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REPORT OF THE STUDY GROUP II 

Subject: "The Gxtent to which credit needs 
of industry and trade are likely to be inflated 
and how such trends could be checked". 

I. INTRODUCTORY 

The NationR.l Credit Council, at its meeting held 

on July 24, 1968, decided to set up five study groups to 

examine specific issues pertaining to the work of the 

Council. Our Group was constituted on the October 11, 1968 

to examine "the extent to which credit needs of industry 

and trade are likely to be inflated and how such trends 

could be checked n • The members of the Group B.re B.S under: 

1. Shri V.T. Dehejia, 
ChR.irman, 
state Bank of India, 
Bombay. 

Chairman 

Member 2. Shri N.M. Chokshi, 
ChRirman , (Upto June 25, 1969) 

3. 

4. 

5. 

6. 

7. 

8. 

Bank of B aroda Ltd., 
Bombay. 

Shri R.B. Member Shah, 
Chairman, (Since June 26, 
United Commercial Bank Ltd. , 
10, Brabourne Road, 
CalcuttR-l. 

shri R.R. Norarka, Member 
24B, Carmichael Road, 
Bomba::t::-26. 

Shri P.N. DhFU' , ,* 
Director, 
Institute of Economic Growth, 
University Enclave, 
D§lhi-7. 

shri R. Venkataswamy Naidu, II 

'Kamala Nilayam', 
Peelamedu, 
Coimb~tore. 

Shri M.P. Chitale, " 
PoonawB.di, Hindu Colony, 
167-C, Dr. Ambedkar rtoad, 
Dader, Bombay-14. 

S hr i A. B aks i , ConYener 
Deputy Governor, 
Reserve Bank of India, 
BombaY· 

1969) 
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We had our first meeting on November 5, 1968 to settle the 

lines on which our preliminary enquiry should proceed. In 

accordance with the decision taken in this meeting, a 

questionnaire was sent to 15 major banks in the country 

which accounted for about 80 per cent of the total advances 

of all scheduled commercial banks (~nnexure I). The second 

meeting of the Group was held on February 13, 1969 and the 

third meeting on March 10, 1969; on both these occasions, 

the subject assigned to the Group was discussed generally 

in all its aspects and certain broad and tentative con­

clusions were arrived at. The Chairmp.n of the Group made 

availpble to the Vice-Chairman of the N~.tional Credit 

Council in its m~eting held on March 26, 1969 at New Delhi, 

a brief note indicating the main lines of thinking of the 

Group as they emerged in these meetings. The fourth and 

the fifth meetings of the Group were held on July 25, 1969 

and August 27, 1969, respectively for discussing the draft 

!leport. The finAl Heport was signed by the members of the 

Group in the first week of September 1969. 

We record with deep regret the sad demise on June 25, 

1969 of our esteemed colleqgue Shri N.M. Chokshi who had 

render(~d valu::lble assistance to the Group in its discussion 

but could not go through this rteport. Shri R.B. Shah, 

Chairman, United Commercial Bank was kind enough to accede 

to our request to join the Group in the vacancy caused by 

the death of Shri Chokshi. 

2. To facilitate a study of the subject in the right 

perspective, it was considered necessary at the outset to 

examine the trends in bank 
Gap between investment and 
voluntary savings and bank 
credit and bank doposits 

credit in reoant years 

against the background of 

dovelopmonts in the economy of the country, the framework 

of the credit policy of the !leserve Bank of India and the 
••• 3 
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pattern of distribution of commercial b~nk credit according 

to sectors. ur~er the progrRmme of planned development in 

the country, voluntary domestic savings, together with 

external aid and utilisation of our balances abroad generally 

lagged behind aggregate investment resulting in size~ble 

budgetary deficit. The imbRlance between investment and 

voluntary savings bec~e wider between 1965-66 and 1967-68, 

following acute drought conditions in two successive years 

and the consequent fall in agricultural output and the 

slackening rate of rise in industrial production, apart 

from the general declin0 in the rate of investment in the 

economy. Although the position in this regard in 1968-69 

was better, the need for harnessing the ~vailable resources 

to productive activity by an increase in the level of invest­

ment in conformity with the targets set out in the Fourth 

Five Year Plan is paramount. As short-term bank credit in 

India finances inventories to a large extent, the rising 

trend in prices until 1967-68, apart from entailing changes 

in the level of stocks with industry Rnd trade, ~.lso 

aggravated the demand for credit. The level of scheduled 

commercial bank credit as at the end of M~4rch 1969 (Bs.3370 

crores) was more th~n twice that in March 1963 (~.1588 crores). 

Moreover, in recent yeprs nt')t bank credit to the privrotte 

sector. has been a significant factor in the expansion of 

money supply; in the busy season of 1966-67 and 1967-68, 

net bank credit to the private sector formed 78% ~d 76% 

respacti vely of the growth in mcney s urrrly with the public. 

The proporticn, however, declined to 43% in 1968-69 partly 

on account of a relatively faster growth in time deposits 

with scheduled commercial banks. ( (statement I) 

* Financial assets of banks (banks' advances and holdings 
of prive.te securities) minus banks 1 time deposits. 

• •• 4 
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TABLR I 

Scheduled commercial banks - Trends 
in deposits and credit 

(Rupees in crores) 

-
Year 

(April-March)@ 
Expansion 
in deposits 

28% of • 
deposits 

Net •• Expansion 
deposits in bank 

1963-64 

1964-65 

1965-66 

1966-67 

1967-68 

1968-69 

credit 
(1) (2) (3) (4) 

(1 - 2) 
243 68 175 228 

298 83 215 217 

367 103 264 254 

475 133 342 404 

432 121 311 339 

472 132 340 338 

@ Based on last Friday figures. 

• In terms of Section 24 of the Banking Regulation 
Act, 1949, banks are required to maintain 28 per 
cent of their deposit liabilities in the form of 
liquid assets comprising gold, cash, balances 
with Reserve Bank of India, balances with other 
banks on current account and approved securities. 

** On the basis of minimum liquidity requirements 
in respect of accruals of deposits for each year. 

Taking the financial year as a whole, tha growth in bank 

credit was at ~ faster pace than the accrual of deposits 

availRble with the banks for financing cradit with the 

exception of 1965-66 and 1968-69. In 1968-69, the surplus 

of net bank deposits over bank credit WRS nominal owing 

partly to the continued stagnancy in the level of public 

and private investment, the consequent continuance of 

recessionary conditions in certain industries and the 

absence of any marked expansion of credit in this year. 

The gRP in scheduled banks' resources is markedly reflected 

only during the busy season of the year (November-April). 

This gap is made good by their recourse to short-term 

borrowings from the Reserve Bank, this reliance being 

very large for some banks, their aggregate peak level 

• .• 5 
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borrowings forming as much as 25% to 30% of their expansion 

in credit during the busy season. 

~LE 2 

Scheduled commercial banks - Trends 
in Deposits, credit and borrowings 

from Reserve Bank of India 

(Rs. in crores) 

------------------------------------------------------------------
Year Expansion 

in deposits 
in the busy 
season 
(November-

28% of 
column 

Net de­
posits 

(column 
2 - 3) 

Expan· Borrow- Peak level 
sion in ings from of borrow-

(2) bank the ings from 
credit Reserve the 

April) 
Bank(busy Reserve 
season Bank 
average) 

1. 2. 3. 4. 5. 6. 7. 

1963-64 

1964-65 

1965-66 

1966-67 

1967-68 

1968-69 

85 

1<:::6 

214 

169 

220 

307 

24 

30 

60 

47 

62 

86 

61 

76 

154 

122 

158 

221 

376 

407 

309 

426 

508 

413 

41 

78 

36 

50 

42 

8·4 

107 

164 

107 

140 

148 

242 

3. Recourse to centrq1 bank credit by the commercial 

banks is no doubt a necessary element in the expansion of 

seasonal bMk cr.Jdit, but it is essentiR.1 that to the 

extent possible its volume and duration are kept to the 

minimum. One way of achieving this objective is for 

scheduled commercial banks to take further steps to mobilise 

deposits to the maximum possible extent; they have already 

moved in this direction by opening 664 branches - the 

largest number in anyone yep-.r so far - in 1968. Another 

Study Group set up by the National Credit Council has 

already examined the is sue of depos it mobilisation by banks. 

This Group is of the view that the role of banks as credit 

purveyors cannot be divorced from their role as deposit 

• .. 6 
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mobilisers p.Jld that the expansion of credi t, its wider 

dispers~l Rnd the spread of the banking habit are 

essential aspects in the process of deposit mobilisation. 

It is pertinent, so far as our study is concerned, to 

assess the measures which PYG necessary to keep the level 

of short-term bank credit broadly in ~lignment with the 

short-term credit requirements of industry, trade, agri­

culture and other sectc;rs of the econcmy as also the 

magnitude of deposits flvailable for credit expansion. 

4. A brief referonce m~y be m~de at this stage, to 

the various forms in which scheduled commercial banks extend 

Forms of bnnk credit 
in India 

short-term credit. The ferms of 

credit extended by b~nks to 

industry and trade differ qS bet,.,een countries, largely due 

to certein historical factors as also the stage of develop­

ment of the country. In the U.K. and some countries follow-

ing U.K. practices as well as in several European countries, 

the system of overdrafts prevails to a considerable extent, 

while in the U.S.A. credit is provided entirely by way of 

loans and bills. In France, credit usually takes the form 

of negotiation of bills. In Belgium, roughly one-third of 

all short-term lendings is by ,.,ay of overdraft ~d the method 

of short-term financing through discounting of bills has 

developed substantip,lly. The Indinn banks have generally 

followed the practices of British banks. ~s on April 25, 

1969 about 70% of total scheduled banks I finp ..... '1.cial assistance 

comprised cash credi t C'.Ild overdrafts, about 10 per cent loans, 

about 15 per cent inland bills purchased rold discounted· 

and about 5 per cent fcreign bills purchased and discounted. 

The relative importance of bills - which are self-liquidating 

in nature - in the composition of bar~ credit differs from 

country to country, partly due to the relative importance ._-_ ... - ---
• Includes usance bills converted from cash credit account 

for the purpose of borrowings from the Reserve Bank of 
India under the Bill Narket Scheme. • •• 7 
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of internal and international trade and partly to the 

pattern of financing of trade transactions. In Jqpqn, about 

one-third of the commercial banks I credit is constituted by 

bills discounted, while in France the relative proportion is 

as high as 75%. 

5. The ability of scheduled cornnerci,ql banks to extend 

credit to industry, trade and other sectors in the economy 

Reserve Bank's credit 
policy 

is conditioned by the overall 

credit policy of the Reserve 

Bp~k of India. In the context of the rising demand for bank 

credit in relation to bank deposits, the Reserve Bank has 

been following a policy of controlled exp?nsion of credit. 

This policy is designed to ensure bro,qdly that genuine 

credit requirements of industry and trade are adequately met, 

while at tho same time restr,qint is exercised on the Use of 

bank finance for a speculntive build-up of certain commodi­

ties and ,qrticles in short supply. Special concessions 

form part of the regulati on so as to induce the flow of 

credi t to priority sectors as determined from time to time 

in the light of the changing economic conditions. The 

technique adopted for this purpose has been to regul~te the 

cost and availability of credit to the scheduled commercial 

banks from the Reserve Bank insofar as working capital 

requirements are concerned* and from the Industrial Develop­

ment Bank of India in respect of term loans. Under the 

scheme of selective credit control, advances against commo-

ditios in relativf; short supply are regulated through 

* This took the ferm of a system of quotas for individual 
banks depending 021 their own resources and slab rates 
based on the extent to which the quotq is exceeded for 
borrowing purposes by the individual banks. This remained 
in force from October 1960 to September 1964. Since then 
it has been substituted by a system of net liquidity 
ratio, which determines the rate at which each scheduled 
bank can borrow, subject to ccrtain concessions in respect 
of loans to priority sectors. 

. .• 8 
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prescription of minimum margin and/or ceiling limits on 

RdvBnces against them. By I3!ld large, the Reserve Bank 

endeavours to control the total supply of bronk credit to 

the economy, the shB.re of different sectors and the indi­

vidual corporate and other borrowers in each sector being 

left to the discretion of the individual banks. In 

November 1965, as a part of its policy of regulatlon of 

bank credit, the Reserve Bank introduced a scheme for 

"credit authorisation" under which individual loan proposals 

of scheduled commorcial banks which involve Rggregate credit 

limits in excess of Rs.l crore are required to be referred to 

the Reserve Bl3!lk. The Bank examines the proposals primarily 

from the point of view of the purpose served by the limits; it 

seems to have relied on the generp.l indications c,f the 

scheduled commercial banks that the bulk of the credit 

requested for by borrowers was intended for financing their 

inventories and receivables. 

6. It may be relevant at this stage to analyse the 

pattern of distribution of credit amongst the various sectors 

by the scheduled commercial 
Pattern of distribution 
of bnnk credit banks. It would be noticed 

from statement II that credit to the industrial sector as 

on March 31, 1967 accounted fer roughly two-thirds of total 

scheduled bank credit. The proportion of credit to industry 

to total bank credit hAS shown a steady increase in recent 

years, the average incrementRl ratio since 1961 being nearly 

77%. On the other hand, the share of advances to commerce 

declined steadily from 36% in March 1951 to 29% in April 1961 

and further to 19% in March 1967. Out of the total credit 

extended to industries, agro-based industries had the 

••• 9 
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following share:-

Cotton textiles 

Juto m~nufactures 

Sugllr 

Vegetable oils 

15% 

5% 

6~ 

2.7% 

and the more modern industries accounted for the following 

percentages: 

Engineering 

Iron ~d Steel 

Mining 

Chemicals, pharma­
ceuticals, dyes and 
drugs 

Paper 2.5% 

Both these categories between them accounted for about 

three-fourth of total industrial credit (statement III). 

The bulk of the advances to commerce (91%) went to whole­

sale trade, the share of retail trade being 9%. 

7. The CorporatG sector (excluding Government companies) 

claimed nearly four-fifth of scheduled commercial banks' 

industri~l advances as at the end of March 1967, while 

partnership and proprietory concerns, etc. accounted for 

more th~n two third of the advances to cornmerce. The share 

of state-owned and Stage-managed concerns ~as relatively 

small at 6~ in industri al adv p..l1ces and 4.5% in commercial 

advances which compares with the respective share of 4.2% 

in 1961 and 3.2% in 1965 (Statement IV). 

8. Ag~inst this bAckground, we fillY now turn to an 

examinp.tion of the possible scope for "inflation of bank 

credi ttl to industry Md commerce. Since the bulk of bank 

credit is short-term our enquiry would ~e primarily concerned 

with the "inflation" of short-term bank credit. The credit 

needs of industry or co~erce mpy be considered to be 

inflated or they may be reg.8.rded to hqve received credit 

••• 10 
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in e«cess of their genuine requirements, under various 

situations given below: 

(i) If over a period of ye~rs, the rise in short­

term credit is found to be subst~n tially higher 

than the growth in industri~l production; 

(ii) If the rise in short-term credit is appreciably 

higher than the increase in inventories; 

(iii) If there is a diversion of short-term bank 

borrowings for building up of fixed assets or 

other non-current assets such as loans and 

investments; 

(iv) Double or multiple financing of stocks; 

(v) If the period of credit is unduly lengthened. 

It is proposed to examine this problem from these various 

aspects on the basis of dp.ta available with us. 

9. ~dvances to commerce or trade do not now form R 

significant proportion of totRI bank credit. We may deal 

Bank credit to commerce 
or trade 

with this sector to start 

with and find out whether it 

had obtained excess of bank credit, before taking up the 

more important matter of credit to industry. It has, 

however, not been possible to m.!'l.ke a study of the trends 

in bank credit in relation to the level of inventories 

with trade, because the balance sheets of comp~nies engaged 

exclusively in trading are not readily available, and more­

over, as stated earlier, a large proportion of bank credit 

to this sector goes to proprietory and partnership concerns. 

Further, the data on b?nk advanc8S to I commerce I obtained 

by the Economic Depa.rtmcnt of the Reserve Bank of India 

COver not only advances to trade against inventories but 

also credit for movement of goods within as well as outside 

the country i.e. finance for interna.l and externe.l trade • 

• • • 11 
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An analysis of the data for trading companies (included in 

the study of company fin~nce c cnducted by the Reserve Bank 

of India) shows that the r8.tio of bank borrowings to inven­

tory which h8.d risen from 52% in 1960-61 to 74~ in 1965-66 

came down to 68% in 1966-67. 

TABLE - 3 

Trading Companies 

Ratio of bank bcrrowings to inventories 

Years Percentage Ratio 

1960/61 52 

1961/62 58 

1962/63 64 

1963/64 60 

1964/65 63 

1965/66 74 

1966/67 68 

Note:- Based on the studies of medium pnd large non­
Governmen t non-financip.1 pub lic limited compa­
nies mado by tho aeserve Ba..'1k of India. Data 
from 1960-61 to 1964-65 related to 74 companies 
and for 1965-66 and 1966-67 to 80 companies. 

