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LETTER 01: 'I'Rt\NSXIITTtII, 

Rcscrvc Bank of India, 

Central Ofice, 

Bombay. 

August 13, 1973 

Sravana 22, 1895 (Saka) 

The Secretary to the Government of India, 

Ministry of Finance, 

Department of Banking, 

NEW DELHI, 

Dear Sir, 

In pursuance of the provisions of Section 53(2) of the Rcscrvc Bank of India Act, 1934 and of 
Section 36(2) of the Banking Regulation Act, 1949, I forward herewith the following documents :- 

(1) A copy of the Annual Accounts of the Bank for the year ended the 30th June 1973 signed 
by me, the Deputy Governors and the Chief Accountant and certified by the Bank's 
Auditors ; 

and 

(2) Two copies of the Annual Report of the Central Board on the working of the Bank and 
on Trend and Progress of Banking in India during the year ended the 30th June 1973. 

Yours faithfully, 

S. JAGANNATHAN 

Goverrtor. 



A N N U A L  REPORT ON THE WORKING OF T H E  RESERVE BANK OF ' 
INDIA AND TREND AND PROGRESS OF BANKING IN INDIA 

For the gear July 1, 1972-June 30, 1973 

I. TRENDS IN THE ECONOMY 

The most disquieting aspect of the Indian 
economic scene during 1972-73 (July-June) was 
the severe and unabated pressure on the gene- 
ral price level. While the upsurge in the price 
level was undoubtedly a consequence of the 
set-back in farm production for the second 
year in succession, resulting in severe shortage 
of a variety of wage goods particularly those 
originating in the agricultural sector, an 
important contributing cause of it was the 
excess demand in the economy. Other 
factors on the supply side which sustained and 
accentuated the price rise, particularly of food- 
grains, were poor market arrivals and inade- 
quate kltarif and rabi procurement in relation 
t o  the demands of the public distribution 
system, at a time when food stocks with 
Government were being drawn down rapidly. 
World wide shortage of cereals which had 
already set in before India's entry as an 
importer made it difficult for this gap in 
supply t o  be made up through imports. 
The problen~s arising from supply shortages 
were compounded by a very substantial in- 
crease in money supply during the year, on 
top of the large monetary expansion that had 
occurred during 1971-72. Even the improve- 
ment noticed in the growth rate of industrial 
output during the earlier part of the year could 
not make any noticeable impact on the large 
imbalance between the aggregate demand and 
the aggregate supply. 

2. The price rise was due partly to  the 
lagged effects of large increases in domestic 
expenditure especially by the Government, in 
1971-72. But the major element in raising the 
level of domestic demand has been expenditure 
undertaken by the Gover~inie~it during the year 
under review. Total spending by the Central 
and State Governments for all purposes 
amounted i n  1972-73 to Rs. 11,942 crores, or 
1 3  6 per ccnt more than in 1971-72. A part 
of the increase in expenditure was undoub- 
tcdly unforeseen, such as disbursements on 

drought relief and emergency agricultural 
programmes. But as will be explained later, 
this went with a large increase in respect of 
regularly budgeted items of expenditure in the 
revenue and capital accounts. Despite the 
fact that actual receipts exceeded budget esti- 
mates, there was a big gap between receipts 
and expenditures which had to be covered 
through recourse to borrowings from the 
Reserve Bank. Simultaneously, with expan- 
sion in Government spending, expenditures in 
the private sector also grew as a consequence 
of larger money incomes, higher prices and the 
development of a scarcity psychosis. In  the 
event, the overall price index recorded an 
unprecedented rise of 2 1 5 per cent during the 
year July 1972 - June 1973. 

3. If the economy is disaggregated into its 
components the pattern of changes would be 
seen to vary from sector to  sector, since the 
general position mentioned above has been 
rnodif ed by the special forces at work in each 
sector. On the basis of some broad indi- 
cators, the main features are summarised 
here leaving an assessment of the perform- 
ance in detail t o  later paragraphs. While 
reliable information on private consumption 
is not available, the data on household savings 
in the form of financial assets such as bank 
deposits, life insurance premia, provident fund 
contributions etc. indicate that the ratio of 
such savings to , national income at  cur- 
rent prices has increased as compared to the 
previous year. On household savings in the 
shape of physical assets, including inventories, 
little statistical information is available. But 
from circumstantial evidence-such as avail- 
ability and prices of construction materials, 
incentives provided for capital formation in the 
agriculti~ral and sn~all-scale sectors and easy 
access to liquid funds - it Itlay be reasonable 
to infer that such savings in absolute terms did 
not diminish. The private corporate sector 
has been able to record an improvenient in its 
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savings in relation to the 1971-72 level. Simi- 
larly, available data show that there has been 
a considerable step-up in the net savings on 
revenue account of the Central Government ; 
this is mainly due to a buoyancy in tax reve- 
nues, coupled with a somewhat slower in- 
crease in the consumption expenditure of 
Government. From these indicators, it would 
appear that the ratio of domestic savings to 
national income at current prices has 
increased fractionally in 1972-73. Since the 
inflow of forcign resources is estimated to be 
Iess than in 1971-72, the ratio of aggregate 
net investment to national income at 
current prices in 1972-73 remained approxi- 
mately a t  the same level as last year. In other 
words, aggregate net investment increased 
more slowly than domestic saving. Moreover, 
as the investment goods prices were higher 
than in the previous year, the achievement 
in real terms was less than that reflected in 
terms of percentage of national income. The 
summary position is shown in Table 1 below. 

Table I :-Provisional Estimates of Saving and 
Investment as per cent of National Income 

at current prices 

1970-71 1971-72 1972-73 
- 
1. NetDomestic Saving . . 10.6 11.3 11.7 

'2. Inflow of foreign resources. . 1.1 1 . 3  0 . 9  

3. Investment(1+2) .. 11.7 12.G 12.6 

4. Unlike in the previous year when the 
expansion in money supply was largely ac- 
counted for by deposit money, during 1972-73 
the currency component accounted for a 
greater proportion (64.6 per cent) of the rise 
in money supply. This monetary expansion 
was accompanied by slackness in demand 
for credit by the commercial sector during 
the major part of the year 1972, and the credit- 
deposit ratio came down to 66 per cent a t  the 
end of December 1972, from 72 per cent a t  the 
end of June 1972. The situation of surplus 
funds with the banking system was utilised 
by the Government to borrow from that sector 
for financing Government expenditure on 
capital formation, relief, etc. which had t o  be 
undertaken in the wake of the drought. Since 
the beginning of 1973, excess liquidity in the 

banking system has come down substantially, 
as a result of the busy season expansion in bank 
lending to  the commercial sector ; conse- 
quently the credit-deposit ratio rose to  about 
70 per cent a t  the end of June, 1973. The ex- 
pansion in commercial bank credit of Rs. 819 
crores in the period July 1972 - June 1973 
has largely been due to increased borrowing 
for purposes other than financing of food 
stocks. This might render the return of funds 
to the banks during the current slack season 
somewhat slower than usual. Altogether, 
from the trends in aggregate monetary re- 
sources, it was obvious that the community 
commanded a t  the end of June 1973 a large 
volume of potential demand, while the pros- 
pects of additional supplies of essential goods 
and services were, to  say the least, uncertain. 

5. It is against this background that the 
Reserve Bank found it necessary t o  tighten the 
availability of credit, through an increase in 
the Bank rate and imposition of a series of 
restrictions on commercial banks' access to 
loanable funds including an increase in the 
reserve requirements. * Simultaneously, the 
Government also initiated steps to bring about 
economies in Plan and non-Plan expenditures. 
All of these measures have yet t o  have their 
impact on the demand-supply imbalance and 
on price inflation. 

6. Concurrently with these developments 
within the economy, the international mone- 
tary scene continued t o  bristle with uncertain- 
ties. The pressure on the U.S. dollar continued 
unabated, culminating in its devaluation for the 
second time in February 1973. Several of the 
World's major currencies including the pound 
sterling continued to  float and in this situa- 
tion, the progress towards the creation of a 
viable international monetary system has been 
very slow. The rupee maintained its ratc o f  
exchange with the pound sterling and cur- 
rencies linked with it and has dcprcciritcd in 
relation to most European currcncics and tllc 
Japanese yen. It appreciated vis-a-vis tllc 
U.S. dollar and currencies linked with i t  for 

*The resenre requirements were raised frortl 3 pcr w t ~ t  
to 5 per cent of the total of dern~nd  ant1 tirnc ir:rt)itirir~x 
for each bank with effect f rom J u n ~  3, 1f)TB. Or\ ;\tcgust 
14, 1973, the Reserve Bank announcctl  n further i r ~ r r r . ~ \ r :  
in these reserves to 7 per cent, wit11 rfFect from Srpterrlt,cr 
Sf, 1973. In both cases, the addtional tleposifs arc to I N :  
krpt for a year ant1 to he pnicl 311 intercst of 4 . 7 6  pcr c:cr,t 
per annum. 



the greater part of the year but latterly its 
effective value in terms of thcse currcncics 
has been fluctuating around Rs. 7.50 per 
U.S. dollar. 

7. It is difficult to assess precisely the extent 
to which these changes have affected India's 
balance of payments. DGCIS data showed 
a marginal decline in imports, while a remark- 
able buoyancy was experienced in our exports. 
This increase in exports was led by the tradi- 
tional items like cotton textiles, jute goods, 
hides and skins, tobacco, elc. stimulated by 
an increase in world demand for them as well 
as by smaller supplies from certain competing 
sources. It also spread to engineering goods 
in the latter part of the year. Because of this 
combination of circumstances, there was a 
trade surplus for the first time in many years. 
The debt service burden also was lightened 
by the re-scheduling arrangement worked out 
with the Aid India Consortium. I t  is further 
probable that with the narrowing down of the 
difference between Indian and international 
plices of gold, some of the loss in foreign ex- 
change arising from smuggling was reduced. 
Altogether, India's foreign exchange resources 
during the year showed an increase of Rs. 37 
crores" compared t o  that of Rs. 58 crores in 
the previous year. I t  is, however, to be noted 
that in 1971-72, reserves benefited' from an 
allocation of Rs. 75 crores worth of SDRs, 
while there was no such allocation in 1972-73. 
Rupee values of some of the foreign currency 
assets held in reserves have also appreciated 
consequent t o  exchange rate adjustments. If 
allowance is made for these factors, the rise 
in reserves during 1972-73 would work out 
to  Rs. 2 crores as compared t o  the decline of 
Rs. 33 crores in 1971-72. 

8. But it does not follow that the prospects 
on  this front for the coming year are com- 
fortable. The shortages in the domestic 
market are likely both t o  raise imports and 
reduce exports. Higher prices of imports 
now prevailing in the world markets would be 
an additional factor affecting the balance of 
payments. With aid commitments, virtually 
reaching a plateau (around $ 1200 million 
gross), these trends can result in a quick 
using-up of the margin available in reserves. 
This is a situation that needs to be incessantly 

* Provisional. 

twtclled, so  th:it suit:tblc stcps for shoring up 
thc reserves nlny hc tnkcn i n  good time. 

Output, Prices and Policy Rlcasurcs 

9. We may no\v'takc ;I closer look at dcvc- 
lopn~cnts on the production side in  the pcriod 

July 1972 to Junc 1973. Al- 
National Income though official cstilllates of 

national income for 1971 -72 
and 1972-73 are not yet available, it would 
seem from the available data that national 
income growth in each of these years was 
considerably less than 2 per cent. This com- 
pares with the increases of 7.3 per cent, and 
4 - 6  per cent in the years 1969-70 and 1970-71, 
respectively. Given these shortfalls, i t  is 
obvious that the target rate of 5.5 per cent 
average growth envisaged for the Fourth 
Plan period can only be reached if there is a 
phenomenal increase in national income 
during 1973-74. 

10. The relative stagnation in the growth 
of national income was principally attributable 

' to the poor performance of 
Agricultural commodity sectors. For the 
Output and second year in succession, 
Supply agricultural output suffered 

from unfavourable weather 
conditions in many parts of the country in the 
1972 kharif season. Agricultural output 
which declined by 1.7 per cent in 1971-72 is 
likely t o  show an even larger decline in 1972-73, 
despite the crash rabi programme launched 
during 1972-73. The  output of foodgrains 
during 1972-73 might at best be of the order 
of 100 million tonnes as against 104.7 million 
tonnes (final estimates) in 197 1-72. While 
the output of wheat is likely t o  be somewhat 
higher (26.5 million tonnes) than in the pre- 
vious year, that of rice is expected to show a 
decline from 42.7 million tonnes in 1971-72 
t o  around 40 million tonnes in 1972-73. Out- 
puts of coarse grains and pulses, as also of 
various other commercial crops are estimated 
in 1972-73 to be smaller than in the preceding 
year ; however, sugarcane output is expected 
t o  be marginally higher. 

11. Following the shortfall in kharif output 
and consequential reduction in the market 
availability of foodgrains, releases through 
the public distribution system had t o  be 
stepped up. During the lean months of 
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A~~gitst-Octobcr 1972, thc avcragc monthly 
offtnkc from the public distribution system 
was I 1.6 Inkh tonnes as against 7.3 lakh 
tonnes during the corresponding period of 
1971 ; the total offtake during July 1972- 
March 1973 at 8.9 million tonnes, was thus 
substantially higher than that in the corres- 
ponding period of 1971-72 (7.0 n~illion tonnes). 
With lower procurement and lower imports 
these heavy releases inevitably meant a rapid 
depletion of stocks with the Central and State 
Governments. These stocks which stood at 
8.9 million tonnes at the end of June 1972 
declined steadily to 4 .4  million tonnes by the 
end of June 1973. In this situation of supply 
shortage, thc Government arranged in late 
1972 for import of about 2 million tonnes of 
foodgrains comprising 1 a 5  million tonnes of 
wheat and 0.5 million tonnes of milo. By 
end-June 1973 about 1.4 million tonnes of 
these imports had arrived but this did not 
materially ease the strain on the public dis- 
tribution system. 

12. With the approach of the rabi harvest, 
the Government decided to take over the 
wholesale trade in wheat with a view to absorb- 
ing the marketed supply for controlled dis- 
tribution. In accordance with this policy, 
wholesale trade in wheat was entrusted to the 
Food Corporation of India and/or specific 
authorities designated by State Governments 
in all the States. However, the move met with 
both overt and covert opposition from several 
sections of the community ; and in conse- 
quence there has been a fall in the 'marketed 
surplus' and therefore in procurement. Upto 
end-June 1973, Government had procured 
only 4.1 million tonnes against the original 
target of 8.1 million tonnes and the revised 
target of 6 lnillion tonnes. This inadequacy 
of procurement had the effect not only of 
continuing the strains on the public distri- 
bution system but also of generating fears of 
a further price increase in the lean season. 

13. While the foodgrains supply situation 
was causing serious concern, the position re- 
garding output of commercial crops was not 
altogether comfortable. Raw cotton output 
which touched the record level of 6.5 million 
bales in 1971-72 is expected to be 6 .2  million 
bales in 1972-73; but the total supply position 
remained comfortable, principally because of 
large carry-over stocks. Production of jute 

and mesta estimated at 6.1 million bales during 
1972-73 was also lower than the previous 
year's level of 6 .8  million bales. Output of 
five major oilseeds which declined by one 
million tonnes in 197 1-72 to  8 . 3  million tonnes 
declined further to  about 7 .0  million tonnes 
in 1972-73, almost wholly due to shortfall in 
groundnut output, which is expected t o  touch 
3.9 million tonnes in 1972-73, the lowest 
level since 1955-56. This has resulted in a 
sharp rise in prices and a number of measures, 
including imports, have had to be taken to 
meet the situation. I t  is only the production 
of sugarcane (in terms of gur) that is expected 
t o  show some improvement, a t  12.0 million 
tonnes as compared t o  11-7 million tonnes in 
1971-72. 

14. The implication of these events is that 
despite the massive investment that has 
already been made for developing as well as 
extending the new agricultural strategy, agri- 
cultural output remains, by and large, a 
variable dependent on the monsoon. The 
new agricultural strategy still remains to  be 
exploited in many States in respect of cereals 
and its potential has yet to  be established in 
respect of other foodgrains and commercial 
crops. In  particular, two successive droughts 
underline the need to  evolve an integrated 
programme for spreading the use of scientific 
dry farming methods as well as exploitation 
of ground water resources. 

15. In the industrial sector, there was a 
welcome reversal of the decline in the growth 

rate of industrial output which 
Industrial was evident during the last 
output two years. The growth in 

industrial output in 1972 was 
7 .1  per cent as against 2.9 per cent recorded 
in 1971, and 4.8 per cent in 1970. Nonethe- 
less, it was still below the targeted growth rate 
of 8-10 per cent postulated in the Fourth Five- 
Year Plan. 

16. If industries are classified according to 
variations in their output, it is observed that 
those showing increase in output rose to 87 
per cent (by weightage) of the total in 1972 
from 60 per cent in 1971 (Table 2). Corres- 
pondingly, the weightage of industries show- 
ing declines in output came down from 38 
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per cent to 10 per cent. The increase in pro- improvement in thc availability of 11011-wage 
duction was, in other words, spread over a goods and some wage goods produced by tllc 
wide range of industries indicating a general industrial sector. 

Table 2 :-Classification of lndustrics by their  G r o w t h  Rates 

In terms of \Yrights in thc Gcneral Indcx (1060 =. 100) 
Range of Growth Ratesn 

Moderate : Less than 5 per cent .. .. 23.81 20.69 37.78 27.99 31.08 

Marked : 5 per cent and above . . . . 60.24 42.07 38.40 31.9G 65.16 

O f  which : 
( i) 10 per cent and aboce . . . . . . 25.68 28.10 2%.42 15.72 15.89 

74.05 68.76 66.18 59.95 87.14 

Decline 

Moderate : Less than 5 per cent . . .. 4.43 1G.Gl l(j.10 19.98 G.53 

Marked : 5 per cent and above . . . . 10.04 12-15 13.24 17.69 4.86 

Of which ; 
(i) 10 per cent and above . . . . . . 9.18 9.79 6.13 6.30 . 1.9.9 

23.47 28.76 31 -34 37.67 10.38 

Total Weight . . . . . . . . . . 97.52* 97.52* 97.521 97.52* 97.52) 

@ Growth Rates represent percentage increases in output over the respective preceding years. 
E Provisional. 
* C.S.O. does not regularly the index of industries with thc balance of 2.48 percentage points of weightage. 

17. Industries which showed marked in- 
creases were cotton spinning, mining apd 
quarrying, iron and steel, railroad equipment, 
and fine and pharmaceutical chemicals. 
Among industries which showed moderate 
increases, the notable ones were cotton textiles, 
food manufacturing and cement. Industries 
with nominal declines (of less than 5 per cent) 
constituted less than 6 per cent of the total in 
1972 compared with 20 per cent in 1971, and 
included motor vehicles, non-metalic mineral 
products and communication equipment. In- 
dustries where the decline was more than 5 
per cent accounted for less than 5 per cent of 
the total weight. as against 18 per cent in 1971 ; 
important among them were cigarettes and 
miscellaneous manufacturing industries. 

18. Several factors contributed to this 
overall improvement in industrial output 
in 1972. First, better supply position of raw 
cotton and raw jute, assisted larger production 
of textiles which have a weightage of 27 per 
cent in the index of industrial production. 
Likewise, steel-using industries benefited- from 

a 4 per cent increase in the output of steel from 
both public and private sector steel plants 
and the continuation of imports. Secondly, 
larger investment in various industries led to 
a higher demand for cement and other con- 
struction materials, transport services and 
certain investment goods. Thirdly, selective 
liberalisation of industrial licensing policy 
appears to have encouraged industrial activity. 
Lastly, an improvement in industrial relations 
in some key industries that occurred in 1972 
probably had a favourable impact on industrial 
capacity utilisation. 

19. There were, however, some industries 
which had under-utilised capacity like railway. 
wagons, mining machinery, steel castings, 
machine tools and heavy structures. In most 
cases, this stemmed from continued sluggish 
demand for their products. Utilisation of 
capacity in the motor vehicle group, however, 
was affected by paucity of supplies from ancil- 
lary units, caused by labour strikes and/or 
inadequate supply of inputs. Likewise, the 
vanaspati industry continued to work below 
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capacity for lack of adequate supply of oil- 
seeds/oils. 

20. Despite the set-back suffered in the 
early part of 1973, there are possibilities of 
continuation of, if not an acceleration in, the 
growth rate of 7 -  1 per cent recorded in 1972. 
The realization of this possibility depends on 
a favourable monsoon and a consequential 
improvement in the supply position of power 
and of raw materials like raw cotton, raw 
jute, oilseeds, sugarcane, etc. It is in respect 
of industrial raw materials that specific mea- 
sures to augment supplies and keep down costs 
will be required. Further additions to  capa- 
city and imports would help in some cases ; 
in respect of others, it will be necessary to 
streamline the distribuiton machinery and 
perhaps permit some price increases. 
Overall industrial activity has to be su- 
pported by better production and manage- 
ment in the public utilities sector, especially 
electric power where supply has been severely 
impaired. 

21. As already observed, the continuation 
of reduced supplies of agricultural products 

and rapid expansion of mone- 
Price Situation tary resources resulted in a 

sharp deterioration of the price 
situation. Between end-June 1972 and end- 
June 1973, the wholesale price index showed 
a record rise of 21.5 per cent as against a 
much smaller increase of 6 .8  per cent in 1971 - 
72. Apart from this being the largest in- 
crease in a single year in the recent past, it was 
also remarkable for the rapidity of increase 
during the period since January 1973-despite 
the realization of a rabi output at least as good 
as in the 1972 season. While the rise during 
the slack season (May-October 1972) was of 
the order of 9.1 per cent, there was a rise of 
7.6 per cent in the busy season (November- 
April) 1972-73. Since end-April 1973, the 
price index has moved up further by 6 . 8  
per cent. 

22. All the major groups have shared in the 
price rise. In the foodgrains group, parti- 
cularly, price increases continued to be sharp 
in respect not only of coarse grains and pulses, 
whose output had fallen consecutively for the 
past three years but also of wheat the output 
of which had recorded some increase in 
1972-73. Prices of bajra and jowar in 1972-73 

went up by 56.5 per cent and 28.3 per cent 
on top of a rise of 45.1 per cent and 20.9 
per cent, respectively, in 1971-72. This situa- 
tion in the coarse grains market inevitably led 
to the shift of some demand to the wheat and 
rice markets ; and combined with poor market 
arrivals in those markets, pressed on their 
prices. Despite the absence of any fall in 
current output, and notwithstanding larger 
issues from stocks, wheat prices rose by 9 a 5  
per cent as against a rise of 3.8 per cent last 
year. Rice prices also went up  by 16.9 per 
cent as against a rise of 10.1 per cent in the 
preceding year. 

23. Among other essential commodities, 
there was a phenomenal rise of 64.3 per cent 
in edible oils as compared to a modest rise of 
3 .8  per cent last year ; the price of sugar in- 
creased at a slower rate of 6 . 5  per cent as com- 
pared to the rise of 27.5  per cent registered in 
the preceding year. Due t o  lower imports 
of raw cotton and higher export demand for 
cotton textiles, the supply position of raw 
cotton turned somewhat tighter in general 
but significantly in respect of long staple 
varieties ; the price of raw cotton consequently 
rose by 58.5 per cent in comparison with a 
decline of 31.3 per cent during the last year. 
The prices of most of the industrial raw mate- 
rials increased in varying degrees during the 
year under review ignoring seasonal influences. 
I n  the manufactured articles group also, with 
the exception of jute manufactures, prices of 
other articles, notably cotton manufactures, 
metal products and leather products regis- 
tered significant increases. Prices of inter- 
mediate products like cotton yarn, linseed oil, 
semis and non-ferrous metal products showed 
sharp increases reflecting the immediate impact 
of price increases of their respective raw 
materials. 

24. Consistent with reduced availability 
of wage goods and uptrend in the general price 
level, especially in the price of foodgrains, 
edible oils and sugar, consumer price index 
numbers (Base : 1960= 100) represented by 
the All-India Consumer Price Index Numbers 
for Industrial Workers and Consumer Price 
Index Numbers for Urban Non-Manual 
Employees too have risen disconcertingly 
during the year. The average index for Indus- 
trial Workers increased from 192 in 1971-72 
(July-June) to 214 in 1972-73 recording a rise 
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of 11.5 per cent as compared to n risc of  3 . 2  
per cent in 197 1-72 over 1970-7 1. The average 
Index for Urban Non-Manual Eniployees 
also rose by 7 .1  per cent in 1972-73 (July- 
April) over 1971-72 as against a risc of 4.0 
per cent in 1971-72 (July-April) over 1970-71. 
This must be viewed with concern as many 
establishments in the public and private sectors 
have clauses linking their wage bill to varia- 
tions in the cost of living. This would tend 
to  strengthen the pressure of cost elements on 
the inflationary situation. 

25. In a situation of rising prices of food- 
grains the strategy for timely augmentation 
of food supplies through procurement and 
imports so as to bring about an effective and 
equitable distribution of available supplies is 
a major desideratum. The actual procurement 
during 1972-73 fell far short of the target for 
a variety of reasons. The take-over of whole- 
sale trade in wheat, which was expected to  
benefit procurement and distribution, was not 
fully effective. Government purchases were 
much less than needed-for Lnleeting the re- 
quirements of the public distribution-'system. 
Import of foodgrains also did not entirely 
remedy the situation. 

26. In the context of the difficulties and 
problems encountered in the take-over of 
wholesale trade in wheat it would be necessary 
to prepare a well thought out strategy for 
procurement of rice. The problem of rice 
procurement would be more complicated 
as procurement has to be undertaken in prac- 
tically all the States, unlike in the case of wheat 
where a few States accounted for the bulk of 
procurement. Moreover, for procurement of 
rice, o n  a large scale, a levy system covering 
rice mills as well as others ]nay have to  be 
implemented effectively. In  case there are 
difficulties involved in operating such a system, 
it may be necessary t o  consider other supple- 
mentary schemes as well. Whatever the 
method adopted, what is important is that pro- 
curement plans should be formulated in ad- 
vance both at expert and adnlinistrative levels 
and their effective implenlentation ensured. 

27. The price situation, it was stated earlier, 
was aggravated considerably by large increases 

Combined 
Posi t ion  of  
C e n t r a l  and 
S t a t e  
Gove rnmen t  

in domestic expenditure 
which were reflected in mone- 
tary expansion. A prime fac- 
tor contributing to this expan- 
sion on the nlolietarv side was 

increased Governli~ent spending in the wake 
of the drought. However, the full lneasure of 
expansionary impact of Government expen- 
diture is not reflected in the revised estimates 
which show a combined deficit of only Rs. 701 
crores" in 1972-73, or less than the overall de- 
ficit of Rs. 808 crores recorded in 1971-72. 
More recent data show that  the combined 
deficit was Rs. 868 crores-or a little less than 
four [times the 1972-73 budget estimates of 
Rs. 23 1 crores. Deterioration in the budgetary 
position has occurred notwithstanding the 
buoyancy in aggregate receipts. Budgetary 
provision for 1973-74, however, is for reversal 
of the situation and consequent reduction of 
the combined deficit around Rs. 283 crores 
(Table 3). 

28. Mainly because of improved receipts 
on capital account, aggregate receipts increased 

by 15.9 per cent as against a 
T r e n d s  in rise of 7 .1  per cent in terms 
Receipts  of the budget estimates. Ag- 

gregate tax receipts which had 
shown a rise of 17 .5  per cent in 1971-72 in- 
creased by 15.1 per cent in 1972-73. Even so, 
tax revenue in 1972-73 at Rs. 6408 crores 
would constitute about 16.2  per cent of 
national income (at current prices) as against 
13.2  per cent in 1969-70. With an  increase 
of 1 2 - 0  per cent in  tax revenue estimated for 
1973-74, this proportion should go up still 
further. 

@ Figures in this section rcln t e  t o  fiscal )-ears ; figures 
for 1973-73 refer t o  revised estimates, unless mentioned 
otherwise. ' I n  t he  case of thc  Centre t he  conlbined deficit is 
measured by net  increase in outstanding Treasury bills 
a n d  withdrawal from cash balances a n d  i n  the  case of 
States decline i n  cash balances, net  salcs of securities 
held by States i n  t l x i r  cash ba ln~ l r c  i~l\.estmcnt accounts: 
net  transfer froxu revenue rcscrvc funds n ~ ~ d  net increases 
in RBI credit  i n  the  form of \\.a?-s a u d  means advances 
a n d  overdrafts (rcpayablc within T days with r&ct from 
M a y  1 ,  1072) as prcscntccl ilk Sta te  bt~dgcts ill the cnsc 
of States. 
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29. Total disbursements (including loans 
and advances) showed a rise of 13-6 per cent 

in 1972-73. A large part of 
Trends i n  the rise was accounted for by 
Disbursements developmental outlays which, 

in terms of the budget pro- 
posals, were to rise by 5 per cent but actually 
went up by 14.6 per cent. This was largely 
on account of the provision of Rs. 147 crores 
in the Central Plan for emergency agricultural 
production programme, and increase in States' 
expenditure on agriculture, irrigation, educa- 
tion, public health, etc. 

30. While there was an increase in dis- 
' bursements both of the Central and State 

Governments, the deteriora- 
Centre's 
Budgetary 

tion in overall position com- 
Position pared to budget estimates was 

very considerable in the case 
of the Central Government. The Centre's de- 
ficit which was originally budgeted at Rs. 25 1 
crores and placed at Rs. 550 crores in the 
revised estimates has turned out to be Rs. 882 
crores. This excludes the net amount of 
Rs. 421 crores given as ways and means advan- 
ces by the Centre to the States in 1972-73 for 
clearing their overdrafts with the Reserve Bank 
of India.* While increase of about 29 per 
cent in Centre's total disbursements over the 
budget estimates was on account of expendi- 
ture on gross capital formation, the balance of 
the rise was due to additional expenditure for 
purposes other than capital formation. De- 
fence and assistance for natural calamities each 
accounted for about one-fifth of the rise in the 
total expenditure. I t  was largely because of 
these increases that Centre's expenditure could 
not be contained within the available resources 
inspite of buoyancy in aggregate resources. 

3 1. Consumption expenditure of the Centre 
increased by 6.5 per cent (as against a decline 
of 4 .3  per cent in terms of budget estimates) 
mainly because of the rise in defence spending 
and grant of interim relief to Government 
employees. At the same time, capital forma- 
tion expenditure which had increased by 17 
per cent and 15 per cent, respectively, during 
1970-71 and 1971-72, rose by as much as 26 
per cent in 1972-73. This sharp rise is attri- 

* It i s  not includcd for the purpose of the account here 
brcausc tllc tra~lsfcr of tllc liability i n  thc books of the 
f<escrvc Ikink fro111 illat of States to thc Ccntrc has IIO 

11ioricl:lry in~pact.  

butablc to ( i )  a sizcablc rise in  Central nssist- 
arim to States mainly for financing Plan 
schemes, including the clnergency agricultural 
production programme covered under the 
Central Plan and ( i i )  assistance to non-depart- 
mental undertakings. Such increased financial 
assistance accounted for 72.7 per cent of the 
total increase of Rs. 557 crores in capital for- 
mation expenditure in 1972-73 over 197 1-72. 
In respect of these investment expenditures 
while there would by and large be creation 
of productive assets and an increase in flow 
of goods and services in future, the immediate 
effect was to add to the inflationary pressures 
by enlarging the budget deficit.** 

32. A clearer picture of the impact of 
Centre's budgetary operations on the economy 
can be had from a review of the sources and 
uses of funds. In 1971-72, of the total ex- 
penditure, current expenditure (56.3 per cent) 
and other expenditure not resulting in capital 
formation (1 1 5 per cent) accounted for 67 - 8 
per cent ; expenditure on gross capital forma- 
tion accounted for the balance of 32.2 per 
cent. In 1972-73, despite an increase in the 
magnitude of current expenditure, its propor- 
tion to  the total declined to 5 1 - 5 per cent. On 
the other hand, due to  larger transfer of re- 
sources to States, there was an increase of 2.5 
percentage points in the proportion of gross 
capital formation t o  total expenditure, thus 
raising its share to 34.7 per cent in the total. 
A little more than one-fifth of the gross capital 
formation expenditure in 1972-73 (Rs. 2718 
crores) was financed by gross savings of the 
Government (Rs. ,572 crores) which reflect 
(a) the excess of revenue receipts over 
current expenditure and (b) the internal 
resources of departmental commercial under- 
takings. Current receipts increased by 
Rs. 558 crores. However, since current ex- 
penditure increased b y  Rs. 262 crores, the 
increase in gross savings was limited t o  Rs. 303 
crores (including an increase of Rs. 7 crores 
in the internal resources of the departmental 
commercial undertakings). An increase in 

** A part of the increase i n  capital formation expen- 
diture was on account of compensation payments arising 
from the nationalisatio~l of coking and non-coking coal 
mines and General Insurance Companies. These pay- 
ments increased resources amilable to the private sector 
without a comprnsating bcnefit of addition to prod~ic t i~c  
capital assets. 



cor~run~ption cnpcnditurc rcfcrrcd to cilrlier, ntuch higher than the Rs. 178 crores achieved 
brought down the level of ncr s;tvingr ( i . ~ .  gross in 1971.72. While thesc savings represent a 

savings aritttis erpcnditurc on renewals and transfer of resources from the private sector 
rcphccmcnts) to Rs. 4511 crorcs as against to the Government, they re-enter the expen- 
budgct anticipation of Rs. 621 crores (Tablc diture stream tllrough financing capital for 
4). Ncvcrthcless, net savings in 1'172-73 were mation. 

Table 4 :-Savings o f  the Central Government 
(Amounts in Rupees Crores) 

-., -.. .---* _I 

Percentage of Variation 

1 ! 7  7 0 - 7 1  1071-72 1!)72-73 1072-73 1073-74 ------------ 
(~\CC'OIIIILY) (/\CCOIIIIIS) ( I \ C C O ~ I ~ ~ S )  (Dudget (l2cvised (Budget col. (5) col. (6) 

Eqtimatcs) Est imntcs) Estimates) over over 
col. (3) col. (5) 

(i) 'l'i~x I<(:v(.II~Ic . . 318!) 2.13.1 2!W3 3320 3450 1 + 18.8 + 13.5 

(ii) Non-tnx Itcvcntlc . . (;!I3 (in!, !)I4 800 025 000 + 1 .  - 2.7 

2, Cttrrc~~t  Expc.~tclit~~rc: . . 7fi 10 ! !  $777 072.1. 4030 41 1 0  4- 6. 0 + 1 .8  

4. &precintior~ Provision and 
I<ctninctl Prolita of Depnrtmcn- 
tnl Co~~uncrcinl Ul~ilcrtnkings 
(i -1- ii) . . . . . . I(i0 1 7!) ..- "+ID 255 230 278 f- 3 .1  + 17.8 

(i) Dcprc.ci:~tion l'rovision 115 123 128 137 136 148 +- 6 , 3  + 8.8 

(ii) Itctaincd Profits . . 46 5 (i 101 118 100 I:!O - 1.0 + 30.0 

5.  Gross Savings of tlic Ccntrnl . 
Covert~ment (3 $. 4) . , . . 402 403 2 Ci!) 74 1 672 983 -/-112.G -t 71.0 

< ,  

7. Net Savings (6 - 6) . . 327 312 178 G21 458 846 +157.3 + 84.7 

8. Net Investment . . . . 318 428 506 GO4 635 759 $- 25.5 + 10 5 

9. Excess (f) or shortfall (-) of 
Net Savings over Net Invest- 
ment (7 - 8) . . f !) - -  -328 $- 17 -177 -+ $7 

10. Item 3 as per cent of Item 1 8.4 7.1 1.1 11.5 7.7 14.6 
- 

33. A measure of the gap which had to be 
met from internal and external borrowings and 
indebtedness to the Reserve Bank is furnished 
by the excess of total expenditure over total 
receipts comprising current receipts, capital 
transfers, repayment of loans and internal re- 
sources of departmental undertakings. In 
1972-73, the total expenditure of the Central 
Government a t  Rs. 7840 crores exceeded 
total receipts by Rs. 2006 crores. This was 

financed to the extent of Rs. 1147 crores by 
domestic borrowings and Rs. 309 crores by 
external borrowings, leaving an uncovered 
gap of Rs. 550 crores to be financed by bud- 
getary deficit* i.e., borrowings from the Re- 
serve Bank against Treasury bills and drawal 
on cash balances. (Table 5). 

* AS mentioned earlier, budgetary deficit is now 
placed at Rs, 882 crores. 





12 SUPPLEMENT TO RESERVE BANK OF INDIA BULLETIN August 1973 



A~rgtrst 1973 SUPPLEMENT TO RESERVE BANK OF INDIA BULLETIN 13 

34. In contrast to the enlargement of ex- 
penditures that occurred in 1972-73, the budget 

for 1973-74 has provided for 
Budget for a decline of 2 .5  per cent (as 1973-74- 
Centre compared with the revised 

estimates for 1972-73) in 
total expenditure. Developmental expenditure 
(comprising social and economic services) 
which had increased by 29 per cent during 
1972-73 is expected to show a marginal rise of 
about 1 per cent. Non-developmental ex- 
tenditure i.e., general services and unallocable 
items, which had increased by 6 per cent in 
1972-73 is anticipated to  decline by the same 
percentage (Table 6).  At the same time, 
tax proposals have been introduced to yield 
as much as Rs. 292 crores* * (of which Rs. 42 
crores would be States' share). This has helped 
t o  limit the deficit as estimated t o  a modest 
amount of Rs. 85 crores. Whether the 
Government would be able to contain the 
deficit to  the budgeted figure will depend on 
a number of factors. Additional expenditure 
may have to be incurred on account of 

the recommendations of the Third Pay 
Commission. Also, the budget has not made 
adequate provisions for additional subsidies 
on imported foodgrains. I n  view of these 
factors, the Government has recently announ- 
ced a programme for reducing total outlay 
in 1973-74, including assistance t o  States, by 
Rs. 400 crores. 

35. Consumption expenditure of the Centre 
is estimated t o  rise in 1973-74 by 3 . 7  per cent 
as against an increase of 6 .5 per cent in 1972-73 
over 1971-72. The actual increase may be 
slightly higher for the reasons mentioned in 
the previous paragraph. In respect of capital 
formation, expenditure by the Centre which 
had increased by 26 per cent in  1972-73 is 
likely to  record a further rise of 6 per cent 
(Table 7). The provision for capital formation 
in 1973-74 would constitute 38 per cent of the 
total expenditure reflecting the continuation 
of the uptrend in  this ratio which was' 33 
per cent in  1969-70. 

Table 7 :-Expenditure on Capital Formation by Government of India 

(Amounts in Rupees Crores) 

1968-60 1069-70 1070-71 1971-72 
(Accounts) (Accounts) (Accounts) (Accounts) 

- 
I .  Gross Direct Fixcd Capital 

Forma tion .. .. .. 449 430 485 5GG 

11. Increase in Inventories . . .. -173 - 3 7  3& 31 

111. Net Direct Capital Formation 
(Gross Direct Fixcd Capital For- 
mation mims expenditure on 
renewals and replacements plus 
increase in inventories) .. 193 318 428 506 

IV. Financial Assistance' for Capital 
Formation (a+ b+c) . . . . 13S4 1219 1285 15G4 

(1 369) * 
(a) States and Union Territories 709 G02 740 885 
( b )  Vn-Departmental Commer- 

c ~ a l  Undertakings (1 +2) 633 444 445 545 
(332) * 

1 .  Financial Concerns . . 69 42 i0 63 
(Is*)* 

2 .  Others .. . . . . 654 404 378 482 

(c) Other Parties@ . . . . D? 83 0 7  1 3 1  

1972-73 1972-73 1973-74 
(Budget (Revised (Budget 
Estimates) Estimates) Estimates) 

Total (I + ll + IV) . . 1660 1612 1804 2161 244 1 2718 2883 
(1888)* 

,Vote :-In this table expenditure on capital form~tion is shown on gross basis. 
* Including cornpermtion paid to niitionalisetl banks, 

fii~ Co~nprising assistance to local authorities and others. 

** This amount would be redwed by about Rs. 2 crorcs on account of tax concessions referred to earlier. 
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36. Under capital formation, the expen- 
diture for economic services (excluding block 

grants and loans) showed a 
Capital modest rise of 2.0 per cent 
Formation from Rs. 1896 crores in 1972- 
Expenditure 73 to  Rs. 1933 crores in 1973- 

74. This increase is mainly 
attributable to the provision of Rs. 150 crores 
as advance action for the Fifth Plan which is 
treated as capital formation. On the other 
hand, the expenditure under agriculture, indus- 
try and transport and communications in 
1973-74 is budgeted lower than in 1972-73. 
In the case of agriculture, the reduction in the 
provision may be due partly to the fact that 
last year there was a spurt in loans advanced to 
the States for emergency agricultural pro- 
duction programme. With regard to industry, 

' the decline is explained by the fact that the 
revised estimates of 1972-73 included the com- 
pensation payments referred to earlier. The 
smaller provision for ,transport and communi- 
cations is mainly because of an anticipated 
decline of Rs. 10 crores in the level of inven- 
tories in 1973-74 as against an addition of 
Rs. 22 crores in 1972-73. 

37. The revised estimates for 1972-73 show 
that the combined budgetary position of all 

States was surplus* to the 
Budgetary 
Operations of 
State Govern- 
ments 1972-73 

extent of Rs. 270 crores as 
against a small surplus of 
Rs. 20 croresa anticipated in 
the budget estimates (Table 8). 

This sharp improvement in the revised esti- 
mate of State finances was due mainly to the 
substantial loan assistance from the Centre, 
Rs. 511 crores*" of which was provided to 
clear their outstanding overdrafts with the 
Reserve Bank of India. The States have 
repaid Rs. 90 crores of this amount and the 
remaining Rs. 421 crores have been sub- 
sequently converted into a medium-term loan. 
The surplus of Rs. 270 crores mentioned 

* The overall surplus or deficit as measured by in- 
crea~e~decrease in cash balances, net purchase/sale, 
reserve funds and net decrease/increase in Reserve Bank 
of India credit in the form of ways and means advances 
and overdrafts (repayable within 7 working days with 
effect from hfay I, 1972)as presented in the State budgets. 

@ This f iyre would slightly differ from that given in 
the last years Annual Report as it excludes the effect 
of supplementary estimates presented during 1072-53 
by the Pul?jab Government. 

