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REPORT OF THE STUDY GROUP II

Subject: "The extent to which credit needs
of industry and trade are likely to be inflated
and how_such trends could be checked”.

I. INTRODUCTORY

The National 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". The members of the Group are as unders:

1. ghri V.T. Dehejia, Chairman
Chairman,
State Bank of India,
Bombay.

2. S8hri N.M. Chokshi, Member
Chairman, (Upto June 25, 1969)
Bank of Baroda Ltd.,

Bombay.

3. Shri R.B. Shah, Member
Chairman, (since June 26, 1969)
United Commercial Bank Ltd.,

10, Brabourne Road,
Calcutta-1.

4. ghri R.R. Morarka, Member
24B, Carmichael Roed,

Bombay-26.

5. ghri P.N. Dhar, "
Director,
Institute of Economic Growth,
University Enclave,

Delhi-7.

6. Shri R. Venkataswamy Naidu, "
'Kamala Nilayam',
Peelamedu,
Coimbgtore.

7. Shri M.P. Chitale, "
Poonawadi, Hindu Colonmy,
167-C, Dr. Ambedkar Road,

Dadar, gombay-14.

8. Shri A. Baksi, Conwener
Deputy Governor,
Reserve Bank of India,

Bembay.
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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 brcad and tentative con-
clusions were arrived at. The Chairman of the Group made
avallable to the Vice-Chairman of the National Credit
Council in its meeting 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
Repcert. The final Rleport 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 colleague Shri N.M. Chokshi who had
rendercd valuable assistance to the Group in its discussion
but could not go through this Report. 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 in reoent years
credit and bank deposits

against the background of
developments in the econcmy of the country, the framewcrk

of the credit policy of the Reserve Bank of India and the
...3
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pattern of distribution cf commercial bank credit according
to sectors. Under the programme 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 sizesble
budgetary deficit. The imbalance between investment and
voluntary savings became 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 decline in the rate of investment in the
econcmy. Although the position in this regard in 1968-69

was better, the need for harnessing the available resources
to preductive activity by an increase in the level of invest-
ment in conformity with the targets set out in the Fourth
Five Year Plan is paramcunt. 4s short-term bank credit in
India finances inventcries to a large extent, the rising
trend in prices until 1967-68, apart from entailing changes
in the level of stocks with industry and trade, also
aggravated the demand for credit. The level of scheduled
commercial bank credit as at the end of March 1969 (R,3370
crores) was more than twice that in March 1963 (R.1588 crores).
Morecver, in recent yerrs nat bank credit tc the private
sector* has been a significant factor in the expansion of
money supplyj; in the busy seascn of 1966-67 and 1367-6G8,

net bank credit to the private sector formed 78% and 76%
respectively of the growth in mcney supply 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)

* Financlal assets of banks (banks' advances and holdings
of privete securities) minus banks' time deposits.

l.l4
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TABIE T

Scheduled ccommercial banks - Trends
in deposits and credit

(Rupees in crores)

el

Year Expansion 28% of *  Net ** Expansion
(April-March)@ in deposits deposits deposits in bank

credit

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

(1 -2)

1963-64 243 68 175 228
1964-65 298 83 215 217
1965-66 367 103 264 254
1966-67 475 133 342 404
1967-68 432 121 311 339
1968-69 472 132 340 338

@ Based on last Friday figures.

* Tn terms of Section 24 of the Banking Regulation
Act, 1949, banks are required to maintain 28 per
cent of their deposit liagbilities 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, the growth in bank
credit was at a faster pace than the accrual of deposits
available with the banks for financing credit with the
exception of 1965-66 and 1968-69. In 1968-69, the surplus
of net bank deposits over bank credit was 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 gap 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
.‘05
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borrowings forming as much as 25% to 30% of their expansion

in credit during the busy season.

TABIE 2

Scheduled commercial banks -~ Trends
in Deposits, credit and borrowings
from Reserve Bank of Indig

(. in crores)

Year Expansion 28% of ©Net de- Expan- Borrow- Peak level
in deposits column posits sion in ings from of borrow-
in the busy (2) (column bank the ings from
season 2 - 3) credit Reserve the
(November- Bank(busy Reserve

April) season Bank
average)

10 2. 3. 4. 50 6 ) 7.
1963-64 85 24 61 376 41 107
1964-65 106 30 76 407 78 164
1965-66 214 60 154 309 36 107
1966-67 169 47 122 426 50 140
1967-68 220 62 158 508 42 148
1968-69 307 86 221 413 84 242

3. Recourse to central bank credit by the commercial

banks is no doubt a necessary element in the expansion of
seasonal bank credit, but it is essential 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 any one year so far - in 1968. Another
Study Group set up by the National Credit Council has
already examined the issue of deposit mobilisation by banks.
This Group is of the view that the rcle of banks as credit

purveyors cannot be divorced from their role as deposit

ee.6
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mobilisers and that the expansion of credit, its wider

dispersal and the spread of the banking habit are

essential aspects in the process of deposit mobilisation.

It 1s pertinent, so far as our study is concerned, to

assess the measures which are necessary to keep the level

of short-term bank credit broadly in alignment with the

short-term credit requirements of industry, trade, agri-

culture and other sectcrs of the econcmy as also the

magnitude of deposits available for credit expansion.

4, 4 brief reference may be made at this stage, to

the variocus forms in which scheduled commercial banks extend
short-term credit. The fcrms of

Forms_of bank credit
in Indig credit extended by banks to

industry and tradec differ as between countries, largely due
to certain historical factors as also the stage of develop-
ment of the country. 1In 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. 1In Belgium, roughly one-third of
all short-term lendings is by way of overdraft and the method
of short-term financing through discounting of bills has
developed substantially. The Indian banks have generally
followed the practices of British banks. 4s on April 25,
1969 about 70% of total scheduled banks' financial assistance
comprised cash credit and overdrafts, about 10 per cent loans,
about 15 per cent inland bills purchased and 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 bank credit differs from

country to country, partly due to the relative importance

* Tncludes usance bills converted from cash credit account
fcr the purpose of borrowings from the Reserve Bank of
India under the Bill Market Scheme. ved?




-7 -

of internal and international trade and partly to the
pattern of financing of trade transacticns. In Japan, about
one-third of the commercial banks' credit is constituted by
bills discounted, while in France the relative proportion is
as high as 75%.
5. The ability of scheduled cormmercial banks tc extend
credit to industry, trade and other sectcrs in the economy

is conditioned by the overall

Resgrve Bank's credit
policy credit policy of the Reserve

Bank of India. 1In the context of the rising demand for bank
credit in relation to bank deposits, the Reserve Bank has
been following a policy of controlled expansion of credit.
This policy is designed toc ensure broadly that genuine
credit requirements of industry and trade are adequately met,
while at the same time restraint is exercised on the use of
bank finance for a speculative build-up of certain commcdi-
ties and articles in short supply. Special concessions

form part of the regulation so as to induce the flow of
credit to priority sectors as determined from time to time
in the 1light of the changing econcmic conditions. The
technique adopted for this purpcse has been to regulate the
cost and availability of credit te 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 lcans. Under the
scheme of selective credit contrcl, advances against commo-

dities in relative short supply are regulated through

* This took the fcrm of a system of quotas for individual
banks depending on their own resources and slab rates
based on the extent tc which the quota is excceded for
berrowing 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 liquldity
ratio, which determines thc rate at which each scheduled
bank can borrow, subject to certain concessions in respect
of loans to pricrity sectors.

...8
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prescription of minimum margin and/cr ceiling limits on
advances against them. By and large, the Reserve Bank
endeavours tc control the total supply of bank credit to
the economy, the share of different sectors and the indi-
vidual corpcrate and other berrowers in each sector being
left to the discretion of the individual banks. In
November 1965, as a part of its pclicy of regulation cf
bank credit, the Reserve Bank introduced a scheme for
"credit authorisation" under which individual loan prcposals
of scheduled commercial banks which inveolve aggregate credit
limits in excess of R.1l crore are required tc be referred to
the Reserve Bank. The Bank examines the pronosals primarily
from the point of view of the purpose served by the limits; it
seems to have relicd on the general indications of the
scheduled commercial banks that the bulk of the credit
requested for by borrowers was intended for financing their
inventories and receivables.

G. It may be relevant at this stage to analyse the
pattern of distribution of credit amcngst the various sectors
by the scheduled commercial

Pattern of distribution
of bank credit banks. It would be noticed

from Statement IT that credit to the industrial sector as

on March 31, 1967 accounted fcr roughly twe-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 incremental ratio since 1961 being nearly
77%. On the other hand, the share of advances tc commerce
declined steadily from 36% in March 1951 to 294 in April 1961
and further tc 194 in March 1967. Out of the total credit

extended to industries, agro-based industries had the

...9



following share:-

Cotton textiles 15%
Jute manufactures 5%
Sugar 6%
Vegetable o0ils 2.7%

and the more medern industries accounted for the following

percentages:

Engineering 25%
Ircn and Steel 6%
Mining 2.5%

Chemicals, pharma-
ceuticals, dyes and
drugs 5.4%

Paper 2.5%

Both these categories between them accounted for about
three-fourth of total industrial credit (Statement III).
The bulk of the advances tc commerce (914) went to whole-
sale trade, the share of retail trade being 9%.

7. The Corporate sectcr (excluding Government companies)
claimed nearly four-fifth of scheduled commercial banks®
industrial advances as at the end of March 1967, while
partnership and proprietory ccncerns, etc. accounted for
more then two third of the advances tc ccommerce. The share
of State-owned and Stage-managed concerns was relatively
small at 6% in industrial advances 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=ainst this background, we may now turn to an
examination of the possible scope for "inflaticon of bank
credit" teo industry and commerce. Since the bulk of bank
credit is short-term our enquiry would be primarily concerned
with the "inflation" of short-term bank credit. The credit
needs of industry or ceommerce may be considered to be
inflated or they may be regarded to have receivgd credit

10
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in excess of their genuine requirements, under various
situations given below:

(1) If over a period of yes=rs, the rise in short-
term credit is found to be substantially higher
than the growth in industrial production;

(ii) If the rise in short-term credit is appreciably
higher than the increase in inventories;

(1ii) If there is a diversion of shecrt-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 varilous

aspects on the basis of data available with us.

9. ddvances to commerce or trade do not now form a

significant proportion of total bank credit. We may deal
with this sector to start

Bank credit te commerce
or trade with and find out whether it

had cbtained cxcess of bank credit, before taking up the
more important matter of credit tc industry. It has,
however, not been pcssible to make a study of the trends

in bank credit in relaticn to the level of inventories

with trade, because the balance sheets of ccmpsnies engaged

exclusively in trading are not readily available, and more-

over, as stated earlier, a large prcpertion of bank credit
to this sector goes to proprietory and partnership concerns.
Further, the data on benk advances to 'commerce' obtained
by the Econcmic Department of the Reserve Bank of India
cover not only advances to trade against inventories but
also credit for mcvement cof gecods within as well as outside

the country i.e. finance feor internal and external trade.

eeell
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An analysis of the data for trading companies (included in
the study of company finance ccnducted by the Reserve Bank
of India) shows that the ratio of bank borrowings to inven-
tery which had risen from 524 in 1960-61 to 7474 in 1965-66
came down to 68% in 1966-67,

TABIE - 3

Trading Companies

Ratio of bank becrrowings 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 =nd large non-
Government non-financial public limited compa-
nies made by the Reserve Bank of India. Data
from 1960-61 to 1964-65 related to 74 companies
and for 1965-66 and 1966-67 to 80 companics.

As a sequel to the Directive issued by the Reserve Bank of
India in October 1966 stipulating that the major Indian
scheduled banks and foreign banks should esrmark at least
80% of their seasonal credit expansion in providing credit
to industry and/or against export/impoert bills, there was
in absolute terms a considerable slowing down in advances
tc commerce between March 1966 and March 1967. Thus, the
rise in scheduled ccmmercial bank advances to commerce
between March 1966 and March 1967 was only R.25 crores as
compared to R.129 crcres in the preceding year.

10, An attempt is also made tc study broadly the
expansion in bank advances tc trade in relation to the

inerease in value of production in two groups of commodities

00012
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it being assumed that advances to trade in these commodities
weuld rise proporticnately to the growth in their production.
11. The following table sets out the relevant data for
traders engaged in wholesale trade in (a) chemicals, dyes

and pharmaceuticals and (b) textiles (Cotton, Jute and

Woollen, etec.)