As a sequel to tho Directive issued by the Reserve B~nk of 

India in October 1966 stipulating that the maj or Indian 

scheduled banks and foreign banks should e~rmark at least 

80~ of their seasonal credit expansion in providing credit 

to industry and/or against export/impc1rt bills, there was 

in absolute terms a considerable slowing down in advances 

to commerce between March 1966 and M~.rch 1967. Thus, the 

rise in scheduled commercial bank advances to commerce 

between M8rch 1966 and March 1967 was only ~.25 crores as 

compared to R~.129 crcres in the precGding year. 

10. An attempt is also made to study broadly the 

expansion in bank adva..Tlces to trade in relation to the 

incre8.se in value of production in two groups of commodities 

••• 12 
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it being assumed thfl.t advances to trade in these commodities 

would rise proporticnately to the growth in their prodUction. 

11. The following table sets out the relevant datt=\ for 

traders engaged in wholesal€ trade in (a) chemicals, dyes 

and ~harmaceuticals and (b) textiles (Cotton, Jute and 

Woollen, etc.) 

TftBLE - 4 

(%. in lakhs) 

Commerce Advances AdvF.1.nces Level of Advances 
as on RS on as in column (2) 
March 31, March 31, adjusted to percen-

1963 1967 tage rise/fall in 
industrial production 
and prices during 
1962-63 to 1966-67 

Rs. Rs. Rs. 
(1) (2) (3) (4) 

Chemicals, dyes, 820 13,39 13,89 
paints and pharma-
ceuticals 

Textiles 8540. 99,44 105,44 

It would appear from the above data that there Was no excess 

credit to trade engaged in chemical products and textiles. 

This I!light be assumed to h(1ld ,:;;ood for most other commodities. 

Though the Reserve B ankf s Directive of October 1966 was wi th­

drawn in April 1967, its restraining influence still appeared 

to persist. lv10reover, the selective credit controls which, 

in the last 5 years c07ered foodgrains, sugp.r, raw cotton, 

raw jute, oilseeds and vegetable oils would have had an 

impact on the level of credit to trade. 

12. In view of the dominant shPcre of industry in the use 

of bank credit (vide paragraph 6), it would be worthwhile, 

for purposes of illustration, 
Expansion in b 3nk credit 
to industry in excess of 
.£Ytput 

to study in greater depth the 

magnitude and composition of 

creGi t to industry in relation t(1 its overFl.ll requirements 

as also the corporate borrowers in this sector. In a 

situation of r~pidly expanding industrial capacity ~d 

••• 13 
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production witnessed, especially during the first h~lf of 

the current decade, industry required increAsing amount of 

working cApi tal as also funds for p.cquiring fixed assets, 

etc. The needs were enlarged further by the rise in prices 

which char~cterised this period. Inventories constitute 

the main i tern of current assets tco which credit is generally 

related by banks in India. Over the PRSt few years, industry 

appeared to have practised a fairly stable inventory 

beh~.viour as is reflected in the generally constAnt 

inventory/s~les retio (vide table below). 

1960-61 

1961-62 

1962-63 

1963-64 

1964-65 

1965-66 

1966-67 

TABLE - 5 

Percent~ge Ratio of 
Inventory (of raw 
materials, finished 
goods and stores) to 
________ sal~e~s ______ _ 

30.6 

30.8 

30.5 

28.9 

28.9 

29.7 

31.9 

Note: Based on the studies of medium and large non­
Government non-fin~ncial public limited companies 
made by the Reserv:; Bank of India. Data for 
1960-61 and 1965-66 relRted to 1242 comp~nies 
and for 1966-67 to 1402 ccmpanies. 

It might, therofore, be ex~ected th~t ~n increase in bank 

credit to industry Over the past few years should broadly 

ccrrespcnd to the rate of grcwth in the value of industrial 

output. The following tR.ble shows the correlntion between 

bank credit and total industrial production during 

••• 14 
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1964-65 to 1966-67:-

T.ll.BLE - 6 

Percentage increase over 
1950-61 in the value of 
industrial output at 

Percentage increase over 
1950-61 in bank borrowings 

by industry 
current prices 

1964-65 1965-66 1966-67 1964-65 

81.0 

1955-66 

121.5 

1966-67 

163.3 50.3 90.7 109.6 

Note: The figures of bank borrowings by industry include 
those against stocks-in-process and fixed assets. 
Figures of industrial outrut, on the other hand, 
do not reflect the changes in stocks-in-process 
of industrial units. Despite these differences in 
the coverage of b~.nk creeli t on the one h~ncl and 
industrial output on the other the data are generally 
indicative of the broad maRnitude of changes in 
bank borrowings in relaticn to changes in industrial 
output. 

13. It is evicent fr8m the above table that bank credit 

expanded during this period at a higher rate than the rise 

in industrial output valued at current prices. This would 

alsO be corroborated by the available data on invenotires 

in relation to short-term bank credit. It will be seen 

from the following table thRt between 1961-62 and 1966-67, 

the rise in the value of inventories with industry 1vas 80% 

whi18 the rise in short-term bank credit vTaS as much as 

13056. The rati 0 of short-term bank borrowings to inventories 

went up from 40% in 1961-62 to 52% in 1966-67. 

• •• 15 
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TABLE - 7 

Year Inventories short-term bank Ratio of 
(R~. in crores) borrowings (2) t r . (1) \.' 

(1) 
(Ils. in crores 2 

(2) (3) 

1001-62 815 330 40~ 
(estimated). 

1966-67 1466 76C@ 52% 

~ rise 80;6 130;6 

Note: These data are based on the stUdies of medium and 
large non-Government non-financial nublic limited 
ccmp<=mies, made by the Reserve Bank-of India. Data 
fer 1961-62 related to 1242 compRnies and for 
1966-67 to 1402 companies. 

• Total term loans (including short-term credit 
rolled over by prior agreement) as revealed in the 
Survey conducted by the Economic Depprtment of the 
neserve Bank of India as at the end of April 1962 
amounted to Rs.I03 crores. The 1242 comoanies 
covere0. here would account fer about 75~ of the 
paid-Up ca)ital of non-Government non-financial 
public limites companies. The figure is adjusted 
for term loans. 

@ Total term loans by banks to industry and trade as 
at the end of March 1967 amounted to Rs.194 crores. 
The 1402 companies covered here accounted for 80~ 
of tho paid-up capital of non-Government non­
financial companies; the figure is adjusted for 
term leans. Thus the figures of bank borrOwings 
relate tc! short-term credit and against the security 
of stocks ?nd stores. 

14. In the light of the figures mentioned in the fore-

going three paragraphs, there would seem to be good reason 

to believe that, in the absence of specific restrains, there 

was a tendency on the part of industry generally to avail 

itself of short term credit from banks in oxcess of the 

amounts based on the growth in production and/or inventories 

in value terms. 

15. The pattern of credit to industry in excess of the 

amounts based on the ~rowth in production indicated above, 

no doubt, reflected the overall or the ~ggregate position. 

An attempt has been made to show approximately the rise in 

bank credit to certain specific industries between 1963 and 

1967 in rel::l.ti on to the rise in their output valued at 
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current prices (vide statement V). The figures of excess 

or shortfall in bank credit shown in column 8 of the 

statement are not to be t/1.ken as a precise measure but only 

as indicators of the direction ~d magnitude of the change. 

In particular, it is appreciated that demand for bank credi t 

at any pOint of time even from units of the same size in the 

same industry would not be identical, the variations being 

dependent, apart from their relative efficiency in the 

m~~agement of funds, uron the availability of other sources 

of finance. Also, aggregate bank credit as on a particular 

date, instead of average credit over a period of time, cannot 

bo a reliable guide for drawing firm conclusions; besides 

seasonal factors would also distort the picture to some 

extent. As it has not been possible to make B study of this 

aspect on the basis of available data, the figures furnished 

in this statement p.re designed tc. assess the extent to which, 

on the supply side, the flow of bank ~redit kept pace with 

the growth in production as between different industries. 

Subj ect to these qualifications , it would ~.ppe::tr frem these 

figures that several industries, particularly those in the 

traditional group, seemed to have obtained credit from banks 

over and above the rise in their "(,roduction, the t extra t 

credi t being particulRrly evident in respect of each c·f the 

follo\.ring: iron and '3teel (Rs.51 crores', cotton textiles 

(~.25 crores), coal cining (~.18 crores), chemicals, drugs 

and pharmaceuticals (Rs.12 crores', fertilisers (R~. 9 crores) 

and jute textiles(~.8 crores). It would also be evident 

from the tRble below that in respect of several industries 

(including cotton textilos, jute textiles and engineering), 

there has been an increase in the ratio of bank b0rrowings 

to inventories during the period 1962-63 to 1966-67, the 

rate of increa!3e varying as between different industries • 
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TJ.BLE - 8 

B~nk Borrowings/Inventc)ry ItA-tios in Selected 
Industries (1962-67) based on balance sheets 
covered in the Reserve Bank c;f India Study. 

Industry Percentage Hatio of Bank Borrowings* 
to Inventc'ries 

1~2-63 1963-64 1964-65 1005-66 1966-67 
-------- ------- ------- ------- ------- -------

cotton textiles 60.5 63.4 65.5 72.8 73.9 
(256) 

Jute textiles 60.6 67.5 76.5 75.2 78.9 
(54) 

Sugar 57.8 48.8 53.8 60.8 64.3 
(82) 

Engineering 47.4 47.5 48.2 51.4 57.6 
(187) 

Chemicals 64.7 69.6 72.5 71.1 64.8 
(91) 

Cement 63.8 74.1 83.1 72.5 54.5 
(16) 

Paper and Paper 46.1 57.1 76.8 87.2 93.2 
Products 

(20) 

Jll1 Ma.nufacturing 52.8 53.2 56.2 59.4 61.2 
Industries 

(1054) 

Note: (1) Figures are based on Study Cif Company Finances 
published by the Reserve Bank of India. 

(2) Figures in brackets indicate the number of 
companies. 

* Bank borrowings include term l()~ns also. 

16. It is eV'ident from the preceding paragraphs that 

both in the aggregate and according to the industrial 

classification, the rise in bank credit in recent years 

was higher than the rise in c1utput/inventories of certain 

industries. To examine this issue in depth, a further study 

has been made of the distribution of bank credit among 

individual corporate borrowers in two industries, viZ. 

cotton textiles and chemicals, pharmaceuticals and medi­

cines (both of which show a hif,her level of bank credit) 
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(vide statement VI). These figures are also subject to the 

same limitations as are referred to in the preceding para­

graph. Here again, it is obverved that quite a number of 

individual cotton textile units as ,yell as the units in the 

pharmaceutical and chemical industries appe~red to have 

obtained short-term bank credit in excess of the growth in 

their production. 

17. The above analysis would thus bear evidence that a 

certain number of units in specific industries received 

oradi t from scheduled commerci al banks in excess of the 

increase in the Value of their industrial cutput and/or in 

the level Of their inventories. We m~'y now turn to an 

examination of the factors which might have led to this 

situ~tion. The questionnaire issued to the banks referred 

to earlier was, inter alia, intenced to find cut how far 

the lending policy and procedures (If commercial banks could 

have resulted in the sUP91y of credit in excess of the 

growth in production and/or inventory levels. 

18. In any consideration of the size of bank credit in 

relation to the requirements of individu~l borrowers, the 

Fixation of credit limits 
by b::tnks 

basis on wh1.ch banks fix 

credit limits ferms an 

important aspect; for this purpose, banks generally take 

into account several featuros cf the werking of the loanee 

c onc erns, such as prodUction, sales, inventory levels, past 

utilisation, etc. Tho prevalent practices of banks in this 

regard are so varied that there is reason to believe that 

within their ambit they were unlikely to prevent the emergence 

of excess demand for credit from c~rtain borrowers. For 

instance, somo banks do net take note of the credit enjoyed 

by the borrowers in the purchaso of ra'il! materials. Even 

as regards the minimum period required for the stocking of 

raw materials and finished goods, there are differences 
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between banks in their approach to what is considered a 

reason~ble level for units in the same industry. By and 

large, the schedulod banks are inclined generally to 

relate their credit limits to the security offered by their 

constituents but many do not anpear to make any attempt to 

assess the overall ~inancial positicn of the borrowers 

through a cash flow analysis ~~d in the light of such a 

study fix their credit limits. 

19. Banks also do not generally adopt a uniform method 

of valuation of stocks. The usual method for indigenous 

Basis of valuation 
goods is based on 'cost' or 

'market value' whichever is 

lower and for imported goods on landed cost. Even on the 

basis of 'cost' the amount of bank credit would differ for 

different producers, as their costs would normally vary. 

Where valuation is made on the basis of the selling price, 

it is the practice of banks to stipulate a higher margin 

to set off the element of profit. Banks usually relax the 

basis of their valu~tion, if they wish to facilitate the 

borrow8rs to tide over temporary difficulties or where the 

products enjoy a wide market. It would thus appear that 

the system of valuation per g does not constitute an 

important factor for the emergence of excess credit, 

although it may not rule out a few borrowers obtaining 

credit in excess of their needs warranted by the level of 

their inventories. 

20. Similarly, there appears ·tc be considerable diver-

gence in practicG as regards the prescription of margins by 

the banks. Some banks stipulate 
Margin requirements 

a 10wGr mA.rgin on pledge advancGs 

as against hypothecation of stocks, while a few others do 

notmakG this distinction. The margin on advances against 

raw materials ranged betweon 15 to 35 per cent, on finished 
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goods from 10 tc 30 par cent ond on stores between 30 to 

50 per cent. Most of the banks dc, not insist on a ma.rgin 

on bills. According to the replies received to our 

qUestionnaire, banks appeared to relax their m~.rgin require­

ments generally (a) in favour of small units, (b) on imported 

materials, (c) in favour of sick but viable units, (d) on 

imports covered by letters of credit, (e) on ex~orts under 

firm orders or letters of credit and (f) when large payments 

such as for payment of tax, bonus, etc. haye to be made. 

While the structure of differential rates of margin might 

possibly lead to different amounts of credit to borrowers 

against identical security, it does not necessarily follow 

(wi th the exception of a fe,., uni ts) that this practice by 

itself, resulted generally in ~1y excess credit to the 

industrial sector of the economy. 

21. The corporate sector, apart from borrowing from 

banks against their inventories, also discount with banks 

FinA.ncing of receivables 
their document~y bills or 

borrow against their book 

debts whenever they extend credit to the purchasers of their 

goods. This need for extension of trade credit by tho cor­

porate sector according to the banks, seemed to have become 

marked In view of the emergence of a buyers' market in 

certain lines of activity in the last year or so. This trend 

was aggravated, particularly in respect of engineering, 

textile and electrical industries in the last two years or 

SO following recessionary conditions in these industries. 

It has also been represented by banks that increasing sales 

by industry to Government Departments in recent times and the 

delay on the part of the Departments in settling their bills 

also resulted in a lock up of funds of industry in receivables 

and cons~uently increased their requirements for bank credit • 
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It is understood that while bills covering supplies to 

the Departments under the Defence Ministry are usually . 
settled within a reasonable period, bills drawn on 

civilian departments of the Central and state Governments 

are held over for a much longer period. Similarly, small 

industrial units have complained that bills covering their 

supply of components, parts and finished items to major 

industrial companies are also delayed for a long period, 

thus entailing an increased dependence on their part on 

bank credit. The available data, however, are incomplete 

to le~.d to any conclusion ~Thether or not the increase in 

trade credit by the corporate sector resulted in an 

increased demand for bank credit, as the analysis of 

company finance data does not present figures of "trade 

credi tit separately from "loans and advances". However, 

during the period 1965-66 and 1966-67, for ~Thich separate 

figures of sundry debtors are available, the corporate 

sector relied on credit from its suppliers for &.90 crores 

as against n.".52 crores of trade credit extended by it to 

its customers; on a net basis the corporate sector was a 

beneficiary of trade credit rather than a supplier. 

Thus, \\hile the item sundry debtor s showed a rise , it 

was not a contributory fa.ctor to the corporate sector t s 

larger borrowings from banks, as this rise was more than 

counterbalanced by the net trade credit from their 

suppliers for financing their inventories. 

22. We appreciatc th~t to the extent to which the 

period of the trade credit is unduly elon1ated, resources 

of banks get tied up fer unproductive purposes. It is 

Elongation of period 
of trade credit 

considered that even 

allowing for competition 

between the manufacturers, the period of trade crodit 
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should not normally exceed 60 days and in special 

circumstances 90 da.ys (this excludes the sales of capital 

equipment on deferred payment terms). In whatever form 

working capital credit is extended by banks, it should be 

possible for them to ensure that receivables outstanding 

for ~ore than 90 days are not financed by bank credit. 

In this connection, special reference must be made to 

the complaint against Government departments in regard to 

the inordinate delay in making payments to its suppliers. 