** This includes Rs. 8 crores given to the Government 
of Jamrnu and Kashrnir as a part of non-Plan loan for 
meeting the gap in resources in 1072.73. 

above appears in the revised estimates (Table 8) 
because of the fact that the transactions con- 
nected with the clearance of overdrafts with 
the Reserve Bank in April 1972 have not 
been fully taken into account on the capital 
disbursements side. In actual fact, however, 
the budgetary transactions of the State Gov- 
ernments seem to be, on the basis of more 
recent data, one of net surplus of about Rs. 14 
crores,? which was very close to  the budget 
anticipations. 

38. Aggregate disbursements of State 
Governments (Rs. 7036 crores) exceeded their 
aggregate receipts (Rs. 6885 crores). Aggre- 
gate receipts which were to rise by 10 per cent 
over .1971-72 actually showed an increase of 
about 17- per cent.' This was despite the fact 
that States' own tax receipts which were esti- 
mated to rise by 13 per cent rose only by 10.5 
per cent. This shortfall was largely made 
good by transfers from the Centre, by way of 
States' share in Central taxes, grants and loans. 
The total of grants-in-aid and share in Central 
taxes went up by more than 13 per cent while 
loans from the Centre rose by 18.6 per cent. 
Of the increase over budget estimates of 
Rs. 431 crores in aggregate receipts, as much 
as 69 per cent was accounted for by capital 
receipts, the major portion of which. came by 
way of loans from the Centre. 

39. The effect of drought conditions was re- 
flected in the aggregate disbursements of State 
Governments. Disbursements which accord- 
ing to budget estimates would have risen by 
4.4 per cent over 1971-72, in fact, went up by 
14.2 per cent. Non-developmental expendi- 
ture which was to go up by 3 . 8  per cent showed 
a rise of more than 20 per cent, principally 
because of a large increase in current expendi- 
ture under famine relief. The effect of scarcity 
conditions prevailing in a number of States was 
also reflected in an increase in State Govcrn- 
ments' loan assistance to third parties, in par- 
ticular to cultivators. Such loan assistance 
actually went up by 23 per cent. There was 
also an increase in their developmental expen- 
diture which was 20 per cent higher than in 
1971-72, and 8 . 6  per cent higher than the 
budget estimates for 1972-73. 

t As measured by variations in cash balances, ways 
and means advances from the Reserve Bank and hnlrlings 
of Treasury bills as per the Kmrve Bank record.. 
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40. A notable feature of the State Govern- 
ments' 1973-74 budgets was the stepping up 

of their Plan outlay by Rs. 234 
Budgetary crores (14.6 per cent) to 
Operations of Rs. 1836 crores. This was State Govern- 
ments 1973.74 not, however, accompanied by 

an equivalent intensification of 
State Governments' efforts at mobilising 
additional resources. As against the fresh tax 
efforts of Rs. 69 croresr undertaken in 1972-73 
the measures announced by the State Govern- 
ments, in 1973-74 are expected to yield an 
additional revenue of only Rs. 40 crores. Of 
this, Rs. 18 crores are expected to accrue from 
the retention of the levies which were initially 
imposed for refugee relief. 

41. Aggregate receipts of all State Govern- 
ments at Rs. 7230 crores (at 1972-73 rates of 
taxation) are expected to be lower by Rs. 166 
crores over the revised estimates for 1972-73. 
However, adjusting for the special ways and 
means assistance received by the State Govern- 
ments in 1972-73, mentioned earlier, aggregate 
receipts would show an increase of Rs. 345 
crores (5.0 per cent). Total receipts would 
go up to Rs. 7312 crores if credit is taken for 
the expected yield from the measures taken 
by State Governments for raising additional 
resources together with their share in Centre's 
fresh tax efforts during the year. The pattern 
of States' aggregate receipts reveals that the 
budgeted increase in States' own tax receipts 
of 9- 6 per cent (including additional resource 
mobilisation) would show a growth which is 
smaller than in any year during the entire 
Fourth Plan period. Over the past few years 
the rate of increase in States' tax yields shows 
a decline from about 12.7 per cent in 1970-71 
to 9.6 per cent in 1973-74. Resources trans- 
ferred from the Centre in the form of shared 
taxes and grants-in-aid, on the other hand, 
at Rs. 2302 crores are expected to be higher 
by 13 -4 per cent, about the same as in 1972-73. 
Capital receipts of State Governments at 
Rs. 2331 crores are budgeted to decline by 
about 1 per cent as against a sharp increase of 
about 29 per cent in 1972-73 over the previous 
year. Loans from the Centre budgeted at 
Rs. 1295 crores would be lower by more than 
8 per cent. 

t This relates to fuil year yield. This does not include 
the yield from drive to coI1cct ancan of taxes and tigh- 
tening d tax administration machinw, 

42. Aggregate disbursements at  Rs. 7510 
crores would be 'higher by Rs. 384 crores 
(5.4 per cent) over the revised estimates for 
1972-73, as compared to an increase of 15.6 
per cent in 1972-73." Both'the developmental 
as well as non-developmental expenditures are 
expected to show a much smaller increase of 
10.8 per cent and 5.3 per cent, respectively, 
than those recorded in 1972-73 (19.8 per cent 
and 20.2 per cent, respectively). Repayment 
of loans by State Governments to the Centre 
is expected to be 14.6 per cent higher in con- 
trast to the position in 1972-73 when it went 
down by 16.3 per cent. The higher loan re- 
payment by the State Governments to the 
Centre would be partly offset by a substantial 
reduction in State Governments' own loan 
assistance to third parties which is budgeted 
lower by 19.6 per cent. 

43. To sum up, the budgetary operations 
of the State Governments in 1973-74 are ex- 
pected to end up with a deficit of Rs. 280 
crores. This would, however, be reduced by 
Rs. 82 crores to Rs. 198 crores as a result of 
State Governments' efforts towards additional 
resource .mobilisation as well as by their share 
in additional taxes by the Centre. It is not 
clear how this deficit is to be covered. In this 
context, it may be mentioned that no State 
Government, with the possible exception of 
Haryana, has moved towards implementing 
the recommendation of Raj Committee on 
imposition of an agricultural holdings tax. 
The contribution of all State Governments' 
commercial undertakings except forests and 
road and water transport schemes, has been 
negative. If the State Governments intend 
mobilising substantial additional resources, 
they will have to adopt measures that will im- 
pinge on the larger agricultural incomes and 
try to obtain surpluses from their commercial 
undertakings. 

44. As was mentioned in last year's Report. 
the outstanding overdrafts of Rs. 642 crolcs 

a t  the end of April 30, 1972 
Overdrafts by were cleared, under a new 
states scheme evolved for the pur- 

pose, partly by special assist- 
* Aggregate disbursements for lJ)i?-i3 are incliuis*e 

of repayment of Rs. %) crores of ways and means alsistancc 
to the Centre, as similar bre;ik.do.nn for 1973-74 in r n p c t  
of States' repayment to thc Centre is not a\-ailablr. 
Aggregate dishunrments for 1973-73 arc comprcd  wit11 
thr~e including the special t+-;tys and mrans awi~tancc 
for 1972-73, 



ffllgwt 1973 SUPPLEhlENT TO RESERVE BANK OF lNDIA BULLETIN 17.' 

ance provided by the Central Government and 
partly by advance release of payments due to 
States. From May 1, 1972, no overdrafts 
are allowed by the Reserve Bank of India, save 
for purely temporary periods not exceeding 
seven days. However, the limits for clean ways 
and means advances from the Reserve Bank 
have been increased to a total of Rs. 78 crores 
for all the States. Additionally, State Govern- 
ments can obtain secured advances, as special 
and additional special ways and means ad- 
vances. The State Governments availed of 
these modified facilities for ways and means 
advances with considerable restraint, and the 
maximum amount outstanding under the head 
of clean advances did not exceed Rs. 64 crores. 
Some State Governments, which had over- 
drawn on the Reserve Bank temporarily 
cleared the overdrafts within the set time limit 
of seven days. Thus the new arrangement 

for eliminating RBI overdrafts by States arid 
for their improved financial discipline worked 
satisfactorily in 1972-73 in the manner in- 
tended. 

45. A considerable part of the increase in 
Government expenditure in 1972-73 was 

financed by resources mobi- 
Market lised through market bor- 
Borrolrings rowings. The combined net 

receipts of the Centre and 
States from market borrowings amounted t o  
Rs. 612 crores in 1972-73 recording a rise of 
Rs. 216 crores over the level of Rs. 396 crores 
achieved in 1971-72. Of this rise, the share 
of the Centre was Rs. 183 crores and of the 
States Rs. 33 crores. The Centre entered the 
market on four different occasions, when sub- 
stantial surplus funds were available with 
the banking system (Table 9). 

Table 9 :-Market Borrowings of the Government of India during 1972-73 

(Amounts in Rupees Crores) 

Loans floated 

Amount Repayment Net 
- i n  cash for Market 

Issue Offered Subscribed unconverted Borrow- 
Price (Rs. maturing ings 
per cent) Cash Conversion Total securities (3-6) 

(3 4-41 

4% per cent Loan, 1979 . . .. 100.00 57 44 102 

5 per cent National Defence Loan, 
1981 . . . . . . .. 100.00 

5 per cent Loan, 1982 . . .. 100.00 

5 per cent Loan, 1983 . . . . 90.50 710 171 88 250 18 
90.65 

5 per cent Loan, 1984 . . . . 99.50 

5 1  per cent Loan, 198s . . . . 09.50 

62 per cent Loan, 2003 . . .. 100.00 

Tota l  during 1972-73 . . . . 541 237 779 63Q, 478 

-- 
o t  : Details may not add up to totals on account of rounding. 

@ Includes Rs. 45 crores of cash repayment of securities maturing during the year. 

Source : Reserve Bank of India records. 
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46. On September 4, 1972, 20' State 
Governrncnts issued at par IZyear loans 
carrying interest at 5g per cent, for Rs. 197.25 
crores. Net market borrowings of States 
aggregated Rs. 134 crores during 1972-73 
as against Rs. 101 crores in 1971-72. 

47. Net collections from Small Savings 
were estimated at Rs. 230 crores** for 1972-73 
budget of the Centre. Actual net collections 
during 1972-73 are now placed at Rs. 351 
crores. In the Central budget for 1973-74, 
these receipts are expected to be of the order 
of Rs. 325 crores. 

48. In conjunction with other receipts on 
capital account, the market borrowings enabled 

the Centre to finance, directly 
Savings and well as indirectly through 
Investment assistance to States, Union 

Territories, local authorities 
and non-departmental commercial underta- 
kings gross capital formation of Rs. 2718 
crores in 1972-73 (Table 7). 

49. In the 1973-74 budget, the Centre has 
made a provision of Rs. 880 crores and 
Rs. 326 crores, respectively, for gross and 
net market borrowings. During the first 
phase of borrowings, the Centre floated on 
May 12, 1973, 48 per cent Loan, 1980, 5 per 
cent Loan, 1984 (Second Issue) and 5 j  per cent 
Loan, 2003 for Rs. 500 crores. Subscriptions 
amounted to Rs. 551 crores of which Rs. 170 
crores were in cash and the remaining in con- 
version. During the second phase of the 
borrowings, on July 21, 1973, the Centreissued 
4Q per cent Loan, 1981, 5$ per cent Loan, 
1987 and 52 per cent Loan, 2003 (Second 
Issue) for Rs. 325 crores. Of the total sub- 
criptions of Rs. 358 crores, Rs. 212 crores were 
in cash. Allowing for cash repayments, net 
market borrowings of the Centre from these 
two phases aggregated Rs. 354 crores. As 
regards State Governments, the issue at par 
of 5$ per cent 1985 loan for an aggregate 
notified amount of Rs. 149.75 crores has been 
announced. No State Government loans are 
due to mature in 1973-74. 

* Himachal Pradesh, Jammu and Kashmir, hfanipur, 
hleghalaya and Nagaland issued market loans for the 
first time. 

**This was subsequently raised to Rs. 275 crores con- 
sequent to the decision to invest 75 per cent of the 
Provident Funds under the Employees Provident Fund 
Act, 19.52, in the Post Ofice Time Deposits. 

50. No detailed information is available 
to estimate expenditures of the States on 
capital formation. Over the last year, the 
developmental outlays of States have increased 
by Rs. 566 crores both on revenue account as 
well as on capital account (Table 8). Since 
a large part of States' developmental expen- 
diture consists of current outlays on education, 
public health, civil works, etc. it is difficult to  
say what part of this increase represents addi- 
tional outlays on capital formation. As re- 
gards the financing of capital formation, 
much the greater part came from loans and 
other transfers from the Centre ; the States' 
own savings provided a somewhat smaller 
share than in the previous year. 

51. There appears to have occurred some 
marginal improvement in the finances of 
large public sector undertakings like Hindus- 
tan Steel, Heavy Engineering Corporation 
and Heavy Electricals, etc. thereby arresting 
the decline in public sector savings. In addi- 
tion, as mentioned earlier, net savings of the 
Central Government were Rs. 458 crores in 
1972-73 in comparison with the level of Rs. 178 
crores in 1971-72. These are budgeted to 
increase to Rs. 846 crores in 1973-74 and with 
net investment anticipated to rise to Rs. 759 
crores, there is expected to be a surplus of 
Rs. 87 crores in savings. This surplus would 
be in contrast to a shortfall of Rs. 177 crores 
in 1972-73 which itself was lower than the 
shortfall of Rs. 328 crores in 1971-72. Con- 
tinuation of an improvement in the savings 
of the Centre would very much hinge on the 
extent of containment of current expenditure 
within the budgeted provisions. 

52. What emerges, therefore, is that both 
public savings and public investment expen- 
ditures were higher in 1972-73 than in 1971-72. 
But more importantly, Governments' outlay 
on purchase of goods and services for both 
consumption and investment purposes much 
exceeded the transfers from the private sector 
by way of taxes and loans to Governme~~t. 
The inevitable consequence of this was, on the 
one hand, a rapid increase in the net indebted- 
ness of the Government sector to the Reserve 
Bank of India ; and, on the other, impairment 
of even essential consumption. 



Monetary and Banking Dcvclopmcnts sion unlikc in tlic previous year was the steep 
rise in its currency conlponent \ ~ h i c h  expanded 
by 11s. 857 crores (17.2 per cent) it1 comparison 
with Rs. 388 crores ( 8 . 5  per cent) in the pre- 
vious year. On the other hand, deposit money, 
which had increased by Rs. 673 crores (23 .4  
per cent) last year, registered a smaller rise 
of Rs. 469 crores (1 3 .2  per cent). Consistent 
with this trend, the marginal ratio of currency 
to money supply moved up from 36.6 per cent 
to 64 .6  per cent (Table 10). Time deposits, 
however, a t  22 per cent growth increased 
faster than either currency or demand deposits. 

53. The increases in public and private 
spending were, as observed earlier, accompa- 

nied by a fast growth in money 
Trends in 
Money Supply supply and aggregate monetary 
and Aggregate resources. Money supply with 
Monetary 
Resources the public expanded by 15.6 

per cent in 1972-73 as against 
14.2 per cent in the preceding year. The 
increase in aggregate monetary resources was 
17.6 per cent as compared to 16.9 per cent 
last year. A feature of this monetary expan- 

Table 10:-Trends in  Money Supply and Monetary Resources (Annual) 

(Amounts i n  Rupees Crores) 

Outstandings at enddune Variations during July-June -- 
1971 197'3 1973 1970-71 1071-72 197'2-73 

-- - - - -  - -  - 

Constituents of Money SupFly 

1. Currency with the Public . . . .  4501 4979 5836 + 431 3. 388  + 657 

2. Demand Deposits . . . . . . . . 3871 3544 4013 + 400 3 673 4- 409 

3. Money Supply (1 +2) . . . . . .  
. . . . . .  4. Time Deposits . . 

5. Monetary Resources (34-4) . . . . 
Factors Affecting Money Supply 

0. Net Bank Credit to Government (a + b) . . 
(a) Reserve Bank's Net Credit to Government 

( b )  Other Banks' Credit to Government . . 
7. Net Foreign Exchange Assets of the Banking 

Sector . . . . . . . .  . . 
8. Government's Net Currency Liabilities t o  

Public . . . . . . . . . . 
9. Total (6+7+ 8) . . . . . . . . 

10. Bank Credit t o  Commercial Sector* . . 
(a) Net Bank Credit t o  Commercial Sector* 

11. Total (9f10) . . . . . . .. 12467 14696 17173 +I578 +2239 4-3177 

12. ~ e t  Non-monetary Liabilities of R.B.I. 
(Increase -) . . . . . . . . 817 1066 1143 - 177 - 449 - 77 

13. Residual (Increase -) . . . . .. 527 632 747 - 10 - 105 - 115 
-- 

* Includes advances made to public sector enterprises and State Governments for commercial purposes. 
.Note : Net of some accounting adjustments effected during 1971-72, the increase in 'net bank credit to  Govern-. 

rnent' work5 out to Rs. 1159 crores as compared with Rs. 831 crores during 1970-71. These eccounting adjustments 
had not affected figures of 'money supply', since adjustments were so made as  to neutralise the expansionary influence of 
one by the contractionary influence of another. However, they have in effect, overstated net bank credit to Government 
sector by Rs. 75 crores during 1971-72 and Rs. 100 crores during 1970-71 , (July-June) and resulted i n  appreciation 
of net foreign exchange assets by Rs. 3 crores during 1971-72. The non-monetary liabilities of the Reserve Bank of 
India had acted as a contractionary factor to the tune of Rs. 98 crores during 1971-72 and Rs. 100 crores during 1970-71. 
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54. Monetary expansion of this magnitude 
was mainly attributable to a substantial step 
up in net bank credit to Government for the 
second year in succession. Net bank credit 
to Government went up by as much as Rs. 1438 
crores this year, compared with an increase 
of Rs. 1234 crores in 1971-72. Among the 
components of net bank credit to Government 
a noticeable feature was that while the Reserve 
Bank credit to Government at Rs. 955 crores 
was Rs. 77 crores higher than in the previous 
year, credit ex tended by commercial and co- 
operative banks increased by Rs. 484 crores, 
or Rs. 128 crores more than in the last year. 
However, a deterioration of Rs. 18 crores in 
net foreign exchange assets as compared to an 
improvement of Rs. 36 crores last year, 
exercised some contractionary influence on 
money supply. Net bank credit to the com- 
mercial sector had an expansionary effect of 
Rs. 79 crores on money supply despite the 
fact that increase in time deposits (Rs. 958 
crores) was larger than last year (Rs. 816 
crores). The increase in total bank credit to 
the commercial sector including public sector 

undertakings at Rs. 1037 crores was Rs. 102 
crores higher than in the previous year. 
Nevertheless it may be mentioned that the 
trend from 1970-71 in the following two years 
has been of an acceleration in the growth of 
time deposits and a downward change in the 
net bank credit to the commercial sector. 

55. The behaviour of money supply vari- 
ables during the slack and busy seasons did 

not materially differ from that 
seasonal in the previous seasons except 
Trends that variations between the 

two were more pronounced. 
Slack season expansion in money supply was * 

substantially less at Rs. 40 crores during 1972 
(May to October) as compared with Rs. 171 
crores increase that occurred in the previous 
slack season. As in the preceding slack 
season, the entire expansion resulted from an 
increase in deposit money ; currency with 
the public declined. 

56. It may be observed from the explana- 
tory factors set out in Table 11 that in the 

Table I I:-Trends In Money Supply and Monetary Resources (Seasonal) 

(Amounts in Rupees Crores) 

Variations during 

Slack Season Busy Season 

1971 1972 1971-72 1972-73 

Constituents o f  hfoney Suppb 

1. , Currency with the Public . . . . . .  - 23 - 175 + 442 
2. Demand Deposits . . + 911 . . . . . .  . . + 193 + 215 + 353 
3. Money Supply (1 +2) . . + 350 . . . .  . . + 171 + 40 + 795 +1264 
4. Time Deposits . . .. . . . . . . .  -/- 435 + 459 $- 326 + 482 8. Monetary Resources (3+4) . . . .  . . + 606 + 500 $1121 + 174.5 

Fa:tors ilffecting iMoney Supply 

Xet Bank Credit to  Govanmcnt (a + b) . . 
(a) Reserve Bank's Net Credit to Government 
(b) Other Banks' Credit to Government 
Xet Foreign Exchange A~sets of the Bankine Sector 
Governm&t9s net ~;rrency Liabilities to ~ G b l i c  
Total (6+7+8) . . . . . . . . . . 
Bank Credit to Commercial Sector* . . . . 
(a)  Net Bank Credit t o  Commercial Sector* . . 
Total (9-j-10) . . . . . . . . 
Xet Non-Monetary Liabilities of RBI* ' 
(Increase -) . . . . . . . . . .  
Residual (Increase -) . . . . . . 

-- 
* ~ncludes advanca made to public sector enterprism and State Governments for commercial p u m .  
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1972 slack season the contractionary impact 
of declines in net bank credit to the commer- 
cial sector and net foreign excllnngc assets of 
the banking sector was more than offset by 
increase in net bank credit to Government. 
The latter was entirely in the form of banks' 
investments in Government securities while 
net RBI credit to Government registered a 
fall. I t  is to be noted that there is a qualita- 
tive difference between the impact of a change 
in net RBI credit to Government and of a 
change in commercial banks' investment in 
Government securities. An increase in net 
RBI credit to Government would ipso facto 
cause an increase in reserve money constitut- 
ing the base for multiple credit creation. On 
the other hand, an increase in commercial 
banks' investments in Government securities 
essentially represents an alternative outlet to 
the funds available to the banks. These in- 
vestments largely amount to a transfer of 
funds from the household sector to the Govern- 
ment sector via the commercial banks and 
thus do not constitute a direct addition to 
reserve money. Consequently, the potential 
inflationary impact of the change in net 
bank credit to Government would be subdued. 

57. The real expansion in money supply 
took place during the 1972-73 busy season 
when it registered an unprecedented rise of . 
Rs. 1264 crores (15.3 per cent) as compared 
to that of Rs. 795 crores (10-7 per cent) and 
of Rs. 581 crores (8.7 per cent) in the busy 
seasons of 1971-72 and 1970-71, respectively. 
As in the previous busy season, the expansion 
in money supply was ascribable to the spurt in 
net bank credit to  Government ; but this time 
the increase in net bank credit to commer- 
cial sector which more than quadrupled that 
recorded in the 1971-72 busy season, also 
added significantly to the monetary expan- 
sion, reflecting mostly non-food advances. 
The picture looks rather different if the 
slack and busy seasons are taken together. 
The increase in money supply (April 1972- 
March 1973) was Rs. 1304 crores as against 
Rs. 966 crores in the preceding twelve months. 
The net bank credit to the commercial sector 
increased by Rs. 232 crores as compared with 
a decline of Rs. 60 crores last year. 

58. Money supply with the public regis- 
tered an expansion of a larger magnitude in 
the first two months of the 1973 slack season 

(May and June) than in tllc corresponding 
period of thc previous slack scasan. W l ~ i l c  
currency with the public showed a large rise, 
the rate of accretion to deposit moncy dimi- 
nished substantially in divergence with thc 
trend obscrved last year. A significant in- 
crease in net bank credit to Government was 
the major expansionary factor. Net bank 
credit to the commercial sector, on the other 
hand, registered a fall as against rise in the 
comparable period of last year and thus 
exercised a contractionary influence on money 
supply. 

59. Equity prices recorded moderate gains 
during the year 1972-73 (July-June). ' The 

downward movement in equity 
Equity Prices prices observed from the begin- 

ning of May 1972 continued 
upto the end of September 1972, but thereafter 
there was a gradual recovery which sustained 
till the.end of June 1973. The Reserve Bank 
of India's All-lndia Index of Variable Divi- 
dend Industrial Securities (Base : 196 1-62 = 
100) declined fro111 95.6 during the week 
ended June 24, 1972 to 90.6 during the week 
ended September 30, 1972. The market senti- 
ment was depressed during this period re- 
portedly by the take-over of the management 
of Indian Iron and Steel Company by the 
Union Government, reports of widespread 
damage to kharif crops in several States and 
the announcement by the Government to in- 
crease minimum bonus for industrial workers 
from 4 per cent to 8.33 per cent From the 
beginning of Ocrober 1972, the trend was 
reversed and the index gradually recovered 
to 93 - 8 by December 23, 1972. This was due 
to encouraging reports of improvement in 
industrial production in 1972 and investments 
by financial institutions. Subsequently, in 
the pre-Budget period, the market turned 
cautious' after take-over of the management 
of non-coking coal mines b y  the Govern- 
ment. After the announcement of Central 
Budget proposals for 1973-74, there was a 
marked recovery in March 1973 as the Budget 
did not include any psoposal for tax increase 
for the corporate sector. The post-Budget 
recovery halted in April as the stock exchange 
authorities imposed restraints on the market 
operators. The uncomfortable situation re- 
garding foodgrains supply in some States and 
reports of the adverse impact of power cut ih 
the various States on the industrial production 
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were c)tlicr depressants. Howcvcr, witfi the 
prospects of u normal monsoon, equity prices 
moved up in May and June and absorbed the 
imp:ict of increase in Bank rate from 6 per 
cent to 7 per cent. As at the end of June 30, 
1973, tile intfex recorded rr rise of 6.3 per cent 
during 1972-73 as against a decline of 1.9 per 
cent in the preceding year. 

Credit I'olicy and Banking Trends 

60. Credit pojicy for the year under review 
hrtd to keep diverse ~0llSider~ti0ll~ in view. 
On thc one Iiand, under the prevailing condi- 
tions of excess aggregate demand and the 
increasingly liquid position of the banking 
system, commercinl biinks' access to RBI 
rcfitiancc facilities had to be on a restricted 
basis. 011 tlic otllcr hand, there was need to 
support thc growth in industrial production 
and export and to ensure that priority sector 
advances, particularly for food procurement 
and ralii crash programme, were adequately 
made. Credit policy had thus to aim at the 
twin objective of controlling general credit 
expansion and sustaining production in prio- 
rity areas. 

61. Between end-June and end-December 
1972, the volunle of scheduled commercial 
bank credit remained practically unchanged. 
Demand for bank credit showed signs of 
picking up during the first quarter of 1973 and 
thereafter the pace OF credit expailsion accele- 
rated. The emphasis of policy Had therefore 
to shift to restraint on credit expansion through 
a package of measures which included a rise 
in the Bank rate to 7 per cent and the use of 
the variable reserve ratio instrument after 
over a decade. 

62. At the start of the 1972-73 busy season 
the credit deposit ratio stood a t  66.2 per cent 
showing a sharp decline from the level of 73.1 
per cent at  the end of October 1971. The 
incremental credit deposit ratio for the year + 

ended last Friday of October 1972 was only 
30.4 per cent. During the 1972 slack season 
bank credit for other than public food pro- 
curement operations had shown an increase 
of Rs. 33 crores while the total expansion . 
during this slack season was Rs, 32 crores as 
against Rs. 163 crores in 1971 slack season. 
Also, on the eve of the slack season, banks 
were indebted to the Reserve Bank only to the 

extent of Rs. 23 crores as against Rs. 19 1 crores 
at tllc beginning of the 1971 slack season. 
Banks had also added Rs. 624 crores to their 
investments during the 1972 slack season as 
against Rs. 254 crores in the slack season of 
1971. Their ratio of liquid assets to aggregate 
liabilities stood at 36.7 per cent at the end of 
October 1972 as against 31.3 per cent at the 
end of October 1971. 

63. As in the previous two years, the 
Reserve Bank had discussions with each of the 
major commercial banks on its credit budget 
for the busy season. It was clear from these 
discussions that both during the busy season 
of 1972-73 and in the months immediately 
thereafter, the demand for food procurement 
credit as foreseen by the authorities would be 
substantial and a sizeable proportion of newly 
accruing deposits had to be earmarked for 
this priority demand. In addition credit 
demand from the industrial sector was expec- 
ted to increase, particularly in agriculture based 
industries. Even so, it was anticipated that de- 
posit accretion in the concurrent period would 
be large enough to meet these requirements 
without the banks borrowing from the Reserve 
Bank. Hence, the policy announced on 14th 
November 1972 retained the existing refinan- 
cing facilities broadly but, as an overall regula- 
tory measure, raised the minimum net liqui- 
dity ratio relevant for determining the rate on 
borrowing from the Reserve Bank by 2 per- 
centage points from 34 to 36 per cent. Banks 
were also advised to increase by 1 percentage 
point the minimum of assets that constitute 
the liquidity requirements under Section 24 
of the Banking Regulation Act, from, 29 to 
30 per cent. 

64. Modifications were also made. in the 
structure of selective credit controls in order to 
reinforce the restraint on credit, particularly 
in respect of sensitive commodities in short 
supply. In regard to advances against food- 
grains and vegetable oils and oilseeds, credit 
limits were stipulated on a party-wise basis 
instead of bank-wise basis as hitherto. With 
the fixation of credit limits on a party-wise 
basis, it became obligatory on the part of banks 
to approach the Reserve Bank not only on 
proposals for advancing loans to new parties 
but also for increasing the levci of credit 
available to existing parties. 
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65. The persistence of the liquidity surplus 
even after the commencement of the busy 
season caused some unhealthy competition 
among banks for large accounts. The Re- 
serve Bank had, therefore, to intervene and 
issue a circular in December requiring the 
prior permission of the Reserve Bank for the 
transfer from one bank to another of any 
account of Rs. 25 lakhs and above. 

66. A mid-season appraisal revealed an 
expansion in credit by March 9, 1973 of 
Rs. 721 crores (13.8 per cent) as against a 
rise of Rs. 314 crores ( 6 . 5  per cent) in 1971-72 
busy season. Thls increase in bank credit 
was almost entirely in sectors other than food 
procurement ; and the increase was faster and 
larger than that recorded in the corresponding 
period of the 1971-72 busy season. Conse- 
quently, the overall credit-deposit ratio regis- 
tered an increase of 4 percentage points to 
70-4 per cent as on March 9, 1973 over the 
level of 66.2* per cent at the commencement of 
the busy season. Nonetheless, this ratio was 
lower than that prevailing at the same time 
last year (74.0 per cent) due to larger increase 
in deposits. 

67. The situation thus warranted a res- 
traint on credit expansion without affecting 
food procurement credit which was expected 
to go up sizeably between end-March and end- 
June 1973. With the takeover of wholesale 
trade in wheat and on the basis of a targeted 
level of procurement of 8 million tonnes, 
the increased demand for bank credit expected 
in the following three months was projected 
in March 1973 by the authorities at  as much 
as Rs. 500 to Rs. 600 crores. The resources 
available with the banking system at that 
time indicated that the additional demand 
for procurement credit could be met with only 
moderate recourse to the Reserve Bank for 
refinance facilities. The borrowing of the 
banks from the Reserve Bank which stood 
at Rs. 6 . 7  crores at end-October 1972, reached 
the level of Rs. 197.9 crores by March 9, 1973 
and were only Rs. 24- 3 crores at  the end of 
the busy season, The emphasis of policy in 
such a context was to bring about an increase 
in the cost of bank resources through some 
moderate adjustments of deposit rates and a 
further tightening of the refinance system with 
a step-up of the net liquidity ratio from 36 per 
cent to  37 per cent. The refinance formula in 

rcspcct of food proeurcnient crcdit was re- 
vised to provide more tiberill facilities. In  
addition to 10 per cent of the outstanding 
lcvel of food procurement credit as on the last 
Friday of October 1972, banks wcrc told that 
they would bc entitled to one-half (as against 
one-third hitherto) of the incremental crcdit 
over the level of last Friday of October 1972. 
Simultaneously, the special refinance facility 
provided, at the Bank rate in respect of 
'Defence Packing-cum-supply Credit' was 
withdrawn. All other features of the refin- 
ance system were continued unchanged. 
Lending to public sector undertakings was 
brought under the purview of Credit Authori- 
zation Scheme in cases where working capital 
loans totalled Rs. 3 crores and above and 
term loans Rs. 1 crore and above. Banks 
were further told to ensure, before meeting 
the requests of State Governments for their 
commercial/financial requirements including 
food procurement, that the approval of the 
Government of India was obtained under 
Article 293(3) of the Constitution of India. 

68. By the latter half of May 1973, it 
became evident that for food procurement, 
credit would be substantially lower than 
expected earlier. There were also evidences 
of a fall in the growth rate of industrial pro- 
duction in the early months of 1973. Even so, 
it was seen that credit expansion during 
1972-73 busy season (November 1972-April 
1973) at Rs. 884 crores or 16.9  per cent was 
more than twice the increase during 1971-72 
busy season (Rs. 355 crores or 7.3 per cent). 
The supply position in respect of a number of 
important agricultural commodities had been 
difficult, resulting in price increases notwith- 
standing strict selective credit controls in 
respect of many of them and it was necessary 
to further tighten the general and specific 
controls on the disposition of commercial 
bank funds. With the take-over of wholesale 
trade in wheat by the State Governments, 
bank advances to private wholesale traders 
against the security of wheat were banned in 
terms of a circular issued on May 14. In 
regard to retail trade, banks were told to ensure 
that their advances against wheat were con- 
fined only to the licensed retail traders and, 
that too, ollly upto the limit of stocks which 
they were authorised to, bpld, 
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69. The package of measures introduced 
, a t  this juncture (May 30, 1973) included an 
' increase in the Bank rate from 6 to 7 per cent ; 

an increase in the statutory cash reserves from 
3 to 5 per cent ; an increase in the minimum 
net liquidity ratio from 37 to 39 per cent ; 
and the prescription of a minimum lending 
rate of 10 per cent on lendings other than 
specifically exempted categories. These mea- 
sures were designed to provide a corrective to 
the monetary situation, through a moderation 
of the high rate of bank credit expansion, to 
prevent excessive demand pressures. The 
policy was also aimed at tempering the pres- 
sures in the market through raising the cost 
of bank borrowings. A rise in the Bank rate 
and the consequent adjustments in the spec- 
trunt of interest rates, besides directly dis- 
couraging commercial banks' borrowing 
from the Reserve Bank, served to raise a 
cautionary signal and pave the way for 
complementary action in other directions. 
Following the increase in the Bank rate, 
the rate of interest on treasury bills of the 
Central Government was increased from 3.50 
per cent to 4 per cent per annum, with effect 
from the 31st May 1973, the increased rate 
being applicable on all new treasury bills 
issued on or after that date, including those 
issued in replacement of treasury bills out- 
standing on 31st May 1973 as and when they 
matured. This measureincreased the cost of the 
Central Government borrowing through trea- 
sury bills. As on the 1st June 1973 the volume 
of treasury bills outstanding was Rs. 4343 
crores approximately (including the ad hoc 
treasury bills held by the Reserve Bank of 
India). 

70. Subsequent developments in banking 
indicated general compliance with the objec- 
tives of policy announced on May 30, 1973. 
Scheduled commercial banks' deposits with 
the Reserve Bank increased by Rs. 222 crores 

a between June 22 and June 29 following the 
raising of the reserve requirements from 3 to 
5 per cent. Although banks had to have re- 
course to the Reserve Bank temporarily, they 
very soon liquidated their indebtedness to the 
Reserve Bank. Thus, scheduled commercia! 
banks' borrowings which had shown an in- 
crease of Rs. 129 crores between June 22 and 
June 29 declined by about Rs. 138 crores by 
August 3, 1973 to Rs. 3 crores, Credit ex- 

pansion had also. slowed down considerably. 
The incremental credit-deposit ratio during 
the slack season thus far (from the last Friday 
of April to the last Friday of June) has been 
57 per cent as compared to 78 per cent in the 
corresponding period of the last slack season. 
More importantly, thc bulk of the increase 
in credit has been on account of financing food 
procurement operations with credit for other 
sectors recording only a small increase over 
the level of end-April 1973. The rate of in- 
crease in aggregate deposits has been encour- 
aging compared with the corresponding period 
of last slack season, viz. 6 . 0  per cent as against 
5 . 5  per cent. 

71. With a view to reinforcing the dis- 
cipline imposed by the package of monetary 
measures announced on May 30, the Reserve 
Bank through a circular dated July 12, 1973 
withdrew several of the concessionary entitle- 
ments to refinance from the Reserve Bank. 
Thus, effective July 13, 1973 with the exception 
only of (i) a limited amount of refinancing of 
export credit and (ii) refinancing of amounts 
lent to primary credit societies and farmers' 
service societies, all concessionary refinance 
entitlements at Bank rate or below were 
withdrawn. Borrowings equal to an amount 
of 10 per cent of the annual average export 
credit would be available at the Bank rate, 
irrespective of a bank's net liquidity ratio but, 
unlike in the past such borrowings would 
impair the net liquidity ratio. The increase 
in lendings to the primary co-operative socie- 
ties and farmers' service societies continued to 
be refinanced, irrespective of net liquidity 
ratio, at a concessional rate now raised to  . 
5 per cent ; however, such borrowings would 
impair the net liquidity ratio as before. The 
facility in respect of rediscounting of bills 
under the new Bill Market Scheme would 
continue to be available at the Bank rate. 
(A chart indicating the refinance facilities 
prior to July 13, 1973 and effective July 13, 
1973 is given in the Annexure in Part I1 of 
the Report). 

72. It  was emphasised that the wifhdraulal 
of some of the concessionary facilities in the 
refinance system did not in any way alter the 
stress of policy to  assist the priority sectors. 
Banks were asked to continue to increase 
their involvement in financing these sectors 
and urged to accelerate the return flow of 
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funds made available by them, particularly turned out to be somewhat larger, viz. Rs. 819 
in respect of sugar and cotton textile industries. crorcs or 14.9 per cent as against Rs. 675 

crores or 14.0 per cent in 197 1-72. Credit 
73. Following the increase in the Bank for food procurement operations declined 

rate, the structure of interest rates of the during the year by Rs. 74 crores as against 
Industrial Development Bank of India and an increase of Rs. 163 crores in 1971-72. 
the A%ricultural ~efinance Corporation was Consequently bank credit with sectors other readjusted. than food procurement operations recorded 

74. The Industrial Development Bank of 
India raised its lending as well as rediscount- 
ing rates with effect from June 6, 1973. The 
normal late for direct assistance to industrial 
concerns (other than exports) was raised from 
8.5 to 9.0 per cent and that for units in back- 
ward areas was raised from 7 .0  to 7 - 5 per cent. 
The structure of interest rates charged b y  the 
Industrial Development Bank of India prior 
to June 16, 1973 and after June 16, 1973 is 
indicated in part IV of the Report. 

75. The Agricultural Refinance Corpora- 
tion also raised its refinance rate from 6.5 
per cent to 7 per cent, which would be applic- 
able to all schemes sanctioned on or after 
June 25, 1973. The Agricultural Refinance 
Corporation also directed all the financing 
banks to maintain a margin not less than 2.5 
per cent so that the ultimate borrower would 
have to  pay a rate of interest which would not 
be Iess than 9 . 5  per cent per annum. 

76. In summary, deposit growth during 
the year (July-June) was only marginally higher 
than in the previous year, viz. Rs. 1408 crores 
as against Rs. 1394 crores (Table 14), and the 
rate of growth considerably lower at 18.5 per 
cent as  against 22.4 per cent. Of the in- 

' 

crease in aggregate monetary resources during 
the year, deposits accounted for 63- 1 per cent 
and currency for 36.9 per cent as against 
79.3 per cent and 20 - 7 per cent, respectively. 
Another important aspect of deposit growth 
during 1972-73 was that time deposits account- 
ed for Rs. 910 crores or  64.6 per cent of the 
total increase as against Rs. 779 crores or 
55- 9 per cent in the previous year. 

77. Credit expansion during the year 
followed a somewhat irregular pattern with 
a negligible increase between June and 
December and a pronounced spurt there- 
after, particularly after February. 

78. Taking the year as a whole (July 1972 
to June 1973) total bank credit expansion 

a relatively iarge increase i f  Rs. 893 crores or 
18.1 per cent as against Rs. 51 2 crores or 1 1.6 
per cent in the previous year. 

79. Over the year ended June 1973 the 
incremental credit-deposit ratio was 58.2 
per cent as against 48.4 per cent in 1971-72. 
At the end of June 1973 the credit deposit 
ratio stood at 69-8 per cent as against 72 
per cent at the end of June 1972. 

80. The pattern of investment of scheduled 
commercial banks broadly reflected the liqui- 
dity conditions in the money market. Total 
investmets of scheduled commercial banks 
in Government and other approved securities 
increased by Rs. 63 1 crores during the year as 
against Rs. 511 crores in the preceding year. 
Balances with the Reserve Bank increased 
during the year by Rs. 255 crores as against 
Rs. 74 crores in the preceding year conse- 
quent upon the increase in reserve require- 
ments from 3 to 5 per cent towards the close 
of June 1973. Over the year ended June 
29, 1973, borrowings from the Reserve Bank 
showed an increase of Rs. 99 crores from 
Rs. 42 crores to Rs. 141 crores. As has 
already been pointed out, the sudden spurt of 
Rs. 129 crores in borrowings during the week 
ended June 29, 1973 was purely a temporary 
phenomenon. In the following week, they 
were brought down by Rs. 99 crores and by 
another 'RS. 25 crores in the week. thereafter. 

Balance of Payments 

81. In the sphere df external transactions 
improvement recorded in 1971-72 (July-June) 
has been maintained in 1972-73. Foreign 
exchange reserves recorded a rise of Rs. 37 
crores to Rs. 882 crores as compared to the 
rise of Rs. 58 crores from Rs. 787 crores to 
Rs. 845 crores during 1971-72. Two points 
deserve to be mentioned in connection with 
the movement of reseives : (1) there was 
no fresh allocation of SDRs in 1972-73 ; last 
year the benefit to  the reserve from such 
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Table 14:-Annual Variations in Important Banking Data-Scheduled Commercial Banks 

Outsti~ncl- Vnriatiotls Outstand- Variations Outstand- Variations Outstand- Variations 
irigs as on (luring titc irigs as o n  during the ings as on during the ings as on during the 
June 2(i, ycnr rl~tlt.tl June 25, year ended June 30, year ended June 29, year ended 

1!)70 Jurir2fi, 1071 JurieJ.i, 1 June30, 1973* J u n e 2 9 ,  
1070 1971 1973 1973 

1. Aggregate Dcposits . . 5275 -+- G2D 6216 + 941 7610 +I394 9018 1408 

(a) Dcrn:rnd . . . . 232!) + 226 5743 + 414 3358 + 615 3856 -1- 498 

2. Total Ilank Credit . . 4213 - 1 -  014 4806 + 592 5480 -t 717 6299 -/- 819 

0 f lvltich : 
(a) Food l'rocurcment 

Advances . . . . 207 - 2(i 370 + 172 542 -/- 163 468 - 74 

(6) Otlier Advances . . 4006 4.. G40 4426 + 420 4938 5 512 5831 4- 893 

3. Total Invcstlnents . . 1604 $ 146 1807 $ 303 2318 +al l  2949 +- 631 

(a) In Government 
Securities . . .. 118G + GO 1375 + 189 1721 f 346 2192 4- 471 

(6) In  other Approved 
Securities . . . . 318 + 85 432 $ 114 597 + 166 757 + 160 

4. Cash and Balances with 
Reserve Bank of India 3G2 - 37 397 + 36 537 + 140 794 + 257 

(a) Cash in hand . . 179 - 25 187 $- 8 254 + 67 266 + 2 

(6) Bal,ulces with Iie- 
serve Bank of India 183 - 1 2  210 -b 57 283 + 73 538 + 255 

5.  Money a t  Call and Short 
Notice . . . . 48 - 40 83 + 35 91 $ 8 115 + 24 

6. Borrowings from Reserve 
Bank of India 292 + 120 207 - 85 42 - 1 6 5  141 + 99 

7. Inland Bills purchasedl 
discounted by the Re- 
serve Bank of India - - 10 + 10 11 + 1 15 t 4  

Credi t-Deposi t Ratio 
(end-season) . . .. 79.9 

Credit (excluding food 
procurement)- Deposit 
Ratio . . .. 75.9 

Investment-Deposit 
Ratio . . .. 28.5 

* Provisional. 

