23

Progress in the Sphere of
Agricultural Credit

The period of five and odd years from the close of World War 11 covered in this chapter
marked a fairly progressive phase in the evolution of Bank’s policies in the sphere of
agricultural credit. During this period, the Bank and the co-operative institutions came
closer and there was a further liberalisation of the terms of financial accommodation
provided by the Bank to the co-operative sector, especially for the financing of seasonal
agricultural operations and the marketing of crops. It will be recalled that the Bank
initiated during the war years a fresh move to induce provincial co-operative banks to
utilise the Bank’s credit facilities, by providing accommodation at a concessional rate of
interest. Even so, their response remained no more than nominal. This was partly due to
the lick of demand for funds from the co-operative banks on account of the war-time
boom in prices of agricultural commodities and partly because they considered the rules
and conditions governing the Bank’s assistance too stringent to be fulfilled in practice.
The co-operative sector was also critical of the limited scope of accommodation provided
by the Bank and urged an extension of the period as well as some enlargement of the
purposes for which its facilities might be availed of. In the light of such representations
and its own experience the Bank gradually modified its policies suitably.

Several factors contributed to the Bank’s beginning to take an active role in the
sphere of agricultural credit. Firstly, the Bank was enabled to bring to bear on the
consideration of  policy issues a sound  practical approach by the better
understanding of the problems of rural credit in general and of co-operative finance in
particular, gained by it through correspondence, meetings and discussions with
officials and leaders of co-operation, and through the visits of senior officers of
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the Agricultural Credit Department to the various Provinces. Secondly, reorganisation of
the co-operative machinery during the post-war years was the subject of comprehensive
review by various expert committees and the Bank’s close association with the work of
these committees helped in crystallising its views and shaping its policies in this regard.
Thirdly, after Independence and in particular after its nationalisation, the Bank was
expected to play an active role in the promotion of a satisfactory system of agricultural
credit. While the major policy measures adopted by the Bank in pursuance of this
objective belong to a subsequent period in its history, some important steps were taken
during the period under review and much progress was made in laying down the lines of
future advance.

The co-operative movement itself underwent a transformation in the post-war and post-
Independence period through the opportunities that presented themselves in tackling the
problems emerging after the war and the partition of the country, such as, distribution of
controlled and other essential commodities, alleviation of housing shortages and
rehabilitation of displaced persons. The emphasis shifted from the credit to the non-credit
aspects of the movement, although numerically credit institutions still occupied a
predominant position. The multifarious activities taken up by the co-operative institutions
called for the utilisation of all available resources and there was a substantial increase in
the quantum of accommodation obtained from the Reserve Bank.

The remittance facilities available to co-operative banks and societies in British India*
were extended during this period to similar institutions in Indian States. Besides,
provincial co-operative banks which did not have offices at the places where they
maintained their principal accounts with the Reserve Bank, were allowed reverse transfer
facilities from their account with an office of the Reserve Bank of India to an account
maintained by them with an agency of the Reserve Bank at their main place of business.

The Agricultural Credit Department of the Bank began to pay increasing attention to
bringing about better co-ordination in the policies pursued by the co-operative
departments of Provincial Governments and eliminating the undesirable tendencies
observed in the working of co-operative financing agencies. The Department provided
guidelines to the Registrars of Co-operative Societies regarding audit classification of
co-operative societies and the maintenance of fluid resources by co-operative banks. The
deficiencies observed in the working of co-operative institutions were promptly
brought to the notice of the Registrars for corrective action. The practical working

* Details given in Chapter 16.
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of co-operative institutions in the various Provinces was also kept under close study
through the periodical visits of the Chief Officer of the Department, who also participated
in all important co-operative conferences and served as a member of various committees
pertaining to agricultural credit or co-operation. At the instance of the Government of
India, the Department also undertook the preparation of a scheme for the establishment of
a Central Agricultural Finance Corporation for India, though the Bank was not in favour
of such an institution. The publication of the Statistical Statements Relating to the Co-
operative Movement in India and the Review of the Co-operative Movement in India,
which had been suspended during the war period, was resumed. A number of brochures
were also published on matters relating to the co-operative movement and agricultural
credit.

There were renewed demands from indigenous bankers for linking them with the
organised banking structure. But there was little progress as they showed no willingness
to accept the basic conditions laid down by the Bank.

EXPERT COMMITTEES ON AGRICULTURAL CREDIT
AND CO-OPERATION

The problems of agricultural credit and co-operative development in the post-war years
formed the subject of comprehensive review by a number of expert committees between
the years 1944 and 1950. Reference has been made in Chapter 16 to the Agricultural
Finance Sub-Committee and the Co-operative Planning Committee, which submitted
their reports in May and November 1945, respectively. These were followed by the
Agricultural Credit Organisation Committee constituted by the Government of Bombay
in 1947 to recommend the terms and extent of governmental assistance to be provided to
co-operative banks and the Rural Banking Enquiry Committee set up by the Central
Government towards the close of 1949 to consider measures necessary for the extension
of banking facilities in rural areas. Besides, at the beginning of 1948, the Government of
India appointed a Co-operative Sub-Committee in accordance with one of the resolutions
passed at the Fifteenth Conference of Registrars of Co-operative Societies held in 1947.
The Reserve Bank was closely associated with the work of these committees, which
among them covered major questions of policy and principles concerning the growth of
the co-operative movement and rural credit. It is, therefore, necessary to provide some
details of the recommendations of these committees.
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The Agricultural Finance Sub-Committee