The payment of bills within the shortest pqssible time will 

be in the interest of the Government departments inasmuch 

as it would induce the suppliers to make adjuztments in 

their quotations which at present would be loaded to take 

into account the interest element and that too at a high 

rate covering the long delay in settling the dues. 

Government departments and publIc sector undertakings should, 

in fact set an example to private industries in clearing 

their dues wtthin a period of 60 days or 90 days. One 

possible way to discourage the undue delay in the settlement 

of bills by Government departments would be to arrange for 

the latter to pay interest on bills at a reasonable rate if 

they are not paid within 90 days after receipt of the 

bills (accompanied by approved inspection notes or such 

other safeguards as may be necessary for receipt of goods 

according to specification). 

23. In the present system of bank lending in India, 

certain types of crodit facilities can result in double 

or multiple financine of stocks. For instance, where credit 

facili ties are granted against 
Double or multiple 

financing receivables either by way of 

Documents a[,:ainst Acceptance bills or drA.vTings against 

book debts,. the purchaser is also in a position to obtain 

bank credit by way of hypothecation/pledge of the stocks 
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which have not been paid for. The risk of double or 

multiple financing would be greater where credit limits 

are sanctioned by banks against supply bills covering 

purchase of raw jute and PUcca Delivery orders covering 

sales of jute goods. A special Study Group has been set 

up by the Reserve Bank at Calcutta to examine the problem of 

credit against raw jute and jute gocds including the scope 

for misuse of the system of supply bills and Pucca Delivery 

orders. Generally speaking, double or multiple financing 

can be eliminated if, at the time of assessment of credit 

requirements of a borro,ver, due account is taken of the 

credit received on its purchases. In other words, while 

fixing the credit limit to be granted to the borrower for 

carrying invantories, it is necessary that the amount of 

credit normally received by the borrower unit on its 

purchases should be deducted from its total requirements 

of bank fin~nce. This would, to the extent of the deduction, 

eliminate the possibility of the buying units getting finance 

from sellers as also from banks in respect of idontical 

inventories. It would appear that somo banks have already 

been following this practice, but it docs not seem to have 

been adopted by all banks as a normal practice when they 

assess the credit requirements of their borrowers. 

24. It is our view that the factors referred to above 

could "have only partly contributed to rise in short-term 

bank credit not warranted by increase in production/ 

inventories of certain types of borrowers. Some of the 

banks in their replies to the questionnaire had stated 

that there Was a tendency on the part of some corporate 

borrowers tc divert a part of their working capital to 

fixed or other non-current assets, mainly on account of 

the sluggish conditions in the capital market. To the 
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extent that a diversion of this nature took place, it 

would be reflected in a greater rise in current liabilities 

than in current as~ets, thereby leading to a fall in the 

curr~nt ratio of the borrowers. 

25. Fc'r the purpose of assessing whether or not there 

was a diversion of short-term liabilities of corporate 

borrowers for acquisition of non-current assets and the 

extent of short-term bank finance involved in such a 

diversion, it was deemed necessary to analyse the balance 

sheets of such companies included in the Reserve Bank study 

as had witnessed a deterioration in the current ratio 

over a period of years. However, in view of the limited 

time and also the difficulty in setting balance sheets for 

the earlier years on a comparative b~sis, the analysis 

was confined to the balance sheets of those companies 

included in the Reserve BRnk study as had in 1967 an 

adverse current ratio (excess of current liabilities over 

current assets) and had also recorded a deterioration in 

the current rati 0 bet\veen 1961-62 and 1966-67.* 

26. One limitation in the analysis carried out by us is 

that it will be impossible to ascertain precisely from the 

balance sheets the extent of the diversion of short-term 

bank credit to investment in non-current assets, because 

the balance sheets contain information in this regard only 

*It may be noted that the study on company fin~lces 
conducted by the rleserve Bank of India covered 1333 
non-Government non-financial public limited c0mpanies 
for the period 1961-62 to 1965-66 but for the year 
1966-67 the study covered 1501 companies, which 
included only 1226 companies from the earlier sample 
and 275 new companies. This change in the coverage, 
particularly the inclusion of additional companies 
for which balance sheets for tho year 1961-62 were 
not readily available, broUGht about a reduction 
in tho number of compRnies for the purpose of our 
analysis. 
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as on particular dates. In other words, unless we h~ve 

data regarding average bank borrowings during the period, 

it will not be possible to quantify the extent of the 

diversion. While this be so, it should be remarked that 

the data covered in our analy.sis partain to those companies 

which had a negative current ratio during 1966/67. Having 

regard to the fact that the companies generally f~ced a 

deficit in their long-term resources, it would be safe to 

presume that the position of current liabilities/ 

current assets could not have shown much variation during 

the year. Consequently, during the ye~r, there would 

have been only a variation in the composition of current 

liabilities inter ~ (bank borrowings might have gone up 

while other liabilities went down during particular 

periods). From the point of view of our analysis, 

therefore, attention should be focussed not so much 

on the extent of diversion of short-term bank credit 

to long-term use but on the extent to ,."hich current 

liabilities in the aggregate financed long-term assets. 

Another lirnitA.tion would be that as companies close 

their accounts on different dates, the aggregation 

of the balance sheet data would not reflect the true 

position as on one date fer all companies. 

27. With the foregoing observations, we attach 

statement VI which cuntains ep analysis based on a 

cash flow study of the major changes in the current, 

non-current and fixed assets and sourcos of finance 

of 255 companies which had an adverse ratio during 

1966-67 and which had ~eterioration in their current 

ratio since 1961-62. It will be Seen from the 
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table given below that -

TABLE - 9 

Changes in liabilities and assets 
of 255 companies between 1961-62 

to 1966-67 

(R~. in crores) 

Increase in Increase in Column 2 Increase IncreA.se 
short-term short-term - Column 1 in long- in long-

assets lie.bili ties term term 

il) (2) (3) 
Issets 

(1) 
liabili ties 

(5) 

118 201 + 83 299 216 

between 1961-62 and 1966-67, short-term li~bili ties of 

255 companies reoorded a rise of R~. 201 crores (of which 

bank credit accounted for ~.9l crores) as against a rise 

of Rs.118 crores in their short-term as sets; the excess 

of short-term liabilities amounting to ~.83 crores was 

utilised for financing the gap between long-term assets 

and long-term liabilities of the companies during this 

period. A further analysis of data (vide table enclosed) 

revealed that about one-fifth of the gross fixed assets 

formation of the companies between 1962-67 was financed 

by the expansion in short-term liabilities including 

bank loans (&.59 crores). In addition, non-current 

assets comprising loans and investments were acquired 

to the extent of Rs.24 crores through utilisation of 

short-term, liabilities. The rise in short-term borrowings 

of the companies from banks during the period was higher 

by ~.10 crores than the rise in stocks and stores 

while increase in sundry creditors over sundry debtors 

was R<:.20 crores. 
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nies and sundry 

stores debtors 

1. 2. 3. 

255 8099 3685 
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TABLE - ~o 

Changes in current,non-current and fixed assets and the sources 
of their financing of public companies (the current liabilities 
of which exceeded their current assets as at 1966/67 and which 
had witnessed a detorioration in the current ratio during the 

perioQ1961-62 to 1966-67) 

(Rupees in lakhs) 

Increase Increase Increase Increase in Fixed Increase Increase Increase 
in other in other in fixed net worth, as sets in bank in in other 
current non- assets deferred formation borrow- sundry current 
assets current liabilities financed ings creditors liabilities 

assets and provi- by short- (short-
sion for de- term term) 
preciation liabilities 

( 6 - 7 ) 

4. 5. 6. 7. 8. 9. 10. 11. 

44 2358 27467 21599 5868 9140 5666 5248 
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28. An industry-wise anRlysis of corporqtG 

borrowers on the same lines revealed that the 

cotton textile industry had financed as much as 

Rs.24 crores of fixed assets and R~. 7 crcres of other 

non-current assets through a riso in current liabi­

lities (R~.36 crcres) and bank borrowings (Rs.29 crores). 

In respect of paper and pRper products the rise in 

bank borrowings (Rs.9.4 crores) was in fact larger 

than the increase in inventories (~.6.9 crores) and 

bank borrowings coupled with othGr short-term liabili­

ties had financed fixed assets to the extent of 

Rs.7.8 crores. 

29. To probe the matter further an analysis Was 

also made of manufacturing companies enjoying working 

c api ta.l limi ts of Rs.50 lakhs and over with a maj cr 

bank (statement VIII). The co~~anies selected were 

those whose current ratio had declined over the 

pericd 1961/62 and 1966/67. It was noticed that 

out of 156 mp.nufacturing companies, data in respect 

of which were p.va.ilable, ~s m~.ny as 11·1 compa.nios 

recorded a deterioration in the current ratio between 

1962 and 1967. The results of the analysis of these 

114 companies are given in the enclosed table. It 

will be seen that in resrect of these companiQs, 

short-term lia~ilities (including bank borrowings) 

were utilised to the extent of ~.68 crores for 

a.cquisition of fixed assets (Rs.8 crores) and other 

non-current assets comprising mainly loans (~.54 crores) • 
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TABLE - 11 

Changes in current, non-current and fixed assets and tho sources of their 
financ:1ng of public companies (which enjoy credit facilities for amounts of 
&.50 lakhs and over and had witnessed a detorioration in the current ratio 

during. the. J)~riod 1961-62 to 1966-67) 

(Rupees in lakhs) 

Increase Increase Increase Increase Increase Fixed Increase Increase Increase Non-current 
compa- in stocks in book in other in other in fixed in net assets in short in sundry in othor assets 
nies & stores debts current non- assets worth, forma- term bank creditors short- financed by 

assets current deferred tion borrow- term short-term 
assets ,liabili- financed ings liabili- liabilities 

ties and by short ties 
provision term lia-
for de- bilities 
preciation 

1. 2. 3. 4. 5. 6. 7. 8. 9. 10. 11. 12. 

114 9710 3887 31 5989 24738 23968 770 9680 6143 4564 6759 

••• 30 



- 30 -

30. Normally, the ac quisi tion of fixed assets is to 

be financed by long-term sources of funds such as an 

Refinance facilities 
of Industrial Develop­
ment Bank of India for 
term loans hy scheduled 
CO-mmerclal banKS 

increase in paid-up caPital 

and internal accruals, 

floatation of debentures, 

term loans, etc. It \'iaS in fact in anticipation of the 

need for meeting the requirements for medium-term credit 

by industry that the Reserve Bank set up the Refinance 

Corporation for Industry in 1958 to fac iIi tate the entry 

of scheduled commercial banks into this field, through 

its scheme of refinance of term loans extended by them. 

The Industrial Development Bank of Indic=! ('",,-hich took over 

the assets and liabilities of the RCI) continues to offer 

facilities of refinance in respect of term loans to 

industry granted among others by scheduled commercial banks. 

The object of the policy in this regard is that scheduled 

banks should, in the provision of term loans, supplement 

the efforts of the all-India term lending institutions 

(IDBI, IFC and ICICI) and the SFCs, in view of the vastness 

of the country, the advantages of their branch net\'iork and 

their clOSG association \'i i th industr ial concerns. 

Accordingly, scheduled commercial bAnks have been lenriing 

since then on a medium-term basis; the outstanding amount 

of their term loans as on the 31st March 1967 Was of the 

order of &.226 crores representing 13~ of their industrial 

credit and S% of their total credit. 

31. It looks as if over and above their facilities 

for formal term loans, scheduled commercial banks still 

continue their practice of 'rolling over' their short­

term credit to industry. 
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32. The reaSons for the tendency on the part of a 

number of units in industry to utilise short-term bank 

credit and other current 
Reasons for 'rollover' 
of short-term bank 
credi t for t)c qUISIti on 
of fixed and other non­
current assets 

liabil ities for aC quis ition 

of non-current assets (over 

and above term loans presented 

in the table as deferred liabilities) as is evident from 

the data given ~bove, arc obvious and are briefly enumerated 

belm'i: -

(a) In the first place, foIl ()1,'iing the generally sluggish 

conditions in the capital market since 1962, there 

was reluctance on the part of industrial units to 

raise 31iditional equity to finance their capital 

expenditure. l~There a surplus dra1-'iing pov-ier 1-'iaS 

available in their cash cre'iit/overdrafts account 

and it could reasonably be anticipated that a certain 

level of inventories \'iould continue in future, it 

1-\jas quita easy for them to utilise this dra\\jing 

power for financing their fL'Xed And non-current 

aSs ets. No doubt, this 1-\joul d r E:sul t in a 1-\jors ening 

of their current ratio, but the companies reckoned 

on future accruals to rectify the pOSition. 

(b) In their replies, scheduled commercial banks stated 

that creiit applications received for short-term 

bank creiit are ex~mined in great detnil ranging from 

an assessment of short-term working capital 

requirements b3sed on an analysis of the optimum 

inventory holdings, c3sh flm\j, profitability and 

and meaningful ratios. Hm"-ever, as referreli to 

earlier, the depth of appraisal of credit applica­

tions differs as bct1-\jeen banks and, at any rate, 

it is common experience that the appraisal is 
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considerably limited in nature as compared to the 

deta iled eXamination undertaken by term lending 

institutions on applications for medium-term loans. 

This is evident from the limited nature of 

financial and creJit information called for by 

scheduled commercial banks on requests for short­

term working capital advances. The theory of cash 

credit/overdr3ft lending in India proceeds prim3rily 

on the relationship bet,';een credit limits and the 

anticipated level of inventories. 

(c) Medium-term loans are subject to repayment scheduleS 

and the borrovver is under an obl igation to earmark 

future cash accruals for honouring repayment 

instalments. Moreover, the loan agreements contain 

several covenants to ensure good behaviour and 

financial prudence during the currency of the loans. 

Al though short- term bank credit is technically 

repayable on demand, limits are renel,.;ed periodically 

subject to a minimum standard of financial 

performanco. No repayment is envisaged because 

such creii t is regarded as short-term and expected 

to be adjusted out of sales turnover. 

33. It may nol,'; be considered to l,.;hat extent the present 

system of bank lending is responsible for the tendency on 

The genesis of 
the cash creCITt 
system 

the part of certain 

segments in inJustry to 

borrm'i short-term for long­

term use. The lending system, as is prevalent in Indian 

banking, would aPpear to have greatly assisted certain 

units tn iniustry in increasej reliance on short-term debt 

to finance not only their current operations but also 

their non-current investment. The so-called short-term 

l,.;orking capital advances !3re granteJ in India by \'iay of 

•• 33 



- 33 -

cash credit limits '\.~·hich are only technically repayable 

on iemani. The system has its original in British 

banking. In the initial stages, the system waS suited 

to finance the requirements of trad.e an·i seasonal 

industries. .Also, the system '\.'ias found convenient in 

vim'i of the emphasis placed by banks on the security 

aspect; it was possible for banks to believe, so long as 

the advance '\.'ias fully secured by the value of the current 

assets, that it waS well-covered and hence a good credit 

risk. However, in view of the considerable changes in 

the pattern of bank lending in the Past few years with 

increasing share of creiit to industry, it is Tlm'i necessary 

to examine hrn~- the system haS been operated and hm~- short-

term credit was in fact put to long-term uSe. 

34. The bASis of the cash credit system is that it is 

a purely temporgry phenomenon, that a satisfactory current 

It s rat ionElI e 
ratio proviJes a proper 

cushion to the banker an<i 

that since the security (in the form of current assets) is 

capable of being converted into cash in the course of the 

borrm'iers' op<2rations, the advance is necessarily short­

term in nature and self-liquidating in character. The 

presumption is that since the advance is secure:! by current 

assets, there is a continuous process of repayment and 

fresh loans in the form of fluctuations in outstanjings 

'\.'ihich reflect receipts in respect of sale proceeds ann. 

payments for acquisition of fresh current assets. While 

this may possibly be true of purely seasonal advances 

\'ihic.h are repai-i during the conventional slack season 

or of companies '\.'iith a strong current ratio, the recent 

Indian experience as aPplicable to a large number of 

companies shows that it no longer holds valii in the 

current pattern of bgnk lenling to in-lustry and that the 
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cash credit advances have lost the character of being 

short-term ani sclf-liqui.iating inas;nuch as al though cash 

accruals arising from sales are adjusted in a cash credit 

account from time to time, it is founi that on a large 

number of accounts no cre::iit balance emerges or debit 

balance fully \'iipe·j out over a period of years as the 

withdrawals are in excess of receipts. 

35. The reasons \'ihy a cash crejit advance is no 

longer self-liqui1~ting Are not far to seak. The theory 

The manner of its 
operation in In~ia 

un'larlying the supposedly 

short-term character of 

cash credit advance is that, as the security is of a 

liqui:t nature, the a:ivance also shouLi be regarded as 

liquii. AS an extreme example, if a constituent borrm'is 

against the security of Government paper, \'ihich is one of 

the most licpid forms of current assets, the aivance is 

regarded as short-term in character, more so as the advanc e 

is repayable on jeman1. If the borrm'ier, hm'iever, USGS 

the a·ivance for a long-term purpose such as for construction 

of a house, he can only repay the outstan:lings over a period. 

