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LETTER OF TRANSMITTAL

Rescrve Bank of India,
Central Office,
Bombay.

August 12, 1974

Sravana 21, 1896 (Saka)
The Sccretary 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
Scction 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 Junc 1974 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 ycar cnded the 30th June 1974,

lYours 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, 1973-June 30, 1974 '

I. OVERALL TRENDS IN THE ECONOMY

A variety of internal and international fac-
tors combined to make 1973-74 (July-June)
a year of unprecedented inflation. Prices
moved up more rapidly and over a wider area
than in the preceding years. Despite the
measures taken to curb these tendercies, ex-

pectations throughout the year continued to

favour further price increases. Both manu-
facturers and consumers tended to buy not
only for current use but for meeting future

_ needs as well. These demand pressures were
intensified to some extent by the use of un-
accounted money for the purchase of goods
and services. Simultaneously, price increases
of the past were being translated into higher
costs in virtually all sectors of the economy.
Altogether, the situation at the end of the
year was such that unless adequate steps were
taken, there was a danger of further accentua-
tion of inflationary tendencies.

2. Though, in regard to prices, the year
1973-74 witnessed a continuation of the trends
of previous years, there were several develop-
ments which were different. While the carry-
‘over stocks of agricultural commodities were
generally lower and the grain prices in the
world markets were considerably higher, the
overall availability of many agricultural com-
modities was better than in 1972-73, because
of an improved kharif crop and continuation

“of food imports. With better supplies of
both indigenous and imported raw materials,
together with strong demand in the domestic
as well as world markets, conditions were

also favourable for maintenance, if not an.

augmentation, of industrial output. There
were, at the same time, power and transport
bottlenecks impeding industrial production
in the economy. Even so, the increase in
aggregate output during 1973-74 was clearly
larger than in the two preceding years. This
did not, however, get reflected in any modera-
tion of price movements, partly because aggre-
gate domestic expenditure continued to ex-
pand, but principally on account of short-
comings in regard to procurement and dis-

tribution of food articles, provision of power
and transport facilities and maintenance of
industrial peace.

3. As observed earlier, besides demand
pressures, cost factors were also responsible
for pushing up prices in the last twelve months.
The continuing increase in the prices of wage-
goods led inevitably to a revision of pay and
other emoluments in both public and private
sectors, enhancing labour costs generally.

~The controlled prices of many agricultural

and industrial commodities were raised sub-. .
stantially and these, together with the annual
additions to excise and sales taxes, pushed
up production costs in a chain reaction. Side
by side with these internal developments,
steep increases in world prices of food articles
as well as of basic metals and chemicals in-
tensified the pressure on costs and prices in
India. In the last quarter of 1973, the situa-
tion was worsened. by the large increase in the
price of petroleum and petroleum products.
Speculative currency movements and floating
exchange rates magnified the uncertainties
in world markets generally, and contributed to
the transmission of inflationary influences
from omne country to another. India could
not be, and was not, immune to these in-
fluences from abroad. :

4. It is, in other words, necessary to re-
cognise that price increases in India were
neither an isolated nor a purely monetary
phenomenon. In fact, there was in 1973-74

-a marginal deceleration in the growth. rate

of money supply and aggregate monetary
resources. Prima facie, therefore, no easy
explanation of the rapid acceleration in prices
can be found in the rate of growth of money
supply. The monetary trends and policies
should be considered along with the position
in regard to output, supply and spendings
by different sectors, which explain in part
the responses on the monetary side. It is
thus pertinent to review briefly trends in these
real factors prior to an assessment of the
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monctary and credit trends, as well as the
measures taken for dealing with them.

Trends in Qutput and Supplies

5. The provisional estimates "of national
income prepared by the Central Statistical

Organisation indicate - for
National 1972-73 a ratc of growth of
Income only 0.4 per cent (at 1960-61

prices) showing a further de-
clinc from the low of 1.7 per cent registercd
in 1971-72. Though official estimates for
1973-74 arc not yet available, there is little
doubt that in this year a substantial improve-
ment in the growth rate of national income
was achieved. In Government of India’s
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Economic Survey for 1973-74, prepared in
February 1974, for instance, national income
in real terms (at 1960-61 prices) is esti-
mated to have recorded a rise of about 6 per
cent. While the increase might well have
been of this order, it should be noted that
the improvement was in relation to a year of
very poor performance. '

6. The reversal in the declining trend in
national income in 1973-74 is attributable
primarily to sizeable improve-
-ment in agricultural output,
both of foodgrains and other
products. The estimateés of
commodity-wise output during 1971-72 to
1973-74, along with targets for 1973- 74 are
pxcscntcd in Table I.

Agricultural
Output

TABLE 1 :—TRENDS IN AGRICULTURAL PRODUCTION

197374

Unit 197172 197273 1973-74@
' ~ Targets
Total Foodgrains Million tonaes 105.2 95.2 106.0-108.0 - 115.0
Kharif foodgrains .. .. .. . 63.0 57.1 67.0 67.0
Rabi foodgrains - .. .. .. " 42.2 8.1 39.041.0 . 430
Cereals .. .. . .. . 94.1 85.7 96.3 - 103.0.
Rice e » 43.1 38.6 45.0 45.0
Wheat ee e ” 26.4 24.9 24.0 30.0
Pulses e e . 11.1 9.5 12 izl
-
Non-Foodgrains )
Cotton (Raw) Million bales of 6.6 5.5 6.5 - 6:5
180 Kgs. - 7.1 (6.5) 6.6) - - .
Jute & Mesta .. .. .. .. . 6.8 6.0 - 13 75
Oilseeds . Million tonnes 8.8 6.7 9.3 ': T
Groundnuts .. .. .. .. 6.2 3.9 6.0 L
Sugarcane .. .. .. .. . 11.6 12.6 13.0@@  13.4f

@ Likely achievement.
@@ Unofficial estimate.

T Sclected output projections—Draft Fifth Five Year Plan, Planning Commission, Government of Indxa

Note: Figures in brackets indicate trade cstimatcs.
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:7. It will be observed that despite sizeably
increase over the previous: year, the leveliof
foodgrains output would be considerably
short of the overall target of 115 million
tonnes, on account of non-attainment . of
targets in respect of wheat, coarse grains -
and pulses. Output of rice, on the other

hand, registered a remarkable rise. and is

likely to_have attained the target set for the

year.’ Avallablefestlmates, unofficial in some- '
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respéct of: rice-and  coarseigraing was better,
the .overall: stocks ;werésthairnitained -at: 3.4
million-tonnes at-the ehd of December 1973—
same as at the end of previous year.

9. Pr&&}é}ﬁéﬁtl )of 4 1 million tonnes
(rice and coarse grains) during ‘the kharif
.season of 1973-74 (till end-June 1974) com-
pared favourably with, the procurement of
2.8 million tonnes during the corresponding

cases, .in respect of several commercial crops .- period in 1972-73, but it was not at all

suggest that target levels of output might be
more or less attained in most of the cases.
However, this achievement barely compen-
sated for the declines of 0.8 per cent and 9.1
per cent in agricultural output in-1971-72°
and.  1972-73, respectively.. .
count the increase in population in the mean-
time, per capita availability in respect of most
of the commodities could, not therefore have:

been better than in 1970-71 or 1971-72, Fur- |

thermore, dué to the sha.rp ‘decline of output’
in 1972-73 there was, in addition to the demand
for current consumpnon, the demand for,
replenishment of depleted stocks. Aided by
strong expectation of a’ price rise, these con-

tinued pressures further aggravated the
shoxta.ges

C v
e

8. Ina s1m11ar s1tua.t10n last year, trading

in wheat by the private wholesale traders had
been banned from April 1973.

gl;:tl:‘i:t;uti on The policy of monopoly trad-*
System ing was expected. to strengthen

the procurement efforts of
the public agencies. However, procurement
during the 1973-74 rabi marketing season was
4.5 million tonnes——only three-fourths of the
revised target .of 6 million tonnes and slightly
‘more. than ‘one-half of the original-target (8
‘million tonnes). - The actual procurement was

even -lower than-'that in the previous rabi

season (5 million tonnes). ' Despite 'the im-
port - of 4.3 million - tonnes - of -foodgrains
(mainly wheat) in the fiscal year-1973-74, a
“major ‘portion of which was received by the
-end of December, there ‘was'little scope for
addition to stocks with the public ‘sector in
the .context of poor procurement and. large
volume of issue. As a rgsult,” stocks of wheat
at the end of December 1973 aggregated only
1.0 million tonne as‘ against 1.9 million
tonnes and 5.2 million tonnes at the end of
December 1972 and December 1971, réspec-
tively. However, since the stock position in

- Taking into ac- -

s subject to certain maxima.

commensurate  with  either incremental
" kharif production or increased demand. In-
creases ranging between 20-31 per cent al-
_ _lowed in the procurement prices of paddy/
"“rlce, jowar and maize for the marketing season
< of 1973-74 did not have as much impact on
procurement as was hoped. In regard to
wheat, for the marketing season of 1974-75,
“Cbesides raising the.. ‘procurement . price, the
pohcy of monovpoly in wholesale trade was
" given up and private traders were permltted to
operate under a system of licensing and
,, control. The most important feature of this
arrangemert is the obligation on the part of the
wholesaler -to ‘hand’-over- 4o the' Govérnment
50 per cent of his purchases at a . fixed price
of Rs. 105 per quintal leaving ‘the rema.mmg
50 per cent to be sold by him directly at prices
Till end-June 1974
the Food Corporation of India (FCI) had pur-
.. chased 1.1 million.tonnes of wheat  from
" traders and State Government agencies. To-
gether with the direct purchases of 0.4 million
“"tonne, the additions to the supplies available
- with the FCI at 1 .5 million tonnes-were lower
than the procurement of 4.1 million tonnes by
it in the corresponding period-of 1973-74. Even
after taking ‘into account the 50 per cent of
purchases retained by private traders for sale
in the 6pen market, market arrivals were consu-
dera.bly lower tha.n in the la.st year.

©10. In regard to industrial performa.nce
details are mot available for the major part
- - of the year under' review.
 In ‘the calendar yéar 1973,
however, there was virtual
stagnation (0.7 per cent rise)
in overall industrial production as compared
to the 7.17per cent rise in 1972. - A variety
of factors, among other., ‘power shortages,
transport bottlenecks, paucity of raw mate-
rials and. labour unrest contributed to this
stagnation. Information - available for the

Industrial
Output
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first three: quarters (upto. September 1973)
suggests that the declining trend in industrial
output was widespread. Nearly 60 per cent

ot
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(by weightage) of the industries showed de-
clines in production as against 10 per cent in
1972 (Table 2).

TABLE 2:—CLASSIFICATION OF INDUSTRIES BY THEIR GROWTH RATES_‘ -

In terms of; weights in the Ger_\_é‘;i'a;l‘ Index . (1960 = 100)

Range of Growth Rates@

Jainuary—Septcmbcr

o R " Full Year .. ..., .
b TR 1970 1em 1912 197;;"*ﬁ’>" 19734
A Increase - ' 5 A . . : :
4)) Moderate : Less than."»Apler'cént r - ‘ 2;7.99 o 31.98 g 1937 23.07.
(2) Marked : 5 per cent and above ! *131.96 5516 66.44  14.50
of"}"d‘ | ’ .~ . ! " ‘, ‘. = - * L
10 per cent and above - 1572 1589 . 274 359
() Weight (1+ 2) o 50.95 &4 858I. 3157
B. .De(‘h’ne A, . : e ! . . ' ‘
(4) Moderate : LessthanSpercent 16.10 . 1998 553 619 4343
(5) Marked : 5 per cent and above -, .. - 13.24 17.59 © 485 - 552 16.%2
Of which : . T
10 per cent and abc;;‘/tei! ; ‘ 5.30 - 1.99 1.82 8.64
© Weght(-+5 - .. .. .. .. .34 3757 1038 1171 5095
Total Weight (A + B) 97.52¢  97.52*  97.52*  97.52%  97.5%

Provisional.

11. Among the different groups of indus-
tries, production in respect of consumer goods
industries was the worst affected (Table 3).
This group suffered a decline of 5.9 per cent
in production in the period upto September
1973 as against a 5.5 per cent rise in the cor-
responding period of 1972. Vanaspati in-
dustry, for instance, suffered a large fall of
25 per cent in output despite 39 per cent in-
crease in the output of the oilseeds. ‘Basic
Industries’ and ‘Intermediate Goods Indus-
tries’ which had recorded increases of 8.9
per cent and 7.3 per cent, respectively, in
output during 1972, also registered severe set-
backs. While there was a modest increase
(0.7 per cent) in the production of iron and
steel industry, domestic availabilities remained

‘Growth rate represent percentage 1ncreases in output over the rcspectxve preceding years.

C. S. O. does not regularly publish the index of industries w1th the balance of 2.48 percentage points of weightage.

madequate and together with shortages in
other basic inputs, particularly power, non-
ferrous metals, etc., restrained the utilisation
of capacity in various industries and contri-
buted thereby to supply shortages. Even
so, production of ‘Capita.l Good Industries’
recorded a noticeable rise of 13.6 per cent
(as against 7.3 per cent in the corresponding
period of 1972) It may be mentioned, how-
ever, that since in some cases figures are in
terms of value of production, price changes
may account for a part of the rise. But
grester utilisation of past inventories of basic

metals like steel and aluminium would furnish
an evidence of growth in physical output.
Improved performance of the public sector
enterprises also reflected this trend.
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TABLE 3:—TRENDS IN INDUSTRIAL PRODUCTION (BASE : 1960

(BASE]? ON 'C SO's lNDEX OF INDUSTRIAL PRODUCI'ION)

(Vanatxons during the year ; per cent)

= 100)] .

4

Greups | : Weights : S . i ;. January-September*
® o T 1969 1970 197171 19720 1973 - 1972
1. T T T T T T TS 6. 7 8.
General Index (Crude)- .. 1100000, 4+ 7.0 48 429 4+ 7.0 —01@ ; + 7.3
Use-Based Classification A
1. Basic Industries - 2511 . + 89 +46 +55.. +8.8 —04 +8.9
2. Capital Goods Industries . - 11.76 .+ 1.8 + 506, .—0.1 + 8.6 +13.6 + 7.3
3. Intermediate Goods Industries ... 25.88. 4 4.2 428 '41.0 + 6.7 + 01 4+ 7.3
4. Consumer Goods Indystries 3735 4102 4+ 65 4+32 4+53 —59 455
Input-Based Classification - .
1. ‘Agro-based Indusities .. 44.08 “ + 55 +45 —03 +51 —2.7 +58
2. Metal-based Industries .. .. 16.55 + 58 + 57 425 +7.0 + 66 + 56
3. Chemical-based Industries .. 8.94 +10.3 4+ 80 + 69 +12.9 —0.6 +13.6
Sectoral Indicators
1. Transport Equipment’ and Alhed Lo ‘
Industries . 10.90  + 0.4 — 405 +64 +51 <+ 718
2. Eleciricity and Allied Industries..” 8.42. +14.2 +11.5 + 9.0 + 84 —1.4 + 9.3

* Provisional.

@ In the calendar year 1973, 1ndustnal productlon mcreased marginally by 0.7 per cent.

12. While there was some improvement
in the availability of raw mtaerials and in
power supply during the first half of 1974,
industrial activities suffered considerable dis-
location on account of strikes and political
disturbances in several areas. On balance,
it is possible that industrial output in the aggre-
gate registered only a marginal change as
compared to the corresponding six months
of 1973. However, because of the higher
costs of production, any increase in output
that might have occurred had little impact on
the supply prices of finished goods.

Trends in Aggregate Expenditure

13. In regard to the ‘demand factors,
while the precise magnitude of. aggregate ex-
penditure is not known as yet, there is little
doubt that intense demand pressures per-
sisted throughout the year. Expenditures
in the Government sector as well as in the °

- crores.t

private sector contributed to this state of
affairs.

14. According to the revised estimates
of the Central and State Governments’ bud-

- gets for 1973-74, their combined expenditure,

which is an important. component in the
aggregate expenditure, recorded a rise of 10.2
per cent aver 1972-73 (Table 4). Desplte an

increase of 11.0 per cent in receipts, in terms

of the revised estimates, there would have
been a combined overall deficit of Rs. 861
But the latest figures available now

1 In the case of the Centre the deficit is measured

. by net increase in outstanding Treasury bills and with-
- drawal from cash balance and in the case of States by

decline in cash balances, net sales of securities held by
by the Statesin their cash balance investment accounts,
encashment of securities held in revenue reserve funds
and net increases in RRBI credit in the form of ways and

~.-means radvances and overdrafts (repayable within 7

workmg days with effect from May 1, 1972) as pre-
sented in State budgets.
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was? - ‘catéd'in the revised estimates.” To that extent
the magnitude of the increase in Government
- expenditure indicated below, on the basis of
- revised estimates; is likely to- understate the
impdct of ‘measures taken by .the Government
.- for containing demand pressures. This limi-

~ tation of the data should be borne in mind.

show that the magnitudé of actual deficit wa
substantially less at Rs. 495 crores.2” The
final figures of receipts and:disbursements
corresponding to this deficit are not available
as yet.- There is; however, evidence to suggest
that jactual: expenditure, particularly of .the
- Central- Govcrnment,” was lower than‘, indi- -

7. ¥ - TABLE 4:—COMBINED RECEIPTS AND DISBURSEMENTS OF CENTRAL AND STATE®! ' -
GOVERNMENTS i

(Amounts in Rupees Crores)

Loy . 5 L '.4 1y

0. 1.0 . 197293’ 1973-74 0197374 0 11974775
o (Accounts) (Budget Estimates)@ (Revised }E{s'ti’r.nraxtes)w (Bu{éget E_su_@lates)@

Amount Amount Percent Amount Percent Amount Per cent

‘ ¢ ' increase ° increasé ‘“increase

)/ )/ +)
decrease decreaﬁg,“e?’s RN I P Jdecrease

(=) (—) —)
" N ; . overthe . over the . . . .over the
B ‘ " previous o previous - ’ previous

) or > ' year - ., ~ year o+ o . year

i Sy [EN L ot 2. i 3. M 4 5“ 6. . 7'

14300, .. +12.5,

1. Total Receipts (A+B) .. .. 11449 12587 + 9.9  12711* +11.0
8233 %060 +10.0 9201 :+11.8 - 10193 ~+10.8

A e

A. Revenue Receipts
" Of which :

Tax Receipts - .. .. 6432°- 7175 +11.6 .. 7250 +12.7 8023 .+10.7
B. Capital Receipts .. .. 3216 _ 3521@@+ 9.7  3510% -+ 9.1 . 4107 +417.0
II. Total Disbursements .. .. 12319 12876 + 4.5  13572* +10.2 14401 -+ 6.1
., Ofwhich : L . . - o
"A. Developmental Outlay (a+b) 5745 - 6538 . +13.8 . 6516 +13.4 6885 - 5.7
@ Revenue.. .. .. 4213 2912 +{16.6 . 4797 139 496 -+ 27
() Capital .. .. .. 1532 1626 -+ 6.1 1719 4122 1959  114.0
. ..; B.. Non-Developmental Out-.. o _ S '
lay @-+b) . .. .. o ... 4217 4426 4 5.0 4618 £ 9.5 5053 + 9.4
@ Revenue " .. . .. 4034 4230 L 49 4431 -+ 9.8 4765 -+ 7.5
®) Capital .. . .. ... 18 . 196 -+ 7.1 187+ 2.2 288 . +54.0
II. Overall * Surplus, (+)/Deficit ' o S
@I LT —810 —289 - g6l - 101
Notes: , .

(1) Figures are adjusted for inter-Governmental transfers on the basis of data available in the Staté Government

Budgets. The combined overall position, however, remains unchanged.

. (2) :.Figures given here are not comparable with those given in the earlier Reports due to changes in budgetary
c}:ss_lffiicatt}on adopted in 1974-75. Figures for the earlier years are also presented in this table according to the revised
classification. . . .

. (3) To maintain uniformity, data available for,Gujarat, Haryana and Tamil Nadu on the basis of old classifica-
tion for 1972-73 and 1973-74 have been broadly classified in to the revised form.

@  Includes effects of Budget proposals. However, the figures of aggregate receipts and tax receipts for 1974-75
(Budget Estimates) do not include the expected yield of Rs. 136 crores during'1974-75 from the additional tax proposals
incorporated in the Finance Bill No. 2 of the Central Government presented to the Parliament on July 31, 1974. :

@@ _Excludes market borrowings (Rs. 3 crores) by Jammu andp Kashmir; Electricity Board. »

* Excludes P.L. 480 transactions under the Indo-U.S. Agreement, 1974, =~ . -

2 Comprising deficit of Rs. 320 crores of the Centre as measured by net increase in outstanding Treasury bills
and variation in cash balance and Rs. 175 crores of States as measured by 'variation in cash balance, ways and
means advances from the Reserve Bank and holdings of Treasury bills as per RBI records. R -
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15. Central Government’s expenditure,
which was to have declined by 2.6 per. cent
in terms of the 1973-74 (April-
March) budget estimates re-

Central . :
Government’s: corded an increase of 5.8 per
Budget3 cent (Table 5). The devia-

tion from the budgetary anti-

cipation was solely ascribable to a rise of 14.2

. per cent in non-developmental expenditure ;
developmental expenditure, largely its invest-

ment component, recorded a fall of 2.6 per
cent. A number of expenditure control mea- -
sures taken by the Central Government helped

the ‘budget deficit’ to be limited to Rs. 320
crores,* and net RBI Credit to Government
sector as a whole to Rs. 764 crores. How-
ever, it was only in the last few months of the
fiscal year that reduced spending by Govern-
ment was achieved. In-the period April 1973
to December 1973 for instance, net RBI Credit
to Government amounted to Rs. 405 crores,

~as compared with Rs. 212 crores in the cor-

responding period of 1972. Thus, by the

time significant cuts in Government spending -

became operative, budgetary operations had
contributed to a sizeable increase in money
incomes in the private sector. Part of the

economy in the Government sector was

achieved, apparently, by a postponement of
payments to contractors and suppliers to the
public sector, and through the substitution
of budgetary support to public enterprises by
-borrowing from the banks. Even so, it was
for the Central Government a major achieve-
ment to have brought down the actual bud-

getary deficit to & level much lower than in

the preceding two years. Net RBI Credit
to the Central Government during January-
March 1974 increased by Rs. 158 crores as

against Rs. 501 crores during the correspond- .

ing period of the previous year. Likewise,
despite some delays in adjustments by a few
States, there was little or no financing of
State Government expenditure in the shape of
overdrafts from the RBI. If these performances
are bettered in 1974-75 they could have a very
salutary effect on the inflationary situation in
the coming months

3 Discussion is based on the Economic and Func-
tional classification of the Central Government budget.

4 The revised estimates of the Central budget for
1973-74 indicate an overall deficit of Rs. 650 crores
as mentioned earlier but according to the later data,
deficit works out to Rs. 320 crores. Details of recelpts
and disbursements corresponding to this figure are,
however, not available,
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16. The State Governments kept their
combined deﬁcxt more or less within the limit
anticipated in their budgets.

_ %“:egr‘;tt?;{‘s As against the originally anti-
" of State cipated deficit of Rs. 202
G°V°tm- crores in 1973-74, the deficit
?;;;‘_7’45 as per revised estimate was

only marginally higher at
Rs. 211 crores (Table 6). More recent data
indicate that the deficit was of the order of
Rs. 175 crores. States were able to contain
their deficit despite an increase of Rs. 252

_ crores in the aggregate disbursements over the

budget estimates. There was an increase of
Rs. 290 crores in gross loans from the Centre,
offset to the extent of Rs. 122 crcres by a
decline in grants and shared taxes. Thus, the
transfer of resources from the Centre to the
States in the form of loans, grants and shared
taxes increased by Rs. 168 crores. However,
excluding repayment of loans to the Centre the
aggregate expenditure went up by Rs. 110
crores; the major part of which (Rs. 75 crores)
was met by an increase in the own receipts of
States. States’ own tax and non-tax receipts

~were higher by Rs.142 crores and Rs. 14

crores, respectively. This improvement in the
revenue receipts was offset to the extent of

~ Rs. 81 crores by a shortfall in the own capital

receipts of States.

17. While the non;develdi)mental expendi-
ture (Rs. 1878 crores) was slightly higher
(17.1 per cent) than anticipated in the budget

 (16.1 per cent), developmental expenditure

(Rs. 4760 crores) registered an increase of

_17.0 per cent as against a rise of 15.3 per

cent estimated earlier. But the improvement
was mainly on account of regrouping of
certain expenditure items under the revised

 system of functional classification. adopted

from 1974-75.%5 Under this system, for in-
stance, expenditure on natural calamities
which was treated as non-developmental ex-
penditure hitherto is being classified as deve-
lopmental expenditure. Exclusive of this
item (Rs. 375 crores in 1973-74 as against
Rs. 296 crores in 1972-73) developmental
expenditure increased by 16.3 per cent in

5 Figures for Keralaand Manipur have been taken
from the interim budgets presented by these States.

6 To facilitate comparision, data for 1972-73
(Accounts) and 1973-74 (B.E) and (R.E.) have also been
presented by States on the basis of the revised classifi-
cation.



TABLE 5:—DEVELOPMENTAL AND NON-DEVELOPMENTAL E
' CENTRAL GOVERNMENT L XFENDITURE OF THE

. - (Amountsv in Rupees Crores)
- 1969-70 - 1970-71 1971.72 ' 1972713 1973-74 19
_ E 7374
(Accounts) (Accounts) (Accounts) (Accounts) . (Budget (RevisZ:d zgmi
Estimates) - Estimates) Estimates)
Percent - Per cent Per cent P t ‘ t
varia, varia. varia- -l Maran P
Amount tion Amount tion Amount tion Amount tion Amount tion Amount tion Amount tion
~over the over the over the over the over the over the over the
‘previous previous previous previous - previous previous previous
year year year year year year year
1 2 3 4 5 6 7 8 9 10 11 12 13 14
Total Expenditure (A-+B) . 4925 -+ 8.8 5576@ +13.2 6710 -1-20.3 7849 +4-17.0 7642 - 2.6 8301
. : . . . —2. + 5.8 8654 + 4,
: _ (100.0) (100.0) (100.0) (100.0) (100.0) (100.0) (100.%)) a3
A, P_?‘vg;opmental Expenditure : . )
i-ii . .. 2352 4 5.2 2659 +13.1 3126 +17.6 3949 126.3 4056 -+ 2.7 3847 — 2.6 4244 +10.3
(47.8) 47.7) (46.6) (50.3) (53.1) 46.3) (49.0) +
(i)  Social Services .. 304 +10.5 364 4;19.7 452 4-24.2 664 -1+46.9 746 +12.3 638 — 3.9 625 — 2.0
" _ (6.2) ‘ (6.5 : 6.7 (8.5 (9.8) (1.7 (1.2
(i) Economic Services* .. 2048 4+ 4.5 2295 +12.0 2674 +16.5 3285 +22.8 3310 + 0.8 3209 — 2.3 3619 +12.8
. (41.6) S (41.2) : (39.9) (41.8) 43.3) " (38,6) (41.8)

B. Non-Develppmental Efrpendi-

ture (i4-if) 2573 412.3 2917 +13.4 3584 422.9 3900 + 8.8 3586 —8.1 4454 +14.2 4410 — 1.0
(52.2y (52.3) (53.4) (49.7) (46.9) (53.7 (51.0)

(i) General Services .. 1492 I+ 6.4 1777 +19.2 2018 +13.6 2329 +15.4 2146 — 7.9 2495 4+ 7.1 2509 + 0.6
: 30.3) - (31.9) 30.1) (9.7 (28.1) (30.1) (29.0)

(i) Unallocable .. .. 1081 +21.6 - 1140 -+ 5.5 1566 -+37.4 1571 + 03 1440 — 8.3 1959 +424.7 1901 —3.0
v (21.9) - (0.4 - (23.3) T (20.0) (18.8) (23.6) (22.0)

Note : Figures in brackets are percentages to total expenditure. .
@ Includes compensation paid to nationalised banks estimated at Rs. 84 crores and additional subscription to the IMF and IBRD paid in

{ ! the form of non-
negotiable, non-interest bearing rupee securities estimated at Rs. 114 crores.

* Tnclude Block grants and loans,
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TABLE 6 :—OVERALL BUDGETARY POSITION OF STATES

55 (Amounts in Rupees Crores)
972-73 1973-74 (B.E. = ) - &
(Accounts) ( ) 1973-74 (R.E) 1974-75 (B.E.)$
Amount Amount Per cent Amount Percent Amount  Percent”
variation variation variation
over the over the over the
previous previous previous
year year year
1 2 3 4 5 6 7
1. Aggregate Receipts (A-+B) 7794 7715 — 1.0 -+4.6 8040 4 3.2 7920 — 1.5
e 373)  (7797) — 5.8 . .
A. Revenue Receipts (i<-ii) oLz s 53 lerso] Gh%. CRE oy
, 5465 1.3
® ?{tate@t Own Revenue 02 ¢ (+11.3) (6054) (+10.1)
eceipts 2925 3125 4 6.8 3321 4-13.5 3592 - -+ 8.2
3165 8.2
oF wiich : (3165 (+ 8.2) (3754) (+13.0)
Tax Receipts 1928 (2%)(%? ; _*—_}- 64.6 2197 +14.0 2371 4+ 7.9
(i) Resources Transferred R (2502 (+13.9)
from Centre (a4-b) 1987 (2%2035)3 (-}-113.§ 2178 4+ 9.6 2274 + 4.4
+15.8 2300 5.
(a) Shared taxes 1061 (d%g? ( —ii2860 1175 +4-10.7 ¢ 1193 (-:- 1.%
(b) Grants  from the + ) (1222) (+ 4.0)
Centre .. 926 112 +420.1 1003 4 8.3 1078 + 7.5
B. Capital Receipts (i-+ii) ( 2%18681:% 2332 (—-159.2 1) 2541 —11.8 2054 —19.2
— 5. 3.3
(i) States’ Own Capital u )
Receipts . . 932@ 1030*@ +10.5 949@ - 1.8 1020 -+ 7.5
Of which : ) . :
Market Borrowings (Gross) 216¢£ 194£* —-10.2 167¢ —22.7 265 +58.7
(i) Loans from the Centre
(Gross) . . 1950 1302 —33.2 1592 —18.4 1034 --35.1
. . (1529) (—14.8) (+ 4.1)
II. Aggregate Disbursements 7374° 7999 4 8.5 8251 +11.9 8083 —2.0
Of which :. . : )
(a) Developmental Outlay ’
(i+i) = . .. .. 4068 4689 4-15.3 4760 +17.0 4868 -+ 2.3
(¥ Social - and Com- : '
munity Services .. 2160 2455  +13.7 2500 +-15.7 2442 — 2.3
. Of which : ) '
Expenditure on Na- -
tural Calamities . 296 272 — 8.1 375  4-26.7 71 —81.1
(ii) Economic Services 1908 . 2234 -+17.1 2260 --18.4 2426 4 7.3
(b)) Non-Developmental ‘ .
~ Oullay .. .. 1604 1863 --16.1 1878 -+17.1 1909 + 1.7
() Repayment of Loansto .- -~ ‘
" the Centre .- .. . 690 779 +12.9 921 +33.5 511 —44.5
(d) Loans and Advances to - . :
) Third Parties™ .. .. 721 - 558 —22.6 609 —15.5 5714 — 5.7
(¢) Repayment of Market . : ' . -
Loans .. .. .. 82 1£ —98.8 5£ —93.9 100 --1900.0
III. Overall Surplus (+) ‘or T o ; o
Deficit (—) (I—II) . + 420 — 284 — 211 — 163 . . .
(—1) (=202 (+ 25@@

Notes::

classification. »

1. Figures given here are not comparable with those given in earlier Annual Reports due to changes in budgetary

2. In the case of Gujarat, Haryana and Tamil Nadu the data given for.1972-73 (Accounts) and 1973-74 (BE. &
R.E.) on the basis of old classification have been broadly converted into revised classification, o
3. Figures in brackets for 1972-73 (Accounts) relating to aggregate receipts, capital receipts and loans from the
Centre exclude Rs. 421 crores of net ways and means assistance received from the Centreto clear States® outstanding
overdrafts with the Reserve Bank of India.  The overall surplys/deficit has been adjusted accordingly. S
4. Figures in brackets for.1973-74 (B.E.) are after taking into account estimated yield from budget proposals by
the States (Rs. 40 crores) and their share in Centre’s additional taxation (Rs. 42 crores). . _ - .
5. : Figures in brackets for 1974-75 (B.E.) are after taking into account estimated yield from budget proposals by
the States (Rs. 162 crores) and their share in Centre’s additional taxation (Rs. 26 crores). - S o
6. Figures in square bracket indicate percentage growth rate over the bracketed figures in 1972-73 (Accounts).
. $ TFigures for Manipur and Kerala are provisional. ) ' : o
‘@ In the case of Gujarat the entire amounts for Suspense (net)-and Floating Debt (net) are excluded instead of
Cash Balance Investment Account (net) and Ways and Means Advances and Overdrafts from R.B.1. (net) .
* To ensure uniformity in the presentation of data, market borrowings of Rs. 3 crores by Jammu and Kashmir
Electricity Board are excluded. . )
£ Tn the case of Gujarat and Tamil Nadu entire permanent debt has been taken into account,
@@This surplus will go up 1o Rs. 38 crores if the States’ share (Rs. 13 crores) in Centre’s additional tax measures
proposed on July 31, 1974 is taken into account.
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1973-74 as against 17.1 per cent anticipated
in the budget estimates.

18. Compared to the revised estimates of
1973-74 the budgetary position of State

Governments in  1974-75
Budgetary shows an improvement ; the
3"5‘;‘:;:‘"‘ overall position will change
Governments : irom a deficit of Rs. 211
1974.75 crores in 1973-74 to a surplus

of Rs. 25 crores in 1974-75.
This improvement in the position of States
is partly due to the relief available to them
by way of rescheduling of debt and larger
grants from the Centre in terms of the re-
commendations of the Sixth Finance Commis-
sion ; it also reflects their efforts in mobilising
additional resources of Rs. 162 crores through
fresh measures and accretion of Rs. 26 crores
as their share in Centre’s additional taxation.
Thus, while the normal rate of increase (i.e.,
excluding tax changes) in States’ own tax
receipts in 1974-75 will be 7.9 per cent, in-
clusive of additional tax measures the rate of
growth in tax revenues is estimated to rise to

13.9 per cent, more or less the same as in .

+ 1973-74. Consequently, revenue receipts of the
State Governments are estimated to rise by
Rs. 555 crores.  However, due to a sharp
decline in capital receipts, aggregate receipts
of the States in 1974-75 at Rs. 8108 crores will
be only slightly higher (Rs. 68 crores or 0.8
per cent) than in 1973-74. Aggregate disburse-
ments at Rs. 8083 crores, on the other hand,
would be 2.0 per cent (Rs. 168 crores) lower
than the 1973-74 level. Developmental ex-
penditure which had recorded a rise of 17.0
per cent in 1973-74 is estimated to increase
by 2.3 per cent. = Excluding the expendi-
ture on natural calamities, developmental ex-
penditure would record an increase of 9.4
per cent. Non-developmental expenditure is
budgeted to rise by 1.7per centasagainst 17.1
per cent in 1973-74. :

19. Thus, on the basis of available data
it would appear that State Governments have
tried to restrain demand pressures emanating
from their budgetary operations. Their own

resource mobilisation effort in 1974-75 is ex- -

pected to be noticeably better than in 1973-74.
However, in view of the increased provision
that will have to be made for additional dear-
ness allowance payments to the State Govern-
ment employees, more steps will have to be

-Rs. 50 crores during 1974-75.
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taken for raising additional resources if de-

mand pressures arising from these are to be
averted.

20. Since details of constituent elements of
State Governments’ expenditure are not avail-
able, an analysis of the total

Current impact of the public sector is
Expenditure not  possible..  However,
' trends in Central Govern-

" ment’s expenditure clearly indicate its contri-

bution to demand pressures. Cuirent ex-
penditure, even excluding interest transfers,
increased by 6.1 per cent during 1973-74 as
against a decline of 1.1 per cent in terms of
budget anticipation. Wages and salaries ex-
penditure increased by 11.4 per cent (as
against 10.0 per cent in 1972-73) representing
largely implementation of the recommenda-
tions of the Third Pay Commission. What
is more disturbing is further accentuation of
this trend in the expenditure forecast for
1974-75. Current expenditure of the Central
Government, exclusive of interest payments,
is estimated to rise by 12.1 per cent in 1974-75
mainly on account of a 15.0 per cent rise in
non-developmental expenditure. The contri-
bution to the demand pressures in 1974-75
through the Centre’s budgetary operations
becomes more clear when wages and salaries
expenditure of the departmental undertakings
is taken into account. Inclusive of the latter,
wages and salaries expenditure i: estimated. to
rise by about omne-fifth—an unprecedented
rate of increase fo1 a single year. In view of
the sharp rise in Consumer Price Indices since
the presentation of the budget, there will
obviously be a still larger increase in this com-
ponent of Government expenditure. It is
for this reason that steps have recently been
taken to neutralize partially the effect of this
addition on the demand for consumer goods
by immobilising, in the form of compulsory
deposit of 50 per cent of the increase in addi-
tional dearness allowance and ail of additional
salaries and wages (exclusive of the normal
increases according to the grade or following
promotion to higher grade) payable to
employees as a result of any revision.
A scheme of compulsory deposit for non-cor-
porate income-tax payers has also been in-
troduced to immobilise an estimated amount of
Further, the
Finance Minister also introduced Second
Finance Bill on July 31, 1974 to mop up addi-
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tional resources to the tune of Rs. 123 crores
(excluding States’ share of Rs. 13 crores)
during 1974-75 (and Rs. 210 crores in a full
year excluding States’ share of Rs. 22 crores).
Besides, the budgetary provisions in respect
of plan and non-plan expenditure are being
scrutinised with a view to reducing the level
of expenditure.

21. As in the case of any other disburse-
ment, a reduction in Government invest-
ment expenditure would have
a contractionary impact on

Capital
Fol?mation current demand, the measure
Expenditure

of this impact depending on
the relative propensities to
spend of the beneficiaries of such expenditure.
In pursuance of its anti-inflationary objectives
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Government had, therefore, to hold back some
of the expenditure on capital formation parti-
cularly because there was little or no scope
for further reduction in other disbursements.
Against a budgeted increasc of 9.7 per cent,
the growth rate of capital formation expendi-
ture was only 4.1 per cent in 1973-74 (RE)
(Table 7). For 1974-75 also, it would appear
that the brunt of restraint in Government
spending will have to be borne by capital for-
mation expenditure. Taking into account the
rise in the cost of investment goods, it seems
unlikely that real capital formation in the
Government sector will show any significant
increase in fiscal year 1974-75. Obviously,
unlike any cuts in consumption expenditure,
this part of economy in Government expen-
diture could have adverse repercussions on
future additions to real supply.

TABLE 7:—EXPENDITURE ON CAPITAL FORMATION BY GOVERNMENT OF INDIA

(Amounts Rupecs Crores)

1969-70 1970-71 1971-72 1972-73 1973-74 1973-74 1974-75

(Bud- (Revi- (Bud-
get sed get
(Ac- (Ac- (Ac- (Ac- Esti- Esti- Esti-
counts) counts) counts) counts) mates) mates) mates)
1. Gross Direct Fixed Capital Formation .. 430 485 566 665 913 749 865
1. Increasein Inventories —37 34 31 12 —16 19 3
III. Net Direct Capital Formation (Gross Direct
. Fixed CapitaldFormation minys IExp%ndlture on
Renewals and Replacements plus Increase in .
Inventories) p' el e .. 318 428 506 538 759 . 609 721
1V. Financial Assistance for Capital- Formation 1219 1285 1564 1950 1986 1966 2226
(a-+b+c) - .. .. . (1369)*
(a) States and Union Territories 692 740 885 1062 1167 1212 1091
Non-Departmental Commercial Under- ,
®) ta‘l):ilngser()l—}—Z).. . .. . 444 448 545 731 676 633 996
(532)% .
| 1. Financial Concerns 42 70 63 139 117 - 111 19
(154)*
2. Others 402 378 482 592 559 52 806
(¢) Other Parties @ 83 97 134 157 143 21 139
Total (I4+-114-1V) 1612 11804)* 2161 2627 2883 " 2734 3094
. . (1888

*

Note : 1n this table expenditurc on capital formation is shown on gross basis.
Including compensation paid to nationalised banks.

@ Comprising assistance to local authorities and others.
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22. To some cxtent, this stagnation in in-
vestment activity may be attributed to a slac-
o kening in the supply of savings
in' the economy. According
to the provisional estimates,
the marginal ratio of house-
hold sector’s savings to na-
* tional income at current prices declined size-

ably. While there was some improvement

in respect of contractual savings in the form
of insurance premia and provident fund con-
tributions, there was a deceleration in the rate
of growth in bank deposits. Furthermore,
with continued switch in favour of currency
and physical assets—a phenomenon not alto-
gether unexpected in an inflationary situation
—the relative share of these two types of assets
in the total savings has gone up. Thus, in
addition to reduced level of savings and im-

Saving§ of the
Private Sector
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plicit increase in current expenditures, the shift

in household sector’s savings away from the
controlled sector - may have impaired the
effectiveness of anti-inflationary policy mea-
sures. - Savings of the private corporate sec-
tor would not appear to have recorded any
rise even in absolute terms over the 1972-73

level.
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23. The public sector’s draft of the
community savings in the form of net
market borrowings by the Central and State
Governments at Rs. 638 crores in 1973-74
was, of course, higher thanin 1972-73 by Rs. 26
crores ; more significantly, this increase was
on top of the very high level achieved in
1972-73. Central Government, which had
originally budgeted for net market borrowings
of Rs. 326 crores (Rs. 880 crores gross) raised
Rs. 472 crores through three floatations
(Table 8) or Rs. 6 crores less than in 1972-73.
State Governments, on the other hand, raised
Rs. 166 crores—Rs. 32 crores more than in
1972-73. Net small savings collections which
had amounted to Rs. 341 crores in 1972-73
are estimated to have increased to Rs. 411
crores in 1973-74. However, tax receipts
which constitute the main source of ‘Gover-
ment’ savings, increased at a rate of only 12.7
per cent in 1973-74 as against 15.6 per cent
rise in 1972-73. Apart from mopping up
additional resources of the order of Rs. 330
crores (Centre and States together) through
fresh tax measures incorporated in the
budget, the Central Government imposed
additional levies_ on motor spirit in November
1973 mainly to reduce its demand.

