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MONETARY AND CREDIT POLICY FOR
THEFIRSTHALFOF1998-99 *

Ths sement conssts  of tree  pars.
) Revew of MacroEconomic and Monetary
Developmentsin1997-98, (i) Stanceof
MonetaryPalicyfor1998-99,and(iii)
ChangesinMonetaryand CreditPolicy
Measures.

| Review of Macro-Economic and
Monetary Developmentsin1997-98

1. Themonetaryandcreditpolicy
announced by my distinguished predecessor
DXC. Ragagan n Apl 1997, hed proeced
agowh of 150 to 155 per cent in broad
money(M ,)during1997-98.Thereal GDP
gomh was proected at 60 — 70 per cent,
and te rae of inflaion wes epected o be
aroundsixpercentin1997-98.Inthe
October1997policy statement, aftera
revew of devdopments in te first  haf of
te year, te M gomh taget for the year
wasretainedat15.0-15.5percent The
real GDPgrowth was, however, expected 1o
bea the lower end of te range indcated 0
Aol ie aou 60 per ot

2. Theactualresultsfortheyear,
however, showthatbroad money (M 2)
gomh in 199798 was signiicantly higher
at 170 per cent as compared wih 160 per
centinthe previousyear. Inabsolute
amounts, aggregate  money supply
byRs.1,19,361crore,ascomparedwith
Rs.96,931crorein1996-97. Theincrease
was on account of a substantial expansion
of domesic credt to both Govemment and
commercial sedors, and an incease  in net
foregn  exdange asses These i banking
sedo’'s  aedt o Govenment wes refieced

increased

nte e nte goss fscd defid o te

CentralGovemmentto6.1percentofGDP

sapd te agt o 45 pr et h gos
terms, Government'smarketborrowings
amountedtoRs.59,637 croreasagainst

Rs36152 core in 199697. Bank cedit 1
commercialsectorincreasedby14.3per

cent (Rs53940 aoe) n 19798 as agandt
aniceae o 91 per cet (Rs3L36B4  aore)
n te pecedng year

3.Reservemoneyshowedanincrease

o Rs26200 coe (131 per ce) as agpidt
anhoease  of Rs55/6 aoe (29 per cend
iN1996-97.NetReserve Bankcreditto

Central Govemment increased by Rs.12914
coe duing the financal year 199798 as
aganst anincease  of Rs1934 aoe duig
199697. Net foeign  exchange assels of the
RBI increased by Rs21025 coe (222 per
cent)in1997-98 as comparedwithan

hcease  of Rs20773 coe (280 per cenl)
in 1996-97.

4. The growth in aggregate deposits  in
1997-98wasalsosharply higherthan
proected. Aggregate  deposits  of  scheduled
commercialbanksincreasedbyRs.95,749
crore(18.9percent)during1997-98as
comparedwithanincreaseofRs.71,780
crore(16.5percent)in1996-97.The
conventionalnon-food bank creditof
scheduled commercial banks showed a
bger incease of Rs38524 aoe (142 per
cen) duing 199798 than the increase  of
Rs26581 caoe (109 per cent) in 199697

5. Totalflowoffundsfrombanksto
commerdial sector comprisng  conventional

* Announced on April 29, 1998.
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non-foodcredit, banks'investmentsin
bonds/debentures/sharesissuedbypublic

sector undertakings  and private  corporate
sedor  ad commerdd  pepe, e,  inaeased
by Rs51,353 crore (176 per cent) duing
199798 which was substanialy higher  than
theamountofRs.31,566crore(12.2per

) n te ppioss e Thus, thee wesa
consdersbe aocoderaion n te fov o fuds
frombankstocommercialsectorduring

1997-98. Therewasalsoasignificant

hoeee n te funds mobised by coporates
fom financal instiuiions and GDRsduing
1997-98ascomparedwith1996-97.

6.Officialestimatesofthereal GDP
gowth for 199798 are not yet avaiable.
However, advance estimates of the Central
Satistical Ogasaion (CO) ndcae  tat
the acual gomh rae maybe in the region
of5.0percent,whichismuchlowerthan
anticpated. Ths & gy aocooued for by
abne ten pgeced e h agiodud
ouput which is paty a consequence of an
unusualy  high gowth rate in this sector
during1996-97. ltwillberecalledthat
growth in agriculture is now esimated by
CSOtobeashighas?.9percentin1996-
97. Gen te muhbger  bese o agioud

ouput  n 199697, indcaions ae ta 1997
98 may show a sharp  deceleration. Sofar as
industrial ouput is concemed, growth in
1997-98isexpectedtobearound6.0per
@t

7. TheUSdollarvalueofexportsof
goods,aspertheDGCI&Sdata,increased
byoly 26 per cat n te i eeen nohs
0f1997-98asagainsttheriseofb.6per

centinthecorrespondingperiodofthe
previousyear.Importsin1997-98upto

Febuary recoded anincease of 55 per cent
measured in USdolar terms, loner than the
7 8percentgrowthrecordedinthefirst

eeven months of 199697. Nortol  imports,
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however, recoded a higher gromh in 1997-
98 at 137 per cert, as compared to 06 per
et n te pevous  year.

