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CHAPTER 1 

INTRODUCTION 

Sharp fluctuations in the resources position of the banking system 
and changes in the interest rate structure were the main highlights of 
the banking scene in 1980-81. The modifications made in the mone- 
tary and credit policy during the year clearly demonstrated the facility with 
which it could respond, in the short-run, to the emerging trends in the 
banking sector. Moreover, these modifications have to be seen in the 
broader perspective of the fact that containment of inflationary pressures 
became the overriding objective of economic policy. Notwithstanding 
the remarkable recovery staged by the economy-real national inccme 
is estimated to haverisen by about 7 per cent in 1980-81 in sharp contrast 
to an actual ~Iecline of 4 .5  per cent witnessed in 1979-80-there appeared 
to be little abatement of inflation : wholesale prices recorded, on the 
basis of monthly average, a rise of 18 per cent in 1980-81 closely on the 
heels of a 17 per cent rise witnessed during the previous year. The 
overhang of excessive primary money crea-tion in the preceding two 
years, and the sizeable decline in foreign exchange reserves anticipated 
for 1980-81, lent a sharper edge to the problem of controlling monetary 
expansion during the year. The broad strategy of monetary policy 
therefore continued to be structured around the deceleration of money 
and. cred.it growth to rates consistent with illcreases in real income. It 
was this strategy which alternately required the relaxing of the Cash 
Reserve Ratio (CRR) in October 1980 and its subsequent tightening in 
May 1981 and. a further tightening of credit policy in July 198 1 culmina- 
ting in the raising of the Bank Rate and the Statutory Liquidity Ratio 
(SLR). Psychologically, public confidence that a slowing down in 
money and credit growth will be achieved is also essential to the dampen- 
ing of inflationary expectations-a factor which itself is critical for 
eliciting reasonably prompt response to anti-inflationary measures. 

1.2 Against this broader setting, the developments in the banking 
sector during 1980-81 are reviewed in this Report. To begin with liqui- 
dity of the banking system, the swings were rather sharp as between 
broadly the first and the second half of the year (July-June). This swing 
primarily stemmed from the pace of deposits accretion : the rate of 
deposits growth during the first half of the year (July-December) at 
9.3 per cent was lower than the rate of 9.7 per cent during the corres- 
ponding period of the previous year. On the other hand, on the eve 
of the busy season, the demand for credit from the banking system was 
expected. to be substantially large in view of the anticipated growth of 
the economy as well as for meeting the requirements of food credit, 
priority sectors, exports and those for fertiliser imports and distribution, 
and of petroleum credit. It was thus apparent that the banking system's 
resources were far from adequate to  meet the likely demands and hence 
to enable banks to use a somewhat larger proportion of their incre- 
mental deposits, the Reserve Bank decided to exempt banks froin end- 
October 1980, from n~aintaining the additional cash reserve of 10 per 
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cent of the incremental demand and time liabilities. This reflected 
the response of credit policy to the emerging resource constraint of the 
banking system. 

1.3 The trend during the second half of the year presented a sharp 
contrast as deposits growth picked up after December 1980; the growth 
during the second half of 1980-81 (January-June) at 10.1 per cent was 
significantly higher than the rate of 6.1 per cent during the corresponding 
period of the previous year. This, in its turn, tended to bring about a 
faster rate of non-food credit expansion. At the same time, the earlier 
expectations of a slow-down in monetary expansion had not materialised 
and in fact monetary expansion (M,) at 18 per cent during the financial 
year 1980-81 turned. out to be marginally higher than in 1979-80. The 
growth of primary money had. also been large in 1980-81, especially 
when judged in the context of a sizeable decline in foreign exchange re- 
serves. While prices had shown a somewhat slower pace of rise on a 
point-to-point basis, the rise on the basis of monthly averages was slightly 
higher in 1980-81 than in 1979-80 (financial year). Monetary correction, 
therefore, became an imperative necessity. The raising of the Bank 
Rate from 9 per cent to 10 per cent in July 198 1 and also the CRR and 
SLR by one percentage point each were measures designed to achieve 
the objective of slowing down monetary expansion. 

1 .4  For the year as a whole, deposits growth was substantially higher 
than in 1979-80. The rise in aggregate deposits amounted to Rs. 6,807 
crores or 20.4 per cent as compared with an increase of Rs. 4,706 crores 
or 16.4 per cent recorded in 1979-80. The significantly higher deposits 
growth is attributable to the relatively higher increase in real national 
income in 1980-81 and, perhaps to some extent, sizeable primary money 
creation. The expansion in non-food credit was also much larger during 
the year at Rs. 4,529 crores or by 23 per cent as compared with Rs. 2,967 
crores or by 17.8 per cent in 1979 80. 

1.5 Simultaneously with the presentation of the Budget for 198 1-82, 
several changes were made in the interest rate structure. There was 
an upward adjustment in the rates on bank deposits with maturi- 
ties of one year and above with effect from March 2, 1981. This re- 
presented an attempt to provide adequate incentives to financial savings 
in an inflationary environment. The changes i n  the term structure of 
deposits were also expected to bring about a better balance in the time 
profile of banks' deposits and lending structures. Some lending rates 
were also raised and the opportunity was utilised to rationalise the lend- 
ing rate structure as a whole. In this context, i t  may be recalled that the 
maximum rate on advances was raised by three percentage points in 
September 1979. These measures of raising the cost of credit were 
designed to buttress the various other measures taken to restrain credit 
growth. 

1.6 i n  the sphere of deployment of credit, hanks have to go a lor~g 
way tawards meeting the national targets. I-or instance, in Marc11 
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1981, priority sector advances formed 33.6 per cent of total credit- 
a level which was only marginally higher than the target of 3 3 . 3  per 
cent set for March 1979 and much below the stipulated target of 40 per 
cent to be reached by 1985. Similarly, in regard to the other national 
target, namely, that banks should deploy 60 per cent of their total deposits 
mobilised from rural and semi-urban areas in the respective areas, the 
progress so far has been rather slow. By end-December 1980, public 
sector banks had achieved credit-deposit ratios of 54.8 per cent and 
48.9 per cent for their rural and semi-urban branches. Planned efforts 
to reach progressively the priority sector target by 1985 are, therefore, 
necessary. 

1.7 Turning to the broader area of credit planning, although consi- 
derable experience has been gained in this area it is necessary to stress 
that much progress needs to be made by banks towards translating 
macro targets into micro decisions. In this context the Credit Budgets 
of the individual banks assume greater operational significance. Sus- 
tained efforts on the part of banks to improve the quality of these budgets 
are called for so as to enable banks to achieve the longer-term sectoral 
and sub-sectoral targets, which have been clearly defined, without in- 
fringing the macro guidelines for regulating total credit expansion. 
Increasing the share of priority sectors in total credit and within the 
priority sector advances, paying greater attention to the credit needs 
of the und.erprivileged sections of the society, most of which have been 
identified in the 20-Point Programme, necessarily implies detailed plan- 
ning. This requires focussing on not only the basic strategy of total 
credit deployment but also on the details of its tactical implementation. 
Moreover, these inter-sectoral and intra-sectoral targets of credit de- 
ployment have to be reached in the over-all framework of credit dis- 
cipline as envisaged from time to time. In particular, the banks are 
expected to use the quarterly operating limits for major borrowers as a 
major instrument of planning the more purposeful use of credit. In 
all of these areas, in the coming years banks will have to display greater 
innovative ability and ad.apt their practices, procedures and techniques 
of lending to the new tasks7 



CHAPTER 2 

COMMERCIAL BANKING 

I. OVER-ALL REVIEW 
r 
~ 2 .  1 The pace of deposit accretion, which was slow in  the first quarter 
of the year, picked up from October I980 onwards. Aggregate deposits 
of scheduled commercial banks increased by 20.4 per cent during 1980-81 
(July-June) which was higher than the growth rate of 16.4 per cent re- 
corded in the previous year. @ significant rise in real national income 
in 1980-8 1, larger credit expansion and sizeable primary money creation 
are factors which were responsible for bringing about a higher deposits 
growth. 

2 .2  Persistence of the inflationary pressures, a high level of liquidity 
and deteriorating foreign exchange position were the disturbing features 
of the economy during the year under review. Hence the stance of 
credit policy had. to be one of restraint. At the same time, efforts were 
made to ensure that the genuine credit requirements for production, and 
requirements of priority sectors and weaker sections, were fully met. 
The reconlmendations of the Working Croup on the Modalities of the 
Implementation of Priority Sector. Lending and 20-Point Economic 
Programme were accepted and. conveyed to banks for follow-up action, 
especially with regard to the achievement of certain targets. Guidelines 
based on the reconlmendations of the Working Group to review the 
system of cash credit were issued to banks. 

2 .3  The structure of 1end.ing rates was rationalised and there was also 
an upward adjustment in deposit rates. Towards the close of the year 
it appeared. that unless more effective measures were taken the persistence 
of high degree of liquidity would lead to unbridled credit expansion. 
A number of measures had therefore to be taken to mop up the excess 
liquidity from the banking system. The CRR was raised by a percentage 
point to be phased over two stages. The SLR was also raised from 34 
per cent to 35 per cent to be implemented in two stages. Further, the 
Bank Rate was increased by one percentage point, i.e., from 9 per cent 
to 10 per cent, These measures were reinforced by changes in Selective 
Credit Control. 1 

</ 

IJ. TRENDS I N  DEPOSITS A N D  CREDIT 

Aggregate Deposits : Growtiz Trencls 

2.4 Aggregate deposits of scheduled commercial banks rose by 
Rs. 6,807 crores (1-20.4 per cent) during the year, i.e., end-June 1980 to 
end-June 1981, which was much higher both in absolute amount and 
percentage terms than the accretion of Rs. 4,706 crores or 16.4 per cent 
recorded in the previous year. 
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2 .5  Deposit accretion in the first quarter of the year at Rs. 993 crores 
(i 3 per cent) was loiver than the accretion of Rs. 1 , l  15 crores (4-3.9 
per cent) in the same period of the previous year. Frorn October 1980, 
however, deposit accretion picked. up son~ewhat, and for the six-month 
period July-December 1980, accretion at Rs. 3,116 crores was larger in 
amount than that of Rs. 2,792 crores in the corresponding half-year of 
1979-80, but the rate of growth was lower at 9.3 per cent, as against 9 .7 
per cent in the preceding year. In the second half of the year, deposit 
growth at Rs. 3,69 1 crores (+ 10. 1 per cent) was substantially larger than 
the growth of Rs. 1,914 crores ( 1 6 . 1  per cent) in the corresponding period 
of the preceding year. The bulk of the increase in January-June 198 1, as 
compared to the preceding year, was the result of a sharp rise in deposits 
of Rs. 607 crores in January 1981, in contrast to a decline of Rs. 356 
crores in January 1980. 

Growth of Dernaizd and Time Deposits 

2.6 Mention was made in last year's Report of the amendment to the 
procedure laid. $own by the RBI for classification by banks of their sav- 
ings deposits into d.emancl. and. time deposits for purposes of reporting 
figures of total demand. deposits and total time deposits in the weekly 
return under Section 42(2) of the RBI Act, 1934. In terms of the new 
procedure, a substantial portion of savings deposits is now being classified 
by banks as time deposits and only a small portion as demand deposits. 
This is in contrast to the old procedure under which a large portion, or 
even the entire amount of savings deposits in the case of many big banks, 
was classified as demand. deposits and a very small proportion as time 
deposits. Since this new procedure was adopted by banks on various 
dates starting from January 1978, the published figures of demand and 
time deposits for 1980-81 are not comparable with those for 1979-80 
and 1978-79; the aggregate deposit figures are, however, not affected b y  
the revised classification. To present comparable data in respect of 
demand and time deposits, the published figures of demand deposits and 
time deposits have been adjusted for the changes made by banks in the 
classification of savings deposits on the assumption that those banks which 
adopted the new classification in 1978-79, 1979-80 or 1980-81 had done so 
from June 1978. The adjusted data are thus comparable. 

2 .7  The table overleaf shows (i) the published data and (ii) the adjusted 
da.ta for the years 1978-79, 1979-80 and 1980-8 1 (July -June). 

2.8 It  will be seen that according to the adjusted figures in Table 2.1 
the accretion to demand deposits of Rs. 1,551 crores (f 23.5 per cent) 
in 1980-81 was larger than in 1979-80 (Rs. 407 crores or + 6 .6  per cent) 
and 1978-79 (Rs. 1,300 crores or t-26.6 per cent). The accretion to 
time deposits in 1980-81 at Rs. 5,256 crores was also larger in amount 
than in both 1979-80 (Rs. 4,299 crores) and 1978-79 (Rs. 4,058 crores); 
the rate of growth of 19.6 per cent in 1980-81 though higher than that in 
1979-80 (19.1 per cent), was lower than in 1978-79 (22.0 per cent). 
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TA1II.E 2.1-GI1OW1I OF 1)EhlANl) AND TlhlE 1)EPOSITS : FUIILISIIED AND ADJUSTED1 DATA 

(Rs. Croros) -------- ----- --- - 
Outstanding as on thc last Friday of Variations during --- -- - 

Junc 1978 Junc 1979 Junc 1980 Junc 198 l* 1978-79 1979-80 1980-8 1 

PURLISHED DATA 

Aggrcgatc doposits . . 

AIIJ USTEDI* DATA 

Aggrcgatc deposits . . . . 

Note: Figures in brackets indicate porccntage variations. 
1 Data for Junc 1978, June 1979 and Junc 1980 arc adjusted for changes in thc classification of r savings deposits on the 

assumption that those banks which adopted the new classification in 1978-79, 1979-80 or 1980-81 had done 50 from June 1978. 
As the new classification was adopted by these banks prior to  Juno 1981, the data for Junc 198 1 are not required to be  adjusted. 

Partially revised. 

2.9 The expansion in total bank credit (i.e., excluding bills rediscoun- 
ted with the RBI but including credit extended through issue of PCs) 
during the year at Rs. 4,332 crores (+ 19.6 per cent) was much larger 
than the expansion of Rs. 2,381 crores (+12.1 per cent) in 1979-80 
(Table 2.2). The expansion in 1980-81 was the net result of a large 
increase in non-food credit of Rs. 4,529 crores (f 23.0 per cent) and a 
decline of Rs. 197 crores in food credit. I n  1979-80 the increase in non- 
food credit was Rs. 2,967 crores (f17.8 per cent) and was partly offset 
by a decline of Rs. 586 crores in food credit. The increased credit re- 
quirements of petroleum companies in the wake of a substantial rise 
in international oil prices was responsible for part of the non-food 
credit expansion. 