In September 1944, the Government of India appointed a Sub-Committee, under the
Chairmanship of Professor D. R. Gadgil, to suggest measures for the scaling down of
rural indebtedness and the provision of finance, both short-term and long-term, for
agriculture and animal husbandry operations, under efficient control. Its report was
submitted in May 1945. The Sub-Committee’s recommendations concerning adjustment
and liquidation of rural debt are not of direct concern here. As regards the building up of
an efficient system of agricultural credit, the Sub-Committee considered that co-operative
financing agencies provided the best and the most lasting solution to the problem and
made a number of suggestions for improving their functioning. It recommended that the
primary credit society should continue to be the nuclear unit of the co-operative credit
structure and that it should try to finance all short-term needs of its members and also,
subject to certain limitations, their intermediate-term credit needs. The efficiency of co-
operative finance was to be enhanced by linking credit with marketing and ensuring,
through constant and careful supervision, proper utilisation of loans taken by members.
The cost of credit to the ultimate borrower had also to be brought down to a level not
exceeding 6 ¥ per cent. The Sub-Committee emphasised the need for co-operative banks
to work on sound banking lines in order to attract deposits at low rates of interest.
Besides, it recommended increased use by the provincial co-operative banks of the
accommodation provided by the Reserve Bank at a concessional rate. In this connection,
it suggested an increase in the quantum of the concession (which was 1 per cent at that
time) to 1% or 2 per cent, with a view to making co-operative credit somewhat less
costly.

The Sub-Committee, however, found that the co-operative movement covered only a
small proportion of the rural population and met only a fraction of their credit
requirements; except in a few regions, their working was also not satisfactory. In the
circumstances, the extension of co-operative credit to meet the requirements of credit-
worthy agriculturists all over the country, within a short period of time, was considered
impracticable without substantial State assistance and control, which might seriously
affect the democratic character of the movement. This was the main consideration behind
the Sub-Committee’s recommendation for the establishment of Agricultural Credit
Corporations in those Provinces where the co-operative system was not adequately
developed. The Corporations were to be autonomous institutions with one-half of the
capital provided by the State and the rest by co-operative and other institutional
agencies. The Sub-Committee envisaged that these Corporations would establish
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branches and agencies over their respective regions and provide agriculturists with all
types of credit through co-operative societies or ‘borrowers’ groups * as well as directly.
They were also to provide finance to co-operative societies where central financing
agencies did not exist. The activities of the Corporations were expected to be co-
ordinated with those of co-operative and other institutions. It may be mentioned that co-
operative opinion in the country was highly critical of this proposal on the ground that,
given the financial resources and assistance contemplated for the Corporations, the co-
operative financing agencies could themselves meet the requirements of creditworthy
agriculturists.

The other recommendations of the Sub-Committee related to the creation of conditions
for the commercial banks to increase the volume and scope of their business in
agricultural credit (through the establishment of regulated markets and licensed
warehouses), improvements in legislation relating to money lending, etc., and the setting
up of a Standing Committee in the Agricultural Credit Department of the Bank to serve
as a general clearing house of information and a body for a continuous review of the
progress of the co-operative movement. The Reserve Bank was directly concerned with
two of the recommendations made by the Sub-Committee, viz., those relating to the
increase in the interest rebate allowed to co-operative banks and the establishment of a
Standing Committee in the Agricultural Credit Department. The former was implemented
by the Bank in July 1946, while the latter was given effect to only in August 1951, after
the Informal Conference on Rural Finance made the same suggestion in February 1951.

The Co-operative Planning Committee

In January 1945 the Government of India appointed a committee under the chairmanship
of Mr. R. G. Saraiya, to draw up a plan of co-operative development. Its report was
submitted in November 1945. The Committee made a detailed study of the problems
facing the cooperative movement in the country and its recommendations ranged over
both organisational and administrative aspects. The Committee recommended that the co-
operative movement should endeavour to reach 50 per cent of the villages and 30 per cent
of the rural population through agricultural credit societies within a period of 10 years
and to bring at least 25 per cent of the marketable surplus of agricultural produce within
the purview of co-operative marketing societies during the same period. The Committee
was of the view that the co-operative form of organisation should embrace all aspects of
the economic life of the rural population and, accordingly, favoured the development
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of co-operative societies on the multi-purpose principle as well as the extension of co-
operation to the fields of production and processing of agricultural commodities. It also
recognised the useful role which co-operation could play in the non-agricultural sector
and made suggestions regarding the formation of co-operative agencies for this purpose.

In the Committee’s view, there was no need for any drastic reorganisation of the
superstructure of co-operative credit and, hence, it did not favour the suggestion of the
Gadgil Committee for the formation of Agricultural Credit Corporations. Rather, it was
of the view that given the same measure of assistance proposed to be given to the new
Corporations, the existing co-operative agencies could prove quite adequate to their task.
The Committee felt that the aid to be given by Government to provincial co-operative
banks might take the form of a contribution to their share capital and provision of finance
at a concessional rate of interest. It also recommended that the period of accommodation
provided by the Reserve Bank under Section 17(2) (b) should be extended to 12 months
and that the meaning of the term “crops’ should be widened to cover animal products like
milk, cream, butter, ghee, and wool as well as processed agricultural products like sugar,
cotton that was ginned and pressed, decorticated groundnuts, vegetable oils and oilcakes.
It also suggested that the scope of Section 17(2) (a) should be enlarged to include the
activities of industrial co-operatives.