Notes: (1) Data are based on weekly returns submitted by banks under Section 43(2) of the R w e  Bank of 
India Act, 1934 except in  respect of borrowings from the Reserve Bank of India, which are based on weekly bonowings 
advices from Regional Offices of the Resave Bank of India. 

( 2 )  Dntn rclatt fo thr 12-t Frict-y ofJ~nc. 



Table 15-Seasonal Variations In Scheduled Commercial Banks D a t a  

SL:\SC)X.\l, \ ~ . \ ~ ~ l . ~ Y r I o X s  
.... - ...... - .. -. ............ - ...........-..-.... 

Slack Uiny Sl;trk 1\\~yy SI:tck Scaso~l u p  to 
Season  sensor^ Scasorl Scasc)11 - - --- 

1971 1'371-72 I *  I -  I 2 .  June 30. 
1!)73* 1972 

1. Aggregate Deposits . . . . . . . . + 024 + 624 + 650 f- 796 + 330 f 3G9 

(a) Demand . . . . . . . . . . $. 209 + 310 + -028 $. 342 + 143 + 315 

( 6 )  Time . . . . . . . . . . + 4.7- 314 i- 421) + 4 + 18; $ 1T,4 

2. Bank Credit . . . . . . . . . . 4- lri3 4- 353 + 3 2  3 884 -1- 189 i- 287 

Of whiclr : 

(a) Food Procurement Advances . . -t 156 - 71 - 1 + 0 + 1 7 5  -t- 254 

( 6 )  Other Advances . . . , . . -fi 7 -1- 430 - 3 4- 878 + 14  -1- 3 3  

3. Investments in  Government and othcr appro- 
ved securities . . . . . . . . . . + 254 + 240 -1- (i21 4- 3 -t 53 -b 51 

(a) In Government Securities . . . . + 209 -t 144 -1- 537 - 90 +- 43 5 9 

(b) In Other Approved Securities . . . . + 45 + 96 4- 'Ji 4- 93 -+- 10 -1- 42 

4. Cash ancl Balances with RBI . . . . . . +46 -t 15 + 51 $ t i t i  + 33G + !I!) 
(a) Cash in hand . . . . . . .. + 24 + 1 + 31 4- 26 - 19 4- 67 

(b) Balances with RBI . . . . . . + 23 + 14 -+- 30 + 40 + 317 f- 32 

5 .  Money a t  Call and short notice . . .. + 72 - 9 + I 1  + 8 9  - 7G - 

6. Borrowings froin RBI . . . . . . . . - 172 +- 4 + 1 G  + 18 + 117 + 19 

7. Inland Bills purchased and discounted by the 
RBI .. . . . . . . . . 3 - 10 + 1 9  - 5  - - - 

Credit-Deposit Ratio (end-season) . . . . 73.1 71.7 66 .2  70.3 69 .8  73.0 

Credit (excluding food procurement)-Depo- 
sit-Ratio (end-season) . . . . .. 67.7 67.7 62 .G 07.0 6 4 . 7  G4.9 

Investment-Deposit Ratio (end-season) . . 30.6 31.3 36.6 33.3 32.7 30 .5  

* Provisiona! . 
Notes : (1) .Data are based on weekly returns submitted by banks under Section 42(2) of the Reserve Bank of India 

Act, 1934 except In respect of borrowings from the Reserve Bank of India, which are based on weekly borro~vings advices 
from regional offices of the Reserve Bank of India. 

(2) The variations are based on the last Friday figures of April and October. 
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ullocation amounted to Rs, 75 crores; (2) 
consequent upon the floatntion of major 
world currencies in the exct~nnge markets and 
the relative appreciation of some major cur- 
rencies in which part of the reserves were 
being held, the rupee value of the reserves 
went rrp by Rs. 35 crores or by more than 
twice the appreciation in 1971-72. Allocation 
of SDRs in 1971 -72 and the appreciation in 
rupee value of reserves in both 1971-72 and 
1972-73 would, therefore, have to be abs- 
tracted from reserve movements to assess the 
net result of external transactions during the 
two years. On this reckoning, the reserves 
may be considered to have recorded during 
1972-73 a nominal rise of Rs. 2 crores as 
against the decline of Rs. 33 crores in 1971-72. 

82. In the absence of detailed data on 
the balance of payments, the movements in 
reserves cannot be precisely explained. Autho- 
rized dealers' transactions relating to external 
trade and payments indicate that in the first 
half of the ,year,, i.e. July-December 1972, 
export receipts may have been 16 per cent 
higher than in the corresponding second 
half of 1971, import payments 18 per cent 
higher, invisibIe receipts 16 per cent lower 
and invisible hayments 6 per cent higher. 
The major portion of Government imports is 
paid through channels other than authorized 
dealers and are substantially affected by the 
utif sation of external assistance. 

83. During fi&ncial year 1972-73 both 
authorisation aswell as utilisation of external 
assistance recorded significant . deceleration. 
Aid authorisation amounted to Rs. 651 
crores or Rs. 226 crores lower than the autho- 
risation of Rs. 877 crores in 1971-72. Utili- 
sation in 1972-73 at Rs. 604 crores was 26 
per cent lower thanathe utilisation of Rs. 820 
crores in the preceding year. During January- 
June 1973 there have been official imports of 
food ; there were no &ch imports in the 
preceding year. ' A t  the same time, official 
debt service payments, most of which do not 
pass through authorized dealers, were about 
10 per cent higher than in 1971-72. Taking 
aII this into account, it would be reasonabIe 
to conclude that aggregate import payments 
during July 1972-June 1973 will have been 
somewhat higher, than in the preceding year, 
and the invisible account will have deteriorated 
over the year by more than a quarter. 

84. According to DGCIS data on imports 
and exports, India had a trade surplus of 

Rs. I85 crores during 1972-73 
Trade Balance (April-March) in contrast to 

a trade deficit of Rs. 218 
crores in 1971-72. This surplus was due to 
sharp increase in exports (Rs. 355 crores) 
and a decline in imports (Rs. 48 crores). 

85. Imports during 1972-73 (April-March) 
according to DGCIS declined 

Trends in to Rs. 1777 crores as corn- 
Imports pared to a sharp rise to 

Rs. 1825 crores in 1971-72 
from Rs. 1634 crores in 1970-71. There 
was hardly any change in the value of import 
licences issued during 1972-73 (Rs. 1855 - 7 
crores) as compared with the level in 1971-72 
(Rs. 1853.7 crores). 

86. This apparent decline in imports may 
not correctly reflect the actual position when 
the final figures for the year become available. 
The DGCIS trade data might be revised 
because figures relating to Government im- 
port of foodgrains, petroleum, oils and 
lubricants do  not become fully available to 
them at the time of arrival of shipments 
whereas payments would have already been 
effected. * 

87. The overall objectives of self-reliance 
and export promotion which provide the basic 

framework of import policy ' 

Import policy were further sought to  be 
achieved through the Import 

Policy for 1973-74, which raised the number 
of priority industries from 59 to 70 for pur- 
poses of imports. It also extended the scheme 
of compulsory exports to more industries so 
that the latter may benefit from liberal import 
facilities made available under that scheme. 
Additional facilities for import were to be 
given to those small units exporting 10 per 
cent or more of their production provided 
their exports in 1972-73 doubled those in 
197 1-72. Indigenous materials supplied at 
international prices for export production 
were to be treated as exports for all benefits 
available under the import policy. 

- -- * The trade data as given by DGCIS and that  based 
on balance of payments figures are not strictly compar- 
able due to different stages at which these transactions 
are recorded. DGCIS data, therefore, hrrve to be read 
with caution. 



Tabla tblndia's Principal Imports 

I ricrcaisr ( -+ 11 
April-Dcm~drcr Urcrcasc (-1 

IWi-  196s- 19G9- 1070- 1971- - OC (7) over (0) 
08  6:) 7 0  il i:! 1971 lo;:! 

i\ctunl I'rrcrnr- 
ngr  

1 rl - " 3 4 i t  0 7 S 9 

Commodities 

: Food (excluding cashewnuts) . . 554 372 203 
Of which : 

Cereals and cereal peparations 518 336 3Gl 

2. Raw cotton . . 
3. Raw jute and mestn 

4. Cashcwnuts . . 
5. Mineral oils . . 

Of which: 
(a) Petroleum 

(b) Others .. 
Chemicals . . 
Of which : 

(a) Fert iliscrs 

(b) Others . . 
7. Iron and Steel . . 
8. Non-ferrous metals . . . . 80 80 -" 

l i )  

9. Crude rubber (including synthe- 
tic and reclaimed) . . .. 4 6 1 0  

10. Wool and other animal hair . . 12 11 17 

11. Animal and vegetable oils and 
fats . . . . . . 34 10 30 

12. Paper, paper boards and manu- 
factures thereof . . . . .. 1 8  18  2 4  

13. Pearls, precious and semi-precious 
stones . . . . .. 13 2 8  2 8  

14. Machinery and Transport equip- 
ment . . . . . . 503 514 396 

Of which : 
(a) Machinery other than 

electric . . . . . . 336 366 280 

(b) Electrical machinery . . 8 6  82 6 4  

(c )  Transport equipment . . 81 6 6 52  

15. Others . . . . .. 181 - 214 163 

Total . . . . . . 1974* 1909 1567* 

Note : Commodity-wise details are not available. 
* Revised. 
Source : DGCIS. 
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Table 17 :-India's Principal Exports 

(Amounts in Rupees Crores) 

Commodities 

Increase (4- )/ 
April-December Decrease (-) 

1967- 1968- 1969- 1970- 1971- of (7) over (6) 
68 69 70 71 72 1971-72 1972-73 

Acutal Percent- 
age 

A. Major  Non-traditional items 

Engineering goods . . . . 35 69 91 126 . 108 82 9G $14 +17 

Iron and Steel . . . . . . 55 79 87 91 41 31 30 - 1  - 3  

Iron ore .... .. .. 75 88 95 117 105 72 80 + 8  4-11 

Chemicals .. .. .. 16 24 30 3G 32 24 30 + 6 4-25 

B. Other items 

Jute yarnand manufactures .. 234 218 207 190 265 187 193 + G + 3 

Cotton yarn and manufactures 86 101 116 118 116 80 109 + 29 4-36 

Tea .. .. .. .. 180 157 125 148 I56 117 120 3 - 3  + 3  

Hides, skins, leather and leather 
goods including footwear . . TO 87 99 87 130 73 125 +62 +71 

Cashew kernels . . .. .. 43 61 57 52 61 51 57 + G  -I-12 

Pearls, precious and semi-precious 
stones, un\vorked/worked . . 30 45 42 42 53 38 56 +18 4-47 

Spices . . . .. . .. .. 27 25 34 39 36 23 18 - 6 -22 

Fish and fish preparations . . 18 23 31 31 43 29 41' +I2 4-41 

Sugar . . . . .. 16 10 9 28 30 28 10 -18 4 4  

Coffee . . . . .. 18 18 20 25 22 19 23 -+ 4 +21 

Manganese ore . . . . .. 11 13 11 14 11 8 7 - 1 -13 

Tobacco (unmanufacturedj . . 33 33 33 31 42 3.5 ,TO +I6 4.53 

C. Total (including others) .. 1,199 1,368 1,413 1,535 1,.369* 1,140 1 ,304g  1-234 +22 

- 
* Excludes exports of about Rs. 38 crores to Bangladesh. 

@ Includes exports to Bangladesh to the extent of Rs. 59 crores. This excludes xutxtantial cxpcrrts to Bangladah 
wvhich were not recorded completely by the concerned customs authorities. 

d'o& : Data for 1970-71 and 1071-73 are not comparable with t h m  of the previous ym,n owing to the changc 
in procedure for recording exports (from the finally passer1 shipping bill to the original copy of the stiippirrg bill) adopted 
by the DGCIS, with effect from November 1, 1ZfiO. 
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88. Exports a t  Rs. 1962 crores during 
1972-73 recorded an increase of 22.1 per 

cent as compared to a rise 
Exports of 4 . 7  per cent during 

1971-72. If allowance is 
made for the fact that the exports of 1970-71 
were overestimated and that of 1971-72 were 
underestimated as a result of change in the 
method of compilation of export statistics 
introduced since November 1, 1970 (see last 
year's Report, page 28), the growth rate in 
exports in 1972-73 has been more impressive 
compared with 1971-72 and 1970-71. Such 
a striking growth in exports was achieved 
earlier in 1951-52 (22 per cent) on account of 
the Korean boom. 

89. A combination of factors helped 
this remarkable growth in exports in 1972-73. 
The emergence of Bangladesh as a new market 
for Indian exports accounted for some increase. 
But a major part of the increase was due 
to  a buoyancy in foreign demand for Indian 
goods especially for traditional items like 
hides, skins and  leather, cotton textiles and 
marine products. This was also reflected in 
higher unit values. In addition, larger rupee 
realisation arising from the depreciation of 
the rupee in terms of several important 
currencies was reflected in the improvement 
in export earnings. 

90. The international developments on 
the trade front continued to  inhibit further 
expansion of India's exports. A develop- 
ment of significance . in  this regard was the 
entry of the U.K. into the European Economic 
Community (EEC) in, January 1973, resulting 

* 

in the termination of the Indo-British Trade 
Agreement of 1939. A fresh agreement was 
signed with. the U.K. in January 1973 con- 
tinuing the existing tariff and non-tariff 
preferences upto January 1, 1974. After this 
date a phased imposition of the Common 
External Tariff would be implemented by the 
U.K. uptil 1977. From 1974 the U.K. will 
adopt the EEC's Generalised Scheme of Pre- 
ferences (GSP) with the result that India's 
exports of jute and coir manufactures, cashew 
kernels, other vegetable products, sugar, 
spices, coffee and some marine products 
would be subjected t o  duties in the U.K. as 
these items are excluded from the scope of the 
EEC's GSP. Consequently India's exports 
of these items would be adversely affected 

in the U.K. A tentative agreement reached 
with the EEC in May 1973 might benefit 
to some extent our jute exports to the Com- 
munity though France and Germany continue 
restrictions bilaterally agreed upon with 
India. 

Assessment and Prospects 

91. The performance of the economy 
during 1972-73, as can be seen from the review 
presented in the preceding paragraphs, was 
disappointing in many respects. After with- 
standing the stresses and strains of the previous 
year, it was hoped that the economy would 
regain some of the lost ground during 1972-73. 
But this did not happen, and the failure of 
monsoon for the second consecutive year 
set in motion a major upward movement in 
the price of foodgrains and other commodi- 
ties. It also led to power shortage in many 
States, which interrupted the relative improve- 
ment that was occurring in industrial output. 

92. Severe drought conditions in several 
parts of the country imposed on the Govern- 
ment the responsibility of providing for 
drought relief and emergency agricultural 
programmes. Emergency imports of food- 
grains and some of the other essential com- 
modities had also t o  be undertaken to aug- 
ment available supplies. The increase in 
Governmental expenditure and a large ac- 
cretion of bank deposits led to an unpre- 
cedented increase in  aggregate monetary re- 
sources available t o  the community, and in 
the context of a decline i n  agricultural output, 
this aggravated the inflationary forces in the 
economy. 

93. The continued upsurge in the price 
level during the year under review emphasises 
the need t o  evolve measures, both short- 
term and long-term, for ensuring adequate 
supplies of wage goods, particularly food- 
grains. F o r  the immediate future, the pro- 
blem . essentially resolves itself into one of 
operating the public distribution system 
efficiently on  the one hand, and undertaking 
measures to reduce current expenditures on  
the other. In  respect of the former, there are 
difficulties because of problems in respect of 
both procurement and  imports. Procure- 
ment of wheat has  turned out to be much 
less than anticipated ; and because of a world 
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sllortagc of cereals in the last year, imports 
of foodgrains have also been small. If the 
next kharif crop turns out to be good, it 
should ease the situation considerably ; but 
the depletion of stocks during the last two 
years cannot be fully made good by one good 
monsoon. If, in the coming year, we are to 
build up some stocks in addition to keeping 
the public distribution system well supplied 
throughout the year, it will be essential to 
undertake a large procurement programme 
of rice and possibly some additional import 
of foodgrains. Given adequate procurement 
in the coming season, Government should 
be better able to mitigate price increases 
in respect of foodgrains, Obviously, such a 
large programme of procurement might in- 
volve having recourse to a levy system in the 
present circumstances. If there are difficulties 
in implementing such a system, the extent of 
obligations that could be undertaken by the 
Government for sale of foodgrains through 
the public distribution system will have to 
be reviewed ; consideration may also be given 
to the possibility of adopting supplementary 
measures. 

93. As described earlier, the pressure on 
prices will have to be reduced in the short- 
term through reduced expenditure in both 
the public and private sectors. Steps are 
being taken to cut down Government ex- 
penditure with a view to confining deficit 
financing to the minimum. The Central 
Government has budgeted in 1973-74 for a 
small deficit of Rs. 85 crores. Additional 
j terns of Government expenditure which have 
arisen subsequently, or are likely to arise- 
such as, larger outlays on food subsidies, 
increased expenditure on salaries as a result 
of the implementation of the Third Pay Com- 
mission and the Bonus Review Committee 
recommendations-are to be offset by cuts 
in Plan and non-Plan expenditures of the 
order of Rs. 400 crores. Since it is impossible 
to predict future expenditures precisely, it 
will be necessary to pay attention to better 
tax collection, larger borrowing etc., in order 
to ensure that the budget deficit will in fact be 
much smaller than in the previous two 
years. 

95. 1n' the field of credit policy, the accent 
throughout the year has been on restraining 
undue expansion in the face of a very rapid 

accretion of commercial banks' deposit re- 
sources. As has already been described, 
various measures have been taken since 
November 1972 to prevent the highly liquid 
position of banks from supporting unproduc- 
tive or speculative expenditure in the private 
sector. Over the year, these policies have 
effectively kept the credit-deposit ratios well 
below the previous years' levels. However, 
with the pace of deposit accretion to the banks 
continuing to be high its utilisation will need 
to be a controlled one. Thus, the basic 
characteristic of credit policy in the immediate 
future will be one of restraint, allowing for 
such flexibility in the use of the instruments 
of control as are required to facilitate essential 
production on the one hand, and curb specula- 
tion on the other. 

96. From a long-term point of view it has 
to be recognised that for several years to come 
public distribution of foodgrains and its 
management will continue to be of prime 
importance. During the four years of good 
monsoon since 1967-68, a sufficient avail- 
ability of foodgrains led to a weakening of 
the distributional apparatus set up in most 
States. The experience of 1972-73 has shown 
that the machinery for public distribution 
of foodgrains has to be put on a permanent 
basis if it is to operate effectively in times of 
scarcity. Along with a proper distribution 
system, co-ordinated measures on the trans- 
port of foodgrains from surplus to deficit 
areas and within deficit areas are necessary 
to ensure an evening out of regional price 
fluctuations. 

97. More importantly, it is in the field 
of production that a major effort has to  be 
made. While intensification of research in 
developing and spreading the use of high 
yielding varieties of seeds in respect of rice, 
coarse grains and cash crops has to continue, 
periodical droughts have emphasised the 
urgency to devote greater efforts in developing 
dry farming methods suitable for varying 
agronomic conditions in the country so as 
to bring about a certain degree of stability 
in agricultural output in areas susceptible to 
drought. lnvestment of resources in this 
field should receive high priority. 

98. Coming to  the industrial sphere, the 
improvement noticed in the rate of output 
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(7.1 per cent) in calendar year 1972 can 
be maintained, assuming normal availability 
of power and industrial raw materials. Out- 
put of raw cotton and raw jute has been 
only marginally lower than last year and may 
not cause much anxiety, provided the next 
crops are normal. Improvement in the supply 
of steel and steel products is likely to  con- 
tinue. Moreover, the recent liberalisation 
of industrial licensing would be a factor 
favourable to industrial growth. If the im- 
provement in industrial relations observed 
in the public sector during 1972-73 continues 
in 1973-74, i t  would further help the growth 
in industrial output. 

99. Over the longer period, however, it 
is the lower 'tempo of investment activity 
during the past few years which has contribut- 
ed to scarcities not only in  commodity sectors 
but also in transport, power, irrigation etc. 
Existence of idle capacity in some of the 
capital goods industries can also be traced 
to this factor. The lead in this regard has to 
come from the public sector, as substantial 
increases in investment in the private sector 
hinge on a similar growth in the public sector. 
An acceleration in investment in the public 
sector maintained over the next few years, 
therefore, has t o  take place if the industrial 
sector is t o  be put on a higher growth path. 
In doing this, ways should be found t o  ensure 
that a realistic cost-benefit assessment of new 
public investments is made, so as to economise 
on scarce resources. 

100. Alongside of enlarging and stream- 
lining public investment in industries, power 
and transport, measures to stimulate jn- 
dustries in the private sector require con- 
sideration. Greater dependence of private 
investment on  the supply of finance through 
specialised institutions like the IDBI is un- 
doubtedly an aid to  better regulation and 
supervision ; but resources provided by such 
institutions have to be based on  equity and 
debenture capital raised on the market. 
If, therefore, the flow of investible funds into 
the capital market is not maintained and  
even enlarged to some extent, it is likely that  
many industries, especially medium and 
small industries, will find i t  difficult to come 
into being. On the eve of the Fifth Plan i t  
would be opportune t o  take stock of this 

situation and in~pnrt measure of contit~uity 
to Government's industria! and tax policics 
over the Plan period. This could act as an 
incentive both to  savers and to cntrcprelleurs 
setting up new industries. 

101. While re-allocation of available re- 
sources in favour of investment nlay not be 
immediately possible because of compulsions 
of the existing situation, more and more 
of additional resources mobilised need to be 
channelled into effective investment. This 
obviously implies the adoption of practices 
favourable to  fuller utilisation of installed 
capacity in both public and private sector 
undertakings. In both these sectors the 
rates of return obtained on capital employed 
are not commensurate with either the needs 
of the country or the capabilities of the skilled 
labour utilised. Simi!arly it is true that tax 
revenue as a percentage of national income 
has been steadily rising in recent years ; 
but there is still scope for mobilising additional 
resources, particularly a t  the State level as 
pointed out in the.Raj Committee proposals. 
On a more general plane efforts to improve 
the administration for curbing tax evasion 
should be intensified. 

102. The external payments position 
though reasonably sound a t  the moment does 
not permit of a large and continuing depen- 
dence on imports for supply of wage-goods. 
In  times of acute shortage, as at present, it 
will be necessary t o  utilise part of our foreign 
exchange earning for financing food and  other 
essential consumer goods imports. Since 
simultaneously provision has to be made for 
variety of maintenance imports for industry, 
it becomes all the more important to press 
ahead with measures favouring a rapid in- 
crease in export earnings. 

103. In 1973-74, the last year of the Fourth 
Five Year Plan, the country would be con- 
cerned with the preparation of detailed 
Fifth Five Year Plan. This is the year there- 
fore which should provide an economic setting 
favourable for the launching of the Fifth Plan. 
All efforts should be made t o  restore no t  only 
price stability but also balance in the manage- 
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ment of the economy, particularly in  the 
sphere of public investment and public con- 
sumption. The massive investment envisaged 
in the Fifth Plan would require larger tax 
realisations, more public borrowing and in 
general a big increase in the rate of saving. 
The banking sector has to be geared to  meet 
the challenge ahead through further broaden- 
ing and deepening banking services, not only 

for mobilising deposits but also for providing 
working capital finance for expanding in- 
industry, agriculture and other sectors. The 
contribution that can be made directly by 
Government policies financial and otherwise, 
will be far more important in achieving the 
twin objectives of growth and social justice;' 
and it is these policies that will decide:-the 
future shape of the economy. 
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11. PROGRESS IN COR 

104. During the year under review, the 
banking system further extended its geogra- 
phical coverage thereby reducing the regional 
imbalances in banking development. Du- 
ring calendar ea 1972, commercial banks 
opened I9731 2' fafiches . f  which exceeded the 
target of opening 1500 branches during the 
year in terms of a perspective plan of ope- 
ning 5000 offices for a three year period 
1972-74 (calendar years). In order to main- 
tain the tempo of branch expansion, banks 
have now been advised to draw up rolling 
plans for a three year period commencing 
from year 1973. 

105. Credit purveyed to priority sectors 
picked up during the year although the rate 
of growth in credit t o  such sectors was rather 
slow. With reorganisation of regional and 
divisional offices and more effective loaning 
arrangements going apace, it is expected that 
faster progress will be achieved in this area in 
future years. This possibility is likely to be 
strengthened by the additional liberalisations 
in respect of guarantee cover provided by the 
Credit Guarantee Corporation of India Ltd. 
Besides, the extension of the scheme of com- 
mercial bank financing of cultivators, through 
primary agricultural co-operative credit socie- 
ties, should also assist improvement in the 
growth of advances to these sectors. 

106. Under the Lead Bank Scheme, the 
preparation of survey reports is nearing com- 
pletion. Apart from convening, in a large 
number of districts, Consultative Committees 
for Banking Development, detailed studies 
were also initiated to  indentify credit gaps and 
evolve credit plans for districts. 

107. In the field of agriculture and allied 
activities, banks continued their endeavours 
to cater to the financial needs of farmers in 
adopted villages. State Bank of India has 
been given licences for opening 93 Agricultural 
Development Branches ; of these 41 have 
already been opened. The banks participated 
in the 1932-73 rabi crash programme as also in 
a crash programme for installation of pump- 
sets in Bihar. These were in addition to ful- 
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filing the role assigned to  them in areas 
covered by SFDA*/MFALA@ schemes. Be- 
sides, banks have been taking active interest 
in financing schemes eligible for refinance 
from the Agricultural Refinance Corporation. 

108. During the year, the Regional Con- 
sultative Committees for nationalised banks, 
for the Southern, Western, Northern, Eastern 
and North-eastern regions were convened to  
review banking developments. In  these meet- 
ings, a variety of decisions were taken for 
quickening the progress of banking, such as 
the following : (i) to  form co-ordination 
committees of lead banks and the De- 
partments of Co-operation, Agriculture and 
Industries of the State concerned for ensuring 
synchronisation of the activities of co-opera- 
tives with those of commercial banks ; (ii) to 
adopt a flexible approach towards extension 
of loans, having regard to the organisational 
set-up of' banks and' availability of infra- 
structure and other. facilities; (iii) to 
strengthen the co-operative structure to faci- 
litate speedier financing by banks, and impress 
upon States to  develop infra-structure facili- 
ties to facilitate the opening of offices by com- 
mercial banks, and (iv) desirability of banks 
undertaking training programmes so as to 
.help solve the problem. of inadequate avail- 
ability of trained personnel. Besides, expedi- 
tious implementation of the recommendations 
of the Talwar Committee and frequent con- 
tacts between banks and officers of State 
Governments in the region will make it easier 
for banks to finance agriculturists. 

. . . . 

109. Commercial banks opened 1,763 
offices in 1972 as against 1,805 offices in' 1971 

and 2,137 offices in 1970. The 
Branch number of offices opened in 
Expansion 

1972 exceeded the target of 
1,500 branches fixed for the' year under the 
perspective plan of branch expansion not- 
withstanding the absence of requisite 

* Small Farmers De\-elopment Agency. 
@ Marginal Farll~ers and t\griculturai Labourers 

-4kFncy. 
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infrastruct~~re in some centres and the organi- 
sational constraints faced by banks. Tn order 
to ensure continuity in the matter of branch 
;expansion and to enable banks to formulate 
/their man-power plans in advance, it has 
!been decided, to have rolling plans for a 

plans for 1973, banks were also advised to 
ensure, to the extent feasible, that the ex- 
pansion was spread out evenly over all the 
four quarters of the year, instead of a dispro- 
portionately large number of branches being. 
opened during the closing phase of the year. 

/three-year period, beginning with the period J 
. > 

1973-75 (calendar years). For this purpose, 1 10. Commercial banks opened 1,756 
banks were asked to specify, in February 1973, ofices during the year 1972-73 

the centres where they would be opening as against 1,612 offices in 1971-72. Of the 
1,756 offices opened in 1972-73, the State Bank offices during 1973, taking into account the of India and its subsidiaries accounted for 473 

licences/al1otments already pending with them and the nationalised banks 926 offices. 
and to indicate Statewise quantitative plans ~h~ number of opened at Unbanked 
for 1974 and 1975. While drawing up the centres was 690 (Table 18). . 

/' 
\&'able IS-New offices opened by commercial banks during 1971-72 and 1972-73 

Ncw Offices opened by commercial banks Bank offices a s  on 

1971-72 1973-73 30th June 30th ~un'e '  
1972 1973 . 

July-Dec. Jan.-June July-June July-Dec. j a n . + n e  July-June 
1971 1972 1971-72 1972 1973 1972-73 

1. StateBankofIndia .. 187 102 280 180 112 393 2675 0867 

2. Subsidiaries of State 
Bank of India . . 6 6 84 150 127 54 181 1383 1563 

(39) (46) (85) (64) (19) (83) 
3. Fourteen Nationalised 

Banks .. .. . . 840 281 821 618 308 926 7189 8109 

4. Other scheduled banks l i 5  166 340 194 155 
349 2240 3580 

(108) (99) (307) (74) (58) (132) 

5. Foreign banks . . . . - 

(-1 (4 (-> (-1 (-1 t-) 
6. All scheduled commer- 

cial banks . . . . 968 632 1600 1119 629 1748 13.517 IS919 

(574) (352) (926) (468) (216) (084) 
7. Nonscheduled commer- 

cial banks .. . . 4 8 12 4 4 8 105 113 
(3) ( 7) (10) (3) (3) 

(61 
8. All commercial banks . . 972 640 1613 /' 1123 633 1756 1 3 6 2  15362 .. 

(5773 (35c3) (936) (471) (219) (690) 

Note :-Figures in brackets relate to  number of officor opened at the unbanked centres. 
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' 11 1 .  The progress in extending the geogra- 
phical coverage of banking was also main- 
tained during the year. Of the 7,131 offices 
opened since nationalisation, i.e., from the 
July 1969 to the end of June 1973, as 
many as 4,106 offices (56.2 per cent) were in 
unbanked centres. The underdeveloped 
States of Assam, Bihar, Jammu & Kashmir, 
Madhya Pradesh, Manipur, Meghalaya, Naga- 
land, Orissa, Tripura, Uttar Pradesh and West 
Bengal accounted for 30.8 per cent of these 
new offices. I n  Manipur, Nagaland and the 
Union Territories of Goa, Daman and Diu 
and Laccadive, Minicoy and Amindivi Islands, 
all the offices opened during the year were a t  
unbanked centres. 

,* 1 

5 ' 1 12. As at end-June 1972, there were 7 1 
districts spread over 14 StatesJUnion Terri- 
tories where the population per bank office 
was above one lakh as against the national 
average of 40,000 per bank office. Banks, 
particularly those which have been designated 
as 'lead banks,' were, therefore, advised to  
give special attention to these districts with a 
view t o  reducing the populatjon coverage 
per bank office to the maximum extent possible 
without ignoring, a t  the same time, the centres 
which offered good potential for mobilising 

, deposits. The 'lead banks' were further 
3 advised to  keep in view the need to  give 
priority t o  the backward areas in developed as 
well as underdeveloped States, in order to  
remove the existing inter-State and intra-State 
disparities. 

113. With the addition of 1,756 branches 
in 1972-73, the national average of popula- 
tion per bank office declined from 40,000 a t  
the end of June 1972 to 36,000 at the end of 
June 1973. In 10 out of  the 21 States, the 
population per bank office, however, is still 
above 50,000. These States are Assam, Bihar, 
Madhya Pradesh, Manipur, Meghalaya, 
Nagaland, Orissa, Tripura, Uttar Pradesh 
and West Bengal. In two of them (viz. Mani- 
pur and Tripura), the population coverage 
per bank office is  more than one lakh (Table 
19). Efforts are being directed towards 
opening more offices in these States. 

114. Distribution of commercial bank offi- - ces by population groups indicates that there 
has been a further thrust by commercial banks 
in rural areas. The proportion of bank offices 
in rural areas t o  the total, which was 30.2 
per cent in June 1970 increased to 35.6 per 
cent in June 1971. As at the end of June 1972 
the ratio declined marginally t o  35.3 per cent 
due mainly to  reclassification of centres on the 
basis of the 197 1 Census figures of population. 
To some extent this was also attributable to 
a larger utilisation by banks of their eligibility 
to open offices in urbanimetropolitan cen- 
tres, which accrued t o  them on account of their 
performance in rural and semi-urban areas in 
the earlier years. However, the proportion 
of rural offices increased t o  36.2 per cent of 
the total by end-June 1973, despite the declin- 
ing number of identified unbanked growth 
centres (Table: 20). , 

, i 
V'iable 20-Centre-wise distribution of commercial bank offices 

-- 

Number of offices as a t  the end of 

June 0:o to June O,', to June* O,', to Decem- % to June % to 
1070 .total 1071 total 1072 total ber 1972 1072 1073 total 

, 

1 .  Ruralf . . .. 30G2 3 0 . 2  4BiO - 35.6 4814 35.3 5325 36.1  5661 36.2 

3. Semi-urban . . .. 3695 36 .5  401G 3 3 . 4  4385 35 .2  4687 31.1  4523 30.8 

3. Urban .. 1683 lB.G 1778 1 4 . 8  2323 17.1  3461 1 6 . 7  2573 16.7 
4. Metropolitan/Port 

Town . . .. 1791 1 7 . 7  1940 1 0 . 3  3100 1 5 . 4  4366 1 6 . 1  2506 1G.3 

TOTAL : .. 10131 100.0 12013 100.0 13622 100.0 14739 100.0 IS362 100.0 

* Re-classified on the basis of 1971 Census population figures. 
t Rural Centres: Places with population upto 10,000. 

Semi-urban Centres: Piaces with population over 10,000 and upto 1,00.000. - - 

Urban Centres: 
(a) hletropolitan Towns: Places with population over 10,00,000. 
(b) Others: Places with population over 1,00,000 and up to 10,00,000. 
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19-State-wise distribution of bank offices as a t  the end of 
June 1971, June 1972 and June 1973 

No. of offices as at the Opened Of which Opened Of which Population per 
end of during un- during un- bank office (in 

1971-72 banked 1972:73 banked thousands) 
Junc June June (July- centres (July- centres as at the end of 
1971 1972 1973 June) June) 

Tune Tune 

3. Bihar .. . . . . .. 463 541 593 88 68 52 32 104 95 

4. Gujarat . . . . .. 1105 1234 1320 129 83 90 25 22 20 

6, Haryana ,. .. . . 258 299 338 41 29 40 13 34 ' 30 

6. Hin~achnl Pradcsh . . . . 87 108 136 21 19 29 23 32 25 

7. Jalnmu and Kashmir . . . . 101 116 130 15 8 23 12 . 40 33 

8. Kcrala . . . . . . . 845 980 1072 136 92 92 32 22 . 20 

9. Madhya I'radesh . . . . 666 669 748 103 58 80 42 62 56 

10. hlaharashtra .. .. .. 1471 1679 1866 208 77 189 44 30 27 

11. hfanipur .. .. .. 5 6 9 1 1 3 2 178 . : 119 

12. Meghalaya .. .. .. I5 16 17 1 - 1 - 63 59 

14. Nagaland . . .. .. 5 5 6 - - 1 1 103 
. . 86 

16. Orissa . . . . . . 173 192 225 19 12 33 20 114 , , 98  

17. Rajasthan . . . . . . 525 570 GG4 45 25 94 62 45 ' 39 

18. Tamil Nadu . . . . . . 1371 1484 1650 115 73 174 65 28 25 

19. Tripura . . . . . . 12 12 14 - 2 1 130 111 

20. UttarPradesh ., . . 
21. West Bengal . . . .  

Unwn Territories 
22. Andaman & Nicobar Islands 

23. Arunachal Pradesh . . 
24. Chandigarh . . . . 
25. Dadra & Nagar Haveli 

26. Delhi .. .. 
27. Goa, Daman 8; Diu . . 
28. Laccadive, Minicoy and Amindivi 

Islands .. .. .. 2 2 4 - - 2 2 16 8 
39. hlizoram 

30. Pondicherry . . . . . . 20 24 23 4 2 1 - 20 10 
TOTAL .. .. . . 12013 13622 15362 1612 936 1756 . 690 40 . ., 36 

P 
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q a  
NUMBER OF 

OFFICES OF COMMERCIAL BANKS 
STATE-WISE 
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P R A D E S H  

P R A D E S H  

...... Andaman a Nicobar Islands I 4 
Arunachal Ptadesh ................ - 

( GOA, DAMAN &DIU) 5 

Goa, Daman 8 Oiu ............... 8 7  
................... L. M .A.  Islands 

......................... Mizoram 
...................... Pondicherry 12 

PONDICHERRY 0 AND 

AMlNDlVl NICOBAR 

ISLANDS 
TAMIL IUADU 

e ISLANDS 
( INDIA ' o I N D I A )  L 

b 
I. Based upon Survey of lndia map with the permission of the Surveyor General of India. 

2. The tarritorial waters of lndia extend into the sea to a distance of twelve nautical miles 
measured f tom the approprtate bare line. 

3 .  Tho boundary o f  Meghalaya shown on this map i s  o r  interpreted from the North-Eastern 
Areas (Raorganlsatlon ) Act,  1911, but has yet t o  be vwif  led. 
@ Government of lndia copyr~ght , 1972. . 



$A it.; ::j u on June 30.19 73 
!I '  * %  - 9 (figurns are in  thouronds 

'. for hnipur,M~gbalafl, fiputo , Union Territories 
, and ~ ~ ~ r o p o l ~ o n  Cities board on 1971 Census 

. " 2 - '  

R A J A S T H A N  

w 

t , * 
2 < 

1 UNION TERRITORIES 

..................... 
............................ 

Andaman 8 Nicobar Islands. 28.8 
Chandigarh 6.3 

............... 
Delhi 8.9 
Goa,Daman 8 Diu 6 9 
Laccadive 8 Minicoy Islands. 8 - 0  

ondicherry ...................... 18.8 

METROPOLITAN CITIES 

............................. Madras 9 -2 
LACCAMVE -. : PoN DICHERRY Kanpur ................................ 14.6. 
MINICOY ............................ Calcutta lg .2 
A N D  

0 Delhi(including New Delhi) . * 8 . 0 0  AND 

AMINDIVI NICOBAR 1 
ISLANDS 

( INDIA 1 . 4 ISLANDS 1 

I, Based upon Survey of lndia map with the permission of the Surveyor General o f  India. 

2. The territorial waters o f  India extend into the sea to a distance of twelve n'autical miles 
measured from the appropriate base line. 

3. The boundary of Meghaloya shown on this mop is as interpreted f rom tho North-Eastern 
Areas (Aoorganlso)lon I Act, 1971, but has yet t o  be vsr l f  led. 
@ Government of lndio copyr~ght  , 1972. 
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115. Mention was made in the last year's 
Report about the reduction in  the populatioll 
norm per bank office from 10,000 to 5,000 
for lnejropolitan areas and certain urba11 
centres with high deposit potential and the 
relaxation of eligibility norms to  ellable bank< 
to  open more ofices in such areas. During 
the period under review, a meeti~ig of repre- 
sentatives of banks was held at Allmedabad 
and tentative allotnients were made for open- 
ing 77 more bank offices in that city. Witli 
this, allot~nents have been made so far for 
opening 805 offices in seven metropolitan 
centres. A meeting of the representatives of 
public scctor banks was convened at Patna 
in December 1972, for the purpose of ninking 
allotnient among them of unbanked block 
development headquarters in Bihar Statc 
falling in areas under special projects such as 
SFDA and MFALA. At the meeting, 146 
unbanked centres were allotted among seven 
public sector banks. Offices in 84 of these 
centres are expected to  be opened in 1973 
and at  the remaining centres in 1974. 

1 16. Allowing for changes in the nulnbcr 
of offices due t o  transfer of assets and liabili- 
ties of banks, closure of ofices, inclusion of 
banks in the Second Schedule to tlle Reserve 
Bank of India Act, 1934, etc., the net increase 
in  the period upto June 1973 in the number 
of offices of sclleduled and non-scheduled 
comn~ercial  banks came to 1,732 aiid 8, res- 
pectively. As at end of JL )73, the num- 
ber of offices of scheduled and lion-scheduled 
commercial banks stood a t  15,011 and 1 13 
as  against 15,349 a n d  105, respectively as at 
the  elid of June 1972 (Table 21). 

117. Quick and i~npressionistic survcys 
o f  the cconomlc profile of districts allotted 

to bnnks, under the lead bank 
Lead Bank scheme, have been completed 
Scheme by them il l  313 out of 338 

distr-icts. The district level 
consultative ~o1111~1ittcc~1~;ive been constituted 
by tlic lcaci bnnks in as m a n y  as 267 districts, 
\vhicll providc tlic forum to (i) cvolve, it~tc'r 
czlicz, mct]lods of exchanging information 
amongst themselves about i ~ i t e ~ l d i ~ l g  bor- 
ro\vcrs ;111~1 Iclldjllg to priority sectors ill t h ~ '  
distt ict, ( i i )  ~clentify bankable schemes. 
( i i i )  :lllot unbnIlh.cd ccntres identitied during 
tllc sLlrvc!. nlld (iv) serve as a clearing house 
for dicussing ~,roblcrns arising out of linnncing 

of priority sectors. 'T11e n : ~ t i ~ ~ ~ ~ ; i l i s c ~ I  1>;111ks 
havc bccn rcquircci to prcp;irc credit pl;ins i n  
respect of ;I fc\v of tlic. tlistricls ;illottecf to t1i':ni 
11ndcr the lcact h ; ~ ~ i k  scl~cmc. 1'rcp:ir;ition of 
credit pl:lns covcrcd hy this scl~clnc is 1111der 
way. This is i l l  arlditio~\ to tile il~-dcpth studies 
of sclectctl Co~nm ~ulity I)cvclopnic11t Blocks 
in its lcnd districts hy the St:~te Iliink Group. 