2.10 In the first four months of 1980-8 1 (i,e., July to October 1980), 
non-food credit expansion at Rs. 1,189 crores (+6.O per cent) was larger 
in both absolute and percentage terms, than the expansion of Rs. 598 
crores (f3.6 per cent) in the first four months of 1979-80. For the 1980 
slack season as a whole (i.e., May-October 1980), however, the expansion 
in non-food credit at Rs. 1,236 crores was only a little larger in amount 
than the expansion of Rs. 1,158 crores in the 1979 slack season, while the 
rate of increase was lower at  6 .3  per cent as against 7 .2  per cent in the 



TABLE 2 .?-SCHEDUI-ED COhlhlIlRCltII- IIANKS' DATA 

(Kupccs Crorcsy 

Outstanding, as an V:triat ions during 

Item=? Junc 29, June 97. June26. 1379-80 1980-8161 
1979 1980 19810 (2-1) (3 - 2) 

1 .  Aggregate Deposits . . . . . . 28,671 33,377 40,184 -t 4,706 -!- 6,867 

(a) Demand Deposits S . . . . .. 11,050 10,555 8,148 - 495 -2,407 

(b) Time Deposits S . . . . .. 17,621 22,822 32,036 +5,201 + 9,214 

2 .  Total Bank Credit . . . . . . . . 19,687 22,068 26,400 5 2,381 +4,332 

Of which 

(a) Food procurement advances . . 2,996 2,410 2,213 - 586 - 197 

(b) Bank credit excluding food advanccs 16,691 19,658 24,187 -i- 2,967 +4,529 

3. Bills rediscounted with the RBI . . . . 7 1 75 3 f 4  - 72 

4. Gross Bank Credit (24-3) . . . . 19,758 22,143 26,403 -1- 2,385 1-4,260 

5. Invcstrnents in Governmcnt and  other 
approved securities . . . . . . 9,389 1 1,824 14,222 -t2,435 32,398 

(a) Government securities . . . . 6,876 8,461 9,976 -1- 1,585 1-1,515 

(b) Other approved securities . . . . 2,s 13 3,363 4,246 -k 850 4- 883 

6.  Cash in hand and balances with the RBI 3,582 4,089 5,453 + 507 -I- 1,364 

7. Borrowings from the RBI . . . . 659 488 564 - 171 3 76 

8. Credit-Deposit Ratio . . , .  . .  6 .7 66.1 65.7 

9. Gross Credit-Deposit Ratio . . . . 68.9 66.3 65.7 

10. Non-food Credit-Deposit Ratio . . . . 58 .2 58.9 60.2 

1 1.  Gross non-food Credit-Deposit Ratio . . 58.5 59.1 60.2 

12. Investment-Deposit Ratio . . . . 32.7 35.4 35.4 

@ Partially revised. 
$ Consequent t o  the amendment to Regulation 7 of the Reserve Bank of  India Scheduled Banks' Regulations, 1951 a 

number of  scheduled commercial banks have classified a larger proportion of their savings deposits a s  time deposits and 
a small proportion as demand deposits o n  various dates and  the data are as reported by banks In their returns. 

Note : Bank credit figures are inclusive of  credit extended through issue of Participation Certificates. 

(Source : Returns received under Section 42(2) of the RBI Act, 1934.) 

1979 slack season. The incremental non-food credit-deposit ratio for the 
1980 slack season worked out to 48.1 per cent, as against 41 .1 per cent 
in the 1979 slack season. In the busy season of 1980-81, (November 
1980 t o  April 1981), the expansion in non-food credit at Rs. 3,152 crores 
or 15.1 per cent was substantially larger than the expansion of Rs. 2,322 
crores or 13.4 per cent in the previous busy season. In the first two 
months of the 1981 slack season, the increase in non-food credit was 
Rs. 188 crores, as compared with the increase of Rs. 47 crores in the 
corresponding period in 1980. 
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RBI Accommodntion - 
2.11 The impact of the tighter credit policy is clearly reflected in the 
Xirinking of the total accommodation provided by RBI to banks. With 
certain changes in the refinance policy, during the preceding months such 
as the increase in the base level from Rs. 2,000 crores to Rs. 2,200 crores 
for calculating food refinance entitlement with effect from April 1980, 
termination of the refinance facility under 'Small Farmers' Window' 
with effect from July 1, 1980 and also discretionary refinance being made 
available only for short periods and under exceptional circumstances, the 
Reserve Bank's accommodation to banks continued to decline during 
1980-81. 

2.12 The refinance limits against food credit at Rs. 62 crores, as at the 
end of June 1980, declined gradually during the subsequent months and 
with the fall in food credit below Rs. 2,200 crores banks were not entitled 
to any refinance limits against food credit for the period end-November 
1980 to mid-June 1981. Actually banks did not have any outstanding 
refinance against food credit between end-August 1980 and end-October 
1980, although they were entitled to such refinance during this period. 

2.13 Under the refinance against 'Small Farmers' Window' the banks 
had availed of refinance to the extent of Rs. 21 crores as on the last 
Friday of June 1980. After the termination of the facility with: effect 
from July 1, 1980, banks were advised to repay the refinance from the 
RBI against these loans, outstanding as on June 30, 1980, in a phased 
manner not later than September 30, 1980. Accordingly, the bulk of 
outstanding refinance was repaid by September 30,1980, and the balance 
amount was repaid by October 1980. 

2.14 It may be recalled that the special scheme for refinance against 
loans for import of capital goods was discontinued with effect from July 1, 
1980. To avoid any disruption, the refinance facility was phased out 
gradually. In the first instance, in August 1980, it was indicated to banks 
that loans sanctioned on or before June 30, 1980 would continue 'to be 
eligible for refinance even after July 1, 1980. Subsequently the position 
was reviewed in November 1980, and in the context of the comfortable 
resources position, banks were advised to bring down the outstanding 
refinance under the Scheme so that the entire outstanding refinance was 
repaid not later than April 30, 198 1. However, as some banks had indi- 
cated difficulty in repaying the outstanding amount of refinance by the 
end of April 1981, banks have been a l l 0 3 9  further time up to Octobel 
3 1, 1981 to repay the amount of refinance I 

---2 
2.15 In the case of refinance against export credit, the refinance limits 
reached a peak of Rs. 253 crores by the end of April 1981. However, 
the limits declined to Rs. 175 crores by June 1981 due to a change in the 
base year from 1978 to 1979 for the computation of the export refinance 
entitlement, with effect from the last Friday of April 1981. The idea 
underlying the change in the base year is to make banks provide with 
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their own resources export credit up to the levels of the earlier years and 
provide the refinance only against their increnlental export credit. 

2.16 The discretionary refinance limits sanctioned to banks declined 
from Rs. 43 crores, as on the last Friday of June 1980, to nil, as on the 
last Friday of June 1981. On an average, the discretionary refinance 
limits sanctioned in 1980-81 at Rs. 9. crores were much lower than those 
at Rs. 56 crores sanctioned during the previous year. The discretionary 
limits were sanctioned to only three banks which were in extremely 
difficult resource position. 

2.17 The limits sanctioned for rediscounting the bills, as on the last 
Friday of June 1981, stood at Rs. 4 crores as against Rs. 95 crores a year 
ago. The average bill rediscounting limits sanctioned to banks during 
the year were much lower at Rs. 7 crores than those at Rs. 131 crores 
sanctioned during the preceding year. The outstanding amount of bills 
rediscounted, as on the last Friday of June 1981, was also much lower at 
Rs. 3 crores than that of Rs. 76 crores on the corresponding date of 
1980. 

2.18 Taking into account refinance (excluding special refinance against 
shipping loans, import of capital goods, duty drawback and refinance to 
RRBs) and rediscount together, total RBI accommodation showed a 
substantial decline of Rs. 128 crores between end-June 1980 and endlJune 
1981. 

Investments and Cash Balances 

2.19 Scheduled commercial banks were able to augment their invest- 
ment portfolio by Rs. 2,398 crores (-1-20.3 per cent) in 1980-8 1 as compared 
with the rise of Rs. 2,435 crores (-1-25.9 per cent) in 1979-80. The increase 
in their cash in hand and balances with the RBI at Rs. 1,364 crores was 
much larger as compared with Rs. 507 crores in 1979-80. Their borrow- 
ings from the RBI rose by Rs. 76 crores, in contrast to a liquidation of 
their indebtedness to the extent of Rs. 171 crores in 1979-80. 

Non- Residen t Accounts 

2.20 The provisional data on Non-Resident (External) Rupee Accounts 
and on Foreign Currency (Non-Resident) Accounts are given in Table 
2.3. The available data indicate that the amount in the Non-Resident 
(External) Rupee Accounts rose from Rs. 742 crores at  end-June 1980 
to Rs. 959 crores at end-June 198 1. In the case of Foreign Currency 
(Non-Resident) Accounts the balances in sterling rose from & 14.44 
million at end-December 1979 to £15.81 million at end-December 1980 
while the balances in U.S. dollars declined from $ 148.44 million to 
$ 147.46 million at end-December 1980. 



TABLE 2.3-NUMBER OF ACCOUNTS AND OUTSTANDING BALANCES UNDER NON-RESIDENT 
(EXTERNAL) RUPEE ACCOUNTS AND FOREIGN CURRENCY (NON-RESIDENT) ACCOUNTS 

Non-Resident (Externao Rupee Accounts 

As at the end of No. of accounts Amount (in crores of 
Rupees) - - 

. . . .  . . . . . .  June 1980 . . . . . . 5,45,928 742 

. . . . . .  . . . . . .  June 1981 . . . . 7,06,326 959 

Note : Data are provisions 1. 

(Source : Exchange Control Department, RBI) 

Foreign Currency (Non-resident) Accounts 

As at the end of Foreign currency No. of accounts Amount of deposits('000) 

. . . .  December 1979* . . £ Stg. 8,717 1,44,37 

. . . . . .  December 1980 . . E Stg. 9,583 1,58,09 

December 1979* . . . . .. u. S. S 30,131 14,84,39 

December 1980 . . . .  . . . . U. S. $ 29,127 14,74,57 

* Revised. 

Note : Data are provisional. 

(Source : Department of Statistics, RBI) 

111. CREDIT POLICY 

Over-all Approach 

2.21 In the context of the persistence of inflationary pressures, the high 
level of liquidity in the economy and the deteriorating foreign exchange 
position, the'thrust of monetary and credit policy during 1980-81 contin- 
ued to be one of caution and restraint. The following measures taken 
during the year reflect the tighter credit policy pursued. 

June 1980 Measures 

2.22 Mention was made of the 1980 slack season credit policy measures 
in last year's Report. The more important of these were : Banks were 
advised to so plan their resource use that they would be able to meet 
genuine credit requirements as and when they arose from their own ie- 
sources and without any significant recourse to refinance from the Reserve 
Bank. They were also asked to endeavour to keep their non-food 
credit expansion during the slack season within the limits of their own 
resources. The existing CRR and the SLR were kept unchanged; also 
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the refinance rates for food credit and export credit and the interest rate 
charged on discretionary refinance remained, as before, at 9 per cent, 10 
per cent and 11 per cent, respectively. 

2.23 From J u l y  1, 1980 the interest rate on stand-by facility, mainly 
intended to assist banks to meet clearing imbalances, was raised from 9 
per cent to 11 per cent, as also the rate on rediscounting of bills from 9 
per cent to 11 per cent for the first tranche; subsequent tranches were to 
carry higher rates of interest. Further, from July 1, 1980, refinance to 
banks at Bank Rate under the Small Farmers' Window was discontinued, 
and banks were asked to phase out, in due course, the outstanding re- 
finance without dislocating credit facilities provided to small farmers or 
altering the rates charged to the borrowers. The Reserve Bank decided 
to discontinue two other refinance facilities, viz., refinance for import of 
capital goods and refinance against shipping loans-the former was dis- 
continued from July 1, 1980, while the latter was to be discontinued as 
soon as commitments reached the limit of Rs. 500 crores; banks were 
allowed to charge higher interest rates to the extent they provided credit 
outside the existing commitments under these facilities. The banks were 
also advised that the incidence of the tax on interest income proposed in 
the Union Budget for 1980-81 was to be passed on by them to borrowers 
on a pro rata basis. Subsequently, on August 7, 1980, the Reserve Bank 
issued a detailed schedule of revised interest rates (inclusive of interest 
tax) to be charged by banks from July 1, 1980. 

Busy Season Policy, 1980-81 

2.24 On the eve of busy season, a review of the monetary and credit 
situation and the outlook for the rest of the financial year brought out the 
following features : (1) There would be a sizeable growth in national 
income during 1980-81 in contrast to a decline recorded in 1979-80. 
(2) The inflation rate continued to be high, though with the improvement 
on the agricultural front there were some indications of an abatement in  
the pressures. (3) Monetary expansion had been slower in the first 
half of the financial year 1980-81 (April to September 1980) than in the 
corresponding period of the previous year; and the pace of expansion in 
1980-81 as a whole was expected to be lower than in 1979-80. However, 
the monetary situation continued to be a source of concern as the slower 
expansion in 1980-81 was largely attributable to the decline in foreign 
exchange reserves, (4) Creation of primary money during 1980-81, 
though expected to be less than in the previous two years, was quite large. 
(5) The expansion of non-food credit during the slack season had been, 
by and large, in accordance with the broad guidelines issued by the RBI. 
(6) The rate of growth of bank deposits during April-September 1980 had 
been perceptibly lower than in the corresponding period of the previous 
year. 

2.25 Against this background the RBI announced that the stance of the 
credit policy would continue to be one of caution. Banks were 
advised that since they would be facing the  usual seasonal increase in the 



demand for credit there was need for them to plan their resource use so 
that they were able to avoid, in the second half of 1980-81, recourse to 
any additional support from the Bank beyond the refinance facilities 
already established. While no specific ceilings in respect of incremental 
ratio or magnitude of credit expansion were stipulated, banks were 
reminded that they were required to operate within their own resources. 
Access to the established refinance and rediscount facilities would be only 
for short periods and subject to the maintenance of the stipulated CRR 
and the SLR. 

k 2 6  For the busy season of 1980-81 (end-October 1980 to end-April 
1981) it was anticipated that the requirements for credit would be large 
in view of the expected growth in the economy, and the possibility of 
incieascd credit requirements for food and for the import and distribu- 
tion of fertiliser, apart from the need to provide for growth in priority 
sectors and export credit. In relation to this expected demand for credit, 
it was felt that the banks' resources position, after the pre-emption of 50 
per cent of the incremental resources (for the SLR of 34 per cent, the 
CRR of 6 per cent and the inc emental cash reserve ratio of 10 per cent), 
would not be totally adequa te ,border  to allow the banks to use a some- 
what larger proportion of their ~ncremental resources for credit purposes, 
the RBI decided to exempt banks from the requirement of maintaining 
the additional cash reserve of 10 per cent of the incremental net demand 
and time liabilities accruing since January 14, 1977. The exemption 
became applicable, with effect from October 31, 1980, to banks which 
were maintaining on that date the stipulated CRR andSLR; for defaulting 
banks, the exemptionwas to become operative only on their making 
good the shortfall, for which two weeks' time from October 31,1980 was 
given. I t  was, however, decided that the deposits already so immobi- 
lised with the Reserve Bank would not be returned to banks for the time 
b e i n 3  
r P 

Priority Sector Targets 
'L- 

2.27 Banks were advised about the acceptance of the recommendations 
', of the Working Group on the Modalities of Implementation of the 

Priority Sector Lending and. the 20-Point Economic Pr0gramrne.l The 
banks were asked to endeavour to attain the following targets : 

1. Priority sector advances should constitute 40 per cent of 
aggregate bank advances by 1985. In achieving the target of 40 per 
cent of total lending to the priority sector by 1985, banks should aim at 
ensuring that a minimum of 40 per cent of the additional credit every 
year flows to the priority sectors. Subject to this minimum, the banks 
whose ratio is presently below 40 per cent will have to work out the addi- 
tional amounts to be disbursed in the priority sectors every year so as to 
progressively reach the target of 40 per cent by 1985. 

1 .  A reference may bc made t o  the last year's Report for the ncrv target5 for priority sector 
financing and related details. 
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2. Forty per cent of the priority sector advances should bc ear- 
marked for agriculture and allied activities. This would meall that the 
advances to  the agricultural sector would be a t  least 16 per cent of the 
total advances by 1985. 

3. Direct advances to ' W e a k e ~ e c t i o n s "  in agriculture and 
allied activities should reach a level of a t  least 50 per cent of the total 
direct lending to agriculture (including allied activities) by 1983. 