8.Theslowdowninindustrialgrowth
winessed in the first  haf of 199798 has
turned outtobe more persistentand
widespread than expected. This is a matter
of concen for the gomh of incomes in the
economyaswellasforthedevelopmentof
the financal sector.  Ashap slowdown in
industrial gomh has repercussions on the
frencal posion o hdustid eneprises,
whichintumadverselyaffectsboththe
demand for and recovery  of credit
barking  sedor.

9.Arelatedmatterofconcemisthe
consderable  sowdown winessed  duing  the
yer n repedt oOf pimay BsUes o eqly N
stockexchanges. During1997-98,non-
govemment pubic  imited  companies raised
an amount of Rs3068 core tough primary
publicissuesasagainstanamountof
Rs10450 crore in 199697. Fom a medium
andlong-termpointofview,ahealthy
developmentofprimaryissuemarketand
anequy auue s o i impotance  for
sustained gomh of industy  and financal
makes n Inda

fom the

10. The annual rate of inflation during
199798, on a pointto{oint basis, was 50
per cent, which was loner than 69 per cent
recoded in the preceding year. Ason Apid
11, 1998, the amual rate was 48 per cent
Thisiswelcome. Itprovidessomeneeded
room for manceuvre in respect of monetary
andfiscalpolicyintheyear1998-99.
However,itmustbeemphasisedthatthe
maintenance  of te rae of inflaion
levelwitnessedin1997-98woulddepend
critically on susained gomh of ouput in
theeconomyandacarefulandproductive
ue o frandd resouces,  hoh n the pudc

a the
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ad pivale sedos,  for captel  investment
rather than for higher cument  consumption
o fd sbsdes  Ths B patodaly tue
nowasthegrowthofliquidityin1997-98
washigherthanenvisagedandthegromth
ofindustrialoutputwaslower. Inthis

Siuation, conceted  efiots  ae requied o
the pat of d eoonomc agens O acockerae
investmentandoutputintheeconomy.

11. Thedevelopmentsinsomeofthe
Asian cumences gave rise to significant
pressues  on the exchange rate of the rupee
n the second haf o the yearr. Keepng these
developmentsinview, apackage of
monetary measureswasintroducedon
January 16, 1998. The measures induded a
hike in the Bank Rate fom 90 per cent to
110 per cet, anincease in the CRRfrom
100 per cet o 105 per ce, ahke n te
Reporate fom 70 per cert to 90 per cent
andareductionintheexportcreditand
generalrefinancelimitstobanks. These
messres were suocessil n resioing oy
condions in te foeign  exchange makets.
Wi the dabisaion o te oegn edage
market in recernt weeks, it became possble
for the Reseve Bark b pataly rex te
January1998measures,includingthose
relaing o the Bank Rae and CRR.

12 TheimpactofJanuarymeasureson
te ederd posion o te couty hes been
favourable. During1997-98, theforeign
currency assets ofthe Reserve Bank
increased by US$36 biion  — fom US$224
bion  on Mach 31, 1997 b US$260 biion
onMarch31,1998.Inclusiveofgoldand
SDR thetotalforeignexchangereserves
sitood at US$294 bilion on March 31,1998,
represening an incease of US$29 bilion
overMarch31,1997.SinceJanuary 16,
1998, theforeigncurrencyassetshave
increased by US$25 biion up o March 31,
1998. Foreign  exchange resenves  increased
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by US26 bllon  duing ts peiod  Net of
ousandng  fowad sdes ad pudeses,  te
incease  in foreign curency  assels at end-
March1998wasUS$2.2billionoverthe
financialyear.Onthesamebasis, the

incease wes US$E31 blion  between January
16,1998andend-March1998. The RBI
referenceratewas US$1=Rs.39.500n
March31,1998ascomparedwithRs.40.36
asonJanuary16,1998. Thesix-month
forwardpremiumonMarch31,1998was

72 per cet ater having touched ahigh of
20 per cent on January 21, 1998.