Finally, to ensure the development -of the co-operative movement on right lines, the
Committee emphasised the need for adequate arrangements for training co-operative
personnel and increasing the participation of non-officials in the development of the
movement. The Committee suggested a number of amendments to the existing Co-
operative Societies” Acts keeping in view the past experience and future needs of the
movement. It also recommended the establishment of co-operative training colleges at the
provincial level and of an All-India Institute of Advanced Studies in Co-operation by the
Central Government.

The recommendation of the Co-operative Planning Committee for extending the
period of accommodation under Section 17(2) (b) to 12 months was accepted by the Bank
at the meeting of the Committee of the Central Board held on March 17, 1948. In January
1949, the Bank wrote to the Central Government for promoting the necessary
amendment to the Reserve Bank Act. The amendment, which was passed in February
1951, came into effect in November 1951. The other recommendations of the Co-
operative Planning Committee for extending the scope of Section 17(2) (a) to
industrial co-operative societies and widening the meaning of the term ‘crops’
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appearing in Section 17(2) (b), were not accepted by the Bank then. The Bank felt that
industrial co-operatives were not sufficiently advanced and financing them’ would be
treading on rather risky grounds’; as for institutions requiring finance in respect of goods
like animal products and processed agricultural commodities (to be covered by the
extended meaning of the term ‘crops ‘) there were not many of them and those in
existence appeared to be in an experimental stage.

The Agricultural Credit Organisation Committee

In February 1947 the Government of Bombay set up a Committee, under the
chairmanship of Sir Manilal B. Nanavati, in pursuance of the resolutions passed by the
Bombay Co-operative Banks’ Association, whose reactions to some of the
recommendations of the Agricultural Finance Sub-Committee were called for by the
Provincial Government. The Committee was asked to recommend the terms and extent of
Government assistance to be provided to co-operative banks in the Province and to
suggest amendments and modifications to the existing constitutions of co-operative and
land mortgage banks. The Committee submitted its report in July 1947. The
recommendations concerning the facilities available from the Reserve Bank to the co-
operative sector are of particular interest in this context.

In its report the Committee pointed out that, although the Reserve Bank had a scheme
for providing finance to provincial co-operative banks at | 1/2 per cent (that is, |1 1/Z per
cent below the Bank rate, then at 3 per cent), it had not been possible for co-operative
banks to take full advantage of the facilities for various reasons. The Committee felt that
a solution to the problem lay in the adoption of a more liberal policy by the Reserve
Bank and it made various suggestions towards this end. The more important of these
related to (i) the extension of the period of loans for agricultural operations from nine to
fifteen months, (ii) the waiver of the condition regarding the maintenance with the
Reserve Bank of minimum balances by provincial co-operative banks, (iii) the
acceptance of debentures of land mortgage banks as eligible securities for advances from
the Reserve Bank, (iv) waiving the condition regarding the borrower being
independent of the warehouseman in the case of co-operative societies for purposes of
advances under Section 17(4)(d) of the Reserve Bank Act and (v) making provision
for advances under the same Section against promissory notes bearing the
signatures of a marketing society and the provincial co-operative bank supported by
stocks held with the former. The Committee also considered it essential on the part of
the Bank to lay down the procedure and arrangements for assistance to provincial
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co-operative banks in emergencies. The restoration of free remittance facilities originally
enjoyed by the co-operative banks was also one of its recommendations.

The Co-operative Sub-Committee

In February 1948, at the instance of the Fifteenth Registrars’ Conference, the
Government of India appointed a Sub-Committee, under the chairmanship of Mr. R. G.
Saraiya, mainly to consider the recommendations of the Co-operative Planning
Committee for setting up an All-India Council of Co-operation and to combine the Regis-
trars’ conferences with the non-official all-India co-operative conferences. Its terms of
reference also included the amendments to the Cooperative Societies Act suggested by
the Co-operative Planning Committee and the statutory and procedural changes necessary
for enabling the Reserve Bank to provide maximum possible assistance to the cooperative
sector. The Sub-Committee submitted its report in January 1949.

The Sub-Committee felt that co-operative banks had been hesitant in approaching the
Reserve Bank for finance owing to the existence of a feeling among them that the
limitations placed by the Reserve Bank of India Act on the nature and extent of
accommodation that could be given as well as the conditions that had to be satisfied
before it could be availed of were discouraging. In its view, there were a few important
considerations which should govern the Reserve Bank’s role in financing co-operative
banks. These were: (1) in respect of agricultural finance, the Reserve Bank should not
look upon itself as a lender of last resort, stepping in only at times of extreme financial
stringency, but should normally regulate the volume of credit so that no crisis was likely
to occur; (2) it was but proper that the Reserve Bank should use the national credit pool
to back up the securities offered, so that agricultural paper both for long-term and short-
term funds would have a free and ready market; this could be done by purchase of
debentures issued by accredited co-operative institutions and by a freer acceptance of the
demand pronotes of primary societies and central banks as collateral for advances made
to provincial cooperative banks; and (3) unless the Reserve Bank spread its accommoda-
tion to cover activities like marketing and distribution, the movement was likely to lose
the momentum which it had gained in the recent past.

The amendments to the Reserve Bank of India Act suggested by the Sub-
Committee related to (1) inclusion of demand pronotes of co-operative
societies  as acceptable  collateral security for loans to  provincial
co-operative banks, (2) deletion of the word ‘seasonal’ in Section
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17(2) (b) to avoid confusion that accommodation would be available only during certain
seasons, (3) replacement of the term “crops’ by the words ‘agricultural produce and other
prescribed goods’ which should include goods, such as, cloth, wool, sugar and products
of cottage industries, and (4) extension of the period of accommodation from 9 to 12
months with provision for extending it to 15 months in respect of crops like sugarcane
and bananas. The Sub-Committee also wanted industrial societies to be covered by the
provisions of Section 17 of the Reserve Bank Act.