4. Advances to  'Weaker S e c t i ~ n s ' ~  in small-scale industries 
should constitute 12.5 per cent of total advances to small-scale industlies 
by 1985. 

2.28 The need for banks to make a sustained effort for enlarging 
deposit rnobilisatioll was emphasised and they were instructed to pay 
close attention to  the recovery of loans so that the availability of funds 
for productive purposes was augmented. 

2.29 As the central theme of the 20-Point Economic Programme was 
to  help progressively Inore people belonging to the weaker sections of 
the society, banks were urged to  associate themselves actively in pro- 
grammes for improving the conditions of people in slum areas by as- 
sisting them in their economic activities and  also give attention to  other 
areas of social concern such as assistance to  physically handicapped. 
(The follow-up action taken by the Bank to give effect to the recommen- 
dations of the Working Group is dealt with in more detail in  Section IX). 

- .  

Guidelines on Cash Credit 

2.30 On December 8, 1980 the RBI communicated to  the banks its 
decision on the recommendations of the  Working Group constituted 
i n  April 1979 to review the system of cash credit. The more important 

i? of the recommendations and the decisions 25  en  on them by the Re- 
serve Bank are dealt with in detail in Section IX. 

Clzanges in Interest Rates Structure 

Deposit Rates 
! 2.31 The year 1980-81 witnessed significant changes in the interest 

rates structure. These changes reflected, in part, a response to  the 
/ persistent inflationary pressures. Simultaneously with the presentation 

of the Budget for 198 1-82, several changes were announced on  February 
28, 1981 by the RBI in the deposit and lending rates of colnmercial 
banks. I t  may be recalled that with effect from September 13, 1979, 

1. 'Weaker Sections' i n  ngriculture and, allied activitics comprise (i) small and 111arginal farmers 
with land holdings of five acres and less and landless labourers and (ii) persons engaged ill allied activities 
whose borrowal limits for such activitics do  not exceed Rs. 10,000. 

3. All small-scalc industries with credit limits up to and i~lclusive of Rs. 25,000 are treated a s  
'wcakcr sections' in this c;rtegory. 
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the rates payable by scheduled commercial banks on deposits were 
increased: the rates on savings deposits and fixed deposits with a matu- 
rity of 9 months to one year went up by a half percentage point and 
those on fixed deposits of one year and over rose by one percentage 
point. However, with the persistence of inflation, it was felt that the 
interest rates offered by banks were not adequate to mobilise financial 
savings to the extent envisaged in Sixth Plan. The Finance Minister 
in his Budget Speech (1981-82) stated: 

"A second impediment to financial savings is the existence of high 
rates of inflation. In an inflationary situation it becomes essential 
to provide adequate incentives to financial savings. Since bank 
deposits are the most important single 'mechanism for financial 
savings, it has been decided to raise the interest rate on maturities 
from one and up to five years". 

2.32 The Bank announced the revision in the interest rates on bank 
deposits with maturities of one year and above with effect from March 
2, 1981 (Table 2.4). The upward readjustment of deposit rates was 
made without raising the maximum rate which was continued at 10 

TABLE 2.4-INTEREST RATES ON DEPOSITS 

(Per cent per annum) 

Effective from 

Class of Deposits June 1, March 1, September 13, March 2, 
1977 1978 1979 1981 

1 2 3 4 

I. Current Deposits . . . . . . . . . . . . Nil Nil Nil Nil 

11. Savings Deposits . . . . . . . . . . . . 3 .OO* 4.50 5 .OO 5 .OO 
5 .OO* (from 1 . l o .  1979) 

(from 1 .7.1977) 

III. Fixed Deposits 

1. Uptol4days  .. . . . . . . . . . . Nil Nil Nil Nil 
2. 15 days to 45 days . . . . . . . . . . 3 .OO 2.50 2 .50  2 .50  
3. 46 days to 90 days . . . . . . 3.50 3 .OO 3 .OO 3 .OO 
4. 91 days andabove but less thah6 rnohihs . . . . 4.00 4.00 4 .OO 4 .OO 
5. 6 months and above but less than 9 months . . . . 4.50 4.50 4.50 4 .50  
6. 9 monthsand above but less than 1 year . . . . 5.00 5.00 5 .50  

-l 7 
5 .50  

5 1 6.00@ 7. 1 year and above but less than 2 years 
I 

1 6.00, 
j 7 . 0 0 a  7 .50  

8. 2 years and above but less than 3 years . . . . 1 8 .50  
9. 3 years and above but less than 5 years . . . . 8.00E 7.50.E 8.50£ 

10. Above5 years . . . . . . . . . . . . 10.00 9.00 10.00 > , 0 . 00  

- 
+ 3 per cent for deposits with cheque facilities and 5 per cent for thoge without cheque facilities. 

@ Deposits for 1 year and above and up to and inclusive of 3 years. 
E Deposits of over 3 years and up to and inclusive of 5 years. 

Note : Banks with demand and time liabilities (DTL) of less than Rs. 25 crores, as also RRBs, were allowcd to pay a rate 
higher by 0.25 per cent per annurn and 0.50 per cent per annum, respectively, on term deposits up to  and incluyive of 
five,years prior to March2, 1981 and on term deposits of less than 3 years thereafter. 
Sav~ngs deposits : Banks with DTL of less than Rs. 25 crores, as also RRBF, have been alloweci to pay a rate higher by 
0.25 per cent per annurn and 0.50  per cent per annum, respectively. 
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per cent. The new d.eposit rates were not retrospective in effect. The 
change has mainly been towards providing higher yields for fixed de- 
posits of maturities between one year and three years. The category 
of deposits with a maturity of one year and above and up to three years 
(on which interest was paid at 7 per cent) was abolished and in its stead 
a new category of one year and above but less than two years was given 
a rate of 7.5 per cent, while for deposits of two years and above but 
less than three years it was 8 . 5  per cent. The rate of 10 per cent was 
made applicable to term deposits with a maturity of three years and 
above as against term deposits of the maturity of more than five years 
as stipulated earlier. It was expected that the raising of deposit rates 
for these maturities would help the deposit mobilisation efforts of banks 
and the changes in the term structure of deposits would bring about a 
better balance in the time profile of banks' deposit and. lending structures. 

Lending Rates 

2.33 With effect fiom September 13, 1979 the maxin~um rate on ad- 
vances was raised by three percentage points from 15-16 per cent to 18-19 
per cent; this measure of raising the cost of credit was designed to but- 
tress the various other measures then taken to restrain credit expansion. 
Consequently, afterthe reimposition of the 7 per cent tax on interest 
income in 1980-81 Budget, the rates on advances were adjusted up- 
wards to include, on a pro vatu basis, the tax element, the intention 
being to pass on the tax burden to the borrower. I n  the lending interest 
rates structure then prevalent there was an absence of adequate grada- 
tion in the rates charged to various categories of beneficiaries in the 
priority sector and there was also a plethora of rates. Further, in several 
categories of interest rates prescribed for the priority sector, only ceiling 
rates had been indicated. This allowed different banks to charge dif- 
ferent rates for the same kind of advances in a particular area, causing 
considerable difficulties in the field. The upward revision in the deposit 
rates, in any event, required a certain alteration in the lending rates. 
All these considerations were kept in view while announcing the new 
lending rates, effective March 2, 1981. 

2.34 The main adjustments related to: (i) a reduction in the total 
number of specified rates and, apart from a few specified exemptions, 
the prescription of four levels of lending rates, viz., 12.5 per cent, 15.0 
per cent, 1 7.5 per cent and 19.5 per cent, (ii) prescription of fixed rates 
instead of ceiling rates as followed till then, on a number of categories 
of advances which also ensured uniformity of rates, among banks for 
the same category of advances, particularly in the case of priority sector, 
(iii) a uniform maximum lending rate for the larger and smaller scheduled 
commercial banks, (iv) a rational categorisation of interest rates for public 
procurement and distribution agencies, (v) correlating the element of 
concessionality in interest rates with the quantum ,of advances in the 
case of priority sectors and (vi) bringing about a better alignment 
between interest rates charged by banks on short-term advances and term 
loans. 
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2.35 An important feature in the rates structure on advances pres- 
cribed in March 1981 is specification of four distinct categories relating 
to the procurement/distribution of commodities. These categories 
are: (i) procurement of foodgrains under the full price support 
scheme, where the sales are at fixed prices through Government ap- 
proved outlets the rate of interest being 12.5 per cent; (ii) advances 
to Central and State Government agencies entrusted with procurement/ 
distribution of specified essential consumer commodities for sale at 
fixed prices through Government approved outlets, the commodities 
being pulses, edible oils, kerosene, salt and sugar, the rate chargeable 
on these being 15 per cent; (iii) advances to Central and State Gov- 
ernment agencies entrusted with the procurement and distribution of 
essential consumer commodities, other than those specified in category 
(ii) above, advances for the procurement of cash crops, viz., jute, etc., 
where there is an element of price support and procurement and dis- 
tribution of fertilisers, pesticides and seeds-all these advances have a 
prescribed rate of 17.5 per cent ; (iv) in respect of advances to Central 
and State Government agencies entrusted with the procurement and 
distribution of commodities for sale on a commercial basis the interest 
late should not exceed 19.5 per cent, which means that for this category 
banks could charge up to the maximum rate permissible (Details given 
in Appendix 1). The lending rates of the RRBs and co-operative banks 
were also restructured and rationalised so as to bring about a degree of 
alignment among the various rates charged and with the commercial 
bank lending rates applicable to comparable categories. The changes 
in interest rate structure were comprehensive and made applicable to 
the rates charged by the IDBI also, the details of which are given in 
Chapter 4. 

6 When, earlier, there was a prescribed general minimum lending 
rate (MLR) it was necessary to exempt through notification or other- 
wise, advances carrying lower rates than the MLR, from the applica- 
bility of MLR. This meant that there was a significant area in which 
rates had to be individually decided upon after discussion with banks. 
Under the new rates structure, such 'grey' area has been reduced sub- 
stantially. 

2.37 The RBI further clarified on May 2, 1981 that while no rate was 
stipulated corresponding to the previous minimum lending rate, a broad 
framework of rates was provided under various categories to enable 
banks to lay down rates of interesjgn advances in cases where specific 
fixed rates had not been indicated. ' Thus, in the case of short-term .--.$ advances to small-scale indist8, w 11e the ceiling rate for limits above 
Rs. 25 lakhs would be 19.5 per cent, it should not be less than 17.5 
per cent, which is the ceiling for limits between Rs. 2 lakhs and Rs. 25 
lakhs. In the case of other industrial advances, while the ceiling rate 
would be 19.5 per cent the minimum should be so determined as to 
ensure that the rates applicable to them were not less than 17.5 per cent, 
which would be the minimum for credit limits over Rs. 25 lakhs for 
small-scale industries. In respect of all non-priori ty advances, the in- 



terest rate should be not less than 17.5 per cent and not more than 19.5 
per cent. 

2.38 The penal rate of interest to be charged would range between 
1 per cent and 2.5 per cent, subject to the condition that the actual rate 
applied should not exceed 2 per cent over the ceiling rate prescribed. It  
was also pointed out that banks could revise interest rates on the existing 
term loans sanctioned prior to March 2, 1981, provided there was an 
enabling provision to that effect in the concerned loan agreements. 
In some cases the rates of interest prescribed by the RBI differed mar- 
ginally from those specified by the IDBI under their refinance schemes. 
In such cases, where banks availed of refinance from the IDBI the rate 
of interest as srecified by the IDBI might be charged by the banks to 
the ultimate borrowers. 

March 1981 Measures 

2.39 Towards the close of the financial year 1980-81, it appeared 
that deposit growth for the year as a whole would turn out to be sizeable, 
the growth rate having gained momentum after December 1980. The 
increase in non-food credit in 1980-81 was also expected to be larger 
than in the previous year, owing partly to the large increase in the 
demand for credit by the petroleum companies. On the monetary front, 
primary money creation, though markedly lower than in the preceding 
two years, was nevertheless excessive in the context of a widening ba- 
lance of payments deficit. A slow-down in the rate of monetary ex- 
pansion was, therefore, necessary for attaining the basic objective of a 
deceleration in the pace of inflation. Ciedit policy for the ensuine 
financial year, therefore, had to be in consonance with this objective 
and yet be sufficiently flexible to accommodate the credit require- 
ments of both the agricultural and industrial sectors. Banks were told, 
that though no specific ceilings were stipulated, they were expected to 
moderate the pace of credit expansion. Keeping in view the likely 
increase in demand for food procurement credit up to June 1981, and 
subsequently the busy season demand for credit, banks were urged 
to build up their resources sufficiently, so as to avoid, as far as possible, 
recourse to RBI refinance. 

C 2 . 4 0  Banks were urged once again to implement ex editiously the 
guidelines on cash credit system issued in D e c e m b e d  The increase 
in the ceiling rates on debentures and the continuation of the existing 
limits on non-banking companies accepting public deposits announced 
in the budget for 1981-82 should facilitate the implementation of these 
guidelines. The above-mentioned measures announced by the GO1 
are intended to enable the corporate sector to mobilise more resources 
directly and reduce their reliance on the banking system for working 
capi t g  

2.41 Banks were also advised that since, with the raising of interest 
rates of the term lending financial institutions, these institutions would 
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be gearing themselves to meeting increased long-term credit require- 
ments, the banks should avoid undue involvement in term lending and 
conserve their resources for meeting the demand for short-term credit. 
With effect from the last Friday of April 1981, the base level for the 
calculation of refinance entitlement in respect of export credit was shifted 
to the monthly average for 1979 from the 1978 average earlier (See para 
2.15). 

May 1981 Measures 

2.42 Certain policy measures for the slack season of 1981 and for the 
financial year 1981-82 were announced at the end of May 1981. The 
monetary expansion in 1980-81 had turned out to be slightly higher 
than in 1979-80 and as such the earlier expectations of a slowing down 
in the pace had not materialised.. It was a matter of concern that the 
growth of primary money in 1980-81 had been large, in the context of 
a sizeable loss of foreign exchange reserves, and as such there was 
a1read.y a potential for a large monetary expansion in 1981-82. While 
prices on a year-over-year basis had shown a slower pace of increase, 
the increase in the monthly average level of prices in 1980-81 was slightly 
higher than in 1979-80. Thus, these trends pointed to the continued 
need for monetary correction in 1981-82. The growth of real national 
income in 1981-82 was expected to be in the range of 4-5 per cent I as compared with the increase of about 6.5 per cent in 1980-81. 
a significant reduction in the pace of inflation was a basic policy 
tive, a slower pace of monetary expansion was an ineluctable necessity. 
Accordingly, the thrust of credit policy had to be one of continued 
restraint2 , 

2.43 The expansion of non-food credit in 1980-81 was significantly 
larger than in 1979-80. Moreover, the pace of expansion in the early 
weeks of the current financial year (1981-82) had been very large as 
compared with the expansion in the corresponding period of the previous 
year. In the context of the need for exercising restraint on expansion 
of bank credit, banks were required to ensure that the expansion of 
non-food bank credit in the 1981 slack season was at least marginally 
lower than in the 1980 slack season. The banks were asked to endea- 
vour to operate within this constraint and conserve their resources for 
meeting the expected spurt in food credit in June/July 1981, as well as 
other credit requirements during the next busy season. Again, for the 
first half of 1981-82 (April-March), as well as for the full financial year 
1981-82, the broad guideline was that the expansion of non-food credit 
should be marginally lower than the expansion in comparable periods 
of 1980-8 1. 