TABIE - 4
(}s. in lakhs)
Commerce Advances Advances Level of Advances
as on as on as in column (2)
March 31, March 31, adjusted to percen-
1963 1267 tage rise/fall in
industrial production
and prices during
1962-63 to 1966-67
Rse RS Rs.

(1) 2) (3) (4)
Chemicals, dyes, 820 13,39 13,89
palnts and pharna-
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 might be assumed tc hold zood for most cther commodities.
Though the Reserve Bank's Directive cf October 1966 was with-
drawn in April 1967, its restraining influence still appeared
to persist. Morecover, the selective credit controls which,
in the last 5 years covered fcodgrains, sugar, 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 share of industry in the use
of bank credit (vide pasragraph 6), it would be worthwhile,

for purpcses of illustration,
Expansion in bank credit

to industry in excess cf tc study in greater depth the
cutput

magnitude and composition of
credit to industry in relation to its overall requirements
as also the corporate horrowers in this secter. In a

situation of rapidly expanding industrial capacity and
.0013
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production witnessed, especially during the first half of
the current decade, industry required increasing amount of
working capital as also funds for scquiring fixed assets,
etc. The needs were enlarged further by the rise in prices
which characterised this pericd. Inventories constitute
the main item of current assets tc which credit is generally
related by banks in India. Over the past few years, industry
appeared to have practised a fairly stable inventory
behavicur as is reflected in the generally constant
inventory/sales retic (vide table below).
TABIE - 5
Percentage Ratio of
Inventory (of raw

materials, finished
goods and stores) to

sales
1960-61 30.6
1961-62 30.8
1962-63 30.5
1963-64 28.9
1964-65 28.9
1965-66 29.7
1966-67 31.9

Ncte: Based on the studies of medium and large non-
Government non-financial public limited companies
made by the Reserv: Bank of India. Data for
1960-61 2nd 1965-66 related to 1242 companies
and for 1966-67 to 1402 ccmpanies.

It might, therefore, be expected that an increase in bank
credit to industry over the past few years should breadly
ccrrespend to the rate of grcwth in the value of industrial
output. The following table shows the correlation between

bank credit and total industrial production during

oeold
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1964-65 to 1966-67:-

TABIE - 6
Percentage increase over Percentage increasc over
1960-61 in the value of 1960-61 in bank borrowings
industrial output at by industry

current prices
1964-65 1965-66 1966-67 1964-65 1965-66 1966-67

50.3 90,7 109.6 81.0 121.5 163.3

Note: The figures of bank borrcwings by industry include
those against stocks-in-process and fixed assects.
Figures of industrial output, on the other hand,
do nct reflect the changes in stocks-in-process
of industrial units. Despite these differences in
the ccverage of bank credit cn the one hand and
industrial cutput on the other the datsa are generally
indicative of the broad magnitude of changes in
bank borrowings in relaticn to changes in industrial
output.

13. It is evident from 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 ccrrchorated by the available data on invenctires

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

from the following table that between 1961-62 and 1966-67,
the rise in the value of inventories with industry was 807
while the rise in short-term bank credit was as much as

130%. The ratio of short-term bank borrowings to inventories

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

0-.15
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TABIE - 7
Year Inventories Short-term bank Ratio of
(B« in crores) borrowings (2) to (1)

- (. _in crcres)

(1) ) (3)
1961-62 815 330 40%

(estimated)*

1966-67 1466 76 0@ 52%
% rise 80% 130%

Ncte: These data are based on ths studies of medium and
large non-Government non-financial public limited
companies, made by the Reserve Bank cf India. Data
for 1961-62 related to 1242 companies and for
1966-67 to 1402 companies.

* Total term lcans (including short-term credit
rolled over by prior agreement) as revealed in the
Survey conducted by the Econcmic Depsrtment of the
Reserve Bank of Indig as at the end of April 1962
amounted to R,103 crores. The 1242 ccmpanies
covered here would account fcr about 753 cf the
paid-up canital of non-Goverument ncn-financia=l
public limites companies. The figure is adjusted
for term loans.

@ Total term loans by banks tc industry and trade as

at the end of March 1967 amcunted to R.194 crores.

The 1402 ccmpanies ccvered here accounted for 80%

of the paid-up capital of non-Government non-

financial companies; the figure is adjusted for

term lcans. Thus the figures of bank borrowings

relate to short-term credit and against the security

of stocks and stores.
14. In the light of the figures menticned in the fore-
going three paragrarhs, therc would seem tc be good reascn
to believe that, in the absence of specific restrains, there
was a tendency on the part of industry generally to avail
1tself cf short term credit from banks in excess of the
amounts based on the growth in prcduction and/or inventories
in value terms.
15. The pattern of credit to industry in excess of the
amountg based on the egrowth in producticn indicated above,
no doubt, reflected the overall cr the aggregate position.
An attempt has been made to show approximately the rise in

bank credit to certain specific industries between 1963 and

1967 in relation to the rise in their output valued at

«os16
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current prices (vide Statement V). The figures of cxcess

or shortfall in bank credit shown in column 8 of the
statement are not to be taken as a precise measure but only
as indicators of the direction and magnitude of the change.
In particular, it is appreciated that demand for bank credit
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
management of funds, uron the avallability of other socurces
of finance. 4lso, aggregate bank credit as on a particular
date, instead of average credit over a periocd of time, cannct
be a reliable guide for drawing firm conclusions; besides
seasonal factors would also distort the picture to scme
extent. &4s it has nct been possible to make a study of this
aspect on the basis cf available data, the figures furnished
in this statement are designed tc assess the extent to which,
on the supply side, the flow cf bank credit kept pace with
the growth in production as between different industries.
Subject tc these qualifications, it would appear frcm these
figures that several industries, particularly thcse in the
traditional group, seemed to have obtained credit from banks
over and above the rise in their »rcduction, the 'extra!'
credit being particularly evident in respect of each ¢f the
following: iron and steel (R.51 crores), cotton textiles
(.25 ercres), ccal mining (Rk.18 crores), chemicals, drugs
and pharmaceuticals (fs.12 crores), fertilisers (B.9 crores)
and jute textiles(fs.8 crcres). It would alsc be evident
from the table below that in respect of several industries
(including cotton textiles, jute textiles and engineering),
there has been an increase in the ratic of bank borrowings
to inventcrizs during the period 1962-63 to 1966-67, the
rate cof increase varying as between different industries.

...17
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TABIE - 8

Bank Borrowings/Inventory Ratios in Selected
Industries (1962-67) based cn balance sheets
covered in the Reserve Bank cof India Study.

Industry Percentage Ratio of Bank Borrowings*
tc Inventories

196263 1963-64 1964-65 1965-66 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 8.9
(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 .8 837.2 93,2
Products
(20)
All Manufacturing 52.8 53.2 56.2 59.4 6l.2
Industries
(1054)

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

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

* Bank borrowings include term loans also.

16. It is evident from the préceding naragraphs that
both in the aggregate and according to the industrial
classification, the rise in bank credit in Tecent years

was higher than the rise in cutput/inventories of certain
industries. To examine this issue in depth, a further study
has been made of the distribution cf bank credit among
individual corporate borrowers in two industries, viz.
cotton textiles and chemicals, pharmaceuticals and medi-

cines (both of which show a higher level of bank credit)
00018
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(vide Statement VI), These figures are alsc 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 well as the units in the
pharmaceutical and chemical industries appeared 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 cf units in specific industries received
oredit from scheduled ccmmercial banks in excess of the
increase in the value of their industrial cutput and/or in
the level of their inventories. We may now turn to an
examination of the factors which might have led to this
situation. The questionnaire issued tc the banks referred
to earlier was, inter alia, intenced tc find cut how far
the lending policy and procedures of commercial banks could
have resulted in the sunnly of credit in excess cf the
growth in production and/or inventory levels.
18. In 2ny consideration of the size of bank credit in
relation to the requirements of individual berrowers, the

basis on which banks fix

Fixgtion of credit limits
by banks credit limits forms an

impcrtant aspect; fcr this purposc, banks generally take

into account several featurces of the wcerking of the loanee
concerns, such as prcduction, sales, inventory levels, past
utilisation, etc. The 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 certain borrowers. For
instance, some banks do nct take ncte of the credit enjoyed
by the borrowers in the purchasc of raw materials. Even

as regards the minimum period required for the stocking of

raw materials and finished goods, therc are differences
«eel9
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between banks in their approach to what is considered a
reasonable level for units in the same industry. By and
large, the scheduled 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 financial positicn of the borrowers
through a cash flow analysis and in the light of such a
study fix their credit limits.

19. Banks also do not generally adopt a unifcrm method
cf valuation of stocks. The usual method for indigenous

goods is based on ‘'cost! or
Basis of valuation

‘market value! whichever is
lower and for imported goods on landed cost. Even on the
basis of *cost! the amcunt 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 atipulate a higher margin
to set off the clement of profit. Banks usually relax the
basis of their valustion, if they wish to facilitate the
borrowers to tide over temporary difficulties or where the
products enjoy a wide market. It would thus appear that
the system of valuation per gg dces not constitute an
important facter 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 practice as regards the prescription of margins by

the banks. Some banks stipulate
Margin regquirements

a lower margin on pledge advances
as against hypothecation of stocks, while a few others do
nct make this distinction. The margin on advances against

raw materials ranged between 15 to 35 per cent, om finished
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goods from 10 tc 30 per cent snd on stores between 30 to

50 per cent. Most of the banks dc not insist on a margin
on bills. According to the replies received to our
questionnaire, banks appeared to relax their margin require-~
ments generally (a) in favour of small units, (b) on imported
materials, (c) in favour of sick but viable units, (d) on
imports ccvered by letters of credit, (e) on exnports under
firm orders or letters cof credit and (f) when large payments
such as for payment of tax, bonus, etc. have to be made.
While the structure of differential rates of margin might
possibly lead to different amounts cf credit to borrowers
against identical security, it does not necessarily follow
(with the exception of a few units) that this practice by
itself, resulted generally in any excess credit tc the
industrial sector of the economy.

21l. The corporate sector, apart from borrowing from
banks against their inventories, also discount with banks

) their documentary bills or
Financing of receivables

borrow against their book
debts whenever they extend credit to the purchasers of their
goods. This nced for extension of trade credit by the 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
so0 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 consequently 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 pericd. 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 lead to any conclusion whether 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 Wtrade
credit" separately from "loans and advances". However,
during the period 1965-66 and 1966-67, for which separate
figures of sundry debtors are available, the corporate
sector relied on credit féom its suppliers for R.90 crores
as against R.52 crores of trade credit extended by it to
its customersj on a net basis the corporate sector was a
beneficiary of trade credit rather than a supplier.
Thus, while the item sundry debtors showed a rise, it
was not a contributory factor tc the corporate sector's
larger borrowings from banks, as this rise was more than
counterbalanced by the net trade credit from their
suppliers for financing their inventceries.
22. We appreciate that to the extent to which the
pericd of the trade credit is unduly eclonzated, resources
of banks get tied up for unproductive purposes. It is

ccensidered that even

Elcngation of period
of trade credit allowing for competition

between the manufacturers, the period of trade credit
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should not normally exceed 60 days and in special
circumstances 90 days (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 cutstanding
for more than 90 days are not financed by bank ecredit.

In this connection, special reference must be made to
the complaint against Government departments in regard to
the inordinate delay in meking payments to its suppliers.
The payment of bills within the shortest possible time will
be in the interest of the Government departments inasmuch
as 1t would induce the suppliers to make adjustments in
their quotations which at present would be loaded tc 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 within 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 cf the
bills (accompanied by approved inspecticn notes or such
other safeguards as may be necessary for receipt cf goods
according to specification).
23. In the present system of bank lending in India,
certain types of ceredit facilities can result in dcuble
or multiple financing of stocks. For instance, where credit
facilities are granted against

Double or multiple ‘
financing receivables either by way of

Documents against Acceptance bills cr drawings against
book debts, the purchaser is also in a position to obtain

bank credit by way of hypcthecation/pledge of the stocks
0..23.
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‘which have not been paid for. The risk of double cr
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
fcr misuse of the system of supply btills and Pucca Delivery
orders. Generally speaking, double or multiple financing
can be eliminated if, at the time cf assessment of credit
requirements of a borroyer, 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 inventcries, 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 finance. This would, to the extent of the deducticn,
eliminate the possibtility of the buying units getting finance
from sellers as also from banks in respect of identical
inventories. It woculd appear that some banks have already
been follcwing this practice, but it does not seem to have
been adopted by all banks as a ncrmal practice when they
assess the credit requirements of their boerrowers.
24. It is our view that the factors referred to above

coculd have only partly contributed to rise in short-term

bank credit not warranted by increase in productiocn/
inventories of certain types of borrowers. Socme cf the
banks in their replies to the questicnnaire had stated
that there was a tendency on the part of some corporate
borrowers tc divert a part of their werking capital to
fixed or other non-current assets, mainly on account of

the sluggish conditicns 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 ligbilities
than in current asgets, thereby leading to a fall in the
current ratio of the borrowers.