TABLE 8:—MARKET BORROWINGS Ol;gTHlZ GOVERNMENT OF INDIA DURING
73-7

(Amounts in Rupees Crores)

Repayment  Net
Amount in cash Market
_ Loans floated Issue Price for uncon- Borrow-
. (Rs.per  Offered Subscribed verted ings
cent) - - maturing  (3—6)
Cash Conversion Total securities
B+4)
1 2 3 4 5 6 7
4% per cent Loan, 1980 100.00 10 108 117
4% per cent Loan, 1981 99.75 95 31 126
5 per cent Loan, 1984 99.50 43 157 200
5% per cent Loan, 1987 100.00 165 79 244
52 per cent Loan, 2003 100.00 185 153 338
Total during 1973-74 940 499 527 1025 27 472

Note : Details may not add up to totals on account of rounding.

Source : Reserve Bank of India records.
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24. Increases in current expenditure of -
the Government sector have already been

indicated. As a result of
these, contrary to the budge-
tary expectation of saving 14.6
] per cent of the current in-

come of the Central Government administra-
tion in 1973-74, only 8.3 per ‘cent could be

Overall
Savings
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saved, despite a modest increase in current
income over the budget estimates (Table 9).
With a sharp reduction in gross savings of
the departmental undertakings, mainly as-
cribable to net loss incurred by Railways,
the ratio of savings cf the public sector to
national income is estimated to have declined
considerably in 1973-74 notwithstanding a

TABLE 9 :—SAVINGS OF THE CENTRAL GO{’ERNMENT

(Amounts in Rupees Crores)

'1969-70 1970-71 1971-72 1972-73 1973-74 1973-74 197475 Percentage Varia-

(Ac- (Ac-

(Ac-
counts) counts) counts) counts)

(Ac- (Bud- (Revis- tion of Column
get ed get

Bsti-  Esti- Esti- (6)over (7) over

mates) mates) mates) ) 6)

Bud-

1 2 4 5 6 7 8 9
a é{gx?rlr‘lﬁenl‘}ecx%)rﬁiniStidt}gg ’ : : , .
G+1id) .. . .. 2882 3133 3817 4335 4815 4833 5290 4-11.5 4 9.5
(¥) Tax Revenue 2189 2434 2903 3418 3915 3858 4278 +12.9 +10.9
(i) Non-tax Revenue ' 693 - 699 | 914 917 9200 975 1012 -+ 6.3 - 3.8
2. Current Expenditure 2640 25909 3777 4114 4110 4431 4938 4 7.7 +11.4
Of which :
Wages and Salavies .. 746 839 982 1080 1135 1203 1476 -+11.4 22.7
> i%vgﬁi?stggﬁghe(&);)emme.n t 242 224 40 221 705 402 352 481.9 —12.4
4. Depreciation Provision and ’ - ‘
Retained Profits of Depart-
gﬁ?xgls (i(-:}(-) ;Bmerdal. .Unde.r: 160 179 229 226 278 108 220 —52.2 +103.7
(i) Depreciation Provision 115 123 128 142 148 150 157 + 5.6 -+ 4.7
(ii) Retained Profits 45 56 101 -84 130 — 42 63
> g;?/z?'nsrggll:g(% f)i-fl’,t)hef .Centra'l 402 403 269 447 983 510 572 4+14.1 +12.2
s E’éﬁf&‘iﬁh‘t‘:{s’" Rene.vfals ar.“.i 75 of 91 139 137 159 148 +14.4 —6.9
7. Net Savings (5—6) .. 327 312 178 308 846 351 424 4-14.0 1-20.8
8. Net Investment 318 428 506 538 759 609 721 +13.2 1-18.4
9. Excess (+) or shortfall (—)
of el Savings over Net g _ 116 —328 —230 - 8 —258 —297
10. Item 3 as per cent of'ltem 1 8.4 7.1 1.1 5.1 14.6 8.3 6.7
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marginal improvement in savings of non-
departmental  undertakings. Altogether, it
would appecar that the upsurge in consumption
expenditure at current prices has been rela-
tively morc than the incrcase in national
income. Hence net domestic saving as a
proportion of net national income apparently
declined to 9.9 per cent, a ratio lower than
in 1972-73 (Table 10). Net inflow of ex-
ternal resources is also estimated to have de-
clined marginally compared to the previous
year. Consequently, the increase in net in-
vestment at current prices was smaller than
that in nct national income; and net
investment as a proportion of national in-
come declined sharply.

TABLE 10:—PROVISIONAL = ESTIMATES OF
DOMESTIC SAVINGS AND INVESTMENT AS
PER CENT OF NATIONAL INCOME AT

CURRENT PRICES

Financial year
(April-March)

1971-72 1972-73 1973-74

1. Net Domestic Saving .. 11.4  11.0  :9.9

2. Inflow of foreign re- :
sources (Net) .. .. 15 0.8 0.6

3. Aggregate Investmént
a+2 .. - 12.9 11.8 10.5

25. The. situation in the external world,
as indicated earlier, was not such as to mo-
derate the effects of the supply-
demand imbalances in the
domestic. - sector. The per-
formancej in the sphere of
_exports
pressive in several respects.  Exports recorded
a remarkable increase of 23 per cent over
the previous financial year. In the context
of -high levels of demand in the rest of
the world, India’s exports continued to be
buoyant and unit value realisations in respect
of several traditional and non-traditional
items improved (Table 11). Another impor-
tant feature of the export performance was a
35.0 per cent increase in 1973-74 (April-
December) in exports to OECD countries (as
against an average annual rate of 6.3 per cent
during the last 4 years) ; the share of these
cxports to total export jumped to 59 per cent

External
Payments
Situation

was certainly im- -

August 1974

from the average of 52 in the last 4 years.
The fall in the premium that gold fetched on
the domestic market over its international
prices, and the reduction in the discount at
which the rupee was quoted in unofficial mar-
kets abroad would indicate that there was
also a fall during the year in the diversion of
forcign exchange resources to finance smug-
gling. The substantial increase in the nect
sales of foreign exchange to the Reserve Bank
by the authorised dealers during the year
July 1973-June 1974 over the preceding year
may presumably be attributed to these factors.
Import payments, however, have been signi-
ficanfly higher over the year as referred to

.-below. At the same time, net inflow of ex-
- ternal resources is, as mentioned carlier,

estimated to have been somewhat lower than
in the preceding year. In the result, excluding
the total drawals of Rs. 355 crores from the
ILLM.F. and omitting the net increase attri-
butable to the appreciation of some of the
currencies held, the foreign exchange reserves
declined in 1973-74 by Rs. 117 crores as against
the marginal rise of Rs. 3 crores in 1972-73.

26. Increase in imports was much larger
than that in exports (Table 12). Owing to
the phenomenally high prices of cereals .in
the world markets and their Jimited avail-
ability, food imports had to  be necessarily
restricted. Even so, apart from the Soviet.
Wheat Loan, food imports on commercial
basis absorbed a large chunk of free foreign
exchange resources. Indications are that
largely because of food purchases, payments
on Government account were nearly two-
thirds larger than in 1972-73. TIn respect of
non-food imports alsc there was a ‘general
and considerable hardening of prices. Price
increases wete especially steep in respect of
non=ferrous metals and fertilizers. The steep
increase in the price of oil and oil products
towards the end of 1973 added further to the
import bill. Consequently, even after al-
lowing for some reduction in the quantum of
imports other than food, there was a large
rise in the value of non-food imports as com-
pared to the preceding year’s level. For the
year as a whole, according to provisional esti-

"mates, there was a trade deficit of Rs. 225

crores in-1973-74 as against the surplus of
Rs. 164 crores in 1972-73.  Altogether, short-
ages and high commodity prices abroad
offered very restricted scope for alleviating
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domestic shortages through imports. In addi-
tion, the escalation in import costs pushed up
considerably the costs of domestically manu-

factured items. This was particularly notice-

able ‘in the case of metal-using and petro-
chemical industries.

TABLE 11 :—INDIA’S PRINCIPAL EXPORTS

(Amounts in Rupees Crores)

. 1968-69 1969-70 1970-71 1971-72 1972.73 April- | I&zztse(——-*-gi/})(%
Commodities December over (6)
1972 1973* Actual Percentage
‘1 2 3 4 5 6 7 8 9
A. Major Non-traditional item§ | ’ i :
Eﬁgineeringgooﬁs . .. 69 ' 91 ‘ i26 - 11 130 95 ' 105 + 10‘ + 11 ‘
ronandsteed .. .. 9 .8 o 4 .4 30 39 + 9 + 30.
Ironote .. .. .. 8 95 117 105 110 80 8 + 9 + 11
Chemicals s e 24 30 36 35 4] 30 33 + 3 4+ 10
B. Other items . v ‘ ., ‘ | |
Jute yarn and manufaéturgs 218 207 190 265 250 193 184 — 9 — 5
Coftonyarnand manufactures 101 116 118 116 150 108 168 + 60 + 56
Tea .. . . {157 125 148 156 147 120 115 — 5 — 4
Hides, skins, leather and . .
leather goods including foot- : - :
wear e . 87 99 87 103 3188 125 133 4+ 8 4+ -6
—Oilcakes L .. - .. 49 41 55 40 A 41 120 ++ 79 + 193
Cashew kernels .. .. 61 57 52 61 6 57 63 + 6 + 1
Diamonds ... .. .. 30 26 28 37 -6 45 S48 4 18
Spices L e 28 4 -39 36 29 18 30 4+ 12 + 6
" Fish and fish preparations .. 23 3 31 42 54 40 60 -+ 20 -+ 50
Sugar .. . e 10 9 28 | 30 13 9 22 4+ 13 + 144“_
Coffee - e 18 20 25 22 33 23 38 + 15 + 65
 Manganeseore .. _ .. . ‘_13 11 14 . 11 ) :9 7 Ny 6 — 1 — 14
Tobacco (unmal;lufactureci)l “‘33 33 31 M42 61 - 50 51 + 1 + 2.
Clothing .. .. .. 15 22 30 38 56 40 - 61 4+ 21 + 53
Castor oil .. .. .. - 10 3 6 . 6 23 14 24 4+ 10 4+ T
‘Co'tton rawand waste .. . 16 .18 16 119 25 A21 19 — 2 — 10
Woollen carpeis vand floor ) . . ;
rugs . . .. 11 i1 10 13 20 ‘15 18 4+ 3 + 20
C. Total (including others) .. 1358 1413 1,535 1,608 1961 1,391 1,692 + 301 4+ 22

* Provisional, ]
Note : ‘Data for 1970-71, 1971-72 and 1972-73 are not comparable with those for the previous year and for 1973-74
owing to the change in procedure (from the finally passed shipping bill to the original copy of the shipping bill) for re-

cording exports adopted by the DGCI & S between November 1, 1970 and March 31, 1973.
Source : DGCI & S. -
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TABLE 12:—INDIA’S PRINCIPAL IMPORTS
(Amounts in Rupees Crores)

April— Increase (+)/
December Decrease (—) of
Commodities 1968-69 1969-70 1970-71 1971-72 197273 (1) over (6)
1972 1973  Actual Percentage
1 2 3 4 5 6 7 8 9
1 Food (excluding cashewnuts) 372 293 242 169 128 55 308 + 253 + 460
Of which : . V
Cereals and cereal preparations 337 261 - 213 131 81 22 282 -+ 260 --1182
2. Rawcotton .. .. .. 90 83 9 113 91 6 48 — 28 — 37
3. Rawjutcand mesta .. .. 16 5  Negl. Negl 1 17 24 11 41100
4. Cashewnuls .. .. .. 31 8 29 28 32 2% 2 — 2 — 9
5. Mineral ols .. .. .. 133 138 136 195 204 149 280 + 131 + 88
;Of which : ’
'@ Peroleum .. .. 9% 9 106 147 145 106 200 + 94 + 89
(®) Others .. .. .. 37 a2 30 48 59 43 80 + 37 4 86
6. Chemicals .. .. .. 283 195 192 218 248 156 227 + 71 + 46
Of which : ' A i '
(@) Fertilisers .. 1 T el 8t 9% 41 95 + 48 + 102
(b)) Others .. .. .. 144 118 131 137 158 109 32+ 23 42
7. Tron and steel e 8 & 147 238 217 160 160  —  —
8. Nonferrous metals .. .. 8% 75 119 102 192 71 9% + 19 + 25
9. Crude rubber (including sy ‘ ’
thetic and reclaimed) 4 .5 -10 .4 4 -4 3 3 —_ —
10. Wool and other animal hair -1 17 16 14 12 10 14 + 4 + 40
11. Animal and vegetablc oils and : : . :
fats L .. 19 30 39 46 25 15 52 4+ 37 + 247
12. Paper, paperboards and manu- h : v ’
factures thereof .. . -18 <24 25 -35 31 18 20 + 2 + 11
13. Pearls, precious and semi-pre- ] ‘ ,
cious stones .. .. .. 28 28 25 26 42 30 56 + 26 + 87
14. Machinery and Transport ' v v :
equipment .. .. .. 514 396 395 471 496 349 433 1+ 84 -+ 24
Of which : »
(@) Machinery other than : « Co
_eleotrical .. .. .. 366 280 © 258 271 285 210 291 + 81 + 39
(®) Electrical machinery .. 82 64 70 105 124 85 81 — 4 — 5
(c) Transport equipment .. 66 52 67 95 87 54 61 + + 13
15. Others ... .. 214 163 166 166 164 115 129 + 14 + 12
4+ 50

Total . -.. .. .. 1909 1567 1,34 1,825 1,797 1237 1,859 + 622

Source : DGCI & S.
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Price Situation

27. These imbalances in supply and de-
mand made worse by inflationary psychology

and cost escalations were bound to influence

the behaviour of prices. The Wholesale
Price Index recorded a rise of 27.9 per cent
in 1973-74 (end-June 1973—end-June 1974)
as against a rise of 21.5 per cent in the com-
parable period last year (Table 13). As in
the last year, a steep rise in the prices of ‘Food
Articles’ was -the major element in the ascent
of the price index. Sha.rp increases in the

(BASE : 1961-62
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cereal prices were partly duc to substantial
revisions in procurement prices and in the
case of wheat, also on account of change in
the basis of computing the index. To a large
extent, however, much lower rates of growth
in actual output of wheat and coarse grains
than envisaged originally, contributed to
serious imbalance between the supply and
demand from a steadily increasing popula-
tion. Stagnant productlon in recent years
explained a further rise in the price index of
pulses. 1n respect of sugar and edible oils,
increased productlon could only slightly sub—

' due the rates of increase.

= 100

TABLE 13 -—TRENDS ININDEX NUMBERS OF WHOLES%LE PRICES OF SELECT ED COMMODITIES '

Group/Commodity

Percentage Variations

End-June over End-June

1970-71 197172 1972-73  1973-74

Weights"'

1

2 3 4 5 6

All Commodities

‘1. Food Articles
Foodgrains

1. Cereals
(i) Rice
(ii)) Wheat
(iii) Jowar
(Gv) Bajra

2. - Pulses
Edible oils

II. Liquor and Tobacco :
I11. Fuel, Power, Light and Lubrlcants :
IV. Industrial Raw Materials

1. Cotton raw
2. Jute raw

Oilseeds

1. Grouhdnuts

1000 +3.1 + 68 215 +27.9
413 + 1.2 4109 4236  +25.6

(35.8) —2.4 4145 177 +35.8
9.3 —3.9 4111 +162 4414
(162) =21 +10.1 4169 - +36.7
(78) —29 +38 419 4657

§2.2) +:1.6 . +20.9 +28.3 +4-29.7
1.1y —-25.6 +45.1 +456.5 4 0.7

(65 +33 +26.8 4226 188

. (13.0) =173  + 3.8 - +64.3  -+24.0

25 +54 +109Y 4142 4239
61 +79 +27 4713 4642

21 —50 —3.6 +60.3 413.6
.. {18.5) 4203 —31.3  ¥58.5 4443,
(96 — 487 £35  —04 169

. @3 165 433 4792 +11.6

00.8) 197 4+ 5.4 +112.5 — 59
V. Chemicals .- 7 + 53 4 2.8 + 4.5 +36.9
V1. Machinery and Transport Equlpment 79 +175 <+ 59 4+ 5.9 4337
VII. Manufactures .. . 294 -+ 86 +54 4+ 8.8 +32.3
(a) Intermediate Products (19.5  +10.3- -+ 5.5 4+16.5  +430
(b) Finished Prod}lcts ~ (80.5) + 82 4+ 53 + 6.4 +28.8
" Textiles .. . (38.6) © +133 -+ 34 +3.2 0 +28.7
() Cotton Manufactures 3 . . (26.8) 0 +13.9 + 32 4 6.6 24.4
@#) Jute Manufactures . (81 +14.8 + 22 —I11.5 +43.1
Metal Products . (13.0) 4+ 7.4 4119 -4 6.1 +24.6
Chemical Products (92 . +40 +32 436 +42.8

* T

Figures in brackets refer to weightage assigned to respective main’ groups.”
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28. The Wholesale Price Index of ‘Indus-

trial Raw Materials’ increased further by 13.6
per cent during the year on top of a rise of
60.3 per cent in 1972-73. Hardening of raw
_cotton prices, mainly on account of a 1a}rge
step-up in the demand for superior variety
of indigenous cotton from the mill sector to
meet increased demand for cotton textiles
at home and abroad, was the major con-
tributor to the rise in the index. Improved
availability in the case of raw jute led to a fall
in, its price whereas in the case of grounc!npt,
_its. larger. output only subdued the rising
trend in the oilseeds prices ; taking the two
years together, however, price rise in respect
of . agricultural raw materials, particularly
groundnut and raw cotton, was substantial.
This would suggest the urgent need for policy
measures to avoid these increases from having
chain reaction on wage goods prices and wage
demands. ’ S ‘

29. A distinctive element in the price situa-
tion in 1973-74 was the steep rise of 31.8 per

cent (as against 8.8 per cent) in the price index -

of industrial manufactures. This increase
partly reflected the lagged impact of sizeable
increase in industrial raw materials’ cost in
1972-73. An increase of 64.2 per cent—un-
precedented for a ‘single year——in the price

index of ‘Fuet, Power, Light and Lubricants’ '

indicates the steep rise in domestic energy

_ costs following the very large increase in the

price of imported crude. Sharp increases in

the cost of metals- and chemicals, domestic -
as well as imported, mainly contributed to
the rise of 24.6 per cent and 42.8 per cent,

respectively, in the final product prices of the
‘metals’ and ‘chemicals’ industries. Increases
permitted in the administered prices of various
items, in order to rectify the distortion in rela-
tive parities between the administered and the

- other prices, was also a factor responsible for

the uptrend in the price index.

30. The degree of accentuation in thei

Consumer Price Indices viz., All-India Con-
sumer Price Index Numbers for Industrial

Workers and Consumer Price Index for Urban

Non-Manual Employees, was even more
marked. Between July 1973 and May 1974,

the All-India' Consumer Price Index for In-
1960=100) went -
up by 26.2 per cent (against 13.4 per cent -

dustrial Workers (Base :

in the corresponding period last year) ; that
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for Urban Non-Manual Employees registered
a rise of 10.4 per cent between July 1973 and
February 1974 (against 3.7 per cent in the
comparable period last year). The trends
in consumer indices are particularly dis-
quieting because of the chain reaction of revi-
sions in wage incomes on cost-push and
demand-pull pressures.

31. In regard to the prices of wage goods,
what is at least as important as their impact
on cost is the social tension and labour unrest
that is created in the wake of the uptrend.
Left to the market forces, price stability of
either the wage goods or other industrial in-

. puts cannot be assured when demand-supply

imbalances exist and are magnified by an
inflationary psychology. Under such condi-
tions, it becomes all the more important to
operate the public distribution system effec-
tively and on a substantial scale. However,
as already observed, the short-comings of the
public agencies in procuring or purchasing
supplies commensurate with the levels of out-
put or with the distributional responsibilities
assumed was one of the most disconcerting
aspect of the economy in 1973-74. On the
whole, in the last two years the public distri-
bution system cannot be considered to have
met with success either in ensuring stability
of prices of wage goods or in making available
adequate supplies through controlled outlets.
In view of the poor procurement performance
during the rabi season, and the continuing
increase in the prices of food articles espe-
cially, serious consideration should be given
to working out more effective arrangements
for procurement of supplies from the forth-
coming kharif crop.

32. In the absence of any element of com-
pulsion in the procurement machinery, traders
and farmers held back supplies from the
market. The large accumulation of liquid
resources outside of the organised money
market, which has taken place over a period
of years, made it possible for farmers and
traders to hoard a considerable volume of
supplies. Furthermore, although it cannot
be quantified, a significant portion of incomes
originating in the trading sector remains out-
side the purview of the tax system. While
this situation required, among others, mea-
sures to check the availability of additional
liquidity for such speculative activities, great
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care had to be taken so that in the process
certain objectives such as exports, food pro-
curement by public agencies, production of
basic consumer and capital goods, did not
suffer for lack of working capital. The trends
in the monetary and credit spheres are review-

ed in the paragraphs that follow agalnst this
background.

Monetary and Credit Policies

33. While there is little doubt that an in-
crease in money supply was an important
factor in sustaining further advances in aggre-
gate expenditure, it is necessary .to avoid un-
due exaggeration of the inflationary impact
of purely monetary factors. :At the macro-
level, with ‘a sizeable improvement in the
growth rate of real income in 1973-74 and a
marginal deceleration -in the rate of growth
of money supply, the divergence between
these two was less marked than in 1972-73.
If there were a strict co-relation between price

changes and the gap between these two rates, -

there ought to have been at least some mode-
ration in the degree of price rise. But prices
in fact increased much faster than in previous
years, indicating that the inflationary condi-
tions did not derive solely from these relative
variations at the aggregate level.

34. Besides supply shortages, part of the
explanation should perhaps be sought in the
manner in which the distribution of the existing
stock as well as of incremental money supply
between different sectors has influenced effec-
tive spending in the economy. Despite a
gradual decline over the years in its relative
share, currency still constitutes the major
component of money supply in India ; and
since 1971-72, the distribution of incremental
money supply has been such as to maintain
a more or less constant ratio of currency to
money supply. Currency with the public
increased by 8.5 per cent in 1971-72, 17.1
per cent in 1972-73 and 14.0 per cent in 1973-
74. Precise information is not available on
the pattern of holding of this currency stock
by different sections of the community or the
uses which such stock sustains. Some of it
will clearly be held, for transaction purposes,
by the large body of consumers whose in-

comes leave little margin for any_kind of

saving. But, in all probability a good part
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of currency stock is held and used by the
more affluent farmers, traders and professional
classes. Apart from financing consumption
expenditure, transactions based on these
holdings have often been outside the legal
markets, and added to tax evasion. They
have also facilitated the holding of stocks by
agriculturists, traders, small businesses and
so forth, thus accentuating .the pressure on
prices. Simultaneously, however, there were
in the public sector, organized industry, ex-
ports and internal trade sectors.demands for
funds for working capital and investment
which could not be satisfied through a draft
on the available stock of bank money. These
demands, traditionally met through recourse
to borrowing from the banking system, were
enlarged by the continuing increase in costs
and added to the pressure on the resources of
commercial banks.

: 35. Taking a closer look at the trends
during 1973-74, money supply registered an
expansion of Rs. 318 crores in the slack season
(May-October) of 1973, mainly during the
month of October (Table 17). Large in-
creases in bank credit to the Government
sector as well as to the commercial sector
contributed to this expansion. Therc was a
rise of Rs. 602 crores in net bank credit to
the Government sector and of Rs. 432 crores
in gross bank credit to the commercial sector
as against the increases of Rs. 462 crores and
Rs. 193 crores, respectively, in the 1972 slack
season. Significantly, however, while the
Reserve Bank’s net claims on the Government
sector had declined by Rs. 69 crores during
the 1972 slack season, these went up by as
much as Rs. 412 crores in the 1973 slack
season. This factor was primarily respon-
sible for an increase of Ro. 93 crores (marginal
currency-money supply ratio of 29 per cent)
in the currency component of money supply
in the 1973 slack season as against the decline
of Rs. 178 crores in the 1972 slack season.

The increase in banks’ investmernt in Govern-

ment securities in 1973 slack season was at
Rs. 190 crores smaller than the investment of
Rs. 530 crores in the precedir g slack season;:
but it is to be borne in mir-d that with the large.
investment made in 1972 when the banks were-
very liquid, the latter had built up a sizeable
cushion over the statatory liquidity require-
ment. Moreover, a deceleration in the growth.
of banks’ investment in Government securities,
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TABLE 15 :~—~MONETARY RESOURCES : CERTAIN KEY RATIOS

Increases over previous year Marginal Ratios
Year (Amounts in Rupees Crores) (Per cent)
¢
(July-June) Currency = Bank Money Time  Aggregate Reserve Currency Currency
Money Supply Deposits Monetary Money to to
Resources Money Aggregate
Supply  Monetary
Resources
1 2 3 4 5 6 7 8 9
1961-62 .. .. 162 54 215 186 402 161 75.3 40.3
1962-63 .. . 187 130 318 9 326 202 58.8 57.4
1963-64 .. .. 244 209 453 49 502 259 53.9 48.6
1964-65 .. .. 187 173 359 150 509 187 52.1 36.7
1965-66 .. .. 233 204 - 438 230 667 263 53.2 34.9
1966-67 e .. 157 196 353 203 557 218 44.5 28.2
1967-68 o .. 235 276 511 258 769 292 46.0 30.6
1968-69 el 341 225 566 473 1038 461 60.2 32.9
1969-710 L .. 381 211 591 419 1011 335 64.5 37.7
1970-71 .. .. 421 406 828 562 1390 439 50.8 30.3
1971-72 e .. . 388 - 673 1061 816 1877 -570 .., 36.6 20.7 -
1972-73 T . 850 589 1439 1015 2454 1132 59.1 34.6
1973-74%. .. .. 837 588 1425 937 2362 843 8.7 35.4

* Provisional.
-y

: ] . S
TABLE 16 :—TRENDS IN MONEY SUPPLY AND MONETARY RESOURCES (ANNUAL)

(Amounts in Rupees Cfores)

Outstandings at the end of June Variations
1972 1973 1974 197273 1973-74
1 2 3 4 5
A. MONEY SUPPLY WITH THE PUBLIC (1+}2) .. .8523 . 9962 11387 -+1439 . 41425
" 1. Curmency with the Public .. .. .. .. 4979 589 6666 + 850+ 837
* 2. Demand Deposits .. " .. .. .. .. 3544 4133 472 -+ 589 + 588
B. FACTORS AFFECTING MONEY SUPPLY o B
. 'VARIATIONS (1-+2+3+4—5) _ . ,
1. Net Bank Credit to Government (¢ + b) .. . 6989 8416 9091 . ., +1427. ¢ + 675
(@) Reserve Bank’s Net Credit to Government 5194 6149 6570 -+ 955 4+ 421
() Other Banks’ Credlt to Government .. ~ 1795 2268 - 2521 4 473 + 253
2. Bank Credit to Commercial Sector (a -+ b)* .. 6683 7878 9602 +1195 +1724
(@) Reserve Bank Credit to Commercial Sector 206 290 . 652 + .84 - 4 36
(b) Other Banks Credit to Commercial Sector 6477 7588 8950 +1111 . 41362
3. Net Forelgn Exchange Assets of the Bankmg . o
Sector 605 595 678 — 10  + 8
4, Government’s Net Currency anbllmes to Pubhc 419 482~ 514 + 63 + 32
5. Non-Monetary anbxhtles of Banklng Sector ) : . :
@+ b+0 . 6174 - 7409 8498 +1235 4-1089
(@) Time Deposits with Banks . .. 476 5491 6428 41015 4+ 937
(b) Net Non-Monetary Llabxlmes of RBI .. 1066 1143 1473 - + 77 -+ 330
» (c) Residual . .. 632 775 - 597 + 143 - — 17
C. AGGREGATE MONETARY RESOURCES b - , :b
T [A+BsS@ .. . .. .. 12999 15453 17815 42454 - 42362 -

* Tncludes advances made to public sector enterprises and State Governments for commercial purposes.
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was to be expected, in the context of the RBI
policy of impounding of deposits adopted

from May 1973 onwards, with the objective ‘

of preventing undue extension of credit on
the basis of banks' own resources. The
investment-deposit ratio of scheduled com-
mercial banks at the end of 1973 slack season
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stood at 32.9 per cent as compared with 36.3
per cent at the end of the preceding slack
season. Net bank credit to the commercial
sector on the other hand declined by a smaller
magnitude (Rs. 248 crores) in 1973 slack
season than (Rs. 286 crores) in the previous

slack season.

TABLE 17: ——TRENDS IN MONEY SUPPLY AND MONETARY RESOURCES (SEASONAL)

(Amounts in Rupees Crores)

Variations during

~ Slack Season Busy Season

A. MONEY SUPPLY WITH THE PUBLIC (14-2)

1. Currency with the publxc
- 2. Demand Deposits

B. FACTORS AFFECTING MONEY SUPPLY VARIATIONS

(1+2+3-+4-5) |
1. Net Bank Credxt to Government (a + b

(a) Reserve Bank’s Net Credit to Government

(b) Other Banks’ Credit to Government

] 2, Bank Credit to Commercial Sector (a+b)*
(a) Resetve Bank Credit to Commercial Sector
(b) Other Banks’ Credit to Commercial Sector

Government’s Net Currency Liabilities to Public

kot ol

(@) Time Deposits with Banks ..
(b) Net Non~Monctary Llabllmcs of R.BI
(¢) Residual .

€. AGGREGATE MONETARY RESOURCES [A+Bs @] ..

Net Foreign Exchange Assets of the Banking Sector
Non-Monetary Liabilities of Banking Sector (¢ + b +.cj

1972 1973 197273 197374
+..7 + 318 1289 +1266
—178 4+ 93  + 944 178
+ 249 4226 4344 . 480
+ 462 + 602 + 884 + 266
— 69 + 412 + 971" + 193
+ 530 + 190 — 86 + 73
4+ 193 + 432 +1039 +1276
+ 3 + 54 + 39 + 290
+ 190 + 378 1000 + 986
— 7 +02 0 4+ 50+ 77
+ 3 + 2 + 48 4+ 18
+ 517 + 739 4+ 731 4372
+ 480 ,  + 680 + 503 . .+ 256
— 29 + 60 + 147 + 206
+ 66 — 1 + 81 — 99
4099 - 41792 +1521

-+ 551

* Includes advances made to public sector entei‘brises and State Governments for commercial purposes.

o

36. The expansionary trends in money
supply gathered considerable momentum, in
_the busy season as in the pre-
- vious year. Even so, the

increase during the period

October-April 1973-74, was
at-Rs, 1266 crores (12.8 per cent) lower than
in the preceding busy season (Rs. 1289 crores:
or 15.5 per cent). However, unlike in the
fast busy season, when, owing to large bud-
getary deficits, net bank credit to the Governs

Busy Season
Trends

ment sector was a significant element in money

supply expansion, in the 1973-74 season such

credit increased by only Rs. 266’ crores; at
this level it was only one-third of the increase

-in 1972-73 busy season and the lowest in the

last four busy seasons. Net RBI Credit to
Government registered an. increase of only
Rs. 193 crores in the 1973-74 season as against
Rs. 971 crores and Rs. 672 crores, respec-
tively, during the preceding two busy seasons.

. However, ‘for the fiscal year 1973-74 as a

whole the increase in net RBI credit to the

- Government sector at Rs. 746 crores was only

marginally lower than the credit of Rs. 800
crores during the previous year.
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37. There was on the other hand no let
up in the demands on the banking system
from the commercial sector which included
the trading and manufacturing agencies in
the public sector. After a relatively small
order of expansion in bank credit in 1971-72
busy season (7.3 per cent), there was a large
increase of Rs. 916 crores or 17.4 per cent in
gross bank credit (including bills discounted)
in 1972-73 busy season (Table [8). The
addition to food procurement advances being,
nominal at Rs. 5 crores, virtually all of the
1972-73 busy season increase was due to non-
food advances. Of this, export credit as well
as credit to the public sector undertakings
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rose at a faster rate ; and together with ad-
vances to the priority sector, they accounted
for a little over one-third of the total credit
expansion. Despite this increase in credit.
the banking system did not experience any
serious strain on its resources because of 2
large accretion of deposits and the fact that
the credit growth had been very slow in the
twelve months preceding October 1972, Re-
course to borrowing from the Reserve Bank
showed an increase of only Rs. 17 crores.
The credit-deposit ratio at the end of 1972-73
busy season was 70.3 per cent as against
71.7 per cent at the end of 1971-72 busy

season and 79 .4 per cent at the cnd of 1969-70
busy season.

TABLE [8:—SEASONAL VARIATIONS IN SCHEDULED COMMERCIAL BANKS DATA

(Amounts in Rupcees Crores)

SEASONAL VARIATIONS

" Slack

Busy Slack  Busy Slack Busy Slack Scuason Upto
Scason Scason Scason Scason Scason Scason
1971 197172 1972 197273 1973  1973.74 July 12 July 13,
{9742 1973
1 2 3 4 5 6 7 8
1. Aggregate Deposits 1624 ~+624 4705 4811 4900 +682 -+449 4442
(¢) Demand +202 4310 4262  -+335 4252 452 --183 --163
(b) Time -+422 4314 1443 4476 1648 4230 1266 4279
2. Bank Credit 4163 +355 4+ 67 897 4314 +1037 -+332 + 162
Of which :
(@) Food Procurement Advances .. —+156 — 7% — t -+ 5 —57 4189 <4109 4-134
(b) Other Advances .. . + 7 4426 -+ 68 4892 +371 848 +223 -+ 28
3. Investment in Government and other
approved securities .. .. .. -}254 4239 +620 -+ 4 4282 155 -+151 +120
(@) In Government Securitics .. 208 -+144 4519 — 89 4187 4+ 71 + 97 +113
(6) In other Approved Sccutitics 46 4+ 95 100 -+ 93 + 95 + 84 + 54 4+ 7
4. Cash and Balances with R.B.1. .. 4+ 4 4+ 15 4+ 57 4+ 60 4443 217 + 36 ~+199
(a) Cashin hand .. 4+ 24 4+ 1 427 4+ 20 4 24 — + 26 -+ 18
(b) Balances with R.B.T. 4+ 22 4+ 14 430 4+ 40 +419 217 + 10 -+181
5. Money at Call and Short notice .. + 72 — 9 4+ 13 4+ 72 — 4 —103 + 28 — 23
. Borrowings from R.B.L. oo —172 4+ 4 — 16 + 17 + 56 4283 + 6 — 9
7. Inland Bills purchascd and discount-
¢d by the Reserve Bank of India. — — 3 —100 4+ 1 + 15 +24 — 16 — 2
Credit-Deposit Ratio (end-scason) .. 73.1 71.7 66.2 70.3 67.0 72.6 72.7 68.7
Credit (Excluding food procurement)- 67.7 67.7 62.6 67.0 64.6 68.5 67.7 64.1
Dcposit Ratio (end-season) e - " "
Investment-Deposit Ratio (end-season) 30.6  31.3 3.3 330 329 32.2 32.2 32.7

Notes : (1) Data are based on weekly returns submitted by banks under Section 42(2) of the Reserve Bank of
India Act, 1934 except in respect of borrowings from the Reserve Bank of India, which are based on weekly borrowings
advices from regional offices of the Reserve Bank of India.

(2) The variations are based on the last Friday figures of April and October.  * Provisional.
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38. After the large expansion in bank
“credit in the 1972-73 busy scason, the situation
was held in check during most of the 1973 slack
scason. Between end-April 1973 and end-
August 1973, the net expansion in total bank
“credit was confined to Rs. 48 crores. There
was, however, a large expansion of Rs. 266
crores in the last two months of the 1973 slack
scason i.c., between end-August and end-
October. During the slack season period,
bank deposits were impounded in stages by
an increase in reserve requirements from 3

to 7 per cent.

39. Following this carly upsurge, the ‘con-
ventional’ busy season of 1973-74 (October-
April) witnessed, as in the 1972-73 scason, a
sharp increase in gross bank credit (all sche-
duled commercial banks) of Rs. 1281 crores
or 19.7 per cent. About Rs. 244 crores of
this expansion was financed through inland
bills purchased and rediscounted by the
Reserve Bank ; banks also increased their
dependence on the Reserve Bank for refinance
facilities by as much as Rs. 253 crores. This
marked increase in reliance on the Reserve
Bank was, in part, an offset to the increase in
statutory cash reserves of commcreial banks
from a minimum of 3 per cent to a minimum
of 7 per cent of demand and time liabilitics.
Sluggishness in the growth of deposits parti-
cularly in the first quarter of calendar year
1974 mainly added to the necd for such re-
course. Significant increascs in food procure-
nient advances (Rs. 189 crores), export credit
(Rs. 214 crores) and credit to public sector
undertakings (Rs. 125 crores) were a material
factor in causing a larger credit expansion
than was anticipated at the start of the busy
period. Reflecting the relative increases in
credit and deposits, the credit-—deposit ratio
at the end of the busy season (April 26, 1974)
stood at 72.6 per cent as compared to 70.3
per cent at the end of April 1973 and 78.0
per cent at the end of April 1971.

40. Prima facie, the increase in bank credit
to' the commercial sector as a whole (espe-
cially if considered without regard to the
individual elements which make up the total)
appears disturbing and has naturally evoked
some adverse comments on the management
of credit. Many of these comments derive
from inadequate appreciation of the multipli-
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city of factors involved, and it would perhaps
be helpful to look at these in some detail.

.CREDIT POLICY

41. During the slack season of 1973 a
series of monetary measures designed to in-
crease the cost and reduce the availability of
credit were undertaken. These included (1) a
sizcable curtailment of the lendable resources
of commercial banks through a step up in
casli reserve requirements in two stages—onc
in June from 3 to 5 per cent and the other in
September from 5 to 7 per cent of demand
and time liabilities, (2) an increase inthe Bank
rate from 6 to 7 per cent, (3) stipulation of
minimum lending rate chargeable by commer-
cial banks (at 10 per cent, raised subsequently
to 11 per cent), (4) the near total withdrawal
of concessionary refinance facilities from the
Reserve Bank, (5) step up in the net liquidity
ratio to 40 per cent, and (6) an increase in
the maximum rate of interest chargeable by
the Reserve Bank on its lending to commercial
banks from 12 to 15 per cent. Impounding
of deposits and introduction of a discretionary
element in Rescrve Bank refinance facility
were the two main ingredients of this approach
to exercise an effective control on the sizc as
well as the sectoral pattern of credit expansion.

42, These measures (i.e. 1, 2, 4 and 5 of
the measures mentioned above) were intro-
duced in the slack season itself (May to August/
Sceptember) in order to avoid dislocation, give
the banks an advance indication regarding
the stipulations that would prevail in the busy
secason and in order to enable them to plan
and adjust their operations in such a way that
their busy scason credit expansion could cater
to the legitimate requirements of prodiiction
and exports, without exacerbating inflationary
pressures. The slack season credit trends
also indicated that further measurcs were
necessary to reinforce this approach. Al-
though only a modest increase in bank credit
had been recorded between end-April and
end-August 1973, there was a considerable
expansion in the months of September and
October, the increase in these two months
being of the order of Rs. 266 crores. Credit-

“ deposit ratio at the end of 1973 slack season

stood at 67.0 per cent as against 66. 2 per cent
at the end of slack season 1972 ; and com-



August 1974

mercial banks had to increase their borrow-
ings from the Reserve Bank by as much as
Rs. 52 crores to sustain this level of advances.

43. In deciding on credit policy for the
1973-74 busy season, thesc features of the
1973 slack season, coming on top of the size-
able expansion in credit in 1972-73 busy sea-
son had to betaken into account. For plan-
ning purposes, it was taken that deposit growth
in the period October 1973-April 1974 would by
and large be of the same order as in the 1972-73
busy season vjz., a growth rate of approxi-
mately 10 per cent or an increase of about
Rs. 800-850 crores in absolute sum. The
effects of the energy crisis on domestic prices,
the extent of world price inflation that was to
follow, and the extraordinary opportunity for
maximising export earnings could not all. be
fully incorporated in the quantitative assess-
ment made in the process of formulation in
October 1973, of the busy season policy.

44, Assuming the continuance in the
growth of deposit resources at the rate that
had been prevailing and anti-

Quantitative  cipating an increased demand
Ceiling for working capital at a time

of rising prices, steps were
taken in November 1973 to limit the resort
to accommodation from Reserve Bank of
India. The normal facility of virtually auto-
matic borrowings from Reserve Bank of India
under various sub-sections of Scction 17 of
the Reserve Bank of India Act was restricted
to a stipulated proportion, which, varicd bet-
ween 1 and 2 per cent of a bank’s total demand
and time liabilities for different periods upto
end-May 1974. There was also an increase
of two percentage points to 32 per cent (with
effect from December 8, 1973) in the statutory
liquidity ratio under Section 24 of the Banking
Regulations Act which restricted the capacity
of banks to add to their advances to commer-
cial sector through a liquidation of invest-
ments in Government and approved securities.
To casure further that the overall volume of
credit expansion was contained, a quantitative
ceiling was in addition stipulated for the busy
season. This measure, which had no pre-
cedent in the various packages of measures
adopted so far in India for implementing a
restrictive credit policy, was conceivedin terms
of the banking system as a whole, because of
wide differences between the capabilities and
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commitments of individual banks in regard
to provision of credit in the busy season.
The ceiling permitted approximately 10 per
cent rise in non-food credit over the out-
standing amount of such credit at the end of
September 1973 level. In absolute terms,
the permissible expansion for non-food credit
during busy season was indicated as Rs. 600—
Rs. 650 crores. Allowing for increase in bank
credit that had alrcady taken place upto
end-October 1973, it was cxpected that an
increase of Rs. 400—Rs. 450 crores in bank
advances, together with around Rs. 150 crores
of rediscounting under the new bill market
scheme between end-October 1973 and end-
April 1974 would be adequate to mecet the
credit requirements in the traditional busy
scason for purposes other than food procure-
ment.

