund and the National In-
dustrial Credit (Long-Term Operations) Fund.
(i) Includes Rs. 5,17,76,414- 16 (equivalent of £ 50,000 and U.S. § 6,982,500) held abroad.
+ Excluding Loans and Advances from the National Agricultural Credit (Long-Term Operations) Fund.
t+ Includes Rs. 45,00,000 advanced to scheduled commercial banks against usance bills under Section 17 (4) (c) of the Reserve
Bank of India Act. . ) ] .
¥t E?cc]uding Loans and Advances from the National Agricultural Credit (Long-Term Operations) Fund and the National
i al Credit (Stabilisation) Fund.
Agricultural Credit ) S. JAGANNATHAN, Governor.

K. N. R. RAMANUIJAM,
Chief” Accountant.
Dated the 8th August 1972,

P. N. DAMRY,
R. K. HAZAR],
V. V. CHARI,

Deputy Governor.
Deputy Governor.
Deputy Governor.

S. S. SHIRALKAR, Deputy Governor.



PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED JUNE 30, 1972

INCOME

Interest, Discount, Exchange, Commission, etc. £ ..

EXPENDITURE

Establishment .

Directors’ and Local Board Members’ Fees and Expenses

Auditors’ Fees T .
Rent, Taxes, Insurance, Lighting, etc.

Law Chargcs . .. ..

Postage and Telegraph Charges

Remittance of Treasure

Stationery, ctc. .. .. .. ..
Sccurity Printing (Cheque, Note Forms, etc.)
Depreciation and Repairs to Bank Property

Agency Charges .. .. e ..
Contributions to Staff and Superannuation Funds
Miscellancous Expenses . . .. ‘e
Net available balance ..

Total

Rs. P.
157,16,50,995-40

20,93,25,621-86
65,527-68
90,000-00
1,02,10,648-99
2,16,523:57
11,87,907-87
67,29,577-01
27,98,163-31
4,80,22,762-31
1,06,19,459-89
7,28,37,842-14
95,46,783-63
120,00,00,177-14

157,16,50,995-40

Surplus Payable to the Central Government

120,00,00,177:14

RESERVE FUND ACCOUNT

By Balance on 30th June 1972
By transfer from Profit and Loss Account .
Total

150,00,00,000-00
Nil

150,00,00,000-00

£ After making usual or necessary provisions in terms of Section 47 of the Reserve Bank of India Act.
S. JAGANNATHAN, Governor

K. N. R. RAMANUJAM,
Chief Accountant

TO THE PRESIDENT OF INDIA,

We, the undersigned Auditors of the Reserve Bank of India, do hereby report to the Central Government upon
the Balance Sheet and Accounts of the Bank as at 30th June 1972.

We have examined the above Balance Sheet with the Accounts, Certificates and Vouchers relating thereto of the
Central Office and of the Offices at Calcutta, Bombay, Madras, New Delhi, Patna and Bangalore and with the Returns
submitted and certified by the Managers of the other Offices and Branches, which Returns are incorporated in the above
Balance Sheet, and report that where we have called for explanations and information from the Central Board such
informatjon and explanations have been given and have been satisfactory. In our opinion, the Balance Sheet is a full
and fajr Balance Sheet containing the particulars prescribed by and in which the assets have been valued in accordance
with the Reserve Bank of India Act, 1934 and Regulations framed thereunder and is properly drawn up so as to exhibit
a true and correct view of the state of the Bank’s affairs according to the best of our information and the explanations
given to us, and as shown by the Books cof the Bank.

Dated the 8th August 1972,

RAY & RAY,

A. F. FERGUSON & CO.,
THAKUR VAIDYANATH AIYAR & CO.,’
SURI & CO.

P. N. DAMRY,
R. K. HAZARI,
V. V. CHARYJ,

Deputy Governor.
Deputy Governor.
Deputy Governor.

S. S. SHIRALKAR, Deputy Governor.

REPORT OF THE AUDITORS

') .
}Auditors.
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