25. Fcr the purpcse 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 tc 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 alsc the difficulty in zettiag balance sheets for
the earlier years on a comparative basis, the analysis

was confined to the balance sheets of those companies
Included in the Reserve Bank study as had in 1967 an
adverse current ratio (excess of current liabilities over
current assets) and had also reccrded a deterioration in
the current ratio between 1961-62 and 1966-67.*

26. One limitaticn in the analysis carried out by us is
that it will be impossible to ascertain precisely from the
balance sheets thé extent of the diversion of short-term
bank credit to investment in non-current assets, because

the balance éheets contain infcrmation in this regard only

*It may be noted that the study on company finances
conducted by the Reserve Bank of India covered 1333
non-Government non-financial public limited companies
for the period 1961-62 to 1965-66 but for the year
1966-67 the study covered 1501 companies, which
included only 1226 companices from the earlier sample
and 275 new companies. This change in the coverage,
particularly the inclusion of additional companies
for which balance sheets for the year 1961-62 were
not readily available, brought about a reduction
in the number of companies for the purpose of our
analysis.
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as on particular dates. In other words, unless we have
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 cur analysis pertain to those ccmpanies
which had a negative current ratio during 1966/67. Having
regard to the fact that the companies generally faced a
deficit in their long-ternm resources, it would be safe to
presume that the position of current liabilities/

current assets could not have shown much variation during
the year. C(Consequently, during the year, there would

have been only a variation in the composition of current
liabilities inter se (bank borrowings might have gone up
while other liagbilities 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 shcrt-term bank credit

to long-term use but on the extent to which current

liabilities in the aggregate financed long-term assets.

Another limitation would be that as companies close
their accounts cn different dates, the aggregation
of the balance sheet data would not reflect the true

position as on one date for all companies.

27, With the fcregoing observations, we attach
statement VI which contains an analysis based on a
cash flow study of the major changes in the current,
non-current and fixed assets and sources of finance
of 255 companies which had an adverse ratio during
1966-67 and which had detericraticn in their current

ratio since 1961-62. It will be seen from the
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table given below that -
TABIE - 9

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

to 1966-67
(k. in crores)
Increase in Increase in Column 2 Increase Increase
short-term shert-term - Column 1 in long- in long-
assets liabilities term term
assots liagbilities
(1) (2) (3) (4) (5)
118 201 + 83 299 216

between 1961-62 and 1966-67, short-term liabilities of
285 companies recorded a rise of Rs.201 crores (of which
bank credit accounted for R.91 crores) as against a rise
of B.118 crores in their shert-term assets; the excess

of short-term liabilities amounting to R.83 crcres was
utilised for financing the gap between lcng-term assets
and long-term llabilities of the companies during this
pericd. A4 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 (Rs.59 crores). In addition, non-current
assets comprising loans and investments were acquired

to the extent of R.24 crores through utilisation of
short-term liabilities. The rise in short-term borrowings
cf the companies from banks during the period was higher
by R.10 crores than the rise in stocks and stcres

while increase in sundry creditors over sundry debtors

was .20 crores.
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TABLE - 1©

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 assects as at 1966/67 and which

had witnessed a deterioration in the current ratio during the
period 19261-62 to 1966-67)

(Rupees in lakhs)

No. of Increase Increase Increase Increase Increase Increase in Fixed Increase Increase Increase
compa- in stocks in other 1in other in fixed net worth, assets in bank in in other
nies current non- assets deferred formation borrow- sundry current
debtors assets current liabilities financed ings creditors 1liabillities
assets and provi- by short- (short-
sion for de- term term)
preciation liabilities
(6 -17)
1. 4, 5. 6. 7. 8. 9. 10. 11.
255 44 2358 27467 21599 5868 9140 5666 5248
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28, An industry-wise analysis cof cornorate
berrowers on the same lines revealed that the

cotton textile industry had financed as much as

Rs.24 crores of fixed assets and Rs.7 crores of other
non-current assets through a rise in current liabi-
lities (R.36 crcres) and bank borrowings (Rs.29 crores).
In respect of paper and paper products the rise in
bank borrowings (R.9.4 crcres) was in fact larger
than the increase in inventories (Rs.6.9 crores) and
bank borrowings coupled with other short-term ligbili-
ties had financed fixed assets to the extent cof

Rs. 7.8 crores.

29. To probe the matter further an analysis was
also made of manufacturing companies enjoying working
capital limits of R.50 lakhs and cover with a majcr
bank (Statement VIII). The ccmpanies seleccted were
those whose current ratio had declined over the
pericd 1961/62 and 1966/67. It was noticed that

out of 156 manufacturing companies, data in respect
of which were available, as many as 114 companics
recorded a deterioration in the current ratio between
1962 and 1967. The results of the analysis of these
114 ccmpanies are glven in the enclosed table. It
will be seen that in respect of these ccmpanies,
short-term liabilities (including bank borrowings)
were utilised to the extent of R.68 crores for
acquisition of fixed assets (Rs.8 crores) and other

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

Changes in current, non-current and fixed assets and thce sources of their

financing of public companics (which enjoy credit facilities for amounts of
B, 00 lakhs and over and had witnessed a deterioration in the current ratio
during the period 1961-62 to 1966-67)

(Rupees in lakhs)

Ko. of Increase 1Increase Increase Increase Increcase 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 other assets
nies & stores debts current non- assets worth, forma- term bark 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
l. 2. 3. 4, 5. 6. 7o 8. 9. 10. 11. 12.
114 9710 3887 31 5989 24738 23968 770 9680 6143 4564 6759
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30, Normally, the acquisition of fixed assets is to

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

Refinagnce facilities increase in paid-up capital
ol Industrigl Develop-

ment Bank of India for and internal accruals,

term loans by scheduled

commerclal banks floatation of debentures,

term loans, etc, It wags in fact in anticipation of the
need for meeting the reguirements for medium-term credit
by industry that the Reserve Bank sct up the Refinance
Corporation for Industry in 1958 to facilitate 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 India (which took over
the assets and liabilities of the RCI) continues to offer
facilities of refinagnce 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 network and
their closc associagtion with industrial concerns,
Accordingly, scheduled commercial banks have been lending
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 Rs,226 crores representing 13% of their industrial
credit and 8% of their total credit,

31. Tt 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 'roll over!

of short-term bank liabilities for acquisition
credit for adcquisition
of f1xed and other non- of non-current assets (over

current assets

and agbove term loans presented
in the table as deferred ligbAilitics) as is evident from

the data given above, arc obvious and gre briefly enumerated
below: -

(a) In the first place, following the generally sluggish
conditions in the capitsl market since 1962, there
was reluctance on the part of industrial units to
raise additional equity to finance their capital
expenditure, Where a surplus drawing power was
available in their cash credit/overdrafts account
and it could reasonably be anticipated that a certain
level of inventories would continue in future, it
was quite easy for them to utilise this drawing
power for financing their fixed and non-current
assets, No doubt, this would result in a worsening

of their current ratio, but the companies reckoned

on future accruals to rectify the position,

(b) In their replies, scheduled commercial banks stated
that credit apnlications received for short-term
bank credit are examined in great detail ranging from
an assessment of short-term working capital
requirements based on an gnalysis of the optimum
inventory holdings, cash flow, profitability and
and meaningful ratios, However, as referred to
earlier, the depth of appraisal of credit applica-
tions differs as between banks and, at any rate,

it is common experience that the appraisal is
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considerably limited in naturé as compared to the
detailed examination undertaken by term lending
institutions on applications for medium-term loans,
This is evident from the limited nature of
financial and credit information called for by
scheduled commercial banks on requests for short-
term working capital advances, The theory of cash
credit/overdraft lending in India proceeds primarily
on the relationship between credit 1imits and the
anticipated level of inventories,

(c) Medium-term loans are subject to repayment schedules
ani the borrower is under an obligation to earmark
future cash accruals for honouring repayment
instalments, Moreover, the loan agreements contain
several covenants to ensure good bzhaviour and
financial prudence during the currency of the loans,
Mthough short-term bank credit is technically
repayable on demand, limits are renewed periodically
subject to g minimum standard of financial
performance, No repayment is envisaged because
such credit is regarded as short-term and expected
to be adjusted out of sales turnover,

33. It may now be considered to what extent the present
system of bank lending is responsible for the tendency on
the part of certain

The genesis of
the cash credit segments in industry to

system

borrow short-term for long-
term use, The lending system, as is prevalent in Indian
banking, would appear to have greatly assisted certain
units in industry in increased reliance on short-term debt
to finance not only their current operations but also
their non-current investment, The so-called short-term

working capital advances are granted in India by way of
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cash credit limits which are only technically repayable

on demand, The system has its original in British
banking, In the initial stages, the system was suited

to finagnce the requirements of trade and scasonal
industries, Also, the system was found convenient in
view of the emphasis placed by banks on the security
aspect; it was possible for banks to believe, so long as
the advance was 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 credit to industry, it is now necessary
to examine how the system has been operated and how 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 temporary phenomenon, that a satisfactory current

ratio proviiles a proper
Tts rationale

cushion to the banker ani
that since the security (in the form of current assets) is
capable of being converted into cash in the course of the
borrowers! operations, the advance is necessarily short-
term in nature and self-liquidating in character, The
presumption is that since the advance is securel by current
assets, there is g continuous process of repayment and
fresh lcans in the form of fluctuations in outstandings
which reflect receipts in respect of sale proceeids gnd
payments for acquisition of fresh current assets, Wwhile
this may possibly be true of purely secasonal advances
whieh are repaid during the conventional slack season

or of companies with a strong current ratio, the recent
Indian experience as applicable to a large number of
éompanies shows that it no longer holds valil in the

current pattern of bank lenling to in-lustry and that the
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cash credit advances have lost the character of being
short-term and self-liquidating inasmuch as although cash
accruals arising from sales are adjusted in a cash credit
account from time to time, it is found that on a large
number of accounts no credit balance emerges or debit
balance fully wiped out over a period of years as the
withdrawals are in excess of receipts.
35. The reasons why a cash credit advance is no
longer self-liquidating are not far to seck. The theory
un-lerlying the supposedly

The manner of its )
operation in Indig short-term character of

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

liquid nature, the advance also should be regarded as
liquid, As an extrecme example, if a constituent borrows
against the security of Government paper, which is one of
the most 1liquid forms of current assets, the advance is
regarded as short-term in character, more so as the advance
is repayable on ilemani, If the borrower, however, uscs

the aivance for a long-term purpose such as for construction
of a house, he can only repay the outstandings over a period,
Another illustration would 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 borrowerst' funds
in various current assets such as stocks, stores, stocks-in-
process and receivables, The advances are considered as short-
term as they are rspayable[ogemand and are secured by
current asscts, Inasmuch as the ostensible purposé¢ of the
advance is to finance working capital, further questions
regarding the end-use of the funis are rarely asked and

the documents obtained in connection with the pledge/
hypothecation of liquid assets merely enjoin on the

borrower the obligation to maintain stock-in-traie of

sufficient market value, less margin to cover the outstandings,
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Thereafter, the use of the 1imit is not examined closely
with the result that a borrower may utilise the advance

for purposes which are not short-term, For exsmple, in
respect of gn industrial unit, which has financed a part

of its current assets out of its own funds and has
accordingly maintained a good current ratio, it is possible
for it to secure from the bank g credit 1limit on the basis
of the level of inventories normally carried by it, though
the advance would not be required for the acguisition of
further current assets, It has become fairly common for
some industrial units to utilise the surplus drawing power
of this nature for financing capital expenditure programme
or for investments, It may be argued that this system of
borrowing is really the conversion into cash of surplus
liquid assets, This point is readily conceded but what we
wish to stress is that the advance granted should not be
regarded as short-term. Repayment of the additional
fshort-term' borrowing cannot come aﬁout in the short run =-
as 1is the theory underlying the system of cash credits -
but only out of surplus cash accruals after meeting
dividend commitments, further capital expenditure programmes,
repayment of existing term obligations, etc, The result

is that cash credit advances have no longer remained short-
term or self-liquidating in character and if the industrial
unit is in g position to maintain 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
alvance 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
would show that in respect of certain cash credit accounts
repayments of the short-term bank crelit has been negligible

though the advances are intended to be short-term,
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TABLE - 12

Outstandings
1968

Cash accruals

(Rupees in 1lakhs)
Disposal of cash accruals

Maxi- Minimum
mum

Maxi- Minimum Maxi- Minimum

mum

mum

1966 1967 1968

1966 1967

1968

Vegetable
oils

Paper and
paper
products

Jute
textiles

Enginecr-
ing

590 406 308

450 347 294

400 333 146

285 129 72

468

436

400

142

413

350

240

115

447 362

450 387

400 283

164 69

42 64 180

- 4 324 271

41 72 N.A.