45. The multiplicity of mecasures, com-
plementary with onc another and controlling
between them overall expansion in credit,
were cxpected to indicate clearly to the banks
the intention of the monctary authoritics to
contain growth in credit within these limits.
Many of the measures were announced cven
beforc the commencement of the busy season ;
in particular it had been clarificd that the
reserve ratio would be maintained at 7
per cent throughout the busy scason and that
there would be no continuance of the earlicr
concessionary refinance cxcept for exporls.
Credit sanctioned wunder new bill market
scheme, the main purpose of which was to
promotc a market for genuine bills, was also
to be treated outside the quantitative ceiling.

46. As the secason progressed, however,
it became cvident that the credit expansion
would have to exceed the
ceiling.  Advance commit-
ments of some of the banks
indicated that not sufficient
care had been taken in ensuring that their
individual credit progranunes were consistent
with the overall ceiling. This introduced an
element of uncertainty among the borrowers
regarding future availability of credit from
their banks, giving rise to overdrawal on their
accounts and withholding of deposits or re-
payments to banks. Furthermore, some of
the assumptions on which original credit pro-
jections were based were invalidated by subse-
quent developments, and adjustments had

1973-74 Busy
Season
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pesforce to be made in the implementation
of quantitative restrictions.

47. The first of these adjustments, made
in January 1974, was to exempt further in-
creases in export credit from the ceiling res-
triction, and to accord special weight to this
factor in the provision of refinance. This
was done in view of the urgent need to maxi-
mise foreign exchange earnings and provide
a means for ‘meeting the greatly enhanced
cost of oil and other imports. Higher prices
of crude oil also meant that the petroleum
companies which were not a traditional bor-
rower from the banking system, had to be
provided on an emergency basis with funds
firstly to mecet their operating losses arising
from the time lag in adjusting the domestic
prices of petroleum products and also to meet
their needs for financing working stocks at
greatly cnhanced prices. Requirements of
public sector undertakings were larger than
anticipated especially in the context of the
reduced support for them from budgetary
sources. An increase of Rs. 73 crores in the
dispensation of busy season credit to indus-
trial public scctor undertakings was probably
needed to enable the reported implovcments
in their productlon performance in 1973-74.
Finally, therc were indications carly in the
busy season that the cuts in Government’s
current spending were achicved in part by an
addition to the book debts of suppliers, in-
cluding public sector enterpriscs. The Food
Corporation of India repaid in March 1974
Rs. 80 crores to the Government providing
thereby an equivalent suppert to the Central
Budget. [n other words, a good part of the
increase in bank credit to the commercial
sector was a consequence of the policy of
shifting a part of the budgetary burdens on
to the banking system.

48. The mounting pressure from all these
factors led to, as mentioned carlier, a record
gross credit cxpansion (including bills redis-
counted) of Rs. 1281 crores (19.7 per cent)
in the 1973-74 busy season as against credit
expansion of Rs. 916 crores (17.4 per cent)
in the previous busy season. The credit
deposit ratio was pushed up to 72.6
per cent at the end of 1973-74 busy
season as against 70.3 per cent at the end of
the preceding busy season though it must be
mentioned that both these ratios were smaller
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than the ratios at the end of certain carlier
busy seasons. Incremental credit deposit
ratio at 152.1 per cent during 1973-74 busy
season was the highest during the recent busy

seasons.

49. These pressures on the demand for
credit were combined with a pronounced
sluggishness in deposit growth. Between
January-March 1974, aggregate deposits in
creased by a mere Rs. 25 crores, which were
only a tenth of the increase in the corres-
ponding period of the previous year. With
this tardy rate of increase the deposit accre-
tion during the busy season as a whole was
of the order of Rs. 682 crores (7.1 per cent)
as against Rs. 811 crores (10.2 per cent) in
the 1972-73 busy season. The availability
of inter-institutional funds in the money
market was also limited. Call moncy rates
touched unprecedented heights and the Indian
Banks’ Association indicated to its member
banks a maximum rate of 15 per cent for call
money against the highest call money rate
of 7.5 per cent in the preceding busy season.
Thus, with the tight own resources posilion
and limited availability of inter-institutional
funds any necessary expansion in credit was
not possible without recourse to borrowing
from Reserve Bank of India.

50. This, in one scnse, constituted a spe-
cially favourable circumstance for control
over the expansion of credit. In actual fact,
borrowing from Reserve Bank of India in-
creascd from Rs. 141 crores at end-June 1973
to Rs. 407 crores at the end of May 1974,
The statutory cash reserve ratio requirements
were also not always strictly observed by all
the banks at all the times. Thus, the actual
expansion of credit was made possible through
Reserve Bank of India’s assistance and to
some cxtent, shortfalls in stipulated cash ratio
requirements.

51. The monetary situation was at this
stage a composite one of decline in deposit
growth, persistently rising
demand for credit and a ge-
neral threat of dislocation in
the production and distribu-
tion systems on account of dislocation in
Railway and shipping services, power and fucl
supply and in some States, even law and order.

Policy
Alternatives
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These latter were a contributory factor in de-
laying the return of funds to the banks and
thus increasing their dependence on the Re-
serve Bank of India for meeting their minimal
.obligations. In this context, the monetary
authority had two alternatives. One was to
adhere to the originally stipulated quantlta.tlve
.ceiling, - disregarding the developments men-
tioned above and accepting consequential
adverse impact on production, export, distri-
‘bution of essential goods or the functlonmg
-.of the monetary structure. Although it was
not- p0551ble to quantify with any degree ‘of
:precision, the effect that denial .of additional
credit would have had on productmn etc,,
‘there was rea.sonable presumptlon for conm-
-dering these. as.a real l'lSk.‘ The second alter-
native was to 1mp1ement the pohcy ina ﬂemble
manner. and _permit selectwely extens1on of
-credit to sectors expa.nsmn n whose act1v1ty
-was in conformity with national . ObjeCtIVFS
"Taking the totality of national and interna-
‘tional factors, the Reserve Bank of India took
the dellbera.te decision- to follow the second
.one, viz., allowing the credit ceiling, to’ bc
surpassed in the interests of maintaining pro-
-duction, increased exports and greater facility
for movement of goods In the process, it
had to allow anincrease in commercial banks’
-resort to RBI refinance and bill redlscountlng,
-accepting some dilution of the contractionary
-effect of the policy of requmng hlgher reservc
}ra.tlos i

52. Indubitably, if recycling of credit and
its redeployment had taken place in a’ manner
..considered = possible :at - the
time of formula.tmg the ceiling,
the genuine needs of different
. - sectors. could perhaps have

been met with a lesser volume of overall credit
-expansion. However, such recyclmg did not
-occur on a wide enough scale to reduce the
'banks’ recourse to RBI for providing essential
‘working capital requirements of public enter-
-prises, exports, small-scale industries, etc.
‘This would suggest that for effective imple-
“mentation of the policy of an overall credit
~ceiling what was required was banks’ own
-plans of credit expansion, taking into account
.an assessment of their borrowing constituents’
immediate needs to. sustain production and
the resources available for meeting these
-demands. The internal operational systems
.obtaining in banks had not yet been fully

O rganisatlonal
Problems
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geared to work out a technique of this nature ;
the task was made infinitely more difficult
by the extensive list of ‘priorities’ which banks,
individually or collectively, were required to
subserve. All the same, considering banks’
unfamiliarity with a constraint of this nature,
and despite the time-lag involved in making
necessary adjustments in the deployment of
bank resources it-must be said.that on the
whole banking system moved in the direction
of operating the policy of  controlled iexpan-
sion. As the subsequent -discussion on sec-~
toral deployment of credit will show the

~major _portion. of . commercial . bank credit

durmg the busy: season arose out of the re-
quirements of the food Jprocurement, exports,
public  sector, underta.klngs and' the prlonty
sectors. g SRR

LA . ¢ [

j} An 1mpor§4nt feature of bqsy season
wchdlt expa.nswn in- 1973 14 was a. record
- . increase of Rs. 244 crores in

Bill "’ bills rediscounted by the banks
Rediscounﬂnz ‘with " the 'Reserve " Bank of
- Indla as against’ Rs. 19 crores
in the prev1ous busy season. With conti-
nuous pressures on the demand for bank
credit, active recourse to the bill, ma.rket was
antlcnpated the actual increase, however,
was somewhat larger than envisaged. Though
bill firidnce provides resources to the same
sectors as the principal users of bank credit,

it differs from the latter in important,respects.

As an instrument of credit, the bill is related
to specific- transactions and hence limited in
penod -of utilisation and is self-liquidating
in, character. The. pnnclpal object' ‘of thé
new bill,market scheme is to, bring about the
popular, use -of the bill of-exchange as an
instrument of credit in substitution of existing
arrangement of credit extended against. in-
ventories: and receivables. . However, mea-
sures were taken to regulate credit expansion
through this channel, as recourse to bill re-
discounting with Reserve: Bank of India ga-
thered strength. : Along with an increase of
one per .cent (to 8 per cent) in the maximun
rate of export (packing) credit with effect
from November 16, 1973, minimum rate on
bills was also raised from § per cent to 9 per
cent. This rate was further raised to.9.5
per cent with-effect from November 30, 1973.
Moreover, rediscount of bills with the Reserve
Bank was possible only within the limits
sanctioned to each bank and increases in the
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limits were not'allowed in advance.” While
the volume of bills rediscounted continued
to be quite large throughout the year, the
scrutiny of the bills adequately established,
by and large, that they were genuine ones and

mamtalned their self- hqundatlng character. o

54, The extent of expansion in bank credlt
durmg the busy season of 1973-74 should not
create an impression that res-
trictive measures were mnot
pursued with rigour. The
Reserve Bank preferred to
keep a portion of the deposits impourided over
the long-term while permitting reﬁnancmg
of the banks for meeting their steadily in-
creasing needs as theé: busy season advanced:
Access to Reserve Bank accommodation;
which was made dlscretxonary to a large mea-
sure, enabled it to exercise ‘better control over
sectoral dcployment of ' incrervental credit.
Inmdentally, the cost of funds to the banks
was 1ncreased While permitting further bor-
rowing “facility to individual banks, the fac-
tors taken into account by ‘the Reserve Bank
were, among others, the increase in export
credit extended by it and the involvement in
commitments such as the financing of oil
companies to cover the rise in price of im-
ported crude and in food procurement

55.  Over the year (May 1973 to Apnl
1974) gross bank credit including bills redis-

.counted increased by Rs. 1610

“‘crores or 26.1 per cent. Of

this increase, food ‘procure-
"~ ment credit accounted - for
Rs. 132 crores or 8.2 per cent ‘of the total
bank ° credit expansion. Export credit ac-
counteéd for an increase of Rs. 283 crores or
about - 17.6 per cent. The increase in ad-
vances to priority sectors and public sector
undertakings taken' together amounted to
Rs. 645 crores or 40.1 per cent of the total
increase. ' The residual sector, which covers
the whole of large and medium industries in
the private sector and also wholesale trade,
accounted for Rs. 550 crores or 34.1 per cent
of the total increase. Over the year,
the increase in bank credit to the large-scale
industries and trade sector was contained at
16.0 per cent which is evidently- much lower
than the percentage increase in the prices-of
raw materials (some imported and some sub-
ject to Governmental price control) over the

Dlscretlonary
Accommoda-
tion

Credlt Expan-
sion: May |
to April 1974
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year A further point of significance is that a
substantial part of the credit made available
to the large-scale industries and trade sector
was in the form of bill finance; bills redis-
counted by the Reserve Bank increased by
Rs. 259 crores.

56. While the detailed industry—wise break-

down of bank credit durmg the last busy
season is not yet available,

SDeCtIO"al . sectoral deployment of bank
Comparative  Credit during the busy
Picture season is presented in Table 19,

57. It Gvill be observed that using theé

widest concept, gross bank credit during
1973-74 busy‘season’ increased by Rs. 1175
crores (18.1 per cent) as against Rs. 916
crores (17.4 ‘per cent) dunng the preceding
busy ‘season. The large increase in absolute
terms was, to a considerable extent, on ac-
count of an increase of Rs. 190 crores (as
agamst Rs. 6 crores in 1972-73 busy season)
in ‘food credit. - Exclusive of this, non-food
credit showed a smaller rate of growth of
15.7 per cent (Rs. 985 crores) in the busy
season’ of 1973-74 as against 18.3 per cent
(Rs 910 crores) in the preceding season.

58. Of the non-food credlt export credit,
which had showed a rise of 26.3 per cent
(Rs: 114 crores) in 1972-73 -busy season, went
up further by 34.7 per cent (Rs. 214 crores)
in the 1973-74 busy season. The outstanding
amount of export credit at the end of April
1974 at Rs."831 crores was nearly double the
outstanding amount at the end of October
1972. Consequently, it accounted for over
11.2 per ‘cent of outstanding total bank credit
(excluding bills' rediscounted) or 10.8 per
cent inclusive of bills as at the end of April
1974 as against a little over 8.2 per cent at the
end of October 1972. Like-wise, the high
rate of growth in bank advances to the public
sector undertakings during the last two busy
seasons raised their share from 7.7 per cent
at the end of October 1972 to a little over ten
per cent at the end of April 1974. Advances
to priority sector, which had increased by
9.5 per cent during the busy season of 1972-73
increased at a still larger rate of 14.0 per cent
during 1973-74 busy season. Bank credit to
small-scale industries- which account for the
major portion of priority sector credit in-
creased at the rate of 21.5 per cent as against
13.3 per cent in the busy season of 1972-73.
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TABLE 19 :—SEC’I’ORAL DEPLOYMENT OF CREDIT
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(Amounts in Rupees Crores)

Variation During

Busy Season 1973-74 Busy Season 197273
(October-April*) ' ~ (October-April)

. Percentage Percentage

Amount Per share in Amount Per share in

cent gross cent gross

credit credit
expansion expansion

1 2 3 4 -5 6
Gross credit (including bills rediscounted) ... .. +1175  +18.1  100.0° -+ 916 +17.4  100.0
Of which : v ' '

(@) Food Credit e we .. 4 1% 4809 16.2 + 6 +2.1 0.7
() Export Credit .. .. .. ..  +214 4347 182  +114 +26.3 12.4
() Public Sector undertakings .. .. +125 -+-19.7 - 10.6 + 86 +21.3 9.4
(d) Priority Sectors .. .. .. ... +219 414.0 8.6 4122 495 13.3

" Total of (a) to (d) .. .. .. .. 4748 +245 - 63.6 -+-328 +13.6 35.8
(e) Large-scale Industries and Trade sector

(including bills rediscounted) .. ..o t427 4124 364 1588  +20.6 64.2

* Relate to 61 banks which account for 98.6 per cent of total credit.

SECTORAL DEPLOYMENT OF CREDIT

Busy Season variations.{End-April 1974 over end-October 1973)
(Percentages)

GROSS CREDIT
(inciuding bills rediscounted )

Large-scale Industries
and Trade Sector

"Priority Sector

Public undertakings

Export credit

N

Food credit

1972-73

1973-74

Oct. 72-Apr. 73 Qct. 73—Apr. 74
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59. Altogether, eliminating the flow of
credit to these identifiable sectors, busy season
expansion in credit to the
large-scale industries and trade
sector was lower at Rs. 427
crores (12.4 per cent) than
in the previous season (Rs. 588
crores or 20.6 per cent). Thus, despite the
fact that the ceiling was exceeded, what emer-
ges clearly is the fact that bank advances to
the large and medium borrowers and whole-
sale trade in the private sector showed a rela-
tively low rate of growth whether compared
to the overall credit expansion in 1973-74
busy scason, or the expansion of credit to this
sector during the previous busy season.

Large-Scale
Industries and
Trade Sector

60. This trend in bank credit, though
significant in itself, does not answer all the
questions regarding the end-

Bank Advances use of credit. The increase
;';g d':é’t‘i':‘:‘”'_a’ in credit to this sector for
Sectoral the two busy seasons to-
Trends gether might appear incon-
sistent with virtual stagna-

tion in industrial production during the larger
part of 1973. While it is not possible to exa-
mine fully this aspect of credit expansion with
the information available at present, it would
be worthwhile to note the following points.
Although data relating to industry-wise pro-
duction are available only upto September
1973, they show a considerable degree of dis-
parity in performance as between industries.
What becomes important, therefore, are the
trends in industrial production in respect of
industries which account for the major por-
tion of bank advances to industries. Due to
differences in classification, comparison bet-
ween industries as divided for the purpose
of computing the index of industrial produc-
tion on the one hand and for bank advances
on the other would have its own limitations.
On the basis of broad groups, however, it
would appear that manufacturing industries
like edible oilsand vanaspati, pharmaceuticals,
rubber and rubber products etc., which suffer-
ed nearly one-fifth to one-fourth decline in
the level of production between January-
September 1973  (over the correspond-
ing period last year) accounted indivi-
dually and collectively for a very small pro-
portion of the outstanding bank advances as
on June 1973 (the latest period for which
data are available). On the other hand, engi-
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neering industries accounted for 9.9 per cent
of the outstanding bank advances as on June
1973 ; basic metals and metal products and
chemicals between them accounted for 11.7
per cent of the outstanding advances. Pro-
duction in respect of most of these industries,
despite stagnation in the overall growth, was
well maintained during 1973. As was men-
tioned earlier, the group Capital Goods In-
dustries showed 13.7 per cent rise in index in.
January-September 1973, that is almost one
hundred per cent increase in the rate of growth
compared to the corresponding period of the
last year. The index of industrial production
in respect of heavy chemicals and fertilisers—
other important users of bank credit—went
up by over 10 per cent during January-Sep-
tember 1973. Among the metal groups, iron
and steel industries, which accounted for 37
per cent of bank advances to this group of
industries, also showed some increase in pro-

duction.

61. Neither the data on production nor
on the pattern of credit during the subsequent
period are known in sufficient
detail. However, available
information indicates that
during the busy season of
1973-74 both through bill refinance and di-
rectly there have been noticeable increases in
credit flow to the cotton textiles, jute textiles
and engineering industries. That there has
been an increase in output of cotton and its
demand from the mill sector during 1973-74
was already indicated earlier. What is more,
there has been quite an encouraging increase
in the export of cotton textiles for the larger
part of the year and in any event jute mills
were required to hold larger stocks of raw
jute. The output of jute was also substan-
tially larger this year. In regard to engi-
neering goods, while direct information is not
available, there is no indication of any decline
in domestic output of basic metals and con-
tinuance of imports.

Industries :
Some
Observations

62. Morecover, the rate of growth in phy-
sical output is only one of the determinants
of the volume of credit requirement. The
movement in the level of prices, particularly
of industrial raw materials and finished pro-
ducts, is an equally important determinant of
credit needs. Between October 1972—ie.,
just before the commencement of the busy
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season of 1972-73, and April 1973 the whole-
sale price index of industrial raw materials
and industrial manufactures increased by
22.7 per cent and 6.4 per cent, respectively.
Again from the end-April 1973 levels, these
indices increased further by 27.0 per cent and
29.3 per cent, respectively, by the end of April
1974, Part of this increase was on account
of the revision in a variety of controlled or
administered prices (Table 20). Thus, even
at the same level of output the working ca-
pital needed by the manufacturing sector
(including for export) would have increased
by a percentage higher than the actual rise
viz., 18 per cent. However, the credit policy
in fact has been operated in such a way as to
discourage the granting of advances merely
on the ground that price increases have en-
hanced the working capital requirements.
Though recent data are not available, it
may be noted in passing that the ratio of
short-term bank advances to inventories in
respect of 350 large companies accounting
for over 60 per cent of the paid-up capital
of the public limited companies in the private
corporate sector declined from 50.6 per cent
in 1971-72 to 46. 2 per centin 1972-73. While
the decline in this ratio by itself does not
furnish any evidenceregarding the reasonable-
ness of inventory holding it becomes of some
significance along with a fall in inventory-
sales ratio from 32.1 per cent in 1971-72
to 31.2 per cent in 1972-73.

63. Changes in selective credit control
measures were in line with the general credit
policy objectives. The mi-

gi‘::itti"e nimum cost of credit in respect
Controls of advances against the items

covered by selective credit
controls was raised from 12 per cent to 13
per cent. Minimum margins applicable to
sugar factories were raised from 5 per cent
to 10 per cent in respect of levy sugar and
from 15 per cent to 25 per cent in respect of
free sale sugar. Some more items, viz., cot-
ton yarn, and synthetic fibres and fabrics
and imported cotton were brought under the
purview of margin control for the first time.
On the other hand, the margin on advances
against castor and linseed was reduced while
exports of linseed oil and rice were totally
exempt from all margins. On account of
tight control over commercial bank credit
to sensitive commodities the proportion of
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commercial banks’ advances against commo-
dities covered by selective credit controls has
steadily declined from 11 per cent in 1970 to
6 per cent in 1972, With the enlargement
in the list of commodities covered by selective
credit controls there might be a slight increase
in 1973 in the proportion of commercial banks’
advances against commodities covercd by
selective controls. Even so, the bank finance
would constitute a very small proportion of
the total finance used in the trading of sca-
sonal commodities.

64. The low rate of growth in deposits
was noted earlier. The rates of interest on
various types of deposits (ex-
cept current deposits, which
are interest-free) were re-
vised in 1971 and again in April 1973, With
effect from April 1, 1974, the rates of interest
on deposits with banks were revised upwards
by 0.25 per cent to 1.0 per cent for various
categories of deposits. The most important
revision was the increase by full one per cent
in the case of savings deposits, which was in-
tended to promote savings in this form.
While the minimum lending rates had already
been raised (to 11 per cent with effect from
December 1, 1973), the interest payable by
the Reserve Bank on additional deposits
maintained by commercial banks under Sec-
tion 42(1) of the Reserve Bank of India Act
was raised from 4.75 per cent to 5.25 per
cent.

interest Rates

65. In order to enable banks to plan pro-
perly their credit portfolios an indication of
the general line of policy for
the future was given to banks
towards the close of the 1973-
74 busy season. The need
for reducing the rate of increase in bankcredit
was stressed. While lendable resources im-
pounded for one year, as then stipulated by
raising the cash reserve ratio by two per-
centage points from end-June 1973, were re-
leased from end-June 1974 (on the expiry of
the year), simultaneously the statutory mi-
nimum liquidity ratio was stepped up by 1
percentage point to 33 per cent. The mi-
nimum cash reserve ratio now stands at five
per cent (as compared with the level of three
per cent, for all these years until after June
1973).

Credit Policy
for 1974-75
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TABLE 20:—CHANGES IN ADMINISTERED PRICES OF CERTAIN COMMODITIES

Unit Present PRICE PREVAILING AS ON
Commodity B T stTuly 74 1stJuly 73 st July 72
Rs. Rs. Rs. Rs.
1 2 3 4 5
1. PETROLEUM PRODUCTS '
1. Fuel oil .« .. .. .. KiloLitre 604.12 604.12 248.71 . 232.78
2. Naphtha for fertilisers .. - Metric tonne 486.31 486.31 192.25 144.13
3. Naphtha for non-fertilisers .. .. Metric tonne 1,000.00 1,000.00 192.25 144.13
II. COAL*
1. Coking Coal Gr. A, 13% Ash. .. tonne 68.70 68.70  50.95 48.20
2, Non-coking—high Moisture .. .. tonne 54.75 © 59.00 48.00 42.75
111. NON-FERROUS METALS@
" 1. Copper wire bars/ingot bars .. .. Metric tonne 34,080.00  34,080.00 19,095.00 14,250.00
2. High Grade Zinc ‘e - . -do- 16,660.00  16,660.00 6,340.00 5,360.00
3. Special High Grade Zinc e ~do- 16,810.00 16,810.00 6,415.00 5,380.00
4, Tin . - .. -do- 1,12,495.00° 1,12,495.00 51,200.00 44,526.00
5. Lead 99.99% . . o 9,400.00  9,00.00  5090.00  4,390.00
6. Lead 99.97% e e .. do- 9,175.00 ~ 9,175.00  5060.00  4,530.00
7. Nickel Cathodes .. .. - -do- 48,485.00 48,485.00 43,865.00  34,100.00
IV. CEMENT .. .. .. f.o.r. tonne 296.03 240.96 212.02 | 213.28
V. STEEL ‘
1. Structurals : Metric tonn 1,251.00 1,195.00 1,120.00 1,025.00
oy Seening By, Bene P L o ki
2. Plates . .. .. .. -do- 1,397.00 1,338.00 1,263.00 1,220.00
3. Chequered plates .. .-, .. -do- 1,407.00 1,348.00 1,273.00 1,230.00
- 4. SHEETS '
' HR Sheets 14G thicker .. .. Metric tonne 1,971.00 1,900.00 1,396.00 1,343.00
GC Sheets 1622 G .. .. .. {igi{head 2,871.00  2,750.00  2,285.00  2,175.00
5. Barsand Rods in stralght lengths Station ' :
(upto25m.)$ .. .. -do- 1,626.00 1,570.00 1,126.00 996.00
6. Flats of all sizes$ .. .. .. -do- 1,729.00 1,670.00 1,106.00 976.00
7. Blooms and Slabs .. .. .. -do- 1,331.00 1,275.00 865.00 820.00
VI. SULPHUR
1. Fertiliser Units .. .. .. Ex. Jetty 864.00 864.00
price per
2. Non-fertiliser units .. .. .. tonm.:do- 887.00 887.00 e A

* Not strictly comparable between July 1974 and Jul 1972, 1973.
@ MMTC Prices. Y d
$ Classification of categories changed slightly after 1st July 1973.
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66. Borrowings from the Reserve Bank
including rediscount of bills are also to be
reduced during the slack season. The banks
were informed that for the greater part of the
slack season period (June 1 to end-October)
automatic assistance from the Reserve Bank
would be limited to 1 per cent of their demand

and time liabilities as on the last Friday of .

March 1974. Further assistance and its cost
could be entirely at the discretion of the Re-
serve Bank. With these restrictions on ac-
commodation from the Reserve Bank and
statutory pre-emption of a significant segment
of incremental deposits, banks were given a
clear indication of the extent to which they
could plan their credit expansion in the en-
suing year, May 1974—April 1975, ie., in-
clusive of the next busy season.

67. The rising trend in bank advances to
commercial sector continued even after the
: o expiry of the traditional busy
Slack Season season at the end of April
1974 1974. Total bank credit (ex-
, : cluding bills rediscounted) in-
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creased by Rs. 225 crores during the 1974
slack season upto June 28, 1974 as against
a rise of Rs. 255 crores during the corres-
ponding period of the preceding slack season.
Credit for public food procurement operations
which had increased by Rs. 175 crores during
1973 slack season (upto end-June) had a
smaller rise of Rs. 95 crores during the current
slack season. However, with the likely finan-
cing of food imports, food credit might con-
tinue to remain at a high level throughout
the slack season. Non-food credit increased
by Rs. 130 crores during the current slack
season (end-June 1974) as against a rise of
Rs. 80 crores duringthe corresponding period
of the slack season of 1973. Indicative of
these pressures, credit-deposit ratio stood
higher at 72.7 per cent as on June 28, 1974
as compared with 70.0 per cent a year ago
(June 29, 1973). Like-wise, exclusive of food
credit, credit-deposit ratio was higher at 67.8
per cent as compared with 64.9 per cent a
year ago. But because of the smaller
accretion. of deposits between January
and June 1974, (Rs. 572 crores as against

SCHEDULED COMMERCIAL BANKS'

CASH, INVESTMENTS AND CREDIT-DEPOSIT RATIOS

(As on Last Friday)
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Rs. 784 crores in the first half of 1973)
the resources position of commercial banks
was considerably more strained in June 1974
than what it was at the same time during the
last year. Consequently, banks which were
already indebted to the RBI to the extent of
Rs. 333 crores at the end of April 1974 (Rs. 24
crores a year ago) increased their borrowings
during the current slack season till end-
June 1974 by as much as Rs. 88 crores. How-
ever, in the subsequent period, the position
has changed markedly. Deposit resources
of banks increased by Rs. 308 crores bet-
ween end-June and August 9, 1974, while the
increase in bank credit amounted to only
Rs. 68 crores. There was a substantial re-
duction of Rs. 293 crores in banks’ borrow-
ings from the RBI, taking refinance and bill
rediscounting together. Additionally, banks’
deposits with RBI rose by Rs. 68 crores.
The average of daily balances maintained by
the banks with RBI at Rs. 625.39 crores
during the week ended August 9, 1974 thus
constituted 5.3 per cent of the total of de-
mand and time liabilities, at Rs. 11895 crores
as on August 2, 1974, It is anticipated that
these trends will continue and by the onset of
the next busy season, the banks’ resources
position will have improved significantly.

68. Taking the year (July 1973 to June
28, 1974) as a whole, total bank credit regis-
tered an expansion of Rs. 1321

$ank;ng crores (20.6 per cent) as
1973.74 against Rs. 932 crores (17.0

per cent) in the corresponding
period of last year. In contrast, growth rate
in aggregate deposits, which had slided down
from 22.4 per cent (Rs. 1393 crores) in 1971-
7210 20.4 per cent (Rs. 1556 crores) in 1972-73
declined further to 16.0 per cent (Rs. 1470
crores) in 1973-74. As was mentioned ear-
lier, the expansion in money supply was slower
than last year, mainly on account of lesser
increase in net bank credit to the Government
sector. Slower rate of growth in currency
expansion, along with preference for currency,
affected the growth rate of deposit accretion.
However, time deposits, the growth rate in
which picked up in June 1974, accounted for
the major proportion of the incremental
deposits and maintained their relative share
in the deposit accretion during the year at
61.0 per cent, more or less the same as during
1972-73 (61.4 per cent).
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69. Thus, it emerges from the develop-
ments in the sphere of credit policy that with
a slackening in the rate of growth in deposits,
commercial banks had to resort to accommo-
dation from RBI for the busy season credit
expansion. While the desired degree of selec-
tivity in the matter of sectoral allocation of
credit, which requires a clear appreciation
of the policy objectives and its efficient im-
plementation by the commercial banks, is yet
to be achieved, there has resulted, at the indi-
vidual bank level, more careful scrutiny of the
loan applications and greater attention to
the sanctioning of fresh limits. There has
been a pronounced upward shift in the cost
of credit and most of the banks are charging
medium and large industries 12 per cent
to 13 per cent, i.e,, more than the stipulated
minimum rate. On balance, it would appear
that credit expansion with the help of
discretionary assistance might bring about
sectoral deployment of
credit than if no such control were exer-
cised. Since maximisation of resource allo-
cation in favour of productive activities is
an important objective of development finance,
this aspect of credit policy is bound to beof
long-term importance. Efforts will have,
therefore, to be intensified in the direction of
improving the accuracy of credit budgeting,
evaluation of sectoral needs and evolving an
organisational structure to efficiently imple-
ment the credit programme. These organi-
sational changes are all the more important
in the short-run when, according to all indi-
cations, there is unlikely to be any slackening
in the demand pressures on bank credit during
1974-75.

70. In order to restrain this pressure se-
veral measures were taken by the Bank during
July 1974. The Bank rate was raised from
7 per cent to 9 per cent with effect from July
23, 1974, an unprecedented increase of 2 per-
centage points at one time. At the same time
the minimum lending rate to be charged by
banks was raised from 11 per cent to 12.5
per cent except in the case of a few exempted
categories (see Table 24 Part II). The mi-
nimum discount rates on bill finance for
drawers’ bills was increased from 9.5 per
cent to 11 per cent per annum and the rate
on drawees’ bills from 11 per cent to 12.5
per cent. In the case of export credit also
lending rate went up from 9 per cent to 10.5
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per cent except in the case of exports on de-
ferred payment terms, the rate on which
remained unchanged at 7 per cent. Food
procurement credit was also made costlier
from 9 per cent to 11 per cent for the Food
Corporation of India and to 12 per cent for
State Governments and their Agencies. While
no change was made in the minimum net
liquidity ratio the maximum rate of interest
chargeable was increased from 15 per cent to
18 per cent. Subsequently, Government im-
posed a tax of 7 per cent on the interest earned
by banks on their advances, leaving it to the
banks to make consequential adjustments in
their lending rates. While all these measures
operated through the rise in cost of credit,
banks were asked to scrutinise top 50 accounts
with a view to reducing the commercial sec-
tor’s recourse to banks’ credit and to ensuring
its proper utilisation.

71. Simultaneously, in order to assist de-
posit mobilisation and encourage savings,
interest rates on various categories of com-
mercial bank deposits were increased. The
maximum rate payable on deposits of over 5
years was raised from 8 per cent to 10 per cent
per annum. While the rate on saving de-
posits remained unaltered at 5 per cent. up-
ward adjustments in the rates on fixed de-
posits were made with relatively large increases
in respect of longer term deposits.

Prospects

72. From the foregoing assessment of the
economy, it will be seen that inflationary
pressures persisted throughout the fiscal year
1973-74. However, during the recent months
there has been some slowing down in the
growth rates of money supply and aggregate
monetary resources compared withthe growth
rates recorded during the corresponding period
last year. Money supply increased by 0.8
per cent between April 26 and August 9, 1974
as against 3.1 per cent rise during the corres-
ponding period of 1973. The rate of increasc
in money supply during the year ended August
9, 1974 was thus 13.8 per cent compared
with 17.7 per cent increase during the year
ended August 10, 1973.

73. It is too early as yet to measure the
full impact of the changes in monetary and
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credit policy made by the Rescrve Bank since
July 22, 1974, and of the measures taken by
the Government in the areas of fiscal and
administrative control. These policy steps
are, however, expected to further restrain the
growth in money supply and thereby mitigate
the inflationary pressures emanating from the
demand side. For thesc measures to havea
major impact, it is clearly important that
non-monetary policies are also implemented
to ensure a better flow of goods and discourage
stock-piling. Since in the Indian context,
the primary element in any concerted action
against inflation is the control of wage-goods
prices, especially prices of food articles, vigor-
ous steps have to be taken by the authoritics
to secure an efficient functioning of the public
distribution system for such commodities.
Towards this end, Government has sought
to augment domestic availabilities of food-
grains through some imports. But given the
constraints of foreign cxchange, it is evident
that therc can only be a limited volume of
imports ; therefore the improvement in food-
grains supply has necessarily to be based on
sizeable domestic procurement in one form
or another.

74. There arc indications of a good kharif’
crop this year and this prospect should have
some restraining effect through expectational
influences on agricultural prices, especially the
price of the cereals. The importance, in this
context, of devising policies which facilitate
better market supplies cannot be overstressed.
As past experience has shown, any significant
increase in the procurement price could have
the effect of generating expectations of a con-
tinuing rise in prices and reducing market
arrivals. Hence, it is preferable to utilize
methods other than the offer of additional
price incentives for obtaining the supplies
needed by Government for controlled distri-
bution.

75.  Available information on the bcha-
viour of wholesale prices shows that there
has been a further increase in the level of
prices during the financial year 1974-75 ; how-
ever, compared to the corresponding period
of last year, the rate of growth in the whole-
sale price index has been somewhat lower, parti-
cularly inthe case of industrial raw materials
and food articles. For instance, the wholesale
price index in respect of industrial raw mate.
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rials and food articles which had increased
by 33.6 per cent and 19.6 per cent, respec-
tively, between March 31 to July 28, 1973,
showed increases of 0.7 per cent and 15.4
per cent, respectively, during March 30 to
July 27 of 1974. Conscquently, the general
index of wholesale prices increased by 11.9
per cent during the current fiscal year so far
(July 27, 1974) as against 15.1 per cent rise
during the corresponding period last year.
If effective measures arc taken for further
moderating price incrcase in respect of food
articles, the tendency towards slowing
down of the rate of increase in the general
price level would gather momentum. In the
next few months, this tendency could be aided
by international factors. There is expecta-
tion of some recession in several of the deve-
loped countries, and international prices have
alrcady becn subject to a downtrend. Metals
and metal products in particular have receded
from the peaks rcached around the beginning
of the current year ; textiles, leather products
and oil cakes have, among others, become
cheaper in the world markets. These trends
imply on the one hand a reduced willingness
on the part of Indian exporters to oflfer higher
prices for domestic raw materials such as
cotton, hides and skins, and metals ; and on
the other, the possibility of obtaining somewhat
cheaper imports.  Although crude oil prices
have not registered any significant change
either way in recent months, there is an even
chance that further increases may not occur.
Altogether, it would not be unrealistic to
expect international factors to have a slowing
down effect on the growth of prices.

76. However, these developments will also
mean a more difficult balance of payments
situation in 1974-75. Since most countries
can be expected to avoid a too precipitous
fall in domestic activity or prices and f{urther
they are themselves plagued by a continuing
general state of inflation, it is unlikely that the
fall in prices of even some of our main imports
will be so large as to bring them down to their
Ievels of early last year. This would be true of
India’s export commodities also and it is not
clear how these changes will affect our terms
of trade. Nevertheless, there is little doubt
that without a big improvement in domestic
output, an increase in cxport earnings of the
order achieved in 1973-74 will be difficult in
the year 1974-75. Against this, there is the
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certainty of larger import payments having
to be financed, given the prevailing prices of
foodgrains, fertilizers, petroleum and pctro-
leum products and machinery. Besides
utilization of some of the external credits
newly secured, or likely to become available
in the remaining part of the year, imports
and external debt servicing obligations could
therefore result in a drawing down of foreign
cxchange balances by around Rs. 300 crores

equivalent.

77. Since the imbalance between aggregate
demand and domestic availabilitics cannot
be corrected through a massive import sur-
plus, the monetary and fiscal measures that
have been taken for curbing demand will
necessarily have to continue. These measures
will impinge to some extent on investment
for enlargement of productive capacity in
both the public and private sectors. In this
situation, it beccomes necessary for Govern-
ment to pay special attention to sccuring larger
production from the capacities already
existing, particularly in agriculture and basic
industries, power and transport. It would
be desirable to prevent in this context the
diversion of scarce inputs like cement, stecl,
non-ferrous metals and petroleum products
for the production of non-priority goods and
services. To ensure improved power supply
it would be necessary to take steps to promote
better working of power undertakings par-
ticularly of the State Electricity Boards. Apart
from any incentives that may be useful
in raising the productivity of labour and other
resources, there is need to eliminate the pro-
duction losses arising from organizational
deficicncies, administrative delays and lapses
in co-ordination of effort. It is only through
a significant increase in output supplementing
any monetary measures taken, that one can
expect to check the propensity of traders and
others to hold stocks in excess of current
requirements.

78.  Simultancously with demand curbs and
output increases, stern measures are required
to deal with unaccounted incomes and illegal
transactions. The problems here are cssen-
tially those of strict enforcement of tax laws,
streamlining of controls and imposition of
deterrent penaltics on the transgressors.
While continuous curbs will have to be main-
tained on the growth in money supply it would
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be a mistake to seek to remedy these problems
through such measures as a sudden sweeping
cut in money stock, both currency and bank
deposits, as has been suggested recently.
Such a measure would not affect accumulated
stocks of commodities ; it would also leave
unaltered the monetary value of existing con-
tractual obligations. Apart from shaking
the people’s confidence in currency and bank
deposits, these apparently drastic measures
do not necessarily make the holding of illegal
or speculative stocks of commodities difficult
or unattractive. The presumptions under-
lying this kind of approach—that the money
stock can be reduced very quickly, and that
such reduction will immediately cause a
drastic fall in both spot and anticipated
prices—are, in our conditions at any rate, un-
warranted. ’

79. In so far as the monetary part of anti-
inflationary policy is concerned, therefore,
the approach has essentially to be in terms
of limiting future additions to money supply.
As already indicated, the prospects are of a
sizeable current account deficit in the balance
of payments. Control on demand expansion,
which will be reflected in changes in money
supply, has to be achieved through restraint
in the domestic spending of the public and
private sectors. Government have alrcady
stated their policy to limit the budgetary
deficits to the amounts shown in the budgets
for 1974-75. Correspondingly, spending by
the commercial and household sectors have
to be confined to the availability of non-
inflationary sources of finance. In essence, this
requires that barring some seasonal expansion,
recourse to credit should be restricted to what
commercial and co-operative banks can pro-
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vide on the basis of deposit accretions, after
fullilling their statutory obligations in respect
of cash reserves and liquidity. With the in-
crease in cost of credit, closer scrutiny of loan
operations and limitation of access to the
refinancing and rediscounting facilities at the
Reserve Bank already in operation, it should
be possible to ensure that provision of credit
to the commercial sector in the year 1974-75
will continue to be on a stringently controlled
basis. Given such regulation on the credit
side, and assuming that deficit financing by
the Government will be held at a low level,
the rate of growth of money supply in the
coming year should be considerably less than
in the past two years.

80. As mentioned ecarlicr, side by side with
these measures, determined cfforts have to
be made to achiecve a progressive increase in
agricultural and industrial production if the
inflationary pressures are to be curbed cflec-
tively. In the agricultural sector, especially,
it would be necessary to acceleratc techno-
logical and institutional changes for securing
larger outputs. The establishment of a strong
uptrend in agricultural production would
have a major impact on wage-goods prices,
and on raw material costs in several indus-
tries. Alongside of this, if the power and
transport bottlenecks are mitigated and scarce
raw materials allocated in a manner bene-
fitting priority industries, it would be possible
to step up the rate of growth of real output
in the economy sufficiently to avoid a recur-
rence of the pressure on prices. Without
such developments on the supply side, it would
not be realistic to expect a quick transition to
conditions of normalcy.
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1I. PROGRESS IN COMMERCIAL BANKING

81. With the ycar cnded Junc 1974, the
14 major Indian commercial banks, nationa-
lised on July 19, 1969, completed almost
five ycars of operation in the public sector.
This five year period was one of significant
change marked by an unparalleled geographic
expansion in banking operations, a rapid
growth in deposits and a basic change in the
distribution of bank credit, with credit flow-
ing to scctors that werc hitherto virtually
outside commercial banks’ lending opera-
tions. Important organisational changes in
individual banks followed from the need to
adjust to the new demands made of the

banking system.