The Sub-Committee also considered it necessary for the Reserve Bank to make
procedural changes in the following directions. First, the term ‘marketing’ should be
interpreted liberally to include procurement operations undertaken by marketing
societies. Second, the stipulation regarding maintenance of minimum balances by co-
operative banks, while unobjectionable in principle, should not be enforced rigidly in
respect of smaller institutions. Third, in view of the fact that in some Provinces new co-
operative institutions were classified initially into * C * class and were thus precluded
from the purview of accommodation from the Reserve Bank, the Bank should relax the
condition of audit classification in the case of societies which the Registrar certified to be
creditworthy and working on sound lines.

The report of the Sub-Committee was signed by the Chief Officer of the Agricultural
Credit Department, who was a member, with a qualifying note. In this, he signified his
dissent to the suggestions made by the Sub-Committee for amending the Reserve Bank
Act except in regard to the extension of the period of accommodation. In fact, even
before the submission of the report, the Reserve Bank had, as stated earlier, moved the
Government for amending Section 17(2) (b) for extending the period of accommodation
from 9 to 12 months.

The Sub-Committee also recommended the amalgamation of the three all-India co-
operative associations, viz., the Co-operative Institutes Association, the All India
Provincial Banks” Association and the Co-operative Insurance Association into a body to
be called the * Indian Co-operative Association ‘. Further, it suggested that the two all-
India Conferences the All-India (non-official) Co-operative Conference and the
Conference of the Registrars of Co-operative Societies should be merged into one
Indian Co-operative Conference to be convened by the all-India body proposed. The
first suggestion was given effect to in May 1949, when a new body called the All-India
Co-operative Union was formed by the amalgamation of the three all-India associations
(now called the National Co-operative Union of India). The Government of India
accepted the suggestion of the Co-operative Sub-Committee for merging the
official and non-official Co-operative Conferences and asked the newly formed
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All-India Co-operative Union to hold a combined conference called the Indian Co-
operative Congress. The first Congress was held in February 1952.

Rural Banking Enquiry Committee

The advent of a national Government and the nationalisation of the Bank led to the
focussing of attention on the promotional role, which a central banking institution had
necessarily to undertake in a developing country like ours. The major problem was the
provision of adequate credit facilities in rural and semi-urban areas for the financing of
agriculture and other activities and mobilisation of savings in these areas. As fresh
approaches had to be thought of in these matters, the Government of India, at the
suggestion of the Reserve Bank, appointed in November 1949 a committee called the
Rural Banking Enquiry Committee, headed by Sir Purshotamdas Thakurdas; a senior
officer of the Bank (Mr. N. D. Nangia) served as its Member-Secretary. The Bank also
provided the necessary secretarial assistance and various other facilities. The
Committee’s report, a unanimous one, was submitted in May 1950.

Taking a broad survey of the various agencies providing banking facilities in rural and
semi-urban areas, the Committee found that the structure of rural credit societies, taken as
a whole, was impressive and had improved in certain respects as a result of the changes
brought about by the war. With a few exceptions, commercial banks had not found it
possible to extend their operations beyond the taluka headquarters and a few mandis and
other trading centres. The growth of commercial bank offices was lopsided, there being a
heavy concentration in larger towns. Indigenous bankers and moneylenders continued to
play a significant role in rural credit, but their importance and activities had generally
been on the decline.

In dealing with the question of suitable machinery for providing rural credit, the
Committee felt that the establishment of a single financial agency to cover the entire field
of rural credit would not be feasible and that, in each region, a varied and adequate
machinery would have to be developed. Such machinery should be able to raise funds by
way of share capital and deposits or debentures as also by tapping rural savings. It also
felt that any scheme for a sound and efficient system of rural finance should place
adequate emphasis on the building up of a sound structure of primary institutions. The
Committee envisaged the future structure of banking to consist of, (a) the Reserve Bank
of India with a branch or an office in each major Province or State, (b) the Imperial
Bank of India and other commercial banks extending their activities to taluka or tehsil
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headquarters or other semi-urban centres, (c) the provincial and central co-operative
banks with their branches or affiliated banks extending to all towns and large or centrally
situated villages, and (d) a chain of land mortgage banks in each region for meeting
long-term needs.

The Committee felt that the ideal credit agency at the village level was provided by co-
operative society and commended the plan for establishing strong multi-purpose societies
for each group of contiguous villages, manned by competent paid staff and supported by
the Provmcial Governments, particularly by providing the needed staff for inspection and
supervision. As regards the co-operative superstructure, the Committee felt that full use
should be made of the existing institutions as far as possible, and new institutions or
machinery like the Agricultural Credit Corporations recommended by the Gadgil
Committee should be set up only in regions where co-operative banks could not be
developed. Commercial banks, the Committee felt, should be able to provide finance for
the marketmg of produce to a much greater extent, with the establishment of regulated
markets, development of grading and standardisation of agricultural products and the
provision of satisfactory warehousing arrangements. They should also be able to play a
greater part in agricultural finance in the shape of advances against produce, gold, and
loans for purchase of expensive agricultural equipment. As regards the moneylenders, the
Committee cautioned that while attempting to enact or enforce any legislation for
controlling their activities, Government should take into account the pace at which an
alternative machinery for supply of credit to the agriculturists could be developed. In this
connection, it suggested a review of the existing legislation concerning debt relief, money
lending, tenancy and land tenure insofar as they affected the commercial, co-operative
and land mortgage banks, in order to enable these institutions to work unhindered.