118. Notwithstnntlil~g tlic progscss that ha5 
bccn mad? so far. mucl~ 11101.e rc~nains to  be 
done to fulfil espcctntions of' the lead 
bank scl~enie :is an  inlport:liit instrument 
for development. I t  is, thercforc, necessary 
that thc corlsultative committees set up 
at tlic district lcvcls devote mo@ attention 
to  the forniulatinn of loan scl~cmcs that 
arc nppropri:~tc to tlic pa~ticulnr district. 
In this task, banks woultl ~iccd morc assistance 
from tcchnic:il experts of the Stnlc Covcrn- 
ment a1 the district lcvcl I'or itlcnrificntion of 
schemes wl~ich \ ~ o u l d  qualify for b:inli credit. 
I'rovision of necessary inkn-structure s i~ch ;IS 

commtulication f;icilities ;1nd ndcclu:~tc prc- 
mises by Statc Covcrnnicnt \vould f ~ ~ r t h e r  
assist the branell expansion I,rograrnlnc of 
banks ant1 lielp m;rkc regional credit planning 
more ell'ectivc and purposive. 

119. R4cntion was  made in 111c I;isl ycnr's 
Report that the rate of increase of commercial 

bnnks, ndvnnces to  agricul- 

Financing of ture had slowcd clown. This 
Agriculture by was attributed to the increased 
Cotnmercial eninhasis on qu:~lil:rt ivc Icnd- 
Banks ing and concentration o f  

efforts in specific areas based 
on cluster approach, village adoption, group 
loans etc. Banks nrc also increasingly involv- 
ing theriisclvcs in special S C I ~ C I ~ I ~ S  formulated 
by State Govcr~uncnts, as for example, those 
formulated during raDi 1972-73. Thc public 
scctor banks arc also ~inrticipati~ig in  a crash 
prograllinle for installation of pumpsets and 
have int~dc certain rcl:~sations in their normal 
ternis aiid conditio~ls rel:lting to 111argil1 
and security t o  ensure lhat  a large ~ ~ u l l l b s r  of 
small farmers are benefited by it. As regards 
SFDA/M FALA areas, co~lsidcrable progress 
has been made, in particular. in the former 
areas in regard to identification of eligible 
far~ners, and banks are openin2 morc oficcs 
there. The Central Government had decided 
tliat thcsc projccts \\)ill liave a five-year period 
beginning f r o n ~  1971-72 and 1i;ls also advised 
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Table 21-Number of offices opened and closed by scheduled and non-schedule* 
commercial banks i n  India 

Changes due to 
,unaIgamations, 
mergers, trans- OveraIl Number 

New fen of assets and Existing variatior; of 
ofices liabilities and offices in the offices 
opened inclusion in and closed number a t  the end 

exclusion from of of the 
the Second offices period 
Schedule to the 
Reserve Bank of 
India Act, 1034 

1 2 3 4 5 - 
Scheduled Commercial B~nks 

1970 
JanuaryQJunc . . . . . . . . l O U Y  + 3 - +I071 0038 

July - Dcccn~ber . . . . . . .. 10.53 $54 - 4 + l l 0 2  11040 
(190) 

(234) 

1972 
Ja~luary - JUIIC . . . . . . . . 632 - - 3 + 620 13517 

(102) 
July - Dcccmber , . . . . . . .. 1110 - - (i f 1113 14630 

1973 
(180) 

January - Junc . . . . . . .. 629 - -10 + 619 15249 

Non-Scheduled Banks 
(1 12) 

1970 
January -June . . . . . . . . 12 - 3 - + 9 193 

- July - Dccenlber . . . . . . . . 5 -54 - 4 0  144 

1971 
January -June . . . . . . . . 9 -32 - -23 
July - Decernbcr . . . . . . . . , 4  -28 - 121 

-24 97 

1972 
January -June . . . . , . . . 8 - - 

- 4- 8 July - December . . . . . . . . 4 - 101 + 4 109 

1973 
January --June . . . . . . . . 4 - - + 4 113 

All Commercial Banks 

1970 
January - June . . . . . . . . 1080 - - 
July - December . . . . . . . . 1037 - f 1080 10131 - 'i f 10.73 11181 

1971 
January -June . . . . . . . . 833 - - 4 + X2!J 
July - December . . . . . . . . !I72 - - 12013 + 072 1 2 W i  

1972 
January - Junc . . . , . . .. fj40 - - 3 July - Decemher . . + (i:17 . . . . . . 1193 - 1362% - li . : - I l l 7  1,1739 

January -June . . . . . . . . 633 -.-lo -i- 623 -- 
P. 

l.i3F:! 
-----__. - .V%Cr : - ( 1 )  Kgurcs within brackcts relate to thc State l!ank of In~l i ;~ ,  

(21 Data exclude administrativc, semonal, tt:mpor:iiy, i~on-l,:otkiri~ office. .iiil oIlic,.5 olitriclr Jnciir. 



Allgust 1973 SUPPLEhlENT TO RESERVE BANK OF INDIA IlULLETlN 43 

thcsc agencies that their programmes should 
bc prepared and implemented nccordilzgly. 
By end-March 1973, commercial banks 11nd 
extcnded short-term credit amounting to 
Rs. 159 lakhs and term loans amounting to 
Rs. 434 lakhs to  identified small farmers in 
SFDAIMFALA areas. Agricultural advances 
of commercial banks have shown a steady im- 
provement, having risen from Rs. 395 crores 
in  December 1971 t o  Rs. 485 crores in De- 
cember 1972. The rising trend is witnessed 
both in direct as well as  indirect advances to 
agriculture. 

120. The National Commissjolr on Ag- 
riculture in their interim Report 011 

Credit Services for Small and 
Organisation Marginal Farmers and Agri- 
of Farmers 
Service Societies cultural Labourers had recom- 

mended the organisation of 
Special Co-operatives known as Farmers Ser- 
vice Societies to provide integrated services to 
the above category of persons. This was 
further examined by a Study Team appointed 
by the Commission. The Farmers Service 
Society would provide short, medium and long- 
term advances t o  its members, who would be 
mostly small farmers. It would also supply 
inputs, arrange for the marketing of the 
produce, etc. These societies would be linked 
t o  commercial/co-operative banks. The Re- 
serve Bank of India convened a meeting of the 
Heads of Agricultural Fina~lce Departments 
of the public sector banks in June 1973 and 
i t  was decided that  these banks would set u p  
Farmers Service Societies on a pilot basis 
i n  the major States. The banks would make 
a token contribution t o  the share capital and 
meet the remuneration of the Managing Direc- 
tor of the Society for a period upto 3 years. 
The State Goverllments are expected to con- 
tribute a t  least Rs. 50,000 to  the share capital 
o f  a Society and subsidise the cost of the tech- 
nical personnel. Further steps t o  organise 
the Farmers Servicc Societies are being 
taken. In order to encourage the organiza- 
t ion of these societies, the Reserve Bank pro- 
vides refina~zce a t  a concessional rate of 5 
per cent, irrespective of a bank's net liquidity 
ratio, to Commercial banks for financing the 
fnrmcrs service societies. 

121. Scheduled col~lmercial banks are par- 
ticipntjtlg iricrcasiligly in  financing the various 

schcmcs for wllicll rcfin:l~~cc fncilitics arc. nv:til- 
able from the Agricultur:il Rcli~zancc Corpor n- 
tion ; this includes projccts utilising thc crc- 
dits from the IBRDJIDA. Scheduled com- 
mercial b;tnks have been assigned a signilicant 
role particularly in the Statcs of Uttar Pradtsh, 
Madhya Pradesll and Bihar ; for these Statcs 
they have submitted their detailed programnles 
t o  the Agricultural Refinance Corporation for 
incorporation in the overall banking plans for 
these projects. 

122. As mentioned in the last year's 
Report, the need for speedy implmentation of 
the recommendations of the "Expert Group 
on State Enactments having a bearing on com- 
mercial banks' lending to  agriculture" has been 
impressed upon State Governments. The State 
legislatures of Madhya Pradesh, Haryana, 
Uttar Pradesh and Himachal Pradesh have 
passed bills on the lines of the 'Model Bill' re- 
commended by the Group t o  enable commcr- 
cia1 banks t o  undertake financing of agriculture 
o n a  larger scale. The M.P. legislation has sincc 
become an Act after getting the President's 
assent. The West Bengal Government has  
also passed a bill giving effect to  some of the 
provisions of the 'Model Bill'. As regards 
the administrative measures suggested by the 
Group, some of the State Governments have 
reduced the stamp duty payable by agricultu- 
rists on documents executed in  favour of com- 
mercial banks and have notified more towns 
where equitable mortgage could be created. 

123. During the year, the Small Loans 
Guarantee Scheme was further liberalised 

for the  benefit of small trans- 
Credit port operators and agricul- 
Guarantee 
Corporation turists. In the case of the 
of lndia Ltd. former, the guarantee cover, 

which was confined to credit 
facilities granted t o  transport operators for 
the  purchase of vehicles only was extended 
effective October 1, 1972 to credit facilities 
granted for repairs or renovation of the vehi- 
cles, including body building and replacement 
of parts or  for workills capital requirements, 
subject, however, to the overall ceiling of Rs. 1 
lakh. In the agricultual sector, credit facili- 
tiesgrailted to Joint Hindu Families or groups 
or associatioils of persoils (not being com- 
panies or co-operative societies) have been 
made eligible for the benefit of guarantee 
cover. The guarantee 1 ~ 3 s  also made avail- 
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;tb[c ill respect d c r c t j i t  f2icilitics to a borr0wc.r till June 30, 1973 alld the remaining 57 claims 
for two ;lctivities in tflc agricultural sector, \slere under examination. 
instcad of  only one, as 11ithert.o. Thus, crcdit 
fr~cilitics granted to  :I borrower for cultivating 127. The guarantee fees received by the 
his land and for one subsidiary farming acti- Corporation during the year 1972 amounted 
vity such as scriculturc, animal to Rs. 94.55 lakhs.   his, together with in- 
h ~ ~ s b ~ ~ ~ d r y ,  poultry ft~rrnitlg and dairy farming come from investments and interest on overdue 
o r  if he is not cultivatitlg Ixnd, for any of two guaralltee fees, aggregated Rs. 108.90 Iakhs. 
such activities, arc now eligible for guarantee Aftcr meeting establishment and other expen- 
cover. Further, thc rolling over of short-term ses of Rs. 4.76 lakhs, there was a surplus of 
crcdit by collvcrting it into medium-term Rs. 104. 14 lakhs which the corporation pro- 
credit would be pcrlnittcd in the event of posed to transfer to the Reserve for ~ n e x -  
drought, flood or other natural calamities or pired Guarantee Risks. Undcr the ~ i n a n c e  
the death or physical incapacity of the bor- Act, I973 the Corporati011 has been exempted 
rower or illly other utlusual circumst:lnccs from payment of income tax and the companies 
bcyond the borrower's control. (profits) surtax for a period of 5 years till the 