82. The distribution of banking business
between the private and the public sectors did
not alter materially over the period. At the
time of nationalisation, the public sector
banks (the 14 nationalised banks, the State
Bank of India and its 7 subsidiaries) together
accounted for 83 per cent of aggregate deposits
and 84 per cent of total credit. At the end
of June 1974, these proportions were respec-
tively 84 per cent and 85 per cent. The share
of the public sector banks in total bank offices
also remained unchanged at 82 per cent.
These data are illustrative of the fact that the
impulses generated through the operation of
the State-owned banks were smoothly trans-
mitted to and sustained in the private banks.

83. At the time of the nationalisation of
the major banks, there were 8262 com-
mercial bank offices (June 30, 1969) in
the country. By June 1974 this figure had
more than doubled to 16,936. The signi-
ficance of this dimensional change is better
seen in the location of the new offices; 53.6
per cent of these were opened in centres that
had no banking facilities or were inadequately
scrved by banks. Nearly 30 per cent of the
new offices were located in the under-banked
States of the central, eastern and north-castern
regions.

84. Deposits of scheduled commercial
banks rose by Rs. 5989 crores in  the
period 1969-74, the quantum of aggregate
deposits crossing the Rs. 10,000 crore level
in early 1974. The massive branch expansion

programme was an important contributory
factor in this growth, with the ncw offices
opencd during the period accounting for
about a third of the increase in deposits.!
The annual average compound rate of growth
in deposits for the period 1969-74 was 17.9
per cent as against a rate of 14.3 per cent for
the five year period preceding nationalisation.

85. Total advances and investments made
by the scheduled commercial banks also more
than doubled over the period 1969-74. Bank
credit increased by Rs. 4134 crores to a
level of Rs. 7733 crores at the end of June
1974. Total bank investments as on that
date stood at Rs. 3395 crores while, five
years earlier the figure was Rs. 1359 crores.

86. With the adoption of several organisa-
tional and legislative measures to cnable
increased participation of the commercial
banks in financing agriculture, the flow of
credit to the priority sector picked up, as was
anticipated. The scheme of financing primary
agricultural credit societies was extended to
a few more States. Multi-purpose service
societies were set up on an experimental basis
for farmers in a few selected SFDA/MFAL®
areas. The Small Loans Guarantee Scheme
of the Credit Guarantee Corporation wus
extended to non-scheduled commercial banks
also. Besides, several States enacted legisla-
tion to enable commercial banks to under-
take agricultural finance activities on a larger
scale.

87. The purveyance of credit to agricul-
ture in particular and weaker sections in
general may be expected to receive further
impetus with completion of survey reports
in virtually all the districts under the Lead
Bank Scheme. In-depth studies of certain
arcas within the districts and drawal of com-
prehensive credit plans for action arce other
notable developments in this regard.

88. During the year, mectings of the Con-
sultative Committees for the Southern, Nor-
thern and Central regions were held. At
these mectings. the progress made since the

| Estimate.
*2 Small Farmers Development  Agency Marginal
Farmers and Agricultural Labourers Agency.
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previous meetings was reviewed and the
problems faced by banks in promoting regio-
nal development were generally discussed,
Specific requirements such as the need for
banks to develop a co-ordinated approach to
meet the different credit requirements of
farmers were also indicated.

89. During the year 1973-74 (July-June),
commercial banks opened 1593 offices in
India as against 1756 and
1612 new offices opened in
1972-73 and in 1971-72, res-
pectively. ~ While it might
appear that the tempo of branch expansion
built up in the earlier years had not been
sustained during 1973-74, it should be re-
cognised that this was achieved despite the
diminishing number of identified locations
with basic infrastructural facilities as well as

Branch
Expansion
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the intensifying man-power constraint. As
in the past, the bulk of thesc new offices
(1206 or 76 per cent) were opened by the
public sector banks. The State Bank Group
and nationalised banks between them shared
297 and 909 offices, respectively (Table 21).

90. Of the new offices opened in 1973-74,
547 (34.3 per cent) were in unbanked areas.
The total number of commercial bank offices
in the 9 under-banked States of Assam, Bihar,
Jammm and Kashmir, Madhya Pradesh,
Meghalaya, Orissa, Tripura, Uttar Pradesh
and West Bengal stood at 4791 at the end of
June 1974, as against 2088 offices at the end of
June 1969 (Table 22). Thus, the share of these
9 Statesin the total number of offices in India
increased from 25.3 per cent at the end of
June 1969 to 28.3 per cent at the end of
June 1974,

TABLE 21:—NEW OFFICES OPENED BY %OMMERCIAL BANKS DURING 1972-73 AND
1973-74

New Offices opened by Commercial Banks

Bank Offices as on

1972-73 1973-74 June 30, June 30, June 30,
1969 1973 1974
Bank-Group - July- January- July- July- January- July-
Dfl:)cem- June June Decem- June June
er er
1972 1973 197273 1973 1974 1973-74 ,
1 2 3 4 5 6 7 8 9
1. State Bank of India 130 112 292 135 ' 73 208 1569 2867 3072
(58) €)) (1)) 42 (23) (65)
2. Subsidiaries of State
B:ni of India .. 127 54 181 64 25 89 893 1563 1652
64 a» @) @» ® Gn
3. Fourt Nationalised
B::kseen 2 .1c'>n ls?. 618 308 N6 697 212 909 4133 8109 95017
272 100 (372 (263) ¢G5 G1D
4. Other Scheduled Banks 194 155 349 250 128 378 1320 2580 2943
a4 (8 (132 0) “4) a3
5. Foreign Banks — — — — — — 130 130 130
) - - = G -
. dul .
¢ 321111 %egfksu «d Co mmt?r. 1119 629 1748 1146 438 1584 8045 15249 16814
(468) (216) (684) (418) (128)  (54%)
7. Non-scheduled Com-
mg;lcisz:l: Igarlikcs .. om. . 4 4 8 3 6 9 217 113 122
3 3) © n o @
8. All Commercial Banks 1123 633 1756 1149 444 1593 8262 15362 16936
471) (219 (6%0) (419 Q29 (547

Note : Figures in brackets relate to number of offices opened at the un-banked centres.
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TABLE 22:—STATEWISE DISTRIBUTION OF BANK OFFICES AS AT THE END OF JUNE 1972,
JUNE 1973 AND JUNE 1974

Number of offices as at the

Opened Of Opened Of
during which during which office (in thousands)

Population per bank

State/Union end of

’ Terrxtorlcs o Jams T 19;%- ba[lelllcé q 19772- bz}rjﬂr:-ed as at the end of
N 1972 1973 1974  (July- Centres (July- Centres June  June
e June) June) 1973 1974
S . 1 2 3 4 5 6 7 8 9
.1.-Andhra Pradesh .. - .. ‘959 1103 1234 144 55 131 48 37 35
© 2 Assam .. .. .. 149 168 184 19 1u 16 8 82 79
3. Bihar .. .. .. 54l 93 67 2 % 19 36 86 84
'4. Gujarat .. .. .. 1234 1320 1436 % 25 116 25 19 19
's. Haryana o 299 338 390 39 13 52 17 2% 26
6. Himachal Pradesh .. 108 136 159 28 2 26 17 22 22
7, Jammu and Kashmir .. 116 139 164 23 . 12 26 9 29 28
8. Karnataka R 17 1479 1621 188 76 143 59 19 18
9. Kerala .. .. .. 980 10722 1163 93 32 . 8 37 19 18
10. Madhya Pradesh .. 669 748 820 80 42 80 28 53 51
11. Maharashira .. .. 1679 1866 2005 187 44 140 19 26 25
12. Manipur .. .. .. 6 9 9 3 2 = 119 119
13. Meghalaya = .. .. 16 17 18  Q— 1 1 56 56
14. Nagaland .. . 5 6 7 1 1 1 —_ 86 74
15. Orissa .. .. .. 192 225 255 33 20 30 16 89 86
16. Punjab ... .. .. 651 772 869 121 58 91 57 16 16
17. Rajasthan .. . .. 570 664 743 94 32 79 33 36 35
‘18, Tamil Nadu .. .. 1484 1650 1784 175 65 134 36 24 23
19. Tripyra .. .. .. 12 14 18 2 1 4 2 92 86
20. Uttar Pradesh .. .. 1324 1497 1673 173 91 177 57 54 53
21. West Bengal .. .. 760 882 987 122 19 108 35 46 45

+ Union Territories '

22. Andaman & Nicobar Islands 4 4 5 S — 1 1 23 23
23 Arunachal Pradesh .. 5 5 6 S — 11 78 78
24. Chandigarh .. .. 33 41 44  J— 3 1 6 6
25. Dadra & Nagar Haveli .. 4 4 4 — — — — 19 19
26. Delhi .. .. .. 385 455 502 0 — 50 @ — 8 8
27. Goa, Daman & Diu .. 118 125 133 7 5 8 4 6 6
28. Lakshadweep ~ .. . 2 4 4 2 2 —_— — 8 8
29. Mlzoram . .. 1 1 1 —_ — —_ — 332 332
30. Pondicherry .. .. 24 25 % 1 - 1 - 18 18
Total .. .. 13,622 15362 16936 1,756 690 1,593 547 33 2
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91. The emphasis on expansion in rural
and semi-urban areas continued and 985 of
the new offices opened during the year were
located in such centres. With over one-
half of the new offices opened between Jupe

SUPPLEMENT TO RFSERVE BANK OF INDIA BULLETIN 41

1969 and June 1974 being in rural centres,
the number of oflices in such centres increased
from 22.4 per cent of the total offices in June
1969, to 36.5 per cent of the total in June
1974 (Table 23).

TABLE 23 :—CENTRE-WISE DISTRIBUTION OF COMMERCIAL BANK OFFICES

Number of Offices as at the end of Per-

cen-

Centre tage

June 9ito June % to June %to Jure %to June %to in-

1969 total 1971 total 19722 ’total 1973 total 1974 ‘total crease

bet-

ween

June

1969

and

June

1974

1 2 4 5 6 7 8 9 10 11

1. Rural 1832 22.4 4279 35.6 4814 35.3 5561 36.2 6175 36.5 50.1
2. Semi-Urban 3322 40.1 4016 33.4 4385 32.2 4723 30.8 5094 30.1 20.4
3. Urban 1447 17.5 1778 14.8 2323 17.1 2573 16.7 2891 17.0 16.6
4. Metropolitan/Port Town 1661 20.0 1940 16.2 2100 15.4 2505 16.3 2700 16.4 12.9
Total 8262 100.0 12013 100.0 13622 100.0 15362 100.0 16936 100.0 100.D

3 Re-classified on the basis of 1971 Census population figures.
Note: Rural Centres : Places with population upto 10,000
Semi-urban Centres : Places with population over 10,000 and upto 1,00,000

Urban Centres :

(@) Metropolitan Towns: Places with population over 10,00,000
(b) Others : Places with population over 1,00,000 and upto 10,00,000.

92. With the progress of branch expan-
sion programme, the national average of
population per bank office, which was 65,000
(1961 Census) at the end of June 1969, had
declined progressively to 36,000 (1971 Census)
at the end of June 1973 and further to 32,000
at the end of June 1974 (see Table 22). The
branch expansion during the year improved
the population coverage in the under-banked
States of Orissa and Tripura where the popu-
lation per office was brought down to less
than 1 lakh at the end of June 1974
However, the population coverage in the State
of Manipur and in the Union Territory of
Mizoram continued to be over 1 lakh per

office. In nine other States and one Union
Territory (Arunachal Pradesh), the population
per bank office was over 50,000. Efforts
continue to bring about further expansion of
branches in these areas.

93. The question of opening new branches
abroad by Indian banks has been engaging the
attention of the Reserve Bank for some time.
During the year, Indian banks opened 3
branches (one each in Mauritius, Maldive
Islands, France, Hong Kong and Dubai)
outside India ; licences for opening 5 more
branches abroad were issued during the year.
Permission has been granted to the State
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Bank of India for opening an office at Dacca
(Bangladesh).  Hitherto, expansion had
proceeded on the basis of the banks’ own
assessment of need and potential. In the
context of India’s growing trade relations, the
need has been increasingly felt for co-ordinated
action in establishing priorities and determin-
ing the potential for Indian banks’ foreign
expansion. As a first step in this direction,
a meeting of the Chairmen of some of the
commercial banks was convened by the
Reserve Bank in April 1974, The meeting
reviewed the working of the existing foreign
offices and reached certain tentative decisions
in regard to the allotment to different banks
of countries/centres for further expansion.
The concerned banks have been advised to
initiate necessary action in the matter. It
was ‘also decided that the difficulties pointed
out by banks in regard to the operation of their
existing foreign branches should be examined
by the Government of India/Reserve Bank at
an early date,

94, .The lead bank: scheme made further
progress during the year under review. It
* - " “'might be recalled that banks

‘were required. to conduct

quick and impressionistic sur-

veys of districts allotted to
them under the lead bank scheme with a view

. Lead Bank
Scheme

to identifying unbanked growth centres for .

branch opening on the basis of a phased pro-
gramme. Such surveys have been completed
in virtually all of the 338 districts by the
concerned lead banks and bank branches
are opened in the identified unbanked centres
with the needed minimum infrastructural
facilities. ~ With this, the first phase of the
operation of the scheme may be considered to
have been completed.

..95. As a further step, some banks have
carried out in-depth studies of limited areas
within the district (for example, of selected
Community Development Blocks).  Based
on such studies, some development schemes
have been drawn up for specific action. A few
banks have also undertaken the formulation
of comprehensive credit plans for their lead
districts on an experimental -basis. Such
credit plans have been completed for the
districts of Rae Bareli, Ujjain and Seoni,
while that for Gorakhpur is nearing comple-
tion,
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96. The implementation of the schemes
evolved through the various surveys requires
co-ordinated effort on the part of banks,
other financial institutions and Government
departments.  Under the schemes, District
Consultative Committees are expected to
provide the forum for organising the neces-
sary co-ordination. So far, District Consul-
tative Committees have been formed in about

285 districts.

97. The participation of commercial banks
in financing agriculture is increasing in several
ways. The steps for financing

Commercial the identified participants of
Banks’ Partici- the SFDA and MFAL in

P AP gelected  districts  included,
Finance among others, opening of

branches in the scheme areas,
simplification of loan application procedures
and delegation of adequate discretionary
powers  to the branch agents. During the
year a scheme of financing farmers through
Farmers’ Service Societies organised by com-

‘mercial - banks came into operation on an

experimental basis in a few selected SFDA/
MFAL areas. The societies are multi-purpose
in character and provide short, medium and
long-term advances to their members and also
supply inputs, arrange for marketing the pro-

-duce etc. So far, 16 societies have been

organised in 7 States/Union Territories, viz.,
Karnataka (five), West Bengal (four), Delhi
(two), Haryana, Bihar, Uttar Pradesh, Mani-
pur and Tripura (one each). Some more

-societies are likely to be organised in Uttar

Pradesh, Bihar and Orissa during the year.

98. Mention was made in last year's
Report about the increasing participation by
scheduled commercial banks in financing
schemes for which refinance facilities are
available from the Agricultural Refinance
Corporation (ARC). During the year, the
Corporation sanctioned as many as 407
schemes to commercial banks involving total
financial assistance of Rs. 99.5 crores ; the
cumulative sanction increased to 680 schemes
upto June 30, 1974, with a financial commit-
ment of Rs. 166.64 crores. The Corpora-
tion’s disbursements to commercial banks in-
creased.. from Rs. 4.49 crores in 1972-73
to Rs. 17.36 crores in 1973-74. The schemes
sanctioned by the Corporation include a wide
range of purposes such as minor irrigation,
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plantation/horticulture, farm mechanisation,
dairy development, poultry and sheep breed-
ing, land development, storage/market yards
and fisheries development.

99. Scheduled commercial banks are
participating in projects sanctioned with
assistance from IBRD/IDA* for financing
programmes of minor irrigation, land deve-
lopment etc., in certain States.
they have financed such projects in. Andhra
Pradesh, Haryana, Punjab, Karnataka and
Maharashtra. During the year under review,
the projects sanctioned in three more States,
viz,, Madhya Pradesh, Uttar Pradesh and
Bihar became effective.

100, It was mentioned in the last year’s
Report that the States of Uttar Pradesh,
Haryana, Himachal Pradesh and West Bengal
passed Bills to enable commercial banks to
undertake financing of agriculture on alarger
scale. These Bills became Acts during the
year. The Governments of Andhra Pradesh,
Bihar, Jammu and Kashmir, Karnataka,
Maharashtra, Orissa and Rajasthan also
prepared/finalised the draft Bills on the same
lines ‘which are expected to be soon intro-
duced in their respective State Legislatures.
The need for the speedy implementation of
the recommendation of the Talwar Commit-
tee was again impressed on the Govern-
ments which had not initiated action in that
direction.

101. During the year under review, the
Reserve Bank took a series of monetary
measures with a view to re-
straining credit expansion ;
the rates of interest on advan-
ces and deposits were raised.
These changes are indicated in
the Table 24. As was pointed out in Part I,
while implementing this policy care was

Co-ordination
of Credit
Requirements

taken to ensure that credit requirements of -

public food procurement and production
sectors did not suffer. The Reserve Bank
made special arrangements for co-ordinating
the credit requirements of some of these
sectors. In regard to food, for instance, the
period under review witnessed the emergence
at the State level of a number of Government
Corporations entrusted with the task of pro-
curing and distributing foodgrains and other
essential commodities. In view of the increase

4 International Bank for Reconstruction and Develop-
ment/International Development Association.

SUPPLEMENT TO RESERVE BANK OF INDIA BULLETIN

Since- 1970, -

- respect of banks’

43

in the demand for credit arising from this,
the Reserve Bank held discussions with various
State Governments and their agencies to
arrive at a realistic assessment of their credit
needs. State Bank of India, the consortium
leader for advances for public food procure-
ment operations, was then authorised to
sanction suitable credit limits to the State
Governments and their agencies under the
consortium arrangement. The committee of
bankers constituted by the Reserve Bank of
India to review the allocation of credit limits
among the banks in the consortium met
periodically to sort out the operational as-
pects of the consortium arrangement. To
provide some relief {o banks in the face of
general resources constraint, the Bank agreed
to provide full refinance accommodation in
aggregate advances for
public food procurement and distribution in
excess of Rs. 400 crores.

102. The Reserve Bank also made arrange-
ments for co-ordination in the financing of
some public sector trading institutions with-
large credit requirements such as the Jute
Corporation of India and the Cotton Cor-
poration of India. In the case of oil com-
panies, following the steep hike in the prices
of imported crude and the time-lag in the
adjustment of the domestic prices of petro-

leum products, oil companies engaged in

refining and marketing petroleum products
were suddenly faced with a substantial
increase in their credit requirements. In
an effort to meet the enlarged credit require-
ments, the Reserve Bank held discussions with
the individual oil companies to assess their
credit needs and authorised credit limits to
various banks under consortia arrangements
with suitable refinance accommodation. The
Bank is keeping a close watch on the credit
demands of these: oil companies by holding
frequent discussions with them and their
bankers. The State Bank of India which is -
the banker to a large number of public sector
industrial and trading concerns, could not
fully meet the credit requirements of these
bodies because of its tighter resources position.
Hence, the Reserve Bank has taken steps to
arrange for participation of other public
sector banks with the State Bank in financing
the credit requirements of public sector
undertakings.
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TABLE 24 :—PRINCIPAL MONETARY POLICY MEASURES TAKEN BY THE RESERVE BANK SINCE 1973

Date of Circular

Raised with effect from

Raised/Lowered from (percentage
points)

4]

@

3

May 30, 1973
July 22, 1974

May 30, 1973
August 14, 1973
August 14, 1973
May 14, 1974

November 30, 1973

April 18, 1974

March 17, 1973
May 30, 1973
August 14, 1973
July 22, 1974

November 16, 1973
July 22, 1974

May 30, 1973

November 30, 1973

July 22, 1974

November 16, 1973
April 19, 1974

July 22, 1974

July 22, 1974

1. Bank Rate

May 31, 1973
July 23, 1974

I1. Statutory Cash Reserve Ratio®

June 29, 1973
September 8, 1973
September 22, 1973
June 29, 1974

IIL. Statutory Liquidity Ratio5

December 8, 1973
June 29, 1974

IV. (i) Net Liquidity Ratio®

March 30, 1973
June 29, 1973
September 8, 1973
July 23, 1974 :

(1) Maximum Rate Chargeable by
the R. B. L.

November 16, 1973
July 23, 1974

V. Lending Rates of Scheduled Commercial
- Banks .

(i) Minimum Lending Rate (except
Jor exempted categories)

Jure 1, 1973
December 1, 1973
July 23, 1974

(i7) Maximum Rate of Interest on
Export Credit

Noveniber 16, 1973
f}pril 19, 1974

July 23, 1974

(iii) Rate of Interest for Food Procurement
Credit -

July 23, 1974

6% to7%
7% 1092,

3%to5%,
5% t06%
6% t07%

. 7% t059%

309 to 32%
32%) t0 33%

36% t037%

. 37% to39%

399, to 40%;
Remains at 409/

12% to 15%
159 to 18%

10%
10210 11%
11%1012/5%

7% to 8% (Preshipment and post-
shipment credit). 6%, (Export cre-
dit on deferred payment terms).

8% to 9%/ (Preshipment and post-
shipment credit). 7% (Export
credit on deferred payment terms)

9% to 10.5% (Preshipment and
postshipment credit).

9% to 11% (Food Corporation of
India) P

9% to 129 (State Govemnment/
Agencies).

(Continued)
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(iv) Minimum Rate on Bills
iI:Tme 6, bl97i7.'6 1973 %Iune 1,1973 8%
ovember 16, ovember 16, 19 o 2
November 30, 1973 ey Lo 73 §el0d%

December 1, 1973
June 18, 1974
July 23, 1974

June 17, 1974
July 22, 1974

9% t09.5%

9.5%to11% (Drawee Bills)
119 t0 12.5% ( -do- )
9.5% to11% (Drawer Bills)

CHANGES IN DEPOSIT RATES

Class of deposit

Rate of interest

1-4-197(;36 1-4-19748 23-70-1974

1. Current accounts, deposits upto 14 days and deposits sub-
ject to withdrawal or repayment by notice for a period of 14

days or less.
2. Savings acéounts ’
" 3. Fixed Deposits
1. 15 daysto 45 days
46 days 10 90 days
91 day; to less than 6 months
6 months to less than 9 months
9 months to less than 1 year

1 year to less than 2 years

A B R NI S

Above 3 years up to and inclusive of 5 years ..

9. Above 5 years

2 years and above and upto and inclusive of 3 yezifs

7% % A

No interest except with the Prior approval of the
Reserve Bank of India, '

4.0 5.0 5.0
2.75 -3.0 3.0
3.25 3.5 3.5
4.75 5.0 5.5
5.25 5.5 6.0
5.25 6.25 7.0
6.0 6.75 (1 vyear .and
8.0 above but less
7.0 7.50 than 3 years)
7.0 7.75 9.0 (3 years and
above and up
to and inclusive
of 5 years)
7.25 8.0  10.0

5 Of the demand and time liabilities of scheduled commercial banks. ' )
» 6 Scheduled commercial banks with demand and time liabilities upto Rs. 50 crores were allowed to pay.an addi-
tional interest of between 1/8 and 1/2 per cent per annum, on all classes of deposits bearing interest! up to July 22,

1974. This concession has been withdrawn.

However, effective July 23, 1974 banks with demand and time liabilities

below Rs. 10 crores are allowed to pay an additional interest of 0.5 per cent per annum on saving deposits.

103. At the end of September 1973, total

advances to the priority sectors amounted to
Rs. 1560 crores, which was
more than 3 times the quan-
tum of such advances in June
1969 (Table 25). Public sec-
tor banks provided 88 -per
cent of the total priority sector crédit, the
nationalised banks accounting for 57 per cent.
‘Small-scale industries continued as the most

Advances to
Priority
Sectors

prominent component of the priority sectors
though their share in the total priority sector
advances came down from 57 per cent in
June 1969 to 48 per cent in September 1973.
Direct finance to agriculture, which was
negligible in 1969 accounted for nearly: a
quarter of the group total in September 1973.
Advances to retail trade and small business
and to transport operators constituted the
balance. - '
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TABLE 25 :—SCHEDULED COMMERCIAL BANKS’ ADVANCES TO PRIORITY SECTORS

{(Amounts in Rupees Crores)

June 1969 September 1973*
State  Fourteen Public All State Fourteen Public All
Bank  Nationa-. Sector Scheduled Bank Nationa- Sector Scheduled
Group  lised Banks Commer- Group lised Banks Commer-
Banks cial Banks" cial
Banks Banks
1 2 3 4 5 6 7 8
I. Total Bank Credit .. .. 1185 1831 3016 3599 1790 3446 5236 6298
II. Advances to Priority Sectors
(a) Agriculture :
(i) Direct Finance .. 11 29 40 54 95 237 332 382
(ii) Indirect Finance .. 89 33 122 134 58 111 169 185
(b) Small-scale Industries - 103 148 251 286 293 372 665 750
() Road and Water Trans-
port Operators . —_ 5 5 8 10 60 70 87
(d) Retail Trade and Small
Business — 19 19 22 24 79 103 123
(¢) Professional and " self-em-
ployed persons .. .. —_ — —_ — 2 22 24 29
(f) Education .. .. — 1 1 1 — 4 4 4
. Total (atof).. 203 235 438 505 482 885 1367 1560
Percentage share of the bank group - .
in all banks 40.2 46.5 86.7 100.0 30.9 56.7 87.6 100.0
Percentage of advances to prlorlty
sectors in total bank credit . 17.1 © 12.8 14.5 14.0 26.9 25.7 26.1 24.8

* Provisional.

104. A special study of agricultural credit
extended by public sector banks in the period
June 1969-March 1973 has revealed that
lending to the agricultural sector has become
more widely dispersed, as indicated by the
sharper increase in the number of borrowal
accounts than in the amount outstanding.
As a result, the average amount per agricul-
tural account came down sharply from
Rs. 7056 in June 1969 to Rs. 3376 in March
1973. Farmers with holdings upto 5 acres
accounted for about 45 per cent of outstanding
short-term loans.

105. In contrast to the rising pace of
advances, the recovery position is not wholly
satisfactory. While the total

Recovery Posi- demand (i.e., the overdue

gﬁ't'u‘:.;f\g"’ amount as on the last Friday
Advances of previous June plus current

demand during the year under
review) in respect of direct agricultural ad-
vances of the public sector banks increased
‘by Rs. 24 crores between June 1972 and
June 1973, the amount of recovery increased
only by Rs. 6 crores. In the result, the pro-

portion of recovery to total demand stood
lower at 46.6 per cent at the end of June
1973 as against 50.7 per cent at the end of
June 19727 While the proportion of recovery
showed considerable improvement in 1973 in
the southern States save Andhra Pradesh,
in most of the States in other regions, the
percentage of recovery was less than in 1972.
The decline was quite pronounced in some
States notably Meghalaya, Tripura, Rajas-
than and Bihar. However, with the improve-
ment in the agricultural situation in 1973-74
in some of the worst affected States, especially
Maharashtra and West Bengal, the recovery
position is likely to improve at the end of
June 1974.

106. During the year, banks further
developed the area approach which aims at
an intensive coverage of selected areas for
meeting the total credit needs of borrowers and
for ensuring, effective supervision over thd

7 The deterioration in recovery performance of
banks in regard to agricultural loans in 1972-73 may
be largely attributed to drought conditions in several
States and consequent inability of farmers to repay the

loans.
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end-usc of loans. The total number of
villages adopted by the nationalised banks as
at the end of June 1973 was 9631. In addi-
tion, one bank adopted 67 compact Area
Integrated Development Centres. At the
end of September 1973, the State Bank group
had adopted a total of 9144 villages. The
State Bank group had 134 agricultural
branches at the end of 1973 as against 90
branches at the end of 1972

107. Like the public food procurement,
export credit was accorded special status in
view of the need for inten-

sifying export promotion.
Pre-shipment  Even so, an element of dis-
E;Sﬁftaé'ff:s' cretion in sanctioning re-
Credit Scheme finance accommodation to

commercial banks against

their pre-shipment (packing
credit) and post-shipment credit was intro-
duced in the wake of credit control measures
initiated by the Bank in November 1973.
Refinance up to ten per cent of the weekly
average of individual bank’s export credit
(pre-shipment and post-shipment) was granted
at Bank rate up to the end of June 1974 ;
borrowings under this limit, however, impaired
the bank’s. net liquidity ratio which deter-
mined the rate of interest for other borrow-
ings from the Reserve Bank.  Having regard
to the performance of individual banks in
extending export credit and also their resource
constraints, the Reserve Bank exercised its
discretion in providing them additional re-
finance exclusively for meeting the credit
demands of the export sector after detailed
discussions with them. However, such addi-
tional refinance was at the NLR® schedule
of interest charges. These additional limits
were allowed initially upto the end of June
1974 but in deserving cases, extensions were
permitted for varying periods, taking into
account banks’ resource position. :

108. Consequent on the increase in
the minimum of assets that constitute the
liquidity requirement under Section 24 of
the Banking Regulation Act from 30 to 32
per cent effective from December 8, 1973,
banks found the pre-shipment credit scheme
and export bills credit scheme advantageous for
obtaining refinance from.the Reserve Bank

8 Net Liquidity Ratio.
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- exports.

-

under Section 17(3A) of the Reserve Bank
of India Act, without encumbering their
investments in Government and other ap-
proved securities.

109. The Reserve Bank convened a
meeting of bankers financing diamond exports
and of representatives from the Gems and
Jewellery Export Promotion Council, MMTC?
and ECGC" in April 1974 to discuss the pro-
blems relating to financing of diamond
In order to meet the needs of ex-
porters of silver wares/ornaments, the require-
ments relating to the production of export
order/letter of credit for making packing
credit advances for such exports were relaxed
in September 1973.

110. The minimum rate on export credit
(other than deferred payment terms) was
raised twice during the year — from 7 per cent
to 8 per cent in November 1973 and further to
9 per cent in April 1974. The period for
which export credit is eligible at the conces-
sionary rate was also reduced from 180 to
90 days, except in the case of post-shipment
credit for exports to the Western Hemisphere.
Packing credit advances have also been
brought under the purview of the Reserve
Bank’s Credit Authorisation Scheme.

[11. The banks continued to receive under
the Export Credit Scheme 1968, subsidy at
1.5 per cent per annum in
respect of export credits
granted at rate of interest
not exceeding the ceiling pre-
scribed. Claims for interest
, 4 subsidy amounting to Rs. 4. 74
crores received from 45 eligible banks were
settled during the period under review (pre-
shipment credit Rs. 2.73 crores and post-
shipment credit Rs. 2.01 crores). The total
amount of subsidy disbursed under the scheme
since its inception upto June 30, 1974 was of
the order of Rs. 23.44 crores.

112. The modifications effected in the
scheme in March 1973 with a view to bringing
under its purview a larger
number of persons from the
weaker sections of the society
seem to have imparted a
wholesome effect. The amount of advances

Export Credit
(Interest
Subsidy)
Scheme, 1968

Scheme of
Differential
Interest Rates

9 The Minerals and Metals Trading Corporation of
India Ltd. . i
10 The Export Credit Guarantee Corporation.
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outstanding under the scheme which increased
from Rs. 87.26 lakhs spread over 26,202
accounts at the end of December 1972 to
Rs. 4.33 crores spread over 1,08,178 ac-
counts at the end of Junc 1973, rose sharply
to Rs. 10.85 crores spread over 2,56,237
accounts at the end of March 1974. The
average amount per account has risen from
Rs. 333 in December 1972 to Rs. 423 in March

1974,

113. In order to cover loans and advances
grantéd under the scheme, ‘the Credit
Guarantee Corporation of India Ltd. has
made certain amendments to its Small Loans
Guarantee Scheme in April 1974, With
these’ amendments, which came into force
with retrospective effect from March 1, 1972,
lendings under the scheme are expected to
show a further increase.

rd ,
114, The Bills Rediscounting Scheme
gathered remarkable momentum due largely
to the stringency in resources

Bills Redis- experienced by banks during
counting
Scheme the greater part of the year.

The policy of promoting the
use of the bill of exchange as an instrument
of credit was continued within a restrictionary
credit policy. The minimum rate prescribed
for bills eligible for rediscount under the
scheme was lower than the minimum lending
rate. The scheme was also liberalised with
the waiver of the requirement of actual lodge-
meént of individual bills up to the value of
Rs. 10 lakhs. Previously, only bills of Rs. 2
lakhs and below were exempted from lodge-
ment. Apart from this, the exceptional
tightness in credit induced borrowers and
banks alike to have increased recourse to
bill finance. In the result, bills rediscounted
under the scheme recorded a sharp increase
during the year 1973-74 as a whole and the
busy season in particular. Upto June 28,
1974, total limits of Rs. 364.95 crores were
granted to the banks under this scheme.
The outstanding amount of bills rediscounted
increased by Rs. 243.3 crores to Rs. 278.7
crores during the busy season (end-October
to end-April) as against an increase of Rs. 17.6
crores to Rs. 19.8 crores during the 1972-
73 busy season. The ouistanding amount
as of June 28, 1974 at Rs. 274.4 crores showed
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an increase of Rs. 259.2 crores over the end-
June 1973 level as against an increase of
Rs. 4.4 crores during the year 1972-73 (July-

June). -

115. The rapid increase in the utilisation
of rediscounting facility for bills, in the con-
text of a restrictionary credit policy, called
for some measures of restraint. Accordingly,
enhancement in bill limits sought by banks
with the progress of the busy season were
permitted only on a selective basis and that
also generally only upto end-June 1974.
Further, the minimurm rate of discount in-
dicated for bills eligible for rediscount under
the scheme was raised from 8 per cent t0 9.5
per cent in November 1973. With effect
from June 17, 1974, the minimum rate in
respect of bills discounted at the instance of
the drawee was raised to the same level as
the minimum lending rate viz., 11 per cent.
The minimum rate of discount in respect
of bills discounted for drawers was continued
at 9.5 per cent. At the commencement of
the slack season, banks were told to effect
during the season (by end-October 1974)
a reduction in the bills rediscounted so as to
bring the limits to about 40 per cent of the
existing level for the banking system as a
whole. Bills rediscounting limits, will in
future, be sanctioned on a six-monthly and
not on an annual basis. '

116, Although bills arising out of sale
of commodities covered under selective credit
controls are not eligible for rediscount under
the Bills Rediscounting Scheme, an exception
to this provision was made in respect of bills
drawn by textile mills arising out of the sale
of cotton textiles (including cotton yarn and
fabrics) and yarn and fabrics made out of
man-made fibres, with a usance not exceeding

45 days.

117. Further, to facilitate the extension
of adequate credit support for purchasing
Jute required in the manufacture of jute goods
by mills for export, banks were permitted to
discount bills arising out of purchase of
raw jute as part of the packing credit admis-
sible to the mills at the concessional rate
applicable to export credit. Such bills are
eligible for interest subsidy.
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118. It was mentioned in last year’s Re-
port that the scope of the Credit Authorisation
Scheme (CAS) was widened
to bring within its ambit
advances to borrowers in
the public sector including
the State Electricity Boards (SEB) and those
against the guarantees of Central and State
Governments with a view to subjecting such
borrowings to the same standards of -credit
appraisal and financial discipline as in the case
of private sector borrowings. Reference was
also made about the Bank’s policy in regard
to bank credit to the SEBs and the guidelines
issued to banks in regard to. extension of
credit to these Boards for power generation,
rural electrification programmes relating to
energisation of tube wells/pumpsets and
working capital purposes. It has since been
suggested to-banks that before seeking the
Bank’s prior authorisation for extending
term credit for Rural Electrification Pro-
grammes, they should get the project reports
relating to these programmes vetted by their
own technical cell or by the Rural Electri-
fication Corporation or the Agricultural
Finance Corporation, if they do not have
necessary expertise for appraising realistically
the viability of the projects relating to energisa-
tion of wells or pumpsets, etc.

Credit Autho-
risation -
Scheme

119. Certain points regarding the Credit
Authorisation Scheme need to. be clarified.

The Scheme is intended to consider loan -

proposals from parties with total credit limits
of Rs. 1 crore and over from the point of
view of the viability of the project-and the
need for the limits applied for from banks.
The primary credit appraisal of the-proposals
referred to the Reserve Bank under the
Scheme has to be done by the lending banks.
In fact, the banks are required to apply to the
Reserve Bank for credit authorisation only
after the proposals have been sanctioned
by the appropriate authorities in the banks.
The limits approved under theScheme indicate
the peak requirements of the borrowers over
a given period of time. The actual drawals
against the limits, or movements in the ac-
counts within this time period are not scrutinis-
ed under the Scheme, as drawals have to be
related to immediate needs and changes there-
in on a day to day basis, which is possible
only through the internal control system of
individual banks. Thus, the Scheme does

“to the Jute
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not cover the follow-up and supervision
procedure in respect of credit deployment.
The Reserve Bank has recently set up a Study
Group to frame guidelines for follow-up
of bank credit utilisation and the Group is

expected to communicate its deliberations
shortly.

120. After reviewing the prospects of
production of sugar during the 1973-74
crushing season, the Bank

Credit Limies advised commercial banks
tothe Sugar in November 1973 that
industry

they might sanction, on
merits, credit limits against
sugar stocks to sugar mills for the 1973-74
season to the extent of the maximum out-
standings under the regular limits allowed
for the last two crushing seasons (i.e., 1971-
72 or 1972-73 season) without Bank’s prior
authorisation under the Scheme. The need
for continuance of a regulatory procedure for
ensuring prompt payment by sugar mills
of the cane dues to the cane growers, by
obtaining necessary data, was once again
impressed upon banks.

121. Necessary steps were also taken
under the Scheme to enable banks to provide
adequate finance to the jute
industry, Thus, in view of
the increased supply position
of raw jute and the prospects
of expanding jute goods production during
the 1973-74 jute season (July-June) banks
were advised in October 1973, after consulta-
tion with the Jute Commissioner, that they
could finance upto end-April 1974 inventories
of raw jute with jute mills upto a maximum
of 4 months’ consumption and finished
goods equivalent to 6 weeks’ sales, without
the Bank’s prior authorisation. Later, in
April 1974, considering the larger availability
of raw jute this year and the consequent large
carry-over to the next season, this relaxation
was extended initially upto the end of June
1974, and later upto end-October 1974,

Credit Limits
Industry

122. Banks were also advised that, after
obtaining prior authorisation of the Reserve
Bank they could provide short-term loans
against block assets of jute mills to enable
them to clear their overdues in respect of their
(past) purchases of raw jute, provided the
borrowing mills agreed to undertake financing
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of their raw jute purchases by adopting the
system of usancc bills on letter of credit
or acceptance basis as this system would result
in the elimination of credit against unpaid
stocks. Further, banks have been advised
that while financing stocks of raw jute they
should ensure that jute mills invariably make
prompt payment to the Jute Corporation of
India and that no advances are made against
stocks of unpaid jute purchased from the

Corporation.

123. During the period July 1973-June
1974, 953 applications were received from
banks for the Bank’s prior authorisation of
credit proposals under the Credit Authorisa-
tion Scheme as compared to 954 applications
received during 1972-73 (July-June). As in
the past, the bulk of these proposals was for the
purpose of financing working capital require-
ments. However, from the applications re-
ceived it was observed that there has been
welcome shift towards financing of working
capital requirements by sanctioning suitable
bill limits for financing purchase of raw
materials and the sale of the end-products,
as against the traditional cash credit/over-
draft system of financing. Out of these
applications, fifty-one were rejected by the
Bank and thirty-three were withdrawn by
the applicant banks themselves following the
queries raised by the Bank on the proposals,
which indicated that on the basis of the
available data, there was no need for any
addmonal bank credit.

124. In view of the Bank’s policy of
credit restraint, banks were also advised that
while according authorisation for credit
proposals they should ensure that drawals
in the account/s were restricted to amounts
needed to meet only the very essential credit
requirements of the borrowers. They were
also exhorted to exercise utmost caution to
monitor proper end-use of funds. Further,
while authorising credit proposals su:table
covenants continued to be stipulated together
with suggestions for improving the financial
structure/position in several cases. By and
large, these were designed to bring about
better financial discipline on the part of the
borrowers through the agency of banks.
Banks have been taking steps to tone up their
credit appraisal machinery. :
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125. ‘The rapid expansion in industrial
and trading activities and the growing require-
ments of State-owned enter-
prises have resulted in large
demand for credit from in-
dividual borrowing units. It
is no longer possible for one
bank to meet the full credit
demand of the large borrowers and a consor-
tium approach has become necessary. With
a view to devising a suitable system for this
purpose, the Reserve Bank set up a Study
Group in December 1973 to formulate guide-
lines for sharing banking business of large
borrowers, both in the public and private
sectors, for participation amongst ‘banks for
reviving sick units and for better co-ordination
and co-operation amongst banks in respect
of multiple banking. The Study Group has
submitted its report to the Reserve Bank
and its recommendations are being pursued.

. 126. The Participation certificate scheme
which was introduced in April 1970 on an
experimental basis for the
period upto June 30, 1974,
has been extended for a’ fur-
ther period of one year upto
June 30, 1975 under certain
terms and conditions. Under the scheme,
the Reserve Bank has so far accorded approval
to 34 commercial banks to issue Participation
Certificates to other commercial banks, Life
Insurance Corporation of India, Unit Trust
of India, general insurance companies and
also to other financial institutions. The
aggregate value of such certificates issued and
outstanding as at the end of June 30, 1974
amounted to Rs. 60 crores. The maximum
rate of interest at which a bank may issuelthe
certificates continued at 10 per cent per
annum. The maturity of the Certificates
should not be less than 30 days or more than
180 days subject to the condition that no
certificate should be issued with maturity
extending beyond June 30, 1975.