The proposals of the Committee for the extension of banking and credit facilities in
rural and semi-urban areas were of two types viz.,

() general proposals for the removal of existing impediments and provision of some
indirect types of stimuli, available to all types of sound banking institutions and (b)
special measures for assistance to or improvement of co-operative banks and societies.

Under (a), the Committee indicated the long-term measures necessary for the
gradual removal of impediments like the deficit character of agriculture, lack of
communications, illiteracy and conservatism of villagers. It also suggested the
association of local persons of importance with banks as directors or employees
for generating confidence in the rural population and the exemption of
branches of banks in mofussil centres from the provisions of Shops and
Establishments Acts and Awards of Industrial Tribunals, for bringing down operating
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costs. Further, the .Committee recommended (i) reduction of remittance charges to half
of the existing rates, making available free remittance facilities to scheduled banks and
co-operative banks whether or not they maintained an account with an office at the place
from which remittance was required, and allowing remittances from branches of the
Imperial Bank to any account with the Reserve Bank and not merely the principal
account; (ii) provision of adequate facilities for conversion and exchange of notes and
coins at offices of the Imperial Bank and treasury agencies; (iii) provision of facilities for
keeping safes and chests for safe custody in the strong rooms of treasuries and sub-
treasuries; and (iv) promotion of warehouses.

Regarding special assistance to co-operatives, the Committee recommended lower
rates for postal remittances between co-operative institutions, relaxation of rules
regarding maximum amount of postal savings deposits and number of times of
operations, appointment of co-operative banks and societies as authorised agents for sale
of National Savings Certificates, provision of qualified and adequate staff to manage,
supervise, audit and inspect co-operative institutions and a closer liaison between the
Reserve Bank and co-operative banks.

The Committee felt that the conversion of non-banking treasuries into banking
treasuries would provide greater opportunities for ‘the rural people to come into contact
with banks, enable banks to serve a larger section of rural population, encourage use of
instruments like cheques and help reduce handling of cash. It also made some
recommendations for the improvement of postal savings bank services.

The Government invited the views of the Reserve Bank on the-recommendations of the
Committee. The Bank’s views were formulated and submitted to the Central Board for
approval in September 1950; in view of the need for careful consideration, the
memorandum submitted by the Governor was discussed by the Board only at its meeting
in December 1950. The Board approved, among others, the Committee’s proposals for an
extension of remittance facilities at reduced rates, for the removal of impediments in the
way of the expansion of commercial banks in rural areas, as well as for the improvement
of the machinery of rural finance both as regards the mobilisation of rural savings and the
extension of rural credit. Earlier, in October 1950, as mentioned in Chapter 17, the
Department of Banking Development had been created mainly with the object of
implementing the recommendations of the Rural Banking Committee and in particular to
give concentrated attention to the extension of banking facilities to semi-urban areas and
to the problems of rural finance. Further, with a view to formulating a long-term as well
as short-term policy in regard to the problems of rural finance, the Reserve Bank also
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convened, in February 1951, an Informal Conference of representatives of the co-
operative movement and other experts on rural finance; a brief reference to this
Conference is made in a later paragraph. The approach of the Reserve Bank to the
problems of rural finance and banking development in relatively underbanked areas in the
following years has been mainly along the lines recommended by the Rural Banking
Enquiry Committee and the Informal Conference on Rural Finance.

LIBERALISATION OF THE SCHEME OF REDISCOUNTS
AND ADVANCES

It was mentioned earlier that the period was marked by some liberalisation of the Bank’s
policy in the sphere of agricultural finance for enabling the co-operative sector to make a
freer and fuller use of its credit facilities. The measures undertaken by the Bank in
pursuance of this policy were, however, more in the nature of a gradual adaptation of
existing arrangements, mainly in response to the representations of the co-operative
sector, than the outcome of a well-defined long-term plan. The scope of accommodation
which the Bank could provide was circumscribed by the limitations placed on it under its
statute; any enlargement of the nature and duration of such accommodation required
amendments to the Reserve Bank Act. Since changes involving fresh legislation
necessarily took time, the Bank’s efforts, in the first instance, were directed towards a
gradual liberalisation of the operational terms and conditions prescribed under its Scheme
of Rediscounts and Advances. Briefly, the modifications made in the Scheme provided
for enhancement of the interest rebate on accommodation granted against eligible paper
drawn for financing seasonal agricultural operations and marketing of crops; extension of
similar concession to cover advances against Government and trustee securities availed
of for the two specified purposes mentioned above; acceptance of the guarantee of the
Provincial Government in lieu of the second signature required for rediscounting
agricultural paper; inclusion of debentures of land mortgage banks as eligible security for
advances in appropriate cases; and liberalisation and simplification of procedural
requirements. A brief account of developments relating to these matters is given in the
following paragraphs.

Interest Concession

The first post-war change in the Scheme of Rediscounts and  Advances
was the enhancement of the interest concession on accommodation
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provided under Section 17(2)(b)/(4)(c)against agricultural paper drawn for financing
seasonal agricultural operations and marketing of crops, from 1 to 1 %2 per cent below
Bank rate, effective July 15, 1946. It may be recalled that a special interest rebate of 1 %2
per cent was allowed for these purposes, in April 1945, to the U.P. Provincial Co-
operative Bank on account of the high rates prevailing in the region. This was made
initially for a period of one year after which the position was to be reviewed. On a
reconsideration of the position in 1946, it was felt that the enhanced concession should be
extended to all Provinces as the rebate of 1 per cent introduced in 1942 had not evoked
much response. Recommending such a step in his note dated June 6, 1946, the Chief
Officer of the Agricultural Credit Department observed:

As we are anxious to play our full part in financing agriculture within the limitations
imposed by the statute, and as our intentions in the matter are being measured by the amount
of finance we make available to the co-operative banks, | feel that the rate of rebate should
be increased so as to make our scheme more attractive.