2.44 Apart from the guidelines on credit expansion, certain measures 
Were announced to reduce the growth of primary liquidity in the system 
and this would have a direct impact of slowing down the pace of mone- 
tary expansion. These measures comprised the raising of the cash 
reserve ratio from 6 per cent to 7 per cent in two phases-6.5 per cent 
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from the last Friday of July 1981 and 7 per cent from September 11, 
1981'-and increase in discretionary refinance rate and the rediscounting 
rate. In order to ensure that discretionary refinance is sought by banks 
only when there is an urgent and unavoidable need, the minimum 
interest rate on this facility was raised from 11 per cent to 14 per cent, 
effective June 1, 1981. Access to this facility would be strictly for short 
periods and in exceptional circumstances and subject to the satisfactory 
maintenance, as at present, of the stipulated reserve requirements. 
Effective June 1, 1981, the rate on rediscounting of bills was raised from 
11 per cent to 14 per cent for the first tranche; subsequent tranches, if 
any, would attract higher rates of interest. The rate for stand-by refi- 
nance continued to be 11 per cent, but this facility would be available 
only against the collateral of Government and trustee securities. With 
a view to facilitating exports, the interest charged by the Reserve Bank 
on export credit refinance was reduced from 10 per cent to 9 per cent, 
effective June 1, 1981. Banks have been urged to expedite extension 
of credit to exporters and to provide all possible ancillary facilities to 
them in view of the paramount importance of increasing exports at the 
present juncture. 

2.45 Keeping in view the recent revisions in interest rates and changes 
in yields on Government securities, the interest paid by the Reserve 
Bank on the banks' statutory balances maintained with it in excess of 
the basic minimum of 3 per cent was raised from 6 . 5  per cent to 7 per 
cent, effective June 1, 1981. . 
2.46 Banks were urged (1) to make renewed efforts to extend adequate - credit support to the priority sectors as well as to meet the genuine re- 
quirements of production and public distribution of essential commo- 
dities, (2) to give special attention to the needs of the beneficiaries of the 
20-Point Economic Programme and (3) to implement the guidelines 
issued in December 1980 on the recommendations of the Working 
Group to review the System of Cash Credit (For d.etails please see 
Section IX). Banks were also advised that anticipated price increases 
,should not be built into the credit limits sanctioned by banks and, in 
particular, advances against sensitive commodities should. be strictly 
regulated in accordance with the RBI directives. Their attention was 
drawn to the vital role that the banking system could play in ,bringing 
about a deceleration in the pace of monetary expansion7 

.July 1981 Measures 

2.47 The pace of monetary expansion (M,). in the financial year 198 1-82 
(up to June 19, 1981) was 4.4 per cent as against 4 per cent in the 
corresponding period of the previous year. The growth of non-food 
credit in the first quarter of 1'98 1-8'2 fihancial year (up to June 26, 198 1) 
was Rs. 587 crores (f2.5 p@ cent) as against Rs. 221 crores ( I -  1 .1  

1. Subsequently advanced to  August 21,1981 (See Para No.2.47 on page 20) .  

2. Provisional 
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per cent) in the corresponding quarter of the previous year. The li- 
quidity in the banking system continued to persist at a high level and 
was indicative of the potential for the continuation of the existing pace 
of credit expansion. The excess liquidity of the banking system needed 
to be further reduced if the non-food credit expansion for the year 1981-82 
was to be contained within the limits indicated in the May 1981 guide- 
lines. The Bank, therefore, took the following measures with a view 
to help contain the inflationary pressures. 

(i) With effect from the close of business bn July 11, 1981, the Bank 
Rate was raised by one percentage point, i.e., from 9 per cent to 
10 per cent per annum (Table 2.5) 

(ii) The CRR of scheduled commercial banks had been raised in 
May 1981 from 6 per cent to 7 per cent of net demand and time 
liabilities to be implemented in two phases, i.e., 6.5 per cent by 
July 31, 1981 and 7 per cent by September 11, 1981. The date 
of the second phase of the increase in the CRR was advanced to 
August 21, 1981. 

(iii) The SLR was raised from 34 per cent to 35 per cent of total de- 
mand and time liabilities in two phases-34.5 per cent effective 
September 25, 1981 and 35 per cent effective October 30, 1981. 

(iv) Some changes were also made in Selective Credit Control on 
foodgrains: these are discussed later. 

TABLE 2.5-PRINCIPAL MONETARY MEASURES TAKEN BY THE RESERVE BANK SINCE 1974 

Changed with effect from RaisedILowered from (Per cent) 

July 11,1981 .. . . . . . . . . . . . .  9 to 10 

11. Cash Reserve Ratio 

December 14,1974 . . . . . . . . . . . . . . 5 to 4.5 
December 28,1974 . . . . . . . . . . . . . . 4 . 5 t o  4 

. . . .  September 4,1976 . . . . . . . . . . 4 to 5 
November 13,1976 . . . . . . . . . . . . . , 5 to 6 
January 14,1977 . . . . . . . . . . . . . . Additional CRR of 10 per cent of the incremental 

net demand and time liabilities accruing since January 
14, 1977. 

October 31,1980 . . . . . . . . . . . . . . Incremental CRR referred to  above discontinued. 
July 31,1981 . . . . . . . .  . . . . . . 6 to 6.5 
August21,1981 .. . . . . . . . . . . . .  6 . 5 t o  7 

HI. Statutory Liquidity Ratio 

December 1,1978 . . . . . . . . . .  . . . . 33 to 34 
September 25,1981 . . . . . . . . . . . . . . 34 to 34.5 
October 30,1981 . . . . . . . . . . . . . . 34.5 to 35 

Note : For information on the po~ition existing prior to December 1974 see Table 24 of the Annual Report and Trend 
and Progress of Banking in India, 1973-74. 

(Source : Departrncnt of Ranking Operations & Development, RItIj. 
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2.48 Consequent on the raising of the Bank Rate, the following changes 
were made in the interest rates on certain refinance facilities provided 
by the Bank as mentioned below : 

(a) Food and export refinance rates were raised from 9 per cent to 10 
per cent effective July 18, 1981 ; however, the commercial banks' 
lending rates for foodlexport credit would remain unchanged. 

(b) Refinance rate against shipping loans was raised from 10.5 per cent 
to 11.5 per cent effective the close of business on July 11, 1981 ; 
lending rate of commercial banks was raised from 11 per cent to 12 
per cent. 

(c) Refinance rates against loans for import of capital goods was raised 
from 9 per cent to 10 per cent effective the close of business on July 
11, 1981 ; lending rate of commercial banks was raised from 11 per 
cent to 12 per cent. The scheme had already been discontinued 
with effect from July 1, 1980 and the outstanding refinance is to be 
repaid by October 31, 1981. 

2.49 As the increase in refinance rates and the increase in reserve re- 
quirements announced. on July 11, 1981 would affect the profitability 
of banks, they were advised that, within the framework of the interest 
rate structure, they were free to raise those of their lending rates as were 
below the prescribed maximum, to the maximum rates prescribed by the 
RBI. 

Credit Budgets 

2.50 The commercial banks' credit budgets for 1981-82 have been 
examined by the RBI and discussions have been completed with each of 
the major banks. These discussions have enabled the banks to obtain a 
better perception of deposit growth in 1981-82. The banks have been 
advised to so modulate their non-food credit expansion during the 
July-S'eptember and October-December 198 1 quarters that they do not 
infringe the guidelines for expansion of non-food credit set out in May 
198 1. I n  this context considerable stress has been put on making effective 
the quarterly operating limits for major borrowers. 

.SELECTIVE CREDIT CONTROL 

2.5  1 The existing measures to control advances against sensitive com- 
modities continued to operate during the year with certain modifications 
necessitated by changes in the supply and price situation. 

Gur and Kl~andsari . . 

2.52 In view of the continued rise in the prices of gur and khandsari, 
the minimum margin for advances against these commodities was raised 
from 50 per cent to 65 per cent for the manufacturers of these commodities 



and from 60 per cent to 75 per cent for others with effect from October 
13, 1980. The minimum margin on advances against warehouse receipts 
was raised from 45 per cent to 55 per cent. 

Sugar 

2.53 The Bank advised sched.uled commercial banks on July 22, 1980 
to consider the granting of temporary clean loans to deserving sugar mills 
to a limited extent, not exceeding Rs. 25 lakhs in the case of each unit, 
but repayable in instalments by March 3 1,198 1, without prior reference to 
the Reserve Bank but subject to certain conditions. This was done to 
help some of the sugar mills who might find it difficult to meet the expen- 
ses necessary for the off-season repairs and other essential purposes. 

2.54 The Bank also allowed certain relaxations to sugar mills which, 
due to certain exceptional circumstances, had not been able to liquidate 
the clean loans already granted to them in the past. Thus, the banks were 
asked to consider the requestfor a fresh loan from sugar mills if they were 
satisfied that the non-payment was due to circumstances beyond the 
control of the unit where the arrears of the previous years' loans did not 
exceed 10 per cent of the loan amount as on May 31, 1980. However, 
if such arrears exceeded the level of 10 per cent (of the loan amount as on 
May 3 1, 1980) the banks should refer the request for such loans to the 
Reserve Bank for prior approval. 

2.55 The GO1 accepted the offer made by the Indian Sugar Mills 
Association and the National Federation of Co-operative Sugar Factories 
Ltd., of the release of 1 .5  lakh tonnes of free-sale sugar during the months 
of October and November 1980 out of the current year's (1979-80) 
production as levy sugar. These stocks were to be replenished out of 
the production of the ensuing season (1980-81). Consequent to the 
release of fl-ee-sale sugar stocks as levy sugar (the former valued at tariff 
rate and the latter at levy rates), it was possible that, in respect of many of 
the sugar mill bolrowers, accounts would be rendered irregular and 
that there would be a certain amount of deficiency in margin. In order to 
meet this contingency and with a view to ensure that the distribution of 
sugar under public distribution system did not suffer, the Bank advised 
all scheduled commercial banks on October 14, 1980 that it  was agreeable 
to the reduction in margin in respect of the accounts of sugar mills to the 
extent it became necessary on account of the above-mentioned arrange- 
ment between the Government and sugar mills. However, this 1-elaxation 
was revoked with effect from December 31, 1980. 

2.56 In regard to the stocks of free-sale sugar out of the current season's 
production still left with the sugar mills, the Bank agreed to the suggestion 
that the banks should not insist on the deficiency in margin being made 
good by the excess realisations coming out of such sales. It was accord- 
ingly decided that the mills would be allowed to retain such surpluses for 
meeting essential requirements and other obligations for the coming 
season. The deficit in margin would be regularised by the mills as and 
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when the sugar production during the ensuing 1980-81 season was made 
available to the banks as security for the drawings in that season. 

2.57 Keeping in view the anticipated higher level of sugar production 
in the ensuing year, the Reserve Bank advised all scheduled commercial 
banks on October 22, 1980 that, subject to liquiditylfinancial position and 
estimates of sugar production of individual units, they might sanction 
credit limits for 1980-81 season to sugar mills up to 125 per cent of the 
maximum amounts availed by them in previous (1979-80) season without 
prior authorisation. It was also clarified that the system of fixing credit 
limits in relation to the peak level of stocks would continue, but actual 
drawals in borrowal accounts would be regulated on the basis of deficit 
as disclosed in the monthly cash budgets of mills. Where applications 
for cred.it limits for the 1980-81 season had been received but were awaiting 
sanction from the competent authority in any bank or prior authorisation 
from the RBI, banks might allow drawings in such units up to the maxi- 
mum amount availed by them in the 1979-80 season so that their produc- 
tion schedule was not upset. Banks should continue the practice of moni- 
toring the payments of dues of sugar mills to cane growers and the system 
of earmarking of funds out of the advances against pledgelhypothecation 
of sugar for payment to cane growers as hitherto in consultation with the 
borrowers. 

2.58 In view of the reported upward revision in the prices of sugarcane 
and the increase in the cost of other inputs of sugar mills, the banks were 
advised on February 19,1981 that they might, at their discretion, consider 
sanctioning for the current season additional ad hoc limits to such mills 
up to 10 per cent of the limits permissible in terms of the stipulation re- 
ferred to in the paragraph above, without the prior authorisation of the 
Reserve Bank, subject to a maximum of Rs. 25 lakhs for each unit, 
only for meeting their urgent requirement for payments to cane growers 
or for such other emergency purposes. 

Hike in Minimum Lending Rates 

2.59 Following the re-imposition of tax on interest income of banks in 
the Union Budget for 1980-81, the banks were advised on August 7, 1980 
to raise the minimum lending rates on advances covered by Selective 
Credit Control, as mentioned below, effective July 1, 1980. 

(a) On sugar advances to factories in respect of all 
stocks . . . . . . . . 16.70 per cent 

(b) Advances to textile mills in respect of which 
lower margins of 20 to 25 per cent were pres- 
cribed on stocks of cotton and kapas of three, 
four or four and a half months' consumption, 
as the case may be, and mills in West Bengal 
under the National Textile Corporation or its 
authorised agencies for stocks of cottonlkapas 
of four and a half months' consumption . . 18.35 percent 
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(c) On the other advances against commodities 
subject to Selective Credit Control . . . . 19.40 per cent 

2.60 As part of the rationalisation of lending rates structure announ- 
ced on February 28, 1981 the rates of advances against commodities 
covered by Selective Credit Control were also modified. The minimum 
lending rates for loans/advances/cash credits/overdrafts against commodi- 
ties, other than advances to sugar mills, coming under the purview of 
Selective Credit Control was raised to 19.50 per cent per annum from 
19.40 per cent. As regards advances to sugar mills in respect of all 
stocks, the minimum rate was fixed at 17.50 per cent per annum as 
against the existing 16.70 per cent and banks could charge them a rate 
which was between this rate and the general ceiling rate on advances, 
i.e., 19.50 per cent per annum. The Bank further clarified on May 2, 
1981 that unless specific exemptions were allowed under the relative direc- 
tives, advances rate for sensitive commodities would be 19.50 per cent 
per annum regardless of the borrower enjoying lower rates of interest for 
other limits by virtue of his being in the priority sector or enjoying lower 
credit limits. In view of this the banks were asked to carefully review 
all cases of advances against sensitive commodities to small-scale indus- 
trial units and bring the rates to the prescribed rates, keeping in view 
their eligibility or otherwise for exemption from Selective Credit Control. 

2.61 Further it was also clarified that the concessive rate of interest 
permissible to cotton textile mills, as mentioned in an earlier para- 
graph, stood withdrawn as from March 2, 1981. As regards advances 
against warehouse receipts issued by rural godowns, banks were advised 
that they might charge interest at 13.5 per cent per annum in respect of 
small advances up to Rs. 5,000 covering commodities for which support 
prices have been announced and in respect of which procurement arrange- 
ments by Central/State Government agencies exist. 

Foodgrains 

2.62 After a review of the trends in production, prices and bank credit 
against the security of sensitive commodities and taking into account 
reports to the effect that the procurement operations of Government 
were hampered by specdative hoarding of stocks the minimum margin 
on advances against stocks of paddy/rice and other foodgrains (including 
wheat) was raised by 10 percentage points, effective July 13, 1981, with the 
exception of advances to roller flour mills against wheat. A similar 
increase was made in the margins prescribed for advances against ware- 
house receipts covering these commodities. No modifications were, 
however, made in the minimum margins on advances against pulses 
(stocks/warehouse receipts). The changes made are indicated overleaf. 