127. The response from the scheduled
commercial banks to the new Basic Statistical
Returns System introduced in

Basic Statistical D€CeMber 1972, has been en-
Returns Scheme couraging.  The first return
(BSR) for December 1972 under the
new reporting system had a

Study Group
on Consor-
tium Partici-
pation Arran-
gements for
Bank Loans

Participation
Certificate
Scheme

11 The maximum rate has been raised to 12 per cent
with effect from August I, 1974.
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coverage of 99 per cent in terms of deposits
and advances of scheduled commercial banks.
The first of the series of publications based on
the BSR giving the results drawn from the
data for December 1972 was brought out in
January 1974. Besides giving data on the
regional distributton of deposits and advances,

- break-up of deposits according to type and
sectoral flow of credit, data on credit analysed
according to size, type of account and organisa-
tion are presented in the publication. While
data for June 1973 are now in print, advance
tabulations have been made available to banks
as a part of the feed-back arrangements.

128. A conference of the officers handling
BSR work in major scheduled commercial
banks was held in Bombay in March 1974 to
review the progress achieved by the BSR
system and to consider steps for further
improvement in reporting and for the maxi-
mum utilisation of the information collected.

129. The Credit Information Division of

the Reserve Bank of India continued to assist
banks and other notified finan-

Credit Informa- Cial institutions by furnishing
tion to them, on request, informa-
tion on credit facilities allow-

ed to individual borrowers. During the year
1973-74 (July-June), credit information in
.- respect of 1,099 applications was furnished as
against 1,186 applications during 1972-73.
The system of collection of credit information
was also streamlined in October 1973 with a
view to facilitating expeditious reporting and
improving the quality of data. To the extent
possible, the format of the return and the code
numbers used have been brought in confor-

mity with Part A of the Basic Statistical

Return — I. The Return is now to be sub-
mitted on a half-yearly basis (as on the last
Friday of April and October) instead of on
a quarterly basis, as was the practice upto the
end of June 1973 and would cover secured and
unsecured credit limits (either individually
or in agpregate) which total Rs. 5 lakhs and
over and Rs. 1 Jakh and over, respectively.

130. Mention was made in the Report for
1971-72 about the report of the Study Group
on ‘Greater Exchange of Credit Information
amongst Bankers, a copy of which was
forwarded to all commercial banks for their

comments. The long-term recommendation
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of the Group for creation of a Central Agency
ca-lled “Credit Information Trust” is closely
z;hgned to similar recommendation contained
In paragraph 2127 of the Report of the Bank-
ing Commission. The Reserve Bank has
taken the view that the promotion of a statu-
tory credit information agency can be deferred
to a more opportune time. The short-term
recommendations made by the Study Group
which mainly relate to the improvement in the
procedures followed by banks for collection
gf credit information are under examination
In the light of the views expressed by banks.

131. The Credit Guarantee Corporation’s

:Small Loans Guarantee Scheme, 1971 was

] amended during the year in
fa",fg;: %‘;‘; ora. Ofder to cover loans and
fion of Indin 0™ advances granted under the
Ltd. . Differential Interest Rates

Scheme, The amendment
came into force with retrospective effect from
March 1, 1972, The Small Loans Guarantee
Scheme, which was initially made applicable
only to scheduled commercial banks, was
extended with effect from April 1, 1974 to
non-scheduled commercial banks which may
be willing to execute individual agreement
with the Corporation.

132. The amount of advances guaranteed
under the Corporation’s various schemes,
viz., (1) Small Loans Guarantee Scheme,
(2) Financial Corporations Guarantee Scheme
and (3) Service Co-operative Societies Gua-
rantee Scheme amounted to Rs. 432 crores as
on the last Friday of December 197312
Almost the whole of this amount (Rs. 428
crores) was accounted for by Small Loans
Guarantee Scheme. Of this again, advances
guaranteed in respect of farmers and agricul-
turists, transport operators, traders of goods
(other than fertilisers and mineral oils) and
professional and  self-employed persons
amounted to Rs. 276 crores, Rs. 54 crores,
Rs. 53 crores and Rs. 27 crores, respectively.
The amount of advances guaranteed under the
Financial Corporations Guarantee Scheme and
Service Co-operative Societies Guarantee

~Scheme together amounted to Rs. 3.7 crores.

133. Upto June 30, 1974, 422 claim appli-
cations for amounts aggregating Rs. 15.5

12 Relates to 68 out of 71 scheduled commercial
banks which joined the Scheme.
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lakhs were reccived. Of this, the agricultural
sector alone accounted for 313 applications
for an amount of Rs. 11.7 lakhs. The Cor-
poration paid 16 claims for an aggregate
amount of Rs. 64,000; 23 claims aggregating
Rs. 1,41,000 were rejected. Nine claims
for an aggregate amount of Rs. 21,000 were
withdrawn, clarifications have been sought
in respect of 207 claims, while the remaining
claims were under examination at the end of
June 1974. After paying the claims, the Cor-
poration has subrogated rights in respect of
amounts which may. be recovered from the
concerned banks; so far no recoveries have
been reported out of these amounts.

134. During the year 1973-74 omne new
commercial bank, viz,, Bharat Overseas
Bank Ltd., Madras, was regis-

gf“::s‘é ol:ps:;a.- tered as an insured bank on its
tion being granted a licence by
the Reserve Bank under Sec-

tion 22 of the Banking Regulation Act, 1949
while two other banks, viz., Hindustan

Mercantile Bank Ltd., Calcutta and Krish-
naram Baldeo Bank Ltd., Gwalior, were -

" deregistered consequent upon the transfer
of their liabilities and assets to the United
Bank of India and State Bank of India,
respectively. The number of insured com-
mercial banks thus was reduced from 81 to 80.

135. The insurance scheme has been ex-
tended to the co-operative banks in the State
of Jammu and Kashmir and the Union Ter-
ritory. of Delhi. Following this, 423 eligible
co-operative banks in the States of Andhra
Pradesh, Jammu and Kashmir, Madhya Pra-

~ desh, Maharashtra and the Union Territories .

of Delhi, Goa, Daman and Diu are now
covered by the Scheme.

4 Bank‘ing Legislation

136. The Reserve Bank of India (Amend-
ment) Bill, 1973 was introduced in the
Parliament (Rajya Sabha) in
December 1973. The more

Amendment of

the Reserve important . amendments pro-
ﬁ::kl‘;; ;"d‘a posed to the Reserve Bank of

India Act relate to (i) exten-
sion of the scope of refinance
facilities from the Reserve Bank to scheduled
commercial banks and state co-operative banks

- and the State
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and (ii) modification in the definition of the
term “liabilities”. In the case of a scheduled
commercial bank, only the net liability of
a bank to the entire banking system, that is,
its total liability to other banks. minus the
balances maintained by it with all the other
banks would deemed to be its liability to
these banks. In the case of a scheduled co-
operative bank, the amount owed by or to all
commercial banks will be similarly netted
for the purpose of ascertaining the net liability.
of that bank to the commercial banking sector.
Mention should also be made of the provision
in the Bill to give statutory protection to
banks to exchange freely crédit information
mutually among themselves.

137. The State Bank Laws (Amendment)\
Bill, 1973 incorporating various amendments
to the State Bank of India Act,

‘Amendment of 1955 and the State Bank of

f,’,“i,,i,‘;‘:ﬁf’,‘,',‘sg India (Subsidiary Banks) Act,

1959, passed by the Parlia-
o ment received the assent of
(Bs:nbl:slfgz, the President in November
1959 : 1973. Some of the provisions
of the amended Act came into
force with effect from December 31, 1973,
The amendments provide, inter alia, for
the following : (a4) removing the existing
restrictions in its Act as to the kinds of busi-
ness the State Bank of India could transact
so as to bring the bank on par with other
commercial banks, . () rationalising the
existing arrangements for the conduct of
audit and submission of accounts, etc.,
(¢) representation of the employees on the
Central Board of the State Bank of India and
on the Board of each of its seven subsidiaries
as already exists in the case of the 14 nationa-
lised banks.

Bank of India

138. Item 3 in the form of balance sheet
set out in the third schedule to the Banking
Regulation Act on the capital

Amendment to 20d liabilities side was amend-

the form of ed and brought into force with
E? 'Ba::l‘:ss'leet effect from December 24,

1973 so as to require banks
to show separately inter-
bank deposits in their balance sheet. This
would also help in discouraging commercial
banks from- accepting inter-bank deposits for
the purpose of window-dressing at the year

_end.
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Other Organisational Matters

139. The comparative position in regard
to the inspection of banks and bank offices
carried out during the last

inspection of  three years (July-June) is

Banks indicated below :
197172 1972-73 1973-74

Financial Inspection

No. of banks inspected/

taken up for inspection .. 37 44 24

No. of offices inspected .. 1,116 1,013 752
Centre-wise Inspection »

No. of centres . .. 76 194 614

No. of branches . 364 789 2,218

Systems Inspection

No. of banks inspected- .. 2 1 1

During the year, the programme of inspections
under Section 35 of the Banking Regulation
Act, 1949 covered 23 scheduled banks and one
non-scheduled bank. The coverage of finan-
cial inspection was less than that in the pre-
vious year which followed from a policy deci-
sion to reduce the number of banks” branches
to be inspected. The disturbed conditions in
certain States like Andhra Pradesh and Guja-
rat also contributed to the fall in the cover-

age. However, the pace of centre-wise ins--

pections was accelerated during the period;
614 centres served by 2,218 offices of commer-
cial banks were covered under these inspec-
tions as against 194 centres .served by 789
offices of banks covered in the previous year.
The reinspection of a bank in liquidation
under Section 45Q of the Banking Regulation
Act was also commenced during the year.

* 140. During the year,
carried out of one branch each of Bank of
India and Bank of Baroda in Kenya and 3
branches of Bank of Baroda in Mauritius.

141. The following inspections were also
carried out during the period : (i) inspection
of 5 non-banking companies, (ii) inspection
of the Commercial Bank Ltd., under Section
44B of the Banking Regulation Act, 1949 and

inspection was’
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(iii) scrutiny for final valuation of 2 transferor
banks which were amalgamated with other
banks under Section 45 of the Act.

142.  Test checking of the compliance with
the provisions of selective credit control direc-
tives at selected centres was also commenced
during April-May 1974.

143. The programme of study of selected
individual banks for examining théir systems
and procedures and suggesting improvements
where necessary was continued, with the study
made of one more bank during the year.
The systems and procedures of four banks
have so far been studied under this programme
initiated in 1971. In June 1974, study of the
systems and procedures of one more bank
has been taken in hand.

144, During the period under review
licences for carrying on banking business were
granted to Sonali Bank,
Licensing of ~ Bangladesh, and Bharat Over-
g:":‘t';i:;‘z’egf the S¢3s Bank Ltd., Madras. The
Banking Regula. Sonali Bank is expected to
tion Act, 1949  commence operations shortly.
N The Bharat Overseas Bank
Ltd., was formed principally to take over
the business of the Bangkok branch of the
Indian Overseas Bank since the banking laws
in Thailand do not permit the operation of,
foreign State-owned/controlled banks in that
country. The Bharat Overseas Bank Ltd.,
has been organised in“the private sector with
70 per cent of its total share capital owned by
6 Indian scheduled commercial banks in the
private sector and the balance 30 per cent by
Indian Overseas Bank. The Bank has also
been included in the Second Schedule to the
Reserve Bank of India Act. With the licen-
sing of these two banks, the number of licensed
banks has increased to 47. '

145. During the period under review, no
licence under Section 22 of the Banking Re-
gulation Act, to carry on banking business in
India was refused to any existing bank. The
total number of banks to which licences were
refused thus remained unchanged at 283 as
at the end of April 1974.. An application
received from a company?® for the grant of
a licence under Section 22 of the Banking

13 Krishi Export Banking Company Ltd.
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Regulation Act for commencement of bank-
ing business was, however, rejected.

146. The Bharat Overseas Bank Ltd.,
took over the Bangkok branch of the Indian
Overseas Bank with effect from January 1,
1974, For this purpose, the Government
of Thailand issued a licence in favour of the
Bharat Overseas Bank Ltd., authorising it to
open a branch at Bangkok.

147. Efforts continued to be made to con-
solidate the banking system in the country
through a process of volun-
tary amalgamations or the
transfer of assets and liabili-
ties. During the year, the
assets and liabilities of one
unlicensed scheduled bank (Hindustan Mer-
cantile Bank Ltd.,) were transferred to a
nationalised bank (United Bank of India)
under Section 293 of the Companies Act, 1956,
while the business of a licensed scheduled
bank (Krishnaram ‘Baldeo Bank Ltd.,) was
acquired by the State Bank of India.

Bank Mergers
and Liquida-
tions

148 During the period under review,
six non-scheduled commercial banks were
dissolved by various High Courts in the

Country. Certificates under Section 44(1)

of the Banking Regulation Act, 1949 were
issued to 2 non-scheduled commercial banks
to enable them to go into voluntary liquida-
tion.  The inspection of the Associated
Banking Corporation of India Ltd., Bombay
under Section 45Q of the Banking Regula-
tion Act continued to remain suspended as
the relative records were not made available
to the Inspecting Officers.

149. New Boards of Directors for the
14 nationalised banks were constituted with
effect from December 11,
1972 under the Nationalised

" Boards of
g‘::,"‘;"ahsed Banks (Management and Mis-

cellaneous Provisions) Scheme,
1970. Government have exten-
.ded the term of such of these directors
on nationalised banks as were originally
appointed for one year with effect from

December 11, 1972 to a three-year term from -

the date of their original appointment. A
few new directors have also been appointed
on the boards of some of the nationalised

" houses.
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banks to fill in vacancies as also to strengthen
the representation of scheduled castes and
tribes on those Boards. :

150. On the expiry of the term of the
directors nominated on the Managing Com-
mittees on December 10, 1973, these Com-
mittees ceased to function. Pending their
reconstitution by Government, the functions
discharged by the Managing Committee are
at present being dxscharged by the Boards
of Dxrectors »

151. Fourteen Clearing Houses were

established during the period July 1, 1973

to June 30, 1974, bringing the

Clearing House total number of clearing

Facilities houses in the country to 194;

of these, 9 are managed by

the Reserve Bank, 153 by the State Bank of

India and 32 by the subsidiaries of the State
Bank of India.

.152. The Banking Commission has re-
commended that the Reserve Bank should
consider the feasibility of establishing addi-

" tional clearing houses in large cities to serve

suburban or other composite areas and to
reduce the workload on the existing clearing
The Commission has also suggested
that additional clearing houses may be manag-
ed by the State Bank of India or a nationalised
bank operating at such centres. The Reserve
Bank accepted the recommendation in prin-
ciple and decided that two additional clearing
houses' may be established in Bombay, one
at Mandvi and the other at Dadar. The
proposal was communicated to the Indian
Banks’ Association for examination and the
Association has expressed the view that the
establishment of additional clearing houses in
cities would not solve any of the existing
problems and it has, therefore, suggested the
introduction of a ‘Central Night Clearing
House.” After an examination of the pro-
blem, the Reserve Bank has made a counter
proposal which envisages certain procedural
adjustments in timings etc., in the existing
clearing house operations. The Clearing
Reforms Committee of the Indian Banks’
Association considered the proposal and
arrived at certain decisions which are under
the consideration of the Managing Committee
of the Indian Banks’ Association. ’
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153. It was mentioned in the last year’s

Report that the Reserve Bank had forwarded

its views to the Government

on certain recommendations

E;Z:i.‘,’fgté?;m- of the Banking Commission

mission—Action Which had been specifically

Taken referred to it. The Govemn-

ment of India have since

taken decmons on a number of recommenda-

tions. The recommendations on which deci-

sions have been taken by the Government
are as follows :

Recommenda-

(@) Bank operating methods and pro-
cedures :

The various recommendatlons on this
subject are designed to achieve simpli-
fication of credit procedures, application
forms, rationalisation of internal control
system and organisation and management
in order to improve functional and opera-
tional eﬁimencL Two recommendations
which are not being accepted relate to the
establishment of a common inspection
agency for all banks and a bank gire system.
As far as the Bank giro system is concerned,
Government have not accepted the relative
recommendation for the time being in order
to watch how such a system introduced
in the Post and Telegraphs Department
works. All other recommendations have
generally been accepted.

(b) Specialised financial institutions :,

Government have not accepted, for the
present, the recommendation of the Com-
mission for the establishment of a sepa-
rate merchant banking institution; it has
been decided that, for the present, the
experiment of merchant banking divisions
set up by some commercial banks, might
be watched. The recommendation of the
Commission for the setting up of specialised
institutions for consumer credit is also
not being accepted. Government have
agreed with the finding of the Commis-
sion that there does not seem to be an
immediate need for establishment of a
Specialised Savings Bank or Specialised
Discount Houses.

during 1972.
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() Legislative reforms :

Arising out of those recommendations of
the Commission, which are acceptable to
the Government and to the Bank, certain
statutes governing banks are being amended.
For example, Section 19 of the Banking
Regulation Act is being amended to allow
the banks to form subsidiaries for carrying
on any business permitted to be transacted
by the banks under the Act. The Com-
mission has made an important recom-
mendation that legal provision should be
made for nomination facilities to all in-
dividuals who may be maintaining accounts
with banks in current, savings or fixed
deposits and also for safe custody of
articles/lockers. Suitable amendments to
the Banking Regulation Act are being

framed to give effect to this recommenda-
tion.

154. {’Eﬁe Commissionreferred to the neces-
sity for evolving a uniform scheme for all
‘national banks’ (i.e., State Bank of India,
its subsidiaries and the 14 nationalised banks)
to enable a common programme of functions
and responsibilities in the development ?f the
banking/credit system of the country.; The
relative recommendation involved mainly the
question of effecting amendments to' the
statutes under which these banks have been
established. {Some of the amendments re-
cently effected to the State Bank of India Act,
were designed with reference to this recom-

. mendation of the Banking Commission.” |

Working Results of Public Sector Banks

155. An analysis of the working results
of the 22 public sector Banks (State Bank of
India and its 7 subsidiaries and the 14 national-
ised banks) reveals that their profits!* at
Rs. 12.3 crores, during 1973 recorded a
marginal improvement of Rs. 0.4 crore over
the previous year, as against a decline of
Rs. 0.8 crore in 1972 (Table 26). The
total earnings of these banks increased by

24.7 per cent (to Rs. 754.4 crores) during

1973, as compared to a rise of 18.0 per cent
Earnings in the form of
interest and discount increased by 24.6 per

cent due to increase in the volume of bank

14 Profits after provision for taxation and for bonus
to staff.
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credit and the stepping up of the rates of
interest on advances with the prescription of
a minimum lending rate of 10 per cent with
effect from June 1, 1973 and 11 per cent
from December 1, 1973. Total expenses
of these banks, at Rs. 742.1 crores, recorded
an increase of 25.2 per cent as compared to
18.7 per cent in- 1972. This was attribut-
able to the increase in interest payments
on deposits and borrowings and to the rise
in the expenditure on salaries and allowances.

156. The bank group-wise a'nalysis shows
n lmprovement in the total earnings of State
Bank of India from Rs. 168.9
crores in 1972 to Rs. 207.3
crores in 1973. The Bank’s
: S expenditure also increased by
Rs. 38.1 crores in 1973 as compared to
Rs. 26.8 crores in the preceding year. Con-

Sta’te Bank-of
India :

August 1974

sequently, the profits of the State Bank of
India, at Rs. 4.1 crores, in 1973 recorded an
increase of Rs. 27 lakhs as against an increase
of only Rs. 7 lakhs in 1972. Out of the
profits for 1973, the Bank transferred Rs. 2.3
crores to reserve fund and provided Rs. 1.3
crores for dividend to shareholders,

157. The total income of seven subsidiaries

of the State Bank increased from Rs. 47.1
crores in 1972 to Rs. 58.4

Subsidiaries of crores in 1973—a rise of
StateBank of  Rs. 11.34 crores. Since their

expenditure also increased by
almost the same amount (Rs. 11.32 crores)
their profit showed only a small increase of
Rs. 2 lakhs in 1973.  Out of the profits, these
banks transferred Rs. 12 lakhs to reserves and
provided Rs. 36 lakhs for payment of dividend
to the State Bank.

TABLE 26:—WORKING RESULTS OF SCHEDULED COMMERCIAL BANKS

(Amounts in Rupees Crores)

State Bank

Group Banks

Nationalised

Other Indian
Total Public Schedule Foreign
Sector Banks Commercial Banks
Banksl5

1972 1973 1972

1972 1973 1972 1973 1972 1973
a-+3) 2+4

1 2 3 5 6 7 8 9 10
1. Total Earnings 216.00 265.73 388.79 488.66 604.79 754.39 51.38 69.66 66.69 75.76
Of which (18.6) (23.0) (17.6) (25.7 (18.0) (24.7) (30.6) (35.6) (10.4) 13.6)
(a) Interest & Discount 177.08 216.83 342.01 430.16 519.09 646.99 44.60 60.90 52.31 58.93
(19.6) (22.4) (18.3) (25.8) (18.8) (24.6) (30.8) (36.5) (10.7) 12.6)
II. Total Expenditure 211.63 261.07 381.24 481.01 592,87 742.08 50.10 68.34 62.80 71.56
» Of which: (15.1) (23.3) (18.49 (26.2) (18.7) (25.2) (32.1) (36.4 (9.00 (13.9)
(b) Interest paid on
borrowings, deposxts o
erc. . .. 93.53 117.29 197.11 257.78 290.64 375.07 26.10 35.86 25.68 30.60
(19.9 (25.4) (20.8) (30.8) (20.2) (29.1) (35.4) (37.9 (1.9 (19.1)
{c) Salaries, Allowances,
Provident Fund and
Bonus 93.83 114.28 138.06 169.48 231.89 283.76 17.50 23.75 16.68 18.57
(16.3) (21.7) (15.1) (22.7) (15.5) (22.4) 27.9) (35.7) (6.4 (11.3)
TI1. Profits After Provision
for Taxation and Bonus -
to Staff .. .. 4.37 4.66 7.55 7.65 11.92 12.31 1.28 1.32 3.89 4.20

(1.9)  (6.6) (—10.8)

(1.3) (=6.5) (3.3) (—10.5) (3.1

(39.9) (8.0

15 Includes the figures of only 24 other Indian scheduled commercial banks with deposits of over Rs. 10 crores

each.

Note :  Figures in brackets indicate percentage variation over last year.

Source ; Profit and Loss Accounts of Banks.
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| '158. The total income of the 14 nationalised
banks, at Rs. 488.7 crores, in 1973 recorded
an increase of Rs.  99.9

Nationalised crores (25.7 per cent), as

Banks compared to .. the rise of
: - Rs. 58. 3 crores (17.6 per cent)
in 1972 ; this was mainly on account of the

rise in earnings from interest and discount.
" Total expenses of these banks, at Rs. 481.0
crores, in 1973 increased by Rs. 99.8 crores
€26.2 per cent), as against the rise of Rs. 59.2
crores (18.4 per cent) in the last year. -This
was attributable partly to the increase in
interest payments on deposits and borrowings
and partly to therise in establishment expenses.
The profits of these banks, at Rs. 7.7 crores
in 1973 showed an increase of Rs. 10 lakhs
in contrast toa decline of Rs. 911akhs in 1972.
Among the nationalised 14 banks, profits of 6
banks recorded a modest rise, while those of
8 others registered a decline of varying magni-
tude. . Out of their profits, the 14 nationalised
banks transferred Rs. 3.8 crores to the
statutory reserves and Rs. 3.5 crores to
Government of India under Section 10(7)
of the Banking Companies . (Acquisition
and Transfer - of Undertakings) Act, 1970.
The . surplus amount transferred to-. Govern-
ment of India represents 4.0 per cent of the
aggregate compensation paid for the achISl-
tion of these banks.

Working Results of Other Scheduled
Commercml Banks

“ 159, "The workmg results of % other
Indlan Scheduled. Commercial Banks with
Other Indian deposits of over Rs. 10 crores
Scheduled cach reveal a substant1a1 im-
Commercial  provement 'in their total
Banks earnings from Rs. 51.4 crores
m 1972 to Rs. 69.7 crores in 1973, ,Total
éxpendlture of these banks also rose from
Rs. 50.1 crores in 1972 to Rs. 68.3 crores
in 1973. Due to.almost an equal rise in
income and expenditure the profits of these
banks recorded a nominal rise of Rs. 4 lakhs
in 1973. Transfers to statutory reserves out
of profits declined from Rs. 53 lakhs in 1972
to Rs. 48 lakhs in 1973, while appropriations
for. other reserves rose from Rs. 21 .lakhs
to Rs. 27 lakhs. Dividend  payments to
shareholders were, however, .maintained at
Rs. 33 lakhs i.e., at the same level as in 1972,
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160. Total income. of the forengn banks
increased from Rs. 66.7 crores to Rs. 5.8
crores or by 13.6 per cent
during 1973. ‘Their total ex-
penditure, however, increased
by Rs. 8.8 crores to Rs. 71.6 crores—a rise
of 13.9 per cent over the prevxous year.
The profits of these banks showed an improveZ
ment from Rs. 3.9 crores in 1972 to Rs. 4. 2
crores in 1973. - Among the foreign banks,
First National City Bank earned the largest
profits (Rs: 1.25 crores), followed by Natxonal
& Grindlays Bank (Rs. 1.23 crores). " All
foreign banks together transferred to thexr
head offices an amount of Rs. 321" crores

in 1973, as compared to Rs. 3 91 crores m
1972

Foreign Banks

:'i

Control on Non—Bankmg Compames

161. During the year, the Reserve Bank
issued a new set of -directions known as the
Miscellaneous Non-Banking Companies (Re:
serve Bank) Directions, 1973 which’ seek to
regulate the acceptance of ‘deposits by com-
panies conducting - pnze chits, -lucky draws;
savings schemes etc. ~ These directions whlch
came into effect from September 1. 1973
have clarified that the amounts received by
such’ companies by way of contributions or
subscriptions or by sale of units, certificates
etc., or other instruments. or in any -other
manner or as membership fees or admission
fees or service charges to or in respect of any
savings, mutual benefit, thrift, or any other
scheme or arrangement also constitute: de-
posits. It was. further clarified ~that: the
usual ceiling limit on deposits: (i.e., 25 per-cent
of the paid-up capital plus free reserves® less
accumulated balance of loss) would also
apply to such deposits. Any. amount  in
excess of the : ceiling existing on September
1, 1973 would have to be adjusted in a phased
manner before October 1, 1976. All other
requirements applicable to other non-ban_king
companies such as those relating to the issue
of advertisements, acceptance of deposits on
the basis of application forms, maintenance of.
registers of deposits and furnishing of receipts,
to depositors, would also apply to:.-thesg
companies. However, companies coming
within the purview of these directions: would
be required to. submit. thexr returns, to- the
Reserve Bank rwice a year (as on March 31
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and September 30) and not once a year (as
on March 31) as in the case of other non-

banking companies.

162. The two principal notifications con-
taining the directions issued in October
1966, respectively to non-banking financial
and non-financial companies were further
amended during the year by two notifications
issued in August 1973. The principal features
of the amendments are: (i) Any loan
secured by the creation of a mortgage or
pledge of the assets of the company or any
part thereof would be exempt from the ceiling
restrictions relating to deposits only if there
is a margin of at least 25 per cent of the
market value of the assets charged as security
for the loan and, in case more than 20 persons
are given the same assets as security for the
loan, the mortgage or pledge, as the case may
be, is created in favour of a trustee, which
should be either a scheduled commercial
bank or an executor and trustee company
which is a subsidiary of such scheduled com-
mercial bank, and the company has to execute
a trust deed in favour of the scheduled com-
mercial bank or its subsidiary. If the
Reserve Bank is satisfied that the mortgage
or pledge created by a company is not in the
public interest, it may declare that the deposits
sought to be secured by such mortgage or
pledge shall not be entitled to the benefit
of the aforesaid provision. Companies ac-
cepting such secured deposits will, however,
have to comply with all other provisions
contained in the directions as applicable to
ordinary - deposits or unsecured loans. (i)
Loans .obtained from a registered money-
lender will henceforth be treated as deposits
for the purposes of the directions. . -

-163. In- the Survey of Deposits with
Non-banking Companies for the year ended
March 31,1971 a total of 2,240 companies
reported as against 2,211 reporting for the
previous year’s Survey.  The number of re-
porting financial companies during the year
increased by 92 to 768, the highest since the
survey as on March 31, 1967 ; 105 financial
companies submitted returns after issuance
of show cause notices to them. The number
of reporting non-financial companies, on
the other hand, declined by 63 to 1,472,
mainly due to the conversion of deposits into
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loans in the exempted categories.’® The total
number of accounts reported as at the end
of March 1971 showed a substantial increase
from 7. 14 lakhs to 8.16 lakhs over the year.
The total amount of deposits (including
exempted loans not counting as deposits)
also showed an overall increase of Rs. 63.4
crores from Rs. 505.2 crores to Rs. 568.6
crores. Of this, deposits and exempted loans
with financial companies accounted  for
Rs. 149.6 crores, the balance (Rs. 419.0
crores) being on account of non-financial
companies. Component-wise, the exempted
loans increased by Rs. 49. 7 crores to Rs. 337.0
crores, while the outstanding deposits in-
creased by Rs. 13.7 crores to Rs. 231.6

crores.

164. The reporting companies were mainly
concentrated in the States of Maharashtra,
West Bengal and Tamil Nadu. These three
States together accounted for 1,396 or 62.3
per cent of the total number of reporting
companies with aggregate deposits and
exempted loans of Rs. 429.0 crores or 75.5
per cent of the total outstanding as at the end
of March 1971. ' '

165. After an examination of the recom-
mendations of the Banking Commission in
regard to non-banking financial intermediaries
and the Reserve Bank’s views thereon, the
Government of India has decided, inter
alia, that statutory powers should be taken
to prohibit acceptance of deposits by all
unincorporated non-banking institutions and
that the existing legal provisions and the
directions issued by the Reserve Bank may
be tightened to plug the loopholes. The
Reserve Bank has recently constituted a Study
Group headed by Shri James S. Raj, Chair-
man of the Unit Trust of India, to examine
in depth all aspects of the matter and make
suitable recommendations for implementing
Government’s decisions.

16 Loans guaranteed by directors were exempt
from the restrictions regarding deposits in terms of the
directions in force prior to January 1, 1972. Non-
Banking non-financial companies which did not . have
deposits, as defined in the relative directions, were
therefore not required to submit any return to the
Reserve Bank. However, with a view to checking the
tendency to convert deposits into exempted loans the
directions issued to mnon-banking companies were
amended with effect from January 1, 1972 so as to sub-
ject such loans also to restrictions similar to those
applicable to deposits.
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1iI. DEVELOPMENTS IN CO-OPERATIVE BANKING .

166. In the sphere of co-operative banking
the main emphasis was on aligning policies
with the measures adopted for attaining the
overall objectives of monetary and credit
restraint. The procedures and practices fol-
lowed by the co-operative banks were geared
to subserve this purpose. At the same time

" efforts were continued in the direction of
reduction in the regional imbalances in the
distribution of credit and extension of assis-
tance largely in favour of.the small and
economicaily ‘weak farmers: - Further, steps
were taken to rehabilitate weak co-operative
banks and provide incentives to the co-opera-
tive banks to become viable units..

Co-operative Credit Pohcy, Procedures and
Operatlons

167. The Bank continued- to sanction
separate short-term limits for production and
marketing of kharif and rabi crops to co-
operative banks during the year 1973-74.
However, consistent with the credit control
measures introduced by the Bank, curbs were
imposed through various directives on state,
central and primary (urban) co-operative
banks on advances against selected agncul—
tural commodmes.

168. An overall view of the progress of co-
operative credit movement during the three
years ended 1972 73! is presented in table
217.

169. In the sphere of short-term finance,
several measures were taken by the Bank.
The ¢redit limits sanctioned
under Section 17(4) (a) - of
- RBI Act to the state co-
: operative banks for scasonal
agricultural operations were normally at 2
per cent below the Bank rate ; in respect of
other seasonal agricultural operations, while
the sanction was given initially at 0.5 per cent
below the Bank rate, rebate of 1.5 per cent
was conditional upon fulfilment of the stipu-
lation linking borrowings with deposit mobi-
lisation. While sanctioning separate kharif
and rabi limits the Bank stipulated that after

Short-term
Finance

1 Co-operative Year i.e., July-June.

TABLE 27:—PROGRESS OF CO- OPERATIVE
~ CREDIT MOVEMENT2

(Amounts in Rupees Crores)

Type of Institutions ~  1970- 1971- 1972.
71, 72 78

(@) State Co-operative Banks

() Number .. .. 25 26 25
(fi) Owned Funds .. 92 102 117
(iii) Deposits .. - 279 330 406

(iv) Borrowings from the :
Reserve Bank of India . 242 241 259

* (d) Of which, short-
term agricultural 190 , 153 155

(v) Working capital .. 685 731 845
(vi) Loans issued S 749 . 924 1067 .
(vif) Loans outstanding .. 534 552 623

(a) Of which, short(-
term agricultural 288 348 . 282

(viif) Percentage of (iv- a) to

(vii-a) 66 44 55
() Central Co-operativc
Banks’
(/) Number .. o34 341 344
(@) Owned funds . 199 226 245
(iii) Deposits . . 439 510 645
(iv) Borrowings from the S
) Reserve Bank/dpex ; . .
bank . 353 358 364
() Working capxtal .. 108t 1194 1369
(i) Loansissued . .. 894 1056 961
(vii) Loans outstanding .. 813 889 , 955

(¢) Primary Agticultural
Credit Societies

" (/) Number (in thousands) 161 - 157 158
(if) Membership ( ,, ) 30963 32009 34423

(iii) Owned Funds .. 265 292 237
(i) Deposits .. .. 69 75 77
(v) Borrowings .. . 675 740 N.A.
© (vi) Loans issued . 578 613 686
(vii) Loans outstandmg - 184 858 911
(d) State Land Development

Banks )

(i) Number .. .. 19 19 19
(#i) Owned funds . 58 70 97 -

(iii) Debentures outstand-
725 880 738

(i) Worklng capital '.'. 841 1016 965
(v) Loans issued 168 146 146
(vi) Loans outstandmg 638 729 810

2 Figures relate to Co-operative Year i.e., July-June.
3 Provisional. |
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the rabi financing scason was over, the limits
would stand reduced to the kharif level and
that drawals on these limits should be reflected
in a corresponding increasé in the loans out-
standing against societies during the rabi
season. Financial accommodation was nor-
mally not made available to central co-opera-
tive banks if the percentage of their total
overdues to demand at the end of the latest
co- operatwe year exceeded 60. Further, with
a view to introducing strict seasonality in
loaning operations of ;,central co- operative
banks, a beginning was made by the Bank
to allow drawals on the Reserve Bank’s
limits, after a specified month in the quarter
of March to May, only if'the central banks
brought down their borrowings from the
state co-operative bank to a stipulated level
fixed for cach bank. The Bank also agreed
to treat the water charges payable by farmers
for irrigation purposes and _expenses incurred
in regard to weedicides “as expenditures
eligible to be covered by advances under the
kind component. The Bank had earlier
decided that it would not normally con-
sider requests for accommodation from the
state co-operative banks for purchase, stockmg
and distribution of fertilizers. However, ‘it
was represented by these banks that in several
cases the commercial banks had’ expressed
their inability ‘to extend adequate :credit
facilities for this purpose. *'In this" context
the Bank reviewed its policy in the matter and
it was decided to consider for the year 1974
the! applications of state co-operative banks
for credit limits for the purchase, stocking
and distribution of chemical fertilizers, at 3
per cent above Bank rate, if the commercial
banks did not sanction any. or adequate limits
for the purpose.

'170. The Bank continued to’ prov1de (@)
short-term- credit limits at the Bank ratc
under Section 17(4E) of the RBI Act to the
Agricultural Refinance Corporation (ARC) ;
(b) to state co-operative banks for financing
the production and marketing activities of
weavers’ societies at 1.5 per cent per annum
below the Bank rate under Section ' 17(2)
(bb) read .with Section 17(4) (¢) ; (¢) credit
limits to the state co-operative banks under
Section 17(2) (@) read with Section 17(4) (¢) at
the Bank rate for financing trading in yarn by
apex/regional -handloom . weavers’ societies.
Further, it was stipulated that the rate of
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interest charged to handloom weavers’ socie-
ties should not exceed 5-5 per cent or such
other rate of interest as might be fixed by the
Government of India ; in the case of power-
loom weavers’ societies, for which the interest
subsidy scheme was .not-.available the banks
were adv1sed to charge a reasonable rate,

171. The selective credit control measures
for regulating the advances by state, central
co-operative  banks and. selected primary
co-operative banks in the States of Karnataka,
Gujarat and Maharashtra, against cotton and
kapas were continued during the year. Simi-
larly, directives were issued to 45 selected
primary. , co-operative banks in. States of
Gujarat, Karnataka and Maharashtra regula-
ting their advances as against groundnut,
mustardseed/rapeseed, castorseed and lin-
seed and oils and ‘vanaspati.

172. The Bank has been advising co-
operative banks to manage their surplus
P funds judiciously and gra-

Limiting the = dually reduce their depen-

‘DUnwa;'ranted’ dence on higher financing
rawals particularly  the

agencies,
‘ .- Reserve Bank. The state co-
operative banks are expected to approgch the
Bank only.as a last resort and' not merely
because there is a reserve drawing power in
the limits sanctioned to them on behalf of
central/primary co-operative banks. Like-
wise, the latter banks are expected to approach
the apex bank only when funds are needed
for further loans and advances or for main-
taining the statutory minimum liquidity.
The Bank has been Insisting that reim-
bursement by the state/central/primary co-
operatlve banks should not lead to excessive
surplus in liquid assets or balances with
commercial banks not reckoned as liquid
assets. It is, however, observed that towards
the close of the co-operative year large
amounts are drawn by the banks although
these are not intended to serve- the purpose
for' which they are sanctioned. Unwar-
ranted drawals are also made around the due
dates of repayment by societies in order to
forestall a deficit in the non-overdue cover and
at times even drawals made from the Bank
are lent as call money. To discourage these
unwarranted 'drawals, it has, been decided to
impose penal rates of interest on them with
effect from July 1, 1974, -
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173. The scheme of deposit mobilisation
by linking the borrowings of central co-
operative banks, with business
of Rs. 1 crore or above,
from the Bank was intro-
duced from July 1, 1973,
Some improvements were effected in the
scheme to overcome initial procedural pro-
blems. In-order to ensure that central co-
operative banks did not suffer on account
of their “Base level’” eligible for concessional
finance being fixed low, the apex banks were
advised to take suitable action. Further,
with a view to ensuring that banks with
unduly low base levels did not suffer, it was
decided to allow rebate on borrowings
from the Reserve Bank upto the ‘‘Base
level.” '

Deposit Mo-
bilisation

174. As at the end of February 1974,
9 state co-operative banks, 50 central co-
operative banks, 5  licenséd

Credit Guaran- primary (urban) co- operat:ve
tee Scheme banks and 29 unlicensed pri-
mary (urban) co-operative

banks, satisfying the norms prescribed by the

Government of India, had joined the scheme .

by .executing mnecessary agreements. The
scheme has been extended to industrial
societies functioning in a  decentralised
manner with effect from April 8, 1974,

175. The Government of Kerala constitu-
ted an Action committee for drawing up a
phased: programme  for re-

Coir Co-opera- structuring the {coir ‘societies
tives in Kerala' o make them eligible for
R financial assistance from the
institutional agencies on the lines suggested
by the Bank and for supervising the imple-
mentation of the said programme. The
Committee would draw up a time bound
programme on a year to year basis for the
completion of the task envisaged in the
Coir Development Scheme and indicate the
funds/assistance required for each year. A
loan of Rs. 95.24 lakhs and a grant of Rs. 4. 76
lakhs have been sanctioned by the Govern-
ment of India during 1973-74 for the scheme

of rehabilitation of coir co-operatives in the
State.
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176. The Government of Karnataka
launched in 1973 an ambitious crash pro-
gramme involving an outlay
of Rs. 80 crores spread over
a ten year period for the
development of sericulture
in the State. A detailed study of the scheme
was conducted by the Bank with a view to
examining the existing institutional arrange-
ments for providing credit facilities to sericul-
turists; - silk-reelers and others in the State ;
on the basis of the Report, a scheme for

financing of the sericulture industry has been
drawn up.

Sericulture in-
Karnataka

177. Surveys to study and classify indus-
trial co-operative societies other than weavers’
societies into viable, poten-
Reorganisation tially viable and non-viable
g;:?e"t‘;::"ia' units were completed in Guja-
rat, Maharashira, . Tamil
Nadu, Punjab, Andhra Pra-
desh Nagaland Tripura and Rajasthan. How-
ever, the. work of reorganisation of these
societies in these States is in progress. The
States of Orissa and Uttar Pradesh initiated
the surveys; the remaining States and Union
Territories were to take action in the matter,
The work of surveys.was in progress in Bihar,
Kerala, Madhya Pradesh, Karnataka, Megha-
laya, Manipur and West Bengal. During the
year Government of Orissa and Union Terri-
tories of Pondicherry, Goa, Daman and Diu
amended Co-operative Societies Act and by
laws of primary (urban) co-operative societies
to facilitate provision of financial assistance
to cottage and small-scale industries owned
by individual proprietors.