It will be recalled that the Gadgil Committee (1945) had also recommended enhancement
of the quantum of concession. The revised concessional rate remained unchanged during
the rest of the period covered by this.volume.

The extension of the concessional rate of interest to cover advances availed of by co-
operative banks for financing seasonal agricultural operations and marketing of crops
under Section 17(4) (a), that is, against Government and trustee securities, came about as
follows. The Bombay Provincial Co-operative Bank applied to the Bank in December
1947 for a limit of Rs.3 crores, of which Rs.2 crores was to be against Government
securities owned by the bank and those pledged to it by the central co-operative banks.
The authorities of the provincial bank met the Deputy Governor twice in connection
with the application, on December 18, 1947 and May 11, 1948. It was explained at the
latter meeting that the bank, which was also financing societies directly, found it difficult
to offer documents of the societies as collateral security; hence, it was suggested that
advances obtained by the bank against Government and trustee securities should also be
made eligible for the concessional rate of interest provided the funds were to be utilised
for financing seasonal agricultural operations or marketing of crops. This was agreed to
by the Deputy Governor. The bank, however, did not pursue its application made in
December 1947. It was the C. P. and Berar Provincial Bank which first availed of this
concession in respect of the accommodation sanctioned to it in May 1949
(against Government guarantee). The details in this regard are given in a subsequent
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paragraph. The Bombay Provincial Co-operative Bank got its first accommodation under
Section 17(4)(a) at the concessional rate in October 1949, when it was sanctioned a limit
of Rs. 25 lakhs. In the meantime, as more and more use was sought to be made of Section
17(4) (a) for obtaining finance for seasonal agricultural operations and marketing of
crops, the Bank considered it necessary to issue a general circular on July 7, 1949 to all
Registrars and provincial cooperative banks intimating the availability of advances under
Section 17(4)(a) at 1 %2 per cent below Bank rate, for the two approved purposes.

Period of Accommodation

The extension of concessional finance for agricultural purposes under Section 17(4) (a
raised a legal issue in regard to the period of such accommodation. This Section provided
for the granting of loans repayable on demand or for fixed periods not exceeding go days.
Since loans availed of for agricultural purposes were normally required for longer
periods, the question arose whether it would be permissible for the Bank to allow such
loans to run on beyond go days. The legal opinion obtained by the Bank from the Law
Department of the Government of India, in December 1946, indicated that the expression
‘not exceeding ninety days’ applied only to fixed loans and that there was no objection
under the Reserve Bank Act for a demand loan being extended for any period up to 3
years (Limitation Act) from the date of the loan. However, as a matter of general policy
the Bank decided in January 1947 not to allow any type of loan taken under Section 17(4)
(@) to run for more than 90 days.

The question came up for review in January 1949. The Ajmer-Merwara Provincial Co-
operative Bank, which had taken an advance under Section 17(4) (a) against Government
securities for go days, asked for extension of the loan for a further period of 90 days. The
Legal Assistant of the Bank was of the view that it would involve. no contravention of
the Act even if a fixed loan was left outstanding for more than go days, as it was not
obligatory on the part of the Bank to recall the loan after the expiry of the fixed
period even though it had a right to do so. It was only a matter of policy for the Bank
to defer calling in a loan when it became due or to have it renewed as it thought fit.
Accordingly, the Bank allowed extension of the period sought for by the Ajmer-
Merwara Provincial Co-operative Bank on an ad hoc basis. Subsequently, in the
course’ of the same year, the C. P. and Berar, Orissa and Bombay Provincial Co-
operative Banks were granted demand loans under Section 17(4) (a) on the understanding
that they would not be recalled within a period of nine months as they were for



774 HISTORY OF THE RESERVE BANK OF INDIA

approved agricultural purposes. This fact was not, however, specifically stated in the
sanction letters since Section 17(4)(a) prohibited contractual obligations having a dut-
ation exceeding go days.

As the number of cases in which the loans were to be allowed to run for periods
exceeding go days were on the increase, to enable the Agricultural Credit Department to
deal with such cases expeditiously, the Bank decided as a general policy, in January
1950, that loans under Section 17(4)(a) granted to provincial co-operative banks for
financing seasonal agricultural operations and marketing of crops should not be recalled
within go days, but allowed to run for periods not exceeding nine months. The exercise of
discretion in the matter was left to the Agricultural Credit Department. This decision was
communicated to the Managers of the regional offices of the Bank, in January 1950, and
to the Registrars and co-operative banks in July 1951, in the form of a general circular.
There was also a general criticism voiced by the co-operative opinion that the period of
advances for seasonal agricultural operations at a maximum of nine months provided for
in Section 17(2)(b) of the Bank’s Statute fell short of the actual requirements of
cultivators. As was noted earlier, the demand for extension of the period from nine to
twelve, or fifteen months in the case of special crops like sugarcane, was also raised from
time to time by various Committees on Co-operation. Although this was accepted by the
Bank and amendments for this purpose were recommended to Government in January
1949, it was only in February 1951 that these were enacted, the amendments coming into
effect in November that year. The Bank had proposed extension of the period of
accommodation for seasonal agricultural operations and marketing of crops, under
Sections 17(2)(b) and 17(4)(c), from nine to twelve months and the Bill as introduced by
Government incorporated these changes. The extension of the period to fifteen months
was recommended by the Select Committee of Parliament and this was incorporated in
the amending legislation. While giving effect to this amendment in its circular dated
November 23, 1951, the Bank indicated that normally it would accept only bills and
promissory notes maturing within twelve months for rediscount under Section 17(2)(b) or
advances under Section 17(4) (c) and allow a period of fifteen months ca only in special
cases. The circular also mentioned that demand loans granted under Section 17(4) (a) for
financing seasonal agricultural operations and marketing of crops would not ordinarily be
recalled before a period of twelve months.