Valuution oj  Securities Jor SLR 

2.63 The SLR required to be maintained by the scheduled co~nrnescial 
banks (excluding the RRBs) remained unchanged during the year- under 
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TABLE 7.G-BASIC MINIh lUM hlAIiClNS UNDER SELECTIVE CREDIT CON1.ROL 
ON ADVANCES AGALNST FOODGIIAINS, EFFECTIVE JULY 13,1981. 

(IDcrccnl;~gc) 

Against stocks (minimum ) Against Warchousc rmcipts 

For slnall advances 
Before July 13, 1981 From July 13, 1981 up t o  Rs. 5,000 For Olhers 

against rural warehouse ( Minimum ) 
receipts (Fixed) - - 

Processing Processing Before From Bcfore From 
Units/Mills Others UnitsIMills Others July 13, 1981 July 13, 1981 July 13, 1981 July 13, 1081 

1. 2.  3. 4. 5. 6. 7. 8 .  --- 
P a d d y . .  . .  35 50 45 60 20 30 4 0 50 

Other 
Foodgrains 
(including 

wheat) - . 3 5 g  50 45 @ 60 20 30 40 50 

-- 
@For stocks eqilivalent to four weeks' conwmption; for additional stocks thc mininiu~n margin was 50 pcr cen! bcfvre 

July 13, 1981 and GO per cent subsequently. Advances against whcat to roller flour mills continued t o  attract n mlntmum 
margin of 25 per cent. 

(Source : Department of Bmking Operations and Dcvcloprncnt, RBI) 

review at 34 per cente1 Consequent to the upward adjustments made in 
the yields of Government Securities and the consequent impact on 
their market prices, scheduled commercial banks were given concession 
in the form of a partial exemption from the requirement .of valuing their 
securities for the purpose of SLR at prices not exceeding the current mar- 
ket prices, on a temporary basis for a period of seven months from May 
1980. Accordingly, in case the percentage of eligible assets maintained 
by a bank in various forms fell short of the liquidity requirements of 34 
per cent by reason of the bank valuing its investments in approved securi- 
ties a t  current market prices, that bank was to be deemed to have comp- 
lied with the SLR requirement of 34 per cent if it had maintained : (a) a 
liquidity ratio of 25 per cent, the securities taken into account for the 
purpose being valued at prices not higher than current market prices and 
(b) an ad-ditional liquidity ratio of 9 per cent, the securities taken into 
account for the purpose being valued a t  book value less so nluch of the 
provision, if any, made by the bank for depreciation in the value of in- 
vestments, as was not in excess of the depreciation in the market value 
of the said securities. The above collcession was available to banks 
from May to November 1980. However, consequent to further upward 
adjustments in the yields of Government Securities the concession was 
once again extended to banks in May 1981 on a temporary basis up to 
October 1981. 

1. Subsequently, on July 11,1981 the S L R  was raised t o  35 per cent in two phases-34.5 per cent, 
effectivc September 25, 1981, and 35 per cent, effective October 30, 1981. 
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Bntik Advances to Physically Handicapped 

2.64 The RBI urged public sector banks on October 13, 1980 to initiate 
measures before the end of the year to ensure that increased assistance 
was provided to the physically handicapped during 198 1, which has been 
declared as the .international Year of the Disabled, particularly under 
the plans which were being drawn up by various organisations for the wel- 
fare and rehabilitation of handicapped persons. The private sector 
banks were also 'requested to take appropriate action in this regard. 

IV. DEPLOYMENT OF CREDIT 
. . . . 

(a) OVER-ALL TRENDS 

2.65 The over-all trends in credit deployment during the period April 
1980 to March 1981 indicate a larger increase in gross non-food credit 
than in the corresponding period of the previous year due mainly to larger 
credit extended to large and medium industry and to priority sectors. 
The advances to priority sectors constituted 33.6 per cent of the total 
(net) bank credit as against 31 .2  per cent a year ag0.l 

Sectoral Deployment o j  Credit 

2: 66 Data on sectoral deployment of gross bank credit during the 
financial year 1980-81 (on last Friday basis) (Table 2.7) show that there 
was a larger expansion in gross bank credit, in absolute terms, of Rs. 3,554 
crores as compared with Rs. 3,088 crores during the financial year 1979-80. 
This was mainly due to larger expansion in the non-food gross bank credit. 
Thus, non-food gross bank credit increased by Rs. 3,895 crores during 
1980-81 as compared with an increase of Rs. 3,198 crores during 1979-80. 
Credit to public sector agencies for food procurement operations, how- 
ever, showed a sharper decline of Rs. 341 crores during the period as 
compared with a decline of Rs. 110 crores in the previous year. The 
sharper growth in non-food gross bank credit was on account of larger 
credit extended to large and medium industry and to priority sectors. 

2.67 Advances to priority sectors increased by Rs. 1,756 crores (26.1 
per cent) as against Rs. 1,340 crores (24.9 per cent) in the previous year. 
Advances to agriculture and small-scale industries rose by Rs. 806 crores 
(29.1 per cent) and Rs. 595 crores (22.6 per cent), respectively, as compared 
with Rs. 604 crores (27.9 per cent) and Rs. 458 crores (21.0 per cent), 
respectively, in the previous year. Consequently, as at the end of March 
1981, advances to priority sectors constituted 33.6 per cent of the total 
(net) bank credit as against 31 . 2  per cent a year ago.' The proportion 

I .  The data relate to priority sector advances of major banks (which constitute about 95 per cent 
of gross bank credit) as per cent of bank credit of all scheduled commercial banks, including PCs but 
exclusive of bills rediscounted. In November 1974, when the target for priority sector advances was set 
at 333 percent of aggregate advances to be reached by March 1979, PCs were not included in the figures 
of bank credit. According to the revised target, banks are now expected to Iend 40 per cent of their aggre- 
gate advances to the priority sector by March 1985, The ratio of priority sector advances to bank credit 
works out to 33.8 per cent in  March 1981 and 31.9 per cent in March 1980, if PCs are excluded from the 
figures of bank credit. 



TABLE 2.7-SECTORAL DEI'LOYMENT OF GROSS BANK CRE[>IT 

(Rs. Crorcs) 

Items 

Outstanding as on Variations during 

hlarch 30, March 28, March 27, 1979-80 1980-8 1 
1979 1980 19810  April 1979- April 1980- 

March 1980 March 1981 

I. Public Food Procurement . . . . . . . .  2,210' 

n. (a) Priority Sectors . . . . . . . . . . 

(i) Agriculture . . . . . . . . 

(ii) Small-Scale Industries . . . . . . 

(iii) Other Priority Sectors . . . . . .  

(b) Industry (Medium &Large) . . .. . . 

(c) Wholesale Trade . . . . . . . .  

(i) Cotton Corporation of India . . . .  

(ii) Food Corporation of India (Fertiliser) . . 

(iii) Jute Corporation of India . . . .  

(iv) Others . . . . . . . . . .  

(d) Other Sectors . . . . . . . . . .  

IU. Non-Food Gross Bank Credit (a+b+c+d)  . . 15,937 

Of which : 

Export Credit. . . . . . . . . . . .  1,500 1,640 1,650 f 140 f 10 

IV. Gross Bank Credit (1 + 111) . . 18,147 21,235 24,789 $ 3,088 + 3,554 . . . .  
---- --------- - --- 

@ Provisional. 

Note : 1. Data relate t o  major banks which account for about 95 per cent of gross bank credit. Further, these data  
besides taking into account the bills rediscounted with the RBI, include bills rediscounted with the IDBI and 
otherapproved institutions and Participation Certificates. 

2. Figures in brackets are proportions t o  non-food incremental credit. 

(Sorcrcc : Credit Planning Cell, RBI) 
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of incremental priority sector credit to the total incremental non-food 
gross bank credit during 1980-8 1 was 45.1 per cent as against 41 .9 per 
cent in 1979-80. 

2.68 The outstanding credit to medium and large-scale industries at the 
end of March 1981 stood at Rs. 9,984 cltores and formed 40.3 per cent 
of the gross bank credit as compared with Rs. 8,269 crores (38.9 per cent) 
at the end of March 1980. Incremental advances to medium and large- 
scale industries during 1980-81 were Rs. 1,715 crores as against Rs. 1,096 
crores in the previous year. 

2.69 Total bank credit to industry (large, medium and small-scale 
industries) increased by Rs. 2,310 crores during the financial year 1980-81 
as compared with Rs. 1,554 crores during 1979-80. Major industries 
which accounted for the increase were petroleum (Rs. 450 crores), chemi- 
cals (Rs. 287 crores), engineering (Rs. 218 crores), cotton textiles (Rs. 11 5 
crores), other textiles (Rs. 164 crores) and iron and steel (Rs. 125 crores) 
(Table 2.8). 

2.70 There was an increase of only Rs. 79 crores in advances to whole- 
sale trade (other than food procurement) during the year 1980-81 as 
compared with an increase of Rs. 348 crores during 1979-80. 

2.71 Credit to 'other sectors' which represent residual sectors and in- 
clude personal loans, advances to financial institutions, hire purchase 
agencies, etc., increased by Rs. 345 crores during April 1980-March 
1981 compared to a rise of Rs. 414 crores in the previous year. 

Regiolral and Rural/Urban Pattern o j  Credit Deployment 

2.72 Apart from regional imbalances in banking development expressed 
in terms of population per bank office, which the branch expansion policy 
has, over the years, sought to reduce, there are two other features of 
imbalances, namely, (i) varying credit-deposit ratios and (ii) rural/ 
semi-urban versus urban/metropoli tan flow of banking sector's resources. 

2.73 The limitations of using the credit-deposit ratio as the sole indi- 
cator are, however, to be noted. The credit-deposit ratios may not neces- 
sarily depict the true picture of the extent to which resources mobilised 
by banks in a particular region/State are utilised in that regionlstate. 
First, the ratios do not take into account investment of bank funds in 
securities of State Governments, debentures of State-level institutions, 
etc., which contribute to the financing of development projects and in- 
frastructural facilities. Secondly, in some cases the ratios may be high 
due to the relatively lower magnitude of deposits on the basis of which 
the ratios are worked out. Thirdly, allowance has to be made for what 
is called the 'migration of credit', i.e., loans sanctioned by a bank in its 
offices in a given area may not necessarily represent the financing of acti- 
vi ties located in that area. For instance, credit sanctioned at head offices 
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TABLE 2.8 : INDUSTRY-WISE DEPLOYMENT OF GROSS BANK CREDIT 

(Rs . Crorcs) 

Outstanding as on Variations during 

March March March 1979-80 1980-8 1 
30. 1979 28. 1980 27. 1981 April 1979- April 1980- 

@ March 1 980 March 198 1 

Industry (Total of Small.Scale. Medium & Large- 
Scale Industries) . . . . . . . . . . 

1 . Coal . . . . . . . . . . . . 

2 . Iron and Stcel . . . . . . . . . . 

3 . Other Metals & Metal Products ... . . . . 

4 . All Engineering . . . . . . . . . . 

5 . Electricity . . . . . . . . . . . . 

6 . Cotton Textiles . . . . . . . . . . 

7 . Jute Textiles . . . . . . . . . . . . 

8 . Other Textiles . . . . . . . .  . . 

9 . Sugar . . . . . . . .  . . . . . . 

10 . Tea .. . . . . . . . . . . . . 

11 . Vegetable Oils (Including Vanaspati) . . . . 
12 . Tobacco & Tobacco Products . . . . . . 

13 . Paper & Paper Pioducts . . . . . . . . 

14 Rubber & Rubber Products . . . .  . . . 
15 . Chemicals, Dye?. Paints, etc . . .  . . . . 

Of which Fertiliser . . . . . .  . . 
. . . .  . . . .  16 . Cement . . . . 

17 b a t h e r  & Leather Products . . . .  . . . 
. . . . . .  18.' Construction . . . . . . 

19 . Petroleum . . . . . . . . . . . . 

20 . SAFAUNS * . . . . . .  . . . . . . 

21 . Residual . . . . 

@ Provisional . 
* Ships Acquired From Abroad Under New Scheme . 

(Source : Credit Planning Cell RBI) 
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of certain banks may actually be utilised in States other than the State 
where the head office is located. 

State-]vise Credit-Deposit Ratios 

2.74 Data are presented in Table 2.9 on State-wise credit-deposit 
ratios. according to sanction and utilisation of credit. The all-India 
credit-deposit ratio, according to sanction, stood at 67.2 per cent at the 
end of June 1980. Chandigarh and Delhi in the Northern Region, Maha- 
rashtra and Dadra and Nagar Haveli in the Western Region and Andhra 
Prad.esh, Karnataka, Tamil Nad.u and Kerala in the Southern Region had 
credit-deposi t ratios above the all-India level. On the other hand, apart 
from the other States/Union Territories in the above-mentioned Regions, 
all the States in the North-Eastern, Eastern and Central Regions had 
ratios below the all-India average. Sikkim, Mizoram and Arunachal 
Pradesh had credit-deposit ratios as low as 2.7 per cent, 6.0 per cent and 
9.2 per cent, respectively. The shortcomings of the credit-deposit ratio 
as a yardstick to measure the deployment of credit in a given area could, 
to some extent, be overcome by using the data on credit-deposit ratios 
based on utilisation of credit (Table 2.9). According to these data, 
the North-Eastern Region had., as at end.-June 1980, a credit-deposit 
ratio of 49.2 per cent, according to utilisation, whereas it stood at 35.6 
per cent, according to sanction. On the other hand, the credit-deposit 
ratio of Chandigarh, in terms of utilisation of credit, worked out to only 
49.4 per cent whereas it was as high as 250.2 per cent, according to sanc- 
tion. 

RuraIlUrban Pattern of Credit Deployment 

2.75 Another area of concern in banking development is the low credit- 
deposit ratio in certain rural areas which gave rise to the apprehension 
that rural branches might become the conduit for the flow of resources 
from rural to urban areas. Hence public sector banks were advised that 
by March 1979 the rural and semi-urban branches separately should 
achieve a cred.it-deposit ratio of at least 60 per cent.l Though this was 
a national target banks were asked to ensure against wide disparities 
in the ratios between different States and Regions. The progress made 
till June 1979 was reviewed in the last year's Report. Data for December 
1980 are presented in Table 2.10 For the banking system as a whole 
the all-India credit-deposit ratios for rural and semi-urban branches were 
57.2 per cent and 48.9 per cent, respectively. This was higher than the 
ratios of 54.4 per cent and 47.2 per cent, respectively, recorded at  the 
end of June 1979. The performance of private sector banks was better 
than that of public sector banks in this regard. At the all-India level 
the credit-deposit ratios of rural and semi-urban offices of private sector 
banks were 79. 1 per cent and 49.7 per cent, respectively, as against 54.8 
per cent and 48.9 per cent, respectively, for public sector banks. Tlle 
credit-deposit ratio of public sector banks was 60 per cent or nloro 

I .  The prikatc 'lector hanks \sere told to reach the  target within a 5pfcrficti time. 
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TABLE 2.9-REGION-WISE AND STATE-WISE CREDIT-DEPOSIT RATIOS BASED ON SANCTION AND 
UTILISATION OF CREDIT 

(As on the last Friday) 
. --. . 

JUNE 1975 JUNE 1978 JUNE 1979 . JUNE 1980 
Regionlstatel . 
Union Territory Credit-Deposit Ratio Credit-Deposit Ratio Credit-Deposit Ratio Credit-Deposit Ratio 

As per As per As per AS per As per As per As per As per 
sanction utilisation sanction utilisation sanction utilisation sanction utilisrition 

1 2 3 4 5 6 7 8 
..-.-. 