The entire
cash accruals
were utilised
for capital
expenditure

=-do=

The cash accruals
were utilised part-
ly for capital
expenditure & part-
ly for repayment

of short-term un-
secured loans
obtained other

than from banks,

A major portion of
cash accruals was
utilised for capi-
tal expenditure
and the remainder
was utilised part-
ly for repayment
for term 1liagbili-
ties & partly for
meeting a portion
of the incrcased
working capital
requirements.

l The entire cash accruals

were utilised for capital

expenditure,

42 74 - 146 )

...37



- 37
36. Tt is the common expericnce of most banks that
this constituted the essentigl feature of a large number
of cash credit advances extendel by them and as a result
the borrowers tended to treat bank borrowings in most
instances almost as 'quasi-eauity! It would, therefcre,
appear that the possibility of heavy reliance on bank
credit (which is the subject matter of the present Report)
arises mainly out of the way in which the cash creiit
system has been operated in recent times, Most of the
factors cited as contributing to excess credit needs could
really be accounted for, among others, by the way in which
the facilities of the system have been used, For devising
measures to check the teniency on the part of a segment of
industry to continue to rely on short-term credit at a
certain level over a long perici of time without its bearing
a definite relationship to inventory/proiuction levels,
cash accruals, etc, as also to exercise a rather more
rational system of controls on short-term credit to
inilustry, it is necessary to consider what modifications
can be introiucel in the present system of cash credit
(accounting for 70% of total bank credit as stated in
paragraph L4).

to

37. For this purpose, it would be necessary/consider
the entire ouestion of short-term lending from the point
of view of the eni-use of the cash credit/overdraft and
not from the stand-point of the character of security, As
a magjor portiocn of bank crcedit is at present treated as
for short-term working capital requirements, it would be
useful to examine the concept of working capital with
precision and clarity. It would not be correct to say that
the entire working capital requirements of the borrower

are necessarily short-term in character merely because the
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working capital represents an investment in current
assets, In the present methol of financial planning,
it is common for industrial units to provide for long-
term resources to cover only fixed assets, non-current
assets, and what is termed "margin for working capital™,
(And, the long-term resources tend to get further attenuated,
if project costs, preoperative losses, etc, should increase
beyond the provision for contingencies, thus eroding the
initial working capitalppovided}} Based on the level of
inventories and receivables, a cash credit limit is
sought to be obtained for the remainder of the working
capital (less sundry creditors as stipulated by some banks).
It is clear that the lock-up of funis in working capital
this way would not be short-term in character ingsmuch
as this amount of capital (ar an increased amount depending
on the price level) is permanently needed by the unit to
carry cn its operations and there is little likelihood of
the level of borrowings coming down in the course of years.
(One result of this type of financial planning is a negative
current ratio, namely, an excess of current liagbilities
over current assets, a fecature so commonly noticed in
the country), What is necessary in the financial planning
of a borrowing unit is to see what would be the permanent
lock-up of funds in working capital as distinct from
the purely temporary requirements of funds tc arrange
for term finance subject to the observance of a proper
debt-equity ratic,
38, It is difficult 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 tc warrant notice being taken,
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Moreover, our anglysis in this report relates to the
position up to 1966-67 but since then there is reason
to believe that the position might actually have worsened,
We are of the vieWw that unless measures ars taken now to
check this tendency, it may assume wider dimensions over
the next few years,
39, Our first suggestion is that the appraisal of
credit applications should be made with reference to the
total financial s3tuation, existing and projected, as
shown by cash flow analysis and forecasts submitted by
borrowers, This would overcome the present deficiencies
in the operation of the cash crelit system of lending,
which primarily stem from the tendency to determine the
quantum of the advance by relating it to the level of
inventories and book debts 1likely to be carried, A
proforma of a suggested cash flow statement is attached
(Annexure II)., These statements would exhibit the
borrowerts investment intentions and it would be possible,
by obtaining periodical data of proiuction, sales and the
working capital position, to correlate actual performance
to the forecasts furnished earlier, Tt is obvious that
the cash flow forecasts would keep on changing depending
on the trends revealed by actual performance and it will
be necessary to obtain fresh forecasts in the light of
actuals and probable future tenlencies, An analysis of the
type referred to, which is normally done by the term lending
institutions, would be a highly useful control measure
available to banks, Tt is also suggested that borrowers
be asked to provide half-yearly balance-shects and profit
and loss accounts as a further aid to control., 1In short,
what is reaquired is a periodical analysis in some depth of
the borrower's operations as g whole, 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
with, advances of, say Rs, 50 1lakhs and over which gccount
for over a third of the total bank credit could be
analysed this way and gradually extended to borrowers
with advances of over Rs, 10 lakhs which account for over
604 of the total advances., A classificaticn of loans
and advances outstanding as at March 31, 1967 analysed
according to the size of the accounts is furnished below
to indicate what would be the volume of work involved:

TABLE 13

Classification of loans and advances according
to size of accounts (outstanding as on March 31,1967)

Accounts with Amount Number of

outstanding (Bs, in lakhs ) accounts

amounts ANnount As per Number ASs per
cent to cent to
total total

Up to Bs, 10 1akhs 1044,58 38,4 10,50,839 99.5
Over Rs,10 1akhs

and up to

Rs, 50 lakhs 668,05 24,6 4,075 0.4

Over Rs, 50 1akhs

and up to

Bs,1 crore 369,25 13.6 6614, 0.1

over Bs,1 crore 635,37 23,4 437 -
Total 2717,25 100,0 1Q,56,015 100.0

L0, Recourse to balgnce she=2t and cash flow analyses

would help diagnose the extent to which current liabilities
cf industrial units have been put to non-current use and

the manner in which ligbilities and assets of borrowers

are likely to move over a period of time, Broadly speaking,
there are likely to be three categories of borrowers., One
would relate to companies which have a strong current ratio
and which have maintained this ratio in successive ycars,
The second category would relate to those companies the

current ratio of which, although marginally positive at the
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moment, has shown s declining tendency over the years
which are likely to continue to use current ligbilities
tc finance the acquisiticn of non-current assets, The
third category would rclate to companies theccurrent ratio
of which has becn negative over a period of time, It is
obvious that mere analyses of balance sheets and cash
flow forecasts would not by themselves remedy the existing
stituation where borrowers utilise current ligbilities
for acquiring non-current assets, Accordingly, it has to
be considered what solutions are feasible in the current
situation in respect of the scecond and third categories
of the companies mentioned above. A simple example of
a borrower the current ratio of which is negative is

furnished below to place the problem in proper perspective,

(Rs, in 1lakhs)

Fixed assets 345 Coquity 150
Non«current
assets 55 Term loans 150
Total long-term Tctal 1long term
assets L00 resources 300
Current assets 350 Current liagbili-
ties L50
750 (composed of; 750
Bank
borrowings 320
Sundry
crelditors 120
Provisions
and other
ligbilities 10
7,50

Shortfall in long-term resources in rclation to long
term assets Rs, 100 lakhs,

It will be seen from this example that current liabilities
aggregating Rs, 100 lakhs have been put to long-term use,
Assuming that the minimum quantum of current sssets,
represented by the low point in inventories and receivables,

is Bs,250 lakhs and that the high point is PBs 40O lakhs, it
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will be readily evident that bank borrowings would ordinarily
never fall below Rs,250 lakhs, assuming that the company
can have recourse to sundry creditors to a minimum extent
of R, 100 lakhs at any given point of time, An analysis of
the above nature would go to indicate the level of bank
borrowings which would continue to be rolled over from
year to year, We have indicated earlier that Rs 250 lakhs
would be the low point for their current assets reauirements,
Deducting the minimum level of sundry creditors of ks 100
lakhs from this figure, the company would nced to borrow
not more than Rs, 150 lakhs to finance its minimum working
capital reguirements, Actually, the company would continue
to borrow not less than Ks,250 lakhs at any given point of
time in the foreseeable future., It is evident from the
simplified analysis that ks, 100 1akhs of current liabilities
have been put to non-current use, Further, it will be
evident that the bulk of existing borrowings of Rs 250
1lakhs would continue to roll over from period to period
without any possibility on the part of the company of
repaying the amount to the bank on a specified date, This,
we can determine, as the hard core of bank borrowings
effected by the company,
L1, On the basis of the foregoing analysis, it would
be possible to distinguish outstandings in cash credit
accounts as betwecen (i) "the hard core" which would
represent the minimum level of raw materials, finished
goods and stores which the industry is required to hold
for maintaining a given level of production and (ii) the
strictly short-term compcnent which would be the fluctuating
part of the account, The latter part of the account would
.represcnt the recuirements of funds for temporary purposes

€., short-term incresse in inventories, tax, dividend and
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bonus payments, etc., the borrowings being adjusted in
a short period out of sales,
L2, Having assessed the extent of current liabilities

utilised for non-current investment and its impact on the
current ratio of a company, the stage would be set for

explor ing what possible solutions are feasible in the

current credit situation, A single solution of universal
applicability is, of course, not possible inasmuch as each
case would have its own peculiar features, It is, however,
obvious that the solution lies in a proper reconstruction

of the pattzern of the liabilities of the companies concerned,
Where a company's debt paying capacity is good and its

other ratios not unhealthy, the hard core element in the

cash credit borrowing could be segregated from the normal
short term part of the account and put on a formal term

loan basis and subjected to a repayment schedule. Where

the porrowers' financial position is, however, not too good
or the size of the hard core is so large that repayment
cannot be expected within 7/10 years (this would be the case
wherc there is considerable dependence on current liabili-
ties) it would be difficult for the banks to continue tc
carry these liabilities over 3 long period of time Here,
the possible solutions to be attempted would be: additional
issue of equity or preference capital, a debcnture issue
with a long maturity, the bringing in of long-term deposits
and unsecured loans by the promoters and their friends,

L3, wWhere the hard core is to be placed on a formal

term loan basis, the proposal shculd be subject to a detailed
appraisal in order to examine whether the borrowing unit
would have necessary supporting inventories as security and
it would have the capacity'to generate adequate surplus to
meet maturing obligations, In short, the appraisal will
have to be on the same lines as for term loans for capital

expenditure,
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L, We are aware that the determination of the hard
core may present some practiczl difficulties to banks at
least in the initial stages, This would depend upon how
‘the minimum working capital requirements of a particuloar
borrower are computed and this, in turn, would depend on
what norms are adopted in regard to the minimum inventcry
levels and the normal trade terms in various industries,
One way this question can be tackled would be to assess
what would be the minimum level of wcrking capital required
by a borrower as represented by the level of its
inventories and receivables. AS we have noted earlier,
there is no uniformity of view among banks as to what
should be the normal level of stocks which units in the
same industry may hold, It will be seen from the following
table that the quantity of stocks of raw materials held

by the various industries during 1966-67 showed a wide

divergence,
TABLE 14
Name of the Industry Stock of raw
materials in terms of
consumption
No, ©of months
1. Cotton textiles 2,2
2, Jute Textiles 2.6
3. Iron and Steel 2.0
4, Tlectrical Machinery, apparatus,
appliance, etc, 4.0
5. Machinery (other than
Transport and electrical) L. 8
6. Basic Industrial Chemicals L.,2
7. Medicines & Pharmaceutical
preparations 3.1
8., Other Chemical Products 2,0
9. Cement 2.8
10;Paper and paper products L,5