13. Animportantlessonofrecent
deveopments s tat exchange markels can,
afteraperiodofrelativecalm,become
etemey wdie wihn  awy shot peiod
o tme. Ths i not the occason t ded at
lengthwiththe originsofandlessons
emagng fom te Esst Asen frencdl ass
o 197, it 5 der tet d ocoutes ad
developng ocounties in particuiar, have
be constanty  wetchil  of developments  thet
mayadverselyaffectexchangemarkets.
Therecanbenoroomforcomplacencyin
ts regad For monealy and oher measures
o be efiecive, t 5 a0 necsssay O ke
had dedsos  ealy rher ten dow ndies
to get out of hand and then ty to control
tem Ths B paioaly eat g tee
5 agomMy nhegation o frandd matkets
andlinkagesamongmoney, government
securities, and foreign  exchange markets.
Whie doser inks  among different segments
offinancialmarketsaredesirablefor
improving  allocative eficency, they aso
pose new challenges for monetary
management.

Il. Stance of Monetary Policy for 199399

14. Thestanceofmonetarypolicyin
1998-99%hastoreflectdevelopmentsthat

have taken place duing the previous year,
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and our broad economic objecives  for the
curent  year. Amongdevelopments that  have
tobetakenintoaccountare:higherthan
theprojectedgrowthofmoneysupplyin
relationtogrowthinGDPin1997-98;

Subsanil noesse  n fnancal fors  fom
bankstothecorporatesectordespitea

sondown n ndustial gonh,  hgher  market
bomowing  requirements of the Govemment,
andcontinueduncertaintyinexternal
currencyandproductmarkets.Amongthe
importantshorttermeconomicobjectives
are:theneedtoaccelerateindustrial
investmentandoutputintheeconomy;
maintenanceoflowratesofinflation;
continuedpursuitoffinancialreform;

redudon N neest  @Ees  and impovement
in aedt devery mechanisms, pariculady

foragricultureand mediumandsmall

sdns. bk b dear ta te sk o adievyg
a balance  among different obecves s not
gong to be easy and wil requre  constant

vglance  onthe monetary font Shorterm
adjustmentsinmonetarymeasures,inthe

bt o ald deedopmets ae ke D be
unavodable.

15.Giventherisingsharesofthe
industrial and senvices  sedors i GDPand
the more recent experience, it is becoming
noeasigly evdet tet te Inden economy
hes the poental  of aianng  agomh rae
of 7—8per cent per year over the medium-
tem. For te immediate fuure, ie. 1998
® agomh rae o 65 © 70 per ot needs
tobeachievedinordertorealisethis
potential. At the beginng of the cument
frencal year,  oudly 5 comiotabe. The
ReserveBankwillkeepaclosewatchon
liquidityconditions,andensurethat

sufidert aedt 5 avalbe © pami te
gowh  poental O be reaised. At te same
e & 5 d=adke tet N e |eMas
a cuent leves. Anincease n the anua

inflation rale beyond 5t 6 per cent woud
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be rether desidbe  fom te perspedive o
gonh nor benefical fom the soded  pont
o vew. Kegong thee oconsderaions n vew,
areasonable target for M gowmh in 1998
99wouldbe15.0to15.5percent.

16.Aggregatedepositsofscheduled
commerdal banks are pgected o increase
by Rs93000 core (155 per cet) in 1996
99.NorHoodcreditfromthebankstothe
commerdal  secor, indudng  invesimens in
publicandprivatesectorbonds/shares/
debentures,commercial paperetc.,is
eMsaged 0 noease by about 190 per cent
Thisorderofgrowthinlendingtothe
commercial sector should be sufficent to
ensure that  avaiabity of cedt s not a
constraintongrowthofoutputinthe
economy.Banksareadvisedtoplantheir
credit operaions  on the assumpton that,
barringunexpecteddevelopmentsonthe
pricefrontorintheforeignexchange
markets, sufficientliquiditywouldbe
availableinthecurrentyeartofinance
addtonal produdion  as per noma  banking

noms.

17. In te Cera Govemments inefim
budget for 199899, te goss fscd  deict
o e Cetre 5 povsoaly poeced a 6
per cent of GDPas per curent trends. The
budgetaryoperationsofthe Government
wouldnaturallyinfluenceReserveBank's
iquicity management operaions  as wel as
its own supportto marketborrowing
programme. TheulimatelevelofnetRBI
credittoCentralGovermmentwilldepend
ner aka onte sze o te findl  defict,
gomh n bak deposis  ad te oed  pde
up in the economy. In the fothcoming  ul
Budget for 199899, effots would need to
bemadetoprunethefiscaldeficittoa
reasonablelevelinordertocontainthe
borrowingprogrammeofthe Government.