Northern Region . . . . . . 6 9 . 5  65.6 88 .6  90.3 84.6 84.2 76.1 75.3 

Haryana . . . . . . . . 66.6 122.9 60.8 90.8 63.9 108.7 66.1 98.3 
~ i m a c h a l  Pradesh . . . . 20.8 21 . 2 24.2 24.9 27.1 27.9 28.6 29.0 
Jammu & Kashmir . . . . 32.7 31.9 23 . 0 19.9 37.1 30.5 31.5 27.2 
punjab . . . . . . . . 35.4 62.6 36.1 78.0 37.9 70.5 38.6 65.6 
Rajasthan . , . . . . 66.9 71.6 59.2 . 65.1 66.7 72.8 65.9 70.9 

. . . .  Chandigarh . . 308.3 45.1 349.6 39.6 318.2 46.1 250.2 49.4 
Delhi . . . . . . . . 77.7 63.6 116.8 115.5 104.9 99.6 93.1 57.1 

North-Eastern Region . . . . 39.8 73.1  38.4  5 4 . 4  36.5 53.4 35.6 49 .2  

Assam . . . . . . . . 48.1 92.0 43.1 63.9 31.2 63 . 0 40.6 58.7 
Manipur . . . . . . . . 34.8 35 . 5 34.9 35.1 23.8 27.9 25.1 29.0 
Meghalaya . . . . . . 14.6 15.2 19.2 21.1 18.2 18.9 14.1 14.9 
Nagaland . . . . . . 23.9 25 . 1 28.6 31.8 28.3 37 . 0 23.7 28.9 
Sikkim . . . , . . . . . . 6.1 6.3 2.5 2.5 2.7 2.7 
Tripura . . . . . . 16.3 24.1 40.4 43.2 48.7 55.8 51.3 54.1 
Arunachal ~ r a d e s h  . . . . 7.3 53.7 6.5 21.4 9.6 23.2 9.2 20.9 
Mizoram . . . . . . . . 4.1 0.8 6.6 6.3 7.5 10.0 6.0 9.7 

Eastern Region . . . . . . 6 3 . 3  63.5 ' 58.5 57.5 55.6 54 .8  56.1 55.5 

Bihar . . . . . . . . 44.8 63.5 41.2 53.4 39.2 49.6 41.8 47.2 
Orissa . . . . . . . . 57.8 69.6 60.8 70.0 64.2 73.0 61.1 67.3 
West Bengal . . . . . . 70.0 63.1 64.2 58.1 60.6 55.2 61 . 0 57.5 

(85.3) (44.9) (SO . 3) (43.8) (74.9) (40.8) (77.6) (35.9) 
Andaman & Nicobar Islands . . 23.5 23.9 21.2 24.1 25.5 36.0 25.1 29.8 

Central Region . . . . 
Madhya Pradesh . . . . 63.5 67.5 53.6 55.8 54.4 57.9 52 . 0 54.7 
Uttar Pradesh . . . . . . 54.3 62.6 46.2 50.0 48.2 52.9 43.5 47.3 

Western Region 

Gujarat . . . . . . . .  60.4 67.4 51.1 54.9 52.1 55 -9 51.9 55.4 
Maharashtra . . . . . . 80.2 73.1 73.8 67.5 76.4 70.6 79.2 74.4 

(86.0) (64.5) (78.9) (60.7) (83.0) (63.9) (88.8) (71.7) 
Dadra & Nagar Haveli . . 103.6 146.4 85.7 111.7 63.5 93.3 116.5 144.9 
Goa, Daman & Diu . . . . 45.0 49.1 39.3 42.6 38.5 42.4 37.2 45.3 

Southern Region . . . . .. 91.2 9 3 . 6  78.6  79 .4  7 8 . 0  79.3 7 7 . 6  78.5  

Andhra Pradcsh 
Karnataka . . 
Kerala . . 
Tamil t ad; . . 
Lakshadwcep . . 
Pondicherry . . 
All-India . . . . 

.. 
Note : Data are provisional . 

Figurcs in brackcts relate t o  Metropolitan Centres only . 
(Source : Basic Statistical Returns) 



TABLE 2.10 :-STATE-WISE CREDIT-DEPOSIT RATIOS OF OFFICES OF PUBLIC AND PRIVATE SECTOR 
SCHEDULED COMMERCIAL B A N K S 5  ACCORDING TO POPULATION GROUP 

(As on the last Friday of December 1980) 

Rural semi-urban UrbanIMetropolitan Total 
Region/State/Union Territory 

public* Pri- Total Pub- Pri- Total Pub- Pri- Total Pub- Pri- Total 
vate IIC* vate iic* vate lic* vate 

I . Northern Region . . . . . .  47.6 47.9 47.6 53.5 50.0 53.3 83.5 53.1 80.4 73.1 52.1 71.2 

Haryana 
Hilnachal ~ ra%sh  
Jammu & Kashmir 
Punjab . . 
Rajasthan . . 
Chandigarh . . 
Dclhi . . . . 

11 . North-Eastern Region 

Assarn . . 9 .  

Manipur . . . . 
Meghalay? . . .  . . 
Nagaland . . . . 
Sikkim . . . . 
Tripura . . . . 
Arunachal Pradesh . . 
Mizoram . . . . 

IU . Enstern Region . . . . . . 41.4 126.5 47.0 31.2 34.8 31.3 64.8 68.3 65.3 53.7 71.0 55.4. 

Bihlv . . . . . . . . . .  48.0108.4 51.8 35.4 36.8 35.4 42.3 44.3 42.3 40.2 72.9 40.9 
Orisse . . . . . . . . . .  69.3261.3 89.9 56.4 63.0 56.6 46.9 33.9 46.6 54.3 171.3 59 .0  
West Bengal . . .. 27.0 61.9 28.9 21.0 28.0 21.2 70.9 69.1 70.7 59.5 67.5 60.5 
Andarnan & ~icoba; ls land~ . . 31.5 - 31.5 24.1 - 24.2 - - - 25.5 - 25.6 

1V . Central Region . . . . . .  48.3 61.2 49.4 44.1 32.1 43.3 44.6 60.7 45.3 45.2 52.4 45.6 

Madhya Pradesh . . . . .. 62.1 137.8 65.5 52.1 46.0 52.0 54.3 95.2 54.7 54.9 98.1 55 .7  
Uttar Prndesh . . . . .. 44.4 51.6 45.1 41.2 30.9 40.4 41.1 58.7 42.1 41.8 48.5 42.2 

V . Western Region . . . . .. 50.9 68.3 51.4 48.0 53.5 48.2 78.2101.1 80.1 70.4 95.3 72.1 

Gujarat . . . . . . .. 46.5 47.2 46.5 45.9 86.4 45.9 69.5 86.0 69.7 58.0 82.8 58.1 
Maharashtra . . . . .. 70.4 69.2 70.3 50.9 49.4 50.8 80.2101.3 82.3 77.0 95.4 78.8. 
Dadra & Nagar ~ a v k i i  . . . . I 1  2.1 -111.6 - - - - - -112.1 -111.6 
Goa, Darnan & Diu . . .. 21.1 80.0 21.2 48.2102.4 49.5 - - - 38.8 102.0 39.8 

VI . Southern Region . . . . .. 83.3 92.4 85.0 63.7 53.7 61.9 88.3 82.7 87.7 80.4 '73 .3  79.4 

Andhra Pradesh . . . . . .  102.1 202.0110.8 69.2 50.0 68.3 67.9 55.8 67.3 73.4 89.2 74.3 
Karnataka . . . . . . .. 73.4 92.8 75.7 69.1 45.2 66.2 78.7 70.4 78.0 75.8 67.7 75.0 
Kerala . . . . . . .. 58.5 68.1 62.2 48.9 56.9 51.2 97.2 97.0 97.2 67.4 67.9 67.6 
Tamil Nadu . . . . . . .. 90.5 78.5 88.2 69.8 52.4 66.6108.5 88.8105.6 97.2 77.3 94.1 
Lakshadweep . . . . .. 6.6 - 6.2 - - - - - - 6.6 - 6.2 
Pondicherry . . . . . . . .  92.4 69.4 91.2 37.0 9.4 35.8 54.8 61.4 55.1 5.7 56.0 57.0 

- 
ALL INDIA . . . . .. 54.8 79.1 57.2 48.9 49.7 48.9 75.1 76.0 75.2 66.4 71.1 66.9 - 

@ Including Regional Rural Banks . 
* Public Sector Banks include State Bank of India. 7 Associate Banks of SBI and 20 nrrtionalGed Commercial Banks. 

Note: The data are provisional . 
Source: Monthly Return on Aggregate Deposits and Gross Bank Credit) 
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in 11 States/Union Territories in respect of rural branches and 5 Stoles/ 
Union Territories in respect of seml-urban branches. The relat ivo rlulnber 
of States for private sector banks was i 5 and 4, respectively. The ratio 
was much below 60 per cent in many StatesIUnion Territories. It is also 
worth noting that the credit-deposit ratios of rural and semi-urban bran- 
ches were generally high in those States where the ratio for all branches 
(i.e., rural/semi-urban/urban/metropolitan) was also high. 

2.76 Further analysis could be made from the frequency distribution 
of districts based on credit-deposit ratios for rural and semi-urban bran- 
ches of banks. The data are presented in Tables 2.1 1 and 2.12. At 
the end of December. 1980 the rural offices achieved a credit-deposit 
ratio above 60 per cent in 173 out of 400 districts as against 161 out of 
399 at the end of June 1980 and 164 out of 392 districts at the end of 
June 1979. The semi-urban branches recorded a credit-deposit ratio 
above 60 per cent in 105 out of 355 districts at the end of December 
1980 in contrast to 86 districts out of 354 districts at the end of June 
1980 and 98 out of 347 districts at the end of June 1979. Only 43 per 
cent of districts covered by rural branches and 30 per cent of districts 
covered by semi-urban branches had a credit-deposit ratio over 60 per 
cent at the end of December 1980. More intensive efforts will have to be 
made by banks if the inter-regional imbalances in this regard are to be 
eliminated. 

TABLE 2.11 : FREQUENCY DISTRIBUTION OF DISTRICTS BASED ON CREDIT:DEPOSIT RATIOS FOR 
RURAL OFFICES OF ALL SCHEDULED COMMERCIAL BANKS 

(AS on the last Friday) 

. . (Rupees m Crores) 
_--- 

June 1979 June 1980 Deccmbx 1980 

Credit-Deposit 
Ratio 

No. of Deposits@ Advances No.-of Deposits@ Advanccs No. of Deposits@ Advances 
districts d~str~cts districts. . . 

Above 60% . . .. 164 1,069 .1,032 161 1;320 1,271 173 1,657 1,610 
[41.8)+ (7 (40.4) + (8) . (43.2)+ (10) . . 

----- - 
Total . . . . . . 392 3,064 1,667 399 4,054 2,182 430 4,599 2,629 - 

@ Figures in brackets represent amount of deposits per district under each size class (in crores of Rupzes). + As percentage o f  total number of districts. 
Note : (1) The data are provisional. 

(2) The data for December 1979 are dot available. 
(Source : Returns on Aggregate Deposlts and Gross Bank Credit). 

' 
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TABLE 2.12 : FREQUENCY DISTRIBUTION OF DISTRICTS BASED O N  CREDIT-DEPOSIT RATIOS FOR 
SEMI-URBAN OFFICES OF ALL SCI-IEDULED COMMERCIAL BANKS 

(As on the last Friday) 

(Rupees in Crores) 
- --- 

Junc 1979 June 1980 December 1980 - 
Cretlit-Deposit No..of Deposits@, Advances No.-of Deposits@ Advances No. of Deposits@ Advances 
Ratio distr~cts distrlcts districts 

Above 60% 

Total . . . . . . 347 6,443 3,040 354 7,732 3,605 355 8,598 4,207 

@ Figures in brackets represent amount of deposits per district under each size class (in crores of Rupzes). 

-t As percentage of total number of districts. 

Note : (1 The data are provisional. 
(2j The data for December 1979 are not available. 

(Source: Returns on Aggregate Deposits and Gross Bank Credit). 

2.77 In Tables 2.13 and 2.14 data on State-wise frequency distribution 
of districts according to credit-deposit ratios of rural and semi-urban 
branches at the end of December 1980 are presented. Rural branches 
achieved a credit-d.eposit ratio above 60 per cent in 173 districts, as 
mentioned in the previous para, of which 27 were in Madhya Pradesh, 
21 in Andhra Pradesh, 16 each in Maharashtra and Rajasthan, 14 each 
in Karnataka and Tamil Nadu and 10 each in Uttar Pradesh, Orissa 
and Haryana. Seen in relation to the total number of districts in the 
State it is evident that in Andhra Pradesh, Haryana, Karnataka, Tamil 
Nadu and Orissa most of the districts reported a credit-deposit ratio 
above 60 per cent for the rural offices of banks. 

2.78 Out of 105 districts where semi-urban branches had a credit- 
deposit ratio over 60 per cent 15 districts were in Andhra Pradesh, 
1 I in Rajasthan and 10 each in Karnataka and Tamil Nadu. 



TABLE 2 . 1  3-STATE-WISE FREQUENCY DlSTRlBUTlON OF DISTRICTS RASED ON CREDIT-UEIYIS 11. RATIOS 
OF OFFICES OF SCHEDULED COMMERCIAL BANKS IN RURAL CENTRB 

(As on the last Friday of Dccernbcr 1980) 

(Aniount in lakfis of rupccs) - --__.----- 
Frequency (Credit-Deposit Ratio) 