178. The Bank continued to insist that 40
per cent of the central co-operative banks’
medium-term advances should
be for identifiable productive
purposes specified by the Bank.
The central co-operative banks were earlier
discouraged from issuing medium-term loans
for minor irrigation purposes in areas covered
by Agricultural Refinance Corporation/ Inter-
national Development Association (ARC/
IDA) Schemes without prior clearance from
the ARC. This procedure has since been
modified and the banks are now required to
send the programmes to the Reserve Bank
duly approved by the Registrar of Co-opera-
tive Societies. Thelatter has been advised to

Medium-term
Finance
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keep in view the following criteria while ap-
proving the programmes submitted by the
banks : (i) the programme should be in con-
formity with the groundwater discipline sti-
pulated under the relevant ARC/IDA Scheme;
(ii) the banks should be satisfied after scrutiny
that the incremental income accruing from the
proposed investment is adequate to enable the
borrowers to repay the loan within 3/5 years;
(iii) the terms and conditions governing the
medium-term loans particularly relating to
rate of intercst margin to be provided by the
cultivator, etc., are not more favourable than
those indicated In the relevant ARC/ IDA
Schemes ; and (iv) the size of the programme
of bank should not affect the programme
of ARC/IDA Schemes.

179. The Bank agrced that five -year
medium-term loans for the purchase’ of
power tillers in cxcess of Rs. 3,500 might also
be issued to cultivators without insisting on
the security of mortgage of land or charge on
land subject to certain conditions. The terms
and conditions governing medium-term loans
to agriculturists for the purchase of shares in
sugar factories, cotton ginning and pressing
units, groundnut oil mills, rice mills-and co-
operative spinning mills remained unchanged.
The facilities for conversion of short-term
loans: into medium-term loans contmued to
be provided whenever necessary

180. The Bank pursued a liberal policy
of sanctioning loans to State Governments
from the National Agricultural
Credit (Long-Term Opera-
tions) Fund for 'contributfng
to the share capital of various
types of co-operative credit institutions. The
concessions applicable were continued in the
case of institutions in“operation in SFDA /
MFAL tribal areas and in areas where the
scheme of financing of primary agricultural
credit societies by commercial banks was in
operation as also in the case of banks which
had been ‘brought under.a scheme of rehabi-
litation. Besides, the Bank agreed to sanc-
tion share capital loans on behalf of primary
agricultural credit societies having trained
full-time paid secretaries provided their over-
dues- did not exceed 50 per cent of the
demand. The Bank also decided to sanction
loans to State Governments for contributing
to the share capital of the farmers’ service

Long-term
Finance
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societies 'being organised in various States at
a minimum scale of Rs. 50,000 or Rs. 1,00,000
depending upon the size of the societies.
Loans aggregating Rs. 8.02 crores werc
sanctioned during the financial year 1973-74
on behalf of 4 apex banks, 64 central co-
operative banks, 3163 primary agricultural
credit’ societies, 3 central land development
banks, 111 primary land development banks
and 29 primary (urban) co-operative banks.:

181, The Bank also sanctioned to the
ARC long-term accommodation of Rs. 30
croresfrom the National Agricultural Credit
(Long-Term  Operations) Fund during 1972-
73 and Rs. 23 crores during 1973-74 (Table

28).

182. For the financial year 1973-74, an
aggregate ordinary lending programme of
Rs. 166 crores was fixed. for
the land development banks,
to be financed to the extent of
Rs. 19.13 crores from the
banks’ internal resources, Rs. 5.87 crores
through issue of. rural debentures and accep-
tance of fixed deposits and Rs. 131 crores by
way of floatation of ~ordinary debenturcs.
Banksactually floated debentures for Rs. 71 .72
crores and collected subscription amounting
to Rs. 74.96 crores (including Rs. 44.11
crores contributed by the Life InSurance
Corporation, the State Bank of India, other
commercial banks, the Reserve Bank of India
and the Central and State Governments). The
shortfall in the fulfilment of the debenture
floatation . programme during the year was
mainly on:account of the mounting overdues
and the: introduction of IDA scheme in
various-States which led to shrinkage in the
scope for lendlng under normal programmc

Land Develop-
ment Banks

183 For 1974-75, an ordinary lending
programme of Rs. 125.23 crores was fixed and
the ordinary debenture programme was ap-
proved for Rs. 102.39 crores including Rs. 10
crores held in reserve. The banks are expect-
ed to raise Rs. 9.93 crores from their internal
resources. Support from institutional' in-
vestors ‘and the Governments was fixed at
Rs. 52.92 crores while Rs. 39.54 crores would
be forthcoming from investment by land deve-
lopment banks in debentures of sister land
development banks.,
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TABLE 28 :—RESERVE BANK CREDIT TO CO-OPERATIVES—1972-73 AND 1973.74

(Amounts in Rupees Crores)

1972-73 (July-June) 1973-74 (July-June)

Purpose of finance Limits Drawals Repay- Out- Limits Drawals Repay- Out-
sanc- ments  stand- sanc- menis  stand-
tioned ings  tioned ings

1 2 3 4 5 6 7 8

1. Shor(-term

(i) Seasonal agricultural operations .

(at 1/2% below Bank rate)s

(i) Marketing of crops other than
cotton and kapas

(iii) Marketing of cotton and kapas?

{iv) Purchase and distribution of fer-
tilizers (at 29; above Bank rate)l

{v) Production and marketing of
handloom products (at 13 /
below Bank rate)s .

(vi) Financing other cottage and
small scale industries3

(vii) Purchase and sale of yarn (at
Bank rate)3

‘(vit]) Loans to ARC (at Bank rate)

Medium-term

(/) Agricultural purposes (at 1} /.

below Bank rate)7

(i) Conversion -of short-term loans
into medium-term loans in scar-
city affected areas (at 13 A below
Bank rate)6

(iii) Purchase of shares in co-opera-
tive sugar factorles/processmg

415.53

52.83

14.75

13.99

0.56

0.92
15.00

8.72

596.67

9.33
113.61

7.50

9.13

0.30

0.09
4.89

603.84 144.91 430.83

9.41 0.58
40.58

111.88  2.92
13.51 2.75
10.91 7.73

0.22 011
0.06 0.03
1.19 3.70
7.42 16.88

14.49

0.79

0.40
15.00

‘1177

618.69

12.09
6.55

13.38

0.33

0.30

12.86

6.03

612.84

10.73
8.62

2.75

.16.08

0.27

0.33
4.96

10.43

150.76

1.94
0.85

5.03

0.17

11.60

19.91

73.302 68.092 24.122 68.662 22.472 41,262 20.823 51.192

0.97¢ 0.40

societies (at Bank rate)? 1.85 0.8 0.33 1.09 0.18 1.19
f1i. Long-term ' '
() Loans to State Govemments for . ) ,
contribution to share capital of . . ,
co-operative credit institutionss 16.29 18,69 4.48 65.55 8.02 ‘ 8.02 5.57T 68.00
i) Loans to ARC (at 4 //4; %0 , o o
@ per annum) .. 30.00 30.00 0.50 34.50 23.00 23.00 3.50°, 54.00
1 Prior to 1972, purchase and distribution of fertilizers was financed at Bank rate by the Bank. However, from
January 1972, the interest rate was raised 2% above the Bank rate with a view to aligning it to the lendmg
rates of the commercial banks. Again it was further raised to 3% above Bank rate for 1974 : Data relate
to calendar year 1972 and 1973.
2 Including rephasement.
3 Data relate to financial years.
4 Drawn out of last year’s limit exter}ded upto June 30, 1974. p
3 Including monopoly procurement of cotton.
6 At &pergcmt be ?owyBgnk rate from 1973-74 subject to rebate of 1} per cent as per Rebate Scheme exoeptmg
under Section 17(4) (a) which continued to beat2 per cent below Bank rate.
7

Data relate to calendar year.



64 SUPPLEMENT TO RESERVE BANK OF INDIA BULLETIN

184, The quota of rural debentures/fixed
deposits for state land devclopment banks for
the year 1973-74 was fixed at Rs. 5.87 crores.
Five banks were permitted to float rural
debentures to the extent of Rs. 1.73 crores.
The land development banks were able to
collect fixed deposits to the extent of Rs. 1.71
crores during 1972-73.

185. The Bank continued to insist on land
development banks issuing at least 90 per cent
of their total loans for productive purposes of
which 70 per cent should be for easily identi-
fiable purposes. With the introduction of
IDA aided schemes in many States, the scope
for providing loans for traditional purposes
like minor irrigation was dwindling. The
Bank had, therefore, circulated a note con-
taining some suggestions for diversification of
the loans portfolio of land development

banks.

186. The important policy changes effect-
ed during the year were as follows : (i) Ow-
ing to scarcity conditions prevailing in many
parts of the country the recovery performance
of the land development banks and conse-
quently the capacity of primaries/branches to
borrow from the central land development
banks were adversely affected. With a view
to providing some relief to these banks, it
was decided that either the banks could re-
schedule the loan instalments due during the
year from the areas affected by famine or
exclude the overdue instalments from these
areas from the total demand and balance for
the year to arrive at the percentage of over-
dues to demand, so that their eligibility to
draw funds is not impaired. (ii) In order to
provide some incentive to the primary land
development banks to collect fixed deposits,
the central land development banks were
permitted to pay commission not exceeding
0.5 per cent of the fixed deposits collected by
them to the primary land development banks
as their agents. Such commission was, how-
ever, not payable to other agents, brokers or
employees of the central and primary land
development banks. (iii) The land develop-
ment banks were permitted to refund the
fixed deposits before maturity in deserving
cases. However, such deposits would be
excluded from the total deposits to be reckon-
ed towards the quota of rural debentures.

Weaker Sections bank
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187. As mentioned in the previous Report,
the Governor appointed a “Committee on
Co-operative Land Development Banks’ for
making an objective study of the working of
the land development banks and suggesting
suitable reforms in respect of their policies
and procedures. The Committee had set up-
Study Groups/Study Teams to examine speci--
fic subjects connected with the main study.
All the reports of the said Study Groups/
Study Teams have been received. The work
of the Committee is in progress.

188. The performance of central co-opera-
tive banks in the matter of ensuring at least
20 per cent of their outstand-
ing borrowings from the apex
as covered by out-
standing loans to societies against small
and economically weak farmers was dis-
appointing. This was due to lack of eligible-
borrowers having land holdings of 3 acres or
less. A district by district study was, there-
fore, undertaken by the Bank in consultation
with the State authorities to fix revised and
suitable parameters on the size of land hold-
ings in areas other than those covered by
SFDA/MFAL schemes. The Bank conti-
nued the policy of stipulating that drawals
on the credit limits to the extent of 20 per
cent after utilisation of 70 per cent of the limits-
could be made only after being matched by
advances  against siall/marginal/econo-
mically weak farmers, the balance of 10 per
cent being permitted to be drawn thereafter.
While sanctioning supplementary short-term
limits for rabi the state co-operative banks.
have been required to ensure that the normal
limit (kharif limit) was first availed of in
full and the condition relating to coverage of
small farmers was also fulfilled. Further,
efforts in organizing the ‘“‘farmers” service
societies to be financed by either commercial
banks or co-operative banks were continued;
till date, 47 such societies have been organized
in the different States. Following the
recommendation of the National Commission
on Agriculture to organize farmers service
societies for the purpose of providing an
integrated agricultural credit service at one
contact point, particularly to the economically
weaker sections of the farmers, steps have
been taken to organize such societies in the:
various States. At a meeting of the Agricul-
tural Production Commissioners of the States-

Finance to
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convened by the Government of India on
July 8, 1973, it was decided to organize 56
farmers’ service societies on an experimental
basis in 19 States. Till June 13, 1974, 53
societies are reported to have been organized
in 10 States, of which as many as 34 societies
were in Karnataka only as against a target
of 4, fixed in the July 1973 meeting. Out
.of the 53 societies, 19 are financed/proposed
to be financed by commercial banks and the
.others by co-operative banks. An Imple-
mentation Committee has been set up in the
Ministry of Agriculture to co-ordinate, review
and guide the implementation of the pilot
scheme. It was observed that there were
deviations in certain respects in the case of
the farmers’ service societies organized in
certain States and the Implementation Com-
mittee has decided that only such of those
-societies which conform to the pattern re-
.commended by the Government of India will
‘be treated as farmers’ service societies.

189. Although certain State Govern-
ments had applied to the Reserve Bank for
‘loans from the National Agricultural Credit
{Long-Term Operations) Fund for contribu-
ting to the share capital of the farmers’
-service societies, no loans could be sanctioned
-during 1973-74 because none of the societies

had satisfied the minimum requirements laid

down by the Bank, which included (a) ap-
.pointment of Managing Director and techni-
.cal staff, (») firm decisions being taken about
the future of the primary agricultural credit
-societies which were already existing in the
.areas of the new farmers’ service societies
and (¢) adoption of the model by-laws as
recommended by the Government of India
without material changes.

190. Forty-six SFDA and forty-one
'MFAL projects were functioning in the
country. Till May 31, 1974,
18.65 1lakh small farmers,
18.19 lakh marginal farmers
and 3.06 lakh agricuitural
labourers were identified as eligible for the
benefits under the project. Of these 20 lakh
‘were enrolled as members of co-operatives.
During the year short-term loans to the tune
.of Rs. 22.90 crores were distributed to the
beneficiaries through the co-operatives and
Rs. 2.30 crores by the commercial banks.
‘Similarly from the inception of the scheme till

‘SFDA/MFAL
“Schemes
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May 31, 1974 the co-operatives disbursed
medium-term loans amounting to Rs. 18.39
crores and long-term loans amounting to
Rs. 38 .01 crores. The commercial banks had
advanced term-loans to the tune of Rs. 11.29
crores during the same period. The Govern-
ment of India have decided to continue the
projects during the Fifth Five Year Plan
also. It has been proposed to cover 160
districts in the Fifth Plan, including existing
projects. Each project will be confined to
one revenue district and will attempt to cover
50 thousand beneficiaries within a five year
period. The distinction between SFDA and
MFAL projects will be abolished and there
will be a combined agency which will be
known as ‘Small Farmers Development
Agency’.

191, The Scheme of financing primary
agricultural credit societies by commercial
banks in areas of  weak

Commercial central co-operative banks (re-
Banks’ Finance ferred to in Part II of the
fs‘:;cgt‘?dit Report) was extended to
fes Jammu and Kashmir and
West Bengal from 1973. It

was also decided to extend the scheme
to Bihar, Maharashtra and Rajasthan. In
all 21 commercial banks participated in the
scheme in 8 States where 350 branches of the
banks were financing 1,760 societies out of
2,630 societies allotted to them. The short-
term agricuitural credit disbursed during
1973-74 by commercial banks  through
societies amounted to Rs. 12.20 crores upto
March 31, 1974, as against Rs. 10.13 crores
disbursed in ‘the preceding year. The em-
phasis under the scheme has now been shifted
from the original arrangement to cover the
areas in the jurisdiction .of weak central co-
operative banks to effective coverage of rural
population. So the commercial banks will
have to extend the scheme even to the areas of
not so weak central co-operative banks.
Since the introduction of the scheme, as many
as 1.14 lakh new members were admitted
in the societies taken over by the commercial
banks raising total membership to 4.43
lakh, at the end of March 1974. However,
owing to the large number of defaulters, only
2.08 lakh were borrowing members. The
average proportion of recoveries to demand
during 1972-73 declined slightly to 56 per cent
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from 57 per cent in 1971-72—a performance
no better than that of the co-operative banks.

192. The adoption of the multi-agency
approach, has necessitated optimum harmo-
nisation of the policies and procedures fol-
lowed by commercial and co-operative banks.
Although State and district level co-ordina-
tion committees cxist in most States, the
constitution of a national level ‘committee
was considered necessary to lay down broad
policies in thisarea. Accordingly, the Gover-
nor of the Reserve Bank of India constituted
a high level committee consisting of the
representatives of the Bank, the Government
of India, the commercal banks and co-
operative movement.

193. The rchabilitation of weak central
co-operative banks made good progress
during the year. As on June
30, 1973, 132 central co-
of Weak Co-  operative banks in 16 States
operative Banks \were jdentified as weak re-

quiring rehabilitation. In addi-
tion, 5 central co-operative banks in Maha-
rashtra, Andhra Pradesh and Rajasthan were
also brought under the programme of re-
habilitation on an ad hoc basis. Under the
Central Sector Plan Scheme, the Govern-
ment of India approved till March 31, 1974
assistance aggregating Rs. 237.89 lakhs to
71 central co-operative banks in 7 States for
writing off their irrecoverable bad debts,
accumulated losses and other overdues over
3 years and have released the initial grant-
in-aid instalment of Rs. 118.01 lakhs.

Rehabilitation

194, With a view to reducing the regional
imbalances and achieving a higher rate of
growth in the co-operatively weak States,
specific programmes have been accorded
high priority in the Fifth Five Year Plan.
Pursuant to the recommendations of the
working group on co-operation for the Fifth
Five Year Plan, a Central Sector Scheme was
drawn up by the Government of India cover-
ing the central co-operative banks in certain
co-operatively weak States (category ‘C
States) ; the Scheme is designed to meet the
inadequacy of non-overdue cover for their
borrowings from the Reserve Bank, resul-
ting from the relatively poor deposit potential
and mounting overdues. Tt covered the
States of Assam, Bihar, Manipur, Megha-
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laya, Nagaland, Orissa, Tripura, West Bengal
and Rajasthan and provided for long-term
assistance to the banks, to be shared equally
by the Central and State Governments. The
State Governments’ assistance will be partly,
in the form of long-term loans and partly
share capital participation. Central co-
operative banks with overdues between 30
and 60 per cent of the demand will be eligible
for this assistance. High level committees
consisting of representatives of the Govern-
ment of India, the Reserve Bank of India and
the concerned State Governments have been
formed for the purpose of reviewing and
giving advice for the accelerated development
of the credit structure in the category ‘C’

States.

195. Under the programme of rehabilita-
tion of weak co-operative credit units at the
primary level, 26 primary co-operative banks
and 59 primary land development banks were
identified as weak and covered under the reha-
bilitation programme.

196. As mentioned in the previous Re-
port, the Bank had prepared ‘Master Plans’
for accelerated development

Special Measures Of  agricultural  production
to Identify with the help of co-operative
Credit Gaps  (re(ijt for the States of Assam,
Meghalaya, Bihar, Jammu

and Kashmir and Uttar Pradesh. An Ex-
pert Team of the Government of India is
examining all aspects of the question of re-
habilitation of the co-operative credit structure
in Assam. Meanwhile, the State Govern-
ment on its part, initiated the work of re-
organisation of primary societies in the State.
The Study Team appointed by the Governor
to examine the suggestion for a change-over
from the three-tier to the two-tier system in
Kerala submitted its report on August 17,
1973. It concluded that there was no strong
justification for the change-over on the ground
of economising the cost of operation and
fowering the rate of interest to the ultimate
borrower. The performance of the central
banks, in the matter of resource mobilisation,
responsiveness to local needs and recovery
of dues, was found much below the desired
levels. The Team, therefore, recommended
that the position of each bank shoculd be
reviewed after a period of five years. The
‘Study Team on Co-operative Agricultural
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Credit Institutions in Maharashtra’® made
a review of the implementation of its recom-
mendations of its Interim Report. It has
observed that the latest overall position of
recovery was only 20 per cent of the demand
and suggested steps such as recovery through
coercive measures and appointment of Special
Recovery Officers wherever necessary. Further
the study team is considering the remaining
terms of reference for submitting the final
report. In pursuance of the recommenda-
tions of the Study Team on Agricultural
Credit Institutions in West Bengal, three
central co-operative credit societies in West
Bengal were amalgamated with state co-
operative bank and another with a central
co-operative bank in July 1973.

197. The Governor appointed a “Study
Team on Agricultural Credit Institutions in
Bihar”” and another “Study Team on Agri-
cultural Credit in Rajasthan™ to examine
aspects such as (1) justification or otherwise
for continuance of intermediate level institu-
tions of the three-tier structure ; (2) position
of overdues at the various levels of co-opera-
tive credit structure ; (3) lending policies of
the state and central co-operative banks and
(4) reorganisation of societies and formation
of farmers’ service -societies. The Bihar
Study Team will also examine the aspect of
routing of loans to sugarcane growers through
the primary agricultural credit societies or
cane unions to cultivators and look into the
problem of tribal areas and credit institu-
tions functioning there. The Study Team
for Rajasthan will attempt to identify areas
which are continuously affected by natural
calamities and suggest special arrangements,
if necessary, for financing agriculturists in
such areas. :

198. The problem of mounting overdues
has assumed disturbing proportions in recent
years, The “Study Team

Study Team on on Overdues of Co-operative
Overdues Credit Institutions” appoint-
ed earlier submitted its re-

port in February 1974. The Team viewed
with concern the high levels and increasing
trends of the overdues of the primary agricul-
tural credit societies in the country which
amounted to Rs. 377 crores as on June 30,
1972, forming as much as 44 per cent of the
outstanding loans, The overdues of the
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primary societies exceeded their owned funds
and deposits put together and those of central
co-operative banks were as high as 80 per
cent of their owned funds.

199.  An analysis of the data collected
showed that the small, medium or big
farmers behaved more or less alike in the
matter of repayment of their dues. Over-
dues were traced to the defective lending
policies pursued by co-operatives, the apathy
of managements in taking quick action
against recalcitrant members and, above all,
to some extent the absence of a favourable
climate due to the attitude of the State
Governments resulting in wilful defaults on
a large scale. The amount involved in
non-wilful default for the country as a whole
has been estimated at Rs. 100 crores or about

one-fourth of the total overdues of Rs. 377
crores.

200. The Team recommended relief from
stabilization funds in different situations to
the borrowers affected by successive or
frequent natural calamities, and a programme
of rehabilitation by way of relief in respect
of short and medium-term agricultural loans
from non-wilful defaulters. For these pur-
poses, suitable action by the Reserve Bank
of India including amendments to RBI
Act wherever necessary has been suggested.
Important recommendations are :

(I) Section 46B of the Reserve Bank of
India Act, 1934 may be amended (a) provid-
ing for utilisation of the Stabilization Fund
for granting relief when crops are damaged,
as in the case of drought, famine or on ac-
count of war or military operations with
another country, (b) permitting the Bank to
grant medium-term loans to state co-operative
banks by way of reimbursement of medium-
term conversion loans granted by the latter
and (¢) extending the period of medium-term
loans to 7 years.

(2) Assessment of damage to crops in
times of natural calamities should be done by
the Statistical and not by Revenue Department
and the Government of India might appoint
a Working Group to go into the appropriate
methods to be adopted in making the assess-
ments.
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(3) Assistance from the Reserve Bank of
India’s National Agricultural Credit (Stabili-
zation) Fund may be made available to co-
operative banks for granting conversion to
the affected cultivators and borrowers in arcas
with declared ‘annawari’ between 6 and 3

annas,

(4) The Reserve Bank of India may contri-
bute to the National Agricultural Credit
(Stabilisation) Fund Rs. 9 crores annually
up to the end of Fifth Plan so as to take the
Fund to Rs. 136 crores and the Central
assistance recommended by the Working
Group on Co-operation for the Fifth Plan
may be increased from Rs. 15 crores to Rs. 18
crores to enable the state co-operative banks
to reach a level of Rs. 68 crores for their

stabilization funds.

(5) The levels of the State Agricultural
Credit Relief Funds should be related to the
levels of the stabilization funds recommended
for being maintained together by the state
co-operative banks and the Reserve Bank of
India. Each State Government should ap-
propriate budgetary allocations so as to
take the Relief Fund up to a level of 2*5 per
cent of the Stabilization Fund by the end of
1978-79. For tackling the problem of
overdues the Team suggested a number of
measures such as automatic disqualification
of managing committee/board of directors,
denial of fresh credit and voting rights to
defaulters as well as sureties, amendment to
co-operative societies Acts of various States,
empowering the Registrar to issue orders
on his own motion for recovery of loans
issued as arrears of land revenue etc. As
a solution to the problem of the lack of bidders
in some areas for the lands of defaulters
put up for auction, particularly of the owners
and influential cultivators in the village,
the Team recommended the setting up of
a State Farming Corporation in each State
fully owned by the State Government.

201. During the year, licences were granted
to 4 central co-operative banks and 12
) primary co-operative banks
g:;?{?:g"a;':eu'a_ under Section 22 of the
tion g Banking Regulation Act, 1949
(As Applicable to Co-opera-

tive Societies) authorising them to carry
on banking business in India thereby raising
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the total number of licensed co-operative
banks to 60. The number of offices of co-
operative banks which stood at 5974 as on
June 30, 1973 increased to 6102 (234 offices
of state co-operative banks, 4673 of central
co-operative banks and 1195 of primary
(urban) co-operative banks) as on September
30, 1973. During the year, licences were
granted to the state and primary co-operative
banks for opening 76 new offices as against
73 licences granted during the previous

year.

202, As on June 30, 1974, there were
1432 co-operative banks (28 state, 367 central
and 1037 primary) coming under the purview
of the Banking Regulation Act, 1949 as
against 1383 c¢o-operative banks at the
beginning of the year. The increase in the
number of banks during the year was mainly
due to inclusion of certain non-agricultural
credit societies in the list of primary co-
operative banks.

203. A close watch is being kept over the
financial position and working of central and
primary co-operative banks not complying
with Section 11(1) of the Banking Regulation
Act, 1949 (As Applicable to Co-operative
Societies).

204. During the year, 697 reports relating
to the inspection of 23 state co-operative
banks, 202 central co-operative banks, 8
state/central land development banks, 4359
primary co-operative banks and 5 apex
weavers’/marketing societies were issued. Of
the 516 primary co-operative banks inspected
during the period, 91 were inspected by the
officers of the state co-operative banks on
behalf of the Reserve Bank under Section
35(1) of the Banking Regulation Act, 1949
(As Applicable to Co-operative Societies).

205. Besides the regular financial inspec-
tions, it has been decided to take up on an
exploratory basis developmental inspections
of co-operative banks with a view to ascer-
taining the developmental potential in the
area served by the bank and making con-
crete suggestions in regard to the steps to be
taken in order to enable the bank to play
its role in the development of the area.
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206. The scheme of Deposit Insurance has
been extended to the co-operative banks in
Jammu & Kashmir State with
effect from October 1, 1973.
As at the end of June 1974,
423 co-operative banks were
registered by the Deposit Insurance Corpora-
tion in the States of Andhra Pradesh, Madhya
Pradesh, Maharashtra, Jammu & Kashmir
and the Union Territory of Goa, Daman
& Diu, as against 404 registered at the
beginning of the year. The States of West
Bengal, Karnataka, Kerala and the Union
Territory of Pondicherry have passed the
necessary amendments to their respective
Co-operative Societies Act vesting in the
Reserve Bank the power regarding superses-
sion, winding up, amalgamation, reconstruc-
tion, etc. It is expected that the scheme will
be introduced in these States/Union Terri-
tories shortly. The scheme has, since April
1, 1974, been extended to co-operative banks
in the Union Territory of Delhi, The
matter was being pursued with the remaining

Deposit lnsur-
ance Scheme

State Governments to amend their Co-opera- .

tive Societies Act for the purpose of extension
of the scheme to co-operative banks in their
jurisdiction.

207. The Deputy Governor/Executive
Director in-charge of Agricultural Credit
Department continued the

Problems Facing Practice of holding annual
the Co.operative discussions with the repre-
Movement in  sentatives of the State
Individual States .

Governments rtegarding the

different problems facing
the co-operative movement in the respective
States and suggesting suitable solutions/
lines of action. The common topics for such
discussions were the level of overdues, re-
organisation of primary credit structure,
deposit mobilisation by central co-operative
banks, operation deficiencies of the credit
institutions, implementation of the produc-
tion oriented system of lending etc. The
discussions were regularly followed up by the
Department to ensure that the institutions
and State Governments took appropriate
measures to remedy the defects and streng-
then the movement.
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Agricultural Refinance Corporation

208. During the year under review. the
Corporation disbursed an aggregate sum
of Rs. 97.84 crores inclusive

Operations of Rs. 5.6 crores transferred
e:;;“g the from the loans given under
its normal programme by the

Tamil Nadu Land Develop-

ment Bank to the IDA agricultural credits
project as against Rs. 94.1 crores during the
previous year inclusive of Rs. 29.4 crores
transferred from ‘normal’ programmes of
some land development banks to IDA
projects. The disbursements under the IDA
projects amounted 10 Rs. 56.3 crores us
comparcd to Rs. 63.6 crores during 1972-73.

209. During the year the Corporation
sanctioned 550 schemes involving an aggre-
gate financial assistance of Rs. 251.3 crores,
of which the Corporation’s commitment
was Rs. 220. 5 crores, as against 230 schemes
with financial assistance of Rs. 196.6 crores
and ARC’s commitment of Rs. 172.3 crores.
sanctioned during the previous year. Re-
finance for minor irrigation purposes has
continued to absorb the bulk of the disburse-
ments (Table 29). This underlines the em-
phasis laid on minor irrigation investments
in the Five Year Plans and to the fact that
a major part of the lendings under the various
IDA projects now under implementation was
also for this purpose. This trend is likely
to continue for some years to come and thas
been taken into account in the Corporation’s
projected lending programme for the five
years ending 1977-78.

210. The Corporation is anxious to bring
about diversification purpose-wise, area-wise
and agency-wise, in its lending operations
as well as those of the eligible institutions
and is continuing the efforts initiated during
the last year. The Corporation had till
the end of June 1974 sanctioned 597 schemes
for farm mechanisation, land development,
plantations, horticulture and storage and
market vyards, fisheries and dairy develop-
ment and agricultural aviation. The aggre-
gate financial assistance involved in sanctions
for schemes for purposes other than minor
irrigation rose from Rs. 65.18 crores as at
the end of June 30, 1969 to Rs. 205.61 crores
as on June 30, 1974.
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TABLE 29:—DISBURSEMENT OF REFINANCE BY PURPOSE

(Amounts in Rupees Crores)

1971-72  1972-73

Purpose 1963 to 68 1968-69 1969-70 1970-71 1973-74 Total

‘ i irrigati 1.29 11.54 22.33 23.06 26.74 84.18 85.23 254.37

1. Minor irrigation 10.20 64.69 78.08. 75.31 76.44 89.42 87-12 80.33
v2. Land devel nt and soll 10.12 3.76 3.32 4.37 2.37 2.30 1.78 28.02
cgé‘scrvaggiopme . . (80.00) (21.08) (11l.61) (14.27) 6.77) (2.44) (1.82) (8.85)

. izati . 0.03 0.11 0.16 0.11 0.36 2.18 - 3.82 6.77
3 . Farm mechaniz . onﬂ .29 (0.62) (0.56) (0.36) 1.03) - (2.32) (3.91) 2.1
4. Plantation and horticulture 1.01 1.06 1.50 1.99 2.05 1.49 2.19 11.29

0 ’ : (7.98) (5.9 (5.249 (6.50) (5.86) (1.58) (.29 (3.57D
5. Poultr: —_ 0.01 0.06 —_ —  0.15 0.09 0.31
y (= (0.06) .21 (- (—) 0.16) (0.09) (0.09)
6. Fishery 0.20 0.36 0.36 0.37 '0.59 0.12 0.86 2.86
' (1.58) (2.02) (1.26) (1.21) (1.69) (0.13) (0.87) (0.91)
7. Dairy .. .. . — — 0.39 0.26 0.82  1.47
Y ’ = =) - ) (1.11) (0.28) (0.83) (0.46)

8. Storage facilities and market - ' .
yardsge e . — . 1.00 0.87 0.72 2.48 3.46 2.93 11.46
; - . (5.60) (3.04) (2.35 - (7.09) (3.68) (3.00) (3.62)
9. Agricultural aviation .. .. —_— e — L — — — 0.12 0.12
(=) (=) ) G = O (0.12)  (0.03)
Total 12.65 17.84 28.60 30.62 34.98 94.14 97.84 316.67
(100.00)

(100.00) (100.00) (100.00) (100.00) (100.00) (100 00) (100.00)

Note : Figures within brackets are percentages of the total.
 211. Area-wise, the States falling in the 212, In order to remove regional im-
Southern (33 per cent), Western (24 per balances, the Corporation has been con-
cent) and Northern (23 per cent) regions stantly  endeavouring to
continue to avail of refinance facilities on a serve - the  Eastern and

large scale. Apart from adequate infra-
structural facilities in these States, large
utilisation is attributable to the fact that
IDA had sanctioned its initial agricultural
credit projects in these States (Table 30).
As indicated in the last Report, the tempo
of lending in the States of Uttar Pradesh and
Madhya Pradesh which were able to streng-
then their institutional structure recently,
is expected to accelerate in the coming years
when the two Agricultural Credit Projects
sanctioned by the IDA in these States,
which became effective during this year, are
implemented actively.

Removal of
Regional
Imbalances

North-Eastern region States
better. A weak co-operative
banking structure in these
areas and the absence of infrastructural
facilities had retarded the progress of agricul-
tural development. To achieve a break-
through the Corporation has programmed
for a substantial amount for the States of
Bihar, Orissa, West. Bengal and Assam.
Recently, the Corporation took a number of
measures to step up the flow of development
finance to these regions. Mention  may be
made in this connection of the establishment
of two technical consultancy units one each
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at - Lucknow and Calcutta (the “<latter set
up in December 1973) to help the State
Governments and the financial institutions
concerned to identify and assess the potential
for various items of investments, strengthen-
ing: of the Corporation’s regional -offices
serving these areas to attend exclusively to
promotional . work --and- constant ‘ dialogue
with the commercial banks operating in the

States to fill the credit gaps. - During the yeéar,

the Corporation decided to provide refinance
facilities to-the banks up to 90 per cent of
the financial assistance in respect of $chemes
sanctioned in these States irrespective of the
purpose, as against the usual practice of
providing refinance upto 75/80 per cent
of: the financial assistance for purposes other
than mmor 1mgatxon.

!

TABLE 30:—DISBURSEMENT OF REFINANCE—REGION-WISE
' if;”’_::_:(Arﬁ_qunts in Rupees er;és)

£t

Region . 196310 68 1968-69 1969-10 197071 197172 197273 197374 Total
co 1 2 3 4 5 6 7 8 9
H i I I \
I. Northern Region .. .. 1.46. 848 10.20 1006 802 17.63 15.86 7171

(11.54) .,(47.54) ., (35.68) - (32.85). .(22.92) \(18.74) (16.21) (22.65)

1., North-Eastern .Region .. 0.26 0.44 0.04 — 0.32 — 0.33 1.38
(2.06) (2.47) (0.14) () 0.9 (=) 0.33) (0.43)

HI. Eastern Region .. . — 0.24 0.80 1.29 0.80 1.69 6.15 10.97
Y . (= 13, 279 (20 (.29 (178) (6.28) (3.47)

IV. Central Region . . — 1.53 3.05 3.84 7.91 14.62  21.43 52.39
) (8.38) (10.66) (12.54) (22.62) (15.53) (21.92) (16.54)

V. Wostern Region .. ... 132 274, 480 423 7.8 3526 2062 76:07
' : ' (9765) (15.36) (16.79) (13.83) (20.53) (37.46) (21.08) (24.02)

VI “Southern Regioni ..~ .. 971 4.41. 970 11.20 10.75 2493 " 3345 "104.15
(76.76) (24.71) (33.93) (36.58) (30.73) (26.49) (34.18) (32.89)

N
LA

i3

. Total .. 12.65 17.84 28.59 30.62 3498 94.13 97.84 316.67
K - (100.00) (100.00) (106.60) (100.60) (1060.60) (100.00) (100.0G0) .. (100:00)
: . . . R FEAE i ' ot ’

+.~ Figures within brackets are percentages'of the total.

Note :—Northern region comprises Delhi, Jammu & Kashmir, Haryana Himachal Pradesh, Punjab and Rajas-
! than ;

North-Eastern Region—Assam, Meghalaya and Nagaland;
Eastern Regnon—-—Bxhar Orissa. and West: Bengal ;

Central Reglon——Madhya Pradesh and Uttar Pradesh
Western Region—Goa, Gujarat and Maharashira and

Southern Region—Andhra Pradesh, Karnataka, Kerala Pondicherry and Tamil: Nadu.
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213, As in the preceding years the land
development banks continued: to be the
principal*  agencies through
which the Corporation’s assis-
tance . is
(Table 31). During the year, out of total
disbursements of Rs. 97.8 crores the share
of the land development banks was of the
order of Rs. 77.8 crores or nearly 80 per
cent of the total. While the availment of
refinance by the state co-operative banks
was very poor during the year, the disburse-
ments to the commercial banks showed a
rising trend. Their availment of refinance
of Rs. 17.0 crores constituted nearly 18
per cent of total disbursements during the
year and was nearly four times the am-
ount of Rs. 4.5 crorés availed during the
previous year.  Tight money conditions
and paucity of funds with the commercial
banks for lending were instrumental in
making the banks avail themselves of re-

[

Agency-wise
Disbursements

being disbursed -
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finance facilities from the Corporation to a
larger extent. These developments had also
led to the submission of more schemes for
refinance by commercial banks. During
the year 1973-74, the Corporation sanctioned
as many as 407 schemes to commercial
banks involving a total financial assistance
of Rs. 99.5 crores ; the cumulative sanc-
tion increased to 680 schemes upto June
30, 1974 with financial commitment of
Rs. 166.6 crores,

214, At the time of the mid-term ap-
praisal of the Fourth Five Year Plan, the
lending programme of ARC

3,5’,‘}2"‘1?,';‘ was enhanced from Rs. 200
Fourth Eive Year crores to Rs. 300 crores
taking into account the sub-
stantial lending programme
contemplated in the seven agricultural credit
projects sanctioned by IDA during 1971-72.
As against this target, the Corporation was

Plan Period

TABLE 31:—DISBURSEMENTS OF REFINANCE BY AGENCY

(Amounts in R\ipees'Cror‘es)

1963 to 68 1968-69

1971-72  1972-73  1973-744 Total

Agency 196970  1970-71

I. Land Development Banks 11.90 1595  26.75 26.65 28.39  86.14  77.76 273.54
. o (94.07) (89.41) (93.53) (87.00) (81.16) (91.50) (79.48) (86.37)
-(Of which IDA assistance). ©~ — | — — — (5.37) (63.58) (52.92) (121.87)
II. State Co-operative Banks - 0.20 1.36 1.29 1.19 3.33 3.51 272 13.60
(1.58) (7.62) (4.51) (3.92) (9.52) (3.73) (2.78) (4.29)
HI. * Commercial Banks 0.55 0.53 6.56  2.78 - 3.26  4.49 17.36 29.53
Of which: 435 @9 (@1.96) (9.08) (9.32) (4.7 (17.74) (9.34)
IBRD assistance .. — — C - (1.11) - (0.08) (0.04) (0.01) (1.29)
IDA assistance = =~ — -~ G4 6o
Total 12.65 17.84 28.60 30.62 34.98 94.14 97.84 316.67

" (100.00) (100.00)

(100.00) (100.00)

(100.00) (100.00) (100.00) (100.00)

4 Provisional. '

Note : Figures within brackets are percentages of the total.
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able to disburse a sum of Rs. 248.95 crores
during the Fourth Plan.

215. During the year under review, IDA/
IBRD sanctloned S more’ projects for agri-
IDA/IBRD Pro- ‘cultural ‘development viz.,
jects Progress  Bihar agricultural credit pro-
and Prospects  ject, Himachal Pradesh apple
processing and marketing project, Karnataka
dairy developmeent project and Rajasthan and
Chambal command ' area development pro-
jects. At the end of ‘June 1974 the projects
being implemented with IDA/IBRD assistance
totalled 18 mainly comprising 10 agricultura]
credit projects, 2 command area development
projects, 2 market yards projects, an apple
processing and marketing project, a dairy
development project and -a
The sanction of these projects indicates the
World Bank’s interest 'in diversification of
agrlcultural investments.

n
§

216. A significant development during the
year was the amendment to Section 22(4)
of the ARC Act which deals
Amendment to With the security to be obtain-
ARC Act ed by the Corporation for
: refinance provided to financ-
ing institutions. The amended Section which
became effective in- September 1973, vests
powers with the Board of Directors of the
Corporation to waive both Government
Guarantee and ‘other security,” in respect of
refinance provided to the eligible institutions
on merits of each case. The amendment also
provides for creation of a legal trust in
favour of the Corporation of all securities
held or which may be held by an eligible
institution in respect of a particular transac-
tion for which refinance has been provided.
The banks will, however, have to obtain
such security, as they consider appropriate
from the ultimate borrower, keeping in view
the guidclines prescribed by the Reserve
Bank of India from time to time.

seeds project.’
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217. The Corporation revicwed its re-
finance rates as well as the lending rates to be
Refinance Rates Charged by the eligible insti-
and Interest  tutions to the ultimate bene-

ates to be o .
Charged to Ulti- ficiaries under  sanctioned
mate Beneficia. schemes in the llght of the
ries general increase in interest
rates structure in the country. It was decided
that in respect of all schemes sanctioned on
or after August 13, 1974 the refinance rate of
the Corporation to the eligible institutions
would be 7.5 per cent per annum for minor

irrigation and land development schemes and

8.0 per cent per annum for other schemes,
as against the uniform rate of 7.0 per cent per
annum applicable since. June 25, 1973. Con-
sequently, the lending rates to be charged to
the ultimate beneficiaries under the ARC
schemes were stipulated at 10.5 per cent per
annum for minor irrigation and land deve-
lopment schemes and 11.0 per cent per annum
for other schemes. In_the case of small
farmers, especially in regard to schemes for
poultry, dairy and animal husbandry the
banks were given the option to charge a
lower rate of 10. S per cent only if they 50
preferred :

-218. The Corporation set up recently a
Project Monitoring and Evaluation Cell for
continuous study of the pro-
jects refinanced by the Cor-
poration. To start with,
the specific objectives of eva-
luation studies would be to assess the benefits
from the schemes at the farmers’ level, the
difficulties faced by the farmers in obtaining
the full benefits, 1dent1fymg ‘the ‘types  of
farmers who are the main beneficiaries of
ARC refinanced schemes .and finding out
possible defects in project’ formulation,” ap-
praisal and execution so as to assist the Cot-
poration in modifying suitably its appraisal
procedures . including emphasis on specific
aspects to be looked into at the time of
appraisal studies. A Committee of Direction
has been set up to advise the Cell from time
to time. :

Evaluation of
ARC Schemes
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v DLVLLO[’MLN'IS IN INDUSTRIAL FINANCE

219, The financial assistance provrdcd by
the term-lending institutions during. 1973-74
(April-March) registered a s:gmﬁcant step-up
— an ‘increase of Rs. 133 crores‘in sanctions
and Rs, 75 crores in disbursements as against
afall of Rs. 9 croresin sanctions and‘a small
rise of Rs. 15 cror¢s, in dtsburscments durmg

197273 (Table 32).