end of Dcccrnber 1975. 
124. 'I'hc credit fiicilitics covcrcd ~uldcr  the 

threc schemcs, which arc acln~inistcrctl by the 128. Estimates of data on sectoral distri- 

~~~~~~~~i~~~ ks, 173.42 crorcs, bution of bank credit are availbale only upto 

as on 29th September 1972, on thc basis of end-December 1972. These 
avnilablc details, under the small loans gua- Sectoral Distri- data indicate that as com- 
rantee schcmc i n  respect of  65 out of 7 1 schc- bution of Credit pared to the positioll durillg 
duled commcrcial banks that have joined the July-December 1971, the 
scheme, Rs. 2.97 crorcs under the Financial flow of credit to the main 
 ti^^^^ ~~~~~~~~t~~ Scheme in respect W C ~ O ~ S  of the economy during July-December 
of 12 out of 18 financial corporations and I972 show some sigllificallt changes. Aggre- 
RS. 44.66 urldcr the Service Co-opera- gate bank credit at  Rs. 5,559 crores as at the 
tive Socictics Guarantee ScJlcmcs ill respect end of December 1972 registered a smaller 
of four comlncrciil banks. increase of Rs. 79 crores over the end-June 

1972 level as against an increase of Rs. 247 
125. Mention was made in thc last crores during the correspondillg period o f  

Report of the Working Group co~lstjtuted by 1971. Food advances declined by Rs. 383 
the Corporation to cxamine thc question of crores as against a fall of Rs. 14 crores 
extending gunrantec cover t o  credit facilities (Table 22) during July-December 1971. 
granted through co-operative societies. The 
Bank has recently appointed a Study Team 129. ~ r r a n g e m e n t  for financing food pro- 
to go into the position of ovcrdues a t  all the curemerit operations was further streamlined 
three levels of the co-operative credit system during the year. The entire credit require- 
to ascertain broadly the causes thereof and ments of the Food Corporation of India, State 
thejr effect on the flow of credit, and t o  sug- Governments and their agencies for food pro- 
gest remedial measures. The Corporation's curement operations, storage and distribution 
Working Group on co-operatives is expected of foodgrains is now met by a collsortium of 
to take into account the views and suggestions Banks arranged by the Rescrve Bank with 
of the Study Team before finalising its recom- State Bank of India as the leadcr. The working 
meadations. of the Scheme revealed that credit limits were 

not fully drawn upon by the State Goverll- 
126. No credit institution invoked the ments and their agencies, perhaps because 

guarantee in respect of the crcdit facilities there was no propcr co-ordjl~atiol1 of opcr- 
covered under the schemes till 31st December ations of the participating banks. In order 
1972. During the first half of 1973, 5 banks to overcome this lacuna, each of the par- 
submitted claims aggregating Rs. 2.01 lakhs ticipating banks was allotted specific 
in respect of 59 borrowers. Claims in rcspcct limits consistent \,it11 its resource position. 
of  2 borrowers for amoimts aggregating With a view to crisuring, i,,ter cquit;tbic 
Rs. 5324.33 were paid by the Corporation distributiol~ of crcdit amollg banks parti- 
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cipatitlg in the consortium, the Rcscrvc Bank 
constituted a Committee of Bankers in Deccm- 
ber 1972 to review periodically the allocation 
of credit limits among the banks in the Con- 
sortium and assess credit requirements of the 
agencies engaged in food procurement. The 
Committee is expected to look into the various 
procedural and other aspects relating to the 
consortium arrangement. The Committee has 
met six times during the year. Proposals are 
under consideration for organising similar 
consortium arrangements for advances against 
cotton and kapas in order to faciIitate the 
operations of the Cotton Corporation of India. 

130. Export credit during the period July- 
December 1972 shows a small rise of Rs. 27 
crores as compared to Rs. 77 crores in the cor- 
responding period or 197 1. However, when 
fuller details regarding export credit become 
available, it is expected to show a clear in- 
crease in comparison to last year, in view of 
the substantial increase in exports during 
the year 1972-73. The Pre-Shipment credit 
Scheme and Export Bills Credit Scheme con- 
tinued to operate during the year with minor 
modifications in the latter to meet special 
requirements of exports of marine products 
and mineral ores. The coverage of interest 
subsidy scheme of 1968 was expanded to in- 
clude StateJCentral Co-operative Banks 
granting package credit to exports. 

131. Bank credit to small-scale indus- 
tries increased in July-December 1972 by 
Rs. 48 crores as compared to an in- 
crease of Rs. 45 crores July-December 1971. 
The residual sector comprising 'large and 
medium industries, wholesale trade and 
others' accounted for Rs. 344 crores as 
against Rs. 184 crores in the previous year. 
Advances to other priority sectors including 
retail trade registered a rise of Rs. 24 crores 
compared to Rs. 19 crores in July-December 
1971. There was a spurt of Rs. 46 crores in 
bank credit to agriculture in July-Decem- 
ber 1972 in comparison to a rise of Rs. 13 
crores in the comprable period of 1971. 
The increase in bank credit to agriculture has 
to be viewed in the context of emphasis placed 
on strengthening the organisational structure 
to purvey credit to this sector. Apart from 
this, banks also streamlined their policy and 
procedures consistent with the guidelines 
issued by the Reserve Bank i n  this behalf. 

The increase in credit to'thisrsector has taken 
place despite the fact that the recovery of loans 
continued to be difficult, particularly in view 
of the adverse agricultural conditions in 
1972-73. AIthough this problem is likely 
to remain very difficult for some time to come, 
it does not warrant any change in the policy 
of priority treatment of this sector by banks. 

132. These quantitative changes were natu- 
rally reflected in alterations in the relative 
share of individual sectors in total bank credit. 
While the share of small-scale industries 
declined, albeit, marginally, that of agricul- 
ture recorded an improvement. There was a 
rise in the share of both export and other 
priority sectors. Food advances showed a 
perceptible fall with the red'uction in Govern- 
ment stock and the share of large and 
medium industries and wholesale trade and 
others increased. 

133. Overall credit expansion in the busy 
season October 1972-April 1973 amounted to 

Rs. 884 crores. Data col- 
lected from 21 major banks 

Busy season accounting for 87 per cent of 
1 972-73 both total credit and the credit 

expansion in the busy season 
indicate the broad direction 

of the overall expansion. The distribution 
of the credit expansion of these banks bet- 
ween the major sectors is given below. The 
proportion of the actual outstandings in each 
sector on the last Fridays of October 1972 
and April 1973 to total credit is also given. 

Percent Credit Out- 
of standing as 

total percent of total 
Sector credit credit 

expan- 
sion End End 

October April 
1972 1973 

1 .  Priority sectors (including 
small-scale industry) . . 17 .0  24.0 23.0 

2 .  Large and hfediurn In- 
dustry .. . . .. 5 2 . 2  48.4 49.0 

3. Wholesale Trade (includ- 
ing credit for food pro- 
curement and public scc- 
tortradingagencics) . 1 7 .  1 5 . 8  I6.O 
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134. The Basic Statistical Returns (BsR) 
scheme introduced in place of the Ulliform 

Balance Books (UBB) scheme 
BS R simplifies the schedules and 
Scheme reduces the frequency of some 

of the returns. For effec- 
tive implcmentatioll of the BSR sdheme, 
banks have been pursuaded to designate a 
senior official for timely submission of returns. 
Consequent on the simplification of procedures 
and the reduction in the frequency of returns, 
the banks have shown encouraging respoilse in 
submitting the UBB returns for June 1972. 
These data have since been consolidated and 
published. The availability of such data is im- 
portant to  banks themselves because, while 
discharging the duties assigned to them under 
the lead bank scheme, they have to know the 
direction in which and the sectors to which 
credit is being purveyed by the banking system 
as a whole. It is intended to  publish such data 
twice a year under the BSR. As a part of the 
effective follow-up measures pursued by the 
Committee of Direction on Banking Statistics, 
a meeting of the representatives of public 
sector banks, Department of Banking and the 
National Institute of Bank Management was 
convened on July 2, 1973 to review the pro- 
gress of the Basic Statistical Returns system 
and to discuss the ilztroduction of Manage- 
ment Information System (MIS) in banks. The 
general consensus a t  the meeting was to ensure 
timely reporting of accurate data on BSR to 
facilitate early consolidation and feed back. 
As for the Management Tnformation System 
it was decided to  constitute (i) a Standing 
Committee co~lsisti~lg of RBI executives and 
chairmen of major banks to guide and super- 
vise the work relating to  MIS, and (ii) an 
Implementation Committee to give effect to the 
reco~nme~ldations on MIS. The Implementa- 
tion Committee would appoint task forces 
which would go into system for the individual 
banks. 

135. I t  was ~ncntioncd in the last year's 
Report that thc Government had decided to 

implement the sclicme of lend- 
Differential ing by tlze public sector banks 
Interest Rates at cor~cessional rates of in- 

tcrcst to weaker sections of the 
communiry. Thc progress under the scheme 
was. Ilowever. somc\\vhat tardy owing to the 
fact that much of the timc was neces- 
sarily spcnt by bnnhs in attending to the 

prelirniilarics and in selcctitlg tllc bra~lclics 
in districts listcd as eligible for lending 
under the sclremc. Consequcntly, tllc corn- 
mencement of the schemc, which was 
scheduled for July 1972, was dclnyed. In 
order to enlarge the scope and coverage of' thc 
scheme, certain modificatio~ls were announced 
by the Finance Minister in his Budget speech 
for 1973-74. These include an increase in the 
number of districts to be covered by thc scheme 
from 163 to 265 ; raising of the income ceiling 
for eligibility to  Rs. 3000 per annum in urban 
or semi-urban areas and Rs. 2000 per annum 
in rural areas ; and specification of the maxi- 
mum amount available to any borrower under 
the scheme at  Rs. 1500 for working capital 
and Rs. 5000 for term loans. As a t  the end 
of March 1973, the amouilt of advances out- 
standing under the scheme stood a t  Rs. 207.35 
lakhs covering over 56,536 accounts. 

The number of scheduled commercial 
banks participating in  the Bills Rediscounti~lg 

Scheme increased during the 
Bills Redis- year to 38 from 35 at the end 
counting scheme of June 1972. The persistent- 

ly low level of outstanding 
amount of bills rediscounted with the Reserve 
Bank reflects, among others, the comfortable 
resources position of banks. There are, how- 
ever, indications of a gradual increase in the 
utilisation of this scheme. During the 1972-73 
busy season, the outstanding amount increased 
by Rs. 19 crores as against a decline of Rs. 3 
cfores in the 197 1-72 busy season. Over the 
year the outstanding amount of bills rediscount- 
ed stood higher by Rs. 5 crores as against a 
small increase of Rs. 36 lakhs in 1971-72 (July- 
June). As banks get better geared to  lending 
against bills wherever possible rather than 
book debts and inventories, this scheme should 
become an  important meails of rediscouirting 
by the Reserve Bank of India. Further modi- 
fications were made during the year to  expand 
tlze scope of the Bills Rediscou~lting Scheme, 
introdllced in Novc~nber 1970. The refinance 
arrangement in respect of the defence packing- 
cum-supply credit which had continued under 
the old Bill IvlarAct sclleme nr;is n~ithdrawn 
fronl March 30, 1973 follo\\~ing suspe~~sion 
of tlle defence packins-cu~n-supply credit 
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137, I:ullowi,lg d i s c u a r i o ~ ~ ~  with Eco.0- under the Credit Authorisation Scheme, term 
mists of Comnlcrcial banks in April 1972, the credit limits of Rs. 3 crores and and 

proformae for the credit plan working capital loans of Rs. 1 crore and 
credit PI~,,,,~,,~ for the banking system for in respect of public sector undertakings jn- 

1972-73 were revised so as to cluding State Electricity Boards were 
provide for estimates on a financial year within the ambit of the Credit ~ ~ t h o r i s a t i o n  
basis of deposit accretion, credit deployment Scheme. 
(sector-wise and state-wise) during the slack 
and busy season and for State-wise branch 140. An important offshoot of the discus- 
exparlsion plan in lead and non-lead districts. sion was the decision to set up a standing 
The profor~nae were filled in by banks cover- Committee of bankers and the Reserve Bank 
ing 96 per cent of deposits ant1 97 per cent of to supervise food procurement credit, as 
credit of the banking system. The projec- mentioned earlier. Proposals are under con- 
tion for each bank with deposits exceeding sideration for organising similar consortium 
Rs. 50 crores was discussed with the Chief arrangements for advances against cotton and 
Executive and senior officials, in order to  kapas in order to facilitate the operations of 
ascertain the methods of estimation followed the Cotton Corporation of India. 
and to review particularly credit deployment 
against some of the sensitive securities. 141. A meeting of commercial banks was 
Aside from this, it was also emphasised that convened to discuss the reasons for slackness 
banks should accelerate branch expansion in in the provision of bank credit for fertiliser 
the under-developed States and step up lend- distribution and purchase of tractors. In 
ing t o  agriculture and other priority sectors. the light of these discussions, the Reserve 
Prior to the announcement of the credit policy Bank laid down broad guidelines to ensure 
for the busy season, the views of banks were free and faster flow of credit for tbese 
elicited in respect of fixing credit limit on party- purposes. 
wise basis as against the ceiling of credit for 
bank as a whole under the selective credit 142. The Pre-shipment and Export Bills 
control measures. A realistic and compre- Credit schemes contjnued t o  be operated to 
hensive credit plan for the year 1972-73 was assist the extension of export 
also drawn up for the banking system as a Pre-shipment finance on an  increasing scale. 
whole after taking into consideration such ~ ~ ~ d ~ ~ ~ ~ : ~ m e  The Pre-shipment ' Credit 
information on production, stocks, prices, Bills Credit Scheme was administered with 
exports, etc. as was available. Scheme a measure of flexibility so that 

the unforeseen difficulties en- 
138. In the course of these discussions, countered by the exporters did not come in 

an importallt point which emerged related to their way of securing cheaper finance. In view 
the practice of taking over by some banks of of the importance of sea-foods as foreign ex- 
accounts of large borrowers from other banks change earners and their great pqtential, the 
by offering lower rates of interest and other credit problems of the industry were discussed 
more favourable terms. Jn this connection, by the Reserve Bank in April 1973 with the 
a special meeting of the public sector banks concerned banks, the exporters of sea-foods 
was convened and the Reserve Bank impressed and the officers of the Marine Export Develop- 
upon them the desirability of desisting from ment Authority. Banks have been advised to 
this practice. extend adequate credit support to the exporters 

a t  various stages and in good time. The Re- 
139. The discussions also revealed that serve Bank has also made certain suggestions 

banks had either committed, or earmarked to banks in this context. The total number of 
sizeable amounts for lending to public sector banks participating in the above schemes as 
units ; while some of them were of a term on the June 30, 1973 was 24. The maximum 
nature, others were in the shape of bridging rate of interest on packing credit and 
finance pending formalisation of arrangements intercst/commission/discount on rupee and 
for issue of sharesldebentures. In order to foreign curlency export bills remained u,l- 
ensure that these tendings also conformed to  changed at 7 per cent per annum throughout 
the stzinclards of credit appraisal laid down the year under review. 
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143. The scheme, which was introduced ill  
May 1968, continued to be popular, enablillg 

the exporters to obtain fi~lallce 
Export Credit from banks at concessional 

nterest Sub- 
%dl) Scheme. rates of interest. It was de- 
1968 cided that working capital 

advances granted by way of 
packing credit by State/Central Co-ope~ative 
banks catering to the export trade should also 
be covered by the Scheme. During the year, 
three State Co-operative Banks and 12 Cen- 
tral Co-operative Banks were brought under 
the Scheme. The ceiling rate of interest of 
7 per cent per annurn remained ~unchanged. 
Consequent on the Iiberalisatioil of its Export 
Production Finance Guarantee Scheme by the 
Export Crcdit and Guarantee Corporati011 
Ltd., it was clarified to  banks in August 1972 
that advances granted by them to exporters 
upto 75 per cent over and above the f.0.b. 
value of shipment will be eligible for interest 
subsidy subject to compliance with the other 
conditions of the Scheme. Claims for interest 
subsidy amouilting to  Rs. 5.31 crores (pre- 
shipment credit Rs. 2.74 crores and post- 
shipment credit Rs. 2.57 crores) received from 
eligible commercial banks were settled. 

144. Reference was made in the last year's 
Report t o  the toning up of credit appraisal 

procedures by banks and cer- 
Credit Autho- tain relaxatioils made in the 
risation Scheme operation of the Credit Autho- 

risation Scheme in order to 
enable banks to meet the urgent demands of 
their borrowers for genuine working capital 
purposes. As it was felt that with the rationali- 
sation of the credit appraisal procedures 
banks themselves would stipulate suitable con- 
venants for disciplining the borrowers and pre- 
venting misuse of funds made available to 
them, relaxatiorls in the requirements of the 
Scheme were further libcralised in December 
1972. Under these modifications scheduled 
commercial banks need not obtain the Bank's 
prior authorisation for sanctioning to a bor. 
rower temporary/intcrirn limits up to Rs. 25 
lakhs for a period not cxcccding three months, 
for genuine productiveltrade operations (as 
against Rs. 10 lakhs previo~~sly exempted) 
and for allowing temporary excess drawings 
over the sntlctioned limit up to 10 per cent 
thcrcof or Rs. 25 laklzs, wlzichevcr is lower 
(as against upto 5 per cellt or Rs. 10 lakhs, 
~v~~ichcver was lower, prcvjously exempted). 

145. A 111ajor clla~lge io thc scopc ; ~ n d  
operation of the Crcdit Authorisation Scllcmu 
related to thc inclusion under it of advn~~ccs  
granted by banks to public sector undertakings 
including State Electricity Boards, us also 
advances against the guarantee of Central 
and State Governments. Banks arc now 
required to obtain the Reserve Bank's prior 
authorisation, under the Scheme for sanction- 
ing to the above category of borrowers any 
credit limit (including commercial bill dis- 
counts) of Rs. 3 crorcs or more or any limit 
that would take the total limits enjoyed by 
such a party from the entire banking system 
to Rs. 3 crores or more, on n secured or un- 
secured basis. Such prior clearance is also 
required for sanctioning (singly or jointly with 
other bank(s)/institution(s) ) of individual 
medium or long-term loan of Rs .  1 crore and 
above, repayable over a period of more than 
three years to  the abovc category of borrowers, 
irrespective of the totality of the credit limits 
enjoyed by thcm from the banking system as 
a whole. As regards State Electricity Boards, 
banks have been advised that finance from 
them for in~plementation of power program- 
mes should take the form mainly of increased 
subscriptio~l to  open market loa~zs or special 
debentures lloated by the Electricity Boards. 
By way of guidelines, banks have been further 
advised that they may, after proper scrutiny, 
extend credit for rural electrification pro- 
grammes relating t o  energisatiotl of tube wells 
or pump sets and cxtend short-term accom- 
modation to the Electricity Boards for meeting 
their working capital, bridging and ways and 
means requirements. 

146. Attention was drawn in the last year's 
Report to  the fact that whilc projecting peak 
requiremeizts of bank fitlance, some banks 
showed unpaid stocks also as being available 
for the purpose of fixing a borrower's credit 
limits. Such a practice resulted in availability 
to  the borrower of 'double finance' both from 
sellers as well as from banks in respect of the 
same inventories. While the thrust of Bank's 
policy has been to curb this practice of double 
financing, it has neverthel'ess continued t o  
adopt a flexible approach. In cases where 
the elen~ent of  double financing could not be 
eli~l~inated forth\vith \\jithout a n  impairment 
to the productive activity, banks were advised 
to rectify the position in a phased nlan~ler by 
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stipulating suitable covenatits that would bring 
about this result. 

147. The policy in respect of advances by 
banks to sugar mills against stocks of sugar 
during the 1972-73 season was reviewed in the 
light of the estimated production of sugar 
during the season, as also thc level of stocks 
which would be held by the mills at the peak 
of the season. Pursuant to this review, banks 
were advised in November 1972 that they might 
allow for the current crushing season, on 
merits, credit limits against stocks of sugar 
upto 80 per cent of those allowed during the 
1969-70 season, 01 the higher limits specifi- 
cally authorised by the Bank for the last season, 
in individual cases, as an interim measure with- 
out the nced to obtain prior authorisation. 
The nced for having a regulatory proccdure for 
ensuring prompt payment by mills to the cane 
growers by obtaining control data was again 
impressed upon banks. 

148. In view of the anticipated fall in the 
jute crop (including mesta) during the 1972-73 
season, thc Jute Commissioner issued orders 
in December 1972 under clause 9 of the Jute 
(Licensing and Control) Order, 1961, requiring 
jute mills to reduce their inventory progres- 
sively in such a way that they did not hold 
stocks of more than eight weeks' requirements 
in the mills or outside. Certain modifications 
were also later issued by the Jute Commis- 
sioner. Banks financing jute were advised 
by the Reserve Bank to ensure that credit 
made available by them to jute mills was con- 
sistent with the instructions issued by the 
Jute Commissioner. These banks were also 
advised to obtain the Bank's prior authorisa- 
tion if they intended to grant, for the 1972-73 
season, increased limits over those sanctioned 
for the 1970-71 season. 

149. With a view to helping the coal indus- 
try in overcoming the difficulties arising out 
of transport bottlenecks, relaxation was 
allowed to banks in January 1972 in regard to 
the grant of additional credit limits to that 
industry up to a maximum of 15 per cent of 
the existing credit limits without the Bank's 
prior authorisation, till the end of 1972. 
Following the recommendation of the Working 
Group on Finance for Coal Industry set up by 
the Bank, banks were advised in December 
1972, to continue the relaxation till the end of 

June 1973. The relaxation in the credit limits 
under the scheme accorded to textile mills 
and dealers in the wake of the Indo-Pakistan 
hostilities in December 1971 was continued 
till the end of December 1972 whereafter it 
ceased to be operative. Credit proposals 
received from industrial units based in the 
Eastern Sector and those in the under-deve- 
loped/backward areas continued to be dealt 
with sympathetically and promptly. 

150, AS mentioned earlier the Bank noticed 
that attempts- were being made by banks, in 
some cases, to take over, from one another,' 
accounts of large borrowers by offering  lower^ 
rates of interest. With a view to preventing 
unhealthy competition amongst the public 
sector banks, the Bank advised them in 
December 1972 to desist from this practice. 
Not being satisfied that the practice had ended 
altogether, the Bank instructed all scheduled 
commeicial banks in January 1973 that pend- 
ing joint consideration of the problem by 
major banks, they should not take over, from 
one another, credit limits or term loans aggre- 
gating Rs. 25 Iakhs or over, without prior 
consultation with bank/s which had presently 
granted such credit limitslterm loans and 
without prior clearance from the Reserve 
Bank. These instructions, which were initially 
effective till the end of April 1973, were later 
extended to remain in force till further advice. 

151. During the period July 1972-June 
1973, 954 applications were received from 
banks for authorisation of credit limits under 
the scheme, as against 727 during the previoGs 
period. The applications seeking authorisa- 
tion were mainly for the grant of working 
capital requirements. Of the applications 
received, two were rejected while sixteen were 
withdrawn by the concerned banks as a result 
of the queries raised. In  some cases, reduced 
limits were authorised by the Bank after care- 
fully considering the need-based requirements 
of the borrowers. Where it was felt that a 
more detailed study of borrower's requirements 
was necessary by the bank concerned or where 
certain corrective measures were necessary to 
be taken in a phased manner, the limits were 
authorised for specific periods subject to review 
at the end of such period. While authorising 
limits, suitable covenants we1 e stipulated in 
several cases. These stipulations which were 
intended to enforce financial discipli~lc on 



borrowers were principally on such matters 
as diversion of short-term funds for non-cur- 
rent Purposes, requirement of Bank's clearance 
for declaration of dividends, inter-corporate 
lendingslinvestments, subordination of pro- 
moters' funds to bank advances, non-payment 
of guarantee commission, etc. 

152. I t  was represented to the Bank that 
some scheduled commercial banks were re- 

luctant to grant short-term 
Advances against advances or 'bridge-over' faci- 
Shares lities on the security of quoted 

shares even for meeting the ge- 
nuine needs of the borrowers. The Bank, there- 
fore, issued a circulai letter to all scheduled 
commercial banks on January 17, 1973 clari- 
fying that the guidelines issued by the Bank 
for advances against shares were intended 
merely to rationalise the policy and not to 
deny credit for genuine productive require- 
ments ; and that banks should continue to 
extend credit against shares, on merits, for 
genuine investment and productive require- 
ments. Further, there should not be any 
objection to  granting advances against shares 
as 'bridge-over' facilities for short duration or 
for working capital purposes to assist genuine 
productive activity. To assist in ensuring a de- 
gree of liquidity to investments in shares, banks 
were asked to continue to allow loans or 
overdrafts against shares on merits, if they 
were satisfied regarding the end-use of funds ; 
in such cases banks need not consider it 
obligatory always to  impose repayment 
schedules for advances up to  Rs. 5 lakhs. 

Selective Credit Controls 

153. In the light of the current production, 
supply and price situation and having regard 
to unfavourable crop prospects in 1972-73, 
certain modifications in the selective credit 
control measures in respect of advances 
against foodgrains, oilseeds and vegetable oils 
and vanaspati, cotton and kapas, sugar, gur 
and khandsari were made during the year. 
While making these modifications, the Bank 
kept in view the objectives of preventing undue 
holding of stocks by borrowers and ensuring 
that credit did not become a bottleneck to 
increased production and pfocurement ; be- 
sides, they were designed to simplify proce- 
dures and facilitate more cffcctivc enfolcemellt 
of the controls. 

154. In view of the advcrsc crop prospects 
for foodgrains in 1972-73, credit controls on 
advances against foodgrains were consider- 
ably tightened both in respect of level of 
credit and of terms of lending. Effective 
from November 16, 1972, the Bank changed 
the permissible limit for advances against 
foodgrains from bank-wise to party-wise. 
The earlier provision relating to the level of 
credit, viz. 110 per cent of the average aggre- 
gate level of credit (against paddy and other 
foodgrains excluding wheat) maintained in 
the corresponding two-month period in the 
preceding year was changed to 100 per cent 
of the peak level of advances outstanding per 
party in any of the three preceding seasons, 
viz. 1971-72, 1970-71 and 1969-70. This pro- 
vision was, iiiter' alia, intended to ensure that 
banks did not offer large credit to a few par- 
ties utilising the unused credit limits of other- 
borrowers. Coupled with this, banks were 
also advised in November 1972 to pursue a 
policy of cautious lending against foodgrains, 
particulatly in respect of pulses and coarse 
grains so as to ensure that their advances 
while facilitating the food procurement pro- 
gramme in different areas were not utilised 
for undue holding of stocks by their bor- 
rowers. Advances against maize which were 
earlier exempted from controls, were again 
brought within the purview of controls, save 
those granted to  industrial users. 

155. In view of the continuing difficult 
supply and price situation of foodgrains, the 
Bank tightened its controls further on April 
18, 1973 b y  raising the minimum margin on 
advances against foodgrains from 50 per cent 
to 60 per cent. The minimum rate of inte- 
rest on such advances was also increased-from 
10 per cent to 12 per cent. However, advan- 
ces to duly appointed agents of the Food 
Corporation of Indialcentral or State Go- 
vernments for the purpose of procurement/ 
distribution were completely exempted from 
controls. 

156. Following the take-over of whole- 
sale trade in wheat, banks were advised on 
May 14, 1973, to ensure that n o  loans against 
the security of wheat were outstanding in 
favour of any wholesale trader or retail 
trader's other than those wlzo havc licences 
from the concerned State Governments to 
hold stocks of wheat as retailers, wherever 
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such liccnces are prescribed ; and that advan- 
ces to retail dealers were confined only upto 
the limit of stocks which they have been 
authoriscd to hold. With regard to advfnces 
against wheat in the main wheat producing 
States of Punjab, Haryana, U.P., M.P. and 
Bihar, the banks operating in these areas 
were asked on May 15, 1973, to undertake 
a special review of credit limits exceeding 
Rs. 20,000 against wheat to private parties in 
order to ensure that these limits are cancelled 
in thc case of wholesale traders and appro- 
prilttcly fixed in the case of licensed retail 
traders. 

157, In view of the rise in  tlzc prices of 
groundnut and its oil and reports of specula- 
tive activity in these commodities in the Statc 
of Gyjarat, the Bank jncrcased on July 24, 
1972, the minimum malgin from 60 per cent 
to 75 per cent in respect of advances in the 
State of Gujarat against groundnut to all 
parties. The minimum margin on advance:; 
in Gujarat State against warehouse receipts 
covering stocks of groundnut and vanaspati 
to vanaspati manufacturers was also increased 
from 50 per cent to 65 per cent. These higher 
minimum margins were extended on Novem- 
ber 15, 1972 to the State of Maharashtra. 
As in the case of foodgrains, the ceiling on 
credit was fixed on a party-wise basis effec- 
tive from November 15, 1972. Thus the per- 
missible limit of credit, viz. 70 per cent of the 
average aggregate level of credit maintained 
during the corresponding two-month period 
of 1967 and also the provision regarding 
additional limit (equivalent to 15 per cent of 
the average aggregate level of c~edit  maintain- 
ed during the corresponding two months in 
1970 for accommodating new parties) was 
changed to 100 per cent of the peak level of 
advances outstanding per party in any of the 
three preceding seasons viz. 1971 -72, 1970-71 
and 1969-70. 

158. Advances directly granted to farmers 
and to primary co-operative societies for 
extending credit to their cultivator-members 
against controlled oilseeds, which represented 
extension of advances granted earlier against 
standing clop for a period of three months 
from the date of harvestmg the said crop, 
were exempted from margin and ceiling con- 
trols, provided each of such credit limit did 
not exceed Rs. 2,500 per farmer or thc amount 

of the crop loan outstanding whichever was 
lower. Further, advances to small bor- 
rowers-manufacturing units and others- 
wholly or partly against the security of food- 
grains, oilseeds and vegetable oils covered 
by the guarantee scheme of the Credit Gua- 
rantee Corporation of India Ltd./Credit 
Guarantee Organisation, were exempted from 
margin and ceiling controls to the full extent 
of the limit subject to a maximum amount 
of Rs. 20,000 for each unit/borrower pro- 
vided &/he undertook to borrow against these 
commodities from one bank only. Advances 
against imported oilseeds and oils continued 
to remain completely exempted from controls. 
As the supply position of edible oilseeds and 
oils coiltinued to be difficult, banks were re- 
quested to .undertake to .finance new parties 
only in exceptionally deserving cases with the 
prior approval of the Reserve Bank. 

159. In respect of advances against cotton 
arid Icapas, it was decided to retain the con- 
trols with marginal modifications because 
there was no case for the removal or relaxa- 
tion of controls, unless the production of 
cotton stabilised at a fairly high level to meet 
the increasing requirements ; besides, the 
need and position of weaker textile mills 
vis-a-vis the stronger mills had also to be 
kept in view in this context. After taking 
into account these aspects, the Bank made, 
on November 15, 1972, some changes for the 
1972-73 busy season by simplifying the exist- 
ing categories of cotton mills and the minimum 
margin applicable thereto as well as the pro- 
visions relating to  advances to parties other 
than cotton textil~ mills. Thus, there was 
no change in margin control in respect of 
advances to  the Government controlled mills 
and to mills in Bihar and West Bengal, viz. 20 
per cent-35 per cent for the specified period 
of consumption of cotton. The minimum 
margin for mills in Bombay and Ahmedabad 
was reduced to 25 per cent for stocks of 12 
weeks' consumption and 50 per cent for stocks 
in excess of tbis amount. In respect of mills 
other than those mentioned above, the mini- 
mum margin was fixed at 25 per cent for stocks 
of 14 weeks' consumption and 50 per cent for 
stocks in excess of 14 weeks' consumption. 
For advances to  parties other than mills, a 
siinplification was introduced by abolishing 
the existing distinction between old and 
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stocks and the different marketing periods 
and instead, a uniform margin of 50 per cent 
was made applicable to such advances. 

160. Regarding advances against sugar, 
gur and khandsari, the minimum margin of 
40 per cent applicable in respect of specified 
lapsed release of sugar was removed because 
there was no need to regulate separately 
credit against lapsed quotas. While the 
minimum margin at 65 per cent was continued 
in the case of free market sugar which had 
left the factory or mill's premises and on 
which excise duty was paid, the minimum 
margin in respect of advances to mills was 
fixed at 10 per cent in the case of stocks of 
levy sugar earmarked for controlled distribu- 
tion by Government and 15 per cent for free 
market sugar, subject to the conditions that 
the levy sugar stocks were valued at the levy 
price and the free sugar stocks at the tariff 
value fixed by the Government. Complete 
exemption from controls was provided for 
advances to manufacturing units (i.e. indus- 
trial users). 

161. On December 20, 1972, the period of 
exemption from selective credit controls in 
respect of advances against the controlled 
commodities in the specified border and neaf- 
border districts, which was earlier extended 
upto the end of December 1972; was further 
extended upto the end of June 1973 in respect 
of advances against cotton and kapas and 
upto the end of April 1973 in respect of the 
other controlled commodities. 

162. It  was mentioned in the last year's 
Report that the special scheme formulated by 

the Working Group for provid- 
Work ing  ing some relief i o  jute in- 
Group on Jute 
industry dustfy by way of charging a 

concessional rate of interest 
on borrowings representing that portion of 
the mills' production which is exported, was 
under the consideration of the Central 
Government. In September 1972, Govern- 
ment were apprised of the fuither necessary 
steps to be taken by them to implement certain 
recommendations of the Working Group. 
The decision of Government on the above 
matters is awaited. 

163. A circular Jetter endorsing thc rclc- 
vant recommctidations of thc,Working Group 

on Finance for Tea Industry, 
Working relating t o  the short-term 
Group on Tea 
Finance credit needs of tea gardens was 

issued to all scheduled com- 
mercial banks in March 1972. In the light 
of the recommendations of the Working 
Group, the Reserve Bank suggested to com- 
mercial banks and State Financial Corpora- 
tions in September 1972, the adoption of cer- 
tain measures for the grant of term finance 
on softer conditions to meet development needs 
of the tea industry. 

164. Based on the recommendations of 
the Working Group consistituted by the 

Reserve Bank to study the 
Working immediate financial problems 
Group o n  Coal 
Industry of the coal industry, the Bank 

advised all scheduled com- 
mercial banks in December 1972 to  give due 
consideration to the recommendations of the 
Working Group. Banks financing the coal 
industry have been advised to consider making 
suitable modifications on merits in the existing 
limits, if necessary by undertaking a review 
of the credit facilities already sanctioned. 

165. The Study Group set up by the 
Reserve Bank in March 1972 to review com- 

mercjal banks lending to 
Study Group cashew industry, with refer- 
on Cashew 
Industry ence to its export and employ- 

ment potential, submitted its 
report in January 1973. The Group made 
a number of recommendations relating t o  
maintenance of margins, valuations of raw 
materials/kernels, level of inventories and 
fixing of adequate credit limits, etc. The 
Bank, while in broad agreement with the re- 
commendations, issued a circular letter to  
scheduled commercial banks in March 1973 
advising them to review the existing credit 
limits on merits and make suitable modifica- 
tions, wherever necessary, in the terms and 
conditions and procedures in force. 

R/eport of the Banking Commission 

J 166. During the year, the Bank forwarded 
it,s views on certain recommendations of the 
Banking Commission which were specifically 
referred t o  it by the Government which mainly 
pertained to  (i) legislative reforms, (ii) oper- 
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ating nietbods nnrl procedures in conlmercial additional Committees as envisaged in clause 
banks including those relating to the establish- 14 of the Scheme to look into details of such 
mcnt of 'Bank Giro' systen~, (iii) chit fund aspects as credit scheme to assist neglected 
business to be run by commercial banks, sectors, branch expansion policy, etc. 
( iv)  the need to have separate merchant 
banking institutions and specialised accept- 
ance and discount houses, (v) the need for 
separate institutions for meeting consumers' 
needs and specialised savings banks, ( i d )  re- 
cruitment, training, etc., of pcrsonnel in banks 
and (vii) banking research and cducntion. 

Other Organisationnl Matters 

167. The new Boards of Directors for the 
nationalised banks, as envisaged under clause 

3 of the Nationalised Banks 
(Management and Miscel- 

Nationalised laneous Provisions) Scheme, 
Banks 1970, werc colistitutcd with 

clkct fro111 December 1 1 ,  1972. 
For the prescnt, the Boards 

consist of 9 to I I Directors. The Boards are 
broad-based and include two representatives 
of the employees (one representing workmen 
employees and thc other oficers), onc dircctor 
each representing the interests respectively of 
depositors and artisans, and persons having 
special knowledge or practical experience in 
the fields of agriculture and small-scale indus- 
tries. The Bonrds have also a nominee each 
of the Central Governnient and the Reserve 
Bank. On the collstitution of the new Boards, 
the office of the Custodian ceased to exist. 
The Chief Executive of each nationalised bank 
is now designated as the Managing Director. 
Currently, the Managing Director of each bank 
has also been appointed as Chairman of the 
Board of Directors. 

168. The Management Committee for 
each bank as contemplated under clause 13 
of the Scheme, has also been constituted. 
The Committee for each bank consists of the 
Managing Director and Chairman, the nomi- 
nees of the Reserve Bank and Central Govern- 
ment and three other directors. At present, 
a director representing workmen staff is on 
the Committee of seven banks, while a director 
representing officer staff is on the Con~mjttee 
of the remaining seven banks. The Com- 
mittee exercises such powers as have been 
delegated to it by the Board with the approval 
of the Central Government. In addition, the 
nationalised banks have also formed some 

169. Certain amendments to the Nation- 
alised Banks (Management and Miscellaneous 

1970, relating to restruc- 
structure of the banks 

and giving opportunity to directors to  show 
cause against their removal from office, ete. 
were made by the Central Government, in 
6- filltation with the Reserve Bank. 

170. Regarding branches of nationalised 7 banks in Uganda, the banking business of 

Bank of India (Uganda) Ltd. 
Foreign Bran- was sold to and taken over by 
ches of Na- Bank of Baroda (Uganda) tionalised 
Banks Ltd. as at the close of business 

on June 30, 1972, pursuant to  
311 agreement of sale. A new Malaysian 
banking company, 19iz. United Asian Bank 
Berhad, was registered a t  Kuala Lumpur on 
December 30, 1972 ; it commenced business 
on May 26, 1973 as from which date it took 
over the undertakings and business of the 11 
branches in Malaysia of Indian Bank, Indian 
Overseas Bank and United Commercial Bank. 
The,authorised capital of the United Asian 
Bank is 25 million Malaysian dollars and the 
paid-up capital 10 million Malaysian dollars. 
The three Indian Banks have contributed 339 
per cent of the paid-up capital of the new 
bank. The balance has been contributed by 
Malaysian citizens, corporations, etc. includ- 
ing Malaysian citizens of Indian origin. The 
Chairmen of the three Indian Banks are direc- 
tors of the new bank. A senior executive of 
Indian Overseas Bank is the Chief Executive 
Director of the new bank. It is expected that 
the proposed set-up of the United Asian Bank 
will provide for expansion of its activities in 
order to cater more fully t o  the national bank- 
ing needs in Malaysia. 

171. The business of the Kisu~nu branch 
of Bank of India in Kenya was sold t o  
the National Bank of Kenya as from the close 
of business or? December 30, 1972. Reference 
was made in the last Report regarding two 
of the four Indian banks operating in Singa- 
pore, which tiid not comply with the minimum 
capital requiremenls as per the local banking 
laws. These banks have since increased their 
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paid-up capital to Rs. 2 crores each by capi- Centre-\vise Inspcction 
talising a portion of their reserves in compli- 
ance with the requirements. No. of centres 58 76 194 

+- 

c' 

172. The Credit Informatioll Division of No. of branches 565 364 789 
the Reserve Bank continued to  assist banks 

and other notified financial Systems Inspection 
C r e d i t  institutions by furnishing N ~ .  of banks inspected 
In format ion  - 2 1 them, on request, information 
on credit facilities allowed t o  individual bor- 
rowers. T o  reduce the time-lag between the 
date of receipt of the statements and the date 
of their consolidation, banks have been re- 
quested to ensure prompt submission of cor- 
rectly and uniformly coded returns. During 
the year, credit information in the case of 
1186 applications was furnished to applicant 
banks/financial institutions as against 2,255 
applicatjons during the previous year. 

173. In  pursuance of the Reserve Bank's 
programme of periodical inspection of com- 

mercial banks, 38 scheduled 
I nspection o f  banks and 6 non-scheduled 
Banks banks were inspected, or taken 

up for inspection, under Sec- 
tion 35 of the Banking Regulation Act, 1949 
during the period. Besides, the inspection 
of the branch of an Indian bank in Sikkim and 
of two banks in Kenya was carried out. 
Scrutiny of the affairs of four banks was under- 
taken during the period, three for issue of 
certificates under Section 44(1) of the Act and 
one for issue of a certificate under Section 
49(C) of the Act. During the year, centre- 
wise inspection of branches of commercial 
banks were conducted at 194 centres served 
by 789 offices of commercial banks. A study 
was also made of one bank to examine the 
systems and procedures obtaining therein 
and t o  suggest improvement wherever neces- 
sary. Further studies of this nature are ex- 
pected to be carried out. 

174. The comparative position in regard 
to the inspection of banks and their branches 
during the last three accounting years is given 
below : 

1970- 1971- 1972- 
71 72 73 

-------- 
Financial Inspection 
No. of banks inspected1 
taken up for inspectio~~ 47 37 44 
No. of offices inspected 721 1116 1013 

175. Consequent upon its business having 
been merged with the Mercantile Bank Ltd., 

the licence granted to the 
Licensing of Hongkong and Shanghai 
Banks Banking Corporation was 

cancelled. Thus, the number 
of licensed banks was reduced t o  45, while 
the number of banks in whose cases licences 
had been cancelled increased to  52 as a t  the 
end of June 1973. Besides, there are 22 banks 
in the public sector which are not required to 
hold a licence. The total number of banks 
to which licences were refused remained 
unchanged a t  283 as a t  the end of June 
1973. 

176. During the period under review, 
four non-scheduled banks were dissolved by 

the High Courts. Certificates 
Liquidation under Section 44(1) of the 
Proceedings Banking Regulation Act, 

1949, were issued to three 
non-scheduled banks t o  enable them t o  go into 
voluntary liquidation. 

177. After obtaining the necessary direc- 
tives from the Central Government, the in- 
spection of four banks under Section 45 Q of 
the Banking Regulation Act, 1949 was taken 
up. Of these, the inspection of three banks, 
viz. Calcutta National Bank Ltd., Puri Bank 
Ltd. and Chotanagpur Banking Association 
Ltd. was completed, while the inspection of the 
remaining bank viz. Associated Banking Cor- 
poration of India Ltd., Bombay has remained 
suspended as the relative records were not 
available t o  the Inspecting Officer. The in- 
spection reports on the Calcutta National 
Bank Ltd., Puri Bank Ltd. and Chotanagpur 
Banking Association Ltd. were forwarded to 
Government of India and the concerned High 
Courts on  12th February, 11 th May and 18th 
June 1973, respectively. 
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178. Twenty-onc clearitlg I~ouscs werc cs- 
tublishcd during tfic periorl July 1, 1972 to 

Juno 30, 1973 bringing the 
Clearing House total number of clearing houses 
~acl t i t ies  in the country to 178 ; of 

these, nine are managed by 
tlic Kcscrve Bank of India, 137 by the State 
Bank of India and 32 by the subsidiaries of the 
State Bnnk of India. 

179. For drawing LIP its futlture programme 
of setting up clearing houses, a fresh list of 
156 centres with a population of 50,000 or 
marc in 1971 and served by more than three 
or four banks, was prepared and sent to the 
State Bank of India in August 1972. The 
Statc Bnnk of India has been examining the 
feasibility of opening clearing houses on the 
above basis. 

180. Thc recomn~endntiot of the Banking 
Commission on the question of establishing 
additional clearing houses at metropolitan 
centres has been engaging the attention of the 
Bank. To begin with, the possibility of estab- 
lishing additional clearing houses at Bombay, 
Calcutta and Madras, is being explored. 

Working Results of Public Sector Banks 

181. An analysis of the working results of 
the 22 public sector banks (State Bank of India 

and its 7 subsidiaries and 14 
AII Public llationalised banks), based 
Sector Banks on profit and loss accounts 

of these banks, shows that 
profits* at Rs. 11.9 crores for the year 1972 
recorded a decline of Rs. 0.9 crore (6.4 per 
cent) over the year. The increase in bank 
credit in 1972 was Rs. 346 crores as against 
Rs. 600 crores in 1971. Earnings from inte- 
rest and discount therefore recorded smaller 
increase of Rs. 82 crores (18.8 per cent) as 
compared to  an increase of Rs. 91 - 6  crores 
(26.5 per cent) in 1971. Total expenses of 
these banks at Rs. 592 - 9 crores show an in- 
crease of Rs. 93 - 1 crores (1 8.7 per cent) over 
that of 1971 ; in 1971 the increase in expenses 
was of the order of Rs. 98 - 2 crores (24.5 per 
cent). In 1972, interest paid on deposits and 
borrowings registered an increase of Rs. 49 
crores (20.2 per cent) as compared to that of 
Rs. 51-3 crores (27.0 per cent) in 1971. 

* Profits after provision for taxes ancl for bonm. 

Salaries and allowances paid.to staff increased 
by RS. 31.4 crores (15.5 per cent) as against 
RS. 37.7 crores (21.7 per cent) in 1971 reflect- 
ing snlaller phase of branch expansion. 

182. State Bank of India improved its 
earnings from Ks. 142:l crores in 1971 to  

Rs. 168.9 crores in 1972 i.e., 
state Bank by 18.9 per cent. Income 
Group from intereit and discount 

went up by, Rs. 22.6 crores 
(19.8 per cent) in 1972 as against a rise of 
Rs. 25.6 crores (28-9 per cent) in 1971. Total 
expenses of State Bank rose by Rs. 26.8 crores 
(19.4 per cent) in 1972 in "comparison with 
a rise of Rs. 28.3 crores in 1971. Interest 
payments on deposits and borrowings recorded 
an increase of Rs. 11 . 6  crores (19 - 3  per cent) 
in 1972 as compared to Rs. 13.2 crores (28 1 
per cent) in 1971. The balance of profits of 
State Bank at Rs. 3 -85 crores in 1972 increased 
by Rs. 7 lakhs as against a rise of Rs. 1.1 
crores in 1971. Out of these profits, Rs. 2 
crores were transferred to  the reserve funds 
while Rs. 1 - 3  crores were provided for dividend 
to its shareholders.* . . 

183. The working results of 7 subsidiaries 
of the State Bank indicated that the income 
rose froni Rs. 39.9 crores in 1971 to Rs. 47.1 
crores in 1972 sllowing a rise of 18.0 per cent 
as against 23 - 7  per cent in 1971. Total ex- 
penses also increased by a similar amount 
(Rs. 7.2 crores) during 1972. I n  the result, 
their profits at Rs. 51 lakhs remained un- 
changed at the level of 1971. Out of these 
profits, these banks transferred Rs. 11 lakhs 
to  reserve funds and provided Rs. 35 lakhs 
for payment of dividend. 

184. Total income a t ' ~ s .  388.8 crores of 
14 nationalised banks in'. 1972 recorded 

a- smaller improvement 
Nationalised Ks. 58 - 3  Crores (17.6 per cent) 
Banks as compared to Rs. 6 3 - 8  

crores (23.9 per cent) in 1971. 
This was mainly on account of lower rate of 
growth in earnings from interest and discount 
which at Rs. 342 crores increased by Rs. 53 
crores (18.3 per cent) as against a rise of 
Rs. 59.1 crores (25-6 per cent) in 1971. 
Total expenses o f  these banks in 1972 at 



Augrist 1973 SUPPLEMENT TO RESERVE BANK OF INDIA BULLETIN 57 

Rs. 38 1.3 crores rose by Rs. 59.2 crores in 
relation to an increase of Rs. 62.2 crores in 
1971. This was mainly attributable to rela- 
tively smaller rise in establishment expenses 