Ifthe projectedincreaseinthemarket
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borrowingprogrammeistoohigh, there

coud be pressure  on interest rates, which
intumcouldaffecttheexpectedrateof

inflaion and invesiment  in the  economy.

18.Thedevelopmentssince January
1998showthatthe BankRateandshort-
termReporate,announcedbytheRBlare
emergingassignalsforthemovementsin
Neet r@es hn te ecoomy, nding
money rates. This is an important
developmentasitincreasestherangeof
instrumentsavailabletothe RBIfor
influencingshort-termmoneyandterm
money marketdevelopments, including
developmentsintheforeignexchange
market WhiemovementsintheBankRate
shoud not betoo fequent duing te couse
o te year, the shotem  Reporate can be
used much more fiexday, in bah dredios,
o ege te fov adoogt o ud  fucs

19. The variation in Cash Resenve Ratio
(CRR) is one of the important  instruments
forregulatingtheliquidityflowinthe
economy. The longterm objective of
monetarypolicyistoreducetheaverage
level of CRRfor improving the allocative
eficency of the banking system. However,
thepaceofchangeaswellasintra-year
vaigions n CRRvoud have © Eled dot
termdevelopmentsinfinancialmarkets,
ndudng  foex makes. Hedve  Apl 14
1998, CRRs 10 per cent of banking sedor’s
netdomesticliabilities. Theprevailing
iouicly condions ae comiotsbe. T B
reflected, forexample,inthelarge
ousandngs  of repos wih the Resenve Bark
which are readly avaldble t the banking
system. At the end of busness on Apil 27,
1998, suchreposamountedtoRs.8,529
coe. In view of ths it & not poposed
efec afuther ot n CRRat ths pont of
ime. Howewver, changes in tis raio would
beannouncedlaterincase liquidity
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conditions and financial market
developmentssowarrant.

20. Moretary poicy in the past has been
Bdoed Bogdy onte hes o goedcan
of the desrable rae of eqanson in broad
money (M,) which is worked out on the basis
oftheresponseofdemandforrealmoney
to income gomh and the tolerable rae of
inflation. Most studes in Inda  have shown
thatmoneydemandfunctionshavesofar
been faily  stabe.  Howewver, the financal
innovations  that have receny emerged in
theeconomyprovidesomeevidencethat
the dominanteffectonthedemandfor
money in near future need not necessarly
bered noome ash te pest et raies
0 seemto exerdse someinfluence  on the
decsons  to hold money.

2Lk Bt essy Dede hn te peat
circumstances, amonetary condifions  index
oraclear-cutinterestratechannelof
tansmisson  of efeds of monetary  poicy.
The information base required for such an
exerdse s substantial. In the absence of
frequent  data on ouput developments  with
minimal  lgs, and on umovers i different
markets, the information on rale  movements
done would not gve aful pcue of the
monetaryconditions,andtherefore,such
informationshouldbeinterpretedwith
aroumspedtion. t can, honever, be ulised
inconjunctionwithothermorereliable
indcators for puposes of poioHmakng. As
afit sep © mowein tis diedion, t &
necessarytoadoptamultipleindicator
approach wheren interest raes  or raes  of
reum in diferent makets  (money, capial
andgovemmentsecuriiesmarkets)along
withsuchdataasoncurrency, credit
edended by benks and frencal instiuions,
Bd pen @k @ b rHN
rate, exchangerate, refinancingand
transadions n foegn edare addke o
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highfrequencybasisarejuxtaposedwith

ouput  dea for dawing  poicy - perspecives.

Aneece o s sat shoud hep te Bark
to evove over tme a model for estmating

iquicity in te economy in the performance
o is daHoday  operdiions.