- TABLE 32: mFlNANClAL AbSlSTANCb
SANCTIONED AND . DISBURSED. BY, TERM-
LENDING INSTITUTIONS!

(Amounts in Rnpces Crores)

Total Assistance®

Year - -
(April—March) Disbursements

Sanctions -
196566 .. ..169.3 . . 1058
196667 + .. ' :.122.0 (=27.9) 125.6 (+18.7)"
196768 .. .. 87.1(—28.6) 105.0 (16.4)
1968-69 L1323 (4519)  85.8 (—-18.3) |
1969-70 .. 153.8 (7516.3) 116.3 (435. 5
1970-71 . 225.7 (4-46.7)  146.7 (4-26i1)
1974-72 . 304.6 (+34.9) 184.5 (4-25.8)
1972-73° .. 2959 (— 2.9) 199.2 (4 8.0)
“1973:-7'43 . 429.0 (+45.0) 274.0 (+37.6)..

Note : Figurcs in brackets represent percentage
variations over the previous year.

-1 Tnstitutions covered are IDBI, IFCI 1CICH,
IRCI, SFCs and SIDCs. .

‘2 Total assistance comprises (i) in respect of IDBI
all types of assistance including Special Credit to Bangla-
desh, refinance of industrial  loans ‘and export. credit
and rcdlscountmg of bills, with the exception of guaran-
tees ‘and “‘subscription to'shates and bonds of financial
institutions’ : (refinance to' SFCs® industrial loans -are
excluded to avoid double counting) and (ii) for other
institutions all types of a551stance except guarantces.

8 Prowsxonal

220.~ The increase in sanctions of 'the
term-lending institutions during the year
(April-March) was mainly on account of sub-

stantial rise of Rs. 126.4 crores (to Rs. 366.1°

crores) in the rupee loans sanctioned (Table
34). Foreign currency loans sanctioned by
ICICI marked a substantial rise, while 1FCI
maintained such loans at the previous year’s
Ievel.  Though the total assistance sanc-
tioned by all term-lending institutions by way

of underwriting of and direct subscriptions

to shares registered a rise, subscriptions to

debentures were lower than thosc durmg the
previous year. The rise in sanctions during
the year was mainly due to a remarkable risc
in the total sanctions of theIndustrlal Develop-
ment Bank of India gIDBI) : '

a4

Industnal Development Bank of India

221. The IDBI contmued to concentrate
during 1973-74 on several measures initiated
since 1970 relating to the
promotxonal and develop-
“mental activities for meeting
the twin objecttves of balanc-
ed regional development and
acceleratlon in the 1ndustha] growth '

IDBI's Promoti-
onal Functions
and Policies

1222, Durmg the year under review, the
industrial potential surveys which were .startéd
a  few years. back ,were completed in ail
States/Union  Territories  demarcated  as
backward areas. These surveys were carricd
out jointly with other term-lending . ins-
titutions. Of the 18 TIndustrial Potential
Surveys carried out by the Joint Ins-
titutional Study Teams, 15 reports rela-
ting to the Arunachal Pradesh, “Assam,
Bihar, Goa, Daman and Diu, Himachal
Pradesh, Jammu and Kashmir, Lakshadweep,
Madhya Pradesh, Manipur, Nagaland, Orissa,
Pondicherry, Rajasthan, Tripura and Uttar
Pradesh have been printed and pubhshed
The report on Andhra Pradesh is bemg
printed'and the report on Dadra and Nagar
Haveli, 'which’ was originally intended to be
mcorporated in the report on Goa, Daman
and Diu is now brought out separately and is
under’ print. The report on Andaman and
N1cobar Islands is under preparatxon S

- 223. Joint Instltutlonal Study Teams in
their reports have recommended several indus-
trial projects/possibilities for -implementa-
tion. Of these 48 projects involving capital
cost of Rs. 171.5 crores are either imple-
mented or under implementation and 15 pro-
jects with cost of Rs.284.9 crores are under
consideration for grant of financial assistance
by the financial institutions. Efforts are
being made both by the all-India and State-
level development institutions to convert
the remaining industrial possibilities into
concrete projects.



15

SUPPLEMENT TO RESERVE BANK OF INDIA BULLETIN

August 1974

, | - e . *[BUOISIAQI] 2B BJB( ¢ ION
*S, 0 SUROJ JAPUN PIIOADD I 959Y) S0UIs SUNUNOD S[qNOP PIoAR O}
ooanmnm%%m ﬁgon_uméma .quma 0} soureugar ‘suro] poanp Suispdwo)) 3

POpNpoXa 1 S19¥BIQ UMM Ajoreredas paredipur‘sHJS 01 SoUrUyaY -ysoperSueg 0) J1pa1)) Jel

1oz 041 9€ &S 8¢ Oy — — L0 TV 6z 10z € L€ 6y 8y — = yLp9n o OTT
gL 95 s§§ oy ¢z 1 — +— — — §L 66 It L9 gf zE¢ — — — ~— LN
otLz T'661 ST 67 O0ZI I'T €67 T'CE TIEC L'ISI 06 6S6T9°L $'9 T SII 0°68 €€ ['99¢ L°6ET 1Ej0L
¢8l 991 — — 7€ &€ — — €Sl el LT s — — b 4§ — — 6l '8l 0 soars
99s Lvp — — _§0 90 — — I'9% [ LSO L8 — — 80 60 — — 6EHWIL " DA’S
- , — e — — &z ore o ToWI

¢ §¢ — - - —  — '— ‘s ¢g L 19 -

Lee ST €1 6T $'T €9 08 8E 6L 119 ver 91 g5 T's L't L'be 0°67 8°61 V€I T TDTOI

S'ep
61 08T — 80 ST-U9T 0f I'v vilT S O6Ew LSy — 0T ve T'E €F €% T eLe 0 ¢ TOIT
(8'70) (1°60) ®'T0) 6D (ve) 5D A s X (419

€81 L9 — 80 6 s — — wEllwW yRI ST — 1T €8 ve — "— sUunog ' T€dl

VL €L WL €L ¥ € v £ ¥ S - L € yL €L YL €L v €L ¥ €L
“€L6T  -TLEY -E€L61 -TL6Y -£L6T -ZL6T ~£L6T -TL6I -£L61 mﬂhmm -€£L61 “TLOT -EL6T -TL6Y -€L61 -~TL6T -£L6T -ZL6T -€L61 -Z/6]

mob‘,ﬁm : ‘ . : sareyg
douarspid squdIdpRId
samusqa(y 2 Areurpio , samusgag 2 AlBuipiQ
suondpos -sugoy Aoudx suondis suvo Asual
|e10L -qnS 1021((] pue JunuMIpu) ~mD udPIog sueo] sdny [0 -qng 199X(] pue BUnUMIapU) . I Ud1oI0q suro 9odny
pesingsiq pauoidues

(sa101) seadny ur syunowry)

(HOUVIN-TIHAV) pL-SL6T ANV €L-CLET
ONHNA SNOLLALLLSNI ONIDNVNII-WYAL A9 dASYNISId ANV INOILLONVS GONVISISSV—: €¢ STV



76

224, The IDBI in collaboration with other
term-lending institutions, commissioned pre-
liminary feasibility - studies of 17 different
projects identified by the Study Teams or
otherwise for Assam, Arunachal Pradesh,
Bihar, Tripura, Orissa and Meghalaya.
These feasibility studies are prepared with
a view to eliciting entrepreneurial interest
in the projects identified in the survey reports
of Joint Institutional Study Teams or other-
wise. Summaries of the feasibility studies
are circulated amongst the State Govern-
ments, financial institutions, Chambers of
Commerce etc. The reports are made avail-
able to interested entrepreneurs.
State Industrial Development Corporations

(SIDCs) as well as a few individual {entre=
preneurs have shown interest in implementing’

these projects. -The IDBI also grants on re-
quest different types of assistance ranging from
suggestion of names of management execu-
tives, names of foreign collaborators and

other information to prospectlve, entrepre-.

neurs from tlme to time.

225.

as also.to undertake the task of identifying
project ideas on a continuing basis, inter-
institutional groups were constituted in 12
States upto the end of June 1973. Four
more such groups were set up during 1973-74,
one each for Haryana, Punjab, Tamil Nadu
and Gujarat ; it is proposed to set up a group
for Maharashtra in the near future. . These
groups in various States meet periodically
and discuss issues relating to follow-up of
project ideas identified ‘by the Joint Study
Teams and other related matters such as
training programmes for prospective entre-
preneurs, availability of technical consul-
tancy services, identification of new projects
and their follow-up. Inter-institutional groups
(IIGs) are also expected to arrange for surveys
of demarcated backward districts in their States.

226. The "study of the managerial/entre-
preneurial problems of small units which was
commissioned by the IDBI through the
Indian Institute of Management, Ahmedabad,
has been completed and the findings of the
report are being examined. Besides, a com-
prehensive handbook, giving basic information
required by prospective entrepreneurs viz.,
exhaustive list of project ideas, new processes

Some of the

In order to facﬂltate the work rela-‘
ting to the various facets of the projects cycle

. SUPPLEMENT TO RESERVE BANK OF INDIA BULLETIN

-~ scheme, since December 1968, for

“scope of IDBI's export finance

' Special Bank

" Buyer’s Credit
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and projects developed by various research
laboratories, list of project profiles available
with various institutions, facilities for entre-
preneurial training, schemes of incentives
and concessions provided by various agencies
and information on the availability of indi-
genous machinery and chemical/engineering
stores, has already been publlshed

227. Mention was made in the last Report
regarding the setting up of Technical Consul-
tancy Service  Centres at

Technical Cochin and Gauhati. - During
gons'ultancy - the _year, a new Technical
ervices - Consultancy Organisation

viz., Bihar Industrial and
Technical Consultancy Organisation (BITCO)
was set up at Patna.

228. A working group appointed by the
IDBI also completed a detailed study of the
State-level promotional institutions viz.,
SIDCs/SIICs with a view to integrating

* them with the IDBI’s network of activities.
. The working group has submitted its report
- and the recommendations of the Group are

under consideration of the IDBI

229. The IDBI has been operating a
financing
supplier’s credits for exports

of engineering goods and

Scheme for services on deferred pay-
‘E::P?t":ls é’io g¢ ment terms. In December
P 1973, the IDBI introduced

a Buyer’s Credit Scheme, in
terms of which the IDBI would in partlclpa—
tion with eligible commercial banks in India,
grant credits directly to foreign importers in
connection with exports of capital goods from
India. The scheme would be made available
in select cases depending primarily on the
value of the capital goods and the status of
exporters and importers. -

230. Another.aspect that has widened the
schemes
was the grant of special bank
credit of Rs. 25-0 crores to

greditdto three financial institutions in
angladesh Bangladesh to enable that

country to import from
India capital goods falling within certain
specified categories. The credit is being ex-
tended on special terms including a deferred
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credit period of 15 years and interest at 5
per cent perannum. The credit will beshared
in India by IDBI with the United Com-
mercial Bank and the United Bank of India,
the latter two banks together shanng 50 per
cent of the credit.

231. Consequent on the Reserve Bank
of India raising the ceiling on interest rates
chargeable by scheduled com-
mercial banks on their post-
shipment credit for exports
on deferred payment terms,
the IDBI raised its rate of in-
terest on refinance assistance from 4.5 per
cent to 5.5 per cent per annum, with effect
from April 30, 1974 and the borrowing banks
can now charge a maximum rate of 7 per cent
per annum on their credit to the exporters.
Similarly, the average rate payable by the
exporter/importer under participation export
finance scheme and buyer’s credit scheme has
been put up by 1 per cent to 6.5 per cent.

. Interest Rates
for Export
Finance

232. In quantitative.terms, the main high-
light of IDBI’s operations during 1973-74 was
that both sanctions and dis-
bursements touched record
levels. Total assistance
(excluding guarantees) sanc-
" tioned during the year amounted to Rs. 232.6

crores and was higher by 71.0 per cent compar-

ed to Rs. 136. 3 crores sanctioned in 1972-73.

The number of sanctions also increased from

2998 in 1972-73 to 3817 in 1973-74. All the

main schemes of assistance i.e.,direct assistance,

refinance of industrial loans, rediscounting of
bills and export finance - accounted for the

IDBi’s Opera-
tions

marked step up in the level of sanctions during

the year.

233. IDBI’s total disbursements of
Rs. 162.2 crores during 1973-74 were 52 per
cent higher than Rs. 106.6 crores during
1972-73. These were financed mainly by
(i) repayments by borrowers and sale of invest-
ments (Rs. 76. 5 crores), (i) borrowings from
RBI's Long-Term Operations Fund (Rs. 70.0
crores), (iii) borrowings from the market
(Rs. 15.2 crores) and (iv) increase in share
capital (Rs. 10.0 crores). The project loan
assistance actually utilised at Rs. 46.8 crores
showed substantial increase compared to
Rs. 25.2 crores in 1972-73. Total effective
sanctions since the inception of JDBI upto the

SUPPLEMENT TO RESERVE BANK OF INDIA BULLETIN i

end of June 1974 amounted to Rs. 983.6
crores (excluding guarantees for Rs. 28.5

crores). The utilisation of assistance aggre-
gated Rs. 726 9 crores.

234.  Asregards the form of assistance, the
IDBI sanctioned direct assistance aggregat-
ing Rs. 65.4 crores in respect of 52 projects
during the year compared to Rs. 50.5 crores
during 1972-73. Of the 52 units assisted
through direct assistance, 37 units (including
4 in the co-operative sector and 2 in the public
sector) envisaged setting up of new capacity
and/or expansion/diversification of existing
units in various items of manufacture such as
tyres and tubes, basic chemicals, steel billets
and/or ingots, paper, textiles, machinery etc.

235. The amount of bills rediscounted by
the IDBI at Rs. 76.3 crores during 1973-74
was higher by 53 per cent covering 804 pur-
chaser-users, against Rs. 49, 8 crores covering
693 purchaser-users. The public utilities such
as State Electricity Boards and State Road
Transport Corporations availed themselves
of the facilities to a larger extent thanin 1972-
73 (Rs. 20.7 crores compared to Rs. 11.2
crores in 1972-73), '

236. Sanctions under refinance of industrial
loans at Rs. 45. 1 crores were 47 per cent higher
compared to Rs. 30.7 crores in 1972-73, the
number of applications rising from 2204 to
2926. About two-thirds of the refinance
assistance was in respect of small-scale indus-
tries and small road transport operators.

237. Mention was made in the last Report
regarding sanction by IDA of a credit of § 25
million to IDBI for refinancing the loans of
State Financial Corporations (SFCs) to small
andmedium sized industrial units for financing
the import of equipment and/or technical
know-how from abroad. The Capital Goods
Ad—hoc Committee (CGAC) which has been
entrusted with the work of clearing import
licence applications under IDA credit has
cleared upto June 30, 1974, 413 applications
involving foreign exchange component of Rs.
10.3 crores. By June 30, 1974, the SFCs had
received 376 applications involving a total as-
sistance of Rs. 26.2 crores(inclusive of foreign
exchange component) under the IDA credit.
They had sanctioned 178 applications for
Rs. 11.3 crores and rejected 29 applications
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for Rs. 2.9 crores as not being eligible for
assistance under the credit. The remaining
169 applications involving assistance of
Rs. 12.0 crores were pending consideration
for sanction. It is expected that the entire
IDA credit of $25 million would be com-
mitted well within the prescribed time, that is
before June 30, 1975,

238. The sanctions under export finance
(participation scheme and refinance of export
credit) which lagged behind in the previous
year picked up during the year and increased
from Rs. 2.8 crores to Rs. 35. 6 crores includ-
ing special bank credit of Rs. 25.0 crores to
Bangladesh financial institutions. The other
major sanction under export schemes was a
post-shipment loan of Rs. 5.9 crores in
respect of export of 867 railway wagons to
Yugoslavia,

239. IDBI continued to provide assis-
tance — both direct and refinance of indus-
trial loans—on concessional

Concessional terms fo units in backward

Assistance . .
to Backward areas. Total assm_tance sanc
Areas tioned on concessional terms

during the year amounted to
Rs. 44.8 crores raising the total assistance
sanctioned on concessional terms to Rs. 77.5
crores upto the end of June 1974.

240, During the year IRCI received 62
requests for reconstruction assistance from
the sick/closed units, taking
the total number of applica-
tions received so far since the
inception, to 480. Of these
430 applications, the IRCI
had completed study of 411
applications and sanctioned reconstruction
assistance in 79 cases for a sum of Rs. 22.3
crores ; over two-thirds of this assistance
sanctioned was in respect of units in the engi-
neering industry. Utilization of assistance
upto the end of June 1974, aggregated Rs. 11.9
crores. The IRCI also arranged for working
capital requirements of the assisted units
from bankers, for an aggregate amount of
Rs. 17.5 crores. The assistance from the
IRCI has actually resulted in restoring employ-
ment to about 64,825 workers. The Textile
Processing Corporation of India Ltd., promot-
ed by IRCI to function as a central processing

Industrial
Reconstruction
Corporation

of India Ltd.,
(IRCI)

August 1974

house, has reached an advanced stage of
implementation.

241. The Inter-Unit Services introduced by
the IRCI has proved mutually beneficial to the
assisted units in the matter of augmenting
their sales and ensuring timely and appropriate
supply of some raw materials and components
at reasonable prices.

242. During 1973-74, KITCO received 281

project enquiries covering a wide range of
medium and small scale in-

dustries. About 92 per cent
Kerala Indus- -
trial and of the enquiries (258) ema-
Technical nated from entrepreneurs and
Consultancy the remaining from financial

Organisation

Ltd., (KITCO) institutions (the State Finan-

cial Corporations and the

banks). Out of the 258
enquiries received from the entrepreneurs,
only 31 enquiries involving an investment of
Rs. 17.7 crores materialised into project
ideas. This includes one project idea which
was developed into a product profile involving
an investment of Rs. 2.50 crores and furnish-
ed to the party. It was mentioned in the
last Report that KITCO had on hand 66
schemes and 9 appraisal cases involving a
total investment of Rs. 31.2 crores, bringing
the total to 97 schemes and 32 appraisal cases
for consideration during the year.

243. Mention was made in the previous
Report regarding setting up of NEITCO in
May 1973 to facilitate the

North-Eastern work with regard to project

Industrial and  formulation, appraisal and
Technical gsypervision. During  the
g‘;’;sa‘r’"itsi';gn first 13 months ended June
Led., (NEITCO) 1974, NEITCO received 102

enquiries, of which 64 cases

were from private entrepre-
neurs and the remaining from Government/
public sector bodies. So far, 35 cases involv-
ing investments of Rs. 72.8 crores have
materialised into definite jobs and assignments
under different categories ; of these 24 assign-
ments have been completed. These com-
pleted assignments involve a total capital
outlay of Rs. 55.4 crores with an employment
potential of nearly 7000 persons. In addition,
work in respect of 1] schemes is in progress
and further, 23 significant enquiries are being
actively processed, apart from 44 preliminary
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enquiries on hand. Of the total number of
pro;ects/schemes with NEITCO for providing
consultancy assistance, one scheme has gone
into production, 12 are under active imple-
mentation and in respect of 26 proposals firm
investment decisions have been.taken. At the
instance of Bihar Government, NEITCO
is undertaking a feasibility study on a scheme
to provide inland river transport services near
Darbhanga with a view to establishing better
communication between North and South
Bihar.

244. As mentioned earlier, BITCO, spon-
sored by the IDBI, ICICI, IFCI, five nationa-
hsed ‘lead” banks in the State
(viz., State Bank of India, Cen-

Bihar Indus-

!"!'ia:‘ a_ndl tral Bank of India, Bank of
echinica India, Punjab National Bank

C Ita >

o‘i.':al:,;sa':i:zn and United Commercial Bank),

(BITCO) Bihar State Financial Corpo-

ration and Bihar Small Indus-
tries Development Corporation was inaugu-
rated in June 1974. As.in the case of the other
two consultancy organisations, BITCO will be
board-managed with the Vice-Chairman of the
IDBI as the Chairman of the Board of Direc-
tors. The other directors will comprise re-
presentatives each of SIDC, SFC, ICICI,
IFCI, IDBI and the ‘lead’ banks.

245. During the year, the IDBI contribut-
ed Rs. 2.1 crores to the public issue of deben-
tures and Rs. 2.9 crores to the

Subscription special issue of debentures
toSharesand  of the ICICI. With this, the
Financial total assistance of the IDBI to

Institutions that institution since incep-

' tion amounted to Rs. 24.7
crores upto the end of June 1974. With
repayment of Rs. 2.7 crores being the instal-
ment of loans taken by ICICI in 1966-67,
1967-68 and 1968-69, IDBI’s holdings of
ICICI debentures amounted to Rs. 22.0
crores at the end of June 1974, I1DBI
gave a special loan of Rs. 5.0 crores to IFCI
in.order to relieve strain on its resources.
IDBI also holds 50 per cent (Rs. 5.0 crores)
of the share capital of the IFCI. Besides, the
IDBI subscribed Rs. 0.25 crore to the private
issue of share capital by Haryana Financial
Corporation bringing IDBI’s total subscrip-
tion to share and bonds issues of all SFCs
to Rs. 9.2 crores, ~

ICICl and IFCI
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Other Term-lending Institutions

246. The appreciable rise in the total sanc-
tions of ICICI, comprising of direct loans,
underwriting of and direct
subscription to shares and
debentures and guarantees,
during the year (April-March) was mainly on
account of the rise in direct loans (rupee as
well as foreign currency loans) sanctioned.
The total sanctions rose by Rs. 11.7 crores to
Rs. 61.1 crores while rupee loans sanctioned
rose by Rs. 6.4 croresto Rs. 19.8 crores and
foreign currency loans rose by Rs. 5.7 crores
to Rs. 34,7 crores. Disbursements also were
higher at Rs. 43.5 crores as compared with
Rs. 39.7 crores during 1972-73.  On the other
hand, there was a marginal fall of Rs. 1.8
crores to Rs. 43.9 crores in the total sanctions
of IFCIL. However, IFCI’s disbursements
increased from Rs. 28.0 crores during the
preceding year to Rs. 31.9 crores during the
year. '

247. The operations of 18 SFCs, includ-
ing the Tamil Nadu Industrial Investment
Corporation Limited (TILC),
showed further improvement
during 1973-74 (April-March),
‘The total loans sanctioned by
them during 1973-74 amount-
ed to Rs, 99.7 crores compared to Rs. 77.8
crores during the preceding’ year, whereas
disbursements increased to Rs.- 54.1 crores
as against Rs. 44.1 crores in the previous
year. Loans outstanding as at the end of
March 1974 amounted to Rs, 215.2 crores or
17.0 per cent higher than a year ago. The
bulk of the financial assistance continued to
be granted to units in the small scale sector
and such assistance formed nearly two-thirds
of the total sanctions and disbursements.

Operations of
State Financial
Corporations

Financing of Small-scale Industries

- 248. The number of credit institutions-
eligible for facilities under the Credit Guaran-
tee Scheme increased from

Credit 569 at the end of June 1973
gé’hf;';tee to 584 at the end of April

1974 by the inclusion of one
scheduled commercial bank and 14 unlicenced
primary urban co-operative banks in the
approved list. Three of the 14 unlicensed
primary urban co-operative banks referred
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to above have since joined the Scheme by
executing the necessary agreement. The total
number of institutions participating in the
Scheme increased from 183 to 201 during
the period July 1973—April 1974. With
the approval of Government of India, the
Scheme was extended with effect from April
8, 1974, to industrial co-operative societies
functioning in a decentralised manner but as
production-cum-sale units. This liberali-
sation is expected to increase the flow of
institutional finance to a large number of
handloom and powerloom weavers’ societies
which would now qualify for the assistance.

249. The amount of outstanding guarantees
under this scheme which stood at Rs. 879
crores at the end of April 1972 increased to
Rs. 1063 crores at the end of April 1973, and
further to Rs. 1429 crores at the end of April
1974, reflecting a considerable increase in the
flow of credit to the small-scale industrial
sector during 1973-74.

250. Since the inception of the Scheme
till the end of April 1974, claims aggregating
Rs. 93.10 lakhs have been paid in respect of
832 accounts ; of these, the payments made
during May 1973—April 1974 amounted to
Rs. 31.95 lakhs in respect of 425 accounts
(corresponding figures for the year 1972-73
were Rs. 24.62 lakhs and 144 accounts).
The bulk of these claims was paid in
Bombay and Delhi regions. Out of the
aggregate amount of Rs. 93.10 lakhs paid as
claims, a sum of Rs. 17.57 lakhs has been
recovered, placing the net amount of claims
paid at Rs. 75. 53 lakhs as at the end of Apnl
1974.

251.  The number of advances in default
as at the end of April 1974 stood at 9,756
involving Rs. 29.08 crores
forming 2.04 per cent.of the
aggregate amount of outstand-
: ing guarantees as against
6,854 advances involving Rs. 20.06 crores
forming 1.9 per cent of the aggregate amount
of . outstanding guarantees as at the end of
April 1973. Out of the 9,756 advances in
default as at the end of April 1974, Bom-
bay and Madras Regions together accounted
for 6,807 of the accounts (70 per cent of the
accounts) involving Rs. 18.85 crores (65 per
cent of the amount).

Accounts in
Default
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252, During 1973, a sum of Rs. 1.03
crores was received as guarantee fees and
transferred to the Central Government.

253. A reference was made in the last
Report to certain proposals for extending
guarantee facilities on a more
liberalised basis in respect
of advances granted under
the technician entreprencurs
schemes introduced by the banks as well as
SFCs for assisting such entrepreneurs in
setting up small-scale industries.  The
Government of India have since approved
the proposals and with effect from April
1, 1974, a higher guarantee cover of
90 per cent in respect of advances to
technician entrepreneurs is available for 5
years from the date of the first disbursal of
an advance to the concerned unit subject to
certain terms and conditions.

Liberalisation
of the Scheme

254. During the first three quarters of
1973-74 (Aprﬂ March), the credit extended by
scheduled commercial banks
to small-scale industries (in-
cluding term -loans and
* advances granted to crafts-

men and other qualified entre-

preneurs) rose by Rs. 172

crores raising the out-
standing to Rs. 859 crores. The increase in
credit to this sector during the period under
review was more than double the increase
(Rs. 71 crores) during the corresponding
period of the previous year. The number of
units . assisted also rose substantially by
45,141 as against 19,659 in the comparable
period of 1972-73.

Scheduled Com- -
mercial Banks
advances to
Small Scale
Industries

.255. The trend observed earlier of a
steady decline in the average amount of credit
limits sanctioned per small scale unit, implying
larger coverage of smaller units in the small
scale sector, and the growing involvement
of banks in financing small-scale industries
in industrially backward States continued
during the period under review. The average
amount of credit limits sanctioned per unit
declined further from Rs. 74,400 at the end
of December 1972 to Rs. 67,000 at the end of
December 1973. and the quantum of credit
extended in the industrially backward States
generally continued to show a rise, the per-
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centage share of some of these States like
Orissa and Bihar recorded an increase.

256. The State Bank of India group
and the 14 nationalised banks together ac-
counted for 89 per cent (Rs. 767 crores) of
the total outstanding bank credit (Rs. 859
crores) to the sector as at the end of December
1973. The State Bank Group extended credit
to this sector for the aggregate amount of
Rs. 317 crores showing a rise of Rs. 44 crores
over March 1973 level as compared to an

- increase of Rs. 28 crores in the corresponding
period of 1972. " The credit extended by the
14 nationalised banks to small-scale industries
showed an increase of Rs. 116 crores during
March-December 1973 as against Rs. 33 crores
in March-December 1972, :

257. During the nine months period ended
December 1973, the term loans (including
. instalment credits) sanctioned by banks to
small scale industries rose by Rs. 20 crores to
Rs. 177 crores. The outstandings increased
from Rs. 113 crores covering 33,614 units at
the end of March 1973 to Rs. 138 crores
spread over 41,882 units as at the end of
December 1973. The proportion of term-
loans (outstanding) to total bank credit ex-
tended to small industry was 16.0 per cent in
December 1973 as compared to 16.4 percent
in March 1973 and 14.8 per cent in December
1972.

258. The credit limits sanctioned to crafts-
men and other qualified entrepreneurs as at
the end of December 1973 totalled Rs. 38
crores covering 19,916 units. Outstanding
credit stood at Rs. 25 crores, 44 per cent of
which was accounted for by the SBI group.

259. As at the end of December 1973,
the credit limits sanctioned to small road
and water transport operators amounted to
Rs. 134 crores spread over 64,348 units. The
amount outstanding at Rs. 98 crores recorded
an increase of Rs. 23 crores over March 1973
level as compared to Rs. 9 crores during the
corresponding period of 1972. Credit limits
sanctioned by fifteen scheduled commercial
banks for setting up of industrial estates
amounted to Rs. 15 crores as at the end of
December 1973 covering 54 accounts (34
units) ; the balance outstanding being Rs. 6
crores.
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g1
Unit Trust of India

260. . There was a marked increase in the
sale of wunits during 1973-74 (July-June)
reflecting the growing popula-

Unit Scheme  rity of units as a medium
1964 of investment. During the
) first six months of 1973-74
itself, the sale of units at Rs. 24.12 crores
exceeded the record sales of Rs. 23.04 crores
reached during the whole of the previous
year. Sales during the whole of 1973-74
amounted to Rs. 30.31 crores under about
1,00,250 applications as  compared with
Rs. 23.04 crores under 82,170 applications
during the previous year (i.e., 32 per cent rise
in sales). With the improvement in income,

the Unit Trust of India (UTI) declared a

dividend of 8.50 per cent for the second
year in succession. '

261. Units of the face value of Rs. 3.70
crores were repurchased during the year as

against Rs. 2.97 crores during the previous
year.

262. The total amount of units sold and
outstanding with the Trust as at the end of
June 30, 1974 amounted to Rs. 151.40 crores
in- respect of about 6 lakh applications.

263. During 1973-74, 2,764 new appli-
cants joined the Unit-linked Insurance Plan
for a target amount (i.e.,

Unit Scheme. CONtributions to be made over -

1971 (Unit- a 10-year period) of Rs. 2.21
linked Insur-  crores ; the corresponding
ance Plan) figures for the last year

were 1,312 applications

for a target contribution of Rs. 1.07 crores.
The Plan is thus gradually becoming popular
with the investing public. Sales of units
under the Plan during the year amounted to
Rs. 33.03 lakhs as against Rs. 12.96 lakhs
during the previous year.

264. The investible funds of the Trust
at the end of June 1974 amounted to
Rs. 172.18 crores. Of
these, ordinary shares ac-
counted for Rs. 77.66 crores
(45. 1 per cent), preference shares for Rs. 16. 17
crores (9.4 per cent) and debentures for
Rs. 53.22 crores (30.9 per cent) ; com-
pared to the last year, there was some shift
in the investment portfolio in favour of equi-

Investments
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ties. The balance of Rs. 25. 14 crores (14.6
per cent) represented investment in Govern-
ment securities and bonds of Financial Cor-
porations, advance deposits for debentures
and preference shares, advance call deposits
for ordinary shares, bridging finance,. other
deposits, application money for ordinary
and preference shares and call and short
notice deposits with banks.

August 1974

265. There was a further expansion in
the network of agents and brokers who can-
vass sale of units among
the investing public. As
at -the end of June 1974,
the number of approved
agents and brokers increased to 4,502 and
381, respectively, from 3,641 and 362 as at
the end of June 1973.

Selling
Organisation
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V. DEVELOPMENTS IN EXCHANGE CONTROL

~266. An important development in the
spherc of exchange control during the year
was the coming into-effect, on January 1,
1974, of the Foreign Exchange Regulation Act,

1973, which replaced the earlier Act (Foreign

Exchange Regulation Act, 1947). Another
development was the scheme instituted by the
Bank for providing protection against the
adverse effect of fluctuations in exchange
rates on the export earnings of exporters of
goods on deferred payment terms.

267. The basic structure of the new Act
is the same as that of the earlier Act. The
new Act, however, includes

Foreign Ex- certain new provisions; some
change Regula- of the provisions of the earlier
tion Act, 1973 Act have also been revised and
made more comprehensive in

the new Act. The more important of the
provisions of the new Act are Sections 28, 29
and 31 which seek to regulate the activities in
India, of persons resident outside India ~(in-
cluding Indian citizens), foreign citizens re-
sident in India and companies (other than
banking companies) which are incorporated
abroad as well as branches of such companies
or.companies in which the non-resident in-
terest is more than . forty per cent. The
Reserve Bank has been entrusted with the
responsibility of administering these and other
provisions, some of which have laid down time
limits for submission of applications and/or
their disposal. . The Government of India have
announced ‘Guidelines’ for dealing with appli-
cations under Section 29 of the Act of Indian
companies having more than forty per cent
non-resident interest and of branches of foreign
companies operating in India for carrying
on any activity of a trading, commercial or
industrial nature or for starting fresh activities.

268. Besides these, various provisions have
been introduced for strengthening the enforce-
ment machinery, prevénting evasion ‘of the
regulations and enhancement of penaltics
for contravention of the regulations. The
Bank has issued a number of mnotifications
under the Act for continuing exemptions which
were previously in existence, cancelling per-
missions previously granted which were in
consistent with the provisions of the new Act,

or for granting fresh general permissions or
cxemptions. )

269. It was mentioned in the last Report
that with effect from March 8, 1973, the Bank
v o resumed forward purchases of
Purchase of pound sterling from autho-
Foreign Curren- rised dealers for delivery up
g::et’zetg:nk to six months, after these had

been suspended on February

13, 1973. With effect from
August 20, 1973, the Bank commenced pur-
chase of forward sterling for delivery up to
9 months, instead of up to six months, the
rates for forward cover being determined by
adding the margins as indicated below to the
Bank’s spot buying rate for sterling as fixed
from time to time : ‘

Period of delivery Margin (per Rs. 100)

Upto 3 months £ 0.0125
Upto 6 months £ 0.0250
Upto 9 months £ 0.0375

The Bank also allowed, on request, one
or more extensions of its forward purchase
contracts on payment of a charge of £ 0.0125
per Rs. 100 for each quarter or partj thereof
provided that the total period of delivery did
not exceed twelve months from the date of the
original contract. Thus, the facility, .as it
existed from August 22, 1972 till it was with-

drawn on Febmary 13, 1973 was fully restored.

270. Purchases of U. S. dollars, both spot
and forward for three months’ and six months”
delivery, had been suspended by the Reserve
Bank on February 12, 1973, following the
second devaluation of the U. S. dollar. The
Bank resumed the spot purchases and forward
purchases for delivery on completion of
three months with effect from September 3,
1973.  Effective September 26, 1973, the
Bank has begun to purchase forward U. S.
dollars for delivery on completion of one
month, two months and six months also.

271, With effect from March 4, 1974, the
Bank commenced the purchase of Deutsche
marks, both spot and forward, the latter for
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defivery on the completion of one month,
two months or three months at the seller’s
option. The purchase of spot and forward
Japanese yen for delivery on the completion
of one, two and threec months was begun with
effect from May 29, 1974.

272. The purchases of U.S, dollars, Deut-
sche marks and yen will, for the present, be
made only in the Bank’s Bombay office.
Further, deliveries against forward contracts
in these three currencies for one, two or three
months, may be made by authorised dealers
only on the dates of maturity or within a
period of three days before the maturity dates,
while in the casc of forward contracts for six
months in U.S. dollars, deliveries will be
accepted by the Reserve Bank within a period
of seven days only before the due dates, with-
out any adjustment in the contract rates.

273. The stipulation that dealings in ster-
ling and U. S. dollar currency notes between
authorised dealers and authorised money-
changers should be at the rates laid down by
the Reserve Bank for purchase and sale of
these currency notes from and to the public,
subject to a maximum rebate of 10 paise per
unit of foreign currency, was withdrawn on
September 24, 1973 ; thenceforth dealings
in pound sterling and U.S. dollar currency
notes between authorised dealers and autho-
rised money-changers could be conducted at
rates determined by market conditions as in
the case of other foreign currency notes.

274. In order to enable exporters who
accept export orders from overseas buyers
on deferred payment terms, to cover the risk
of adverse fluctuations in the exchange rates
during the period of deferment, the Bank
has introduced a scheme, effective June 1,
1974, under which it will enter into forward
purchase contracts with authorised dealers
in cover of similar forward contracts entered
into by them with such exporters for the pur-
chase of the proceeds of their exports in-
volving deferred payment terms. The facility
will be available to exporters in respect of ex-
port if specified categories of capital goods and
producer goods where the offer of credit terms
for realisation of proceeds is permissible under
the exchange. control regulations in force at
the time of export. The Reserve Bank will
provide cover for exports invoiced in any of
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the four currencies, viz., pound sterling, U.S,
dollars, Deutsche marks or Japanese yen.
The cover will be provided for the whole of
the expected export proceeds, if the proceeds
are payable in instalments or otherwise over
a period of 18 months and above but not
exceeding 10 years from the date of conclusion
of the export contract. The rates for forward
cover in pound sterling to the authorised
dealer for different periods of deferment have
been fixed on a mildly graduated scale as

follows :—

Percentage
Period of forward margin over
contract Reserve

Bank’s spot
buying’rate

1. For 18 calendar months
and above but not ex-

ceeding 5 years .. . 1.25
2. Above 5 years but no

exceeding 7 years .. 1.75
3. Above 7 years but not

exceeding 10 years .. 2.50

The margin of 1.25 per cent stated in item 1
will also apply to deliveries of the first and/
or subsequent instalments falling due within
18 months from the date of the forward ex-
change contract but where the total deferment
period extends to 18 months and above. The
rates for the forward purchase of U. S. dollars,
Deutsche marks and Japanese yen by the
Reserve Bank will be the cross rate between
the London market’s spot buying rate for the
currency concerned at the close of business
on the previous working day and the Reserve
Bank’s forward buying rate for sterling for
the appropriate period of forward contract
as indicated above. The rate to be quoted
by an authorised dealer to an exporter will be
obtained by loading the Reserve Bank’s rate
for the applicable period by a margin not
exceeding the equivalent of £0.0100 for ex-
change equivalent to Rs. 100. Exporters have
the option of obtaining cover under this
scheme within a period of three months from
the date of the export contract. For the
present, purchases under this scheme will be
made only at the Bank’s Bombay Office.
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TABLE 34:—STATISTICAL DATA FOR THE PERIOD JULY 1973 TO JUNE 1974

1. Foreign Exchange Permits Issued for Study/Training Abroad

Technical Courses Non-Technical Courses
Country Number of Amount of Number of Amount of

Permits Exchange " Permits Exchange

Issued Released Issued Released

(Rs. 000s) (Rs. 000's)
U.K. & Europe 502 4,797 443 2,917
U.S.A. & Canada 1,064 26,736 707 15,413
Other Countries 111 675 105 373
Total 1,677 32,208 1,255 18,703

II. Foreign Exchange Permits issued for Travel Abroad for purposes other than Study/Training

T

5 " Number of Permits

Amount of exchange

issued released (Rs. 000%)
1. Business 13,632 77,745
2 Medical treatment 465 5,776
3. Study tours 86? 5,606
4. Attendance at conferences 1,467 3,702
5. Miscellaneous 6,115 7,906
Total . .. .. .. - 22,548 1,00,735
. Number of ‘P’ Form Applications Approved/Rejected
No. of ‘P> Forms
Purpose | .Approved Rejected .
1. Joining head of family ewt 11,374 ' 3
2. Visits to relatives 19,969 10
3. Ekbort promotioh .. ‘ .. - 283 —
4. Employment abroad 8,765 —_—
5. Emigration for permanent settlement 7,537 3
6. Students/Trainees 3,187 —_—
7. Miscellaneous 19871 135
Total .. 70,986 151
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275. Under the Exchange Control regula-
tions, residents of India going abroad have .

been granted general permis-
sion to take with them, except
to Pakistan, personal jewel-
lery, made mainly or wholly

Travellers'
Jewellery

of gold, which -forms part of their person&t
baggage or is worn on their person, up to a -, -

specified value limit ; gold jewellery above
this value limit may be taken out only with
the prior approval of the Reserve Bank
This limit which was Rs. 2,000/- until June 3,
1973 has been raised to Rs. 5 ,000/- with- eﬂ'ect
from June 4 1973

276. The Exchange Control Cell-at Ban-
galore which was handling only foreign travel
applications was converted

E.C.D. at

Bangalore dealing with all kinds of ex-

change control .matters with,

effect from September 17, 1973, with opera-
tional _]Ul'lSdlCthI‘l over the State of Kar-

nataka ' L . .

277. ‘Persons resident in India who had
pound sterling accounts prior to July 8, 1947
had been given general per-

With drawa.l mission to continue to ,hold
of Protection to these so called *‘pre-zero” ac-
Pre-zero Foreign counts to the. extent of the
g‘c‘:;ﬁ:g ~ balance therein as on that
~v date. They also had general

permission to make payments = _

out of the balances held as on July 8, 1947 in
such accounts and to take or send out of India
cheques or drafts drawn on such.accounts

without .obtaining special permissidn from -

the Reserve Bank This protectlon in respect
of “pre-zero’’ forexgn currency. accounts was
withdrawn from October 1, 1973 and persons
maintaining such accounts were required to
repatriate the balance held therein within one
month from October 1, 1973 unless special
permission of the Reserve Bank was obtained
to maintain and operate on such accounts.

into a full-fledged office for.. .-
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278. During the year four banks, viz.,
Corporation Bank Ltd., Bharat Overseas Bank
Ltd., Bank of Madura Ltd.,
and United Western Bank
Ltd., were licensed to deal
in foreign exchange.