(Rs. 18.1 crores) in 1972 as against Rs. 20- 1 
crores in 1971 and interest payment on depo- 
sits and borrowings (Rs. 33.9 crores) in 1972 
as compared to  Rs. 34-4 crores in 1971. 
Since the increase in expenses (Rs. 59 crores) 
outpaced that in earnings (Rs. 58 crores) the 
profits of nationalised banks declined from 
Rs. 8.6 crores in 1971 to Rs. 7.6 crores in 
1972. A sum of Rs. 3 -20 crores from their 
profits was transferred to statutory reserves. 
The amount transferred to  Government was 
Rs. 4.18 crores, that is 4 .8 per cent of the 
aggregate compensation paid for the acquisi- 
tion of these banks, as against Rs. 4.33 crores 
last year representing 5 - 1 per cent of the 
aggregate compensation. 

Working results of  other Scheduled 
Commercial Banks 

. 185. Total income (but not the profits as 
explained below) of 22 other Indian sche- 

duled banks, each with depo- 
Other Indian sits exceeding Rs. 10 crores, 
Scheduled Banks improved substantially from 

Rs. 38.0 crores to Rs. 49.8 
crores in 1972 showing an increase of 31.7 
per cent over the year. Earnings from inte- 
rest and discount increased from Rs. 32.9 
crores to Rs. 43 - 3  crores in 1972 (by 3 1 7 per 
cent). Total expenditure of these banks also 
rose sharply by Rs. 12 crores to Rs. 48.6 crores, 
showing an increase of 32.9 per cent over the 

, previous year's level. Interest paid on depo- 
sits, borrowings, etc. as well as establishment 
expenses recorded a substantial increase, the 
former by 36.1 per cent and the latter by 29.2 
per cent over the previous year. Due to a 
sharper rise in expenditure than in income, 
the profits of these banks declined from Rs. 137 
lakhs in 1971 to Rs. 114 lakhs in 1972. Trans- 
fers t o  statutory reserves by these banks out 
of 1972 profits amounted t o  Rs. 48 lakhs as 
compared with. Rs. 50 lakhs in the previous 
year, while appropriation for other reserves 
was just half (Rs. 34 lakhs) of that in 1971 
(Rs. 68 lakhs). Dividend to  shareholders 
was, however, maintained at Rs. 19 lakhs or 
a t  the same level as in 197 1. 

186. Total inconle of 11 foreign banks 
increased from Rs. 60.9 crorcs in 1971 to 

Rs. 66-7 crores, in 1972 
showing a rise of 9-5 per 

Foreign Banks cent over the previous year. 
Their total expinditure, howe- 

ver, increased at a slower rate than their 
income i.e. b y  Rs. 4.6 crores to Rs. 62-8 
crores, recording a rise of 8 per cent over the 
year. Their establishment expenses increased 
by Rs. 1 crore and interest payments and 
other expenditure by about Rs. 1.8 crores 
each. In  1971 however, 'Other expenditure' 
had risen by as much as Rs. 4.8 crores. Con- 
sequently their profits a t  Rs. 2.8 crores rose 
only by  Rs. 15 lakhs. In 1972 the profits of 
these banks showed an improvement from 
Rs. 2-8 crores to Rs. 3.9 crores a rise of 
39.4 per cent. Among the foreign banks, 
National & Grindlays Bank earned the 
largest profit (Rs. 1.20 crores) followed by 
First National City Bank (Rs. 1.09 crores). 
All foreign banks together transferred to their 
Head Offices an amount of Rs. 3 -93 crores 
in 1972 as compared to Rs. 2.54 crores in 
1971. 

Control on Non-Banking Companies 

187. During the year further amendments 
were made t o  the directions issued in October 
1966 to the non-banking financial and non- 
financial companies. The amendments which 
came into force from January 1, 1973 were 
as follows : first, the minimum period for 
which non-banking non-financial and financial 
companies can accept deposits has been re- 
duced from twelve months to six months. 
Further, non-financial companies may now 
accept deposits for a period of three months 
upto ten per cent within the limit of 25 per 
cent of their paid-up capital and free reserves 
for meeting their seasonal requirements. 
Secondly, money received by one company 
from another is excluded from the definition 
of the term "deposit". Thirdly, the exemp- 
tion of mutual benefit financial companies 
from the purview of the directions will cover 
only those companies which accept deposits 
from their members and which are notified 
by the Central Government under Section 
620A of the Companies Act, 1956. Moreover, 
deposits received from "associate members" 
who are not registered as holders of shares in 
the companies will not qualify for exemption 
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from the prescribed ceiling for deposits. Such 
companies holding deposits in excess of the 
prescribed ceiling will have to regillarise their 
position before January 1, 1974. Fourthly, 
under the directions, any 'loan' received from 
a person, who a t  the time of the receipt of such 
a loan is a director of the company, is exempt 
from the scope of the term "deposit". The 
directions have now been amended to provide 
that the exemptions will cover any "money" 
received from a director on or after January 1, 
1973 provided the company obtains from the 
person from whom the money is received, a 
declaration in writing that the money has not 
been given by such person out of the funds 
acquired by him by borrowing or by accepting 
deposits from any other person. For similar 
reasons it has now been provided that in the 
case of a private company, any money received 
by it from its shareholders (which also has 
been excluded from the definition of the term 
"deposit") will be eligible for the exemption 
provided the company, at the time of receiving 
money from them, has obtained a similar 
declaration. Finally, in order that a depo- 
sitor may be aware of the financial position of 
the company with which he proposes to keep 
a deposit, it has been made obligatory, with 
effect from April 1, 1973 on the part of all the 
companies receiving deposits (including re- 
newals or conversions thereof) to do so only 
on applications in writing obtained from the 
intending depositors on forms supplied by 
the companies, containing all the particulars 
specified in respect of advertisements soliciting 
deposits. 

188. It was represented to the Reserve 
Bank that the observance of some of the pro- 
visions of the directions issued to non-banking 
non-financial companies is likely to cause 
hardship to small-scale industrial units. In 
view thereof, the Bank has, in consultation 
with the Government of India, exempted small- 
scale industrial companies (registered with 
the Directorate of Industries or Small-Scale 
Industries) with an aggregate of paid-up capi- 
tal and free reserves not exceeding Rs. 3 lakhs, 
which accept deposits from not more than 50 
persons from the provisions of the directions 
relating to ceilings on deposits, repayment of 
deposits held in excess of ceiling, particulars 
to be specified in application forms and adver- 
tisements soliciting deposits, and rates of in- 
terest payable on deposits prematurely with- 

drawn. The exemption, operative from the 
1st July 1973, will remain in force for a period 
of three years. All other small-scale indus- 
trial companies have also been exempted from 
the ceiling restrictions on deposits provided 
the total amount of deposits and loans accepted 
by a company does not, at any time, exceed 
the aggregate of its paid-up capital and free 
reserves as reduced by the balance of loss, if 

,any. Small-scale industrial companies, would 
however be required to comply with all other 
provisions of the directions such as submis- 
sion of the prescribed annual returns and main- 
tenance of deposits registers. 

189. The Government of Maharashtra 
has decided to enact a law to control chit 
funds in the State. A Bill to that effect wit1 
be introduced in the Legislature shortly. 
The Government of Kerala has drafted the 
Kerala Chitties Bill 1972. It seeks t o  incor- 
porate the provisions of the earlier Bills with 
some further additions and when enacted into 
a law, it will extend to  the whole of Kerala 
State. 

190. In the light of the experience gained 
in the administration of the provisions of 
Chapter IIIB of the Reserve Bank of India 
Act, 1934 relating to non-banking institutions, 
it was observed that certain provisions thereof, 
more particularly those relating to inspection 
'of non-banking companies, regulation of 
advertisements, penalties prescribed for con- 
traventions of the various provisions of the 
directions etc. were not adequate. Certain 
amendments to the relative provisions of the 
Act have, therefore, been suggested to  the 
Government of India for Its consideration and 
necessary action. 

191. According to the survey of deposits 
with non-banking companies for the year 
ended March 31, 1970, the number of report- 
ing financial companies has declined by 51. 
while the number of non-financial companies 
has increased by 21. The total number of 
reporting companies was 676 financial and 
1,535 non-financial. Although there was a 
small reduction in the total number of report- 
ing companies, the number of accounts in- 
creased from 6-24 lakhs to 7.14 lakhs. The 
total deposits (including exempted loans not 
counting as deposits at Rs. 287-3 crores) also 
increased from Rs. 593 7 crorcs to Rs. 633.3 
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crores. The total deposits with financial 
companies amounted to Rs. 181 -9 crores 
while those with non-financial companies 
aggregated Rs. 451.4 crores. The total 
amount of exempted loans and deposits re- 
ceived and held by the companies increased 
during the year by Rs. 39.6 crores, of which 
the major portion of the increase at Rs. 23.11 
crores is accounted for by deposits. 

192. A large proportion of deposits and 
exempted loans accepted and held by the non- 
banking corporate sector is accounted for by 
a few large companies with outstanding depo- 
sits and exempted loans of more than Rs, 25 
lakhs each. Thus, out of 2,211 reporting com- 
panies, 370 companies accounted for 83.3 
per cent of the total deposits at Rs. 346.0 
crores and 80-2 per cent of the outstanding 
deposits and exempted loans at Rs. 633.3 
crores. Of these, 48 were financial compnies 
holding 85 per cent of the total deposits with 
all financial companies while 322 non-financial 
companies qccounted for 81.7 per cent of the 
total deposits with all non-financial companies. 

193. The reporting companies are mainly 
concentrated in the State of Maharashtra, 
Tamil Nadu and West Bengal. The com- 
panies in those States accounted for Rs. 453.3 
crores out of the aggregate of deposits and 
exempted loans a t  Rs. 633.3 crores, the balance 
of Rs. 180 crores being spread over the remain- 
ing StatesIUnion Territories. 

Deposit Insurance Corporation 

194. During the period under review, one 
commercial bank, viz., Purbanchal Bank Ltd., 
Gauhati was registered as an insured bank on 
its being granted a licence by the Reserve 
Bank of India under Section 22 of the Banking 
Regulation Act, 1949, for carrying on banking 
business in India. The number of insured 
commercial banks, however, remained un- 
changed a t  8 1 as a foreign exchange bank was 
de-registered following the merger of its 
Indian branches with another exchange bank. 
The number of insured co-operative banks 
increased from 391 to 404. 

195. Steps are being taken for extension 
of the Deposit Insurance Scheme to eligible 
co-operative banks in two more States, viz., 
Jammu and Kashmir and the Union Territory 
of Delhi, which have since amended their 
Co-operative Societies Act suitably. The 
Reserve Bank is actively pursuing with the 
remaining State Governments/Union Territo- 
ries for extending the benefits of the scheme to 
the co-operative banks operating in those 
areas. 

196. In view of the extension of the Depo- 
sit Insurance Scheme to the co-operative banks 
the share capital of the Corporation was in- , 

creased with the approval of the Central 
Government b y  Rs. 50 lakhs to Rs. 1 -50 crores 
with effect from January 1, 1972. The entire 
share capital has been subscribed by the 
Reserve Bank of India. 
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ANNEXURE 

REFINANCE I:ACILI'rIES T O  T I E  SCI-IEDULED COMMERCIAL BANKS FROM T H E  RESER\'E 
BANK O F  INDIA 

EFFECTIVE FROM NOVEMBER 1, 1971 T O  NOVEMBER 16, 1972 

- 
Net 

Liquidity ~t . ik% At Bank rate (6%) Remarks 
Position 

(4) - (1) (9 (3) 

I. Export Credit: 

Trrespcctivc of net Upto a n  amount equal to  An additional amount of 10% Borrowings equal to  0 %  of  the 
liquidity ratio. 10% of the annual avc- of the annual average in  1971. annual average of export credit 

rage in 1071. in  1971 will not impair the net 
liauiditv ratio. 1971 base to be 
effective from January 1, 1972. 

I I .  A n  amount equivalent t o  the increase in advances over the prescribed base period in 
respect of: 

-do- Lending to primary co-ope- (a) Short-term lending to small- Base Period : Average level of 
rativc credit societies in  scale industries covered by such credit in the corresponding 
selected districts of A.P., guarantee of C.G.O. calendar quarter of the previous 
Haryana, M.P., U.P. and year, i.e. for the quarter Jan- 
Mysore. (b) Short-term direct lending to uary-March 1972, base will be 

agriculturists. the average for' the quarter 
January-March 1971. 

Ill. N e w  Bill Market  Scheme: 

Rediscounting of bills under the Outstanding liability i n  respect of 
new Scheme. bills rediscounted under the new 

Scheme will not impair the net 
liquidity ratio till the end of 
October 1972. 

IV. Food Procurement Advances: 

10% of the outstanding level of 
food procurement advances as 
on the last Friday of October 
1971 and an additional 113 
of the increase over the levcl 
as on the last Friday of Octo- 
ber 1971. 

V. 'Defence packing-cu m-Supply' Credit: 

Upto thc total outstanding level. The facility will 11c available under 
the old Bill Market Scheme 
under Section 15!4j(c,1 of the 
Reserve Bank of India Act, 
1934 (cide Governor's Circular 
DBOD. S o .  GCS.BC. 11.7:C. 
483-71, dated December 11, 
1971). 

Xote : Minimum net liquidity ratio for Bank rate refinance is 34%. An enhanced rate of interest is chargeable an 
the excess borrowings of a bank. I t  would be the rate raised by 1% per annum above the level of Bank rate for a short- 
fall of every one point or a fraction thereof in  the bank's net liquidity ratio (below 34% at  present). However, ,virrn the net liquidity ratio falls below .7fiq/, a maximum enhanced rate of 1;0/, will hc charged. 
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EFFECTIVE FROXI SO\'E\IIIEK 17,  I!,;? 1'0 1l . \ lICt-I  2:). l!)i:l 

- 
Liquidity 
Posit ion 

I. Export Credit : 

Irrespective of net Upto a n  amount equal to  An additional amount of 10% Borrowings equal to  20% of the 
liquidity ratio. 10% of the annual aver- of the annual average i n  1073. annual average of export credit 

age ~n 1072. i n  1072 will not impair the net 
liquidity ratio. 1972 base to be 
effective from January 1, 1973. 

11. A n  amount equivalent to the increase in advances over the prescribed base period in 
respect of: 

. do- 

Lending to primary co-op- (a) Short-tcrm lending to small- Base Period: Average levcl of 
crative credit societies in  scale industries covered by such credit in  the correspond- 
areas where the Scheme guarantee of C.G.O. ing calcndar quarter of the 
is in operation with thc ( b )  Short-term direct lending previous year, i.e. for the quarter 
prior approval of the to agriculturists. January-March 1973, basc 
Reserve Bank of India. will bc thc average for the 

quartcr January-March 1973. 

Ill. N e w  Bill Market Scheme: 

Rediscounting of bills under the Outstanding liability in respect of 
New Bill Market Scheme. bills rediscounted under the 

New Bill Market Scheme will 
not impair the net liquidity 
ratio till the end of October 
1973. 

IV. Food Procurement Advances: 

10% of the outstanding level of The facility will be nvailablc 
food procurement advances under the old Bill Market 
as on the last Friday of Octo- Scheme under Section l5(4)(c! 
ber 1073 and a n  additional of the Reserve Bank of India 
113 of the increase over the Act. 1934. 
level as on the last Friday 
of Octobcr 1972. 

V. IDefence packing-cum-Supply' Credit: 

-do- - Upto the total outstanding level. -do- 

~Voic, : Ilinimum net liquidity ratio for Bank rate refinance is 36% effective from November 15, 1972. .4n en- 
hancrtf rate of  interest is chargeable on the excess borrowings of % bank. I t  wou!d be the rate raised by 10; per annum 
above the  l e ~ e l  of Bank rate from short-fall of every one point or a fraction thereof in the bank's net liquidity ratio 
bclolv 3(i1]:,. Ho\vrvrr, xvht*n thr net liquidity ratio falls below 28$ / ,  a ~naxinlum enhanced rate  of 150,: will be charged. 
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Kc t 
Liquidity .At d & y &  At Drank rate@ 

Remarks 

Posit ion 

---- 
(4) -_--- - (1) --- (2) (3) 

I. Export Credit : 

rrrcspcctive of net Upto nrl ;tnlount equal t o  An additional amount of 10% Borro~vings equal to  20% of the 
liquidity ratio, 10% of thc annual nve- of the annual average i n  1072. annual average of export credit 

rngc i n  1073. in  1972 will not impair the net 
liquidity ratio. 1973 base to 
be effective from January 1, 
1973. 

11. An amount equivalent to the increase in advances over the prescribed base period in 
respect of: 

Lending to prirnnry co-ope- (a) Short-termlending to small- Base Period: Average level of 
rativc credit societies in  scale industries covered by such credit in the corresponding 
areas where the Scheme guarantee of C.G.O. calendar quarter of the previous 
is in operation with the ( b )  Short-term direct lending year, i.e. for the quarter Jan- 
prior approval of the to  agriculturists. uary-March 1973, base will be 
licscrve Bank of India. the average for the quarter 

January-March 1972. 

Ill. Food Procurement Advances: 

10% of the outstanding level of The facility will be available 
food procurement advances under the old Bill Market 
as on the last Friday of Octo- Scheme under Section 17(4) (c) 
ber 1073 and a n  additional 112 of the Reserve Bank of India 
of the increase over the level Act, 1934. 
as on the last Friday of Octo- 
ber 1072. 

IV. New Bill Market Scheme: 

Rediscounting of bills under the As this facility is not treated ,as 
New Bill Market Scheme. a borrowing from Reserve Bank, 

it will not be  taken into account 
in the computation of the net 
liquidity ratio; hence the facility 
will not impair the net liquidity 
ratio. 

@6% upto May 30, 1973 and  7 %  thereafter. 

.Note: Minimum net liquidity ratio for the Bank rate refinance will be 37% effective from &larch 30! 1973 upto 
June 12, 1973. An enhanced rate of interest is chargeable on the excess borrowings of a bank. For the initial 1 percen- 
tage point fall or a fraction thtreof from 37%, the enhanced rate would be 2% above Bank rate. Therefore, upto 
30th May 1973 (when the Bank rate was 6%) t h r  said enhanced rate would be 8%. while from the 31st May 1973, 
(the day from which Bank rate was raised to 7 %) it would be 9 %. For every further 1 percentage point fall or a 
fraction thereof, the rate of interest would increase by 1 % subject to a mnxirnum of 1,0$/,. 
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REFIXASCE I:ACIIdI'I'IES 1'0 THE SClIEDUl.EI) C;OhI1IERClhI. il:\XKS 1:ItC)hf ' I l lE 1tFA5ER\'I: 
l\:\XK 01; lXDI.\ 

EFFECTIVE FRO11 JUXE 13, 1073 ?'O J U I S  12, 1073 

Liquidity 
Posit ion 

:\t Bank rate (7%) 

I. Export Credit : 

Irrespective of net 
liquidity ratio. 

Upto a n  amount An additional amount of Borrowings equal to 20% 
equal to 10% of 100,; of the annual of the annual average of 
the annual average average in 1073. export credit in 1972 
in 1072. will not impair the net 

liquidity mtio. 1972 
base t o  be effective from 
January 1,1073. 

II. An amount equivalent t o  the increase in advances over the prescribed base period in respect of : 

-do- Lending to primary 
co-operative credit 
societies in areas 
where the Scheme 
IS in operation 
with thc prior 
approval of the 
Reserve Bank of 
India and lending 
t o  Farmers' Service 
Societies sponsored 
by the banks with 
RBI approval. 

. clo- 

(a) Short-term lcnding to Base Period: Average level 
small-scalc industries of such credit in the 
covered by guarantee corresponding calendar 
of C.G.O. . quarter of the previous 

year, i.e. For the quartcr 
( b )  Shprt-term direct January-March 1!)73, ' 

l end ln~  to azricul- basc will be the avcragc ., u - 
tnrists. for the quarter January- 

March 1972'. 

I l l .  Food Procurcrnent Advances : 

10% of the outstanding The  facility will be avail- 
level of food procure- able undcr the old Bill 
n e n t  advances as  on the Market Scheme under 
last Friday of October Section 17(4)(c) of the 
1973 and a n  additional Reserve Bank of India 
1/2 of the increase over Act, 1034. 
the level as  on the 
last Friday of October 
1972. 

IV. New Bill Market Scheme : 

Rediscounting of bills As the  facility is not 
under the New Bill treated as a borrowing 
Market Scheme. from RBI i t  will not be 

taken into account in  
computation of the net 
liquidity ratio; hence, the 
facility will not impair the 
net liquidity ratio. 

Note : Minimum net liquidity ratio for Bank rate refinance is 39% effective from June 29, 1073. An enhanced rate 
of interest is chaqezble on the excess borrowings of a bank. It would be  the rate raised by 1% per annum above the 
level of Bank rate for short-fall of every 1 percentage point or a fraction thereof i n  the bank's net liquidity ratio below 
30%.  However, when the net liquidity ratio falls below 3.',0/,, a maximum rate of 12% will b e  charged. 
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RE121NANCE I:ACILI'I'IES TO THE SCHEDULED COhfMERCIAL BANKS FROM THE RESERVE 

DANK OF INDIA 

EFFECTIVE FROhf JULY 13, 1973 

Net 
Liquidity At 5% At Bank rate (7%) Remarks 
Position 

(1) (9 (3) (4) 

I. Export Credit : 

Irrespective of net 
liquidity ratio. 

An amount equal to 10% of Such borrowings will, impair the 
the annual average in 1972. net liquidity ratio. If a bank 

has already borrowed under 
Section 17(3A) and such out- 
standings continue beyond July 
12, 1973, they will also impair 
the bank's net liqnidity ratio. 
1972 base to be effective from 
January 1, 1973. 

11. A n  amount equivalent t o  the increase in  advances over the prescribed base period i n  respect of: 

Lending to primary co-opera- 
tive credit societies in areas 
where. the Scheme is in 
operation with the prior 
approval of the Reserve 
Bank of India and lending 
to Farmers' Service Socie- 
ties sponsored by the banks 
with RBI approval. 

Such borrowings will impair N.L.R. 
as before. 

Base Period: Average level of 
such credit in the corresponding 
calendar quarter of the previous 
year, i .e.  for the quarter Jan- 
uary-March 1973, base will be 
the average for the quarter 
January-March 1972. 

Ill. N e w  Bill  Market  Scheme : 

Rediscounting of bills under As the facility is not treated as a 
the New Bill Market Scheme. borrowing from Reserve Bank, 

it will not be taken into account 
in the computation of the net 
liquidity ratio; hence, the 
facility will not impair the net 
liquidity ratio. 

- 
Note : Minimum net liquidity ratio for Bank rate refinance is 39% effective from June 29, 1973. An enhanced rate 

of interest is chargeable on the excess borrowings of a bank. I t  would be the rate raised by 1% wr amum above the 
level of Bank rate for short-fall of every one percentage.point or a fraction thereof in the bank's net liquidity ratio k l o w  
39%. However, when the net liquidity ratio falls below 35%, a maximum rate of 12% will be charged. The minimum 
net liquidity ratio for Bank rate refinance will be raised to 40% effective September 8, 1073. Hence, the maximum 
rate of 12% on txctss borrowings will be applicable to the N.L.R. level below 36%. 
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111. DEVELOPlllENTS IN CO-OPERATIVE BANKING 

197. Co-operative Banking policy during 
1972-73 was directed towards ensuring that 
the co-operative credit structure in the coun- 
try was strengthened financially and organisa- 
tionally especially in the weaker States. It  
endeavoured in particular t o  assist small and 
weak farmers, ensured larger credit for pro- 
duction and investment and relief to farmers 
affected by wide-spread drought. The more 
important of the measures taken by the Bank 
in pursuance of these objectives are described 
in this Section. 

198. After consideration of the recom- 
mendations of the Study Group set up by the 

Reserve Bank on linking bor- 
Agricultural rowings from the Reserve 
Credit Board Bank with deposit rnobilisa- 

tion by central co-operative 
banks, b y  the Agricultural Credit Board, a 
modified scheme having the following salient 
features was introduced from July 1973: (a) 
the financial accommodation from the Re- 
serve Bank to State co-operative banks on 
behalf of central co-operative banks for sea- 
sonal agricultural operations would be avail- 
able at + per cent below the Bank rate; (b) the 
highest level of borrowings from the Reserve 
Bank during the three years ending June 1973 
would be deemed as base level borrowings 
and a rebate of 13 per cent in interest would 
be allowed on fresh bor~owings upto this 
extent; (c) a rebate of 1+ per cent in interest 
would also be available on additional borrow- 
ing upto twice the increase in the involve- 
ment of central co-operative banks in short- 
term agticultural loans from their own re- 
sources over the base year or to the full extent 
of additional finance provided to small far- 
mers; (d)  special concessional rebate of 1% 
per cent upto four times the central bank's 
involvement would be given in cases of low 
level of borrowings at present from the Re- 
serve Bank due k higher levels of deposits 
already mobilised; (e) weak and non-viable 
central banks i.e., banks with a loan business 
of less than Rs. 1 crore would be exempted 
from the operation of the scheme. The 
Board decided that the Study Group should 
be made more broad-based and continued as a 
Standing Committee to examine matters aris- 
ing from time to  time in the jmplementation 
of the scheme. 

199. The 46 SFDA* and 41 MFALA@ 
projects set up in the country actually started 
functioning on a significant scale only from 
the co-operative year 197 1-72.? The imp1 e 
mentation having gained momentum during 
the year under review, there has been overall 
satisfactory progress in certain essential res- 
pects. For example, as at the end of March 
1973 the identified participants were 23.66 
lakhs under SFDA and 11.27 lakhs under 
MFALA projects, compared to 14.21 lakhs 
and 8.09 lakhs, respectively, at the end of 
March 1972. During the same period, the 
participants enrolled as members of co-opera- 
tives increased from 5 .85 lakhs under SFDA 
and 1.40 lakhs under MFALA to 11 .40 
lakhs and 3.55 lakhs, respectively. The 
total loans disbursed by the co-operatives as 
well as commercial banks more than doubled 
from Rs. 23 15.92 lakhs to Rs. 4942.97 lakhs 
under SFDA and increased six fold from 
Rs. 157.46 lakhs to  Rs. 936 .I7 lakhs under 
MFALA. Of particular significance in both 
these projects is the progress in providing 
irrigation facilities. The number of dug 
wells/tube wells increased during the period 
from 22998 to 74220 and the number of 
pumpsets from 7682 to 19517. Further, 
milch cattle supplied increased in number 
from 11033 to 41358. There has been a steep 
increase in the rural works undertaken. The 
number increased from 2,664 to 1,08,661. 
The Government of India has decided to 
continue the schemes upto 1975-76 with the 
same financial outlay. Special studies of the 
progress launched by the SFDA undertaken 
a t  the instance of the Planning Commission 
were also continued during the year. The 
working of the SFDA, Darjeeling, was studied 
during the year and a report submitted to  the 
Planning Commission. The follow-up study 
of the Mysore SFDA was also conducted. 

200. Central co-operative banks were re- 
quired to  get themselves in a position t o  
show, as mentioned last year, at  least 20  
per cent of their outstanding of borrow- 
ings from the apex bank as covered by 
outstanding loans to  societies against small 

*Small Farmers Drvelopment Agency. 
@Marginal Farmers and Agricultural Labourers Agency. 

?July 1 to June 30 
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and cconomically weak farmers tviz., those 
whose holdings were 3, acres or less. As a 
further measure. to enforce discipline, the 
~ a n k  has stipulated that while the first 70 per 
cent of .  the limits sanctioned for financing 
seasonal agricultural operations may be drawn 
freely, the next 20 per cent will have to  be 
matched by corresponding advances outstand- 
ing against small, marginal and economically 
weak farmers before drawing on the balance 
of 10 per cent. During the year some banks 
represented that the area held by farmers 
having each a holding of three acres and less 
was very small in relation to the norm of 3 
acres total cultivated area and that therefore 
they would not be able to satisfy the condi- 
tion relating to small farmers. The Bank, 
therefore, decided to fix district by distrjct 
appropriate parameters with reference to the 
size-distribution of holdings in the district. 

201. The scheme of financing primary 
agricultural credit societies by commercial 

banks introduced in 1970 
Commercial continued to operate during 
Banks Financing the year in 51 districts of six 

States, viz., Andhra Pradesh, 
Haryana, Madhya Pradesh, 

Mysore, Orissa and Uttar Pradesh. Proposals 
for extending the scheme to areas having 
sizeable credit gaps in the States of Bjhar, 
Jammu and Kashmir, West Bengal and Maha- 
rashtra were under active consideration of the 
concerned State Governments. In all 20 
commercial banks have participated in the 
programme through 3 18 branches, covering 
as many as 1509 societies out of 2253 societies 
allotted to them. During the third year of the 
scheme, the short-term and medium-term 
loans advanced by the commercjal banks t o  
societies were of the order of Rs. 10.13 crores 
(up to March 1973) as against the loans of 
Rs. 7.16 crores disbursed in the preceding year. 

202. The working of the scheme in 5 
States, viz., Andhra Pradesh, Mysore, 
Haryana, Madhya Pradesh and Uttar Pradesh 
was studied by special teams constituted by 
the Reserve Bank. The Study Teams ex- 
pressed a view that if proper action was taken 
by the societies towreduce the overdues, enlarge 
membership coverage, appoint full time paid 
secretaries, etc., they would be able t o  attain 
viability within a short period. The Bank 
has been keeping a close watch over the pro- 

gress of the scheme, as also the programmes 
for the rehabilitation of weak central co- 
operative banks in areas where the scheme is 
in operation. State level co-ordination com- 
mittees have been set up  in all the States for 
reviewing the progress of the scheme. 

203. The central sector scheme for reha- 
bilitation of weak central co-operative banks 

referred to in the last year's 
Co-operative Report (p. 55) was put into 
Development. operation during the year. 

Proposals in respect of 72 
banks in 11 States identified by the Reserve 
Bank as weak in accordance with the norms 
laid down in the scheme, were submitted to 
the Government of India by the concerned 
State Governments. The Government of 
India approved financial assistance of the 
order of Rs. 53.75 lakhs covering 37 banks. 
The Bank will continue to pursue this matter 
in future. 

204. Before extending the Deposit Insu- 
rance Scheme t o  co-operative banks in any 
State, it was considered desirable by the Bank 
to  draw a programme of rehabilitation for 
weak primary co-operative banks. Primary 
co-operative banks whose bad and doubtful 
debts and accumulated losses exceeded 25 
per cent of the owned funds or whose overdues 
exceeded 50 per cent of either the demand or 
outstandings as on June 30, 1971 were deemed 
to be weak. Only those weak banks which 
are viable and having a minimum working 
capital of Rs. 25 lakhs and a loan business 
of Rs. 18 lakhs or which have reached 75 per 
cent of the norms prescribed for viability and 
have a potential for attaining viable status in 
the next 3 to 5 years are marked for rehabili- 
tation. On these criteria, 21 primary co- 
operative banks were selected and the con- 
cerned State Governments were advised t o  
take necessary steps for their rehabilitation 
on the lines indicated by the Bank. Similsrrly, 
a viable or potentially viable primary land 
development banklbranch of State land deve- 
lopment bank* with overdues as on June 30, 
1971 exceeding 50 per cent of the demand was 
deemed to  be weak and on this basis as many 

* A primary land development bank/branch of the 
State land development bank is considered viable if i t  
has already reached a loan business of Rs. 30 lakh or 
potentially viable if a loan business of Rs. 90 lakhs hat 
been reached. 
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as 52 primary land development banks and 
I3 branches of State land development banks 
were identified by the Bank as weak to be 
taken up for rehabilitation by the State 
Governments concerned. 

205. With a view to removing bottlenecks 
in the flow of co-operative credit in some 

States, . steps . were taken t o  
Special rectify defects in their working. 
Measures 
t o  Identify The - Bank prepared ~ a s t g r  
Credit Plans .for Uttar Pradesh, 
Gaps, etc. Bihar, Jammu and Kashmir. 

Assarn and Meghalaya fo; 
accelerated development of agricultural 
production with the help of credit provided 
by co-operatives. The salient features of the 
Plans are: (a) granting of loans by State 
Governments to  non-members of co-opera- 
tives to  enable them to purchase shares in 
primary credit societies and become members, 
(b) contributions to  share capital of central 
co-operative banks and primary credit socie- 
ties for enabling them to borrow adequately 
to  sustain their lending programmes and (c) 
placement of long-term deposits by the State 
Governments concerned with the co-operative 
banks for enabling them t o  maintain non- 
overdue cover for the borlowjngs from Re- 
serve Bank of India, etc. 

206. The Governor appointed a 'Study 
Team on Overdues of Co-operative Credit 
Institutions' in December 1972 t o  analyse 
the causes of such overdues. The Team was 
also required to examine the adequacy of stabi- 
lisation arrangements, including the need for 
streamlining the policies and procedures for 
grant of conversion/rephasement facilities and 
for eugmentation of various funds for the 
purpose. Another Study Team was appointed 
by the Governor in December 1972 to examine 
the justification or  otherwise for the conti- 
nuance of central co-operative banks in Kerala 
with reference to their financial position and 
organisational arrangements and the possi- 
bility of the State co-operative bank directly 
financing the societies as a transitional arrange- 
ment to fill up the credit gaps. 

207. The working of the co-operative credit 
structure in Maharashtra was affected as a 
result of widespread drought conditions. 
A 'Study Team on Co-operative AgricuItural 
Credit Institutions in Maharashtra' was, there- 

fore, appointed in December 1972 by tho 
Governor to make a detailed investigation 
of the position and make suitable recommen- 
dations. In its interim report submitted 
in March 1973, this Team has made recom- 
mendations regarding extension of conversion 
facilities for periods ranging from 3 t o  7 years 
dependingupon whether,the drought conditions 
occurred just in 1972-73 or in two or three 
consecutive years; sanction of medium-term 
loan by the Reserve Bank from its Stabilisa- 
tion Fund upto the maximum period of 5 
years for 517th of the amount and the balance 
by thq Statelcentral co-operative banks for 
7 years in cases where the period of conver- 
sion had to exceed 5 years; and the programme 
of rehabilitation providing for conversion .of 
overdues into medium-term loans in respect 
of non-wilful defaulters. These proposals 
which are intended to facilitate the granting 
of fresh loans to affected farmers, were 
forwarded to Maharashtra Government 
who have initiated necessary action t o  imple- 
ment them. 

-208. . In  pursuance of the recommenda- 
tions of the Study Team on Co-operative 
Agricultural Credit Institutions in West Bengal 
to which a reference was made in the last 
Report, the Bengal Co-operative Societies 
Act, 1940 was amended to  give powers to the 
Registrar of Co-operative Societies for effect- 
ing compulsory amalgamation of weak cen- 
tral co-operative; banks with other central 
co-operative banks or State co-operative 
bank. The Government of India had issued 
orders in January 1973 placing 4 central co- 
operative banks in West Bengal under mora- 
torium with effect from the close .of business 
on January 27, 1973 t o  facilitate implementa- 
tion of the scheme of amalgamation of three 
of these with the State Co-operative Bank and 
one with another central co-operative bank. 
The West Bengal Government has appoin- 
ted a State level review committee to review 
the progress in this matter. 

209. The practice of sanctioning separate 
short-term limits for .production and market- 

ing of klzarif and rabi crops 

CO-operative introduced in 1971-72 was con- 
Credit Policy, tinued during the year; so 
Procedures and was the special line of credit 
Operations for marketing of cotton and 

kapas falling within the sphere 
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of selective credit controls. The system of 
lending was further simplified and the im- 
portant changes incorporated in the revised 
'Manual on Production Oriented System of 
Lending for Agriculture.' The changes relate 
to : (a) fixation of scales of finance in two 
components, viz., cash and kind instead of 
three or four components recommended pre- 
viously; (b) constitution of a Technical 
Group in place of the earlier Field Workers 
Conference; (c) preparation of credit limit 
statements separately for small farmers and 
others; (d)  rationing of the quantum of 
credit extended to big farmers who are ex- 
pected to plough back a part of their resources 
in agricultural business; (e) introduction of 
the cash credit system in multiple cropping 
areas or where cash crops like sugar-cane, 
betel vine, etc., are grown instead of granting 
fixed loans; and (f') fixing of the repaying 
capacity on a scientific basis with reference 
t o  the post-developmental income of land 
which has benefited from investment finance. 

210. The synoptic view of the progress 
of co-operative credit movement during the 
three years ended 1971-72 is presented in the 
table given below : 

Table 2LProgress of Co-operative Credit 
Movement 

(Amount in Rupees Crores) 

Type of Institution 1969-70 1970-71 1971-72* 

(a)  State Co-operative Banks : 

(i) Number . . . . 25 

(ii) Owned funds . . 83 

(iii) Deposits . . . . 234 

(iv) Borrowings from the 
Reserve Bank of India 249 

Of which : 
short-term agriculturalt 216 

(v) Working capital . . 619 

(vi) Loans issued . . 707 

(vii) Loans outstanding . . 610 

Of which : 
short-term agricul turalt 276 

(viii) Percentage of (ivt) 
to i . . . . 78 

* Provisional. 

(Amounts in Rupces Crores) 
- 

Type of Institution 1969-70 1970-71 1971-72* - -- 

(b) Central Co-operative banks : 

(i) Number . . . 340 341 341 

(ii) Owned funds . . 174 199 223 

(iii) Deposits . . . . 382 439 507 

(iv) Borrowings from Re- 
serve Bank of Indial 
apex bank . . 331 353 343@ 

(v) Working capital . . 928 1081 1174 

(vi) Loans issued . . 873 894 907 

(vii) Loans outstanding . . 740 813 852 

(c )  State Land Development 
Banks : 

(i) Number . . .. 19 19 10 

(ii) Ownedfunds .. 46 58 66 

(iii) Debentures outstand- 
ing . . . . .. 571 725 882 

(iv) Working capital . . 638 841 1003 

(v) Loans issued . . 153 168 148 

(vi) Loans outstanding . . 510 638 731 

(d )  Primag Agricultural Cre- 
dit Societies E ; 

(i) Number (in thousands) 163 161 144 

(ii) Membership ( ,, ) . . 29766 30963 29754 

(iii) Owned funds . . 242 265 250 

(iv) Deposits . . .. 63 69 71 

(v) Borrowings . . . . 618 676 601 

(vi) Loans issued . . 540 578 584 

(vii) Loans outstanding . . 711 7 M  $81) 

@ Excluding Maharashtra. 
& Excluding Andhra Pradesh and Jammu and Rashmir. 
* Provisional. 

211. In the sphere of short-term finance, 
the Bank took the following measures: ( i )  

Although credit limits for 
Short-term kharif and rabi crops were 
Finance granted separately it was 

stipulated that after the rabi 
financing was ' over, the limit should stand 
reduced to the kharif level where rabi was 
the main season ; and the drawals on these 
limits were required to be reflected in actual 
financing to  societies during the rnbi season ; 



(ii) the Bank agreed that the charges payable 
by farmers to customer service societies for the 
services rendered by them may be treated 
as an expenditure eligible to be covered by 
advances under the kind component of the 
production-oriented system of lending ; (iii) 
the Bank during 1973 would not normally 
consider request for accommodation from the 
State co-operative banks for the purchase, 
stocking, distribution etc., of fertilizers; (iv) 
the Bank continued to provide short-term 
credit limits at Bank rate under Section 17(4E) 
of its Act to the Agricultural Refinance Corpo- 
ration against the security of special develop- 
ment debentures purchased by it; (v) in terms 
of Section 17(2)(bb) of the Reserve Bank, of 
India Act, financial accommodation was 
provided by the Bank for financing the pro- 
duction and marketing activities of the hand- 
loom/powerloom weavers' co-operative socie- 
ties at concessional rate of interest at 13 per 
cent below the Bank rate with a stipulation 
that the rate of interest charged to the hand- 
loom weavels' societies should not exceed 

per cent or such other rate of in- 
terest as may be fixed by the Government of 
India from time to time; in the case of pawer- 
loom weavers' societies, for which the interest 
subsidy scheme was not available, the rate 
charged should not be unreasonably high ; 
(vi) the temporary relaxations in regard to 
asset items that can be reckoned for the main- 
tenance of margin in respect of financing the 
working capital requirements of handloom 
weavers' co-operative societies which were in 
force upto the end of March 1973 were extend- 
ed till t h e  end of March 1974; and (vii) the 
credit limits which the Bank provided under 
Section 17(2)(a) read with Section 17(4)(c) 
of RBI Act at Bank rate for financing trading ~ 

in yarn by apex,/regional weavers' co-operative 
societies were continued during the year 
(Table 24). 

212. The selective credit control measures 
for regulating the advances by State and 
central co-operative banks against cotton and 
kapas were continued during the year with 
a view to  arresting the tendency to  hold back 
the stocks in anticipation of rise in prices. 
These were made applicable to the advances 
against cotton and kapas granted by certain 
primary co-operative banks also, whele such 
advances were Rs. 5 lakhs or more during 
tho year 1971-72. 

213. As at the end of May 1973, 9 Statc 
CO-operative banks, 49 ccntral co-opcriitivc 

banks, 5 licensed primary 
(urban) co-operative banks 

Credit Guaran- and 29 unlicensed primary 
tee Scheme (urban) co-operative banks 

satisfying the norms pres- 
cribed by the Government of India in this 
behalf, had joined the scheme by executing 
necessary agreements. 

214. The Bank decided that if agriculturists 
who grew mulberry plants also reared silk 

worms, the operations up to 
the stage of production and 

Industria' ''- sale of cocoons, would be nance through 
CO-operatives treated as agricultural, and 

the agriculturists would be 
eligible for finance for the 

purpose from primary agricultural credit 
societies, which in turn would be eligible for 
refinance under Section 17(2)(b) of the Reserve 
Bank of India Act. 

215. The entire sericulture activities per- 
forded by one person were deemed to be 
within the purview of small-scale industrial 
activities for the purpose of refinance available 
from the Bank under Section 17(2)(bb) of the 
Reserve Bank of India Act at the Bank rate. 
Sericulturists not organised on co-operative 
basis but undertaking sericulture activities in 
an integrated manner would continue to get. 
the working capital requirements through 
primary (urban) co-operative banks, which 
are eligible to seek reimbursement from the 
Reserve Bank. 

216. With a view t o  enabling industrial 
co-operative k i e t i e s  other than weavers' 
societies t o  get adequate bank credit for work- 
ing capital purposes, relaxations were granted 
by widening the list of items which could be 
reckoned in lieu of margin prescribed for the 
borrowings under. Section 17(2)(bb) or 4(c) 
of the Reserve Bank of India Act. In Maha- 
rashtra, under the Employment Guarantee 
Scheme, block level village artisans multi- 
purpose co-operative societies have been 
formed to  provide credit and other facilities 
to artisans engaged in production-cum-sale 
activities. Such societies have been specially 
recognised by the Bank for refinance under 
Section 17(2)(bb) or 4(c) of the Reserve Bank 
of India Act in respect of their wo~king capital 
advances to artisans. 
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217, The State Governments of Gujarat, 
Haryana, Maharashtra, Tamil Nadu, Punjab 
and Andhra Pradesh, which had carried out 
survey to  identify industrial co-operative 
societies other than weavers' societies into 
viable, potentially viable and non-viable as 
envisaged by the Working Group have not 
yet completed the reorganisation work. The 
States of Bihar, Kerala, Rajasthan, Mysore, 
Mzdhya Pradesh and West Bengal have 
started the survey and the remaining States 
and all Union Territories have yet to initiate 
action in the matter. 

218. The State Governments of Gujarat, 
Manipur and Maharashtra have amended 
the State Co-operative Societies Acts and the 
by-laws of the primary (urban) co-operative 
banks so as to facilitate provision of financial 
assistance t o  cottage and small-scale industries 
owned by individual proprietors, partnership 
firms, joint stock companies, etc. In other 
States, the matter is being pursued with the 
concerned State Governments. 

21 9. In the sphere of medium-term finance, 
the Bank continued its policy of encouraging 

loans for identifiable pro- 
Medium-term ductive purposes. The stipu- 
Finance lation imposed earlier to the 

effect that the central co- 
operative banks should have advanced during 
theyear a t  least 40 per cent of the total medium- 
term loans for easily identifiable productive 
purposes for availing of the accommodation 
from the Reserve Bank continued to be in 
force. In  order t o  ensure compliance with 
the discipline laid down by the Bank, the 
attention of central co-operative banks and 
the Co-operative Department was drawn t o  
the following important factors: 

(i) Submission of a certificate of ground 
water potential from a competent authority 
in respect of loans for minor irrigation pur- 
poses involving an outlay of Rs. 5 Iakhs and 
above. 

(ii) Non-entertainment of proposals for 
minor iirigation purposes in areas covered by 
Agriculturill Rcfinancc Corporntion/IDA 
Schemcs without prior clearance from Agri- 
culturnl Refinance Corporation. 

(iii) Uniformity in tho tcrms and cotldi- 
tions govcrt~ing the sanctiol~ of medium-term 

loans for minor irrigation purposes by the 
central co-operative banks as well as by the 
land development banks. 

(iv) Economic feasibility and commercial 
viability of the programme for purchase of 
animals, poultry farming, pig breeding and 
sheeplgoat rearjng activities. 

220. The Bank indicated that five year 
medium-term loans for purchase of tractor 
on the hypothecation of tractor itself without 
insisting on the security of land might be 
issued to cultivators who are able to  demon- 
strate that the tractor will be used for cultiva- 
ting not less than 60 hectares of cropped area 
per year or 1500 hours of productive work 
on their own land or by providing customer 
service subject to  certain conditions. 

221. The terms and conditions governing 
the sanction of loans for purchase of shares in  
sugar factories, cotton ginning and groundnut 
oil mills, rice mills and co-operative spinning 
mills have been liberalised. Members' con- 
tribution has been reduced from 25 per cent 
t o  10 per cent in addition t o  the usual con- 
tribution of 5 per cent of the loan towards 
the share capital of the processing societies 
set uplproposed to be set up in areas declared 
as backward /industrially less developed by 
the Government of India. 

222. The scope of medium-term finance 
has been extended t o  cover non-agriculturists 
as well as agricultural labourers who have 
been recognised as eligible for utilising such 
facilities available from the Bank for purchase 
of milch cattle and poultry keeping activities. 
The granting of such loans is, however, subject 
to  certain telms and conditions regarding 
margins, setting up insurance funds to  write 
off losses owing t o  the mortality of cattle o r  
birds, etc. 

223. Credit limits including rephasements 
aggregating Rs. 24.45 crores from out of 
National Agricultural Credit (Stabilization) 
Fund and Rs. 48.85 crores out of general 
fund were sanctioned t o  11 State Co-operative 
banks to enable them t o  convert short-term 
loans into medium-term loans. The Bank 
continued not t o  insist upon linking conver- 
sion facilities directly to  the specific loans 
mado by the State co-operative banks during 
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:any particitlar period of time but to allow 
them toconvert the required portion of borrow- 
6ngs from the Reserve Bank irrespective 
.of dates on which finance was availed of. The 
Bank continued also to consider granting 
vextensions forrepayment of short-term borrow- 
'ings; fot a period of 3 months in deserving 
.cases where the formalities could not be 
completed before the Reserve Bank loans fell 
&a. Due to widespread drought in many 
'parts of the country, it became necessary to 
convert short-term loans into medium-term 
loans to facilitate which the Bank had to 
sanction conversion of loans of an unpre- 
cedented order. As a result, the National 
Agricultural Credit (Stabilization) Fund had 
to be strengthened by appropriating as much 
as Rs. 4@ crores out of the profits for the year 
taking the total in the fund to Rs. 85 crores. 

224. During the current year, the policy of 
,granting loans from the Long-term Operations 

Fund liberally to the State 
Share Capital Governments for contribution 
Loans to the share capital of co- 

operative credit institutions 
particularly those which are included under 
the programme of rehabilitation, remained in 
operation. Loans aggregating Rs. 16.29 
crores were granted to  State Governments 
during the financial year 1972-73 from out 
of the Long-tcrn~ Operations Fund for con- 
tributions to the share capital of 7 apex banks, 
100 central co-operative banks, 5571 primary 
agricultural credit societies, 5 central land 
development banks, 113 primary land develop- 
ment banks and 34 primary (urban) co-opera- 
tive banks. The terms and conditions govern- 
ing these loans were modified during the year 
to enable the Bank to reserve the right to re- 
cover the amount lying undisbursed with the 
State Governments for more than 3 months 
from the date of drawal of the loan, by debiting 
their accounts after issue of due notice in this 
,behalf. 

225. The Bank provided adequate institu- 
-tional support to the debenture programme 

of land development banks. 
Long-term As against the revised deben- 
Finance ture programme of Rs. 126 

crores for the financial year 
1972-73, land development banks actually 
issued debentures for Rs. 96.48 crores, of 

'*which Rs. 67 crores, were subscribed to by 

institutions such as the Life Insurance Corpo- 
ration of India, the State Bank of India, other 
commercial banks and the Reserve Bank of 
India besides the Central and State Govern- 
ments. The balance of Rs. 29.48 crores 
came from mutual support. The shortfall 
of Rs. 29.52 crores in achievement was mainly 
due to lendings under IDA projects in some 
States notably Andhra Pradesh, Tamil Nadu, 
Mysore, Gujarat and Maharashtra. 

226. A meeting of the representatives of 
principal investors and central land develop- 
ment banks was convened by the Bank in 