Another illustration \'iould clarify the point further. Under 

the cash credit system, it is common to grant limits on the 

basis of the assessment of the lock-up of borrm'iers t funds 

in various current assots such as stocks, stores, stocks-in-

process and receivables. The advances are considered as short­
on 

term as they are lI"8payable/ iiem;:;mj and arc secureJ by 

current assGts. Inasmuch as the ostensibl& purpose of the 

advance is to finance \'iorking capital, further questions 

regarding the end-use of the funis are rarely asked and 

the documents obtained in connection \'iith the pledge/ 

hypothecation of liquid assets merely enjoin on the 

borr m .. -er the obI igation to r;1a inta in stock-i n-tra 1e of 

sufficient market value, less mnrgin to cover the outstandings • 
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Thereafter, the use of the limit is not examined closely 

\'iith the result that a borrO'\.'ier may utilise the advance 

for purposes which are not short-term. For example, in 

respect of an industrial unit, which has financed a part 

of its current assets out of its m·m funds and has 

accordingly maintained a good current ratio, it is possible 

for it to secure from the bank a creiit limit on the basis 

of the level of inventories normally carried by it, though 

the advance \iould not be reqUire:'! for the acquisition of 

further current assets. It has become fairly co~mon for 

some iniustrial units to utilisE; the surplus drm'iing pO'\.'V'er 

of this nature for financing capital expeniiture progr~mme 

or for investments. It may be argued thnt this system of 

bOITm1iing is really the conversion into cash of surplus 

liquid assets. This point is readily conceded but \,that \ie 

~ish to stress is that the advance grante~ should not be 

regarded as short-term. Repayment of the additional 

'short-term' borrovdng cannot come about in the short run -

as is the theory underlying the system of cash credits -

but only out of surplus cash accruals after meeting 

1ividen,i commitments, further capital expen::l.iture programmes, 

repayment of existing term obli.gations, etc. The result 

is that cash creiit advances have no longer remained short­

term or self-liquidating in cnaracter a~d if the irdustrial 

unit is in a position to m~intain a certain level of 

inventories, it is under no obligation to repay any part of 

the bank loan so long as there is no sharp deterioration 

in its financial pOSition warranting a recall of the 

a'ivance and it can use the advance almost as a permanent 

source of finance to be used for such purposes as it may 

deSire. Table 12 contains illustrative examples which 

\iould shmi that in respect of certnin cash credit accounts 

repayments of the s hort- term ba nk credit has been neg! igible 

though the advances are intended to be short-term • 
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TABLE - 12 (Rupees in lakhs) 
Com. Nature of Credit Outstandings OutsHm~ingS Outstandings Cash accruals Disposal of cash accruals 
pany industry limit 1966 l~Qa 

Maxi- Minimum. Maxi- Minimum Maxi- Minimum 1966 1967 1968 1966 1967 1968 
mum mum mUI!l 

A Vegetable 590 406 308 468 413 447 362 42 64 150 The entire The cash accruals 
oils cash accruals were utilised part-

were utilised ly for canital 
for capital expenditure & part-
expenditure ly for repayment 

of short-term un-
secured loans 
obtained other 
than from banks. 

B Paper and 450 347 294 436 350 450 387 - 4 324 271 -do- A major portion of 
paper cash accru~ls was 
products utilised for capi-

tal expenditure 
and tho remainder 
was utilised part-
ly for repayment 
for term liabili-
ties & partly for 
meeting a portion 
of the increased 
working cap ital 
requirements. 

C Jute 400 333 146 400 240 400 283 41 72 N.A. I The entire cash accruals textiles I wero utilised for capital 
D Enginecr- expenditure. 

ing 285 129 72 142 115 164 69 42 74 - 146 0 
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36. It is the common experience of most banks that 

this consti tute,:i the essential feature of a large number 

of cash cre1it actvgnces exten1e1 by them and as a result 

the borrm'iers tended to treat bank borrm'iings in most 

instances almost as 'quasi-ecr ... lity' It 1-'1;culd, therefcre, 

appear that the possibility of heavy reliance on bank 

credit (1-'ihich is the subject matter of the present Report) 

arises mainly out of the "''iay in "'ihich the cash creiit 

system has been operated in recent times. Most of the 

factors c itei as contributing to exc ess credit needs c auld 

really be accountei for, among othGrs, by the way in "''ihich 

the facilities of the system have been used. For devising 

measureS to check the teniency on the part of a segment of 

inJustry to continue to rely on short-term credit at a 

certain lovel over a long perio'i of time ... ..;ithout its bearing 

a n.efinitc rnlationship to inventory/proluction levels, 

cash accruals, etc. as also to exercise a rather more 

rational system of controls on short-term credit to 

in·tustry, it is necess3ry to consiier "''ihat modifications 

can be introluce i in the present system of cash credit 

(accounting for 70% of totel bank cre-iit as stAted in 

paragraph 4). 
to 

37. For this purpos8, it 1-~'ould be necessaryLconsider 

the entire ouestion of short-term lending from the point 

of vie ... 'i of the e nJ-use of the CAsh cre.iit/overdrAft and 

nut from the stan<1.-point of the character of security. AS 

a major portion of bank crGdit is at present treated as 

for short-term 1-'iorking capital requirements, it "''ioulri be 

useful to eXamine the concopt of ... ..;orking capital 1-'iith 

precision and clarity. It "''ioulrl not be correct to say that 

the entire \..;orking CApital requirements of the borrm..;er 

are necessarily short-term in character merely because the 



- 38 
working capital represents an investment in current 

assets. In the present method of fin3ncial planning, 

it is common for industrial units to provide for long­

term resources to cover only fiXed assets, non-current 

assets, and \'ihat is termed "margin for \'i-orking capital". 

(And, the long-term r€ sources t8nj to get further attenuated, 

if project costs, preoperative losses, etc. should increase 

beyond the provision for contingencies, thus ero'iing the 

initial \'iorking c~pitalp~Yid."J) Based on the level of 

inventories ann receivables, ,g cash credit limit is 

sought to be obtained for the remainrler of the \'iorking 

capital (less sundry creditors as stipulated by some banks). 

It is clear that the lock-up of funis in working capital 

this \'i-ay \'iouIJ not be short-term in character inasmuch 

as this amount of capital (or an increased amount depending 

on the price level) is permanently neerted by the unit to 

carryon its operations and there is little likelihood of 

the level of borro\'iings coming do\'in in the course of years. 

(one result of this type of financial planning is a negative 

current ratio, namely, an excess of current liabilities 

over current assets, a feature so commonly noticed in 

the country). 1~at is necessary in the financial planning 

of a borro\'i-ing unit is to see \'i-hat \'iould be the permanent 

lock-up of fun,-ls in \'iorking capit::31 as 'iistinct from 

the purely temporary requirements of funrts to arrange 

for term finance subject to the obserVance of a proper 

debt-equity ratio. 

38. It is ·jifficul t on the basis of the available 

data to make any precise quantitative estimate of the 

extent to which bank credit haS been put to long-term 

use; but sufficient illustrative examples have been 

given earlier to show that this tendency exists to a 

significant degree to \'i-arr::3nt notice being taken • 
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Moreover, our analys is in this report relates to the 

position up to 1966-67 but since then there is reason 

to believe that the position might actu~lly have worsened. 

Tr{e aro of the vieiv that unless measures ara taken nm'f" to 

che ck this tenrl.ency, it may as sume \·dder dimens ions over 

the noxt few years. 

39. our first suggestion is that the appraisal of 

credit applications shoul;"! be made \vith reference to the 

total financial situation, existing and projected, as 

shmvn by cash flmv analys is and forecasts submitted by 

borrowers. This would overcome the present da£iciencies 

in the operation of the cash cre;iit sys tern of lenciing, 

\vhich primarily stem from the tendency to determine the 

quantum of the advance by relating it to the level of 

inventories ann book debts likely to be carried. A 

proforma of a suggested cash flav statement is attached 

(Annexure II). These statements \voulJ exhibit the 

borrm·;er's investment intentions anrl it \vould be possible, 

by obtaining periodical data of proiuction, sales and the 

\vorking capital pOSition, to correlate actual performance 

to the forecasts furnished earlier. It is obvioUS that 

the cash flmv forecasts \vou11 keep on changing depending 

on the trends revealed by actual performance and it \vill 

be necessary to obtain fresh forecasts in the light of 

actuals and. probable future tenienc ies. An analysis of the 

type referred to, \vhich is normally jone by the term lending 

institutions, would be a highly useful control measure 

available to banks. It is Also suggested thc1t borroT,-·jers 

be (lske;} to provide half-yeArly balance-sheets anJ profit 

and loss accounts as a further aid to control. In short, 

\'ihat is required is a perioriical analysis in some depth of 

the borrmver fS operations as a \vholo. Having regard to the 

large number of accounts involved, it may be difficult to 
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introduce this type of analysis in all cases. To start 

"dth, aivances of, say Rs.50 lakhs and over \'ihich account 

for over a thir'i of the total bank credit couLl be 

analysed this \'iay and gra:iually extended to borrm'iers 

\'iith advances of over Rs.10 lakhs " .... hich account for over 

60~ of the total advances. A classification of loans 

and advances outstanding as at March 31, 1967 analysed 

according to the size of the aCCOUL'l.ts is furnished belm'i 

to indicate \'ihat would be the volume of \'iork involved: 

TABLE 13 

Classificntion of loans an'i advances according 
to size of accounts (outstanding as on March 31.1967) 

Accounts with 
outstanding 
amounts 

up to as. 10 lakhs 

Over Rs. 10 1 akhs 
and up to 
Rs.50 lakhs 

Over Rs. 50 1 akhs 
and up to 
Rs.l crore 

Over RS.l crore 

Total 

Amount 
(Rs. in lakhs ) 
Amount As per 

cent to 
total 

1044,58 

668,05 

369,25 

635,37 

2717,25 

13.6 

23.4 

100.0 

Number of 
accounts 

Number AS per 
cent to 
total 

10,50,839 

664 

437 

10,56,015 

99.5 

0.4 

0.1 

100.0 
=-.===================.==~=-===~======-==== 

40. Recourse to balance she9t and cash flo\'i analyses 

"'.-auld help diagnose the extent to \'ihich current liabilities 

of industrial units have been put to non-current use and 

the manner in \'ihich liabilities and assets of borrowers 

are likely to move over a period of time. Broadly speaking, 

there are likely to be three categories of borrm'iers. One 

\'iouli relate to c ompanies \~-hich have a strong current ratio 

and \'ihich have maintained this ratio in successive yGars. 

The second category \'iould relate to those comPanies the 

current ratio of \'ihich, although marginally positive at the 
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moment, has shO\·;n a declining tendency over the years 

\'ihich are likely to continue to usa current liabilities 

to finance the acquisiticn of non-current nssets. The 

third category \'iOuld relate to companies thet current ratio 

of \'ihich has been negative over a period of time. It is 

obvious that mere analyses of balance sheets and cash 

fl O't~. forecasts \'iould not by themselves remedy the existing 

stituation where borrm'iers utilise current liabilitios 

for aC quiring non-current assets. Accordingly, it has to 

be considered \'ihat solutions are feasible in the current 

situation in respect of the sGc:md anj thir':i categories 

of the companies mentione'13bove. A simple eX,3mple of 

a borrm·;cr the' current ratio of \'ihich is negative is 

furnished below to place the problem in proper perspective. 

Fixed assets 

Non.current 
assets 

Total long-term 
assets 

Current assets 

345 

400 

350 

750 

(Rs. in lakhs) 

Equity 150 

Term loans 150 

Total long term 
resources 300 

Current liabili-
ties 450 

(compose.j of: 750 

Bank 
borrowings 320 

Sundry 
cre:litors 120 

Provisions 
and other 
liabilities 10 

1;'5'0 

Shortfall in long-term resources in rGlation to long 
term assets RS.100 lakhs. 

It \'iill be seen from this example that curr,;mt liabili tie s 

aggregating RS.100 lakhs have been put to long-term use. 

Assuming that the minimum quantum of current .gssets, 

r'3presenteri by tho la'i point in inventorios and receivables, 

is Rs.250 lakhs and that the high point is Es.400 lakhs, it 
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'-'iill be readily evident that bank burrm'iings ,-,,-ould ordinar ily 

never fall belm,,- Rs.2 50 1 akhs, as suming that the company 

can have recourse to sundry creditors to a minimum extent 

of &.100 lakhs at any given point of time. An analysis of 

the above nature '-'iould go to indicate the level of bank 

borro\'iings ,-.;hich ,,,-ould continue to be rolled over from 

year to year. 1;7e have indicC]ted earlier that &.250 lakhs 

\,,-ould be the 10\"'- point for their current assets reauirements. 

Deducting the minimum level of sundry credi tors of Rs.100 

lakhs from this figure, the company \..-ould need to borrow 

not more than RS.150 lakhs to finance its minimum \,,-orking 

cnpital requirements. Actually, the company \.,,-ould continue 

to borrm,,- not less than Rs.250 lakhs at any given point of 

time in the foreseeable future. It is evident from the 

simplified analysis that hs. 100 lakhs of current liabilities 

have been put to non- current use. FurthGr, it \,,-ill be 

evident that the bulk of existing borrm'iings of Rs.250 

lakhs \.,,-ould continue to rollover from period to period 

without any possibility on the part of the comPany of 

repaying the amount to the bank on a specified d3te. This, 

,.,,-e can determine, as the hard core of bank borrm'iings 

effected by the company. 

41. On the basis of the foregoing analysis, it would 

be possible to distin~lish outstandings in cash credit 

ac counts as be t\'iG en (i) I'the hard core" ''ihi ch \,,-oul d 

represent the minimum level of rm,,- materials, finished 

goods and stores \,,-hich the industry is required to hold 

for maintaining a given level of production and (ii) the 

strictly short-term compone nt \'ihich l,muld be the fluctuClting 

part of the account. The latter Pnrt of tho account "Would 

.represont the rec,uirements of funds for tempor3ry purposes 

G.g. short-term incre3sG in inventories, tax, dividend and 
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bonus payments, etc., the borrowings being adjusted in 

a short period out of sales. 

42. Having assessed the extent of current liabilities 

utilised for non-current investment .gnd its impact on the 

current ratio of Cl company, the stage \'iould be set for 

explor ing \'ihat possible solutions are feasible in the 

current credi t situation. A single solut ion of universal 

applicability is, of course, nJt possible inasmuch as each 

case \'iould hClve its o\'in peculilr features. It is, hm'iever, 

obvious that the solution lies in a proper reconstruction 

of the pattern of the liabilities of the companies concerned. 

T.\!h.;;;re a company's debt paying cap3city is good and its 

othe r ratios not unhe al thy, the hard core eleme nt in the 

cash credit borrm'iing could be segregated from the normal 

short term part of the account and put on a formal term 

loan bClsis and 3ubje cted to a repayment schedule. lrJhere 

the borrm~-ers' financial position is, hO\'iever, not too good 

or the size of the hard core is so large that repayment 

cannot be expected \'iithin 7/10 years (this \'iOuld be the casE. 

\'ihero there is considerable dependence on current liabili­

ties) it \'iould be difficult for the banks to continue to 

carry these liabilities over a long period of time Here, 

the possible sol~tions to be attempted \'iould be: additional 

issue of equity or preference capit'~l, a deh.Jnture issue 

\'iith a long maturity, the bringing in of long-term deposits 

and unsecur8d loans by the promoters and their friends. 

43. T\rhere the hard core is to be placed on a formal 

term loan basis, the proposal should be subject to a detailed 

appraisal in order to examine \~-hethe r the borro\'iing unit 

wO\lld have necessary supporting inv8ntories as security and 

it \'iould have the capacity to generFlte adequate surplus to 

meet maturing obligations. In short, the appraisal \'iill 

have to be on the same 1 ines 11S for term loa ns for capit31 

expe ndi ture. 
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44. We are a\'iare that the determination of the hard 

core may present some practic?~ difficulties to banks at 

least in the initial stages. This would depend upon how 

the minimum \.;orking capital requirements of a Particular 

borrm.;er are computed and this, in turn, \.;ould depend on 

\'ihat norms are adopted in regard to the minimum inventory 

levels and the normal trade terms in various industries. 

one \''-ay this question can be tClckled \",-Quld be to assess 

\ihat \.;ould be the minimum level of \",-crking capital required 

by a borrower as represented by the level of its 

inventories and receivables. AS \'ie have noted earlier, 

there is no uniformity of vie\.; among banks as to \ihat 

should be the normal level of stocks which units in the 

sarno industry may hold. It \.;ill be seen from the follo\iing 

table that the quantity of stocks of raw materials held 

by the various industries during 1966-67 shm'i'ed a \.;ide 

divergenco. 