Up to 20% 20%- 30% - 30% -4004 
~~~ion/Sta te /Union ----- 
Territory No. Depo- Ad- No. Depo- Ad- No. Dcpo- Ad- 

of sits vances of sits vances of sits 
Db- vanccs 

Dis- Dis- 
tricts tricts tricts 

1. Northern Region . . . 10 284,91 40,15 8 142,53 41,15 12 183,38 a,31 

Haryana . . . . - - - - - - - - 
~imacha l  ~racie'sh . . . . 4 54,61 9,05 2 12,89 3,51 4 42,28 14,36 
Jammu and Kashmir .. 3 9 3 1  1,22 4 '18,99 4,72 2 22,87 6,87 
Punjab . . . . . . . .  2 220,04 29,73 2 110,65 32,92 3 109,77 3 9 9  
Rajasthan . . . . . .  1 75 15 - - - 3 8,46 3,09 - Chandigarh . . . . . .  - - - - - - - - . . . .  Delhi . . ,. - - - - - - - - - 

11. North-Eastern Region . . 
Assam . . . . . . . .  
Manipur . . . . . . 
Meghalaya . . . . . . . . . .  Nagaland . . 
Sikkim . . . . . . . . 
Tripura . . . . 
Arunachal ~ r a & s h  . . . . 
Mizoram . . . . . . 

III. Eastern Region . . . . 
Bihar . . . . . . . . 
Orissa . . . .  . . . . 
West Bengal . . . . 
Andaman & Nicobar 1siands. . 

IV. Central Region . . . . 
Madhya Pradesh . . .. - - - 1 10,22 2,41 6 3733 13,85 
Uttar Pradesh . . . . 5 61,05 10,34 6 93,44 22,43 11 130,78 45,27 

V. Western Region . . . . 4 106,95 12,22 5 198,22 48,52 7 165,26 60,59 

Gujarat . . . .  . . . . 2 64,90 5,85 4 94,85 25,84 5 111,70 40,07 
Maharashtra . . . . 1 35,39 5,76 - - - 2 53,56 . 20,52 
Dadra & Nagar ~ a v e i i  . . - - - - - - - - - 
Goa, Daman & Diu . . .. 1 6,6G 61 - 1 103,37 22,68 - - .  - 

VI. Southern Region . . .. 1 1,22 8 1 1,69 43 2 34,32 10,SS 

Andhra Pradesh . . . . A - d - 4 - - - - 
Karnataka . . . . - 4 4 d - - A - - . . 
Kerala . . . .  . . . . - d 4 d - - 1 33,34 10,24 
Tamil Nadu . . - - - - - - - - - . . . . 
Lakshadweep . . 1,22 8 - - - d 4 - . . . .  1 
Pondicherry . . . . . . - - 1 - 1,69 43 1 98 34 - 
ALL-INDIA . . . . . . 40 591,95 81,75 37 590,62 149,70 55 738,31 257,03 

-* 

Note: The data arc provisional. 

(Source: Returns 011 Aggregate Deposits and Gross Bank Credit). 
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TAnLf3 2.13-STATE-WISE FREQUENCY 1)ISTRIRUTION O F  DISTRICTS Dt\SEIl ON CREDIT-I)EI'OSlT I<I\TIOS 
OF O121:ICES Of: SCFICDULED COlLIMERClAL BANKS IN RURAL CENTRES (Corrcl(1.) 

(As on thc lavt Friday of Deccmber 1980) 

Frcqucncy (Credit-Deposit Ratio) -- 
40% - 50% 50% - 60% Above 60 % Total 

Iiegion/St;rte/Ur~ior~ - 
Territory No. Dcpo- Atl- No. Dcpo- Ad- No. Dcpo- Ad- No. Dcpo- Ad- 

of sits v;inccs of s~ t s  vances of sits vances of sits vances 
!)is- Dis- Dis- Dis- 
tricts tricts t rict s tricts ---- 

Assam . . . . 
Manipur . . . . 
Mcghnlayn . . . . 
Nag?liintl . . . ,  
Sikk~m . . . . 
Tripuro . . . 
Arunnch:il Pradcsh 
Mizoranl . . . . 

Bihar . . . . .. 5 38,97 18,OU 2 8,16 4,87 7 44,23 G7,75 31 271,23 140,112 
Orissa . . . . .. 1 5 2,35 1 H,17 4,57 10 70,74 73,35 13 0 5  53,28 
Wcst Ucngal .. 5 56,05 25,69 1 10,13 5,23 2 8,43 5,53 15 288,71 83,45 
Andaman & ~icob&lslar~ds - - - 1 55 28 - - - 2 1,65 52 

1V. Central Hegio~~ . . .. 21 199,52 87,85 14 172,91 95,25 37 228,ll 183,43 101 933,56 460,83 

Madhya Pradcsh . . .. 10 40,27 17,43 1 8,38 4,66 27 9 9 0  89,5G 45 195,41 127,92 
Uttar Pradesh . . . . 11 150,25 70,42 13 164,53 90,59 10 129,lO 93,86 56 738,15 332,91 

V. Western Region . . . . 7 80,74 36,07 5 5549 31,25 19 169,93 210,59 47 776,59 399,24 

Gujarat . . . . .. 4 50,52 23,30 2 26,88 14,65 42,09 7 2  19 39094 181,63 
Maharashtra . . . .  3 30,22 12,77 3 28,61 16,60 116 126,52 137,19 25 274,30 192,84 
Dadra & Nagar Haveli . . - - - 1 1,33 1,4S 1 1,32 1,4Y 
Goa, Damall &Diu . . - - - - - - - A A 2 110,03 23,39 

VJ. Southerti Region . . . . 7 203,52 94,50 G 88,10 49,02 57 762,05 772,19 74 1090,90 Y26,80 

Andhra Pradesh . . . .  - - - 2 17,86 9,99 21 269,86 308,91 23 287,72 31N,90 
Karnataka . . . . . .  2 107,46 51,12 3 50,23 28,85 14 164,75 164,17 19 322,44 244,14 
Kerala . . . . . .  3 78,78 35,37 1 20,Ol 10,18 7 96,84 86,63 12 228,97 142,42 
Tamil Nadu . . . . 1 16930 7,55 - - - 14 227,09 207,18 15 243,39 214,73 
Lakshadweep . . .. - - A - - A - A - 1 1,22 . . . .  1 - - 8 
I'ondicherry 98 46 - 1 3,51 5,30 4 7,16 6,53 

- 
ALL-INDIA . . . . 56 641,60 290,08 39 37933 209,82 173 1656,62 l440,25 400 4598,63 2628,63 

---- 
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TABLE .? .IJ-STATE-WISE FREQUENCY DlSTRIBUTION OF DlS7KIC1 S IIASEI, ON c'~<I:I)IT-I)~'IQC)SI 1' R/\.I.IUS 
OF OFFICES OF SCHEDULED COMMEI~CIAL BANKS I N  SEhlI-UKIIAN CtZN1.RtiS 

(As on the last Friday of ncccnlkr 1980) 
(Arnourtt i t ,  I:ILII% 01 r11px0 

d 

Frequency (Crcciit-I>rposit Ratio) 

Up t020% 20% - 30% 30" - 40% 
~c~ion/~ta te /Union - 
Territory No. Dcpo- Ad- No. Dcpo- Ad- N o .  Ilcpo- Ad- 

of sits vances of sits . vances of sits VLLIICC? 
Dis- Dis- Dic- 
tricts t rict s tricts -- 

I. Northern Region . . 

Haryana . . 
Hirnachal ~raciesh . . 
Jammu and Kashmir 
Punjab . . . . . . 
Rajasthan . . . . 
Chandigarh . . . , 
Delhi . . . . . . 

11. North-Eastem Region 

Assam . . . . . . 
Manipur . . . . 
Meghalaya . . . . 
Nagaland . . . . 
Sikkim . . . .  . . 

. . ~ r i ~ u r a  . . . . . . 
Arunachal Pradesh . . . . 
Mizoram . . . . - . .  

111: Eastern Region . . . . 
Bihar . . . . . . . . 
Orissa . . . . . . . . 
West Bengal . . . . . . 
Andaman & Nicobar Islands. . 

IV. Central Region . . . . 
Madhya Pradesh . . . . 
Uttar Pradesh . . . .  

. . . .  V. Western Region 

Gujarat . . . . . . 
Maharashtra . . . . 
Dadra & Nagar ~ a l e i i  - . 
Goa, Daman & Diu . . . . 

M. Southern Region . . . . 
Andhra Pradesh . . . . 
Karnataka . . . . . . 
Kerala . . . . . . . . 
Tamil Nadu . . . . . . 
Lakshadweep . . . . . q 
Pondicherry . . . . . . 

ALL-INDIA . . . . . . 27 725,28 114,61 50 1050,56 260,62 63 1527,52 529,58 
-t 

Note: The data are provisional. 

'(Source: Kcturns on Aggregate Deposits and Gross Bank Credit ) 
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TABLE 2.14-STATE-WISE FREQUENCY DISTRIBUTION OF DISTRICTS BASED ON CREDIT-DEPOSIT RATIOS 
OF OFFICES OF SCHEDULED COMMERCIAL BANKS IN SEMI-URBAN CENTRES (Concld.) 

(As on the last Friday of December 1980) 

(Amount in lakhs of rupees) 

Frequency (Credit-Deposit Ratio) 

40% - 50% 50%- 60% Above 60 % Total 
Region/State/Union 
Territory No. Depo- Ad- No. Depo- Ad- No. Depo- Ad- No. Depo- Ad- 

of sits vances of sits vances of s ~ t s  vances of sits vances 
Dis- Dis- Dis- Dis- 
tricts tricts tricts tricts - 

- 
I. Northern Region . . . . 6 187,14 82,12 8 123,89 68,57 28 628,24 485,77 65 1448,75 772,29 

Havana . . . .  - - - 3 91,08 51,19 9 265,99 195,74 12 357,07 246,93 
Hirnachal ~ r i d e s h  . . . .  - - - 1 7,08 3,65 - - - 6 81,09 28,38 
Jammu & Kashmir .. I 7,91 3,70 - - - 4 4,92 6,23 8 36,62 17,11 
Punjab . . . . . . 3 162,03 70,93 - 4 226,38 174,OO 12 703,23 321,44 
Rajasthan . . . . . .  2 17,80 7,49 4 25,73 13,73 11 130,95 109,SO 26 266,44 157,81 
Chandigarh . . .. - - - A 

- - - - 1 4,30 . - - - - 62 
Delhi . . . . .. - - - - - - - - 

11. North-Eastern Region . . 4 30,19 13,33 - - - 1 5445 37,54 20 256,35 89,29 

Assam . . . . 
Manipur . . . . 

. . . .  Meghalaya 
Nagaland . . . . 
Sikkirn . . . . 
Tripura 
Arunachal ~radesh', '  
Mizoram . . . . 

III. Eastern Region . . . . 8 72,95 32,15 3 52,29 28,26 10 122,03 88,57 58 1436,86 449,37 

Bihar . . . . .. 5 44,78 19,67 1 5,79 3,OO G 58,80 43,35 30 691,19 245,O-l 
Orissa . . . . 3 28,17 12,48 1 14,34 7,43 4 63,23 4522 13 13038 73,93 
West J3engalB ' . . . . - - 1 32,16 17,83 - - - 14 607,92 128,67 
Andaman & Nicobar Islands - - - - - A - 1 7,17 1,73 

IV. Central Region . . . . 25 373,14 163,66 11 144,19 77,lO 15 153,34 133,Ol 96 1308,46 567,41 

Madhya Pradesh . . .. 13 120,17 54,32 6 48,18 26,87 11 81,04 65,57 44 333,73 173,44 
-Uttar Pradesh . . . . 12 252,97 109,34 5 96,Ol 50,23 4 72,30 67,44 52 971,73 3 9 3 , ~ ~  

V. Western Region . . . . 13 561,13 248,60 8 335,34 175,60 11 299,97 255,21 45 1752,51 845,30 

Gujarat . . . . .. 7 430,33 189,28 1 12,45 7,25 4 101,25 115,58 18 X66,lJ 397,XZ 
. . . .  Maharashtra . . 6 130,80 59,32 6 114,53 64,12 7 195,72 139,63 25 073,90 342,34 

Dadra & Nagar Haveli . . - - - - A A - -..-.. - - - 
Goa, Daman & Diu . . - - - 1 208,36 104,23 - - 2 212,-17 105,14 

VI. Southern Region . . . . 10 503,71 222,25 14 480,77 260,39 40 1171,44 Y29,77 71 23Y5,W 1483,05 

Andhra Pradesh . . . . 2 77,30 35,38 4 107,49 60,33 15 3 6  7 3 4 0  .174,67 
Karnataka . . . . . . 4 110,35 52,82 3 YY,O1 53,7d 1 0  5 ,  169,XO 1 Y  435,75 .!XK,34 
Kerala . . . . . . 3 282,05 11Y,30 3 164,57 Y6,81 5 204,76 5 0 3  12 704,24 3Yl,O? 
Tamil Nadu . . . . 1 34,01 14,75 3 103,67 59,47 10 1?9,15 329,05 15 03Y,70 4;?5,09 
Laicshadweep . . . .  - - A - - - + - - - 
Pondicherry . . . .  - - - - - - - - 7 7,h2 2,73 
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Regiolzal Rural Banks 

Establislzment of RRBs during tlze year 

2.79 Twenty nine new RRBs were set up during the year-12 in Uttar 
Prad-esh, three each in Bihar, Madhya Pradesh and West Bengal, two 
each in Assam and Orissa and one each in Andhra Pradesh, Jammu and 
~ a s h m i r ,  Manipur and Rajasthan. With the setting up an RRB in Ma- 
nipur, it becomes the eighteenth State in the country where RRBs have 
so far been established. The total number of the RRBs functioning in 
the country was 102 covering 172 districts spread over 18 States, as at 
the end of June 1981, as against 73 RRBs covering 130 districts in 17 
States, as at the end of June 1980 (Table 2.15). The RRBs now cover 
six out of 10 districts of Assam, 14 out of 16 districts in West Bengal, 
10 out of 13 districts in Orissa, 25 out of 32 districts in  Bihar and 30 
out of 56 d.istricts in Uttar Pradesh. . 

TABLE 2.15-STATE-WISE OFFICES OF REGIONAL RURAL BANKS 

(As on June 30, 1981) 

States 

No, of No. of No. of 
RRBs Branches Districts 

1 9 1 

1. Andhra Pradesh . . . . . . . . . . . . 5 

2. Assam . .  . . . . . . . . . . . . 3 

. . . .  3. Bihar . . . . . . . . . . 17 

4. Gujarat . . . . . . . . . . . . . . 2 

. . . .  5. Haryana . . . . . . . . . . 2 

6. Himachal Pradesh . . . . . . . . . . . . 1 

7. Jammu & Kashmir . . . . . . . . . . 3 78 

. . . .  8. Karna!aka . . . . . . . . . . 4 283 

9. Kerala . . . . . . . . . . . . . .  7 - 185 

. . . .  10. Madhya Pradesh . . . . . . . . 12 305 

11. Maharashtra . . . . . . . . . , . . 1 100 

12. Manipur . . . . . . . . . . . . . . 1 
- 6 

. . . .  13. Oriss;~ .. . . . . . . . . S 249 10 

. . . .  14. Rxjasthan . . . . . . . . . . 5 245 . 
10 

16. Tripura . . . . . . . . . . . . . . 1 3 1 3 

. . . .  17. Uttar I'radesh . . . . . . . . 2 7 514 . 3 0 

18. West I3engvl . . . . . . . . . . . . 7 197 14  

Total . . , . . . . . . . . . . . 102 3,598 172 

- - 
(Sour~c:  Rural  Planning nnrl (--rcti~r Cell, I a I : .  
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2.80 The programme under the Sixth Five Year Plan is  to have 170 
RRBs covering 270 districts by March 1985. 

Branch Expansion 

2.81 As at the end of June 1981, the number of branches stood at 3,598 
as against 2,678 a year before. Ninety per cent of the offices of RRBs 
have been opened in rural areas and. unbanked. centres. The RBI con- 
tinued to give priority to the RRBs in the matter of opening of branches 
in rural areas. 

Progress in lending 

2.82 The d.eposits and advances of 84 reporting RRBs aggregated 
Rs. 223 crores and Rs. 274 crores, respectively, as on the last Friday of 
March 1981, as against Rs. 140 crores and Rs. 168 crores, respectively, 
reported by 65 RRBs as on the last Frid.ay of March 1980. Advances 
to small/marginal farmers, land.less labourers and rural artisans amounted 
to Rs. 157 crores, as at end-December 1980, and formed 69.2 per cent 
of the total advances as against Rs. 11 5 crores or 68.6 per cent, at the 
end of June 1980. 

2.83 The RRBs continued to avail of the refinance facility 'from the 
RBI introdwed. on October 1, 1976. During 1980-81 (July-June), limits 
aggregating Rs. 120 crores were sanctioned to 52 RRBs. The amounts 
drawn against these limits and. outstanding as on the last Friday of June 
1981 amounted. to Rs. 111 crores. 

2.84 Earlier, the share of the RRB, the RBI and the Sponsor Bank 
in the total 1end.ings was fixed in the ratio of 15:50:35. The policy of 
refinance in respect of the RRBs for the year 1981-82 was reviewed during 
the year. Since some of the RRBs have shown their ability to mobilise 
sufficient resources, it has been decided that, while the ratio of RBI 
refinance would. continue as before, i.e., not exceeding 50 per cent of 
eligible loans of RRBs, the involvement of the RRBs should increase, 
at least in the case of such of those as have mobilised substantial re- 
sources. Accordingly, the RRBs which have deposits of Rs. 5 crores 
and above, as at the end of March 198 1, should maintain their own invol- 
vement at not less than 25 per cent of their outstanding loans and ad- 
vances while other RRBs may continue to maintain the persent level of 
15 per cent. The RRBs have been advised to frame their projected 
lending programmes according to the allocations made in District Credit 
Plans. Further the RRBs have to make every effort for availing maxi- 
mum refinance from (a) the ARDC on account of lower cost of funds 
charged. by the latter and their project discipline and ( / I )  the JDBI in 
view of the Automatic Refinance Facility available in respect of tlic 
financing of rural artisans anct smalJ/cottage industrial units. 
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2.85 The RRBs were advised in August 1980 to follow a flexible policy 
as before and consider requests for fresh loans from borrowers who are 
unable to pay their short-term agricultural loans for reasons beyond 
their control (besides natural calamities). Small and marginal farm- 
ers, who are the beneficiaries under the scheme, are also eligible for con- 
version facilities and the guarantee cover of the DICGC subject to certain 
stipulations. The RRBs were asked to sanction direct loans for non- 
agricultural purposes provided the pre-investment income of the pros- 
pective borrower did. not exceed Rs. 4,000. As this limit was a major 
hurdle to provision or expansion of credit for non-agricultural purposes, 
particularly to the village and cottage industries sector, the GO1 raised 
the limit to Rs. 6,500 with effect from June 1981. 

2.86 The cash reserve ratio to be maintained by each RRB continues 
to be three per cent of its total demand and time liabilities for one more 
year commencing from October 2, 1980. 

2.87 In the context of the need for the RRBs to attain viability as early 