It may incidentally be mentioned that the amendments carried out in November 1951
also provided for the extension, to co-operative banks, of facilities for accommodation
against bona fide trade or commercial paper under Section 17(2)(a).
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Acceptance of Government Guarantee

A further modification of. the Scheme became necessary in connection with the Bank’s
attempt to help the co-operative credit structure in Central Provinces and Berar. This was
in allowing the substitution of the second signature required on bills to be discounted
with the Bank [under Section 17(2) (b)] by a guarantee from the Provincial Government.
During the depression and immediately after, the central banks in that region had to face
heavy overdues and could not rehabilitate themselves for a considerable time. The
provincial co-operative bank, however, carried on the business of agricultural credit,
utilising the central banks as agents for disbursal and recovery of loans to primary
societies. As the provincial bank wanted additional funds to meet the demand for
agricultural credit, it applied to the Reserve Bank for a loan of Rs. 42 lakhs in May 1947.
The Reserve Bank, at first, took the stand that it would not be possible to provide
accommodation against the second signature of central banks which were considered to
be in a very bad state by audit authorities. The Bank suggested that accommodation
might be availed of against bills and pronotes of societies which satisfied the conditions
laid down by it; accordingly the provincial bank was asked to submit financial particulars
of societies*whose bills were to be discounted.

The Food Minister of the C. P. and Berar thereupon took up the matter with the
Governor in December 1948, requesting him to suggest a solution to the problem since
the signatures of the central banks were not considered good enough and it was difficult
to offer documents of a large number of societies to the Bank. The Governor arranged for
a first hand study of the working of the co-operative institutions in the Province by the
Chief Officer of the Agricultural Credit Department. The Chief Officer found that the
movement there was in a generally unsatisfactory state and the central banks lacked
popular support. Though the central banks had repaid their depositors in full and wiped
out the losses incurred during 1929-39, they had not been able to attract sufficient
deposits. Barring two or three, the central banks had a poor capital structure and many of
them did not merit accommodation from the Reserve Bank on account of their smallness.
In the circumstances, when an application for Rs. 35.35 lakhs was made by the provincial
co-operative bank in March 1949 on behalf of twelve central banks, the Governor wrote
to the Finance Minister on April 20, 1949, as under :

On a careful examination of the data received from the banks and also as a result of the tour
of the Chief Officer, Agricultural Credit Department, in the Central Provinces and Berar in
January last (1949), I feel that the banks have not yet recovered fully from their depression
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troubles and their position and management are not such as to warrant our accommodating
them individually. At the same time, | agree with you that some way should be found for
assisting the agriculturists who need help in the shape of finance. The solution | would
suggest is that we make a loan to the Provincial Bank for a consolidated amount under
guarantee of the Government of Central Provinces and Berar.

The Governor also indicated that despite the Government guarantee loans taken from the
Bank should be utilised strictly for the two specified purposes, viz., seasonal agricultural
operations and marketing of crops. The Government agreed to give the guarantee and the
limit applied for (Rs. 35.35 lakhs) was sanctioned on May 18, 1 949.

Another provincial bank which was accommodated on the basis of Government
guarantee in 1948-49 (July-June) was Orissa; in this case, the guarantee was taken to
buttress the signature of the provincial co-operative bank itself, as it had been established
only in 1947 and was not of sufficient strength for its signature to be acceptable to the
Bank. The limit granted in this regard was Rs. 30 lakhs. The C. P. and Berar and Orissa
Provincial Co-operative Banks could draw upon their limits only in 1949-50. These were
also sanctioned limits of Rs.100 lakhs and Rs.35 lakhs, respectively, in the year 1950-51.
In February 1951, the West Bengal Provincial Co-operative Bank was sanctioned a limit
of Rs. 50 lakhs under Government guarantee for enabling it to make a fresh start in
agricultural finance, since the co-operative movement in the State had almost become
moribund after partition.

Procedural Reforms

Besides making the major changes set out above, the Bank also modified or simplified
some of the procedural requirements laid down under the Scheme. One of the
conditions to be satisfied by provincial cooperative banks for obtaining accommodation
from the Bank under Sections 17(2)(b) and 17(4)(c), i.e., for seasonal agricultural
operations and marketing of crops, was that their applications had to be accompanied by
particulars of loans made by the central co-operative banks which were sought to be
refinanced. The object of calling for the list of loans was to enable the Bank to satisfy
itself that the funds provided by it were to be utilised only for the two specific
purposes mentioned above or, at least, that an equivalent amount had already been so
advanced. The Madras Provincial Co-operative Bank, however, took objection to this
stipulation and wrote to the Reserve Bank in July 1946 stating that it was impracticable
to comply with it. Although the Reserve Bank was of the view that the submission of
such a list should not present any great difficulty it decided to take up a
flexible attitude in the matter and agreed in August to waive this condition provided
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the provincial co-operative bank furnished a certificate to the effect that the loans were
used for the two approved purposes. However, the Bank desired that the information
about the loans should be maintained by the institutions to be readily available for its
scyutiny. This relaxation was communicated to all Registrars and provincial co-operative
banks in September 1946 by transmitting to them copies of the correspondence with the
Madras bank.