2. Fnancal  refooms  introduced
1992 havebeenhighlysignificant. The
dereguition and bberalsation o te syseEM
have pavedthewayfortheemergenceof
open maket operaions and interest rae  as
importantinstrumentsintheconductof
moneay poicy.  Instiuiional measues have
alsobeenundertakentopromotegreater
negan d faxd maks Hos
dedn w arine

since

n ts

Ill. MonetaryandCreditPolicyMeasures

23 In wwo bramud Saemens on oedi
poicy, which ae nomay madein A ad
October of each year, it has been customary
toannounceahostofmeasuresofshort
tem as wel  as studud neire.  In vew o
several  important changes that have taken
placeintheregulatoryframeworkfor
financal makes, hencgioth & 5 proposed
b g muhgeder mpotance © sudud
measures in the credit and monetary  policy
satement  at te begining of the financial
year. Asamater of poicy, such studua
measureswillnotnormallybechangedin
thecourseoftheyearandwillalsobe
epected t connue over the mediumtem.
This should help banks, as market
particpants, to pan ther operaions and
inroduce  organisational changes with the
medium term monetary  perspecive  in view.
Shotterm  measures, such as changes in the
BankRate, CRR, Reporates,accessto
refinance, etc. mayalsobeincludedif
proposed changes in these vaiabes  happen
tocoincidewiththetimingofthe April
saement £ wil be undesood tet these
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shotterm  credit  and regulatory  measures
ae sbed t change a shot noice n the
ight of actual developments and emerging
ederd  maket condiions.

24. Acedt poicy satement for secod
hef of te yewa Wl a0 corue 0 be made
inOctobereachyear. Thisstatement,
howeverwillgenerallybeconfinedtoa
rvew o monetary devdopmens n te fit
haf of the year and to such changes as may
be necessaty i monetary  profections duing
the second half of the yearr Honever, shot
tem credit  poicy measures and stucural
measures may also be included, if
considerednecessary,inthe October
Saemet In gened Ocober saement W
be confred to a midyear review of credi
andmonetarydevelopments.

@ StucturalMeasures

25. The o monetary policy — statements
lastyear,inAprilandOctober1997,had
announcedanumberofmeasurestowiden
anddeepenthefinancialmarkets. Itis
proposedtocontinuethisprocessandto
poike geder fediy D baks n regad
D catan  ageds petaning  © deposs  ad
bdg m@es |t B ao poposed D ocoine
the process offurtherenhancingthe
eficency of money markets and govemment
securiies makets, and © ntoduce  futher
refinementsinrepoandreverserepo
transadions beng udetden by te Resene
Bak 0 reguae  iquidiy condions n the
market

MoneyMarket

26. During 1997-98, a number of
measureswereintroducedwithaviewto
developingthe money market. These
included permitting largernumber of

participants and instuments  in the money
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markettooperateinrepos,reducingthe

minmum size for issue of Certificates of
Deposis  (CDs), reducing the minimum size
oftransactionsinrespectofcorporates

oung ter funds in the ca  money maket
trough Pimay Dedes (PDs), and povidng
fliexdoiity in the asset sde operaions  of
MoneyMarketMutualFunds(MMMFS).With
effectromMay9, 1998, thefollowing

fuher messres W be put No  efledt

® Theminimumsize of operation per
transactionbyentitiesroutingtheir
lendings  through PDsin the cal
market  wil
D Rs3 aoe

be reduced from Rs5 crore

® The minimum lodkdn  period for CDsand
unitsofMMMFswillbereducedfrom
30daystol5days.

Govemmernt Securiies Market

27. Sinificant seps have been taken n
the Government Securities marketto
introduce newinstruments, improve
tangoarEeny, ad geghen e indiuiordl
o enhance the efidency o maket deaing
mechanismsinthe primary marketand
therebyimprovethevolumeanddepthin
thesecondarymarket. Recentmeasures
ndue  the ntrodudion o Teesuy Bk o
anouis for d audons, and pemiing His
to invest in dated Govemment Securites,
ec. & hes been dedded D e te fOowig
measures to futher  deepen the market

® Thepracticeofreversereposwith
Pimay Dedas hn spedied  seauiies B
beingdispensedwithandinstead,
budy  suppot  egast e seauty o
holdingsinSubsidiaryGeneralLedger
(SGL) accounts wil  be provided.

money
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® 182-DayTreasuryBilsauctionsona
fotghly bess Wl be rentodlod

® Theperiodicityofholding364-Day
TreasuryBillsauctionswillbeona
monthlybasisasagainstthepresent

arangement  of forinightly audiors.

® Foepgn  insiiuiord nesos HY ae
armety doned © opeae n A daed
Govemment  Securiies n te pimay aud
secondary makets, indudng  those  with
remainingmaturiesofiessthanone
year. Ther enty o the Treasuy Bl
market was deferred pending
rafionalisaion o acdon pocedres.
the ight of monetary poicy of October
1997 theRBIhasrecenttycommenced
preannouncementofnotifiedamounts
n resped of Treasuy Bl  audos ad
exduson  of noncompetiive bds from
thenotifiedamounts. Inviewofthis
development, Flis wil be pemited to
purchaselsel Treasuy Biks wihn the
oed gopoowed debt odings. Treasuy
Bk mmedy cay abw e o neeg
buttheyprovideanopportunityfor
temporaryabsorptionofliquidfunds
pendinginvestmentinlonger-term
s

The necessaly  douiars oMg efed D
these measures Wl be ssued  shory.