Note: Data based on study of 1501
ccmpanies covered in the

Reserve Bank of India Study. L5
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While the cement industry held stocks of raw materials
equivalent to nearly 3 months!' consumption, severgl other
industries engaged in manufacture of machinery, basic
industrial chemicals, and paper and paper products held
stocks of raw materigls of over 4 months' consumption,
The guantity of stocks required tc be held as between
various industries would depend upon several factors such
as (a) level of production, (b) nature of the commodity,
(c) seasonality in supply, (d) process of production, (e)
relative importance of imported materials, (f) transport
arrangements, etc, It has not been possible for us within
the limited time at our disposal to make an industry-wise
study for assessing the reasongble level of stocks which
units in an industry will ordinarily be reauired to hold
for uninterrupted production schedule, Such a study would
be helpful in providing guidelines to ccmmercial banks in
determining the 'hard core?', Wwhile it is appreciated that it
would be difficult to adopt any rigid standards in this regard
broad guidelines of this nature would help banks in assessing
.and segregating the 'hard core' element of the cash credit/
.overdraft from the purely temporary or sz2asonal requirements
of their borrowing units; it is our suggestion that
deviations, if any, from the guidelines would have to be
justified on the basis of specigl factors, It would be
worthwhile to attempt industry-wise norms, perhaps the
Indian Banks' Association and Reserve Bank of India could
give thought to this question,
L5, The duration of the loan on a term basis to be
granted for werking capital purposes (the hard core of the

cash credit-referred to earlier)
Basis for negntiating

the 'Thard core' of would devend on the capacity
cash cradit

of the unit to generate cash
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accruals for reducing the outstandings, It would,thersfore,
be necessary that such loans should be subject to a repayment
programme on the same lines as for term loans granted by
banks and term-lending institutions for financing fixed
assets, Applications for term finance for working capital
loans would, thereforec, have to be subject to a detailed
appraisal in order to examine whether the borrowing unit
would have the necessary supporting inventories as security,
the capacity to generate adeouate accruals for meeting
repayment obligations and the appraisal would have to be on
the same lines as for term lcans for capital expenditure,

It may not be necessary for such working capital term loans
to be secured by 3 mortgage of fixed assets and possibly
the existing charge over the borrower's liquiil gssets may be
sufficient, This would, however, be governed by the.
circumstances of =ach case, The documents should, however,
contain convenants in regard to the end-use of the loan,
repayment obligations, restriction on investment in shares
and debentures, prohibition of dividend distribution beyond
agreed levels and borrowings except with the bank's prior
consent, malntenance of a cartain agreed level of working
capital, etc,
L6, One possible objection to the suggestion made by us
for distinguishing the hard core in cash credit accounts and
Placing it on a term loan
Provision for separate

term loans - TIts basis would be thst borrowers
mmplications

would be required to repay
(a) that part of the outstandings which represent the.
diversion of short-term borrowings for long-term investment
and (b) also that part of the outstandings which represent
financing of current working operations. Inasmuch as the

function of commercial banks is to finance working capital
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requirements of borrowers, it could be contended that this
would be too drastic a solution with its concomitant result
of bringing down the present outstandings to nil at a future
point of time, This magy be answered in two ways. One is that
the financing of the minimum working capital requirememnts of

the borrowers without any obligation to repay is in reality

a more or less permanent investment of the working funds of
banks in the operations of a selected group of borrowers,
Secondly, where a borrower's operations are not expanding

and where realisations more than match any increase in prices,
a cash credit account must, by definition, be reduced to nil
out of accruals over a period, In proposing our solution

of a term logn for working capital, we have no more than
taken the latter fact into account, wWithout a formal term
loan, it wculd be quitc possible for borrowers in the latter
category to divert borrowings for investment elsewhere without
the knowledge of the financing institution, It must,therefore,
be clarified that the intention in suggesting this type of
lending c¢cn a term basis for working capital is not to deny
credit assistance to expanding industrial units, Nor is it
the intention to bring down immedistely the present level of
bank credit to iniustry, “here the units have undertakén a
capital expenditure programme, the credit assistance from
banks and other term-leniing institutions woull be available
by way of term loans against fixed assets, Where there is

an expansion in the operations of a unit and accordingly

its working capital requirements go up, the borrower would
always be in a position to negotiate with banks for an
additional term loan for working capital on the lines
suggested above and the application can bc considered by

banks in the light of the financial viability of the prgject,
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its past performance in respect of repayment
obligations and its capacity to generate cash accruals,
It would be seen that, in genuine cases, the borrowers
would not be starved of bank credit although they would
be subject to greater financial discipline concerning
the use of bank credit and cash accruals, The climate
for a gradual changeover from a cash credit system

to term loans for working capital would also seem

to be favourable inasmuch as several banks in their
replies to the questionnaire issued by us made a

plea for a switch-over from g system of cash credit

to logns as in the U, S, A,

L7, We wish to emphasise further thst the

proposed changes in the cash credit/overdraft of

banks would 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 companies and 20% of the

total assets) had an aiverse current ratio in 1966-67,
In addition, 277 companies (accounting for 19% of

the total number of companies and 18% of the assets)
had in 1967 a current ratio of 1.5:1 which could

be regarded as marginal and just adequate to meet the
margin on working capital advances, Among the
companies with adverse current ratio in 1666-67 for
which back data were available, 255 companies witnessed
a deterioration in the current ratio since 1961-62

and the impact of our proposal would be particularly
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felt on these companies and aglsc to some extent on
277 companies which had a current ratio of up to
1.5 in 1966-67, Som=z impact may alsc be felt by
other companies which had a negative current ratio
in 1967 tut which showed scme improvement in their
position since 1962, Companics presenting these
characteristics but outside the group of companies
studied by the Reserve Bank would also be subject to
some discipline., We would like to reiterate that
in the long run these companies would stand to benefit
ingsmuch as the type of discipline implicit in our
proposal wculd help to place the fingnces of these
companies on a sound footing in coaurse of time,

It may also be stressed in this connection that
the companies with strong liouid position and having g
current ratio of, say, 2.5:1 or more would not normally
require long-term loans for working capital since, even
under the present cash credit system, such companies
resort to cash crediit advances only by way of purely,
short-term gccommodation,unless they embark upon a
large scale capital expenditure programme which is
likely to impair their liquid position, The observations
in the foregoing paragraphs regarding the assessment
of the borrower's recquirements and the manner in which
they should be fingnced (both by way of term credit
as well as short-term credit) could be equally applicable
to new craedit proposals which banks would be called

upon to handle, in future,

L8, The changes in the pattern of lending on the
Advantages of the proposad above lines would
change 1n lending under
cash crcdit have certain

distinct advantages as under:-
'..50
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(a) As 1is evident from the data given above, under the
present cash credit system, it 1is not possible to achieve
rany mezsningful regulation of a bank's credit pertfolio as
the bank has no control over the end-use of the loan, For
instance, in a situation where the scheduled commercial banks
are reeuired, in the context of the requirements of the
economy, tc discourage the use of bank finance for excess
inventory accumulation, banks are unable to implement their
objectives, This 1is particularly so in the case of the
borrowers who have borrowed to the extent of the security
avgilable, Moreover, where borrowers have surplus drawing
powver, the possibility of utilising this (i) for speculative
purposes or for investments in shares and debentures,

(ii) fer acquiring controlling interest in new concerns or
(1iii) for building up further fixel assets is always present,

(b) The prcposad lending system would also make the
resources plenning of banks mere meaningful, Under the
present cash credit system, banks arc committed to large
credit limits sanctioned to borrovers which, as experience
shows, remain substantially unutilised, As at the end of
April in the last three years, th: proportion of unutilised
limits for all the banks, on agn average, was about 40%, This
ratio was markedly higher for a few banks, As banks are
committed to the limits sanctioned by them, the amount of
unutilised 1imits represent potential demand which the
borrovers can magke on them and in a situation when banks'
resources are stretched, they are normally reluctant to
undertske fresh commitments of any substantial magnitude,

AS a result, there is always a possibility of new projects
being denied their duc share of bank credit, It may be
added in this connection that although technically banks
have at prescnt every right to freceze the credit limits

in the light of their resources position and the objectives
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of the credit policy, this can rarely be translated into
practice at short notice, as any sudden restrictive measures
taken by them arc only likely to result in great dislocation
in credit distribution and consequent curtailment of production

(c) One handicap from which commercial banks suffer at
present is that they arz not in a position t: regulate exten-
sion of credit on the basis of the cfficiency of the borrow-
ing concerns, This is becsuse since no repayments are stipu-
lated on cash credit advances, once the credit limit is
Sancticned, the borrower is not narmslly regarded tc have
committed a default in honouring his obligations to the bank
so long as the drawings in the account are within the drawing
power agvailable on the basis of thc inventories carried from
time to time, This has resulted in the inability of banks to
impcse any controls on inefficient units as there are no
covenants on the part of the borrowers to maintain a3 minimum
standard of financial performance, Under the system recommend-
ed, since specific repayment instalments would be stipulated,
the failure of the borrovers to meect their repayment obliga-
tions or honour their cther covenants woull constitute a
default and the banks, protscted by the covenants in the loan
documents, will be entitled to take remedial action and at
any rate would exercise caution in granting further loans to
such units, This would go a long way in introducing the much
needed financial discipline amongst banks' borrowers,

(d) This system should also be advantageous from the point
of view of borrowers, A mumber of compsnies in India now have
a megative current ratio, i,e,, their current liagbilities
exceed their current assets for the reagsons described
earlier on in the report, By scegregating the cash credit
outstandings into two parts and transferring one part thereof
to a term loan accoumt, the currznt ratic would improve

and the companies wculd also have an assurance that the
...52
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loan would be continued during the currency thereof subject
to continued adherence to the covenants of the loan agree-
ment. We would, however, stress that the mere improvement
of the current ratio will not impert financial strength
where the company has a high debt 2 cquity ratio. In such
cases, fresh injection of equity would be nccessary.

49, It would be of intcrest to notice what a recent
article published in the "Three Banks Review" (March 1969)
entitled, "The liquidity of commercial banks in the United
States in the twentieth century" by J.i. Sclater had to say
cn the subject considered by our Group:-

"....At the beginning of this century the commercial loan
theory, which had originated with Adam Smith in Britain
during the eighteenth century, still prevailed in the
United States. According to this theory; the earning
assets of banks should consist essentially of short-term,
self-liquidating loans to businesses for working capital
purposes. The logical basis of the dccttine was that
bankers borrow short and should therefore lend short.

The theory was unsound, however, in three major
respects. First, nc loan is truly self-liquidating;
repayment in almost every case depends on the successful
completion of transactions invoclving numerous third
parties. 8Second, the theory was based on the legal right
to withdraw all deposits rather than on the actual
behaviour of depositsj deposits in fact are relatively
stable, and to that extent banks can properly hold longer-
term assets. 4nd 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
expansion.

But the commercial loan thecry died as a working
tool not so much on account of 1ts conceptual flaws as of
1ts sheer impracticality. Although bankers were mostly
slow to learn about marketing they could not fail to see
that their customers wanted far more than the sort of loans
for which the theory provided. American consumers wanted
instalment loans and businessmen term loans on an ever-
growing scale. Conscequently the commercial loan theary
gradually became obsolete to the point where today its
requirements are probably met by less than 20 per cent of
bank loanSe...."

", ..es..In respcnse to the changing environment a new

view of liquidity, known as the doctrine of anticipated
income,[developed in 194€ by Herbert V. Prochnow.

Prochnoyw noted that for a decade or more the terms of

Lank loan contracts have been changing - with major implica-
tions for bank liquidity. The oll practice was to lend on

a short-term basis, even if the proccels 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 deteriorated,
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 maturity, 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 0ld in systematically
adapting the repayment schedule to the expected cash flow
of the borrower. Prochnow concluded that most locans were
now not self-liquidating but were rather repaid cver a
period from what the borrower earned on his transactions
with many other parties. The vitally important instalment
repayment schedule gave a substantial btoost to bank
liquidity.”