T.I\BLE 14 

Name of the Industry stock of r a\i 
materials in terms of 
consumption 

No. of months 

1. Cotton te...'Ct il es 

2. Jute Textiles 

3. Iron and Sbeel 

4. Electrical Machinery, apparatus, 
appl iance, etc. 

5. Machinery (other than 
Transport and electrical) 

6. Basic Industrial Chemicals 

7. Medicines & Pharmaceutical 
preparations 

8. Other Chemical Products 

9. Cement 

10. Paper and Paper products 

Note: Data based on study of 1501 
comDanics covered in the 
Reserve Bank" of India Study. 

2.2 

2.6 

2.0 

4. a 

4.8 

4.2 

3.1 

2.0 

2.8 

4.5 
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11/hil e the cement industry held stocks of r a\'i mater ials 

equivalent to nearly 3 months' consumption, several other 

industries engaged in manufacture of machinery, basic 

industrial chemic3ls, and paper and Paper products held 

stocks of ra\'i materials of ever 4 months' consumption. 

The quantity of stocks re quired to be held as bet\'ieen 

various indus tries \'iould depend upon several factors such 

as (a) level of production, (b) nature of the commodity, 

(c) seosonRlity in supply, (j) process of production, (e) 

relative importance of imported materials, (f) transport 

arrangem~nts, etc. It h,gs not been possible for us \'ii thin 

the limited time at our disposal to m1:lke an industrY-\'1-ise 

study for assessing the reC'lsonable level of stocks \'ihich 

units in an indus try \'1-ill ordinarily be re au ired to hold 

for uninterrupted proiuct ion schedule. Su ch a study \'iould 

be helpful in proviJing guiielines to commercial banks in 

determining the 'hard core'. 11lhile it is appreciated that it 

\'iould be d.ifficul t to adopt any rigid stc:mdards in this regard 

broad guidelines of this nature \'iould help banks in assessing 

.and segregating the 'hard core' element of the cash credit/ 

,overdraft from the purely temporary or s8asonal requirements 

of the ir borro\'iing units ; it is our suggestion that 

deviations, if any, frem the guidelines would have to be 

justified on the basis of special factors. It \'1-ould be 

\'1-orth'.'1-hile to attempt industrY-\'iise norms J perhaps the 

Indian Banks' Association anrl Reserve Bank of India could 

give thou ght to th is ques tion. 

45. The duration of the loan on a term bas is to be 

granted for \'ierking capital purposes (the hard core of the 

Basis for negl)tiating 
the 'hard core' of 
cash crectl. t 

cash credit referred to earlier) 

\'iould depend on the caPacity 

of the unit to generate cash 
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accruals for reducing the outstandings. It would,therafore, 

be nec essary that such loans shoul d be su bje ct to a repayment 

programme on the s am~ 1 ine s as for term loans granted by 

banks and term-lending institutions for financing fixed 

assets. Applications for term finance for \'iorking capital 

loans \'iould, therefore, have to be subject to a detailed 

appraiSal in order to examine \'ihether the borro.'iing unit 

\'iould have the necessary supporting inventories as security, 

the capacity to generate adeouate accruals for meeting 

repayment obligCltions and the appraiSal \'iould have to be on 

the Same lines as for term loans for capital expenditure. 

It may not be necessary for such working capital term loans 

to be secured by a mortgage of fixed assets and possibly 

the ex is ting char go over the borrower's 1 i quid as sets may be 

sufficient. This would, hm'iever, be governed by the, 

circumstances of 83Ch case. The documents should, hm'iever, 

contain convenants in regard to the end-use of the lOan, 

repayment oblig3tions, restriction on investment in shares 

and debentures, prohibition of dividend distribution beyond 

agreed levels and borrm·dngs except \'iit h the bank's prior 

consent, mEJintenance of a c2rtain agreed level of \iorking 

capital, etc. 

46. one possible objection to the suggestion made by uS 

for distinguishing the hard core in cash credit accounts and 

Provision for sep~rate 
term 10elns - Its 
impllc3tions 

placing it on a term loan 

basis \,-ould be that borrm'iers 

would be required to repay 

(a) that part of the outstandings which represent the 

diversion of short-term borrm'iings fer long-term investment 

and (b) also that part of the outstandings \'ihich represent 

financ ing of current \'iork ing operations. Ina~much as the 

function of c ommerc inl banks is to finance \'iork ing capital 
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requirements of borrm'iers, it coulri be contended thet this 

\'iould be too drastic a solution \'iith its concomitant result 

of bringing rjm'in the present outstandings to nil at a future 

point of time. This may be ans\'iered in t\'iO \'iays. One is that 

the finnncing of the minimum \'iorking capitCll requirements of 

the borro\'iers \'iithout any obI igat ion to repay is in real ity 

a more or less permanent investment of the \'iorking funds of 

banks in the operations of a selected group of borro\, . .-ers. 

Secondly, \'ihere a borrmier's operations are not eXPanding 

and \,,-here realisations more than match any increase in prices, 

a cash credit account must, by iefinition, be reduced to nil 

out of accruals OVer a period. In proposing our solution 

of a term loan for \'iori<i ng cApital, \'ie have no more than 

tElken the latter fact into account. ~\Tithout a formal term 

lO('ln, it \'iould be quito possible for borrmiers in the latter 

category to divert borrm,,-ings for investment else\'ihere \'v-ithout 

the knowledge of the financing institution. It must,therefore, 

be clarified that the intention in suggosting this type of 

1 ending en a term bas is for \'iork iniS capital is not to deny 

credit assistance to expanding industrial uni ts. Nor is it 

the intention to bring dm'in imme:iiately the present level of 

bank credit to in ius try. T'Jhe re the unit shave undc'rtaken a 

capital expenJiture programme, the credit assistance from 

banks and other term-len·ling institutions \'ioul i. be available 

by \'iay of term loans agains t fL"'Ced as sets. ~!fhere the re is 

an ~"'Cpansion in the operations of a unit and accordingly 

its \1iorking cFlpit::Jl requirements go up, the borrm'ier \'iould 

always be in a pos i tion to ne got L3te vii th bAnks for an 

a1ditional term loan for \,,-orking cApital on the lines 

suggested above and tho applic9tion can be considered by 

banks in the light of the financigl viability of the project, 
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its Past perf.~rmance in respect of repayment 

obligations and its caPCJci ty to generate cash accruals. 

It \'iould be seen that, in genuine cases, the borrCJI.'iers 

\"v-ould not be starved of bank crEd.it although they \'iould 

be subject to greater financial discipline concerning 

the use of b.ank credit and cash accruals. The cl imate 

for a gradual changeover from a cash credit system 

to term loans for "'iorking capital \,.;ould also seem 

to be favourable inasmuch as severnl banks in their 

replies to the questionnnire issuej by us made a 

pI sa for a s\'iitch-over from a system of cash credit 

to loans as in the U. S. A. 

47. l,ve \...-ish to emphasise further that the 

proposed changes in the cash credit/ov0rdraft of 

banks \...-ool'j have little impact on a majority of units 

in the corporate sector. It is noticed that out 

of 1501 companies covered in the Reserve Bank study 

for 1966-67, 360 companies (accounting for about 24% 

of the total number of companie s and 20~ of the 

total assets) had an aiverse curr8nt ratio in 1966-67. 

In addition, 277 companies (accounting for 19% of 

the total number of companies and 1$% of the CJssets) 

had in 1967 a current ratio of 1. 5: 1 "...-hich could 

be regar.:ied. as marginal a nd just ade guate to meet the 

margin on "...-orking capital advances. Among the 

companies with adverse current ratio in 1966-67 for 

\...-hich back data \'iere available, 255 companies \'iitnessed 

a deterioration in the current ratio since 1961-62 

and the impact of our propos31 ,,';Quld be p:lrticularly 
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felt on these companies and also to some extent on 

277 companie s \.;hich had n current ratio of up to 

1.5 in 1966-67. 80m3 impact may also be felt by 

other companies which had a negative current ratio 

in 1967 cut ,,-hich showed. some improvement in their 

position since 1962. Companies presenting these 

characteristics but outside the group of companies 

studied by the Reserve Bank would also be subject to 

some discipline. We \,-ould like to reiterate that 

in the long run these companie s \.;~)Uld stand to benefit 

inasmuch as the type of discipline implicit in our 

proposal \.;euld help to place the finances of these 

companie s on a sound foot ing in c ::urse of time. 

It mAY Also be stressed in this connection that 

the companies \.;i th streng 1 iauid pos ition and having a 

current ratio of, say, 2.5: 1 or more \.;oul d not norm311y 

require long-term loans for \.;orking CApital since, even 

under the present cash cre~it system, such companies 

resort to cash creiit advances enly by \'v-ay of purely, 

short-term accommodation,unless they embark upon a 

large scale capital expenditure programme which is 

likely to imp~ir their liquid position. The observations 

in the foregoing paragraphs regarding the aSsessment 

of the borrm.;er's requirements and the manner in \.;hich 

they should b:::: finc3TIced (both by ,,"vay of term credit 

as well as short-term credit) could be equally applicable 

to nm.; cr'3dit proposClls which banks \.;ould be Called 

upon to hand18, in future. 

48. The changes in the pattern of lending on the 

Advanta~of the proposed 
change-~endlng under 
cash credit 

distinct advantages as under:-

above lines \.;ould 

have certain 
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(a) As is evident from the dat~ given above, under the 

present c3sh credit systGm, it is not possible to achieve 

: any me;sningful regulation of a bank's credit portfolio as 

the bank ha s no control ov er the end -us e of the 1 ;)an. For 

inst.:)nce, in :3 situation \.;here the scheduled commercial banks 

are rerql.l ir ed, in the cont ext of the re quireme nt s of the 

economy, to discourgge the use of bank finance for excess 

inventory accumulation, banks are unable to implement their 

obje ctives. This is particularly so in the Case of the 

borrO\'v"ers \.;ho have borrO\.;e:i to the extent of the security 

aVa il able. rJIor eover, l,.;here borrm.;ers have surplus dr al,'iing 

pa'ier, the possibility of utilising this (i) for speculative 

purposes or far investments in shares and debentures, 

(ii) fer acquiring controlling interest in n8\'i concerns or 

(iii) for build ing up further fuel assets is al\'iays present. 

( b) The propos -J:l Ie nd ing sys tern "'v"ould (lIs 0 make trn 

resources plenning of banks m~r e II'E aningful. Under the 

present cash credit sys tern, bgnks .:Ire committed to large 

credit limits s3nctioned to borra'iGrs which, as experience 

shm.'is, remain substantially unutilised. As at the end of 

APril in the last three yGars, th.~ proportion of unutilised 

limits fr;r all the banks, on an average, l,'ias nbout 40~. This 

rntio l,'i.:JS markedly higher for a fEM banks. AS banks are 

committed to the limits sanctioned by thorn, the amount of 

unutilised limits represent potuntial demand \'ihich the 

borra'v-ers can maKe on them .:In-i in a situation\'ihen banks' 

resources are stretched, they arGo normally reluct·3nt to 

undert~ke fresh commitllE nts of any substantial magnitude. 

AS ·3 result, there is al\'iays R possibility of nm'i projocts 

being denied the ir due share of bank credit. It may be 

added in this connection that alth~uGh technically banks 

have at present every right to freezG the credit limits 

in the light of their rosources position anj the objectives 
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of the credit pol icy, th is can ri'1rely be transla ted into 

practice at short notice, AS any sudden r0strictive nEasures 

taken by them arc only likely to result in gr8at dislocation 

in credit distribution and consequent curtailment of production. 

(c) One hgndic8P fr:)m 'I.'ihich commercial banks suffer at 

present is th3t they ar3 n~t in .3 posi tion tJ regulate exten­

sion of credit ,:m thE; basis of the 2fficiency of the borrow"­

ing c0nc.erns. This is becnuse since no rep3yments are stipu­

lated on ca sh credit advances, onc e the credit 1 imit is 

sanctioned, the bOITrn'ier is not nClr'mally regarded to have 

committed a default in honouring his obligations to the bank 

S(l long as the drawings in the account are 'I.'iithin the dra'l.'iing 

pm'ier available on 'tt'1e basis of the; inventories carried from 

time to time. This has resulted in the inability of bankS to 

impcs e any cont rols on ineffic ient units as there are no 

covenants on the part of the borrm'iers t:> Inc') intain a minimum 

standard of fin~ncial performance. Under the syst8m recommend­

ed, since specific repayrmnt instCllments 'I.'ioulj be stipulated, 

the fClilure of th,.; borra'ieI'S to ID30t the:ir repayment obliga­

tions or honour their Gther covenants \'ioul:l constitute a 

default and the banks, prot'3cted by the coven.1nts in the lOan 

documGnts, '\.".;111 be entitled to take remedial action and at 

any rRte 'I.'iould Qxercise caution in granting further loans to 

such units. This '\.'iould g:) along 'I.'iay in introducing the much 

needed finClncial discipline amongst banks' borrm'iers. 

(d) This system shoul:l also be advnntageous from the point 

of vie'l.'i of borro'\.'iers. lI. rrumber of companies in India na'i have 

a mgative current ratio, i.e., their current liabilities 

exceed the ir current assets fr,r the reasons descrioo d 

earl ier on in thr.;; report. By segregRting the cash credit 

outstandings into tt'iO parts and tr?nsferring one Part thereof 

to a term lORn account, the curr::::nt ratio \'iould improve 

and the companies wouli also have an assurance that the 
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loan would be continued during the currency thereof subject 

to continued ndherence to the covenants of the loan ~gree­

mente We would, however, stress thRt the mere improvement 

of the current ratio will not impart financial strength 

where the compp-ny has R high debt: equity r~tio. In such 

cases, fresh injection of equity would be necessary. 

49. It would be of int'Jrest to notice \mat a recent 

article published in the "Three Banks Rtilvie'ltT" (March 1969) 

entitled, liThe liquidity of commercial banks in the United 

States in the twentieth centuryn by J.~. Sclater had to say 

on the subject considered by our Group:-

n •••• At the beginning of this century the commercial lOan 
theory, which had originatGd with Ad.qm Smith in Brita.in 
during the eighteenth century, still prevailed in the 
United states. According to this theorYt the earning 
assets of banks should consist essentially of short-term, 
self-liquidating loans to businesses for,working cqpital 
purposes. The logical basis of the docttine was that 
bankers borrow short and should therefore lend short. 

The theory WRS unsound, however, in three major 
respects. First, no loan is truly self-liquidRting; 
repayment in almost every ca.se depends on the successful 
completion of transactions involving numorous third 
parties. Second, the theory was based on the legal right 
to withdraw all deposits rather tha.n on the actual 
behaviour of deposits; deposits in fact are relatively 
stahle, and to that extent banks Can properly hold longer­
term assets. And third, the theory provided liquidity only 
in relation to defensive needs; it took no account of the 
aggressive liquidity which might be required to meet lOan 
expa.nsion. 

But the commercial loan theory died as a working 
tool not so much on account of its conceptual flaws RS of 
its sheer impracticality. Although bankers were mostly 
slow to learn a80ut marketing they could not. f::dl to see 
th8t their customers wanted far more then the sort of loans 
for which the theory provided. American consumers wanted 
instalment loans and businessmen term loans on an ever­
growing scale. Consequently the commercial loan theory 
era(1,ually became obsolete to the point where today its 
requirements are probably met by less than 20 per cent of 
bank loans ••••• It 

......... In response to the ch~nging environment a new 
view of liquidity, known as the doctrino of 8nticipated 
income,Ldeveloped in 1949 by Herbert V. Prochnow. 
Prochnow noted th~t for a decade or more the terms of 
tank lo~~ contracts have been chaneing - with major implica­
tions for bank liquir.i ty. The 01:1 practice was to lend on 
a short-term basis, even if the procce~s were to be invested 
in a medium or long term project. At maturity the lOan would 
be rolled over, unless the borrower's credit had deteriorat~d~ 
and a facade of conformity with the commercial loan theory 
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was thus preserved. This facade, which still very often 
obtains in the United Kingdom, left borrowers in a limbo 
of doubt about renewals at naturity~ led to haphazard 
debt repayment in the absence of a firm schedule, and 
exposed the banks to unnecessarily random fluctuations 
in their cash flows. 

The new type of loan contract, being on an 
amortised basis, WAS superior to the old in systematically 
adapting the repayment schedule to the expected cash flow 
of the borro\>ler. Prochnow conclwl.ed that most loans \oTere 
now not self-liquidating but were rather repaid ever a 
peri.od from what the borrower e~rned on his transactions 
with many other p~rties. The vitally import~nt instalment 
repAyment schedule gave a substantial boost to bank 
liquidity. It 

50. Apart from the change in the cash credit system 

proposed in this report, there are certain other points 

on which suggestions may be made to reduce the excess 

demRnd for bank credit. 