28.Inrecentmonths, openmarket
operaions  of the RBl, bah twough outight
sdes of Govemment Secuiies  and repo and
reverserepooperations have gained
considerable momentum. The primary
doedve o these operdions B O absob o
povce  oudly n te makg, tough under
cefain droumsiances, repos have aso  been
wd b sgd dages nneed @ies kB
proposedtousebothfixedinterestand
audion besed repos,  as gopropriEe. Futer,



502 Reserve Bank of India Bulletin

n addion © te aret treedy adu-
day repos, RBI wil in due couse use one-
cay repos  (nduding e 1epos) b absob
O nise)  iudy o te sseEm

DepositandlendingRates

29.0nthedepositsside, baningthe
domesic savings and FCNR(B) deposis,  al
oher rates are aready free. In respect  of
lending rates, banks are free 0 determine
ter lendg e for bans aboe Rs2 Hh
Bdowv tis amout, thee B a Spukbion thet
loansuptoRs.25,000shouldcarryan
interest  rae of 12 per cent per annum, and
for loans between Rs25000 and Rs2 lakh,
therateshouldnotexceed13.5percent
per anum. £ s poposed O povde  greater
freedomtobanksinrespectofseveral
aspeds of ther  depositending Operations
as dons

® The minimum period of maturty of term
deposis  wil  be reduced from 30 to 15
days. (As mentioned above, the
minimum lockirperiod for  Cettiicates
ofDepositandunitsofMoneyMarket
MutualFundsisalsobeingreducedto

15 days)

® Bankswillbepermittedtodetermine
theirownpenalinterestratesfor
prematurewithdrawalofdomesticterm
deposis.  This wil appy in respect  of
fesh and renewdl of deposiss. Banks wil
ensurethatthedepositorsaremade

anare o the appicable  pend rae aong
wih the depost rae.

® Bankswillbepermittedtodetermine
theirownpenalinterestratesfor
prematurewithdrawal ofNREdeposits
as n the case of FCNRB) deposis.  This
eeaion W gy n resped o fesh
and renewal of deposits and depositors
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would needto beinformed of the

apcbe  prd

® Athouwgh et r@es ondomesic tem
depositswerederegulatedin1997,a
restrictionwasimpasedonbanksthat
they mustofferthe samerate on
deposits of the same maturity
irespedive o te sz2 o suh deposis
In response O representations received
frombanks, thisrestrictionisbeing
removed and bark boards wil  henceforth
by domnte picy n ts regad

® |n oder o remove the disincentive o
the flow of cedt to smal bomowings
beov Rs2 Bk, insead of presaibing a
gedc e uiony for d bais it B
being  stipulaied that the nerest  raes
onloansbelowRs.2lakhshouldnot
exceedthePrimelLendingRate(PLR),
whch 5 awaidbe D the best bomones,
of the concemed bank

® Alladvancesagainsttermdeposits
soud bea anneret @ eqd © PR
a bes

The effiecive daes of the above changes
willbeannouncedbybanksasearlyas

poste

30. At present, banks are pemited to
ke FCNR(B) deposis  at rates nat more then
LIBORswap raes. The recent  intemational
developments  have reiterated the problems
ebed © dotem eerd  Bies ad
large unhedged postions  of corporates  in
someofthe EastAsiancountries.Even
though such Ebiies ae vy lw n Inda
atpresent, RBlwould seektofurther
encourage the banks to mobiise  longtemm
tem © modke  shotem  deposis. t hes,
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® TheinterestratecelingonFCNR(B)
deposis  of one year and above wil be
increased by S0 bass ponts and thet on
suchdepositsbelowoneyearwillbe
reduced by 25 bass points.

® Banks Wl bepemited t fix ther own
overdueinterestratesinrespectof
FCNR(B)andNREdeposits,subjectto
these deposis being renewed.