50. Apart from the chrange in the cash credit system
proposed in this report, there are certain other points
on which suggestions may be made to reduce the excess
demand for bank credit.
B1. A reference has been made earligr to the large
proporticn of limits sanctioned by banks remaining
unutilised. No doubt, recourse toc cash-flow analysis as
well &5 the bifurcation

Commitment charge on
utintilised limits of the working capital

advances pronosed by us would help considerably in tailoring
the supply of bank credit to the genuine requirements of

the borrowers. A suggestion has been made that as a further
chack on extension of extra bank credit, 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. Neverthelcss, a levy with a

minimum interest charge may prove to be complementary
measures to those suggested earlicr. From the point of
view of administrative convenience, at the initial stages,
limits sanctioned up to R.10 lakhs may be exempted but for
serving the desired purposes, the commitment levy nay be
progressively raised with the size of the unutilisec

limits. ... 54
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52. Yet another aspect of the banking nractice bearing
on the subject of our enquiry is the relatively small
proporticn cf bills in the composition cf bank credit.
This 1is partly because we

Need for greater reccurse
to bill finance 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. 3Such a practice
mgy in most instances result in an elongation of the
nperiod of bank credit as there is no discipline imposed
on the purchssers to pay the dues within a stipulated
time. Therefore, in our view, it seems worthwhile to
promocte the practice of culminating credit sales by
issue of usance bills. This would not only impose
financial discipline on the purchaser but also help

the supplier or producer to nlan his financial commit-
ments in a realistic manner. In the case of Usance
Bills, excepting risk of bad debt, which could be
noticed immediately and steps taken for recovery,

there is no further risk to the bank. In the cash
credit system, however, banks cannct in the nature of
things be expected to possess expertise in the matter
of 1dentifying the nature and quality of goods or their
serviceability. Moreover, the value of stocks will
remain subject to price fluctuation, and abuses such as
pilferage or disposal cf stocks without bank's knowledge
will not be discovered by the bank soon enough. The
supplier of goods is in a better position to asgess the
nature and quality of goods. Finance to the supplier
through discounting of bills would be a superior method
of financing to providing finance to the industry by
means cf cash credit against inventories. Credit
control would be far more effective if finance fcr
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industry is provided not to the industry holding the
inventory but to the supplying industry or trade. We
realise that this will not be feasible in all c ases and
also not immediately pcssible. Nevertheless for commercial
banks extensicn 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 borrower would also benefit
from the system of Usance Bills for he need no longer
engage himself in the bothersome and expensive task of
chasing and collecting of customers dues. adn adequate
growth in the volume of Usance Bills would also facilitate
the development of genuine Bill Market in India. We,
therefore, are of the view that commercial banks, industry
and trade should try, where feasible and administratively
convenient, to initiate and develcp the practice cof issue
of usance bills and their acceptance for the purposes of
trade credit and for securing discounting facilities
against them. We also recommend that with a view to
enccuraging the development of bill market in India,
the Central Government 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 bills.

53. We have so far concentrated primerily on the
supply side of bank 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 conslderable attention is being paild in advanced
countries such »s the U.K., U.S.A., Japan and West Germany.
In India, some of the large and well established industrial
companies appear to have been paying attention to the problem
of inventory control but it has not been possible to assess
the degree of success szchieved by them in this regard.
54. The total investment in inventories as at 1966-67
of 1501 companies covered in the Reserve Bank's study
amounted to R,1522 crores which formad about 304 of capital
employed (gross fixed assets + inventories) in these
companies which compared with 264 in U.K. and 28% 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 6% months! production requirements although
the inventory held in 1966-67 would be partly inflated
on account of recessions

TABIE 15

Inventories in stocks (of raw materials, finished
goodg, stores)/number cf months gales

1960-61 1965-66 1966-67

l. Cotton textiles 3.6 3.6 3.7 months
2. Jute textiles 2.9 3.0 3.3 "
3. II‘OII and Steel 4.1 3.6 4.8 n
4. Electrical machinery,

apparatus, etc. 4.4 3.9 5.1 "
5. Machinery{(other than transport

and electrical) 5.2 4,9 6.4 W
6. Basic Industrial Chemicals 4.1 3.2 4.4 n
7. Medicines & Pharmaceuticals "
and other Chemical Products 3.7 3.4 3.4

Se Cement 3.2 3.4 3.8 n
9, Paper and paper products 3.3 3.6 4,1 "
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In the preceding year i.e. in 1965-66 the gpantity of stocks
held ranged between 3 to 5 months' production requirements.
It may be noted t hat between 1960-61 and 1965-66, the
quantity of inventories held in relation to production went
up in respect of jute textiles, cement and paper and paper
products. We are aware t hat there are various factors which
influence the holdings of inventories as between the diffe-
rent industries, It has not been possible for us within
the limited 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 minimising the stocks
need by industry., We, however, consider that as an integral
part of restrainingt he demanmd for bank credit by industry,
adequate attention should be paid to t his problem, especially
in regard to a few major industries. The Federation of
Chambers of Commerce and Imdustry, the All-India Manu-
facturers! Crganisation and such other Associations of
Indust ries may be requested to t ake up this subject for
examinat ion and offer guidelines to their industry-members,
554 In some court ries such as the U.K., West Germany
and Norway, a customer 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, with advantage, be adopted in our country.

This would considerably reduce the scope for double or
multiple financing of stocks by banks in the present form
of bank lending. Even if the lending system recommended
above is adopted, it would be inthe imterests of both

the borrowers and t he banks if the borrower could confine
his dealings to one bank only as the borrower would not be
tempted to go to another bank for t emporary facilities to
cover up the default committed under the borrowing 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  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 accommodate a customer who is banking with any other bank
except with the prior intimation tot 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 applicable to such cases. We understand t hat there
is joint collaboration as between banks, on a limited scale,
where credit requirements aof borrowers are very large and
could not be met out of resources of one bank., We commend
the adoption of such consortia arrangements by banks 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 'cash
flow analysis' of the financial 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 the use of short-term bank
credit for long-term use as also reduce over a period of
time the dependence of borroweré?%kﬁ short-term bank credit
for thard core!, (3) examine t he scope and effectiveness

for the levy of a commitmert 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 dealings to one bank, and (6) recourse

to better methods of inverntory control by industrial units.
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57. Some of the suggest ions made in this report would
call for a considerable degree of reorientation in the

Some Implications outlook, attitudes and methods
of the Proposals

of loan operations of banks and
borrowers, particularly the latter. A certain measure of
financial discipline implicit in the suggestion would, in
the ultimate analysis, help the corporate and other borrowers
in formulating financial plans, maintaining a better control
over their inventories, regulating production ona more
rational basis and economising in the demand for bank credit,
As regards banks, a periodical release of part of the
resources at @ esent locked up in 'roll over! cash credit/
overdraft to industry would enable them to meet 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 whichvét
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., loreover, the pattern of bank credit in India
which is at present heavily tilted in favour of industry as
compared to several 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,lin its turn, would
increase the scope for mobilisation of deposits. 1In otker
words, commercial banks would thus be able to play a more
effective role in serving the community and the ends of

social justice.

e

% pData on number of borrowers are not available,
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58. Since the above report was fimalised, 14 major Indian
scheduled commercial banks (with deposits above Rs.50 crores)

Nationalisation of banks have been nationalised., The

organisaticn and t he administrative structure of the nationa-
lised banks are not known so far. We, however, consider that
our recommendations, which have a vital bearing on the
principles governing extension of credit to major borrowers
by t he commercial banks would in fact be of considerable
significance in the new context,

59. We are grateful to the Departmert of Statistics of
the Reserve Bank of India for making available to us the

balance sheets of companies obtained
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SUL IMARY

The gap in the accrual of deposits available with
the commercial banks for financing credit is markedly
reflected Aduring 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
borrowers in each sector being left to the discretion of

individual banks. (paragraph 5).

3. The industrial sector accounted for roughly two-
thirds of tntal scheduled bank credit as on March 31,
1967. The share of bank credit to industry showed a
steady increase while that of cocmmerce had declined.

The corporate sector (excluding Government companies)
claimed nearly four-fifths of scheduled commercial hanks'
industrial advances as at the end of March 1¢67 while
partnership and proprietary concerns, etc. accounted

for more than two-thirds of advances to commerce.

(pearagraphs 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 growth in industrial production or the
increase in inventories; (ii) there is a diversion of
short-term bank borrowings forwbuilding up of fixed
assets or other non-current assets; (iii) there is a
double or multiple financing of stocks and (iv) the

period of credit is unduly lengthened. (paragraph 8).
.‘.62
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5. The ratio of bank borrowings to inventory after
rising up to 1965-66 came 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, paints and
pharmaceuticals and (b) textiles showed that 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, (paragraphs 9-11).

6. Over the past few yecars industry appeared to
have practised a fairly stable inventory beheviour as
reflected in the generally constent inventory/sales ratio,
The rise in bank credit to industry during each of the
years 1964-65 to 1966-67 was substantially higher than
the increase in value of industrial output valued at
current prices. The r~tio of short-term b-nk borrowings
to inventories also rose from 40% in 1961-62 to 52% in
1966-67. Some industries, particularly those in the
traditional group and several industrial units obt=zined
credit from benks over and above the rise in their
production. It, therefore, appears that in the absence
of specific restraints, there was a tendency on the pert
of industry generally to avail itself of short-term
cr-~dit from banks in excess of the amounts based on the
growth in production and/or inventaries in value terms.

(paragraphs 12-14).

7. The prevalent prectice of banks in fixing credit
limits for industrial borrowers are so varied that
there 1s reason to believe that within their ambit
they are unlikely to prevent the emergence of excess
demand for credit from certain borrowers. By and large,

the scheduled commercial banks are inclined generally
es63
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to relate their credit limits to the security offered by
their constituents. Banks also do not gencrally adopt a
uniform method of valuation of stocks nor do they have a
uniform practice as regards the prescription of margins.
The varying practices, however, cannot be said to consti-
tute important factors in the emergence of excess credite

(paragraphs 18-20),

8. The need for extension of trade credit by the
corporate sector, seemed to H~ve become marked in vicw
of the emergence of a buyers' market in certain lines of
activity in the last year or so, The available data are,
however, incomplete to lead to any conclusion whether
the increase in trade credit by the cormorate sector
necessarily resulted in an increased demand for bank

credit. (paragrarh 21).

9. With a view to »reventing undue elongation of the
period Sf trade credit and the tying up of resources of
banks fbr 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 sales of capital ecuipment on deferred payment
terms). The undue delay in the settlement of bills by
Government Departments could be discouraged by stipulating
that the latter should pay interest on bills if they are
not paid within 90 days after their receipt (accompanied
by approved inspection notes or through such other safe-
guards as may be necesscry for receipt of goods according

to specifications). (paragraph 22).

10. In the present system of bank lending in India,
certain types of credit facilities such as advances
against 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 borrower,64
LI ]



- 64 -
due account is taken of the credit received on its

purchases., (paragranh 23).

11. The factors referred to above oould have only

partly contributed to the rise in short-term bank credit

not warranted by increase in production/inventories of
certain types of borrowers. A study of 255 companies as
had witnessed a deterioration 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 was financed and in
addition non-current assets comprising mostly loans were
acquired by expansion in short-term liabilities including
bank loans. 2n industry-wise analysis of the companics
on the same lines also confirmed the same trend.

(paragraphs 24-29),

12, The tcndency on the part of a number of industrial
units to utilise short-term bank credit and other current
lizbilities for acquisition of non-current assets can be
due to (a) generally sluggish conditions in the capital
market since 1962, (b) the limited nature of the apwraisal
of applications for short-term loans as compared to
medium term loans and (c) stipulation of repayment

scheduled for medium-term loans, (paragraph 32).

13. The prevalent lending system would 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
granted by way of cash credit limits which are 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 s~dvances thouch
secured by currcnt 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 mazinly 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 reguirements 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 assumc wider dimension in the
next few y-ars. The suggestions for checking this
tendency are 3

(1) Appraisal of credit anplications should be made
with reference to the total financial situation, existing
and projected, as shown by cash flow analysis and fore-
casts submitted by borrowers. Initially advances of,
say Bs.50 lakhs and over should be analysed this way
and then the system may gradually be extended to other
advances., (parrgraphs 38-39).