51. A reference has been made earli€ir to the large 

proportion of limits sanctioned by banks remaining 

unutilised. No doubt, recourse to cash-flow analysis as 

well B.S the bifurcation 
Commitment. charge on 
unutilised limits of the working capital 

advances proposed by us would help considera.bly in tailoring 

the supply of barlk credit to the genuine requirements of 

the borrowers. A suggestion has been made that as a further 

chGck on extension of extra bank crecit, it would be 

desirable to levy a commitment charge on the unutilised 

limits coupled, if necessary, with a minimum interest 

charge. It is not possible to indicate how deterrent 

a commitment charge by itself would be in preventing A. 

rise in credit limits. NeverthelGss, a levy with a 

minimum interest cha.rge may prov0 to be complementary 

measures to those suggested e8rlior. From tho point of 

view of administrative convenience, at the initial stages, 

limits sanctioned up to fu.10 lakhs may be exempted but for 

serving tho desired purposes, tho commitment levy nay be 

progressively raised with the size of the unutilisec. 

limits. 
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52. Yet another aspect of the banking ,ractice bearing 

on the subject of our enquiry is the relatively small 

proportion cf bills in the composition cf bank credit. 

Need for greater recourse 
to bill finance 

This is partly because we 

understand that a sizeable 

amount of short-term finance provided by banks for sale 

of stocks (trade credit) is in the form of cash credit 

against the collateral of book debt. Such a practice 

may in most ,instances result in an elongation of the 

period of bank credit as there is no discipline imposed 

on the purch~sers to pay the dues within a stipulated 

time. Therefore, in our view, it Seems worthwhile to 

promote the pr actice of culminating crodi t sales by 

issue of usance bills. This would not only impose 

financial discipline on the purchaser but also help 

the supplier or producer to plan his financial commit­

ments in a realistic manner. In the case of Usance 

Bills, excepting risk of bad debt, which could be 

noticed im~ediately and steps taken for recovery~ 

there is no further risk to the bank. In the cash 

credit system, however, banks cannot in the nature of 

things be expected to possess expertise in the matter 

of identifying the nature and quality of goods or their 

serviceability. Moreover, the value of stocks will 

remain subject to price fluctuation, e~d abuses such as 

pilferage or dispos~.1 cf stocks without bank's knowledge 

will not be discovered by the bank soon enough. The 

supplier of goo1s is in a better position to Assess the 

nature and quality of gooes. Finance to the supplier 

through discounting of bills would be a superior method 

of financing to providing finance to the industry by 

means of cash credit ag1:'.inst inventories • Credit 

control would be fRr more effective if finance for 
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industry is provided not to the industry holding the 

in~Tentory but to the supplying inciustry or trade. We 

realise th!'l.t this will not be feA.sible in all c A.ses and 

also not immediately possible. Nevertheless for commercial 

banks extension of credit through Usance Bills which are 

self-liquidating in nature would considerably reduce the 

cost of credit administration, as against pledge or 

hypothecation advance. The borro~er would also benefit 

from the system of Usance Bills for he need no longor 

engage himself in the bothersomo and expensive task of 

chasing pnd collecting of cUstomers dues. An A.dequate 

growth in the volume of Usance Bills would also facilitate 

the development of genuine Bill Harket in India. We, 

therefore, are of the view that commercial banks, industry 

and trade shoulc try, where feasible and administrRtively 

convenient, to initiate and develop tho prnctice of issue 

of usance bills and their acceptance for the purposes of 

trade creci t and for securing discounting fpcili ties 

ag8.inst them. We also recommend that with a view to 

encouraging the development of bill market in India, 

the Central Govornment may consider a reduction in the 

stamp duty on usance bills; we believe that the loss 

in revenue following a reduction in stamp duty would be 

more than made good by the resultant larger volume of 

usance bi lIs. 

53. "ve have SO far concentrA.ted primarily on the 

supply side of bR..nk credit. Since supply of credit is 

essentially functicn~ demand for credit, it is necessary 

to examine how far the credit 
Control of inventories 

demand could have been a factor 

resulting in the flow of excess credit to indUstry and, 
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if so, how it could be kept to the minimum without hampering 

production. This is an aspect of inventory control to 

which considerable attention is being paid in advanced 

countries such P.S the U.K., U.S.A., Japan and West Germany. 

In India, some of the large and well established industrial 

companies appear to ha.ve been paying attention to the problem 

of inventory control but it has not been possible to assess 

the degree of SUccess achieved by them in this regRr~. 

54. The total investment in inventories as at 1966-67 

of 1501 companies covered in the Reserve Bank's study 

amounted to ~.1522 crores which formed about 30% of capital 

employed (gross fixed assets + inventories) in these 

companie·s which compared with 26~ in U.K. and 28;6 in Japan. 

It will be seen from the following table that in 1966-67 

the inventory held by 1501 companies referred to above 

covered 3 to 6t months' production requirements although 

the inventory held in 1966-67 would be partly inflat~d 

on account of recession: 

TlJ3LE 15 

Inventories in stocks (of raw materials, finished 
gooc,s~ § t or es 2 Lnumb er of months ~ales 

1960-61 1965-66 1966-67 

1. Cotton textiles 3.6 3.6 3.7 months 

2. Jute textiles 2.9 3.0 3.3 It 

3. Iron and. steel 4.1 3.6 4.8 It 

4. Electrical machinery, 
app~atus , etc. 4.4 3.9 5.1 II 

5. Machinery(other than transport 
and electrical) 5.2 4.9 6.4 .t 

6. Basic Industrial Chemicals 4.1 3.9 4.4 .t 

7. Medicines & Pharmaceutic~ls 
3.4 .. and other Chemical Products 3.7 3.4 

8. Cement 3.2 3.4 3.8 II 

9. Paper and paper prae.ucts 3.3 3.6 4.1 It 

•• 57. 



\" _ 57 _ 

In the preceding year i.e. in 1965-66 the qpantity of stocks 

held ranged betvleen .3 to 5 months' production requirements. 

It may be noted that between 1960-61 and 1965-66, the 

quantity of inventor ies held in relation to production went 

up in respect of jute textiles, cement and paper and IBper 

products. We are aware that t here are various factors which 

influence the holdings of inventories as between the diffe­

rent industries. It has not been possible for us within 

the limit ed time available to us to go into the question of 

adequacy or otherwise of stocks of inventor ies held by 

various industries and t he scope for minimis ing tre sto cks 

need by industry. We; however, consider that as an integral 

part of restraining t he demarrl for bank credit by indust ry, 

adequate attention should be paid to t his problem, especially 

in regard to a few major indust ries. The Federat ion of 

Chambers of Conunerce and Industry, the All-India Manu­

facturers' Organisation and such other Associations of 

Indust ries may be requested to take up this subject for 

examination and offer guidelines to their industry-members. 

55. In some court ries such as the U.K., iilest Germany 

and Norway, a cust omer normally routes his entire business 

Multiple banking through one bank. Such a system 

is normally conveniert. to t he borrower as well as the bank 

and could, wi th advantage, be adopt ed in our country. 

This would considerably reduc e th e scope for double or 

multiple financing of stocks by banks in the present form 

of bank lending. Even if the lending system recomroonded 

above is adopted, it would be in th e irt. erests of both 

the borrowers and t he banks if th e borrower could confine 

his dealings to one bank only as the borrower would not be 

tempted to go to another bank for temporary facilit ies to 

cover up th e default committ ed under th e bor rowing arrange­

ment with his bank. It is, therefore, suggested t hat as 
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a general rule at least the major banks (say those 1:a nks 

having deposits of Rs.100 crores and above and which would 

account for three-fourths of total bank credit) might consi­

der entering into a gentleman's agreement that they would 

not acconunodate a customer who is banking wit h any other oonk 

except with t he prior intimation to t he lending bank. We 

realise that there may be circumstances in which borrower 

may have to a pproach another bank for his reasonable 

requirements in case the proposal does not fit in with the 

norms or policies of his existing bank; our suggestion would 

not be applic able to s uc h cases. We understand that there 

is joint collaboration as between banks, on a limited scale, 

where credit requirements of borrowers are very large and 

could not be met out of resources of one bank. We corrmend 

the adoption of such consortia arrangement s by l::a nks for 

large loans. 

56. To sum up, it would be desirable to a dopt the 

following proposals for ensuring the best possible use of 

limited resources of banks (1) the adoption of the Icash 

flow analysis I of the financ iClI position of the borrowers 

(large and medium), (2) the determination of what may be 

deemed as (i) the hard core and (ii) fluctuating components 

of existing and proposed cash credit advances and seek 

appropriate solutions to lessen th e use of short-term bank 

credit for long-term use as also reduce over a period of 
on 

time the dependence of borrowerqlthe short-term bank credit 

for I hard core I, (3) examine t he scope ar..d effectiveness 

for th e levy of a co nun it me rL charge on unutilised credit , 

limits, (4) the increasing use of bills wherever possible, 

(5) the adherance to a rule, as far as possible, that each 

borrower confines his deal ings to one bank, and (6) recourse 

to better methods of inventory control by industrial units • 
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57. Some of the ruggest ions made in this report would 

call for a cor~iderable degree of reorientation in the 

Some Implications 
of th e Pro pos als 

outlook, attitudes and methods 

of loan operations of banks and 

borrowers, particularly the latter. A certain measure of 

financial dis cipline irnplic it in t he suggestion would, in 

the ultinate analysis, help the corporate and other borrowers 

in formulating financial. plans, maintaining a better control 

ov(;r their inventories, regulating production ona more 

rational basis and economising in the demand for bank credit. 

As regards banks, a periodic al release of part of the 

resources at IT esent locked up in 'rollover' cash credit/ 

overdraft to indust ry would enable them to r.J.eet on a larger 

scale the demands of the priority sectors of the economy, 

viz. agriculture, exports and small industries. It would 

also facilitate a widening of their credit base which at 

present is very narrow inasmuch as the total number of 

accounts with banks as at March 1967 was hardly about 

10.6*.lakhs as against deposit accounts of 140.1 lakhs. 

There would thus seem to be considerable scope for commercial 

banks to diversify their loan transactions in terms of number 

of borrowers. Moreover, the pattern of bank credit in India 

which is a t present heavily tilted in favour of industry as 

compared to s eV2!'al other developed countries, would seem to 

afford further scope for diversification of advances to 

other sectors such as retail trade, transport operators, 

construction activity, etc. ThiS, in its turn, would 

increase the scope for mobilisation of deposits. In otter 

words, cOrnr:1.ercial banks would thus be able to playa more 

effective role in serving the community and tre ends of 

social justice. 

':' Data on numbe r of borrowers are not available • 
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58. Since the above report was fimlised, 14 major Indian 

scheduled commercial banks (with deposits above ~.50 crores) 

Nationalisation of banks have been nationalised. The 

organisation and t he administrative structure of the nationa­

lised banks are not known so far. We, however, consider that 

our recommendations, which have a vit al bearing on the 

principles governing extension of credit to major borrowers 

by the comnlercial banks would in fact be of considerable 

significance in the new context. 

59. We are grateful to the DepartmeIt; of Statistics of 

the Reserve Bank 0 fInd ia for making available to us the 

balance sheets of companies obtained 
Acknovlledgement s 

by them fo r t heir study of company 

finance. Particular mention has to be made of the detailed 

work done over several weeks by Shri K.N.R. Ramanujam and 

Shri D.G. Borkar of the Reserve Bank and Shri K.J. Natarajan 

am Shri N'.R. Kulkarni of the State Bank in the matter of 

collection of data and th e preparation of draft paragraphs. 

But for their hard labour, cheerfully undertaken, the Working 

Group would have had enormous difficulty in preparing this 

repo rt .. 
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R. B. Shah 
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SUI-hARY 

The gap in the accrual of deposits available with 

the commercial banks for financing credit is markedly 

reflected d.uring the busy season of the year, and is 

made good by their recourse to short-term borrowings 

from the Reserve Bank.. The volume and duration of such 

borrowings should be kept to the minimum. (paragraphs 2 

and 3). 

2. The Reserve Bank endeavours to control the total 

supply of bank credit to the economy, the share of 

different sectors and the individual corporate and other 

bnrrowers in each sector being left to the discretion of 

individual banks. (paragraph 5). 

3. The industrial sectar accounted for roughly b.~-

thirds of t')tal scheduled bank credit as on l-iarch 31, 

1967. The share of bank credit to industry showed a 

steady increase while that of commerce had declined. 

The corporate sector (excluding Government companies) 

claimed nearly four-fifths of scheduled comnercial bc.nks I 

industrial advances as at the end of March 1C;67 while 

partnership and proprietary concerns, etc. accounted 

for more thRn two-thirds of ~dvances to commerce. 

(paregraphs 6 and 7). 

4. The credit needs of industry or trade may be 

considered to be inflated if, over a period of years, 

(i) the rise in short-term credit is substantially 

higher than the gro"rth in in".ustricl production or the 

increase in inventories; (ii) there is a diversion of 

shart-term bunk borrow-rings for .,building up of fixed 

CI.sscts or ot11er non-current ('1ssets; (iii) there is a 

double or multiple fin~ncing of stocks and (iv) the 

period of credit is unduly ll~·ngthened. (paragraph 8) • 
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5. The ratio of bank borrowings to inventory after 

rising up to 1965-66 crme down in 1966-67. A study of 

the expansion in bank advances to trade in relation to 

the increase in value of production in two groups of 

commodities viz. (a) chemicals, dyes, pcdnts and 

pharmcceuticals And (b) textiles sho'"red thC"t there was 

no excess credit to trade engaged in the production of 

these industries. This might be assumed to hold good 

for most other commodities. (p~rcgraphs 9-11). 

6. Over the past few years industry appec.red to 

have practised a fairly stable inventory t~hrviour as 

reflected in the generally oonstcnt inventory/sales ratio. 

The rise in bank credit to industry during each of the 

years 1964-65 to 1966-67 was substuntially higher than 

the increase in value of industrial output valued at 

current prices. Th€ r0tio of short-term b2nk borrowings 

to inventories also rose from 40% in 1961-62 to 52~ in 

1966-67. Some industries, particularly those in the 

traditional group Gnd several industrial units obtcined 

credit from b~nks over ~nd above the rise in their 

production. It, therefore, appears that in the absence 

of specific restraints, there ",ras a. tendency on the pc.~rt 

of inrlustry generally to avail itself of short-term 

cr~dit from banks in excess of the amounts based on the 

growth in production anct/or inventer ies in va.Iue terms. 

(paragraphs 12-14). 

7. The prevalent prectice of b~nks in fixing credit 

limits for industrial borrowers are so varied that 

there is reason to believe thct ",Tithin their ambit 

they are unlikely to prevent the emergence of exceSS 

demand for credit from certain borrowers. By and large, 

the scheduled commercial b?nks ('Ire inclined generally 
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to relate their credit limits to the security offered by 

their constituents. Banks also do not generally adopt a 

uniform method of valuation of stocks nor do they hRvc a 

uniform practice as regards the prescription of margins. 

The varying pra~tices, however, cannot be said to consti-

tute importcmt factors in the emergence of excess credit. 

(pcragraphs 18- 20 l. 

8. The need for extension of trade credit by the 

corporate sector, seemed. to h;:ove become mcrked in view 

of the emergence of a buyers' market in certain lines of 

activity in the last year or so. Th~ available data are, 

however, incomplete to lead to c.ny conclusion ,,,hether 

the increase in trade credit by the cor~orate sector 

necessarily resulted in an increased demand for bank 

credit. (paragraph 2l). 

9. N'ith c view to preventing undue elongation of the 

period of trade credit and the tying up of resources of 
\. 

banks for unproductive purposes, it is considered that 

the period of trade credit should not normally exceed 

60 days and in special circumstances up to 90 days 

(excluding sc.les of capital eq,uipment on deferred payment 

terms). The undue delay in the settlement of bills by 

GOvernment Departments could be disCQurC'.ged by stipulc.ting 

thc.t the latter should pcy interest on bills if they are 

not paid \dthin 90 dayS after their receipt (accompanied 

by approved ins~ection notes or through such other safe­

guards as may be n(~cess('ry for receipt of goods according 

to specifications). (paragraph 2'.2). 

10. In the present system of bank lending in India, 

certain types of credit facilities such as advances 

aqainst receivables can result in double or multiple 

financing of stocks. This can be eliminated if, at the 

time of assessment of credit requirements of a borrow~~'.64 
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due account is taken of the credit received on its 

purchases. (paragraph 23). 

11. The factors referred to above ODuld have only 

partly contributed to the rise in short-term bank credit 

not warrcnted by increase in production/inventories of 

certain types of borrowers. A study of 255 companies as 

had witnessed a de'te·rioration in their current ratio 

over a period of years revealed that between 1961-62 and 

1966-67, the increase in short-term liabilities were 

utilised for financing the gap between long term assets 

and long term liabilities. One-fifth of the gross fixed 

assets formation of these companies w?s financed and in 

addition non-current assets comprising mostly loans were 

acquired by expansion in short-term liabilities including 

bonk loans. An industry-wise analysis of the companies 

on the same lines also confirmed the sarne trend. 

(peragraphs 24-29). 

12. The tendency on the part of a number of industrial 

units to utilise short-term bank credit a~d other current 

liabilities for acquisition of non-current assets Cc~ be 

due to (a) generally sluggish conditions in the capital 

market since 1962, (b) the limited nature of the ap~raisal 

of applications for short-term loans as compared to 

medium term loans and (c) stipulation of repayment 

scheduled for medium-term loans. (pC'l.ragraph 32). 