® Aspat of risk management, banks wil
be advised to monitor unhedged
epoeues o ter dens bybudg i
adequate risk evaluaion  procedures  in
ther oedkt gopasd  ssEM

Theeffectivedatesinrespectofthe
changesintheratesonFCNR(B)andNRE
Oeposis Wil be announced by banks as eatly
as possbke

Vabaion o Banks' Investmenis n Agoroved
Ses

3L In Api 1992, RBI had advised the
bankstobifurcatetheirinvestmentsin
approvedsecuriiesinto’ permanentand
aurert cegoies ad keep it ks ten
Dper ot of her nesmes  n ‘ot
caegoy fom the accouning — year 1992-93.
Ower tme, te raio of curent invesiments
hasbeenincreasedto60percentofthe
approvedsecuritiesfor1997-98. These
measures have been put in pace wih aview

toadoptingprudentaccountingstandards
andtomovetowards“markto market”

vauation  of the investment  portfolio. In
oder b ootiue wih te tend, i has been
dedded that banks shal dassfy  a minmum
of 70 per cet o ther  secuiies as aurent

investments  for the year ending March 31,
199 It 5 nended © hoease te @io  of
curent  investments  in approved  securities
progressivelytol00percentinthenext
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threeyears. Thiswillbeinlinewith
nemaionel best pracie
Advances aganst Shares b Indvidlials
R Asper aurent  reguiaions, banks ae
doned O gat adaes agangt  shares ad

debenturestoindividualsformeeting
contingencies and needs of persona  nature

o for sbsadbng O s o newssues o
shares/debentures subect to acelng of
Rs.10lakhperborrower.Banksarealso

requiredtomaintainaminimummarginof

50 per cat for advances against shaes.  The
t has been decded 10 incease the celing
o RS20 bh if the advances ae seaured by
dematerialisedsecurities. Theminimum

margin - prescription aganst  dematerialised
shares also sands reduced to 25 per cent

Qe Dehery

33. The importance  of accelerating the
bv o cedd D agiouud sdr ad srd
e industres, n paiokr, can hady be
overemphasised. Whiletherehasbeena
Substantel and weoome noeese 0 the oA
voume of credt fowing to these sectors
oer te yeas tee B apecegpion  ta te
ime @ken by banks n sandonng  cedt
toolongandproceduresarecomplicated.
Inordertoexaminetheproblemsfacedby
theborrowers,inDecember1997,theRBI
had set up two one-man committees
(consisting of Shri.R.V.Gupta and
ShiSLKaour or agiodue ad ard sae
wererequestedtovisitbankbranchesin
Skded s ad get afedoak dedy
fom boroners  as wel as professionals in
thefield. TheCommitteeonAgricultural
Cedt hes recenty submited s repot  and
the Commitee on Smal Scae Industies is
epeded D sbmt s repat N te net few



504 Reserve Bank of India Bulletin

days.
% h eyped o agiodud et t B

proposedtomake several procedural
modiicaions n te gt o the Commiecs
recommendations. Theseincludegreater

edly addoein  © te bdg  beis
n mates of oolaerd, magn,  secuiy,
dispensationof‘noduescertificates”,

introducion o acompose cash aedk it
tocoverthefarmers’production, post-
harvestandhousehaoldrequirements, etc.

The Indan Banks' Associaion s also  being
requesed t© wok out smpiied appication
foms for  agricuitural loans, and banks are
beingrequestedtodelegatesufficient

powers to ther branch managers. Necessary
agubs W besed doly b B epedd
that these pocedud ipoemens Wl kead
O a substanta redudion in paper wok and
smpiy te devery mechansm for fow of
credittofarmers. Thoserecommendations

ofthe Committeewhichfallwithinthe
purviewof State Governmentsorwhich

require  consideration by Cetd  Govemment
are being fowarded to them for necessary
adan

Prudertal  Nomms and Supenvision  of Banks

35.Animportantelementofbanking
sector refoms  has been the implementation
o the Bade Accod oncapid  adequacy wih
theimpositionofeightpercentcapital
adequacyratio. Similarly, prudential
regulationsonincomerecognition,asset
cdlassification and provisioning
prescribed. Thesemeasures,whichhave
been implemented in a phased manner, have
consderably  improved  the  reslience o the
banking systemandbanksarenowmuch
beter  capidlsed t 5 poposed 0 futher
stenghen  the exsing captal  adequacy,
income  recognition and provisioning nomns.
Spedic deacsos Wl betden n te gt

have been

June 1998

oftherecommendationsoftheHighLevel

Committee on Banking Sector Refoms under
the ChairmanshipofShriM.Narasimham.
TheCommittee,  interalia, hasalsomade
cetain  recommendations  for  strengthening
the dsdosure  and awding requiemens o
banksandfortransparencyinbanking
operations. TheReserve Bankattaches

particuiar impotance 0 these aspeds, and
t 5 poposed © moebonads Ul dsdosue
and tansparency N ine  wih  inemational
best padicess asealy as possoe

36. At present,  as mentioned  above, the
eposures  in respedt of shotterm  foreign
curency loans and for other cross-border
gperaions N case of Inden  banks ae quie
low.However,inthe lightofrecent
deveopments n East Asa, t s proposed D
futer deghen  te pudenid reguitions
tocoversuchrisks,keepinginviewthe
inemational best padices and our county
spedic  requEMENS.