February 1973 where the debenture programme 
for the financial year 1973-74 was approved 
at Rs. 131 crores, as against the lending 
programme of Rs. 156 crores. - The supported 
programme was placed at Rs. 11 7 crores and 
the balance of Rs. 14 crores was expected 
to be raised by way of self-help. The dis- 
cipline regarding linking institutional support 
with overdues of the primarieslbranches of 
the ,central land development banks as 
indicated in the last Report was also 
continued. ' 

227. During the financial year 1972-73, 
the quota of rural debentures for State land 
development banks was fixed at Rs. 7 crores. 
Between April 1972 and March 1973, 11 
banks have been permitted to float rural 
debenture series for an aggregate amount of 
Rs. 292.92 lakhs. The support for the 
ordinary debenture programme for 1972-73 
of the land development banks which failed 
to achieve their quota of rural debentures 
was reduced to the extent of 10 times the 
shortfall in the subscriptions from individuals. 

228. The Bank encouraged loans for easily 
identifiable productive purposes only and the 
discipline introduced in the past to the effect 
that 90 per cent of the loans advanced by the 
land development banks should be for pro- 
ductive purposes and of this 70 per cent 
should be for easily identifiable productive 
purposes, was also pressed during the year. 
The land development banks have been 
allowed to include the following purposes 
under identifiable productive purposes, pro- 
vided the schemcs are prepared and executed 
by technically qualified agencies: 
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(i) Levelling, bunding and reclamation 
of land. 

(ii) Soil conservation or terracing. 

(iii) Collstruction of drainage channels 
to  prevent floods or bunding of land 
t o  prevent erosion. 

( i v )  Preparation of land for orchards. 

229. The inlportant policy changes effected 
in the sphere of long-term financing during 
the year were as follows: 

(i) The land de.velopmeat banks were 
permitted to  float debentures for 12 years 
besides for 10 and 15 years series as in the 
past. While the 12 year debentures carry 
slightly higher rates of interest than the 10 
year debentures, the issue price of 15 year 
debentures was slightly reduced. The other 
terms and conditions remained unchanged. 

(ii) The land development banks were 
advised to: (a) value the land at eight times 
the net income after development and t o  f ix  
the repaying capacity of the borrowers at 
75 to  90 pal cent of the net incremental income 
from the benefiting land, depending on the 
total size of borrowers' lendings ; (b) reduce 
the down payment for loans for purchase of 
tractors, harvestors, etc. from 20 to 10 per 
cent of the cost of investment ; (c) consider 
loan applications froin tribals where a part 
of the loan is sought for the purpose of re- 
demption of the previous debts and mortgages 
on the land proposed to  be offered as security; 
(d) consider the loan applications from bor- 
rowers for the purchase of shares jn co-opera- 
tive sugar factories, where such loans are 
sought for purposes like digging a well, 
purchase of pumpsets or  redemption of 
land, ctc., subject t o  the repaying capacity; 
and (e) ensure that a t  least 20 per cent of the 
advances made in 1973-74 will be for small 
farmers. 

230. A committee on co-operative land 
development banks has been set up by the 
Bank with a view t o  reviewing all aspects of 
the working of land development banks and 
suggesting appropriate remedial measures for 
removing the deficiencies in these banks as 
quickly as possible. 

231. During thc ycar, onc Stste co-opcrii- 
tive bank and 5 primary co-operative banks 

were grantcd liccnces to corn- 
Co-operative meocc ballking busi~less i l l  

Banking India under Section 22 of 
Regulations the Banking Regulation Act, 

1949 (As Applicable to Co- 
operative Societies) raising the total ilulnbor 
of licensed co-operative banks t o  44. The 
number of offices of the co-operative banks 
which stood at 5562 as on June 30, 1972 
increased to  5841 as oil March 31, 1973 (208 
of State co-opelative banks, 4516 of central 
co-operative banks and 1 11 7 of primary 
co-operative banks). During the period July 
1, 1972 to  June 30, 1973, licences were granted 
to the State and primary co-operative banks 
for opening 73 new offices as against 74 licences 
granted during the previous year. 

232. As on June 30, 1973, there were 
1383 co-operative banks (28 State, 367 central 
and 988 primary) coming under the purview 
of the Banlting Regulation Act, 1949 as against 
1336 co-operativo banks at the beginning of 
the year. The increase in the number of banks 
during the year was mainly due to inclusion 
of certain non-agricultural credit societies in 
the list of primary co-operative banks. 

233. There were 7 central co-operative 
banks which did not comply with the provi- 
sions of Section 1 l ( 1 )  of the Banking Regula- 
tion Act, 1949 and 5 were under process of 
amalgamation/liquidation or under mora- 
torium order. Out of l I primary co-operative 
banks which were granted exemption from 
the provisions of Section ll(1) of the Banking 
Regulation Act, 1949, 4 have subsequently 
complied with the requirements and 4 others 
are proposed for liquidation. Six more banks 
did not comply with the relevant provi~ions 
during the year. The Bank has recommended 
to the Government of India, 9 banks for 
exemption from Section 11 of the Banking 
Regulation Act, 1949 upto February 28, 1974 
including the applications of 3 banks which 
were granted exemption upto February 28, 
1973. The Bank is keepiag a close watch 
over the financial position and working of 
these banks. 

234. During the year, 242 reports relating 
to the inspections of 12 State co-operative 
banks, 218 central co-operative banks, 10 
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State/central land developnlent banks and 2 
apex weavers' societies were issued. Of the 
471 primary co-operative banks inspected 
during the year 97 were inspected by the 
officers of State co-operative banks on behalf 
of the Reserve Bank under Section 35 (1) 
of the Banking Regulation Act, 1949 (As 
Applicable to  Co-operative Societies). In- 
spection repolts on 433 primary co-operative 
banks werc issued during the year. With a 
view to  enabling the inspecting officers to 
improve the quality of the inspection reports 
and t o  facilitate drawing up action-oriented 
plans for the benefit of the banks, 7 inspection 
seminars werc conducted at Ahmedabad, 
Madras, Gauhati, Chandigarh, Patnn, Cal- 
cutta and Bl~libaneswar Regional Offices by 
the officers from the Central Agricultural 
Credit D ~ p a r t m ~ ~ l l .  

235. As a t  the end of June 1973, 404 
co-operative banks were registered by the 
Deposit Insurance Corporation in the States 
of Andhra Pradesh, Madhya Pradesh, Maha- 
rashtra and the Union Territories of Goa, 
 ama an and Diu, as against 391 registered 
a t  the beginning of the year. The State of 
Jammu and Kashmir and the U ~ ~ i o n  Territory 
of Delhi have passed necessary amendments 
t o  their respective co-operative societies Acts 
vesting in the Reserve Bank the powers 

regarding supersession, winding up, amalga- 
mation, reconstruction, etc., and the Deposit 
Insurance Scheme is expected to  be introduced 
in the State and the Union Territo~y shortly. 
The Bank continued to  pursue the matter with 
the remaining State Governments/Union 

a ive measures Territories for suitable legisl t' 
enabling the extension of the Scheme to 
co-operative banks in their jurisdiction. 

Agricultural Refinance Corporation 

236. The Agricultural Refinance Corpo- 
ration which completed ten years of operation 
on 30 June 1973 disbursed Rs. 94 crores 
during the year July 1972-June 1973. This 
amount was inclusive of Rs. 29 crores pro- 
vided to land development banks in four 
States for switch-over from normal loan 
programmes to IDA credit/projects. Dis- 
bursement during the previous year was 
Rs. 35 crores. Total disbursements by  the 
Corporation since its inception now aggre- 
gate Rs. 219 crores. 

237. The bulk of the refinance 'provided 
by the Corporation has been for minor irriga- 
tion (77 per cent) and land development (12 
per cent) (Table, 25). During the year, efforts 
wpre initiated to  diversify the purposes of 

Table 25-Disbursrnent of Refinance by Purpose 
(Rs. Crores) 

Purpose 1963to 1968-69 1969-70 1950-71 1971-72 1972-73 Total 
1968 

-- 
1. Minor irrigation . . . . . . 1.29 11.54 22.33 23.06 26.74 84.18* 169.14 

(10.20) (64.69) (78.08) (76.31) (76.44) (89.42) (77.29) 
2. Land development and soil conser- 

vation . . . . . . . . 10.12 3.76 3.32 4.37 2.37 2.30 26.24 
(80.00) (21.08) (11.61) (14.27) (6.77) (2.44) (11.99) 

3. Farm mechanisation . . .. 0.03 0.11 0.16 0.11 0.36 2.18 2.05 
(0.24) (0.62) (0.56) (0.36) (1.03) (2.32) (1.35) 

4. Plantation and horticuIture . . 1 .O1 1.06 1 .50 1.99 2.05 1.49 9.10 
(7.98) (5.94) (5.24) (6 .no) (5.86) (1.68) (4.10) 

5. Poultry . .  . . . . . . 0.01 0.06 - - 0.16 0.22 
( -  (0.06) (0.21) (-) (--j (0.16) (0.10) 

6. Fishery . . . . . . .. 0.20 0.36 0.36 0.37 0.59 0.12 2.00 
(1.58) (2.02) (1.26) (1.21) (1 .GO) (0.13) (0.91) 

7. Dairy . . . . . . . . - - - - 0.39 0.26 0.65 
(-- j (-1 (-1 - (1.11) (0.28) (0.30) 

8. Storage facilities and market yards - 1 .00 0.87 0.72 2.48 3.46 8.53 (-1 (5.60) (3.04) (2.35) (7.09) (3.68) (3.90) 

TOTAL .. . . . . .. 12.65 17.84 28.60 30.62 34.98 94.13 218.83 
(100.00) il00 .OO) (loo.(M) (100.00) (101) .00) (IC'O. 00) (100.00) 

-- 
j\'a :- Figures within parenthesis are percentages of the total. * IncIusive of Rs. 29.42 crorm slvitchcd from ordinary tl(*bentnrcs programme to IDr\ Projects. 
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Table 26-Disbursement of Refinance for Sates 
(Rs. Crom)  

1075-73 

State 1963 to 1968-69 1969-70 1970-71 1971-72 Excluciing Swilc11- Total 
68 switcil-over over 

1 2 3 4 5 6 7 8 9 
I .  Aforthern Region 

1. Haryana . . 
2. Punjab . . 
3. Rajasthan . . 
4. Jammu Oi Kashmir 

5. Delhi . . 

11. North-Eastern Region 
1. Assam . . .. 0.26 0.44 0.04 - 0.32 - - 1 . 0 5  

(2.06) (2.47) (0.14) (-1 (0.91) (-4 (0.48) 

0.26 0.44 0.04 0.32 - - 1.05 
( 0 )  (2.47) (0.14) (4 (0.91) (-1 (0.48) 

111. Eastern Region 
1. Bihar . . .. - 

(-1 
2. Orissa . . .. - 

(-) 
3. West Bengal .. . . - , \ 

IV. Central Region 
1. Madhya Pradesh . , - 0.31 0.49 0.91 1.87 3.19 + 6.78 

(-) (1.74) (1.71) (2.97) (5.35) (4.9)) (3.10) 
2. Ut ta r  Pradesh . . - 1.22 2.66 2.93 6.04 11.43 24.18 

(-1 (6 -84) (8.95) (9.57) (17.27) (17.66) (11.05) 

- 1.53 3.05 3.84 7.91 14.62 - 30.96 
(A) (8-  68) (10.66) (12.54) (22.62) (22- 69) (14.15) -- 

V.  Western Region 
1. Gujarat . . .. 0.14 1.93 1.31 1.90 2 .62 8.08 19.87 35.85 

(1.11) (10.82) (4.58) (6.21) (7.49) (12.48) (16.38) 
2. Maharashtra . . .. 1.08 0.81 3.40 2.33 4.56 7.32 - 10.60 

(8.54) (4.54) (12.21) (7.61) (13.04) (11.31) (8.96) - 
1.22 2.74 4.80 4.23 7.18 15.40 19.87 55.45 

(9.66) (15.36) (16.79) (13.82) (20.63) (23.79) (25.34) 

V I .  Southern Region 
1. Andhra Pradesh . . 0.37 1.72 6 .07 3.42 2.85 3.87 4.60 28.90 

(50.36) (9 .64) (21 .23) (11.17) (8.15) (5.98) (13.21) 
2. Kerala . . .. 0.10 0.07 0.35 0.82 0.07 0 .28 2.58 

(0.70) (0.39) (1.32) (2.68) (2.77) (0.43) (1.18) 
3. Mysore . . . 1.25 1 .36  1.66 2.74 3.25 4.05 - 14.32 

(9.88) (7.62) , (5.81) (8.95) (9.29) (6.26) (6.54) 
4. Tamil Nadu . . .. 1.99 1 .26  1.62 4.22 3.68 9.79 2.34 34.90 

(15.73) (7.06) (5.67) (13.78) (10.52) (15.13) (11.38) -- 
9.71 4.41 9.70 11.20 10.75 17.99 6.94 70.70 

(76.76) (24.71) (33.93) (36.58) (30.73) (27 -80) (32.31) 

Grand Total .. 12.65 17.84 28.60 30.62 34.98 64.72 29.42 218.83 
(100.00) (100.00) (100.00) (100.00) (lO0.00) (100.00) (100.00) 

$018 :- Figures within parenthesis are percentages of the total. 
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loaning. Out of 230 scl~cmcs sirnclio~icd in data. However, Uttar Pradesll and Madllya 
1972-73 ;is i l ~ i i ~ ~ y \ i i ~  101 S C I I C I I I ~ S  wcrc ill respect Plndesh which a few yciirs earlier had little 
ol'purposes other than minor irrigation cover- borrowi~lg have recently been able to build 
illg 1;rnd devclop~~ie~ll,  soil conservation, farni up their facilities and have been able to  avail 
mechanisation, plantation and hortici~lture, tlicmselves of larger refinancing facilities. l n  
poultry, fisllcries, dairy and the like. the near future, the Corporati011 expects to  

~ r o v i d e  more assistance to Orissa. Promo- 
238. TIle Corporation stepped up the 

level of its operations during 1972-73 to  a 
signilic:~nt extcnt in Haryano, Uttar Pradesh, 
Gujarat and Tamil Nadu. So far, the States 
whicl~ have taken advantage of refinance 
facilitie: from the Corporation are in Southern, 
Western and Norther11 regions, which account- 
ed for 32 per cent, 25 per cent and 26 per 
cent, respectively, of the aggregate disburse- 
nient (Tablc 26). Assistance in other regions 
has bccn comparatively low in view of their 
weak infrastructure, deficie~lcics in inst i t  11- 

tional credit r~nd  inadequate basic tcchllical 

tional efforts in the relnaining Eastern and 
North Eastern States are expected to  bear 
fruit after some time. 

239. Lalid development banks co~ltinue 
to be the principal agency through which the 
Corporation's assistance is disbursed. In 
1972-73, out of total disburseme~lt of Rs. 94 
crores, land development banks absorbed 
Rs. 86 crores including Rs. 29 crores switched 
to IDA programmes (Table 27). Assistance 
through State co-operative banks and com- 
mercial banks is, however, increasing steadily. 

Table 27-Disbursemznt of Refinance by Agency 

(Rs.  Crores) 

19G3 
t o 1968-69 1969-70 1970-71 1971-72 1972-i3 To ta l  

1968 

.I. L n r ~ d  l)cvc.lol,~ncnt Sallcs . . 11 . 90 1 . 5 .  2G. 73 2 . 6 .  2 8  $39 80.14* 192.78 
(94.07) (89.41) (93.53) (87.00) (81 . l6 )  (01 .SO) (89.47) 

(fv rnltic/lich ID. 1 ( I S  i i s / u t ; ( ~ )  . . - - - - (5.37) (63.58) (68.95) 

-- - 
T O T A L  .. . . .. 12.65 17.84 28.60 30.62 34.98 94.13 218.83 

(IOo.00) (IOU. 00) (100.00) (100.00) (100.00) ( 1 0 0  .(.lo) (100.o1~j 
- - -- - . - . - - - - -. - - - - -. 

30:ole:- 1;igtlrc.s within prrrcmthcsis arc pc.rcc.ri[;rges of tllc total. 
* I~~clus ive  of Its. 2!J .4r! crorcs s\vitchc:d from ordirlary t l t~bct~tures I)rogramrrle t o  ID;\ I'rojccts. 

It is expected that consequent upon strcngthcn- 
ing of their orc~.anisation for agriculturnl 
financing and t l ~ c  greater enlphasis that thc 
Corporation is placirig on wider geographical 
spread and diversification of activities, com- 
nlercial banks will acquire greater importance 
in the programme of assistance. 

240. During the jear, two more credit 
projects relating to minor irrigation in Uttar 
1'rade.h and Madhya Pradesh with I D A  
assistance of $38 million anti $33 million, 

respectively, and onc projcct relating to 
market development in Mysorc State with 
IDA assistance of  $8 million were ;lpprovcd 
by IDA. The total number of projects to bc 
Iinanced by ARC with IDA assistance has 
thus risen to twelve, in addition to onc project 
being financed by IBRD in Uttar Pradesh. 
Total IDA assistance under these 1 2  projects 
will amount to $316 million. 

141. The Corporation invited sub\crip- 
lion for its third series of sharo issue of K5, 5 
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crores in RIiiy 1973 ~vhich i:;suc has been 
fully subsc~ibed and allotlucnt of shares made 
from July 1 1973. During the year, tl1e 
Corporation borrowed Rs. 48 clores from 
the Governi?lent of  Indiia. The amount 
outstanding from the Government of India 
as on June 30 1973 stood at Rs. 125 crores, 
The Corporation also raised Rs. 11 crores by 
floatation of Bonds in the open market and 
borrowed Rs. 30 crores from the Long-Term 
Operation Funds of the Reserve Bank. In 
addition, the Corporation made a temporary 
borrowing of Rs. 3.70 crores from the Reserve 
Bankc. The aggregate disbursement of 
Rs. 219 crores at the end of June 1973 has 
been financed as follows: share capital Rs. 10 
crores: borrowings from Government of lndia 
Rs. 125 crores; Reserve Bank of India Rs. 38 
crores and Bonds Rs. 39 crores. 

242. The Col-potation ~a i sed  its lending 
rate from 6.50 per cent per annum to  7 per 
cent with effect from 25 June 1973. 

243. During the Fourth Plan period, the 
Corporation was expected t o  provide Rs. 300 
crores by way of refinance. The Corporation 
has already disbursed Rs. 195 crores a t  the 
end of June 1973 and expects to more than 
fulfil the Plan trrget by the end of March 
1974. Lending programmes for the Fifth 
Plan period are being drawn up. While the 
Corporation will continue to place emphasis 

on minor irrigntiorl. ofl~cr t ! : ~ ~ s  of schemcs 
such as poultry, dairy. fishery and plantation 
will reccivc special att cnt ion. The Corpctra- 
tion proposes to strengthen its technical stafi' 
ill order to assist fillancia1 institutions to 
appraise these types of schemes. 

244. The Corporation Ilas also invited the 
State Governments to formulate schemes of 
development of forestry, deep sea fishing, 
milk production and anti-erosion and soil 
conservatio~~ schemes. Since 1969-70 the 
Corpo1,ation has been providing 100 per cent 
refinance facilities in respect of viable schemes 
sponsored by SFDA and MFALA. This 
concession which was to expire on June 30, 
1973 has been extended upto June 30, 1975. 

245. In conformity with the development 
role undertaken by the Corporation in pro- 
viding larger credit for agricultural activities 
and to ensure diversification and penetration 
into new areas, the Corporation is having 
a fresh look at its own organisational struc- 
ture so as to ensure quick and smooth flow 
of credit. To help the relatively under- 
developed states, steps are being taken in 
collaboration with the Reserve Bank t o  
broad-base the training arrangements for 
their staff. The Corporation has also decided 
to open another technical consultancy unit 
a t  Calcutta (in addition t o  one at Lucknow) 
to deal with Eastern and North-Eastern 
States/Union Territories. 
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IV. DEVELOPMENTS IN INDUSTRIAL FXNANCE 

246. The financial assistance provided by 
the term-lending institutions in recent years 
has shown a rising trend. Both sanctions 
and disbursements have generally increased 
since the recession years of 1967-68 and 1968-69 
(Table 28). The disbursements during the fiscal 
year 1972-73 continued t o  show an increase 
a t  Rs. 200.6 crores; they were higher than 
Rs. 184.5 crores recorded in 1971-72 (April- 
March). The sanctioned assistance was 
higher at Rs. 309.3 crores compared to  
Rs, 304.6 crores in 1971-72. 

Table 28-Trends in  Financial Assistance 
Sanctioned and Disbursed by Term- 

lending Institutions* 

(Rs. Croresj 
--- 

Total Assistance@ 
Years --....... 

(April-March) Sanctions Disbursements 

.Note- : Figures in brackets represent percentage varia- 
tions o v a  the previous years. 

* Institutions covered are IDBI, ICICI, IFCI, IRCI, 
SFCs and SIDCs!SIICs. 

@ Total assistance comprise : (i) in respect of IDBI, 
all types of assistance including refinance of industrial 
loans and of export credit and rediscounting of bills, with 
the exception of guarante~s and 'subscription to shares 
and bonds of financial institutions' (refinance of SFCs 
industrial loans are of course excluded to avoid double 
counting) and (ii) for other institutions all types of assis- 
t ance except guarantees. 

Provisional. 

The accounting year," however, is not the 
same for all the financial institutions. If  the 
figures relating t o  the respective accounting 
years for 1972-73 are considered, total financial 

* The accounting year of IDRI arld IFCI is July- 
.June, that of ICICI is January-December zrlti of SFCs, 
is April-Blarch. 

assistance sanctioned by the term-lending 
institutions at Rs. 331 crores showed an 
increase of 3 per cent over the previous year's 
level of Rs. 321 crores. Disbursements of 
assistance during 1972-73 amounted to 
Rs. 214 crores, compared t o  Rs. 178 crores 
in the previous year-a rise of about 20 per 
cent. The operations of term-lending institu- 
tions during the year under review have had 
a significant impact on the actual investment 
in the private sector of industry. 

247. The increase in sanctions of financial 
institutions(Apri1-March) this year was mainly 
due to a rise in foreign currency loans by term- 
lending institutions. There was a decline 
in underwriting and direct subscriptions to  
shares and debentures. On the other- hand, 
a substantial increase took place in sanctions 
and disbursements of foreign currency loans 
by ICICI and IFCI. Assistance provided 
by the SFCs also showed a marked rise (see 
Table 29). A bulk of this assistance has gone 
t o  the small sector of industry and small road 
transport operators. As for financial assis- 
tance to small-scale industries, there was 
an  increase in credit extended to this sector 
by Rs. 60 crores to Rs. 625 crores during the 
year 1972-73 (April-March). 

Industrial Development Bank of India 

248. The IDBI continued to  follow vigo- 
rously during 1972-73 (July-June) the policy 

of widening the scope and 
IDBls' Promo- enlarging the size of its opera- 
tional Functions tions. The principal work in 
and Policies this connection relates to the 

active promotion of viable 
industrial projects particularly in the back- 
ward areas. The Industrial Potential Surveys 
initiated in 1970, have been completed for 
all States/Union Territories except Andaman 
and Nicobar. Of the 16 Industrial Potential 
Surveys carried out by the Study Team, 12 
reports  elating t o  Assam, Arunachal Pradesh, 
Bihar, Jammu and Kashmir, Nagatand, 
Madhya Pradesh, Himachal Pradesh, Rajas- 
than, Tripura, Uttar Pradesh, Manipur and 
Orissa were published. Those for Andhra 
Pradesh, Goa, Daman and Diu, Laccadive 
and Amindivi and Pondicherry are under 
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prepamtion. The project ideas that have 
emerged from these surveys are being dis- 
cussed with the concerned State institutions 
and Governments. The IDBI, with the 
assistance of other term-lending institutions, 
has already a~ranged for pleliminary feasibility 
studies of 14 project ideas identified by the 
Study Teams for Assam, Arunachal Pradesh, 
Bihar, Orissa, Tripura and Meghalaya. 

249. The IDBI continued to play the 
role of co-ordinator for various institutions 
a t  All-India and State levels and formed 
Inter-Institutional Groups (IIGs) in 12 States 
to arrive at agreed decisions on issues con- 
nected with industrial projects. Further, 
the channels of communication between the 
term-financing institutions and the Govern- 
ment have been strengthened with the setting 
up of the Central Co-ordination Committee 
in 1972 under the Chairmanship of the 
Governor, RBI. This Committee, comprising 
heads of public financial institutions and the 
Secretaries to the Government of India In 
the Ministries of Finance, Industry, Company 
Affairs and the Planning Commissjon, ex- 
changes views on important policy matters 
having a bearing on industrial development 
and finance. 

250. During 1972-73 the' IDBI also took 
initiative in setting up a zonal organisatian 

called North Eastern Indus- 
Technical 
Consultancy 

trial and Technical Consul- 
Scheme tancy Organisation Ltd . 

(NEITCO) at Gauhati on 
May 28, 1973, to cater to the needs of States/ 
Union Territories in the North-Eastern region. 
As in the case of Kerala Industrial and Tech- 
nical Consultancy Organisation (KITCO), 
NEITCO will also function as technical con- 
sultancy service centre and will (i) carry out 
surveys, (ii) prepare project profiles and 
feasibility reports, (iii) identify potential 
entrepreneurs, (iv) undertake techno-economic 
appraisal, market research, project super- 
vision, etc. 

251. Mention was made in the previous 
Report regarding the setting up of KITCO in 
February 1972 to facilitate the work with 
regard to project formulation, appraisal and 
supervision. During the first sixteen months 
ended June 1973, KITCO received as many 

as 374 enquiries covering a wide range of 
small and medium scale industries. Of these, 
329 applications forming about 90 per cent 
of the total applications received emanated 
from entrepreneurs and the remaining from 
the financial institutions such as the State 
Financial Corporations and the banks. So 
far, 86 cases received from entrepreneurs 

, involving an investment of Rs. 34.1 crores 
have aIready materialised into concrete project 
ideas; these have been taken on hand for pre- 
paration of project reports. Projects in respect 
of 14 of these schemes involving investment 
proposals of Rs. 3.6 crores have been 
furnished to the parties and work in respect 
of 66 schemes is in progress. Six of the 
project ideas have been dropped by the 
entrepreneurs. 

252. It  is significant to -mention that 
KITCO co-sponsored with the School of 
Management, Cochin University, an entre- 
preneurial development plogramme, extending 
over a period of 5 months, to train candidates 
in the preparation and implementation of 
industrial projects. The course covered 27 
candidates. 

253. In order to provide greater induce- 
ment to entrepreneurs to  spread out in rela- 
tively kackward areas of the country, the 
IDBI decided in January 1973 t o  extend 
concessional direct assistance to new projects 
coming up in specified backward districts 
with capital cost upto Rs. 3 crores and to  
expansion projects with total investment 
(i.e., net fixed assets plus net working capital 
of the kxisting unit and the cost of the ex- 
pansion project together) also upto Rs. 3 
crores as compared to the previous limits of 
of Rs. 1 crore and Rs. 50 lakhs, respectively. 
The scheme has been further liberalised i n  
June 1973. Under the revised scheme, con- 
cessional rupee loan assistance upto Rs. 2 
crores and underwriting upto Rs. 1 crore 
would be available from the IDBI, in parti- 
cipatior with other term-financing institutions 
(viz., the TFCI and the ICICI) to new concerns 
setting up projects in specified backward 
districts, irrespective of project cost. The 
assistance in excess of the above ceiling would 
generally be extended on normal terms, though 
exception may be made in special circumstances 
on the merits of each case. Concessional 
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finance for expansion/diversification projects 
in identified backward areas undertaken by 
existing concerns would be considered on 
selective basis, keeping in view the profitability 
potential of the existing and proposed new 
project, the location of the new project and 
other related factors. 

254. The IDBI also decided to extend the 
concessional refinance to the full extent in 
respect of all eligible loans of SFCs and banks 
upto Rs. 30 lakhs to small and medium-sized 
projects in the specified backward areas 
provided the paid-up capital and reserves of 
the recipient unit did not exceed Rs. 1 crore. 
This criterion would be applicable both to 
new projects and existing units embarking 
on the expansion in capacity and modernisa- 
tion. Concessional refinance assistance was 
earlier available in respect of loans upto 
Rs. 20 lakhs to  new as well as expansion 
projects of units involving investment in 
fixed assets (on the basis of the original price 
paid) not exceeding Rs. 50 lakhs or with 
total tangible assets not exceeding Rs. 75 
lakhs. 

255. Another aspect that has widened 
the scope of the IDBI's refinance facilities 
during the year was sanction of $25 million 
loan to the IDBI by the International Deve- 
lopment Association. The Project Agree- 
ment between the IDA and the IDBI and the 
Development Credit Agreement between the 
IDA and Government of India were signed 
on February 9, 1973. The credit became 
effective from June 22, 1973. The amount 
would be utllised for on lending to the State 
Financial Corporations for financing. the 
foreign exchange requirements of medium 
and small-medium projects having project 
cost not exceeding Rs. 1 crore. The refinance 
facilities under the IDA credit will be available 
against SFC loan for setting up of new in- 
dustrial projects and also for expansion, 
diversification, modernisation or renovation 
of the existing units in cazes where at  least 
some portion of the loan is for financing 
import of equipment from abroad and in 
special case, the cost of technical know-how 
and enquiring fees. The Government of 
India has simplified the procedure for issue 
of import licences under the credit. 

256. An important development during 
the year was the amendment to the IDBI 

Act. 1964. effective December 
fsniynt 24, ' 1972,' enabling the IDBI 

to (i) assist concerns engaged 
in maintenance and repairs, testing or servicing 
of machinery, vehicles, vessels, motor boats, 
trailers, tractors as also concerns engaged in 
fishing or in providing shore facilities for fish- 
ing or maintenance thereof ; (ii) extend refi- 
nance for establishment of industrial estates; 
(iii) grant loans and advances to any person 
exporting products of industrial concerns or 
to  any person outside India in connection 
with the export of capital goods from India 
or for the execution of turn-key piojects outside 
India by any industrial concern or by any 
person in India ;,(iv) rediscount the machinery 
bills of stockists and selling agencies; and 
(v) subscribe to  or purchase stocks, shares, 
bonds or debentures of any other financial 
institutions out:ide India, as may be the 
case. 

257, There was a revision of the IDBI's 
structure of interest rates during the course 

of the year. The direct lend- 
ing rate was revised with 

lDB19s Structure effect from June 16, 1973 
of Interest Rate from 8 . 5  per cent to  9 per 

cent and lending rate to eli- 
gible units in specified backward districts from 
7 per cent to 7.5 per cent. The general rate 
of refinance would be 7 per cent with a ceiling 
of 10.5 per cent on the rate to  be charged by 
the financial institutions. The special. re- 
finance rate for small-scale industrial units 
covered under the Credit Guarantee Scheme 
remains unchanged at 5 per cont (with a ceiling 
of 8.5 per cent on the rate charged by financial 
institutions) for loan assistance upto 
Rs. 25,000. This rate has been stepped up 
to 5 . 5  per cent with a ceiling of 9 per cent 
on the rate charged by financial institutions 
for loan assistance in excess of Rs. 25,000. 
The special refinance rate for loan assistance 
to  eligible industrial units in sepcified back- 
ward districts has been raised from 3.5 per 
cent to 4 per cent (with a ceiling of 7 . 5  per 
cent on the rate charged by financial institu- 
tions). The rediscount rates on machinery 
bills have been revised upwards by 1 per 
cent; the bank's maximum discount rates 
should be only 1 per cent higher than the 
IDBI rediscount rates. Further, the three- 
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tier system has been replaced by two-tier sys- 
tem with tho IDBl rate of 7 per cent for bills 
maturing upto 36 months and 6.5 per cent 
for bills maturing above 36 months. 

258. An important feature of the IDBI's 
operations during 1972-73 was a marked rise 

in the number of applications 
IDBI's Opera- to 2739 from 1996 in 1971-72 
tions on which project . assistance 

was sanctioned (i.e., assis- 
tance other than for exports and guarantees). 
The financial value of project assistance re- 
corded a significant rise from Rs. 140.7 crores 
to Rs. 148.3 crores in 1972-73. Sanction of 
assistance for exports of engineering goods, 
however, showed a decline. 

259. IDBI's total disbursements of 
Rs. 106.6 crores, during 1972-73 were higher 
than Rs. 94.0 crores during 1971-72 and were 
financed mainly by (i) repayments by bor- 
rowers and sale of investments (Rs. 63.5 
crores), (ii) borrowings from RBI's Long- 
Term Operations Fund (Rs. 36.3 crores) and 
(iii) borrowings from market through floata- 
tian of bonds (Rs. 16.0 crores). Total effec- 
tive sanctions since the inception of IDBI upto 
the end of June 1973 amounted to Rs. 774.7 
crores (excluding guarantees) and Rs. 803.2 
crores (including guarantees). Total utilisa- 
tion ,of assistance aggregated Rs. ,564.6 
crores. 

260. Upto the end of June 1973, the IDBI 
has sanctioned concessional assistance of 
Rs. 30.9 crores (nearly two-thirds of which 
was by way of refinance) on 861 applications 
in the specified backward districts, .of which 
Rs. 13.1 crores on 584 applications were 
granted during 1972-73. An interesting 
feature of the sanctions under direct assistance 
to  industrial concerns (other than for exports) 
is the very significant increase in the number 
of projects assisted from 36 in 1971-72 to 63 
in 1972-73, indicating a wider dispersal of 
assistance. 

2 projects sponsored by technician-entrepre- 
neurs, one each in the field of special papers 
and steel castings. Among the bigger pro- 
jects assisted during the year, were petro- 
chemical project of Assam Petro-chemicals, 
Ltd. (assistance Rs. 2.2 crores), expansion 
project of Indian Iron and Steel Co. Ltd. 
(Rs. 22.0 crores), rehabiIitation/modemisa- 
tion scheme cf Tata Electric Companies 
(Rs. 2.8 crores) and Madras Cements Ltd. 
(Rs. 2.7 crores). Utilisation of direct assis- 
tance (other than for exports) has more than 
doubled to  Rs. 30.2 crores during 1972-73 
from Rs. 11.4 crores during 1971-72. 

262. The number of application: sanction- 
ed under the scheme of refinance of industrial 
loans rose sharply from 1733 to 2407 and the 
amount of 'assistance from Rs. 27.5 crores 
to Rs. 33.3 crores. Utilisation of assistance 
under refinance of industrial loans increased 
by Rs. 1 crore to  Rs. 25.0 crores in 1972-73. 
A bulk of the assistance under the scheme 
has been jn respect of small-scale industries 
jncluding small road transport operators. 
The proportion of refinance assistance to this 
sector to total refinance has increased from 
a mere 5.4 per cent in 1967-68 to 67 per cent 
jn 1971-72 and further to  76 percent in 1972-73. 

263. Sanctions under export finance (parti- 
cipation scheme and refinance of export credit) 

declined sharply to Rs. 2.8 
Export Assis- Crores during 1972-73 as 
tance against Rs. 22.6 crores 

in 1971-72. Lower sanctions 
during the year may beattributed to the pre- 
vailing uncertainties on the international mo- 
netary scene and suspension of fresh contracts 
with some countries on deferred credit terms. 
Moreover, certain parties t o  whom substantial 
direct export finance was sanctioned during 
1971-72 could not avail of it during 1972-73 
on account of difficulties in executing the 
contracts. Utilisation of export finance also 
declined from Rs. 15.0 crores in 1971-72 to  
Rs. 6.1 crores in 1972-73. 

261. Of the 63 units assisted during the 
year, 48 units (including 6 in public sector) 264. Sanctions under the Bills Rediscount- 
envisaged the setting up of new capacity or ing Scheme were higher at Rs. 49.8 crores in 
expansion/diversificatjon of existing capacity respect of 231 manufacturers/sellers during 
in various types of industries such as iron and the year as against Rs. 45.3 crores for 204 
steel, machinery, cement, etc. These included manufacturers/sellers during 1971-72. 
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265. The salient features of the operation 
i of IRCI during 1972-73 (July-June) were an 

increase by about one and a 
Industrial half times in the disbursal 
Reconstruction of assistance, a widening of 
Co*poration its area of operation to States 
'ndia('RC') such as Andhra Pradesh, 

Maharashtra, Delhi and 
Kerala; promotion of a modern type central 
textile processing unit and its active associa- 
tion with the running of the units taken over 
bq the Government of India under the Indus- 
tries (Development and Regulation) Act, 1951. 
IRCI received 75 applications for assistance 
during the year, taking the total number of 
applications received so far t o  416. Of the 
416 applications, the IRCI had completed 
study in respect of 277 such applications and 
sanctioned sssistance on 66 applications for 
Rs. 12.7 clores. 211 applications were dis- 
posed of either because the units were not 
viable or eligible for assistance. Of the re- 
maining 139 cases, 3 were ready for sanction 
of assistance and 46 cases were under study. 

266. From its inception upto the end of 
June 1973, IRCI has sanctioned Rs. 13.2 
crores to 67 sjck/closed industrial units em- 
ploying a total labour force of 47466. In addi- 
tion, the IRCI has arranged assistance of the 
order of Rs. 8.0 crores from banks for meeting 
their working capital needs. More than one- 
half of the assistance sanctioned was in respect 
of units in the engineering industry; the textile 
industrv cIaimed about 10 per cent. Utilisa- 
tion ofl assistance upto the-end .of June 1973 
amounted to  Rs. 6.3 crores (inclusive of gua- 
rantee assistance of Rs. 1 .4  crores) in respect 
of 46 of the 67 assisted units. 

267. Having regard to  the particularly 
serious position of industries in West Bengal, 
the IRCI has taken steps to promote a new 
unit, namely, Textile Processing Corporation 
of India Ltd. a t  an estimated cost of Rs. 450 
iakhs. 

268. During the year, the IDBI contri- 
buted Rs. 1 .3 crores t o  the fourth public issue 

of debentures of ICICI. With 
Subscription t o  this the total assistance of the 
shares IDBI to that institution since Bonds of O t h e r  
Financial .Insti- inception amounted to . ~-~ ..~ .. 

tutions Rs. i 9 . 7  crores upto the end 
of June 1973. With repayment 

of Rs. 1.6 crores being thc instal~ncnts of 
loans taken by ICICI in 1966-67 and 1967-68, 
IDBI's holdings of ICICl debentures amounted 
to Rs. 18.1 crores at  the end of Junc 1973. 
The lDB1 also contributed Rs. 41.3 lakhs 
to the paid-up capital of IFCI., Besides, thc 
IDBI subscribed Rs. 1 . I  crores to the share 
capital of three SFCs bringing IDBI's total 
subscription to share and bonds issues of a11 
SFCs to Rs. 8.9 crores. 

, , 

Other Term-lending Institutions 

269. There was an appreciable increase in 
the ICICI's sanctions comprising direct loans 

(rupee and foreign currency 
loans), underwriting of and 

Ic1c1 and direct subscriptions to shares 
and debentures and guaran- 

tees during 1972-73. The sanctions rose to  
Rs. 49.5 crores during 1972-73 (April-March) 
as against Rs 39.7 crores sanctioned in the 
corresponding period of the preceding year. 
This increase was due to an all round rise in 
the amounts sanctioned by ICICI. Disburse- 
ments were also higher at Rs. 39.7 crotes as 
compared with Rs.' 30.3 crores a yeat ago. 
Substantial improvement was also observed 
in the IFC's sanctions which increased to 
Rs. 47.5 crores during 1972-73 from Rs. 28 -7 
crores during 1971-72. Disbursements too 
registered an increase from Rs. 20 .3  crores 
to Rs. 28.3 crores during the year. 

270. The operations of 18 State Financial 
Corporations including the Tamil Nadu In- 

dustrial Investment Corpora - 
operations of tion Ltd. (TIIC) recorded 
State Financial some improvement during 
Corporations 1972-73 (April-March). The 

total loans sanctioned by them 
during 1972-73 amounted to  Rs. 77.8 crores 
compared to Rs. 63.4 croles in the preceding 
year. Disbursements also increased to Rs. 4.4.7 
crores as against Rs. 39.6 crores i n  the pre- 
vious year. Loans cutstanding as at the end 
of March 1973 amounted to  Rs. 184.2 crores 
or 19.1 per cent higher than a year ago. The 
bulk of the financial assistance continued to  be 
granted to units in the small-scale sector and 
such assistance formed nearly 72 per cent and 
68 per cent of the total sanctions and disburse- 
ments, respectively. 
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271. The SFCs Act, 1951 was amended Financing of Srnall-scale Industries 
in December 1972. The amendments, inter 
alia, provided for ( i )  widening, functionally 
and geogmphically, the scope of SFCs' opera- 
tions and enabling them fo finance certain 
activities, viz,, concerns engaged in the main- 
tenance, repair, testing and servicing of machi- 
nery, vehicles and vessels, assembling and 
packing, fishing, consultancy services, etc., 
(ii) the creation of a special class of share 
capital, which would be subscribed to by the 
concerned State Government and the Reserve 
Bank and carryjng no minimum dividend 
obligation, to  help SFCs to provide soft loans 
to or participate in the equity of weaker seg- 
ments of small and medium ind~~stries sector, 
and (iii) increase in the ceiling of total assis- 
tance that can be granted to individual units 
in the corporate sector and co-operatives from 
Rs. 20 lakhs to Rs. 30 lakhs and from Rs. 10 
lakhs to Rs. 15 lakhs in the case of other 
units. 

272. International Development Associa- 
tion (IDA) sanctioned in January 1973 a line 
of credit of $25 million to  be channelled 
through IDBI to SFCs for the purpose of finan- 
cing import of plant and equipment by small 
and medium sized concerns. The credit will be 
available only'in respect of projects having 
project cost not exceeding Rs. 1 crore. The 
credit is linked to a programme of strengthen- 
ing and improving the effectiveness of SFCs 
as regional development banks. In this con- 
text, the Reserve Bank, on its part, is conduct- 
ing a series of training course for the benefit 
of officers of SFCs. 

273. The Sixteenth Conference of the 
Chairman and Managing Directors of all 
SFCs (including TIIC) was held at Bombay 
on April 3, 1973. Besides reviewing the 
working of SFCs, the Conference discussed 
the scope and jmplicatjons of the recent im- 
portant amendments to the SFCs Act, proce- 
dure for availment of the IDA line of credit 
and programme for the upgrading of the 
SFCs, etc. The Report of the Working 
Group set up by the Reserve Bank t o  devise 
the mechanics of co-ordination between SFCs 
and commercial banks for assisting industries 
in the small and medium sectors is expected 
to be ready shortly. 

274. The modified Credit Guarantee 
Scheme has further extended its operations 

to cover some more institu- 
credit ~ ~ ~ r ~ n -  tions during the year. SO 
tee Scheme far, 183 credit institu- 

tions comprised of all the 
major commercial and co-operative banks and 
SFCs have joined the modified Scheme. 
During 1972-73, 9 unlicensed primary urban 
co-operative banks were included in the list 
of specified credit institutions, and one central 
co-operative bank and 7 unlicensed primary 
urban co-operative banks have joined the 
Scheme by executing the necessary agreements. 
The Scheme was also extended to cover units 
engaged in servicing and repairing of mecha- 
niscd vessels. 

275. The amount of guarantees outstand- 
ing as at the end of May 1973 stood at 
Rs. 1094.95 crores as against Rs. 891.72 
crores at the end of May 1972 reflecting a 
considerable increase in the flow of credit to 
small-scale sector as also wider coverage under 
the Scheme. The number and amount of 
claims paid since the inception of the Scheme 
in July 1960 upto May 1973 aggregated 420 
and Rs. 66.55 lakhs, respectively, while the re- 
covcries in the claims paid accounts amounted 
to Rs. 14.21 lakhs. In cases where the claim 
payments have been fully recovered, credit 
facilities extended to the concerned industrial 
units would again be eligible for the guarantee 
facilities. The test check programme which 
was launched in 1970-71 t o  ensure that credit 
institutions exercise due care both in the 
sanction and recovery of loans t o  small-scale 
industrial units could not be completed in 
1972-73 owing t o  paucity of staff. The 
number and amount of advances jn default, 
which may lead to settlement of claims stood 
at 7105 and Rs. 20.72 crores, respectively, as 
at the end of May 1973, the latter constituting 
1.9 per cent of the aggregate amount of out- 
standing guarantees as on the date. The 
Guarantee Organisation, as a matter of pro- 
cedure, continued to inspect the accounts 
under default in order to have first hand 
knowledge of the genesis of defaults and pro- 
blems faced by the credit institutions. The 
Guarantee Organisation suggested to the 
concerned banks nursing of the account in 
respect of the units which showed promise of 
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retrieving their position; in fact, its efTorts have cent tc) 1"4 of' 1 per ccllt during tllo relcvilnl 
~ielded favourable results in a number of cases. period, no incrciise in the cxisting ratc of 
The Guarantee Organisation has, till March gilarn~ltec fcc is 11ow cnvisngcd. Tho n~odi-  
31, 1973, conducted inspection of 902 units fied proposals clro now undcr consideration 
whose advances are in default and suggested of the Govcrnn~ont. 
nursing programmes for rehabilitation in the 
case of 64 units. 279. Tlle credit extended by scheduled 

276. Till recently, expenses incurred by 
the credit institutions after invocation of the 
guarantees in respect of their advances to  the 
small-scale industries were not allowed to be 
deducted from the subsequent recoveries made 
in the relative accounts. The credit institu- 
tions, therefore, generally prefe~red to submit 
claims only after taking all the necessary steps 
for recovery of the advances, including institu- 
tions of legal proceedings against the borro- 
wers so that the expenses incurred in that 
connection could be included in the amounts 
in default and a proportionate share claimed 
from the Guarantee Organisation. This pre- 
vented the credit institutions from taking ad- 
vantage of the element of refinance available 
under the Scheme by preferring cIainzs prompt- 
ly. Therefore, on the reconzmendation of 
the Guarantee Organisation, the Government 
of India, has decided that expenses of the 
nature of normal banking charges may be 
allowed to be deducted from the gross reco- 
veries effected. 

277. Following the outbreak of Indo- 
Pakistan hostilities in early December 1971, 
some of the provisions of the Scheme were 
temporarily liberalised in order t o  mitigate 
the difficulties experienced by small-scale 
industrial units located in the areas adjoining 
our borders with Pakistan. These liberalised 
provisions were further extended upto March 
31, 1973 in the Western region, whereafter 
they ceased t o  be in operation. 

278. Certain proposals for eitending gua- 
rantee facilities on a more liberalised basis in 
respect of advances granted under the tech- 
i~icjans/entrepreneurs soheme worked out and 
submitted t o  Government for approval last 
year, were further discussed with the Ministry 
of Finance. The higher cover of 90 per cent 
is now proposed to be made available for 5 
years from the date of the first disbursal of an 
advance as against a period of 3 years proposed 
earlier. Although i t  was previously proposed 
t o  raise the guarantee feo from 1/10 of 1 per 

commercial banks t o  small-scale industries 
(including term loans and ad- 

Schedule Com- vances granted to  craftsmen 
mercia' Banks' and other qualified entrcprc- 
Advances to 
Small-scale In- neurs) rose by about Rs. 70 
dustries crores t o  Rs. 645 crores dur- 

ing the first three quarters of 
1972-73 (April-March). The share of small- 
scale industries in the total bank credit showed 
a rising trend from 10.3 per cent as at the end 
of Decembor 1971 to 11 . 7  per cent at the end 
o f  December 1972. 

280. During the year under review, thcrc 
was in evidence a continuation of the two 
main features concerning the flow of sclicdulcd 
commercial banks' credit to small-scale units 
which were observed in the prcvjous yeas. 
These two features are : (i) a steady decline 
in the average amount of credit limits sanc- 
tioned per unit implying larger financing of 
smaller units in small scale sector and (ii) 
growing involvement of banks in financing 
small-scale industries in industrially back- 
ward States. The average amount of credit 
sanctioned per unit declined from Rs. 76,900 
at the end of December 1971 t o  Rs. 74,400 
at the end of December 1972. The share of 
industrially backward States, viz., Himachal 
Pradesh, Jammu and Kashmir and  Rajasthan 
in total bank credit t o  small-scale industries 
has also increased. 

281. The credit extended by the State Bank 
of India Group amounted t o  Rs. 255 crores 
at the end of December 1972 showing a rise 
of Rs. 28.0 crores over March 1972 as com- 
pared to a rise of Rs. 23 crores in the corres- 
ponding period of 1971. The increase in the 
number of units financed by the State Bank 
of India Group between March and December 
1972 was also larger a t  8,722 as against 
4,805 between March and December 1971. 
Outstanding credit to small-scale industries 
by the 14 nationalised banks stood at Rs. 315.3 
crores covering 69,133 units at the end of 
December 1972 (increase of Rs. 32 crores over 
the Marc11 1972 level) as against Rs. 263.0 
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crorcs covering 56,200 units at tho end of 
Dccembcr 1971 (incrcnsc of Rs. 19 crorcs over 
March 1971 Icvcl). 

282. The aggregate of term loans eanc- 
tioncd to small-scale industries by the banks 
amounted to Rs, 127 crores as at tho end of 
1972. Outstanding tcrm loans increascd from 
Rs. 88.5 crores covering 27,600 units at the 
e~ld of March 1972 to Rs. 94.8 crores covering 
30,240 units at the cnd of December 1972. 
Tho share of tern1 loans in total bank credit 
to small-scale industries (outstandings) at  the 
cnd of Decernber 1972 was 14.7 per cent as 
comparcd to 15.4 pcr cent at thc end of March 
1972. 

283. The credit li~nits sanctioned to 
craftsmen and other qualified entrepreneurs 
at  the cnd of Dccomber I972 totallcd Rs. 27 
crores covering 10,150 units. Outstanding 
credit stood at Rs. 17 crores, two-fifths of 
which was accountcd for by the Statc Bank of 
India Group. 

284. As at tho end of December 1972, the 
credit limits'sanctioned to small road and water 
transport operators anlounted to Rs. 95.7 
crores spread over 39,610 units. The 'amount 
of outstanding credit (at Rs. 68 crores) to this 
class of borrowers at the end*of December 
1972 recorded a rise of Rs. 8.6 crores over 
March 1972 love1 which was about the same 
(Rs. 8.3 crores) as that over the comparable 
period of Apr il-December 1971. 

285. Fourteen of tho scheduled commer- 
cial banks sanctioned credit limits aggregating 
Rs. 6 crores for setting up of indurtrial estates 
at  the end of December 1972, covering 52 
accountr, the balance outstanding being Rs. 4 
crores. 

286. During the year under review, the 
'Working Group on Financing of Industrial 
Estates appointed by the Bank jn 1970 sub- 
mitted its report. . The Group has emphasised 
the need for financial institutions such as banks 
and State Financial Corporations for financing 
industrial estates in urban and semi-urban 
centres. According to the Group, the res- 
ponsibility for financing estates in rural areas, 
however, should largely lie with the Govern- 
nents of the respective States. The Group 
has urged the State Governments to  play a 

crucial rolc in establishing industrial estates 
in the vicinity of urban and semi-urban centres, 
where there is considerable scope for the use 
of industrial sheds. According to the find- 
ings of the Group, although the programme 
of industrial estates has made good progress 
during the last decade or so, there are still 
ccrtain deficitncies in its implementation 
particularly in rural areas. These deficiencies, 
the Group has emphasised, ehould not be 
regarded as deterrent for setting up new in- 
dustrial estates. 

Unit Trust of India 

287. Sales of units during 1972-73 at 
Rs. 23.0 crores were substantjally higher as 

compared with Rs. 15.1 
Unit Scheme, crores during 1971-72. The 
1964 decline in the sales of units wit- 

nessed during the last two 
years was not only reversed in 1972-73 but 
sales of units established a new record, be- 
cause of the favourablc impact of measures 
announced at the commencement of this year, 
viz., increase in the rate of dividend from 8 
per cent for 1970-71 to 8.25 per cent for 1971- 
72, lowering of special offer price from 
Rs. 10.60 in July 1971 to  Rs. 10.45 in July 
1972 and reduction in the gap between the 
sale and repurchase prices from 40 paise to 
30 paise. With the improved income position 
during 1972-73, the Unit Trust was able to 
declare a higher dividend of 8.50 per cent 
for the year. 

288. Units of the face value of Rs. 3 .0  
crores were repurchased during 1972-73 as 
against Rs. 2.6 crores during 1971-72. The 