13. The prevalent lending system ,,!QuId appear to have 

greatly assisted certain units in industry on increased 

reliance on short-term debt to finance their non-current 

investment. The working capital advances of banks are 

grC'nted by way of cC'tsh credit limits which ere only 

technically repayable on demand. The system was found 

convenient in view of the emphasis placed by banks on 
••• 65 
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the security aspect. These short-term udvances though 

secured by current assets are not necessarily utilised 

for short term purposes. The result is that cash credit 

advances have no longer remained short-term or self-

liquidating. The possibility of heavy reliance on bank 

credit by industry arises m~inly out of the way in Which 

the system of cash credit whiCh accounts for 70% of total 

bank credit has been operated in recent times. (para-

graphs 33-36). 

14. A substantial part of the working capital advance 

is permanently needed by the unit to carry on its opera-

tions. Therefore, in the financial planning of the 

borrowing unit it is necessary to see what would be its 

permanent lock up of funds in working capital as distinct 

from its purely temporary requirements and to arrange for 

term finance subject to observance of a proper debt:equity 

ratio. (paragraph 37). 

15. Unless measures are taken now to check the 

tendency, for diversion of bank credit for acquiring 

long term assets it may ClSSWT\C wider dimension in the 

next few y·~ars. The suggestions for checking this 

tendency are : 

(I) Appraisal of credit a~plications should be made 

"d th reference to t he total financial si tuation/. existing 

and projected, as shown by cash flow analysis and fore-

casts submitted by borrowers. Initially advances of, 

say ~.50 lakhs and over should be analysed this way 

and then the system may gradually be extended to other 

advances. (par?graphs 38-39). 

(2) Outstandings in cash credit accounts should be 

distinguished as between (i) lithe hard core" which 

~rould represent the minimum level of raw materials, 

finished goods and stores Which the industry is required 
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to hold for maintaining a given level of production and 

(iil the strictly short-term component which would be 

the fluctuating part of the account. The latter part of 

the account IDuld represent the re,.:uirements of funds for 

temporary purposes, e.g. short term increase in inventories, 

taXt divi~end and bonus payments etc., the borrowings 

being adjusted in a short period out of seles. T~ere the 

company I s debt-paying capacity is good and it s other 

ratios not unhe~lthYt the hard core element in the cash 

credit borrowings could be segregated and put on a formal 

term loan basis C'.nd subject to repayment schedule. Where 

the financial pOSition is not too good or the size of the 

hard core is large, the possible solutions to be attempted 

would be : additional issue of equity or preference 

capital, a debenture issue with a long ~~turity, the 

bringing of long term deposits and unsecured loans by the 

promob::rs and their friends. ~4here the hard core is to 

be plc-ced on a formal torm loan basis, too proposal 

should be SUbject to a detailed appraisal. Tho documents 

should contain covenants in regard to the end-use of the 

loan, maintenance of minimum finC'mcial ratios, rcpaynEnt 

obligations, restrictions on investments in shares und 

debentures, Eetc. (parcgraphs 40-45). 

16. AS the determination of the hard core element of 

the cash credit account may present some practical 

difficqlties to bankS, it would be worthwhile to attempt 

study of industry-wise norms for minimum inventory l€vels. 

(Paragraph 44). 

17. The intention in suggesting this type of lending 

on a term basis for working capital is not to deny 

credit cssistance to expanding industrial units or to 

bring do".1ll immediately the present level of bank credit 

to industry. The borrOwer vJOuld only be subject to a 
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greater financial discipline and a repayment of such loans 

over a period of time; this will provide a more effective 

use of bank's funds. (paragraph 46). 

18. The proposed dhcnges in the cash credit/overdraft 

accounts of banks would hove little impact on a majority 

of units in the corporate sector. Only units which 

witnessed a deterioration in the current ratio resulting 

now in a nE:gative ratio or a current ratio of 1.5 Cl.nd 

below are likely to be c.ffected. (pare-graph 47). 

19. As a complementary measure to check the extension 

of extra bank credit, it would be desirable to levy a 

commitment charge on the unutilised limits in cash credit 

accounts coupled, if necessary, with minimum interest 

clause. (paragraph 51). 

20.. Also, banks shoulc1 promote the practice of culmina-

ting credit sales by issue of usance bills. This \'I)Ould 

not only impose financial discipline on the purchaser but 

alSO help the supplier or producer to plan his financial 

commitments in a realistic manner. with a view to encou­

raging the development of bill market, the Central 

Government may consider reduction in the stamp duty on 

usance bills. (paragrnph 52). 

21. On the side of demand for bank credit it would be 

worthwhile to go into the question of adequacy or other­

wise of stoCks of inventory held by tho various industries. 

(paragraph 54). 

22. To reduce the scope for double or multiple financing 

of stocks, a customer should generally be required to 

route his entire business through one bank and the major 

banks may consider entering into a gentleman's agreement 

for the purpose. (paragraph 55}o 
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23. A certain measure of financial discipline implicit 

in the above suggestions would ultimately help the 

corporate and other borrowers in formulating financial 

plans, regulating production on a m0re rational basis 

and economising in the demand for bank credit. As regards 

banks, a periodical release of the part of the resources 

at present locked up in Iroll over' cash credit/overdraft 

to industry would enable them to meet on a lcrger scale 

the demands of priority sectors of the economy and to 

di versify their loan transactions. (paragra~)h 57) • 
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ANNEXURE I 

RSSERVE B~.Nl< OF INDIA 
CEnTRAL OFFICE 

INDUSTRIAL FINANCE DEPARTMENT 
II COl>1I'!ERCIAL Mt~OR II 

CHINCH BUNDER 
B01-iB11Y-9. 

No. C. 290 (D)-932. December 16. 1968 
~~rahayana 25, 1890 (Saka). 

Dear Sir, 

Study Group II set up by the National 
Credit Cbuncil - ,Subject lithe extent to 
111rhich the credit needs of industry and 
trade are likely to bG inflated and how 

such trends could be checked ll 

In recent y€ars,. the demand for cre:'1.i t from trade 
and industry has bEen far ahead of the deposit resources 
which have been accruing to the banking system. While the 
subject matter of mobilisation of depOSits has been 
assigned to c.nothcr study Group, the issue to be considered 
by this Study Group is to what extent the prinCiples 
governing extension of credit by b2nks oould be improved 
upon and their methods streamlined. TO facilitate this 
work and in the absence of any readily available info~ation 
on the methods follow8d by banks extending credit. I have 
been asked by the Cbnvener of the Study Group to approach 
the major scheduled banks for information on the following 
points I 

(a) The Study Group would like to know if you h~.ve set 
any guir.elines for assessing the working capital require­
ments of your corrjQrate borrowers. It would be useful if 
a concrete example showing how the working capital re~uire­
ments of a corporate borrower he.ve been a.ssessed r.nd hO\-l 

the quantum of the limits is related to the stocking Of raw 
materiels and finished goods and the stocks-in-process, is 
given. 

Sundry creditors ':orm one source of finnnce for 
the borrower. How is this ta.ken into account in fixing 
the quantum of the limit? An illustration would be 
'If.,elcome. 

(b) Is a uniform system of valuation of stoCk-in-trade 
followed to determine the drGwing power on an account? 
What is the basis of this valuation? In what circumstances 
is it relaxed? 

(c) It has been suggested that the level of outstand­
ing credit from banks is higher than necessary because of 
the large amounts carried as sundry debtors by borrowers 
and the long period taken for the settlement of the debt. 
T'lould it be pOssible for you to set out your experience 
in this matter? In what fieldS of activity are oebtors 
unduly high and what type of debtors particularly account 
for delayed payment? 

(d) The Study Group ~~uld like to know the usual 
margins prescribed by you for the different types of 
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advances to your customers (pledge, hypothecation, bills, 
etc.) and the circumstances in which the margins are 
relaxed and also when advances are made on a clean basis. 

(e) Kindly indicate how often and what type of review 
is undertaken in respect of credit limits sanctioned by 
you for purposes of working capitol. 

(f) It is evident that in recent years there has been 
a tendency on the part of corporate borrowers, in the 
context of the conditions in the capital market, to use 
funds aVciled of for working capital purposes for aCqUi­
sition of fixed assets or other non-current assets. -
The study Group would cppreciate if you could kindly 
suggest appropricte safc;:guards as also the steps to be 
taken to ensure that suCh advances are gradually repaid. 

(g) Do you consider that the lending practices of bC'nks 
at present have resulted in double or mUltiple financing 
of stocks of raw materials and finished goods? If so, 
can you kindly identify the procedures/practices which 
are resnonsible therefor and also indicate tho steps to 
rectify· the position? 

(h) The Study Group invites comments from you on the 
subject matter assigned to it; more particularly sugges­
tions which you may like to make on the present lending 
practices of banks and whether any changes or modifica­
tions should be made therein are welcome. 

A reply to this questionnaire not later than 
,Januf'.ry 20, 1969 will be very much appreciated. 

Please acknowledge receipt, 

Yours faithfully, 

sd/-

(K.N.R. Ramanujam) 
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l~EXURE II 

Sources and uses of.funds during 

Net profit/loss (before taxes but after 
depreciation) 

Increase in Share Capital 
Provision for depreciation 
Provision for taxation 
J)ividends 

Dqferred Li?Ai1ities 

(a) Increase/Decrease in Term LoRns 
(b) Increase/Decrease in Debentures/ 

Mortgage IDuns 

(c) Increase/DecrEase in Other DEferred 
Liabilities 

Short- Term Borrowings 

Increase/Decrease in Short-term bank 
borrowings 

Increase/DEcrease in Other short-term 
borrowings including deposits 

Other Current Liabilities 

(a) Increase/Decr~ase in Sundry Creditors 

(b) IncreAse/Decrease in Other CUrrent 
Liabili ties 

Increase/Decrease in Other funds 

Increase/Decrease in Fixed i.ssets 

Investments 

(a) Increase/Decrease in Investmonts in 
subsidiaries and l~filiates 

(b) Increase/Decrease in Investments in 
, Other Companies 

CUrrent l.ssets 

(a) Increase/Decrease in Rc.w Materials 

(b) Increase/Decrease in Finished goods 
and ,,,ork-in-progress 

(c) Increase/Decrease in Stores, spares 

(d) Increase/Decrease in Beak Debts 

etc. 

.0. 
• •• 
••• .0. 
••• 

••• 

••• 

• •• 

.0. 
• • • 

· .. 
••• 

••• 
e •• 

••• 

••• 

• •• 

e •• 

••• 

• •• 
(e) Increase/DecreC'se in Other current Assets ••• 

Loans and Mvances 

(a) Increase/Decrease in Lonns to Subsidiaries 
and l.ffiliatcs ••• 

(b) Increase/nscrease in Loans to others •• • 

(Ps. in lakhs) 
Inflow Outflow 

=============== 
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Busy f'ieason 
(PovombGr - April) 

1966-67 

1967-68 

1968-69 

- 72 -

Statement I 

Changes in N8t Bank Cr,.Ait to Private Sector 
____ ---=i=::.n~r~ulation to HoneY Supply 

(Rupees in crorcs) 

Incr0ase in Increase in Increase in Increase Increase in Increase in Percentage 
money supply Net Bank Reserve in Bank's Bank's Adv- Bank I s Time of (2) to 
wi th the Credit to Bank Net ances and Deposits (1) 
public Private Credit to Credit 'Holjings of 

Sector Private to Private 
Soctor Private Securities 

Sector 
(3 + 4) (5 - 6) 

(1) (2) (3) (4) (5) (6 ) (7) 

456 358 3 355 408 53 78 

546 415 4 411 519 108 76 

585 250 2 248 436 188 43 

Source: Ruscrve Bank of India Bulletin. 
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statement II 

Distribution of Bank Credit to various sectors 

(In crores of Rupees) 

Sector March 1951 March 1956 April 1961 March 1966 March 1967 
Amount Perccm- AmOl.mt Pcrcen- Amount Percen- Amount Percen- Amount Percen-

tage to tage to tage to tage to tage to 
total total total total total 

Industry 198.9 34.0 285.7 37.1 663.8 50.8 1471.0 62.7 1748.0 61:.3 

COImnerce 210.6 36.0 281.0 36.5 373.2 28.6 502.3 21.4 526.5 19.4 

Financial 74.0 12.7 71.9 9.3 67.1 5.1 77.6 3.3 96.7 3.6 

Personal 39.7 6.8 51.1 6.6 87.9 6.7 107.8 4.6 114.5 4.2 

Agriculture 12.4 2.1 15.6 2.0 40.5 3.1 56.5 2.4 56.7 2.1 

Government 13.1 0.5 

Others 49.0 8.4 64.9 8.4 73.7 5.6 131.6 5.6 161.8 5.9 

Total 584.6 100.0 770.2 100.0 1306.2 100.0 2346.8 100.0 2717.3 100.0 

Source: Reserve Bank of India Bulletin - December 1968. 
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Statement II 

Distribution of Bank Credit to various sectors 

(In crores of Rupees) 

Sector March 1951 March 1956 April 1961 March 1966 March 1967 
Amount Percon- Amount Porcen- Amount Percen- Amount Percen- Amount Percen-

tage to tage to tage to tage to tage to 
total total total total total 

Industry 198.9 34.0 285.7 37.1 663.8 50.8 1471.0 62.7 1748.0 61.3 

COTIL.'1le rco 210.6 36.0 281.0 36.5 373.2 28.6 502.3 21.4 526.5 19.4 

Financial 74.0 12.7 71.9 9.3 67.1 5.1 77.6 3.3 96.7 3.6 

Personal 39.7 6.8 51.1 6.6 87.9 6.7 107.8 4.6 114.5 4.2 

Agriculture 12.4 2.1 15.6 2.0 40.5 3.1 56.5 2.4 56.7 2.1 

Government 13.1 0.5 

Others 49.0 8.4 64.9 8.4 73.7 5.6 131.6 5.6 161.8 5.9 

Total 584.6 100.0 770.2 100.0 1306.2 100.0 2346.8 100.0 2717.3 100.0 

Source: Reserve Bank of India Bulletin - December 1968 
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Stgtement III 

Bank credit to selected industries/ 
grou:Qs under the main sectors 

(In crores of Rupees) 

March 1956 l ... :Qri 1 1961 Mgrch 1967 
Amount Percen- ,Amount Percen- Amount Percen-

tage to tage to tage to 
total total total ---

A.. Industry 285.7 37.1 663.8 50.8 1748.0 64.3 

1. cotton Textiles 62.7 8.1 145.1 11.1 268.8 9.9 

2. Jute rrextiles 2~.1 3.0 32.1 2.5 77.4 2.9 

3. Other Textiles 18.9 2.4 20.0 1.5 74.3 2.7 

4. Sugar 48.8 6.3 99.9 7.7 107.0 3.9 

5. Vegetable Oils & 
Vanaspati 13.8 1.8 27.4 2.1 48.6 1.8 

6. Mining & QUarrying 7.1 0.9 12.6 1.0 43.9 1.6 

7. Iron & Steel 7.7 1.0 33.9 2.6 99.1 3.7 

8. Engineering 32.9 4.3 122.4 9.4 432.8 15.9 
(a) Heavy 46.0 3.5 228.0 8.4 
(b) Light 76.4 5.8 204.8 7.5 

9. Chemicals,dyes,drugs 
& pharmaceuticals 10.3 1.3 33.0 2.5 92.0 3.4 

B. Commerce 281.0 36.5 373.2 28.6 526.5 +9.4 

1. Wholesale trade 265.8 34.5 353.0 27.0 476.8 17.6 

(a) Agricultural 
Commodities 132.1 17.2 143.0 10.9 212.3 7.8 

(b) Non-Agricultural 
Commodi ties 133.7 17.3 210.0 16.1 264.5 9.7 

2. Retail 15.2 2.0 20.2 1.5 49.7 1.8 

c. Fin~nci5!l 71.9 9.3 67.1 5.1 96.7 3.5 

1. Co-operative Banks 0.9 0.1 1.7 0.1 19.2 0.7 

2. Shroffs 13.1 1.7 17.2 1.3 14.5 0.5 

3. Others 57.9 7.5 48.2 3.7 63.0 2.3 

D. Agriculture 15.6 2.0 40.5 3.1 56.7 2.1 

Plantation 35.1 2.7 47.1 1.7 

E. Personal 51.1 6.6 87.9 6.7 114.5 4.2 

F. Q:overnment 13.1 0.5 

G. Others 64.9 8.4 73.7 5.6 161.8 6.0 

H. GRAND TOTAL 770.2 100.0 1300.2 100.0 2717.3 100.0 

Source: Reserve Bank of India Bulletin - December 1968. 
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Statement IV 

Industrial advWlces by type of Borrowers 

(Amount in crores of Rupees) 

I~pril 1961* March 1966 March 1967 
Amount As per- Amount As per- Amount I1s peP-

cent of cent of cent of 
total In- total LYJ.- total 
dustrial dustrial Indus-
advances alvances trial 

cdvances 
(1) (2 ) (3) (4) (5) (6 ) 

1.State-owned and State-
managed concerns 29 4.2 76 5.2 105 6.0 

2.Limited Companies** 
(Public & Private) 567 83.4 1201 81.6 1380 79.0 

3.Co-operatives 9 0.5 

4.Partnerships and Others 68 12.4 19'-1 13.2 254 14.5 

Total Industrial Advances 664 100.0 1471 100.0 1748 100.0 

* Data for 1961 have not been reclassified in line with the 
classification adopted for 1967 survey as the break-downs 
are not available. 