(2) Outstandings in cash credit accounts should be
distinguished as between (i) "the hard core" which
would represent the minimum level of raw materials,

finished goods and stores which the industry is reqpireg6
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to hold for maintaining a given level of production and
(i1) the strictly short-term component which would be
the fluctuating part of the account, The latter part of
the account would represent the re~uirements of funds for
temporary purposes, e.de. short term increase in inventories,
tax, dividend and bonus payments etc., the borrowings
being adjusted in a short period out of sazles. Where the
company 's debt-paying capacity is good a2nd its other
ratios not unhealthy, the hard core element in the cash
credit borrowings could be segregated and put on a formal
term loan basis and 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 2 additional issue of equity or preference
capital, a debenture issue with a long maturity, the
bringing of long term deposits and unsecured loans by the
promoters and their friends. Where the hard core is to
be pl2zced on a formal term loan basis, the proposal
should be subject to a detailed appraisal. The documents
should contain covenants in regard to the end-use of the
loan, maintenance of minimum financial ratios, repayment
obligations, restrictions on investments in shares and

debentures, c¢tec, (paragraphs 40-45),

16. As the determination of the hard core element of
the cash crcdit account may present some practical

diffi qylties to banks, it would be worthwhile to attempt
study of industry-wise norms for minimum inventory levels.

(Paragraph 44).

17, The intention in suggesting this type of landing
on a term basis for working capital is not to deny
credit assistance to expanding industrial units or to
bring dowvn immediately the prescnt level of bank credit

to industry., The borrower would only be subject to a
0..67
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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 dianges in the cash credit/overdraft
accounts of banks would have 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 negative ratio or a current ratio of 1.5 and

below are likely to be affected, (paragraph 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 ocoupled, if necessary, with minimum interest

clause. (paragraph 51).

20.. Also, banks should promote the practice of culmina-
ting credit 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
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., (paragraph 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 the various industries,

(paragraph 54),

22. To reduce the scope for double or multiple financing
of stocks, a customer should generally be reguired to
route his entire business through onc bank and the major

banks may consider entering into a gentlecman's agreement

for the purpose. (paragraph 55). .
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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 mnre rational basis

and economising in the demand for bank credit. As rcgards
banks, a periocdical relcase of the part of the resources
at present locked up in !'roll over' cash credit/overdraft
to industry would enable them to meet on a larger scale
the demands of priority sectors of the economy and to

diversify their loan transactions. (paragranh 57).
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ANNEXURE I

RESERVE BANK OF INDIA
CEI"TRAL OFFICE
INDUSTRIAL FINANCE DEPARTMENT
" COM':ERCIAL MANOR™
GIINCH BUNDER
BOMBAY-9,

No, C.290(D)-932., December 16, 1968
Agrahayana 25, 1890 (Saka).

Dear Sir,

Study Group II set up by the National

Credit Oouncil - Subject "the extent to

which the credit needs of industry and

trade are likely to be inflated and how
such trends could be checked”

In recent years, the demand for cre:lit 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 0f deposits has been
assigned to esnother study Group, the issue to be considered
by this S tudy Group is to what extent the principles
govirning extension of credit by benks could be improved
upon and their methods streamlined. To facilitate this
work and in the absence of any recadily available information
on the methods followesd by banks extending credit, I have
been asked by the nvener of the Study Group to approach
the major scheduled banks for information on the following
points s

(a) The Study Group would like to know if you hnve set
any guidelines for assessing the working capital require-
ments of your corworate borrowers. It would be useful if
a concrete example showing how the working capital recuire-
ments of a corporate borrower have been assessed and how
the quantum of the limits is related to the stocking of raw
materials and finished goods and the stocks-in-process, is
given,

Sundry creditors -‘orm one source of finance for
the borrower. How is this teken into account in fixing
the quantum of the limit? An illustration would be
welcome.

(b) Is a uniform system of valuation of stock-in-trade
followed to determine the drawing 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 pecriod taken for the settlement of the debt.
would it be possible for you to set out your experience
in this matter? In what fields of activity are debtors
unduly high and what type of debtors particularly account

for delayed payment?

(d) The Study Group would like to know the usual
margins prescribed by you for the different types of

..070.
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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 undertzken in respect of credit limits sanctioned by
you for purposes of working capital.

(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 aveiled of for working capital purposes for acgui-
sition of fixed assets or other non-current assets.
The Study Group would sppreciate if you could kindly
suggest appropriate safecguards as also the steps to be
taken toO ensure that such advances are gradually repaid.

(g) Do you consider that the lending practices of benks
at present have resulted in double or multiple financing
of stocks of raw materials and finished goods? 1If soO,
can you kindly identify the procedurcs/pmractices which
are responsible therefor and also indicate the 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
January 20, 1969 will be very much appreciated.

Please acknowledge receipts

Yours faithfully,
sda/-

(K.N.R. Ramanujam)

7
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LNNEXURE 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
Dividends

Deferred Lizbilities
(a) Increase/Decrzase in Term loans

(b) Increase/Dccrease in Debentures/
Mortgage Loans

(c) Increase/Decrcase 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/Decrcase in Sundry Creditors

(b) Increase/Decrcase in Other CQurrent
ILigbilities

Increase/Decrecase in Other funds

Increase/Decrecase in Fixed Zssets

Investments

(a) Increase/Decrease in Inwestments in
Subsidiaries and Affiliates

(b) Increase/Decreasc in Investments in
g Other Comnanics

Qurrent Isscets

(a) Increase/Decrease in Raw Materials

(b) Increase/Decrease in Finished goods
and work-~in-progress

(c) Increase/Decrease in Stores, spares etc,

(d) Increase/Decrease in Book Debts

(e) Increase/Decrezse in Other Current Assets...

Ioans and Advances

(a) Increase/Decrcase in Loans to Subsidiaries

and 7ffiliates

(b) Increase/Decrease in Loans to others

(Ps.

in lakhs)

Inflow QOutflow
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Statement T

Changes in Net Bank Creodit to Private Sector
in relation to Money Supply

(Rupees in crorcs)

Incrcase in Increase in Increase in Increase Increase in Increase in Percentage

Busy Season
(Fovember - April) money supply Net Bank Reserve in Bank's Bank's Adv- Bank's Time of (2) to
with the Credit to  Bank Net ances and Deposits (1)
public Private Crcdit to Credit  Holdings of
Sector Private to Private
Scetor Private Sccurities
Sector
(3 + 4) (5 - 6)
(1) (2) (3) (4) (5) (6) (7)
1966-67 456 358 3 355 408 53 78
1967-68 546 415 4 411 519 108 76
1968-69 585 250 2 248 436 188 43

Source: Reserve Bank of India Bulletin.
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Statement II

Distribution of Bank Credit to various scctors

(In crores of Rupees)

Sector March 1951 March 1956 April 1961 March 1966 March 1967

Amount Percen- Amount Percen- 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 64.3
Commerce 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
OtheI‘S 4‘.9.0 8.4 64.9 8.4 73-7 506 131.6 506 161.8 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 TI

Distribution of Bank Credit to various scctors

(In crores of Rupees)

Sector March 1981 March 1956 April 1961 March 1966 March 1967

Amount Percen- Amount Percen- 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 64.3
Commerce 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 - Dececmber 1968
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Statement III

Bank credit to selected industries/
groups under the main sectors

(In crores of Rupees)

March 1956 Jpril 1961 March 1967
Amount Percen- gmount 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
l., Cotton Textiles 62,7 8.1 145,1 11.1 268.8 9.9
2. Jute Textiles 23.1 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. Su.gar 48.8 603 99.9 7.7 107.0 309
5. Vegetable 0ils &

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 29.1 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 19.4
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
Commodities 133.7 17.3 210.0 16.1 264.5 9.7
2- Retail 15.2 2.0 20.2 105 49.7 108
C. Finagncial 71.92 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. dgriculture 15.6 2.0 40.5 3.1 56.7 2.1
E. Personal 51.1 6.6 8749 6.7 114.5 4,2
F. Government - - - - 13.1 0.5
G. QOthersg 64,9 8.4 737 5.6 161.8 6.0
H. GRAND TOTAL 770.2 100.0 1306.2 100.0 2717.3 100.0

Source: Reserve Bank of India Bulletin - December 1968.
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Statement IV
Industrigl advances by type of Borrowers

(4mount in crores of Rupees)

April 1961x* March 1966 March 19267
Amount As per- 4Amount As per- Amount dsper
cent of cent of cent of

total In- total In- total
dustrial dustrial Indus-
advances advances trial
gvances

(1) (2) (3) (4) (5) (6)

l.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 12.4 194 13.2 254 14,5
Total Industrial Advances 664 1006, 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

(Amount in crores of Rupecs)

March 1965% March 1966 March 1967
Amount As per- Amount As per- dmount As per-
cent of cent of cent of
total total total
advances advances advances
to to to
commerce commerce conmerce

(1) (2) (3) (4) (5) ()

l.State-owned and 3tate-

managed concerns 17 3.2 54 10.8 24 4.5
2.Limited Companieg**

(Public & Private) 150 27.9 122 24.3 139 26.4
3.Co-operatives - - - - 4 0.8
4.Partnerships and Others 370 68.9 326 64.9 360 88.3
Total Advances to Commercc 537 100,0 502 100.0 527 100.0

* Data for 1965 have not been reclassified in line with the
classification adcpted for 1967 survey as the break-downs
are not available.

** Other than Government Companies.
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Statement V

Statement showing variations in Prices, Production and Bank Credit
during 1963 - 1967

(Bank Credit in crores of rupecs)

Bank Percen- Benk credit Percentage Bank credit as Bank credit Excess(+) or
Industries credit tage rise in col.2 rise/fall in col.4 adju- as on March deficit(-)
as on in prices raised by in indu- sted to per- 31, 197 (col,7 - col.6)
March during percentage strial centage rise/
31, 1962-63 rise in production fell in indu-
1963 to prices in during strial produ-
1966-67 col.3 1962-63 to ction as in
1966-67 cclab
(1) 2) (3) (4) (5) (6) (7) (8)
l. Cotton textiles 196,52 14.1 224.23 + 8.9 244,19 268.83 +°'24.64
2. Jute textiles 50,84 46,0 74.23 - 6.7 69.26 77.43 + 8.17
3. Rayon, Nylon and 20.51 21l.4 24,90 + 34.1 33.39 39.82 + 6,43
Silk textiles
4. Othzr textiles 20,75 21l.4 25.19 - 29.5 17.76 23.01 + 5,25
(Woollen)
5. Iron and Steel 29.73 21.7 36.18 + 34.0 48,48 29,09 + 50,61
6. Coal Mining 6.73  19.6 8.05 + 11.2 8.95 27,01 + 18,09
7. Heavy machinery (Prime 49.12 31.2 64,45
movers, boilers, stcam + 4l.9 91.45 77.14 - 14.31
ggnerating plants,
mining, earth moving
and construction
machinery and industrial
machinery)
8. Motor vehicles
ancillaries 24.54  29.7 31.83 + 35.8 43,23 35.16 - 8.07
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Statement V (Contd.)

(Bank credit in crores of rupe:s)

Bank Percen- Bank credit Percentage Bank credit s Bank credit Rxcess(+) or
Industries credit tage rise in co0l.2 rise/fall in col.4 adju- as on March deficit(-)
as on in prices raised by in indu- sted to per- 31, 1967 (col.7 - col.B)
Merch during percentage strial centage rise/
31, 1962-63 rise in production f2ll in indu-
1963 to prices in during strial produ-
1966-67 col.3 1962-63 to ction as in
1966-67 col.S5
(L ) (3) (4) (5) (6) (7) 8)
9. Bicycles and Parts 5.23 29.7 10,67 + 53.8 .16.41 10.15 - 6,26
10. Sugar 86.76 23.4 107.06 + 6.7 114.23 106,97 - 7.26

11. Vegetable o0il crushing,
Refining including

Venaspati 31.96 124.3 71.69 - 71.69 48,63 - 23.06
12. Chemicals, Drugs &

Pharmaceuticals 47,41 24.9 59.22 + 35.6 80,30 91.98 + 11.68
13. Fertilisers 4.61 24.9 5.76 + 65,0 9.50 18.87 + 9,37
14. Paints and Varnishes 4470 24.9 5.87 + 1.4 5.95 7.05 + 1,10
15. Ccment 21.61 53,3 33.13 + 25.0 4l.41 29.40 - 12,01
16. Paper and Paper

Products 19,01 53.3 29.14 + 41.6 41.26 44,26 + 3,00
17. Rubber products 13.05 5343 20,01 + 29,2 25.85 23.87 - 1.98
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Statement V (Concld.)