Another direction in which the Bank took action was in relaxing the norm regarding the
guantum of credit limits sanctioned by it under the Scheme. As a matter of prudence, the
Bank had been following the principle that the limits sanctioned should not exceed the
‘owned capital’ (that is, capital and reserves) of the central banks on behalf of which
accommodation was applied for. Departure from this practice was first made in
connection with an application from the Madras Provincial Co-operative Bank early in
1948 for a credit limit of Rs.90 lakhs in respect of eight central co-operative banks; the
limits applied for were much in excess of their respective owned capital. The main
considerations which weighed with the Bank in deciding to sanction limits exceeding
owned capital were as under. Firstly, the borrowing powers of these banks provided for in
their bye-laws generally ranged from twelve to twenty times of their owned funds and, in
the circumstances, to restrict the Bank’s accommodation to their owned capital would be
of very little assistance to them. Besides, according to the Bank’s new thinking, the
owned capital had significance mainly in determining the borrowing power of an
institution and counted very little as security for the Bank’s loans as such, since
depositors and other creditors as well had an equal claim over it. Secondly, as these limits
were recommended by the Registrar of Co-operative Societies having intimate
knowledge of their working, the Bank should normally accept them unless it had any
specific reasons to act otherwise. Recommending the relaxation of the existing norm in
his note of February 10, 1948, the Chief Officer of the Agricultural Credit Department
observed:

The Reserve Bank has been subjected to a lot of unjust criticism that its attitude has not been
very helpful to the co-operative movement and all our refutations of the charge and our
reasonings have not been very successful in removing this impression. These applications
seem to me to offer us a good opportunity to give the lie to the unjust accusation and prove
that it is only the unsoundness of an application that makes us hesitant. Though the amounts
asked for are large, the institutions appear to be sound both as regards their finances and their
management and we shall not be taking much risk in being liberal in our consideration of the
applications.

However, while sanctioning the loans the Bank made some
discretionary reduction in the limits applied for, although the sanctioned limits
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in the case of four out of the eight banks were in excess of their respective owned capital.
Thereafter, the Bank generally refrained from applying this restriction in considering loan
applications. As this relaxation concerned a matter of internal policy for the Bank and did
not relate to any condition laid down under the Scheme, there was no question of
communicating the decision to co-operatives at that stage. It should however be added
that credit limits are still fixed as a multiple, a varying one from bank to bank, of the
owned funds.

An aspect of the Scheme which required clarification on the Bank’s part pertained to
the concessional rate of interest. While introducing the scheme of concessional finance
for marketing of crops in January 1942 (which was extended to seasonal agricultural
operations in November 1944), the Bank required co-operative institutions to ensure that
the benefit of the rebate was passed on to the ultimate agriculturist borrower. To enable
the Bank to satisfy itself that this was done, the provincial co-operative banks seeking
accommodation from the Bank were required to furnish a statement showing the
respective rates charged by the provincial bank to the central banks, by the latter to the
primary societies and by the primaries to the ultimate borrowers. In the case of loans
sanctioned under the Scheme in the initial stages, for instance to the U. P. Provincial Co-
operative Bank, the Bank observed that no commensurate reductions in the rates were
effected at the various levels and, therefore, took up the matter through the Registrar of
Co-operative Societies of that Province. The provincial bank replied that the funds
provided by the Reserve Bank at the concessional rate formed only a fraction of the total
loans extended by it and, therefore, an immediate and general reduction in the rate of
interest was not possible. The Madras Provincial Co-operative Bank also represented the
impracticability of conforming to this condition in its letter of July 29, 1946 referred to
earlier. The Madras Bank wrote:

If this were to mean that the rebate allowed by you on the usance and promissory notes
drawn by a particular central bank and endorsed by the provincial bank should be passed on
to that particular central bank and in turn passed by the central bank to the societies which
are financed with the funds arising from discounting that paper, it would result in an
invidious distinction being made by the provincial bank between one central bank whose
paper is discounted with the Reserve Bank and another whose paper is not so offered.
Similarly, such invidious distinction will have to be made by the central bank as between
societies for whom the proceeds of such discounted paper are disbursed and those societies
which are financed with the funds of the central banks derived from their own deposits or by
borrowings from the provincial or other banks.

The  bank, therefore, desired that this condition should not be insisted
upon and accommodation under the Scheme should be provided
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freely to make it possible for the central banks and the primary societies to lower their
general lending rate so that the ultimate borrower got funds at 5 per cent or lower. This
goal was not reached as the rate to the ultimate borrower did not go below 6 Y4 per cent in
Madras.

The Reserve Bank, in its reply dated August 27, 1946 (circulated to all Registrars and
provincial co-operative banks), clarified its objective in stipulating this condition, in the
following terms:

It is not our intention that this should be confined only to central banks (and societies and
members in the chain) whose bills are rediscounted with us. What we expect is that all
advances made by a provincial bank and the central banks and the societies (whether from
the funds borrowed from us or out of their general resources) for the two purposes in
question should be uniformly at lower rates. Assured of accommodation from us at I ‘la per
cent, it should be possible for the co-operative credit movement to reduce its borrowing and
consequently lending rates on loans advanced for these two objects though we anticipate that
this will also favourably react on the whole structure of interest rates in