** Other than Government Companies. 

Advances to commerce by type of Borrowers 

March 
Amount 

(Amount in crores ot RupeGs) 

1965* 
A.s per­
cent of 
total 
advances 

to 

March 1966 
!\mount J..s per­

cent of 
total 
advances 

to 

March 1967 
~.moun t As per­

cent of 
total 
alvances 

to 
commerce commerce commerce 

(1) (2) (3) (4) (5) (6) 

1.State-owned and state-
managed concerns 17 

2.Limited Companies** 
(public & Private) 150 

3.Co-operatives 
4.Partnerships and Others 370 

Total Advances to Commerce 537 

3.2 

27.9 

68.9 

100.0 

54 10.8 

122 24.3 

326 

502 100.0 

24 

139 

4 

360 

4.5 

26.4 

0.8 
68.3 

527 .100.0 

* Data for 1965 have not been reclassified in line with the 
classification adopted for 1967 survey as the break-downs 
are not available. 

** Other than Government Companies. 
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statement V 

statement showing vclriations in Prices, Production and Ba.nk Credit 
during 1963 - 1967 

(Bank Credit in crores of rupees) 
-------------------------------------------------------------------------------------------------------------------

Industries 

(1) 

-
1. Cotton textiles 

2. Jute textiles 

3. Rayon, Nylon and 
Silk textiles 

4. Other textiles 
(Woollen) 

5. Iron and Steel 

6. Coal Mining 

Bank 
credit 
;=ts on 
March 
31, 
1963 

(2) 

196.52 

50.84 

20.51 

20.75 

29.73 

6.73 

7. HGavy machinery (Prime 49.12 
movers, boilers, steam 
generating p1pnts, 
~ining, earth moving 
and cons tru c ti on 
IDR.chinery Cl.nd industrial 
machinery) 

8. Motor vehicles 
& ancillaries 24.54 

Percen­
tage rise 
in prices 
during 
1962-63 

to 
1966-67 

(3) 

14.1 

46.0 

21.4 

21.4 

21.7 

19.6 

31.2 

29.7 

Bank credit 
in co1.2 
raised by 
percentage 
rise in 
prices in 

col.3 

(4) 

224.23 

74.23 

24.90 

25.19 

36.18 
, 

8.05 

64.-15 

31.83 

Percentage 
rise/fall 
in indu­
strial 
production 
during 
1962-63 to 
1966-67 

(5) 

+ 8.9 

6.7 

+ 34.1 

- 29.5 

+ 34.0 

+ 11.2 

+ 41.9 

+ 35.8 

Bank credi t as 
in col.4 adju­
sted to per­
centage rise/ 
fe.ll in indu­
strial produ­
ctio!l ~.s in 

ccl.5 
(6) 

244.19 

69.26 

33.39 

17.76 

48.~18 

8.95 

91.45 

43.23 

Bank credit 
3.S on March 
31, 1967 

(7) 

268.83 

77.·13 

39.82 

23.01 

99.09 

27.0/1 

77.14 

35.16 

Excess (+) or 
defici t(-) 
(co1.7 - co1.6) 

(8) 

+ '24.64 

+ 8.17 

+ 6.43 

+ 5.25 

+ 50.61 

+ 18.09 

- 14.31 

8.07 
. .. 77. 
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statement V (Contd.) 
(B~nk credit in crores of rupe3s) 

------------------------------------------------------------------------------------------------------------------
Induztries 

(1) 

9. Bicycles and Parts 

10. Sug~,r 

Bank 
credit 
HS on 
Mprch 
31, 
1963 

(2) 

8.23 

86.76 

11. VegetRble oil crushing, 
Refining including 
VLnaspati 31.S6 

12. Chemicals, Drugs & 
Pharmaceuticals 47.41 

13. Fertilisers 4.61 

14. Paints and Varnishes 4.70 

15. Cement 21.61 

16. Paper and Paper 
Products 19.01 

17. Rubber products 13.05 

Percen­
tage rise 
in prices 
during 
1962-63 

to 
1966-67 

(3) 

29.7 

23.4 

124.3 

24.9 

24.9 

24.9 

53.3 

53.3 

53.3 

Bank credit 
in co1.2 
raised by 
percentage 
rise in 
prices in 

co1.3 

(4) 

10.67 

107.06 

71.69 

59.22 

5.76 

5.87 

33.13 

29.14 

20.01 

Percentage 
rise/fall 
in indu­
strial 
production 
during 
1962-63 to 
1966-67 

(5) 

+ 53.8 

+ 6.7 

+ 35.6 

+ 65.0 

+ 1.4 

+ 25.0 

+ 41.6 

+ 29.2 

Bank credit cS 
in col.·1 adju­
sted to per­
c~ntage rise/ 
fall in indu­
strial produ­
ction as in 

col.5 
(6) 

.16.41 

114.23 

71.69 

80.30 

9.50 

5.95 

41.41 

41.26 

25.85 

Bank credit 
RS on March 
31, 1967 

(7) 

10.15 

106.97 

48.63 

91.98 

18.87 

7.05 

29.40 

44.26 

23.87 

Excess (+) or 
deficit(-) 

(col. 7 - co1.6) 

(8 ) 

6.26 

7.26 

- 23.06 

+ 11.68' 

+ 9.37 

+ 1.10 

- 12.01 

+ 3.00 

1.98 

... 7R. 
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statement V (Coneld.) 

(Bank credit incrores ('of rupees) 

-----------------------------------------------------------------------------------------------------------------
Industries 

Bank 
credit 
as on 
March 
31, 
1963 

p·Jrcen­
tage rise 
in prices 
during 
].002-63 

Bank c~edi t 
in co1.2 
raised by 
percentage 
rise in 
prices in 

Percentage 
ris'3/fa11 
in indu­
strial 
production 
during 
1962-63 to 
1966-67 

Bank credi t e.s 
in co1.4 adju­
sted to por­
centFlge rise/ 
f f:.ll in ind u­
strial produ­
ction a.s in 

B:::lnk credit 
as on March 
31, 1967 

Excess(+) or 
defici t(-) 

(co1.7 - co1.6) 

(1) (2 ) 

to 
1966-67 

(3) 

co1.3 

(4) (5) 
col.5 

(6 ) (7) (L: ) 

lB. Glass and G1!:J.ss1!lare 2.88 

26.1:0 

53.3 

2.1 

4.42 

26.95 

+ 38.2 6.10 

29.08 

7.40 

37.43 

+ 1.30 

19. Tea + 7.9 + 8.35 

Note: 1) The classification cf industries fer the purpose of dRta on producticn does not 
strictly confirm to thPct adopted. for the purpose of bank ::tdvqncGs to industry 
and hence only those industries have been included as would ensure comparRbility 
of data as far as possible. 

2) For working out the rise in prices during 1962-63 to 1966-67, prices of those 
commodities for vlhich sep:=trate ~2.ta .":'.re avail::tb1e hnve beer: t.qken. into account; 
in other cases, the price rise ln the two groups, namely, lndustrl(=1.l r 8.W m:::terlals 
and manufqctures are tak(3n into flccount. 

Source: 1) R~serve B:=tnk of In{ tn Bulletin - April, August and September 1963, January and 
July 1967 and December 1968. 

2) Report on Currency and Finanea for 1966-67. 
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Statoment VI 

statement showing Increase/Decrease in value of production 
and Bank Credit during 1962-63 to 1966-67 of Individual 

ComI2anies 

Cotton Textiles 
(In 1akhs of Rupees) 

Bank Crodit Production* Production* PercG'ntage Bank Credit in Co1.2 Bank Credit Exces·s (+) or 
Company in 1963 in 1963 in 1967 rise/fall adjust8d to percent- in 1967 deficit (-) 

(Short-torm) in indus- age rise/f~ll in in- (Rhort-term) over actual 
trial pro- dustria1 production credi t 

duct ion in col. 5 ( 7 - 6 ) 

(1) (2) (3) (4) (5) (6) (7) (8 ) 

A 0.52 356 669 + 88.3 1 95 + 94 
B 39 365 538 + 47.5 57 45 12 
C 15 196 269 + 37.6 20 46 + 26 
D 3 1020 1411 + 38.4 4 147 + 143 
E 11 100 121 + 21.4 14 0.42 13.58 
F 3 694 1223 + 76.3 5 192 + 187 
G 59 260 346 + 33.2 79 113 + 34 
H 58 273 S70 1.1 58 34 24 
I 192 675 1007 + 49.1 286 435 + 149 
J 34 244 300 + 22.8 42 98 + 56 
K 109 273 319 + 16.7 128 97 31 
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statement VI (Contd.) 
(In lakhs of rupees) 

Bank Cred.it Production* Production* ?ercentage Bank Cr'Jdit in col. 2 Bank Credit Excess (+) or 
Company in 1963 in 1963 in 1967 rise/fall adjusteJ to percent- in 1967 deficit (-) 

(Short-term) in indus- age risG/fal1 in in- (Short-term) over actual 
trial dustrial production crerjit 
prorjuction in col.5 ( 7 - 6 ) 

(1 ) (2) (3) ('1) (5) (6 ) (7) (8 ) 

L 208 793 1936 + 144.3 509 528 + 19 
M !72 162 194 + 19.5 86 52 34 
N 140 357 551 + 54.2 216 240 + 24 

0 88 229 267 + 16.5 102 138 + 36 

P 35 169 273 + 61.4 57 26 31 

Q 421 1256 1575 + 25.5 528 292 - 236 

R 69 298 345 + lS.5 80 98 -+- 18 

S 135 413 754 + 82.7 846 174 72 

T 100 246 259 + 5.1 105 134 + 29 

U 220 432 414 4.3 211 126 85 

Chemicals~ Enarmaceuticals and Medicines 

Al 7 77 60 22.3 5 26 + 21 

A2 11 21 46 + 115.1 24 7 17 
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Statement VI (Concld.) 

(In lakhs of rupe es ) 
Bank Credit Product1on* Production* Percentage Bank Credit in col.2 Bank Cre1it Excess (+) or 

Company in 1963 in 1963 in 1967 rise/fall adjusted to percent- in 1967 dcfic it (-) 
(qhort-terrn) in inuus- age rise/fall in in- (Short-term) ov,,-~r actual 

trial dustria1 production credit 
production in col.5 ( 7 - 6 ) 

(I') (2 ) (3) (-1) (5) (6) (7 ) (8 ) 

A3 16 17 21 + 24.4 19 10 9 
A4 35 227 508 + 123.8 78 105 + 27 
A5 138 2~19 568 + 127.6 314 271 43 
A6 8 16 126 + 682.3 63 53 10 
A7 116 233 633 + 171.6 316 200 116 

A8 4 41 84 + 102.2 9 44 + 35 

A9 342 750 826 + 10.1 377 531 + 154 

* Production = Sales during the year + Closing stocks - Openi:pg stocks. 

Source: Balance sheet of the respective company. 
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STATEMENT -

Statement showing changes in current 
the sources of their financing of p~ 
of which exceeded their current aSSE 

---------------------------------------------------------------------. 
Industrial Sub-Group No.of· Incr- Incr- Incr- ,Increase 

cO!!'.:)a- e9.S~ ease ease or decrease( 
nies or de- or de- decrease in other 

crease crease (-) in non-currel 
(-) iL (-) in other assets 
stocks bock current Inve- Loar 
& sto- debts assets stme- & At 
res nts anCE: 

(unquo-
ted) 

(1) (2) (3 ) (4) (5) (6 ) (7 
---------------------------------------------------------------------

I) Agric1l1tl:l~e & Allied 
Activities 
1. Tea 30 27 45 7 - :-:1 2t 62 77 62 %"0 

2. Sugar 15 -197 10 8 6 - 2E ct44 2 494 118 174 
II) Mining & Quarr~ing 

3. Coal Mining 18 124 418 u - 20 227 1168 95 605 173 295 245 461 333 
III) Processing & Manufacture 

of food stuffs, textiles, 
leather and products 
thereof 
4. Edible vegetable oils 1 127 29 3 3 38 154 77 46 17 14 97 95 22 
5. Tobacco 1 7 1 1 4 8 1 -1: 3 3 10 1 
6. Cotton Textiles 103 2563 981 - 44 10 645 9810 514 3810 3132 2354 2924 1703 1882 
7. Jute Textiles 16 824 476 41 - 23 303 1939 14 1095 331 527 1124 958 66 
8. Miscellaneous 6 101 88 17 52 252 24 86 56 86 68 77 199 

IV) Process ing & l1anufacturing 
Metals s Chemicals & Promw~ 
thereof 
9. Transport equipment 3 783 108 2 162 102 634 300 195 81 58 736 346 129 

10. Electrical Machinery, 
appl1ca~ces, etc. 4 152 119 11 2 48 230 83 87 19 41 174 122 77 

11. l-1achinery (other than 
transport & electrical) 7 242 109 46 34 184 614 237 243 79 55 258 147 265 

12. Foundries & Engineering 
workshops 5 808 196 47 14 68 1285 288 434 310 253 818 501 67 

13. Ferrous/non-ferrous 
metal products 3 239 71 20 8 58 481 226 106 87 62 158 124 160 

14. Other metal products 1 95 12 6 4 167 59 26 67 15 67 19 34 
15. Basic Industrial 

Chemicals 10 834 486 - 92 140 20& 2868 610 1549 474 235 623 379 809 
16. Medicines & 

Pharmaceuticals 3 150 96 23 77 215 51 90 61 13 174 54 131 

Contd ••••• 2/-
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- 83 -Statement VII contd. 
------------------------------------------------------ --------~--------------------------------------------------------------------------------------

Industrial Sub-Group 

(1) 

No.of Incr- Incr­
compa- ease ease 
nies or de- or de-

(? ) 

crease crease 
(-) i-:1 (-) in 
stocks book 
&: sto- d.ebts 
res 

(3) (4) 

Incr­
ease 
or de­
crease 
(-) in 
other 
current 
assets 

(5) 

Increase or 
decrease(-) 
in other 
non-current 

3.ssets 
In ve- Lor.ns 
stme- & Adv­
nts HncC's 

(Fea'j_O-
(6) (7) 

Incr­
ease 
or de­
crease 
(-) in 
fixed 
assets 

(8 ) 

Incr- Increase Increase 
ease in pro- or de­
ar de- vision crease 
crease for de- (-) in 
(-) in precia- deferred 
net tion liabili-
worth ties! 

(9) (10) (11) 

Fixed 
assets 
forma­
tion 
financed 
by short­
term lia­
bilities 

L8-i.9+ 10t-lJY 

(12 ) 

Increase 
or de­
cre !lSC 

(-) in 
short­
term b3J1k 
borro1.v­
ings 

(13) 

Increase 
or de-
crease 
(-) in 
sundry 
crddi­
tors 

(14) 

Increase 
or decr­
easc(-) 
in other 
CUl'"'"!',3nt 
liabi.li­
ties 

(15) 
--------------------------------------------------------------------~------------------------------------------------------------------------------

V) Proce~s ing & Han-t.lfa­
cturing - Not classified 
elsevlhere 

17. Cement 

18. Glas s-\1orks 
19. Rubber & Rubber 

products 
20. Paper and Paper 

products 

-~I) Ot' ... d + . v . ~er .~n USvrles 

21. Electricity 
generation & 
supply 

22. Hotels, 
Restaurants, etc. 

Total :-

1 

2 

2 

13 

8 

3 

255 

219 

19 

218 

689 

45 

30 

8099 

110 

14 

63 

177 

40 

37 

3685 

7 

7 

20 

- 90 

24 

2 

44 

5 - 75 

1 

5 25 

16 - 13 

876 

65 

361 

4045 

- 68 22 499 

- 29 165 567 

270 2088 27467 

350 

5 

134 

735 

60 

163 

4019 

251 

40 

88 

972 

153 

51 

10504 

161 
6 

104 

1560 

165 

129 

7076 

114 

14 

35 

778 

121 

224 

5868 

219 

23 

144 

941 

48 

116 

9140 

90 

25 

43 

234 

41 

40 

5666 

61 

7 

179 

382 

95 

273 

5248 
=======================================================================~=====================~======================== 

@ Includes term loans, debentures, mortgage loans and deferred payments on machinery etc. 

Source: Data have been compiled from the balance sheets of the companies covered in the study 
of 1501 medium and large non-Government non-financial public limited companies by 
Reserve Bank. Th;J assets of the 255 companies covered in this statement formed about 
25 per cent of the total assets of 1333 companies. 
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