total face value of units sold and outstanding 
with the Trust as at  the end of June 1973 
amounted to  Rs. 124.8 crores, the total 
number of unit holding accounts registered 
with the Trust being over 5 lakhs. 

289. The progress under the Unit-linked 
Insurance Plan during 1972-73 was notable. 
Unit-l inked Sales under the Plan amoun- 
Insurance Plan ted t~ Rs. 13.0 lakhs, new 
1971 participants being 1312 for 
a target amount of Rs. 1.1 orores. This 
comparcd with Rs. 3.2 lakhs under 503 
applications for a target amount of Rs. 41 
lakhs received from October 1971 to June 
1972. 



290. The total investiblc fiunds of the 
Trust aggregated Rs. 142.0 crores as on June 
30, 1973. Of the investments, ordina~y shares 
accounted for Rs. 60.7 crores (42.8 per cent), 
preference shares for Rs. 14.9 crores (10.5 
per cent) and debentures for Rs. 48.1 cr ores 
(33.9 per cent). The balance of Rs. 18.3 
crores (1 2.8  per cent) represented investment 
in Government Securities and Corporation 
Bonds, advance deposits against commitments 
for debentures, perference and equity shares, 
advance call deposit for ordinary shares, 
bridging finance, other deposits, application 

inlorley for ordinary and prcfcrcncc shares, rtl.id 
call and short notice deposits with banks. 

291. To cnhancc thc popularity of units 
among the illvcsting public, the network of 
approved agents and brokers was exparldcd 
and their number rose to 3,641 and 362, rcs- 
pectively, at the end of June 1973, as against 
3,070 and 334 at the end of June 1972. Besides, 
the four offices of the Trust, units continued 
to be on sale at over 13,400 branches of lead- 
ing banks and at about 18,600 Post Offices 
throughout the country. 
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V. DEVELOPMENTS IN EXCHANGE CONTROL 

292. Developments in the sphere of ex- 
change control during the year mainly related 
to the exchange rate and allied matters, follow- 
ing the floatation of the pound sterling in 
June 1972 and the floatation of a number of 
major world currencies in February 1973. 

293. It was observed in the previous Re- 
port that following the decision of the U. K. 

in June 1972 to allow sterling 

Exchange Rates- to float on the exchanges, 
Sales and Pur- the Bank's buying and selling 
chases by rates for spot sterling were 
Reserve Bank fixed at £5.3333 per Rs. 1001- 

for buying and £5.3050 per 
Rs. loo/- for selling, effective July 4, 1972. 
Forward purchases of sterling were resumed 
with effect from July 5, 1972 at £5.3458 per 
Rs. 1001- for delivery upto 3 months and 
£5.3583 per Rs. 1001- for delivery upto six 
months. Subsequently with effect from 
August 22, 1972, the forward cover facility- 
for sterling was extended upto nine months 
at rates determined by adding the following 
margins to the Bank's buying rate for spot 
sterling : 

Period of delivery Margin (per Rs. .loo/-) 

Upto 3 months £ 0.0125 

Upto 6 months £ 0.0250 

Upto 9 months £ 0.0375 

Further extension of the forward contracts 
was also permitted on request on payment of a 
charge of & 0.0125 per Rs. 100/- each quarter 
or part thereof provided the total period of 
delivery did not exceed 12 months from the 
date of the original contract. 

294. With effect from October 9, 1972, the 
Bank also decided to purchase U.S. dollars 
from authorized dealers. The Bank's buying 
rkte for the spot U.S. dollar was the cross 
rate between the London market's spot rate 
for the U S. dollar at the close of the preced- 
ing working day and the Bank's spot buying 
rate for sterling prevailing on the date of pur- 
chase. The rate for forward purchase, for 
delivery upto three months or six months at 
the seller's option, was the cross rate between 

the London market's appropriate forward 
buying rate for the U.S. dollar at the close 
of the preceding working day and the Bank's 
buying rate for for ward sterling for the appro- 
priate delivery. Between July 19, 1966 and 
August 17, 1971, the State Bank had made 
forward purchases of U.S. dollars on account 
of the Bank. 

295. In view of the uncertain conditions 
in the international foreign exchange market 
which led to their closure and a further deva- 
luation of the U.S. dollar on February 12, 
1973, the Bank suspended forward purchases 
of U.S. dollar and sterling with effect from 
February 12 and 13, 1973 respectively. The 
Bank, however, continued to purchase and 
sell sterling for ready delivery from authorised 
dealers at  the rates prevalent on February 12, 
1973, viz., the rates that were fixed on July 4, 
1972. Forward purchases of sterling for de- 
livery upto six months only at the same rates 
as were prevalent on February 12, 1973 were 
also resumed with effect from March 8, 1973. 

296. Along with the decision to float the 
pound sterling, the U.K. authorities restricted 

from June 23, 1972 the sterling 
Introduction of area to the U.K. and the 
Exchange Con- Republic of Ireland for pur- 
~ ~ ~ b & ~ ~ ~ ~ . K .  poses of exchange control 
Area Countries and designated persons resi- 

dent in the countries pre- 
viously designated as 'sche- 

duled territories' (other than the Republic of 
Ireland) as non-residents and the existing 
sterling accounts as External Accounts. Conse- 
quently foreign countries were classified into 
the following two categories from November 3, 
1972 for purposes of the Indian exchange con- 
trol : 

(a) External Account Countries: AII 
foreign countries other than those listed in  
(6) below but including the U, K. and other 
former scheduled territories (i.e., sterling area 
countries); and 

(b) Bilateral Account Countries: Bulgaria, 
Czechoslovakia, German Democratic Republic 
(East Germany), Hungary, North Korea, 
Poland, Rumania, U.S.S.R. and Yugnslnvin. 
In the case of Yugoslavia, ho\r.cvcr, following 
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the fresh Trade Agreement concluded bet- 
ween the Governments of India and Yugo- 
slavia in November 1972, all transactions bet- 
ween these two countries (except export and 
import contracts concluded before December 
3 1, 1972, which, under contractual obligations, 
require fulfilment partly in 1973 and are to  be 
settled in non-convertible rupees before 
September 30, ,1973) are t o  be made in freely 
convertible currency with effect from January 
1, 1973. 

297. For the purpose of transactions in 
Indian rupees, Indians, Nepalese and Bhuta- 
nese residents in Nepal and Bhutan as well as 
offices and branches of India, Nepalese, and 
Bhutanese firms, companies, or other organiza- 
tions in these two territories continue t o  be 
treated as resident in India as before. 

298. Under the general permission granted 
in April 1965, a person resident in India was 
allowed to acquire foreign exchange by way 
of remuneration for services rendered or  in 

settlement of lawful obligation or by way of 
inheritance, settlement of gift or payment in 
foreign exchange by order of a non-resident, 
Surrender of Fo- P rovided the foreign exchange 
reign Exchange SO acquired was surrendered t o  
by Persons Resi- an authorised dealer within a 
dent in India period of 30 days of its receipt. 
This period has been reduced to 7 days from 
December 1972. Residents of India returning 
from tour abroad should also declare to the 
customs entry point foreign currency notes as 
also the travellers cheques andlor other 
foreign exchange held by them. 

299. As the current scales for release of 
exchange for business travel to  Bangladesh 

were found t o  be inadequate, 
Business Travel the scales of exchange, at 
t o  Bangladesh present, applicable for business 

visits t o  countries other than 
U.S.A. and Canada were extended t o  Bangla- 
desh in' May 1973. Exchange for travel to 
Bangladesh would, however, continue t o  be 
released only in rupees. 



SUPPLEMENT TO RBSf??VE BANK OF INDIA BULLETIN 

Table 30---Statistical data for period July 1972 to June 1973 

I. 1:orcign lixcl~;~rrgc Pcnnits Issucd for StudyjTrai~ling Abroad 

'I'ecll~tical Courses Non-Technical Courses - 
Ktrnibrr of Amount of Number of Amount of 

l'crn~i ts Exchange Permits Exchange 
Issucd Released Issued Released 

(Rs. 000's) (Rs. 000's) 

U .  I l o  . . . . . . . . 312 3645 502 1471 

U S A .  :r~ltl C:~~~atl;i  . . . . . . . . S l i  18titi6 687 DG2G 

OLllc'r Countries . . . . . . . . :lOO 101'3 08 389 

11. I"or.c:ig~l 1lst:ll;tnge I'crlnils lssuctl for '1'r;ivel Abro;id for Purposes Other than Study / Training 

Number of Permits Amount of Exclianges 
Issued Released (Rs. 000's) 

1. Uusi~~rss . . . . . . . . . . . . . . 12233 

2. h,ftdical trea t~nent  . . . . . . . . . . GO9 

3. Stutly tou1.s . . . . . . . . . . . . 1210 

4. Altcntkntcc :it co~iSt:rt.~~ces . . . . . . . . .  1328 

B .  hliscellnncoi~s . . . . . . . . . . G443 

111. Nulnber of 'I" For111 Applications Approved 

-- . - -. . - - - - _ ___-_-.__----.__I__ - 
Purpose No. of 'P' forms approved Rejected 

.-_. --..C_-- - 
1. Joining head ol' family . . . .  . . . . . . . . 12358 1 

2 .  Visits to relatives . . . . . .  . . . , . . . . 13488 I 

3. Export promotion . . . . . . . . . . . . . . 377 

4. Employment abroad . . . . . . . . . . . . . . 6140 

5. Emigration for permanent settlement . . . . . . . . 5498 

G .  Students 1 Trainees . . . . . .  . . . . . . . . 3478 

7. hliscellancous . . . . . . . . . . . . . . . . 23073 3 
- - -  . -- 



' 1 .  SUHV1;YS A N D  SEhlIKtlKS OIIG 

300. Refercncc \v:ls m:lde i n  the last year's 
Report about the All-India Rural Debt and 

l~~vestnient Survey 197 1-72 
Surveys being conducted by the Br3.1ik 

in its Statistics Departnlent 
in collaboration with the National Sample 
Survey Organization of the Government of 
India and Statistical Bureaux of the State 
Governments. During the year under review 
the field work on the demand side investiga- 
tions was completed. I n  order to  obtain a 
fuller picture of the prevailing credit situation 
in the rural sector, additional investigations 
were undertaken on the supply aspect of credit. 
A General Supply Questionnaire was can- 
vassed among the co-operatives, colnmercial 
banks and Government Departments and 
other institutional agencies serving the credit 
needs of the villages selected for the demand 
side investigation on the Reserve Bank Sample. 
Further, intensive 'on the spot' investigations 
of a sample of 750 primary agricultural credit 
societies, 80 co-operative maiketing societies 
and an equal number of land development 
banks ai e being carried out through canvas- 
sing of appropriate schedules by the inspec- 
tion staff of the Bank's Agricultural Credit 
Department and the staff of the District Cen- 
tral Co-opera tive Banks. 

301. The Industrial Finance Department 
conducted an on the spot study on the ailing 
handloom industry concentrated at Nagpur and 
nearby areas on the request of the State Bank 
of India, with a view t o  extending the Maha- 
rashtra State HandIoom Corporation's scheme 
t o  additional bank advances t o  units already 
defaulting in repayment of their dues t o  them 
s o  as to nurse the industry during its crisis. 
The Government of Maharashtra, it may be 
pointed out, had requested all the nationalised 
banks to  extend financial assistance t o  hand- 
loom weavers located in these areas. They 
also set up the Maharashtra State Handloom 
Corpoiation to assist the handloom weavers 
by providing raw materials and marketing 
their products. The Corporation had intro- 
duced a scheme in terms of which grant of 
loans by the banks t o  handloom weavers and 
recovery thereof was linked with the supply 
of raw materials and marketing of the finished 
products. The matter was discussed with 
the representatives of all the nationalised 

b:&rlks at Nagpirr ;IS ;11\c, \\.itll t l ~ c  otlicials of 
the Dircctorntc 01' Il;u~tlloo~in, I'o\vcrloc,~iis 
and Co-opcr;ltivc Tcxtiles and tlic Maha- 
rashtra State H;lndloolil C~)rpor ;~t io~i  1-lii. 
On thc basis of the iindings of the study, thc 
Guarantee Organir at ion 11;is ;:greed to cover 
the additiorlal advances proposcd to  bc gr;~ntcd 
by the State Bank of India untlcr the Cor- 
poration's Scllcmc to such \\.c:ivcrs for t hc 
purpose of recovery of i ts  existing dues. The 
nationalised banks were also advised that the 
Guarantee Organisation would have no ob- 
jection in covering thc advance5 grantcd by 
them to the handloom weavers undcl. the 
Corporation's scheme provided they adhered 
to  their usual standard of scrutiny of loan 
proposals and post-disbursement supervision 
in respect of such loans. 

302. Untier the prcscnt pl ovisions of the 
Schcmc, industrial co-ope rat ives such as 
hand loon^ wcavcrs societies, ctc., working 
in a decentralised manner arc not eligible for 
guarantee cover. As, however, it has been 
the national policy to  cnc ouragc co-opcrativcs 
in the industrial field, a study of a fcw indus- 
trial co-operatives working i n  a dcccntralised 
manner was  undertaken to  examine the various 
issues involved and evolve suitable criteria 
for covering advances granted to  such units. 
It has been observed that, of late, industrial 
co-operatives are being orgenised on the lines 
of production-cum-sales societies which under- 
take the risk of production both in the matter 
of purchase of raw materials and sale of 
finished goods. Further, having regard t o  
the objective of the co-operative form of or- 
ganisation, the society and its members could 
perhaps be treated as an organic whole and 
the activity of the members as also their in- 
vestment in equipment could be construed 
as those of the society. Thus production- 
cum-sale societies, although they d o  not  gene- 
rally own any equipment, could perhaps be 
deemed to  be engaged in industrial activity. 
The question of recommending t o  Government 
that such societies be treated as 'industrial 
concerns' for the purpose of the Scheme is 
under active consideration. 

303. The Division of Riual Economics 
of the Economic Department conducted dur- 
ing the year a field study on the operations 
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of satellite and mobile offices of three nationa- 
lised banks in backward areas of Kutch dis- 
'trict.in Gujarat. An officer of this Division 
participated in an inter-departmental study on 
the working :of the scheme of financing gri- 
rnary agricultural credit societies by commer- 
cial banks in Uttar Pradesh. 

304, The Division of International Finance 
of the Econoinic Department finalised during 
the year the results of the survey of unclassi- 
fied receipts (i.e., receipts in amounts below 
Rs. \10,000 or equivalent for which no pur- 
pose-wise details are required to be reported 
to under Exch'ange Control regulations) dur- 
ing the quarter April-June 1971 referred to 
in the last year's Report. A detailed note 
analysing the results of this survey was pub- 
lished in the March 1973 issue of the Bank's 
Bulletin. The purpose-wise pattern was 
seen to be more or less the same as that ob- 
tained in the eatlier survey. No change was, 
therefore, called for in the basis on which the 
unclassified receipts are allocated to different 
purposes in the balance of payments statis- 
tics. The survey for 1972 was carried out for 
the three-month period, February, March 
and April and its results are being finalised. 
The Division also continued to call for quar- 
terly foreign investment survey reports from 

branches of foreign companies and Indian 
joint stock companies. The assessment of 
India's international investment position in 
1968-69 and 1969-70, based primarily on 
these reports, is under preparation. 

305. The Survey of Foreign Collaboration 
in Indian Industry and the Survey of Indian 
Joint Ventures Abroad, undertaken by the 
Division of Trade of the Economic 'Depart- 
ment and referred to in the last year's Report, 
were in progress during the yea1 under review. 
The scrutiny of the returns received has al- 
most been completed and the work relating 
to processing of the data is being taken up. 

306. The Division of Rural Surveys of the 
Economic Department finalised during the 
year, the general review report of the Sixth 
Follow-up Rural Credit Survey, 1963-66, on 
the Role of Co-operative Credit in Increasing 
Agricultural Production. Reports on two 
field 'studies, viz., (1) Crop-wise Scales of 
Finance in Kerala and (2) Working of the 
Jointly-owned Private Wells and Govern- 
ment sponsored Community Wells in Maha- 
rashtra, have also been completed. The 
monthly Survey of Co-operative Bank Ad- 
vances and Deposits regularly undertaken 
by the Division was continued. 
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VII. EDUCATION AND TRAINING 

307. The Reserve Bank through its wide 
network of training institutions imparts train- 
ing, general as well as intensive, to a number 
of personnel at  various levels-juniol; super- 
visory and senior executives-not only for its 
own staff but for the staff of commercial banks, 
co-operative institutions and even of Govern- 
ment Departments. The progress made by 
the various institutions in expanding their 
activities during the year is summarised in 
the following paragraphs. 

308. The National Institute of Bank Mana- 
gement (NIBM) expanded further during the 
period July 1972-fine 1973 its activities of 

developing manpower rt-  
National Insti- Sources for the banks, pro- 
tute of Bank viding consultancy services 
Management to  the industry, conducting 

basic and applied research 
and solvjng specific problems facing the indi- 
vidual units in the industry. During this 
period, 14 programmes were offered in which 
350 officers participated. These courses in- 
cluded Advance Management Training, Senior 
Executive Development Programmes, Branch 
Managers' Programmes, Workshops for 
Trainers, Second Manpower Development 
Seminar, Credit Management Course for 
Borrowers, Training Programmes for indivi- 
dual units, Management of Sticky Accounts, 
Workshop on Agsjcul tural Finance Policy, 
etc. Besides, two top management confe- 
rences were held in August 1972 and April 
1973 where an opportunity was provided for a 
dialogue between the chief executives of diffe- 
rent banks, policy makers in the Planning 
Commission, the Finance Ministry and the 
Reserve Bank of India on the directions and 
dimensions of the development efforts and the 
relevant role of the banking industry in the 
entire process. 

309. I n  the area of research, various 
studies in the field of credit planning, deve- 
lopment of banking jndustry, regional eco- 
nomic potential, business planning, trade 
prospects, credit management, etc. are in 
progress while those on velocity of circula- 
tion of money, performance planning, Assam- 
Poorbailchal Bank, and 'Nagalat~d, Manipur 
and NEFA' were completed.' Fourteen re- 
search associates/fellows are currently work- 

ing on doctoral dissertations at the Institute. 
The Strathclydc Uciversity has permitted its 
students to do research and prepare their dis- 
sertations in partial fulfilment of its require- 
ments for the M.Sc. degree in operations 
research at the National Institute of Bank 
Management. Under this arrangement, one 
student has completed his research work 
during 1972 at this Institute. A compre- 
hensive course on research methodology is 
designed for admjnistration in 1973. 

310. The consultancy projects on re-or- 
ganization in the Central Bank of India and 
the Bank of Maharashtra were completed 
and a phased programme of their implementa- 
tion was suggested. Consultancy work for 
other banks such as the Sangli Bank Ltd., 
South India Bank Ltd ., Nedungadi Bank Ltd ., 
the Federal Bank Ltd., was also completed. 
For the State Bank of India the Institute has 
adopted a new approach for a consultancy 
scheme comprised of 5 different projects 
wherein the Institute would provide the con- 
ceptual framework and design for each project, 
and the Bank's staff would actually conduct 
the studies. The Institute has since completed 
consultancy work at the instance of the Ex- 
port Credit and Guarantee Corporation on 
its packing credit. The Institute also provi- 
ded the Selection and Testing Services for 
direct recruitment in the banking industry 
for 11 banks at 30 different centres for 1 .25 
lakh candidates. Special selection tests were 
developed for direct recruitment of chartered 
accountants. 

31 1 .  During the period under review, the 
Bankers Training College conducted seven 

courses on Credit Appraisal 
and two courses each for 

Bankers Training legal officers of term-lending College, Bombay 
institutions and banks and the 
supervjsory inspection staff 

of commercial banks and a course on market 
analysis for term-lending institutions. It also 
conducted two Intermediate courses and one 
course each on Senior Banking, Industrial 
Finance, Personnel and Or ganisation. A few 
in-company courses for the officers of some 
of the commercial banks t o  meet their specific 
requirements were also offered. 
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312. As mentioned in the last year's Re- 
port, the College instituted a two-tier Regional 
Course on Development Banking in collabora- 
tion with the Economic . Development Insti- 
tute of the World Bank, Washington D. C. 
Thirty-five executives and senior officers from 
development financing agencies of sixteen 
countries in Asia and Africa including nine 
from financial institutions in India participated 
in this course. An International Seminar 
on outstanding problems of development 
banking, which was attended by persons of 
international repute, constituted the finale of 
the course. This was the first major under- 
taking of the College in the international 
field. In designing this course the College 
had ventured some bold experiments one of 
which was the coalescillg of the participants 
of the two-tiers for two weeks. A course on 
Industrial Relations in Banking for the benefit 
of both the staff and the line executives of 
commercial ' banks and financial institutions 
and a seminar on Financing of Small-scale 
Industries for the benefit of the officers of com- 
mercial banks as well as financial institutions 
were also held. 

313.. During the latter half of 1973, the 
College proposes to introduce a short course 
on Export Finance and an integrated course 
for the middle level executives of commercial 
banks. 

314. During the period under review, the 
College also conducted two Central Banking 
Courses and one Central Banking-Advanced 
Course for the Bank's Staff Officers Grade 1 
and Senior Staff Officers Grade 111, respec- 
tively. As in the last year, a few senior 
officers of commercial banks were also ad- 
mitted to the Central Banking-Advanced 
Course. A training course for the faculty 
attached to the Bank's own training institu- 
tions and a Foreign Exchange Course for the 
officers of the Department of Banking Opera- 
tions and Development were also organised. 

315. The total number of officials from 
banks and financial institutions including 
Bank's own officers who received training 
at the College during the period was 835. 
Since the inception of the College in 1954, 
5,301 officials have received training in the 
different courses conducted by the College, 

316. The Co-operative Bankers Training 
College conducted a course each for the 

managerial staff of State/cen- 
CO-operative tral co-operative banks, urban 
Bankers Training banks and central banks 
Co"egel financing industrial co-opera- 

tives. Three courses for the 
managerial staff of land development banks 
and middle level personnel of commercial 
banks, two courses for the managerial 
staff of urban co-operative banks and one 
course for the branch agents of Statelcentral 
co-operative banks were also conducted. 
The College also continued to conduct courses 
on Agricultural Finance and two such courses 
for the.middle level personnel of cc~mmercial 
banks, one special short cburse for the senior 
level officers of commercial banks and one 
couIse for the officers of the Reserve Bank 
were held. The College also conducted 
a course on project planning and appraisal 
for the managerial staff of Statelprimary land 
development banks and middle level personnel 
of oommercial banks and special courses for 
various States keeping in view the provisions 
and stipulations of the IDA Aid Agreements 
entered into b y  them. In addition, the College 
conducted refresher courses for the managerial 
staff of statelcentral and primary co-oper- 
ative banks. The College also continued to 
hold short-term courses on various subjects 
at some convenient places outside Poona. 

317. The number of officers fiorn co- 
operative, land development and commercial 
banks as also the Reserve Bank, who received 
training in the College during the period was 
774. Since the inception of the College in 
September 1969, as many as 2205 officers have 
received training a t  the College. 

318. The Staff Training College continued 
to conduct the General Course on Central 

Banking for Staff Officers 
seaff Training Grade 11 (Direct RecruitsJPro- 
Colleges Madras motees) and Assistants and 

the Inspection-oriented Course 
for the officers of the Department of 
Banking Operations and Development, the 
Industrial Finance Department and the Agri- 
cultural Credit Department on a regular basis. 
The College has also conducted the lnduc- 
tion Course for Staff Officers Grade 1JGrade 
11 (Direct Recruits). The total number of 
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employees who have so far received training 
in the College is 3,775. 

319. The Zonal Training Centres a t  Bom- 
bay, Madras and New Delhi continued to 

conduct courses for junior and 
Zonal  Training senior clerks of the Bank. 
Centres The Zonal Training Centre 

a t  Calcutta which has not 
been functioning for some time, is being 
re-opened and the courses will be resumed 
shortly. The Bank also arranged a special 
two-week discussion-oriented course for the 
eligible candidates who appeared for the de- 
partmental examination for promotion t o  the 
post of Staff Officer Grade 11. In all twenty 
such courses were conducted a t  four Zonal 
Training Centres including the Calcutta Zonal 
Training Centre, which was specially re- 
opened for the purpose. The total number 
of clerical staff who have so far received train- 
ing in the various Zonal Training Centres is 
8,48 1. 

320. With a view to equipping the staff 
of State Financial Corporations in credit 

appraisal, follow-up and do- 
Short-term cumentation, the Reserve 
Training Courses Bank has started short-term 

residential training course for 
the middle level officers of State Financial 
Corporations. Four such ccurses have al- 
ready been held a t  New Delhi, Ranchi, Madras 
and Bangalore. It is the intention to  con- 
tinue holding such courses in future also be- 
sides attending t o  the training needs of the 
staff of State Financial Corporations at other 
levels too. 

321. The Reseive Bank also conduc- 
ted short-term Orientation Courses in Co- 
operative Statistics a t  New Delhi from the 
9th t o  13th October 1972 which were attended 
by the representatives of 5 States and of 
National Co-operative Development Cor- 
poration (NCDC), the Committee for Co- 
operative Training and the Government of 
India. 

322. Under the standing arrangements with 
the Administrative Staff College of India, 

Hyderabad, Bank's Officers 
Deputation of were deputed t o  attend man- 
Staff agement developn~ent courses 

conducted by the College. 

Oflicers were also sent to pnrticipntc in sonic 

of the coursesconducted by the Bankers Train- 
ing College for the Ofice~s  of commercial 
banks and financial institutions, and to short- 
term courses on management deve lopn~c~~t  
organised by the All-India Management and 
State Level Associations, Management Ins- 
titutes and a few other similar institutes. 
The Bank continued to depute its officers t o  
participate in the courses conducted by the 
Economic Development Institute of the In- 
ternational Bank for Reconstructior~ and 
Development and the Asian Institute of Eco- 
nomic Development and Planning, Bangkok. 
Besides, Officers were deputed for study 
visits/training to banking and financial insti- 
tutions in the U. K., .West Germany and 
Japan. 

323. During the year under review, the 
Bank brought out the Hindi versions of the 

Annual Report on the work- 
Promotion of  ing of the Reserve Bank of 
Hindi  i n  R.B.1. ~ n d i a  and Trend and Progress 

of Banking in  India for the 
year ended June 30, 1972, and the Report 
on Currency and Finance 1971-72. The Bank 
continued to  offer assistance to  its associate 
institutions, viz., the Industrial Development 
Bank of India, the Agricultural Refinance 
Corporation, the Unit Trust of India, the 
Deposit Insurance Corporation and the Credit 
Guarantee Corporation of India Ltd., for 
Hindi .translation of their annual reports 
as well as their press communiques, advertise- 
ments, notifications, notices, etc. Under this 
arrangement, the Hindi Section of the Bank 
brought out two hand-outs during the year 
entitled (i) Functions and working of the 
Industrial Development Bank of India and 
(ii) Functions and Working of the Agricultural 
Refinance Corporation. At the. request of 
Government, the Bank took up the prepara- 
tion of Hindi equivalents of designational 
terms used in the public sector banks with a 
view to ensuring uniformity. 

324. In  compliance with the provisions 
of the Official Languages Act, 1963, the Bank 
continued t o  issue press communiques/ 
notes /releases/sun~maries, notices, advertise- 
ments and notificatiolls sinlultaneously in 
English and Hindi. The letters and communi- 
cations received in Hindi from the members of 
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the public, the Central Govcr~lment and the 
Stato Governmerlts wero entertained and 
replied to in Hindi. 

325. The Seveti-member Oflicial Languages 
Implementation Committee set up in the 
Bank last year under the chairmanship of the 
Chief Manager with the object of accelerating 
the progressive use of Hindi in the Bank held 
its sccond meeting on July 17, 1972. It was 
decided to expand the Committee by co- 
opting a represe~ltative each of the State Bank 
of India, Central Bank of India and Canara 
Bank as well as of the Industrial Develop- 
ment Bank of [ndia, the Ag icultural Refi- 
nance Corporation and the Unit Trust of 
India. The expanded Comlnittee met twice 
on November 28, 1972 and February 27, 1973 
and discussed various measures t o  be taken 
for thc progressive use of Hindi in the 
banks. 

326. I n  response to a request made by the 
Official Languages Implementation Committee 
of the Ministry of Finance, Department of 
Banking, the Bank introduced a Hindi Section 
in the 'Reserve Bank of India Bulletin' from 
its October 1972 issue containillg summaries 
of the Financial and Economic Review and 
the important art icle appearing in the English 
Section, Credit Control Measures, Develop- 
ments in Exchange Control and a table on 
Selected Economic Indicators. 

327. The Hindi classe:., now redesignated 
as 'Hindi Adhyayan Mandal', continued to  
be conducted by the Bank under its own Hindi 
Teaching Scheme at various centres for the 
benefit of the Bank's employees. The incen- 
tives provided for passing Hindi and Hindi 
typewriting examinations were continued 
during the year. The functions for the distri- 
bution of certificates to the employees who 
passed the Hindi Prabodh, Praveen and Pragya 
examinations were held at Madras and CaI- 
cutta during the year under review. 

328. The Official Languages Act, 1963, as 
amejlded in 1967, makes it obligatory for 

companies or corporations, 
Promotionof owned or controlled by the 
Hindi in 
Commercial Central Government, to use 
Banks Hindi besides English, for 

various official purposes. Ac- 
cordingly, all public sector banks are required 
t o  comply with the provisions of this Act. 
Instructions have been issued to the public 
sect01 banks, from time to time, t o  encourage 
tlle progressive use of Hindi, i11 addition lo 
English, in their dealings with the public at 
least in the Hindi-speaking areas. These 
instructions relate, iliter alia, to the use of 
Hindi in the printing of fcrms and literatule 
for publicity, as also i n  the issue of advertise- 
ments. The kanks have also been advised to 
reply to correspolldence received in Hindi in 
that language and to accept signatures in 
Hindi without any additional formalities. 
On a review of the progress made by the banks 
regarding the use of Hindi as at the end of 
December 1972, it is observed that they are 
taking steps to gradually conlply with the 
provisions of the Official Languages Act and 
the instructions issued in this direction and are 
endeavouring to use Hindi and other regional 
languages jn their day-to-day 'transactions. 
Some of the banks propose to draw up schemes 
for incentive payments t o  their staff for passing 
standard examinations in Hindi. Banks 
which have not done so, have been advised 
t o  consider the introduction of such schemes 
to encourage their staff to acquire knowledge 
of Hindi. In this connection, a copy of the 
Hindi Teaching Scheme of the Reserve Bank 
and the incentives offered thereunder has 
been furnished t o  the banks for their informa- 
tion and guidance. A list of the Hindi Teach- 
ing Centres where the Ministry of Home Affairs 
has organised Hindi training programmes 
has also been furnished to thc banks so that 
they may, if they so desire, advise ttleir s taK 
to take advantage of these tfincii Teaching 
Centres. 
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VIII. ACCOUNTS A 

329. During the accounting year endcd 
30th June 1973, the Bank's inconle, after 
maki~~g adjustment for various provisions, 
amounted to Rs. 271.29 crores as compared 
with the last year's income of Rs. 222.17 
crores. The details of the income from various 
sources are as follows : 

(Alnounts i n  Rupccs Crorcs) ------- 
Year 

(i) Interest on Ways ancl RIcz~ns 
Advances to State Govern- 
ments . . . . . . . 1 3 . 3 2  

(ii) Interest on Loans and Ad- 
vances to the State Govern- 
ments (othtr than on Ways 
and Means Advances refer- 
red to at  item (i) above) and 
Commercial and Co-opera- 
tive Banks . . .. 21.11 20.56 

(iii) Interest on Rupee Securities 
and Discount on Rupee 
Treasury Bills . . . . 213.30 156.2; 

(iv) Interest and Discount on 
Foreign Securities, Inve~t- 
ments and Treasury Bills . . 20.07 22.58 

(v) Commission and profit or 
gain by exchange . . . . 13.13 6.40 

(vi) Other inconlc . . .. 0 .14  1.06 
-- -- 

Total .. 271.29 222.17 

Less : Transfers to Funds as statcd 
in paragraph 330 . . lUO.OO 0 5 . 0 0  -- 

1 7 1 . 2 0  1 5 7 . 1 7  
--.- -- 

330. The contributions to the National 
Agricultural Credit (Long Terni Operations) 
Fund, the National Agricultural Credit (Stabi- 
lisation) Fund and the National Industrial 
Credit (Long Terni Operations) Fund were 
Rs. 30 crores, Rs. 40 crores and Rs. 30 crores, 
respectively as against Rs. 19 crores. Rs. 6 
crores and Rs. 40 crores, respectively, during 
the year 1971-72. 

331. Total expenditure, on the other hand, 
amounted to Rs. 41.29 crores as against 
Rs. 37.17 crores in the previous year. Ad- 
justed for this expcllditure from the balance 
of income aggregating Rs. 171.29 crorcs, the 

,ND OTHER hlATTERS 

surplus of profit set aside for paymeot to 
Central Government was Rs. 130 crorcs in 
comparison with Rs. 120 crores paid last year. 

332. The incrcasc of Rs. 49.12 crorcs in 
the total income from tllc level of R s .  222.17 
crores last ycar was largely the consequence 
of higher ( i )  discount on ad-hoc Treasury 
Bills created for meeting the Central Govern- 
ment's deficit and (ii) exchange earrled on 
remittance of foreign currencies on Govern- 
ment Account. The rise of Rs. 4.12 crores 
in the expenditure wa: mainly due to increase 
in the establishme~it charges and payment of 
agency charges to the State Bank of lndia and 
its subsidiaries for the conduct of Govern- 
ment business and Remittance Facilities 
Scheme transactions and nominal increases 
in other items of expenditure. 

333. The accounts of the Bank have been 
audited by MIS. Dalal & Shah, Bombay, 

M/s. P. K. Mitra & C o . ,  Cal- 
Auditors cutta, MIS. Thakur Vaidya- 

nath Aiyar & Co., New Delhi 
and MIS. Suri & Co., Madras who were 
appointed by the Government of India as 
auditors of the Reserve Bank of India by 
notifications Nos. F. 10(1)/73-B.O.I(i) & (ii), 
dated March 16, 1973, issued in exercise of the 
powers conferred by Section 50 of the Reserve 
Bank of India Act, 1934, (2 of 1934). While 
the appointment of M/s. Dalal and Shah and 
M/s. P. K. Mitra and Co. was in place of 
Mjs. A. F. Ferguson and Co. and MIS. Ray 
and Ray, respectively, M/s. Thakur Vaidya- 
nath Aiyar and Co. and MIS. Suri and Co. 
were reappointed by the Government. In 
addition to  the Bombay, Calcutta, Madras 
and New Delhi Offices, books of accounts at 
Byculla and Hyderabad Offices have been 
audited by the Bank's statutory auditors this 
year. The remuneration of the auditors has 
remained unchanged at Rs. 15,000! per office. 

334. Shri P. N. Damry reliliquished charge 
of office as Deputy Governor of the Bank with 

effect from the afternoon of 
central Board the 15th March 1973 to take 

up the appointment as Secre- 
tary of the Internatio~lal Bank for Recon- 
struction and Development. The Board wishes 
to place on record its high appreciation of the 
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valuable scrviccs rcndcred by Shri Damry 
during the period of his tenure as Deputy 
Governor for about six years. 

335. Sarvashri Arvind N. Mafatlal, G. 
Basu, Kamaljit Singh and D. C. Kothari re- 
tired as Directors of the Central Board on the 
expiry of their terms of appointment on June 
30, 1972. Sarvashri S. L. Kirloskar, Bhaskar 
Mitter, V. N. Puri and J. Ramdave Row who 
were nominated as Directors of Central Board 
under Section 8(l)(b) of the Reserve Bank of 
India Act, 1934 also retired on January 14, 
1973. The Board wishes to place on record 
jts appreciation of the services of the retired 
Directors. 

336. Shri S. M. Joshi resigned his Direc- 
torship of the Central Board with effect from 
1st September 1972. 

337. Shri N. C. Sen Gupta was nomjna- 
ted as a Director of the Central Board of the 
Bank under section 8(l)(d) of the Reserve 
Bank of India Act, 1934 with effect from 
August 17, 1972 vice Shri A..Baksi. 

338. Sarvashri M. P. Chitale and G. Par- 
thasarathj, Dr. K. Kanungo and Dr. V. Kurien 
were nominated as Directors of the Central 
Board under Section 8(l)(c) of the Reserve 
Bank of India Act with effect from September 
6 ,  1972. On reconstitution of ~ o c a r  Boards 
on February 23, 1973, Prof. M. L. Dantwala, 
Shri A. N. Haksar, Dr. Bharat Ram and 
Shri C. Ramakrishna were nominated as Direc- 
tors of the Central Board under Section 8(l)(b) 
of the Reserve Bank of India Act to represent 
the Western, Eastern, Northern and Southern 
Area Local Boards, respectively. 

339. Of the seven meetings of the Central 
Board held during the year, two were at  Bom- 
bay and one each at Madras, Trivandrum, 
Calcutta, Ahmedabad and Srinagar. The 
Committee of the Central Board held 53 meet- 
ings, of which five were held in New Delhi 
and the rest in Bombay. 

340. Dr. C. D. Datey and Dr. K. S. 
Krishnaswamy were appointed as Executive 
Directors of the Bank with effect from March 
21, 1973. 

Local Boards 

341. The term of the office of the members 
of all the Local Boards of the Bank expired 
on January 14, 1973 and the Local Boards wele 
reconstituted by the Government of India with 
effect from February 23, 1973 under the pro- 
visions of Section 9(1) of the Reserve Bank of 
India Act, 1934. 

Bank's Premises 

342. The construction of the diaphragm 
wall for the proposed multi-storeyed building 

in the Mint - Compound a t  
N e w  Office Bombay has been completed 
Premises and the general building work 

in respect of the project is 
expected to commence towards the end of 
1973. The construction of the main office 
building at Bangalore has been completed and 
departments which were hitherto housed in 
leased buildings have been shifted to the new 
premises. 

343. With a view to meeting additional 
reuuirements of space the Bank has taken on 

A 

lease a building verv close to its 
Leased premi- Main ~ u i l d i n ~  at Bombay. ses for Office 
Use Premises have also been taken - 

on lease at Bhopal to open a 
Regional Office of the Department of the 
Banking Operations and Development. 

344. Efforts are being continued t o  pro- 
vide residential quarters, which are heavily 

subsidised, at various centres. 
Residential , During the period under re- 
Quarters view, the construction of 326 

quarters (54 for Officers a t  
Bangalore, 208 for cIericaI staff and 64 for 
subordinate staff a t  New Delhi) was com- 
pleted. Construction of 654 quarters for 
clerical and subordinate staff, viz., 332 a t  
Calcutta, 104 at Nagpur and 218 at Kanpur 
is nearing completion and these are expected 
to be occupied shortly. With this the total 
number of quarters provided by the Bank will 
go up by  980 to  3,890 (588 for officers, 2198 
for clerical staff and 1,104 for subordinate 
staff). Further, the construction of 575 
quarters (152 for officers at  Bombay and 423 
for clerical and subordinate staff at Madras 
and Calcutta) has been taken up and the work 
is in  progress. Tenders for residential pro- 
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jects, wllicll will provide 491 quarters for 
clerical and subordinate staff at Bangalore, 
Bhubaneswar and Hydcrabad have beell 
invited and the constructiorr work is expected 
t o  be taken up shortly. The projects for const- 
ruction of 270 oflicers' quarters at Kanpur 
and New Delhi and 48 quarters for clerical 
staff at  New Delhi are in the planning stage. 

345. Steps arc also being made to secure 
land for construction of quarters at centres 
where no plot has been secured or where the 
number of quarters provided is inadequate. 

Employer-Employee Relations 
346. A scheme for reimbursement of cost 

on account of private medical treatment taken 
by the workmen employees 

Medical in Classes IT, 111 and IV and 
Facilities their family members has been 

introduced with retrospective 
effect from October 1, 1970. This scheme is 
supplementary to the existing medical facilities 
admissible to  them. In terms of this scheme, 
any treatment taken from a Registered Medical 
Practitioner under any recognised system of 
medicines will qualify for reimbursement. A 
limit of Rs. 50/- p.a. has been fixed in the case 
of those who reside in the staff quarters where 
dispensary facilities are made available and of 
those residing outside the Staff Quarters who 
exercise their option t o  avail of the Bank's 
dispensary facilities in respect of their family 
members. Employees who opt t o  avail of 
private treatment in respect of their family 
members are entitled to reimbursement under 
the scheme @ Rs. loo/- p.a. The maximum 
amount can be accumulated for 3 years. The 
unutilised balance at the end of the third 
year will be carried over to the next three years' 
period subject to a maximum ofbRs. 50/- or 
Rs. 1001- as the case may fie. In the case of 
Class IV  staff, this scheme is available to their 
family members (including dependent,parents) 
residing at native place also. 

had mndc rccommend~tions for rcviscd scnlcs 
of pay and allowallces for ofliccrs, conipositio~~ 
of cadres, inter-group mobility, grievance 
procccure, in-service training, etc. The Bank, 
after consideration of the various reconm~cnda- 
tions made by the Com~ilittec :ind in consul- 
tation with tile Central Govcrnnient (in the 
manner and to the extent required under 
Government's instructions in such circun~s- 
tances), have taken decisions on some of the 
more important r~commcndations relating 
to revision of scales of pay and allowances, 
grievance procedure and superannuation bene- 
fits. The other matters are under considera- 
tion. 

Employees' Housing Loan Scheme 
348. During the year under report Housing 

Loans were sanctioned as under : 

No. of Amount 
Societies (Rs.) 

A. New Co-operative 
Housing Societies 7 36,26,332 

Additional loans to 
Co-operative Hou- 
sing Societies al- 
ready formed 8 9,26,034 

No. of Amount 
Employees (Rs.) 

B. Individual mem- 
bers of staff 

New Loans 211 35,44,680 
Additional loans to 

Employees who had 
already availed of 
loans earlier 68 1 1,62,574 

347. In the last Annual Report, it was 47,07,254 
mentioned that the Bank had set up a Com- ---- 

mittee (known as Reserve 
R B I  Officer- Bank of India Oficer-Cadre 349. The total amount of 'society' and 'in- 
Cadre Review 
Committee Review Committee) for re- dividual' loans sanctioned since the introduc- 

viewing the emolument struc- tion of the scheme in 1961 amounts t o  
fure, promotion policy, efc., of the officers Rs. 3,72,79,977 and Rs. 1,60,78,888 respec- 
of the Bank. The Committee submitted its tively. In all 2,425 employees have availed 
Report to the Bank on 1 l th October 1972 and themselves of this facility. 



RESERVE BANK OF INDIA 
BALANCE SHEET AS A T  30TH J U N E  1973 

ISSUE DEPARTMENT 

. 
,\ssP;l's 

--- Its. p. Hs. p. 
C;old Coin autl 

1iulIio11 :- 
fa) IIrlcl i t ~  Iridia 18.',5:1,05,St'1.8:! 
( b )  I1c:ltl outsitlc 

I~ltlia . . .... 
I.'orcigtt Sccurit its 177,3(i,80,0.?5.13 

Total .. 350,89,87,876.95 
Rupce Coin . . 8,38,06,403.14 

Govt. Rupce Sccuritics of Inclia 53,67,12,84,439.41 
Internal Bills of 

Exchangc and 
other Commer- 

.... cia1 Paper . . - 
Total Assets. . 5735,40,78,718 .SO 

l , l~\ l i lI , l ' l~l  LS - 
RIP. 1). 

5;35,4(),;8,718.50 

5735,40,78,718.50 

. , 

Notrs ltrltl in tire 
Banking Dc- 
partment . . 

Notcs in circtrla- 
tion . . . .  

Total Notes is- 
sued . . 

Total Liabilities 

1 1'. 

3(;,.15,?8,784.00 

.iUDS,O.i,.L0,'330.50 

BANKING 

* Includes Cash, Fixed Depositb and Short-term Securities. 
** ( i )  Excluding Investments from the National Agricultural Crcdit (Long-Term Operations) Fund anti the Na- 

tional Industrial Crcdi t (Long-Term Opera tions) Fund. 
(ii) Includes Rs. 5,17,30,176.10 (equivalent of &50,000/-, U.S. $6,298,175 and D. M. 1,404,113.50 held abroad). 

@ Excluding Loans and Advances from the National Agricultural Credit (Long-Term Operations) Alnd. 
f Includes Ks. 31,30,00,000 advanccd to scheduled commercial banks against usancc bills undrr Srction l'iCi) (c) of 

the Reserve Rank of India Act. : Exclucling Loans ant1 Advanccs from the National Agricultur;rl Crctli t (Long-Tcrrn Ol,cratiom) I:lmtl nncl tllc Na- 
tional Agricultural Credit (Stnbilisation) I:untl. 

S . JAGANNA'I'HAN, Covenw y ,  
J. X. tono, 1 . . F A R ,  Dekuly Go;iert~or. 

C/def Accoutriani. V. V. C'EIAKI, Dejtup Governor. 
n-+-*t 'LA o ~ t , ~ .  1.-I.. * imo -. 5. S. -- St.! -- I IIAI,KAI<, Dejjuty (;ocernor. 

DEPARTMENT 
141t\l~l lAc1~lk;S 

. . . . . . . .  C'api tal Paitl-up . . . . . .  Rescrvc Ftmd . . 
National Agricultural Crcdit (Long-Tcrm . . . .  Operations) Fttntl . . 
National Agricultural Crecli t (S~abilisa- 

tion) l7i1ntl . . . . . . . . 
National Iriclustrial Crcclit (Long-Tcrm . . . . . .  Operations) Fund 

~ e i o s i t s  :- 
(a) Government 

(i) Central Government .. . . . .  (ii) State Governments 

(b)  Banks 
(i) Scheduled Commercial Banks 

(ii) Schedulecl State Co-operat ive 
Banks . . . . . . . . 

(iii) Non-Scheduled State Co- 
operative Banks . . . . 

(iu) Other Banks . . . . . . 
(c) Otllcrs . . . . . . . . 

Bills Payable . . . . . . . . 
Other Liabilities . a . . . . 

Total Liabilities . . . . 

Contingent liability on partly paid 

ASSKI'S 

Notcs . . . . . . . . 
. .  Rupcc Coin . . . . . . 

Smnll Coin . . . . . . . . 
Bills l'urchnscd and Discounted :- 
(a) Internal .. . . . . . . 
(6) External . . . . . . 
( c )  Govcrnmcnt Treasury Bills . . 

Ilalanccs hclcl abroad* . . . . 
Investments** .. . . . . . . 
Loans cl nd Advances to :- 

( i )  Central Government . . . . 
(ii) Stat&Govcrnments@ .. . . 

Loans and Advances to :- 
(i) Scheduled Commercial Banks? 
(ii) Statc Colopcrative Banks: . ; 
(iii) Others . . . . . . . . 

Loans, Advalices and Invcstmc~~ts from 
National Agricultural Credit (Long- 
Term Operations) Fund 
(a) Loans and Advarices to :- 

( i )  State Governmcnts . . 
(ii) State Co-operative Banks 

(iii) Central Land Mortgage 
Banks . . . . . . 

(iv) Agricultural Refinance Cor- 
poration . . . . . . 

(6) Investment in Centrzl Land Mort- 
gage Bank Debenturcs . . . . 

Loans and Advances from National Agri- 
cultural Credit (Stabilisation) Fund 

Loans and Advances to State Co-opera- 
tive Banks . . . . . . . . 

Loans, Advances and Investments from 
National Industrial Credit (Long-Term 
Opera tiom) Fund . . . . . . 
(a) Loans and Advances to  the Deve- 

lopment Bank . . . . . . 
(6) Investment in bonds/debentures 

issued by the Development Bank 

Other Assets . . . . . . . . 
Total Assets .. 

.ti? (Sterling Investments of iC;;50,O00 converted 

I s .  p. 
6,00,00,000.0(1 

l,i0,00,00,000.0(r 

-030,00,00,000.0( 

85,00,00,000.0(, 

20~>,00,00,000.0(~ 

5 7 0 , 5 1 0 5 . 1  
20,4S,SG,324.3C 

547,70,40,330.1( 

22,76,.19,813.2E 

1 ,OJ,13,840.77 
3,10,35,418.95 

207,60,34,430 .G0 

64,03,75,419.8(, 

331,55,91,293.65 

, 

1931,43,31,994.71 

shares Rs. 9,48,388 

1 1'. 
36,45,28,788.00 

9,48,063.00 
2,6 6,968. 4G 

15,22,91,040.89 
.... 

301,50,21,815.74 
206,82,82,905.02 
540,20,49,769.16 

39,88,b'd,i)00.00 

140,54,20,000.00 
189,52,75,476.00 
11,32,75,000.00 

66,41,05,471.13 
17,07,47,?27.00 

.... 
34,50,00,000.00 

11,24,91,225.00 

. 
41,06,37,914.00 

129,08,35,519.00 

.... 
80,43,54,723.31 

1931,43,31,994-71 

@ Rs. 100 = E5.2721). 



PROFIT AND LOSS ACCOUNT FOR T H E  YEAR ENDED 3OTH JUNE 1913 

I n t t m t ,  Discount, Exchnngc, Commissioi~, c'tc.? . . . .  

EXPENDITURE 

Establishment . . . . . . . . . . . . . .  
Directors' anti Local Board hfembers' Fees and Expenses 
Auditors' Fees . . . . . . . . . . . . . .  
Rent, Taxes, Insurance, Lighting, etc. . . . . . .  
Law Charges . . . . . . . . . . . . . .  . . . . . . . .  Postage and Telegraph Charges 
Remittance of Treasure . . . . . . . . . .  
Stationery, etc. .. . . . . . . . . . . . .  . . . .  Security Printing (Cheque, Note Forms, etc.) 
Depreciation and Repairs t o  Bank Property . . . . 

. . . .  Agency Charges . . . . . .  . . 
Contributions t o  Staff and Superannuation Funds . , 
hliscellaneous Expcnses . . . . . . . .  . . 

Net available balance 

l h .  I). 

Total .. 171,29,18,131.22 
- .  

Surplus Payable t o  the Central Government . . . . . . . . . .  . . 130,0O,0O16S1.34 

By BaIance on 30th June 1973 . . . . . . . .  . . ,. . . l t0,00,00,000 .OQ 

. . . . . .  By transfer from Profit and Loss Account . . . . . .  Nil 

Total . . . . . . 150,00,~0,000 .OO 

t After making usual or necessary provisions in terms of Section 47 of the Reservc Ilnnk of lntlia Act. 

J. X. LOBO, 
Chief Accountnnt. 

Report of the Auditors 

S .  JAGANNATHAN, Governor. 
R .  K .  I-IAZARI, Depuly Governor. 
V. V .  CHARI, Defiuly Governor. 
S. S. SHIRALKNI, Depuo Governor. 
R .  K .  SESHADRI, Debub Govemot. 

TO T H E  PRESIDENT O F  INDIA, 

We, the undersigned Auditors of the Reserve Bank of India, dohereby report t o  the Central Government upon the 
Balance Sheet and Accounts of the Bank as a t  30th June 1973. 

We have examined the above Balance Sheet with the Accounts, Certificates andvouchers relating theretoofthe 
Central Office and of the Offices a t  Calcutta, Bombay (Fort), hfadras, New Delhi, Hyderabad and Byculla (Bombay 8) 
and with the returns s ~ ~ b m i t t c d  and  certified by the Managers of the other Offices and Branches, which Returns are incor- 
porated in  the above Balance Sheet, and report that  where wehave called forexplanations and information from the Cen- 
tral Board such information and explanations have been given and have been satisfactory. I n  our opinion, the Balance 
Sheet is a full and fair Balance Sheet containing the particulars prescribed by andin  which the assets have been valued in 
accordance with the Reserve Bank of India Act, 1034 and  Regulations framed thereunder and is properly drawn up so 
as t o  exhibit a true and correct view of the state of the Bank's affairs according to the bcst of our information and the 
explanations givcn to us, and as shown by the Books of the Bmk. 

Messrs. T H A K U R  VAIDYANATH AIYAR & GO., 1 

Dated the 26th July 1973. 

Messrs S U R I  & Co., 
Messrs P. K. MITRA & Go., 
Mess~s. DALAL & SHAH. i Auditors. 