RolesofBanksandDevelopmentFinance
e s O

37. h et yeas n mgor nemeiord
financal centes, there  has been a bumng
ofboundariesbetweendifferenttypesof
financialinstitutions,andthereisan
increasingtrendtowardsemergenceof
multifunctionalfinancialgroups. Non-
banking  instituions hae taken over banks
o ofered barking senices, just as banks
have enered  subsiantialy no  nortbanking
financal adivities. In Inda daso, © some
extent, this trend is evident and
representationsarebeingreceivedfrom
Eemedng insiuions aswd as baks for
harmonisingthe prevailingregulatory
requirements  applicable  to them in respect
of access to diffierent types of funds (eg
shotterm  deposis)  andor  obligations in
respedt of Saoy  Liguidly Requremens/
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CashReserveRatiosetc. Inorderto ® Credt Polcy Measures
deliberateontheseissuesandtomake

appropriaterecommendations,inDecember 39. In addion to the above measures,
1997, the Resenve Bark had set up a Woking which ae pimaly of alonger tem naue,
Group of Chairmen of some commercial it is proposed to intoduce the following
banks and development finance  institutions cedit  poicy measures. These measures are
undertheChaimanshipofShriS.H.Khan, subect to change duing the couse of the
Chaiman and Managing Director, Industrial year at short notice depending on
DevelopmentBankofindia. TheGrouphas developments  in domesic aedt and foreign

recerty  finalised ts recommendaions, and — exchangemarkets.
s ful repot s expected to be submited

S0, g BankRate

38.Theissuesinvolvedinmoving ® BankRateisbeingreducedbyone
towards the oconcept of “universal banking” percentage point from 100 per cent to
and aoshing  the disincion betnveen  barks 9.0percentwithimmediateeffect.
(whichareatthe heartofthepayment (Annexurelsetsoutrelatedratesof
system and the main repositoy of unsecured reed)
liquid funds from the public) and
developmentfinanceinstitutions(which, h Reace Lims or Bgofs
e aa , e adpoike bg em udyg
forindustrialandotherprojects)are ® PBot cedt rrihance Wl be restored
fundamental.  This is particulary soin a to 100 per cent (nstad of presert 50
devdopng ooty ke Inda where det ad per cenf) of the noease i oustanding
securities makets are not fuy developed epat oedk egoe  for e ower
andwhere financing of development the level of such cedt as on Febuay
poeds  paiobdy fasiudue poeds 16, 1996, wih efed  fom the fortnight
presents special problems. Recent beginningMay9,1998.
eqeience N East Asa hes a0 madet  dear
thatacleardistinctionneedstobemade 0 Rae o et on BExorts
betveen acess o benksinancel indiuions
toshorttermcross-borderfinancingand ® Interestrateonpre-shipmentexport
otherformsoflongtermfunds. Keeping cedit  up to 180 days is being reduced
these considerationsinview,andin fom the exising 12 per cent to 11 per
consuiiaion wih Goemmert of Inda, & B cent wih immedate effect
proposed to prepare a ‘Discusson  Paper’,
whichwillcontainReserveBank'sdraft ® heed 1B ape mies eEake
poposas  for bingng about geater  daiy from Governmentcovered by ECGC
n te expedve e o baks ad fnandd guaranteeinrespectofpre-shipment
instiuions ad for gegr hamonsgion o creditupto90daysisbeingreduced
fediies and ddgglions gk © tem fom the exising 12 per cent o 11 per
Ths paper wi a0 ke o account those cent wih immediate  effect
recommendations of the Narasimham (Ve Amere )

Committeewhichhaveabearingonthe
issues considered by the Working  Group. 40 A oher aedt poicy messues Wl
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connue  as before. As mentioned  earfie, O eadig daundaes LB do daiEd e

farasthe CRRisconcemed,nochangeis changes n the Bark Rate, Repo raes, aooess
beingannouncedatthispointoftimeas torefinance,andothermeasuresmaybe
iquicity condions  ae quie  comfortabe. announced fromtimetotime, and not

Futher changes in CRRwould be announced neessaly  a te e o te bamA ek
dung the ocouse o the year h the gt of pokcy  Saemens.
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