Licensing of
Authorised
Dealers

it

- .;279. The Indo-Bangladesh Trade Agree-
ment which was in force for a period of one
year from March 28, 1972 to

indo-Bangladesh March 27, 1973, was extended
Trade - ~ twice " for periods of "three
__months each, and was re-

placed by a new Trade Agreement including a
Balanced Trade and Payments Arrangement,
which came into effect on September 28, 1973.
While the earlier trade and payments agree-
ment had provided for “‘three-tier’” arrange-
ments, the new agreement was a “‘two-tier”
one. Under the Balanced Trade and Pay-
ments . Arrangement, . trade between the two

- countries ‘in listed commodities up to ear-

marked values was placed on a balanced basis

for a period of three years ; such trade was

to be settled through special accounts main-

“tained at designated banks in India and Bangla-

desh. Other trade was to be settled in free
foreign exchange, as under the earlier agree-

"ment. The provision for border trade in

- small quantities of specified commodities,
which existed in the earlier Trade Agreement
(and which comprised the third tier), was
-dropped. The special arrangements for fi-
nancing of travel between the two._countries
in non-convertible rupees continued during
the year 1973-74. So also did the arrange-

.. .ments - for- repatriation, in non-convertible

rupees, of the surplus-earnings of Indian and
Bangladesh carriers operating in the other
country, to the extent of freight collections
on goods carried between the two countries
and passage fare collections from Indian and
. Bangladesh nationals travelling between the
two countries ; the balance of surplus earnings
of the carriers was repatriable both ways in
free foreign exchange. -
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VI. SURVEYS AND SEMINARS ORGANISED BY' THE RESERVE BANK

280. During the year under review, pro-
cessing of the schedules pertaining to the All-
India Debt and Investment Survey—1971-72
conducted by the Bank in its Statistics De-
partment in collaboration with the National
Sample Survey Organisation of the Govern-
ment of India and Statistical Bureaux of the
State Governments was . under ' .progress.
Priority tables based on  summary block-of
the schedule of inventory of assets and. liabili-
ties of rural households were generated for all
the States. The' Steering Committee ap-
pointed by the Bank to oversee the conduct
of the Survey met thrice during the year

281. The Division of Trade in the Eco-
nomic Department completed processing. of
the data relating to the second survey of
Foreign Collaboration in Indian Industry
and the Report of the Survey was under pre-
paration.! - The Division also initiated the
third survey of Foreign Collaboration in
Indian Industry in March 1974. The results

of the Survey of Indian Joint Ventures Abroad

were being ﬁnahSed at the close of the year.

282 A seminar on Agncultural Bankmg
jointly sponsored by the Food and Agricul-
tural Organisation, the Government of India,
the State Bank of India and the Reserve Bank
of India was held at Hyderabad from. Sep-
tember 10, 1973 to October 13, 1973. The
main object of the seminar was- to expose
African and West Asian officials to the ex-
perience in building up of credit-and financial
institutions in India. - The-seminar was- at-
tended by 11--delégdtes from African countries
besides 7 Indian participants, including some
senior officials from the Agr1cultural Credlt
Department of the Bank ~

- 28 - Another seminar of the chlef execu-
tive ofﬁcers of ‘selected primary co-operative
banks was held by the Central Agricultural

1.A summary of the Report hassince been pubhshcd
in the June 1974 issue ot‘ the RBI Bulletm

Credit Department at Poona between March
21-23, 1974. The topics that came up for
dlscussmn at the above seminar covered
(i) Developmental Role of Urban Co-opera-
tive Banks, (ii) Management Aspects of Urban
Co-operative Banks, (iii) Inspection of Urban
Co-operative Banks, (iv) Registration of New
Urban Co-operative -Banks and Opening of
Branches-by existing Urban Banks-and (v)

Credit; Control: Measures through Urban Co-
operative Banks.

:.284.- "The Division of Rural Surveys, Eco-
nomic: Department, finalised during the year
the -general review report on Study of Small
Farmers (1967-69). . .At the instance of the
Government:of India, the Division undertook
two ‘quick field studies on the operations of
the working of SFDA. and MFAL in 13
selected  districts wunder' each of .the two
development schemes.. The monthly Survey
of .Co-operative Banks ‘Advances continued
to be conducted in the Division till December
1973 ; beginning: with. 1974, .it has been made
1nto a. quarterly survey.

285. The Division of International Fi-
nance, Economic Department, continued to
conduct Survey of Unclassified Receipts, that
is, receipts in. amounts below Rs. 10,000 or
equivalent for which no purpose-wise details
are ‘tequired to 'be reported under the ex-
change control . regulatxons The results of
the Survey for 1972 which covered the three-
month perxod February, March and April
are being. finalised. The Survey for 1973
was carried out for the three-month period
October, November and December and the
data are being processed: T he Division also
continued to call for quarterly foreign invest-
ment survey reports from.branches of foreign
companies and Indian joint stock compames
The assessment of India’s internatiomal in-
vestment position in 1970-71 and 1971-72
based pnmarlly on these reports is under pre-
paration. e
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VII.  EDUCATION AND TRAINING

286. The Reserve Bank through its various
training institutions. continued to impart ge-
neral as well as intensive training to 2 number
of personnel at various:levels—junior, super-
visory and senior executives—for its:own
staff as well as the staff of commercial banks;
co-operative institutions and even  Govern-
ment Departments. The progress made... by
the various institutions during the year. in
this regard is reviewed in the followmg para-
graphs. ISR

287. During the year under.review the
National Institute of Bank Management
(NIBM) extended its. activi-
ties further and achieved pro-
gress in .assisting . the  banks
.in experimenting with many
of the concepts and systems
pert‘.mmg to their operations that were evolved
in the’ earlier years. Having devoted atten-
tion in the preceding years to the urgent and
immediate  problems faced by the banking
industry in the area of manpower planning
and development the . NIBM was able - to
focus its efforts in 1973-74 on some of the
other basw issues and problems
: 288 In the year 1973 74 NIBM conducted
22 programmes and workshops in which 635
officers participated. The highlights of these
programmes were specialised courses such as
organisation- and management - of farmers’
service - societies, financing of market yards,
role of General Manager, programme for
trainers : ‘managing people in orgamsatlons
new-agricultural technology and communica-
tion strategy, seminar on orgamsatlonal plan-
ning, programme for trainers in environ-
mental analysis and performance budgeting,
zonal workshops for faculty of training col-
leges and centres and tourism and manage-
ment. of change in -banks.” It continued to
offer courses in credit management; personnel
mandgement and manpower planmng and
development, etc. :

National Insti-
tute of Bank
Management

289. In the area of research, various stu-
dies in the field of banking and development
plans, structure of the banking industry, orga-
nisation of the individual banks, management
of lending and finance, manpower planning

August 1974

and development of human resources, were
completed and - some more were initiated,
The projects which are currently being carried
out are multilevel planning process, national
banking plan, banking plan for a state, organi-
sational planning of individual banks, studies
of small banks, etc.” The projects which were
completed in this period include career path
for personnel in: banking . industry, branch
organisation, branch location in rural areas,
commercial bank financing “of. planning of
dry farming, pricing safe deposit locker ser-
vice. Nineteen research fellows are currently
working on doctoral dissertations at the

NIBM.

;- 290. . The NIBM has strengthened its ties
with some developing countries in South-East
Asia and Africa. Several top level executives
of the: banking industries in Bangladesh,
Tanzania, Nepal, Malaysia and Iran parti-
cipated in the courses. At the instance of
the -Central Banks of South East Asia
(SEACEN), its second banking course. on
“Financing Small Sectors” was held at the
Bank Negara, Malaysia in November 1973,
The participants in this  programme " were
officers at-the middle management level of
Central Banks of Nepal, Ceylon; Malaysia,
Indonesia, Philippines, Thailand, Laos, Cam-
bodia and Singapore. .

291. The Selection Testing Services offered
by the NIBM to help banks recruit persons
at clerical and officer . levels are being in-
creasingly utilised by the banks. At present
nine nationalised and four .private banks are
utilising the Institute’s Selection Testing Ser-

-vices. An important feature of the current

year was the Selection Testing conducted for
the specialised categories of officers such as
Law Officers, Chartered Accountants, Agri-
culture Finance Officers, Economic Advisers,
etc. «

292“' Duripg the year under review, the
Bankers Training College conducted ten
courses in credit analysis

Bankers Train. covering 307 paniCiPantS——
ing College, the largest number in any
Bombay single discipline in a year.

' One course in Industrial Rela-
tions was conducted at Madras. To meet



August 1974

the increasing demand for participation’’in
the Industrial Relations courses; two -such
courses are scheduled for Calcutta and Delhi
later in 1974. It ‘also conducted intensive
courses- in general banking ‘at the request’ of
one small bank tailored to ‘suit its needs and
an integrated course for bank executives at
unit level integrating concepts with practice.’
Apart from seminars on small scale lending
and export finance, the College conducted a
unique s¢minar for Legal Officers dealing with
legal matters pertaining toterm finance. -The
seminar provided an opportunity to the parti-
cipants drawn from Various ﬁna.ncmg institu-
tions to discuss in -depth the legal problems:
of term-lending propositions and share their
experiences. At the invitation of Asian Deve-
lopment Bank (ADB), the College will -be
organising a Regional Course on Develop-
ment Banking for the - Development Banks'
of Asia during the last quarter of 1974.  The
College - continued to ‘ conduct the courses‘
for Bank’s own staff ‘in the field of Foreign
Exchange, . Central Banking and Advanced
Central Banking. . As in the last year, some
senior officers of commercial banks. were
admitted to Centra.l Banking Advanced
Course. ’ o

293 As part of developmental activities,
the College is organising project work in its
various courses on matters -of practical in-
terest to the financial institutions.
conducted studles of the organisation and
working of a few State Financial. Corpora-.
tions.. The College has programmed tg bring
out a revised and enlarged edition of its pubh-
cation “Guidelines on Internal Inspection”
Publications in some other. lmportant areas
like credlt forexgn exchange and personnel
mandgement in banks. are also being taken
up.. With the diversification of its activities,
particularly in some new special courses, the
Core faculty specialised in particular disci-
plines is being added and the competence of
the existing faculty .at, the College is being
strengthened.

o3

+ 294, In all 1244 officers from the Bank,
commercial banks and other financial institu-
tions received training during the year. This
raised the total number of officials trained to
7232 since its inception in 1954. - . SR

It has
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~ 295 The Co~0peratx\'e Bankers Training
College estubhshed in 1969, has been mtro-
- ducing over the yedfs 4 num-~

College of ber of “training courses- for
Agricultural the personnel of State/
Banking, Pooma - Central/Urban - co-operative
~banks and ‘land developmenb
ba‘n’ks In recent yedrs, the College is im-
pariting training to personnélfrom commercial
banks and the Resetrve Bank. 'Thé- emphasns
has shifted from co-operation to. broader
sphere of agricultural banking and finance.
To bring out the Widening of the'area of the
activities ‘of the College; it’ was renamed in

February 1974 as “College of Agrlcultural
Bankmg” (CAB) b ;L
AR AR T T2
- 296. During the year the College con-
ducted four courses in'agricultural financing—x
one for senior level personnel, two for middle
level personnel of commercial banksiand one
exclusively for:.Bank’s own. officialsiii Five
courses in Project Planning and Appraisal
were - organised. including - one: general - course
and three special courses for officials of the
States .of Maharashtra, U.P. and M.P., keep-
ing in view the  provisions ‘and. stipula.tions
of the IDA Aid Agreements. :For exchange
of views and experiences, participation- from
commercial banks was invited'in some courses.
Courses were also organised in credit. ma-
nagement for Project. Officers/Assistant Pro-
ject Officers’ of SFDA/MFAL and special
short outstation courses on Crop Loan System
for personnel of commercial banks. The
College also éonducteéd courses for the ma-
nagerial staff of &tate/central and primary
co-operative banks The College designed a
speclal p1lot course for the’ faculty of agrlcul-

,,,,,,

ledge about the agncultural bankmg %' the
Agrlcultural Graduates. Again, the College
is designing a‘course in the techno"-‘e‘conomxcs
of the schemes of dairy, poultry,” piggery,
fisheries etc., for personnel from commerclal
and co-operatwe banks. - o ."‘"‘ :

»29 A study of tra.mmg requlrements of
cooperatlve/commerelal ‘banks ‘- personnel
indicated that ‘the activities of.the: College
would have 'to- be considerably accelerated
and expanded to meet training requirements
of :these agencies. - The Bank has; ‘therefore,

‘appointed:a Committes t0 ¢xamihe expansion
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of infrastructure facilitics at the CAB and
strengthening the faculty. The Committee will
also review the contents of various courses
conducted by the College.

298. During the year, the College im-
parted training to as many as 628 officers from
co-operative, land development and commer-
cial banks as also the Reserve Bank itself,
raising the total number of officers so far
trained by it to 2858,

.299. The Staffl Training.College continued
to conduct the General Course on Central
Banking for Staff Officers
Staff Training Grade Il and Assistants, and
College,Madras Jnspection Oriented Course
P for the Officers of Depart-
ment of Banking Operations and Develop-
ment, Industrial Finance Department and
Agricultural Credit Department. With the
introduction of combined seniority at various
levels (in the Bank), the question of insti-
tuting a suitable training scheme at the College
to facilitate mobility has been engaging the
attention of the Bank. Towards this end,
the College recently conducted a pilot course
for the benefit of concerned staff officers.
The total number -of employees who have so
far received training in the College is
4138.

300. The Zonal Training Centres at Bom-
bay, Madras and New Delhi as also of Cal-
‘ cutta which was reopened,
Zonal Training continued to conduct courses
Centres for Clerks Grade I and

‘Grade II of the Bank. The
courses were also attended, among others,
by Stenographers. Like last year, the
special two-week discussion-oriented course
for the eligible candidates who appeared for
the departmental examination for promotion
to the posts of Staff Officers Grade IT was also
conducted at all the centres.

301. During the period under review, a
five-week personalised tutorial course for the
benefit of five officers of Da-Afghanistan
Bank, Kabul on training with the Bank, was
conducted at the Zonal Training Centre,
Bombay. The course was repeated for an-
other batch for five officers of the same bank
who joined this Bank for training later. The
total number of clerical staff who have so far
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received training in the Zonal Training Centres
stood at 9487.

302. The Bank continued to depute its
officers to short-term courses on management
development etc., organised
by the All India/State level
Associations, Management
Institutes and a few other
similar institutes. During the year, the Bank
deputed its officers to participate in the courses
conducted by the International Bank for Re-
construction & Development, the Interna-
tional Monetary Fund and the Asian Institute
of Economic Development and Planning,
Bangkok. Besides, officers were also -de-
puted for study visits/training to banking
and financial institutions in the U.K., West
Germany, Canada and Iran. The Bank con-
tinued to extend training study/facilities to
the officials/senior executives of foreign bank-
ing/central banking institutions. This year,
a special training programme consisting of
institutional and practical training for a total
period ranging from 11 to 40 weeks was ar-
ranged for tem officers of Da-Afghanistan
Bank,-Kabul.

303. The operations of the state co-opera-
tive banks and central land development
banks expanded considerably
in the past decade on ac-
count of developmental
financing of agriculture and
activities allied to agriculture. While some
progress was discernible in regard to opera-
tional working and efficiency of these banks,
the banks experienced paucity of senior level
personnel. Against this background, the
Bank proposed a scheme of Management
Trainees for state co-operative banks and
central Jand development banks and forwarded
the same to these banks in March 1973 re-
questing them to initiate action in their insti-
tutions.

Deputation
of Staff

Other Training
Programmes

304. The objective of the scheme is to
have in each apex co-operative bank and
central land development bank a team of
officers, who should be able to assist the
Managing Director or the Chief Executive
Officer and eventually take up senior level
executive positions in the bank including that
of the Managing Director or the Chief Exe-
cutive Officer. Towards this end, certainsug-
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gestions were made regarding the recruitment
of the personnel. The issue of appointment
of the right type of personnel is being pursued
and the Bank might consider imposing some
sort of sanctions against the institutions which
do not appoint suitable personnel.

305. An informal committee set up by
the Agricultural Refinance Corporation (ARC)
consisting of officers of the Corporation,
Reserve Bank, NIBM, commercial banks and
State Land Development Banks has identified
the training needs of officers in the Corpora-
tion and financing banks and formulated
the broad framework of a training programme
in the context of the business projections of
the Corporation for the next 5 years. The
report has been forwarded to the Reserve
Bank which has already appointed a Com-
mittee to look into the reorganisation of the
existing training arrangements and additional
facilities that will be required. The Corpo-
ration also conducted a workshop during the
year to acquaint the staff of LDBs and com-
mercial banks participating in the Madhya
Pradesh and Uttar Pradesh Agricultural Credit
Projects in appraisal techniques and follow-
up action. A similar workshop for markets
project was organised in Bangalore by the
Corporation jointly with NIBM and Agri-
cultural Finance Corporation.

306. With a view to equipping the staff
of State Financial Corporations ‘in credit
appraisal, follow-up and documentation, the
Bank has continued to conduct a series of
training courses for the officers of State Fi-
nancial Corporations. .

307. During the year under Report, the
Bank took several measures for the progressive
use of Hindi in its offices,
departments and/or associate
institutions. These included:
(i) Acceptance of cheques
drawn (fully) in Hindi for payment without
observance of any additional formality,
(i) Display of sign-boards in the Banking
Halls with the legend, “RBI accepts cheques
signed in Hindi” particularly in such of the
offices of the Bank as are located in Hindi
speaking areas, Maharashtra and Gujarat,
(iii) Use of Hindi for writing addresses on all
letters, etc., sent by the offices located in Hindi
speaking areas to the addresses in such areas,

Promotion of
Hindi in RBI1

SUPPLEMENT TO RESERVE BANK OF INDIA BULLETIN 91

(iv) Bi-lingual issue of circular letters intended
for all State Governments, both the versions
being treated as authentic texts and signed by
the issuing officer, (v) Bi-lingual printing of
Bank’s letter-heads, etc., with the Devanagari
transliteration of the Bank’s name with the
Hindi version preceding the English version,
(vi) Bi-lingual issue by the Central Office of
the Bank' of all circulars, letters etc., pertain-
ing to the use of Hindi, (vii) Allowing optional
use of Hindi for answering questions on
arithmetic, general knowledge and commercial
geography in the recruitment examinations for
the posts of - Clerks -Grade II/Coin-Note
Examiners Grade II in the offices located in
Hindi speaking areas on a trial basis and
(viii) Purchase of Hindi publications brought
out by the Kendriya Sachivalaya Hindi
Parishad to promote the use of Hindi for
official purposes.

308. In compliance with the provisions of
the Official Languages Act, 1963, press com-
muniques/notes/summaries, notices, advertise-
ments and notifications continued to be issued
by the Bank and its associate institutions
simultaneously in Hindi and English. 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.

309. The thirteen member Official Lan-
guage Implementation (OLI) Committee of the
Bank met on September 13, 1973 and discuss-
ed/suggested various measures for the progres-
sive use of Hindi in the Bank and its associate
institutions. At the instance of the committee,
offices etc., were requested to offer their views
regarding the feasibility of originating cor-
respondence in Hindi with the State Govern-
ments which have adopted Hindi as their
official language or the language for the
purposes of communication with the Central
Government. The views received were being
examined for necessary action. The Under
Secretary (Hindi) in the Department of Bank-
ing, Ministry of Finance will be invited to
attend the meetings of the Bank’s OLI Com-
mittee,

310. During the year, the Bank brought
out the Hindi versions of the Annual Report
on the Working of the Reserve Bank of India
and Trend and Progress of Banking in India
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for the year ended June 30, 1973 and the
.abridged_version of the Report on Currency
and Finance, 1972-73, It continued offering
.assistance to its associate.institutions, viz.,
‘the Industnal Development. Bank, of - Indxa,
the Agricultural Refinance Corporation, the
"Unit. Trust. of: India, the Deposit Insurance
Corporation and the Credit Guarantee Cor-
.poration of India Ltd., for Hindi translation
-of their anpnual reports and other publications
as well as their press communiques, advertise-
‘ments, -notifications, notices, etc. The Bank
also brought out a Hindi booklet entitled
“Special Credit Schemes. of banks — Guide-
lines”. . The monthly RBI Bulletin continued
to include the Hindi section. The preparation
.of a-Hindi glossary of designational terms
used.in the Bank and the public sector banks
which had been undertaken. by the Bank,
was completed and the draft glossary sent to
the Government for comments. The glossary
-received back from the Government together
with -their comments was under’ process of
finalisation. The work ~of collection and
collation of a general glossary of banking etc.,
terms was also bemg taken up.- '

311, The Hmdl Adyayan Mandal (H1nd1
classes) : continued to be conducted by the
-Bank under ‘its® voluntary Hindi Teaching
Scheme at various centres for the benefit: of
its employees. Some of the employees also
took up -the correspondence courses in Hindi
: conducted by the Central Hindi Directorate,
- Ministry of Education. - The cash incentive
provided to employees for passing the recognis-
" ed Hindi examinations was raised from Rs. 100
-to-Rs:7250 ‘with effect from August 22,71973.
- The incentive provided to the Bank’s typists

;was. approved by the
:Central Board. . The Hindi classes under the
.scheme will be conducted during office hours.

TPrbn;otibn of
"Hindi in Com-"
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for passing Hindi typewriting examination
was continued during the year. The func-
tions for the distribution of certificates to the
employees who passed the ‘Hindi Prabodh,

,Praveen and. Pragya examinations were held

at Bangalore, Bombay, Calcutta and Madras
during the year, under review. A compulsory

-Hindi Teaching Scheme for. officers of the
;Bank in grades A, B and C who were .45

years: of age or less as on January 1, 1974
Committee of .the

The -necessary preliminaries for putting. the
scheme in operation were completed during

- the year and the Bank’s offices were advised
.to implement the scheme early. -

‘ ‘3v12 During . th‘e .year under féview, the

Bank contlnued to channel to pubhc sector
: banks, -the instruction of the
Government of India in re-
gard to the progressive use
mercial Bank’s . of Hindi in their respective
R L . organisation. The = instruc-
..tions ‘mainly- related to the
estabhshment of Hindi Cells, constitution of
Official - Languages’ .Implementation Com-
mittee in-the banks, the use of Hindi in issuing
advertisements, printing of letter-heads, pre-
paration of rubber stamps and printing of
various forms and documents used by the
public in their day-to-day dealings with banks,
preparation of a phased programme for the

“year 1974-75 for the progressive use of Hindi,
‘etc. The.progress made by banks in the use
-of Hindi was watched through the quarterly

progress reports submitted. by them -and

Government was appraised of the position.
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VIII. ACCOUNTS AND OTHER MATTERS

313. During the accounting year ended
30th June 1974, the Bank’s income after
making adjustment for various provisions,
amounted to Rs. 310.48 crores as compared
with the last year’s income of Rs, 271.29
crores. The details of the income from
various sources are.as follows :

(Amounts in Rupees Crores)

Year

1973-74  1972-73

A

() Interest on Ways and Means
Advances to the State Govern-

ments . . .o 5.85 3.15

(i) Interest on Loans and Ad-
vances to the State Govern-
ments (other than on Ways
and Means Advances referred
to at item (¢) above and Com- .
mercial and Co-operative
Banks e . .. 3488 2a.11

(i) Interest on Rupoé Securities
~ and Discount on Rupee Trea-

sury Bills 229.70 213.39

(iv) Interest and Discount on Fo-
reign Securities,  Investments
and Treasury Bills .. .. 42,11 20.07

(») Commission and Profit or
gain by exchange .. . 6.65 13.43

(vi) Otherincome .. - .. 8.83 0.14
Total .. 328.02 271.29

Less: Interest paid to the schedu-

led banks on the additional
avel:lfe daily balances main-
tain by them with the
Reserve Bank . .. 17.54 —

310.48 271.29

Less : Transfers to Funds as stated

in paragraph 314. 115.00 100.00

195.48 171.29

314. The contributions to the National
Agricultural Credit (Long-Term Operations)
Fund, the National Agricultural Credit
(Stabilisation) Fund and the National In-
dustrial Credit (Long-Term Operations) Fund

were Rs. 45 crores, Rs. 10 crores and Rs. 60
crores during thefyear 1973-74 as against
Rs. 30 crores, Rs. 40 crores and Rs. 30 crores,
respectively, during the year 1972-73.

315. Out of the balance of income amount-
ing to Rs. 195.48 crores after allowing for total
expenditure amounting to Rs. 50.48 crores
during the year (as against the balance of
income amounting to Rs. 171.29 crores and-
expenditure of Rs. 41.29 crores in the pre-
vious year) the surplus of profit set aside for
payment to Central Government was Rs. 145

crores in comparison with Rs. 130 crores paid
last year.

316. The rise of Rs. 39.19 crores in the
total income from the level of Rs. 271.29
crores last year to Rs. 310.48 crores was
largely due to (i) the interest earned on foreign
balances and securities because of the higher
rates of interest in the U.S.A. and Europe
and an increase in foreign exchange reserves
during the year ; (if) higher discounts earned
on Treasury bills and an increase in commercial
bills discounted for the scheduled banks under
the Bill Market Scheme. The rise of Rs. 9.19
crores in the expenditure was mainly due to an
increase in dearness allowances payable to
class III and class IV staff.

317. The accounts of the Bank have been
audited by M/s. Dalal & Shah, Bombay

M/s. P. K. Mitra & Co.,

Calcutta, M/s. Raghu Nath
" Rai & Co., New Delhi and
M/s. M. K. Dandekar & Co., Madras, who
were appointed by the Government of India as
auditors of the Reserve Bank of India by
notifications No. . 10/12/73—B.0.1 (i). and
(ii) dated 20th December 1973 issued in
exercise of the powers conferred by Section
50 of the Reserve Bank of India Act, 1934
(2 of 1934). While the appointment of M/s
Raghu Nath Rai & Co. and M/s. M. K.
Dandekar & Co. was in place of M/s. Thakur
Vaidyanath Aiyar and Co. and M/s. Suri &
Co., respectively, M/s. Dalal & Shah and
Mys. P. K. Mitra & Co. were reappointed by
the Government. In addition to the Bombay,
Calcutta, Madras and New Delhi offices,
books of account at Ahmedabad and Gauhati
have been audited by the Bank’s Statutory

Auditors
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auditors this year.  The remuncration of the
auditors has been fixed at Rs. 15000/- cach
for Bombay, Calcutta, Madras and New Delhi
offices and Rs. 10,000/- each for Ahmedabad
and Gauhati offices.

318. Shri R. K. Seshadri, Exccutive Direc-
tor, was appointed by the Government of
India as a Deputy Governor
of the Bank for a period of
three years with effect from

the forenoon of the 26th July 1973, .

Central Board

319. Shri C. P. Srivastava resigned his
Directorship of the Central Board with effect
from the 3list December 1973, on taking up
the post of Secretary-General of the Inter-
Governmental Maritime Consultative  Or-
ganisation in London. The Board wishes to
place on record its appreciation of the valu-
able services rendered by Shri Srivastava
during his tenure.

320. Dr. P. B. Gajendragadkar and Dr.
A. M. Khusro whose terms of appointment
expired on the 27th February 1974, were
renominated by the Government of India as
Directors of the Central Board of the Bank
under clause (¢) of sub-section (1) read with
sub-section (7) of Section 8 of the Reserve
Bank of India Act, 1934, with effect from the
27th March 1974.

321. Of the seven meetings of the Central
Board during the year, two were held at
Bombay and one cach at Madras, Bhopal,
Calcutta, Hyderabad and New Delhi. The
Committee of the Central Board held 52 meet-
ings of which three were held in New Delhi
and the rest in Bombay.

322. Shri Hiten Bhaya, Chairman, Hindu-
stan Steel Ltd., was appointed under Section
9(1) of the Reserve Bank of
India Act, 1934 as a member
of the Eastern Area Local
Board of the Bank with effect from 1st
January 1974.

Local Boards

Opening of New Oflices

323. During the year, sub-offices of the
Issue Department were set up at Bhubaneswar
and Jaipur from 3rd July 1973 and 20th
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April 1974, respectively. A Deposit Accounts
Department was  opened at Bhubaneswar
on 15th February 1974,

Bank’s Premises

324. Following the decision taken by the
Government of India to defer the construction
of non-functional buildings, the Bank’s
building programme was reviewed and the
construction of some of the projects, which
was to be taken up during the year, has been
deferred for the time being. The progress
of work of most of the projects in the construc-
tion stage was also affected by acute shortage
of cement and steel. The present position
in the case of the new projects under construc-
tion is explained in the following paragraphs.

325. During the year under review, the
foundation work of the Bank’s proposed
multi-storeyed office building
in the compound of the Mint
at Bombay and the construc-
tion of the main office building
at Hyderabad and the proposed new vault and
renovation of Dak Bungalow structure for
the sub-office of Issuc Department at Gauhati
have been taken up. The additional floor
in the Annexe at Madras and renovation of
old office building at Kanpur have been
completed.

New Office
Premises

326. The Bank is continuing its cfforts
to provide residential quarters at various

. centres. During the vyear,
Residential the construction of 654
Quarters quarters (40 for clerical staff

and 64 for subordinate staff
at Nagpur ; 154 for clerical staff and 64 for

subordinate staff at Kanpur and 164 for
clerical staff and 168 for subordinate staff
at Dum Dum, Calcutta) was completed
bringing the total number of quarters provided
by the Bank to 3,890. Construction of 609
quarters for clerical and subordinate staff—
112 at Calcutta, 311 ‘at Urur-Adyar and
Kodambakom-Pudur, Madras and 186 at
Bangalore is in progress, while construction of
152 quarters for officers at Bombay is nearing
completion. When these quarters are com-
pleted, the total number of quarters provided
by the Bank will go up to 4,651 (740 for
officers, 2,718 for clerical staff and 1,193 for
subordinate staff).
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327. Plots of land for office buildings
have been taken possession of at Nagpur and
Chandigarh  and possession
of plots at Bhopal and
E:r:ccihasreoo;fice Ghandhinagar (Gujarat) is
Building'Staff  expected to be taken shortly.
Quarters Possession of plots of land for
residential quarters at Gau-
hati, has been taken -and possession of plots
at Bhopal and Gandhingar is expected to
be taken shortly. Efforts are being con-
tinued to secure land for construction of
quarters at centres where no quarters have so
far been provided or where the number of
quarters provided is inadequate.

Employer-Employee Relations

328. At the Central Office, discussions were
held with the representatives of the All-India
Workers’ Federation and the All-India Em-
ployees’ Association representing employees
in Classes IV and III and II during the months
of October 1973, December 1973 and June
1974. The various issues discussed were :

(1) Concessions to be given to Class 1V
staff for appointment to Class III posts in the
Bank.

(2) Lifting of the embargo on the grant of
housing loans.

(3) Some aspects in regard to the working
of the Combined Seniority Scheme in the case
of Class III staff and the scheme of promotion
to Staff Officer Gr. II cadre were discussed in
detail.

(4) Some of the major issues relating to
promotions, recruitment, house rent for staff
quarters, pension scheme etc., figured in the
said discussions.

(5) Upward revision of the rates of halting
allowance for the workmen staff which has
since been enhanced and given effect to with
effect from January 1, 1972.

329. In December 1973, the first meeting
of the standing consultative machinery—
set up as an informal arrangement—with the
R.B.I. Officers’ Association was held. Some
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of the major items discussed at the said meeting
were : :

(a)- Housing loan facilitics, in particular
substitution of equitable mortgage for english
mortgage etc.

(b) City Compensatory Allowance—Local
Allowance.

(¢) Confirmation of officers
(d) Rent of leased flats

(e) Advance out of Provident Fund etc.

330. At the branch level, the Managers/
Officers-in-Charge held periodical conciliation
conferences/discussions with the representa-
tives of the Units of the local Employees’
Association/Workers’ Unions at different
centres. The employer-employee relations
were generally cordial during the year, under
review.

Employees’ Housing Loan Scheme

331. During the year under report, hous-
ing loans were sanctioned as under

No. of  Amount
Societies
Rs. P.
A. New Co-operative
Housing Societies 9  43,37,534.00
Additional loans to
Co-operative Hous-
ing Societies al-
ready formed .. 9 7,86,416 .00
51,23,950.00
B.  Individual members
of staff
New loans .. 242 4311,8380.00
Additional loans/
Construction loans
to employees who
had already availed
of loans earlier .. 162  20,30,573.00

63,42,453.00
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332. The total amount of ‘society’ and
‘individual’ loans sanctioned since the intro-
duction of the scheme in 1961 amounts to
Rs. 4,24,03,927.00  and Rs. 2,24,21,341.00,
respectively. In all, 2852 employees have
availed themselves of this facility.

333. The Bank has been granting various
relaxations and concessions in favour of
candidates belonging to the

Representation Scheduled Castes/Tribes _at
the time of recruitment since

of Scheduled t
Castes and 1953 From 1966, in de-
fomeduled o ference to the wishes of the

Bank’s Services Government of India, the
Bank adopted the policy of
reservation of seats for candi-

dates from Scheduled Castes/Tribes in direct

recruitment to all classes of its service. As a

result of these measures, there has been a

progressive improvement in the representa-

tion of Scheduled Castes and Scheduled Tribes
in the Bank’s service. From 355 employees
in Class IV; 413 in Class IIT and 13 in’ Class

IT and I as on December 31, 1966, their . re-
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presentation has increased to 896, 1242 and
36, respectively, as on January 1, 1974
Although there has been progressive improve-
ment in the position, the representation of
these categories is short of the quota of

reservation fixed for them. The Bank has

recently initiated further measures to improve
representation of the Scheduled Castes/Tribes
in the service of the Bank. These measures,
among others, include further relaxation in
the basic eligibility standards and qualifying
norms, wider publicity of recruitments to the
Bank’s service' and . where .necessary special
recruitment - confined to Scheduled ~Castes/
Tribes to make good the quota. With a
view to ensuring that the various directions
regarding reservations for and concessions to
the Scheduled Castes/Tribes in.the service of
the Bank are duly complied, the Bank has
also set up a special Cell in the Department of
Administration and Personnel.” The special
‘Cell’ * will look after the recruitment of

‘Scheduled Castes and Scheduled Tribes candi-

dates and the formulation of programmes and
procedures for' the training of employees
belonging to these categories.
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BALANCE SHEET AS AT 30TH JUNE 1974
ISSUE DEPARTMENT

it LIABILITIES ASSETS
— Rs. P. Rs. P. Rs. 'P. Rs. P.
. ) . Bank- : Gold Coin and Bullion:;—
B et .| 31,17,59,161.00 |
e (@) Held in India .1182,53,04,731.42
Aqs.  es in circulation 6472,72,04,191 .50 (5) Held outside India
S 6509.89.63.352. 50 Foreign Securities - 166,73,97,234.21
g7 1 Notes issned ,89,03,352.
& rfff Y Total 349,27,01,965.63
Rupee Coin 7,5
Gosvemment of India Rupee ’ A0’63’787.68
ecurities 6153,11,97,599.
Internal Bills of Exchange , 77,$99.19
and other Commercial ‘
Paper .
£ " fotal Liabilities 6509,89,63,352.50 Total Assets . . 6509,89,63,352.50
e BANKING DEPARTMENT
- TIABILITIES ASSETS
n 500,00,000.00 | Nots 17.$9,161.00
iy - sital Paideup ,00,00,000. otes . 37,17,59,161.00
e Band 150,00,00,000.00 § Rupee Coin - 3,49,127.00
g 10 al Agncultural " Credit (Long-Term Small Coin ’ 2,51,761.34
0 ; sperations) Fund 284,00,00,000.00 | Bills Purchased and’ Dlscounted —_

_ !IM; «tonal  Agricultural ‘Credit (Stabilisation) (o) Internal . . 274,37,78,289.83
und 95,00,00,000. 00 gb) External . .
'IsV\{ jonal  Industrial Crcdlt (Long-Term ¢) Govemment Treasury Bills 128,67,52,866.15
0| oerations) Fund . 265,00,00,000.00 | Balances Held Abroad 596,33,23,105.29

vestments

09 \posits s
a) Government

(i) Central Government

61,57,98,480.17.

Loans and Advances to :—
(i) Central Government
(7i) State Governments @
Loans and Advances to :—

217,37,84,159.20

177,82,73,164. 18

() Scheduled Commercial Bankst 420,99,85,000.00
’ ' (if) State Governments 26 36 81,522.93 (ii) State Co-operative Bankstt 166,52,34,128.00
Ag . (i) Others . . 38,16,95,000.00
(%) "¢ Banks oans, Advances and Investments from
P : National Agricultural Credit (Long-Term
@) Scheduled Commercial Banks . 553,50,77,103.97 1 Operations) Fund
(if) Scheduled State Co-operatxve (@) Loans and Advances to :— .
. 26,26,10,122.81 () State Governments . 67,87,33,623.72
(17))] Non-Scheduled State Co- opera— : (if) State Co-operative Banks .. 15,65,67,755.33
tive Banks .. .. 1,48,06,487.84 (iii) Central Land Mortgage Banks . veen
(iv) Other Banks 1,09,04,310.40 (iv) Agricultural Refinance Corpora—
S tion 54,00,00,000.00
5Y{ ) Others . 512,57,15,516.12 | (b) Investment in Central Land Mort- '
gage Bank Debentures .. 11,13,13,970.00
' , Loans and Advances from National Agn-
i} - Payable . 125,52,38,985.22 cultural Credit (Stabilisation) Fund
Loans and Advances to State Co-operative -
. Banks 52,87,68,118.00
19(¥% - Liabilities . ..| 483,81,97,868.98 | Loans, Advances and Investments from
T National Industrial Credit (Long-Term
Operations) Fund
(a) Loans and Advances to the Deve-
lopment Bank 178,69,55,519.00
(b) Investment in bonds/debentures
issued by the Development Bank cenn
Other Assets £ .. . 153,45,05,650.40
Total Liabilities -2591,20,30,398.44 Total Assets 25€951 ,20,30,398 .44
Contingent liability on partly paid shares Rs. 9,48,388,69 (Sterhng Investrnents of £50,000 converted @ Rs. 100 = £5.2721).
* Includes Cash, Fixed Deposits and Short-tesm Securities,
{7 ** (i) Excluding Investments from the National Agricultural Credit (Long-Term Operations) Fund and the National Indus-
lsin~ i Credit (Long-Term Operations) Fund.
e (i) Includes Rs. 5,39,54,792.90 (equivalent of £50,000, U.S. $ 6,247,475 and D. M. 1,110,375 held abroad).
. % @ Excluding Loans and Advances from the National Agncultural Credxt (Long-Term Operatxons) Fund, but including tem-
101] rary overdrafts to State Government.
1 Includes Rs. 156,63,73,000 advanced to scheduled commercial banks against usance bills under Section 17(4)(c) of the
vofl} “inerve Bank of India Act
1t Excluding Loans and Advances from the Nauonal Agricultural Credit (L.ong-Term Operations) Fund and the National
@4! - wricultural Credit (Stabilisation) Fund.
. ‘ £ Tncludes an amount of Rs. 50,00,00 QQQ advapced to certain scheduled commercial banks under special arrangements in
et “rect of their investments abroad.
= - 1 X.LOBO S. JAGANNATHAN _ Governor.
C}uef Accountant, R. K. HAZARI Deputy Governor.,
: V. V. CHARI Deputy Governor.
Dated the 26th July 1974,

S. S. SHIRALKAR Deputy Governor,

R. K. SESHADRI  Deputy Governor.



- . PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 30TH JUNE 1974

INCOME

Interest, Discount, Exchange, Commission, etc. T.

EXPENDITURE

r

Establishment .

Directors’ and Local Board Members® Fees andExpenses

Auditors’ Fees .. ca e .
Rent, Taxes, Insurance, Lighting, etc.
Law Charges .. .. .. ..
Postage and Telegraph Charges
Remittance of Treasure ..
Stationery, etc,

Security Printing ((':'heque',.Note. Forms, etc.)” .

Depreciation and Repairs to Bank Property
Agency Charges . .

Contributions to Staff and Superannuation F'Iinds; o

Miscellaneous Expenses .. .

Net available balance

Rs. P,

195,47,95,113.00
—_—
195,47,95,113. 00

——

28,53,25,934.78
66,346.31
80,000.00
1,16,05,263.44
1,68,540. 71
14,04,042.18
81,33,581.59

. 40,22,877.04

5,1942,441.13
- 1,10,81,345.49
11,19,19,385. 81
50,00,000.00
1,40,45,191.20 :

145,00,00,163.32
- 195,47,95,113.00

'I;otal

Surplus Payable to’the Central Government’

145,00,00,163. 32

" RESERVE FUND ACCOUNT

By Balance on 30th June 1974 . -

. By transfer from Profit and Loss Account

Rs; P,
150,00,00,000.00
Nil. '

Total 150,00,00,000 .00

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

]

J. X. LOBO, -
Chief Accountant. _, ..

S. JAGANNATHAN  Governor. -

R. K. HAZARI Deputy Governor.

V. V. CHARI Deputy Governor.

S. S. SHIRALKAR Deputy Governor.
" R. K. SESHADRI .. Deputy Governor.

’ Repo:t of the Auditors

'TO THE PRESIDENT OF INDIA,

) We, the undersigned Auditors of the Reserve Bank of India, do hereby report to the Central Government upon
the Balance Sheet and Accounts of the Bank as at 30th June 1974.

- We bave examined the above Balance Sheet with the Accounts, Certificates and Vouchers relating théreto of the
Centra*™Miice and of the Offices at Calcuita, Bombay (Fort), Madras, New Delhi, Ahmedabad and Gauhati and with
the returas submitted and certified by the Managers of the other Offices and Branches, which Returns are incorporated
in the above Balance Sheet, and report that where we have called for explanations and information from the Central
Board such information and explanations have been given and have been satisfactory. In our opinion, the Balance
Sheet is a full and fair Balance Sheet containing the particulars prescribed by and in which the assets have been valued
in accordance with he 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 ourinformationand
the explanations given 1o us, and as shown by the Books of the Bank.

Dated the 26th July 1974,

Messrs
Messrs
Messrs
Messrs

PR .
. P. K. MITRA & CO.,, _
. M. K. DANDEKAR & CO., !:""d"""- ;
. RAGHUNATH RAI & CO:
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