(Bank credit in crores cf rupees)

Bank Parcen- Bank credit Percentage Bank credit as Bank credit Excess(+) or
Industries credit tage rise 1in col.2 rise/fall in ccl.4 adju- as on March deficit(-)
as on in prices raised by in indu- sted to per- 31, 1967 (col.7 ~ col.6)
March during pcrcentage strial centage rise/
31, 1962-63 rise in production fa2ll in indu-
1963 to prices in during strial produ-
1966-67 col.3 1962-63 tc ction as in
1266-67 col.5
(1) (2) (3) (4) (5) (6) (7) )
18. Glass and Glassware 2.88 53.3 4,42 + 38.2 6,10 7.40 + 1.30
19, Tea 26,40 2.1 26.95 + 7.9 29.08 37.43 + 8.35
Note: 1) The classification c¢f industries fcr the purpose of data on producticn does not
strictly confirm to that adopted for the purpose of bank advancas to industry
and hence only those industries have been included as would ensure comparability
of data as far as pcssible.
2) For woerking out the rise in prices during 1962-63 to 1966- -67, prices of those
commcdities for which separate data cre available have been taken into account;
in other cases, the price rise in the two groups, namely, industrial r aw materials
and manufactures are taken into account.
Scurce: 1) Reéserve Bank of Iniin Bulletin - 2pril, August and September 1963, January and
July 1967 and December 1968.
2) Report on Currency and Finance for 1966-67.
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Statement VI

Statcment showing Increase/Decrease in value of production
and Bank Credit during 1962-63 to 19266-67 of Individual
Companies

(In lakhs of Rupees)
Cotton Textiles

Bank Credit Production* Production* Percentage Bank Credit in Col.2 Bank Credit Excess (+) or

Company in 1963 in 1963 in 1967 rise/fall adjusted to percent-  in 1967 deficit (=)
(Short-term) in indus-  age rise/fall in in- (Short-term) over actual
trial prc- dustrial production credit
duction in col.5 (7 -6)
(1) (2) (3) (4) (5) (6) (7) (8)
A 0.52 356 669 + 88.3 1 05 + 94
B 39 365 538 + 47,5 o7 45 - 12
C 15 196 269 + 37.6 20 46 + 26
D 3 1020 1411 + 38.4 4 147 + 143
E 11 100 121 + 2l1.4 14 0.42 - 13,58
F 3 694 1223 + 76.3 5 192 + 187
G 50 260 346 + 33.2 79 113 + 34
H 58 273 870 - 1.1 58 34 - 24
I 192 675 1007 + 49.1 286 435 + 149
J 34 244 300 + 22.8 42 o8 + 56
K 109 273 319 + 16.7 128 o7 - 31
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Statement VI (Contd,)

(In lakhs of rupees)

Bank Credit Production* Production* Percentage Bank Creodit in col.2 Bank Credit Excess (+) or

Company in 1963 in 1963 in 1967 rise/fall adjustel to percent- in 1967 deficit (=)

(Short-term) in indus- age risc/fall in in- (Short-term) over actual
trial dustrial production: credit

production in col.5 (7 -6)

(1) (2) (3) (4) (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 + 5.2 216 240 + 24
0 88 229 267 + 16,5 102 138 + 36
P 35 169 273 + 6l.4 &7 26 - 31
Q 421 1256 1575 + 25.5 528 202 - 236
R 69 298 345 + 16.5 80 28 + 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, Pharmaceuticals 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 rupees)

Bank Credit

Production* Production* Percentage Bank Credit in col.2 Bank Credit

Excess (+) or

Company in 1963 in 1963 in 1967 rise/fall adjusted to percent- in 19067 deficit (=)
(Short-term) in indus-  age rise/fall in in- (Short-term) over actual
trial dustrial production credit
production in ccl.5 (7 -6)
(1) (2) (3) (4) (5) (6) (7) (8)
A3 16 17 21 + 24.4 19 10 - 9
A4 35 227 508 + 123.8 78 1056 + 27
AS 138 249 568 + 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

Source: Balance sheet of the respective company.

= Sales during the year + Closing stocks -~ Opening stocks.
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STATEMENT .

Statement showing changes in current

the sources of their financing of pu

of which exceeded their current asse
Industrial Sub-Group Ho.of - Tncr- Incr- Incr- ,Increase

compa- e2se  ease ease or decrease(
nies or de- or de- decrease in other
crease crease (-) in non-currel

(=) in (-) in other _assets
stocks bock current Inve- Loar
& sto- debts assets stme- & Ac
res nts ance
(unquo- '
ted)
(1) (2) (3) (4) (5) (6) (7
I) Agriculture & Allicd
Activities
1. Tea 30 27 45 7 - 21 2¢ 62 77 62 )
2. Sugar 15 =197 10 8 6 - 2¢ g4 2 494 118 174
II) Mining & Quarrying
3. Coal Mining 18 124 418 - C - 20 =27 1168 95 605 173 2905 245 461 333
III) Processing & Manufacture
of food stuffs, textiles,
leather and products
thereof
4, Edible vegetable o0ils 1 127 29 3 3 38 154 77 46 17 14 o7 95 22
5. Tobacco 1 7 - 1 - 1 4 8 1 4 - 3 3 10 1
6. Cotton Textiles 103 2563 981 - 44 10 645 9810 514 3810 3132 2354 2924 1703 1882
7. Jute Textiles 16 824 478 41 - 23 303 1939 14 1095 331 527 1124 258 66
8. Miscellaneous 6 101 38 17 52 - 252 24 86 56 86 68 777 199
IV) Processing & Manufacturing
Metals, Chemicals & Products
thereof
9. Transport equipment 3 783 108 - 2 162 102 634 300 195 81 58 736 346 122
10. Electrical Machinery,
applicances, etc. 4 152 119 11 2 48 230 83 87 19 41 174 122 77
11. Machinery (other than _
transport & electrical) 7 242 109 46 34 134 614 237 243 7S 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 - 92 140 208 2868 610 1549 474 235 623 379 809
16, Medicines &
Pharmaceuticals 3 150 96 23 - 77 215 51 920 61 13 174 54 131

Contdo.ooo 2/-
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Statement VII contd.

Industrial Sub-Group No.of 1Incr- Incr- Incr- Increase or Incr- Incr=- Tnecrease Increase Fixed Increase Increase Increase
compa- easSe ease €ase decrease(~) ease ease in pro- or de- assets or de- or de- or decr-
nies or de- or de- oOr de-=  ip other or de- or de- vision crease forma- crease crease ease (~)

crease crease CTS?S€  pon_current crease crease for de- (-) in tion (=) in (=) in in other
(-) in (=) in (=) in assets (=) in (-) in precia- decferred financed  short- sundry currant
stocks book — other — U =T o fixed net  tion liabili- by short- term bank credi-  liabili-
& sto- debts cuzrent stme- & Adv- assets worth ties? term lia- Dborrow-  tors ties
res assets .07 ances bilities  ings
(ngo- /BL9+101Y
(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15)

e - S e - —— - D 'y - s S D . S D s T o Nt A . ST e e . D D W D Gy e G R T T G T A D T - WD D T WY S G G T G e S D G R T D P e e T v T o S N T Lm G e e Sy S T S S e g G am

V) Processing & Manufa-
cturing - Not classified

eglsewhere
17, Cement 1 219 110 7 - 5 =175 876 350 251 161 114 219 920 61
18. glass-works 2 19 14 7 - 1 65 5 40 6 14 23 25 7
19, Rubber & Rubber

products 2 218 63 20 5 25 361 134 88 104 35 144 43 179
20. Paper and Paper

products 13 689 177 - 90 16 - 13 4045 735 o792 1560 778 941 234 382

VI) Other Tndustries

21. Electricity
generation &

supply 8 45 40 24 - 68 22 499 60 183 165 121 48 41 95

22+ Hotels,
Restaurants, etc. 3 30 37 2 - 29 165 567 163 51 129 224 116 40 273
Total:- 255 8099 3685 44 270 2088 27467 4019 10504 7076 5868 9140 5666 5248

@ Includes term loans, debentures, mortgage loans and deferred payments on machinery etec.

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. The 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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STATEMENT - VIIT

Statement shov ing changes in current, nén-current and fixed asse@s.and the sources

of their finaieing of public companies which enjoy credit facilities with a major

bank for amow ts of ®.50 lakhs and over and had witnessed a deterioration in the
cu rent ratio during the period 1961-62 to 1966-67

(Rupees in lakhs)

- - - - = - — -
. - o - o - - W D g S D e e e S S SRS b = e cm g SRR e TR S - -

Industrial Sub-Group No.of 1Incre- Ticr- Incr- Increase or Increase Incr- Incr- Incr- Fixed Incr- Tncrease Increase Non-current
compa- ase or &' se ease decrease(-) or dee- ease ease ease assets eacse or de- or de- assets fina-
nics decrea- o de- or de- in other rease (=) or de- in pro- or de- forma- or de-~ craase croase nced by

as (=) creaze crense non-current in fixed cresse vision crease tion crease (~) in (=) in short-term
in sto- () in (=) in asecusts asszats (=) in for de¢- (=) in finan- (=) in sundiry  other liabilities —
cks & book current Inve- Loans net precia- defe- ced by short- credi- current /(3+4+5) -(13+14+1%)
stoTes A4d:bts assshte stme- & Adv- worth +tion rred short- term tors liabili-
nts ances liabi- term bank ties
(unzuo- 1liti=s@ liabili- borrow-
ted) _ties ings
/8-(0+10-11Y
(1) (2) (3) (4) (&) () (7) (8) (9) (10) (11) (12) (13) (14) (15) (16)
I) Agriculture and
Alldcd Activities
1. Tea 1 - 5 22 21 32 - 75 50 - 36 24 - 62 13 12 40 26
2. Sugar 24 ~-927 1 - 35 14 408 1091 246 543 20 282 -358 - 81 182 704
II) Mining & Quarrying
l. Coal Mining 1 - 7 167 - 10 - 7 c3 328 63 202 22 41 77 117 83 127
2. Metal Mining 1 147 8 31 - 1 ol 478 430 61 - 82 - 31 - 38 337 239
III) Proccessing & Manufa-
cturing of food stuff,
textiles, leather &
Products thereof
5. Tobacco 1 324 109 1 - 243 218 227 68 49 -126 229 61 261 117
6. Cotton Textiles 30 2460 785 22 44 1027 6938 1297 3532 1509 600 2233 999 1706 1671
7. Jute Textiles 23 1513 711 91 - 46 417 3869 472 2092 620 685 1987 1318 €9 1056
8. Miscellansous 3 209 12 1 17 154 464 87 189 47 141 303 235 - 4 312

IV) Processing & Manufa-
cturing Metals, Che~
micals and Products
therecof

9. Autcmobile and

Transport Equip-

ments 3 851 - 73 - 2 159 21 726 429 171 180 - 54 749 261 205 196
10. Electrical Machi-

nery, Appliances,

ete. 3 761 163 32 14 285 2169 938 5€7 328 ~164 809 210 75 138
1l. Machinery (other

than Transport &

Blectrical 8 2263 1. 80 66 111 1373 2398 1214 828 728 -372 1993 1895 723 1112
12. Basic Metal
Industries 1 31 - 1 - 1 - 3 117 14 19 61 23 32 17 - 1 26

13. Ferrous & Non-
ferrous Metal

Products 3 431 44 - 31 - 10 70 689 356 125 102 36 259 164 117 96
14. Paints 1 57 25 9 - 106 16 31 - 6 21 - 30 15 26 127 76
15, Chemical Products 4 8572 <111 56 182 462 2043 700 967 604 -228 682 390 383 416
V) Progeessing & Manufa-
cturing - Not classi-
fied elsewhere
16, Cement 1 173 16 =102 - 7 17 107 33 52 - 22 84 54 - 19 32
17. Pzper & Paper
Products 2 435 36 - 4] - 13 2518 146 816 1346 210 487 218 - 52 223
VI) Other Industries
18, Builders, 4 432 25 - 80 130 389 569 585 293 18 =327 80 157 332 192
Engineers ete
114 9710 3887 . 31 _____ 639 _ 5380 20738 7282 10613 _ 6073 _____ 770_____ 9680, 6113 ___ 4564 _____ 6759 __

@ Include term lcans debentures, mortgage loans and deferred payments on machinery etc.
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