as possible, they were advised that they should increase the availment 
of the ARDC refinance which will also enable them to take a schematic 
approach to lending. The RBI has also advised the sponsor banks to 
extend, necessary technical assistance to the RRBs sponsored by them 
in the matter of preparation of bankable schemes for the purpose. The 
practice obtaining in the RRBs in levying service and other charges on 
loans granted. to the weaker sections comprising small/marginal farmers, 
agricultural labourers, rural artisans, and the like was.reviewed in con- 
sultation with the Steering Committee on RRBs and 'it was decided to 
allow the RRBs to recover/levy service and other charges in the manner 
indicated below. 

I ,  Stamp Duty and Registration Fee on documents as required 
under State Laws. 

2. Legal Charges (concerned with documentation)-actual legal 
charges but not exceeding Rs. 20 per loan case. 

3. Once-for-all-service charges-Rupee one per account on 
loans exceeding Rs. 500 

4. Other charges-Expenses connected with recovery proceedings. 

However (a) cost of photographs of illiterate persons borrowing up to 
Rs. 5,000 and (6) inspection charges connected with pre- and post- 
sanction of loan cases should be borne by the RRBs. 

2.88 The Steering Committee on RRBs constituted in the RBI con- 
tinued to play its role in monitoring the progress of RRBs and guiding 
the RRBs on important policy matters by making suitable recommenda- 
tions to the Government. During the gear under review,, three meetings 
of the Steering Committee were held. Apart from identifying districts 
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for the establishment of RRBs during the first year of the VI Plan, the 
Committee d.eliberated on the ways and means for improving the viability 
of RRBs, coordination of the operations of the RRBs, particularly in 
dealing with staff problems on a State-wise basis, and on the special 
effort to be made by the RRBs in implementing the 20-Point Economic 
Programme. Action on the lines recommended by the Committee is 
being pursued. 

State Level Coordination Committee jor Regional Rural Banks 

2.89 With a view to bringing about uniformity in certain matters and 
ensuring that ad.ministrative and staff problems of the RRBs located 
in a State are sorted out by internal consultations, the GO1 have decided, 
in consultation with the Steering Committee, to set up State-level co- 
ordination committees for the RRBs located in each State. The Com- 
mittee would, among other matters, consider and make recommendations 
to the Central Government on staff matters such as service rules, pay 
scales and extension of facilities, allowances, etc., available to the cor- 
responding cadres of the State Government to the employees of the 
RRBs. 

Diflererztial Rates oj lnterest Scheme-Implementation' through RRBs 

2.90 With a view to helping the RRBs increase their loan business 
and to cater to the credit need.s of the smallest among small borrowers, 
such as landless agricultural labourers, rural artisans, cottage and rural 
industries and beneficiaries of schemes for SCs/STs the RRBs have been 
permitted to grant loans to eligible borrowers at four per cent under 
the DRI Scheme. The Sponsor Bank would provide refinance to the 
RRB on the basis of the outstanding amount at two per cent per annum. 
The amount of advances to be disbursed through the RRB would be 
decided by the sponsor bank and the RRB at the beginning of each year. 

Viability of R RBs 

2.91 Mention was made in the last year's Report about the Study on 
Viability of Regional Rural Banks conducted by RBI. The study con- 
cludes that, on an average an RRB would require about six years and 
a network of 70 branches to become viable. For this it is necessary 
that it reaches an outstanding loan business level of Rs. 8 crores and also 
has a margin of about 5 per cent between its borrowing a n d  lending 
rates. The emphasis on the RRBs' role in the IRDP to increase its 
over-all loan business, permission given to the RRBs to undertake other 
banking services, the recent upward revision in lending rates and the 
stress on utmost economy in all spheres of their expenditure are important 
steps in this direction of achieving viability. 

2.92 With a view to making qualitative assessment of the performance 
of RRBs, the RBI has undertaken a study i n  respect of I I Banks. 
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Credit Authorisation Scheme (CAS) 

2.93 The CAS, which has been in operation since 1965, continued to 
play a significant role as an effective instrument of credit regulation in 
consonance with the Plan priorities, particularly against the backgrouild 
of' the RBI's policy of keeping inflationary pressures under check. In 
view of the presistent inflationary pressures, the emphasis of the credit 
policy was on control over credit flow to the larger borrowers. 

2.94 In examining cash credit and other working capital requirements, 
there was a need to improve the procedures of banks. On July 1, 1980, 
banks were asked to comply fully with the requirement of annual review 
of all cred.it limits as it was not being undertaken in several cases. In 
respect of credit limits of Rs. 1 crore and over (subsequently lowered to 
Rs. 50 lakhs and over), banks should determine the likely drawaIs for 
each ensuing quarter on the basis of the quarterly operating and funds 
flow statements to be obtained from borrowing units. 

Working of CAS 

2.95 During the period July 1980 to June 1981 the number of parties 
covered under the CAS rose from 1,093 to 1,177. These figures are 
inclusive of 199 public sector undertakings as against 192 as at the end 
of June 1980. Total limits in force relating to parties covered under the 
scheme were Rs. 14,427 crores at the end of June 1981 which showed an 
increase of Rs. 1,401 crores during the period. The share of public 
sector undertakings at Rs.  7,69.0, crores, (53.3 per cent of total) showed 
an increase of Rs. 564 crores and that of private sector at Rs. 6,732 
crores by Rs. 837 crores. 

2.96 The pattern of purpose-wise distribution of the total limits in 
force, as at the end of June 1981, remained more or less unchanged, 
88.7 per cent being for working capital purposes including packing 
credit and. bilk (Rs. 12,798 crores), 8.6 per cent for term finance (Rs. 1,239 
crores) and 2.7 per cent for sale of machinery on deferred payment basis 
(Rs. 390 crores). 

2.97 Activity-wise, of the total limits, engineering, manufacture of 
chemicals/chemical products and cotton textiles claimed Rs. 2,371 crores 
(16.4 per cent), Rs. 1,133 crores (7.9 per cent) and Rs. 930 crores (6.5 
per cent), respectively. lndustry as a whole accounted for Rs. 8,759 
crores or 60.7 per cent of the total limits. Of the total limits in force 
of Rs. 7,695 crores relating to the public sector, trading accounted for 
53.1 per cent (the share of food procurement being 34.3 per cent and 
fertiliser distribution 8.0 per cent in the total), engineering 9.7 per cent, 
generation and distribution of electricity. 5 .5  per cent and petroleum 
industry 7.6 per cent. 
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Aciciitiorral Credit Facilities and Gujarat Situation 

2.98 As a result of civil disturbances in Gujarat, the functioning of 
clearing house in Ahmedabad and in certain other centres in the State 
was disrupted. With a view to mitigating the difficulties likely to be 
faced by the industrial firms, especially small-scale units, in realising 
cheques, drafts, etc., and ensuring that their normal manufacturing and 
trading activities were not hampered, banks were advised by the RBI 
on February 19, 198 1, to consider sanctioning an ad hoc increase up to 
10 per cent of the existing limits enjoyed by them, subject to a maximum 
of Rs. 25 lakhs per individual concern on merits for meeting their working 
capital requirements. In the case of parties covered under the CAS, 
banks were exempted from seeking prior authorisation of the RBI in 
respect of such ad lzoc increase in limits but were required to report them 
to the Bank. 

2.99 Following the representations from the Government of Gujarat 
as well as some representative bodies of trade and industry for sanction 
of additional ad hoc credit facilities, banks were advised again on March 
25, 1981 to consider granting further ad hoc credit limits for the aforesaid 
purpose on merits, wherever required, to meet the situation, arising out 
of uncleared drafts and cheques, accumulation of finished goods, etc. 
In the case of parties covered under the CAS, banks were asked to ex- 
peditiously process the applications for such additional accommodation 
(that is to say, add.itiona1 .to the ad hoc limits up to the maximumof Rs. 25 
lakhs as indicated earlier) and send the relative proposals for prior autho- 
risation. The RBI agreed to deal with such applications on a priority 
basis. Consequent upon. the restoration of normalcy in the operation 
of clearing houses, the additional ad hoc credit facilities were disconti- 
nued and banks were advised to take necessary steps to recover mch 
ad hoc credit. 

Terrn Lending by Commercial Banks 

2.100 Data on term lending of commercial banks are given in Table 
2.16. The total number of term loan accounts rose from 374 thousands 
at the end of June 1979 to 462 thousands'at the end of June 1980. The 
percentage of term loan accounts to total number of all accounts increased 
from 35.7 at the end of June 1979 to 38.4 at the end of June 1980. 
During the same period, total credit limits went up from Rs. 3,879 
crores to Rs. 4,849 crores. The outstanding term loans rose from Rs. 
3,142 crores, at the end of June 1979, to Rs. 3,928 crores, at the end of 
June 1980, recording an increase of Rs. 25.0 per cent over the year. 
Outstandit~g term loans at the end of June 1980 constituted 21 . 3  per cent 
of total bank credit as against 18.7 per cent a year ago. 

Commercial Bunks' Purticipation in AX DC Progratllrnes 

2. 101 The lending of commercial banks through the schemes/projects 
for which refinance was available from the ARDC increased further 
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TABLE 2.16-SCHEDULED COMMERCIAL BANKS' TERM LOANS (OUTSTANDING), 1976-80 

(Rupecs Crorcs) 
NO. of Acdounts Credit Limit 

AS on last Friday Amount outstanding Total 13ank 
Term Totalofall -- credit (out- 

Term Total Term Total standing) 
Loans accounts Loans Bank Loans Ran! excluding 

Ct edit Credlt food 
procurement - advances 

1 2 3 4 5 6 7 

December 1976 . . . . 220,148 696,927 2,205 17,701 
(31.6) 1 ,765 

(12.5) 
11,721 9,555 

(15.1) (18.5) 

June 1977 . . . . . . 237,278 733,578 2,337 18,503 
(32.3) 

1,964 
(12.6) 

12,064 9,528 
(16.3) (20.6) 

December 1977 . . . . 271,610 803,602 2,611 20,163 2,171 13,456 11,100 
(33.8) (12.9) (16.1) (19.6) 

June 1978* . . . . 302,244 869,280 3,194 21,914 2,516 
(34.8) 

14,145 1 1,620 
. (14.6) (17.8) (21.7) 

December 1978* . . . . 332,732 970,053 3,490 22,164 2,765 
(34.3) (15.8) (17.8) 15,505 13,121 (21.1) 

June 1979* . . . . . . 373,794 1047,325 3,879 24,487 3,142 
(35.7) 

16,826 13,830 
(15.8) (18.7) (22.7) 

December1979* .. . . 420,848 1138,517 4,428 25,639 3,640 17,854 15,155 
(37.0) (17.3) (20.4) (24.0) 

June1980* .. . . . . 461,923 1201,912 4,849 26,952 3,928 18,426 16,016 
(38.4) (1 8.0) (21.3) (24.5) 

* Provisional. 

Note : 1. Data relate t o  accounts with credit limit over Rs. 10,000. 
2. Figures in brackets given under cols. 1, 3 and 5 indicate percentages of term loans to totals reported in  

cols. 2, 4 and 6, respecti'vely. 
3. Figures in brackets under Col. 7 indicate percentage of term loans under col. 5 to total in Col. 7. 

(Source: Basic Statistical Returns) 

during the period under review. As on March 31, 1981, the ARDC 
sanctioned. 10,534 schemes to commercial banks (inclusive of 169 schemes 
to the RRBs) involving a total financial assistance of Rs. 2,171 crores 
(inclusive of Rs. 48 crores for the RRBs). Of this the ARDC's commit- 
ment was to the extent of Rs. 1,745 crores (inclusive of Rs. 41 crores for 
the RRBs). The disbursements made by the ARDC to commercial 
banks up to March 31, 1981 amounted to Rs. 886 crores (inclusive of 
Rs. 16 crores to the RRBs). Minor irrigation and farm mechanisation 
schemes continued to account for a major share in the schemes implemen- 
ted with ARDC assistance by conlmercial banks. The number of schemes 
refinanced and amounts disbursed thereunder to commercial banks were 
4,930 aqd Rs. 584 crores, respectively, at the end of March 1981. 

Recovery oj Direct Agricultural Advances 

2.102 The all-India percentage of recovery to demand in respect of 
direct agricultural advances granted by the public sector banks which 



was50.2 per cent, as at the end of June 1978, improved marginally to 
52.2 per cent, as at the end of June 1979. Similarly, the proportion of 
recoveries to demand of all Indian scheduled commercial banks also went 
up from.5.1.2 per .cent, as at.the end of June .1.978, to 53.1 per cent at 
the end of June 1979. 
r ..( 

(b) SPECIAL CREDIT SCHEMES/FACILITIES 

(1) Dz2erential Rates o j  Interest (DRI)  Sc!zeme 

2.103 Lending under DRI Scheme by public sector banks made further 
progress during the period July 1979 to June 1980. While the number 
of borrowal accounts rose by 396 thousands from 1834 thousands to 
2230 thousands, the amount of loans outstanding in these accounts went 
up by Rs. 41 crores from Rs. 114 crores to Rs. 155 crores.' The average 
amount of loan per account also increased from Rs. 619 at the end of 
June 1979 to Rs. 695 at the end of June 1980. There was also an improve- 
ment in the coverage of SC/ST borrowers under the Scheme. Thus, the 
number of borrowal accounts, which stood at 754 thousands, at the end 
of June 1979, went up to 961 thousands at the end of June 1980. Corres- 
pondingly, the amount of loan outstanding also rose from Rs. 47 crores 
to Rs. 69 crores. The percentage of DRI advances outstanding, at the 
end of June 1980, to total advances, at the end of December 1979, consti- 
tuted 0.8 per cent as against the target of 1 per cent. The percentage 
of outstanding advances to SCs/STs to total advances under the Scheme 
increased from 42 in June 1979.to 44 in June 1.980 (as against the target 
of 40 per cent). 

2.104 Advances under the Scheme made by banks in plivate sector 
(excluding 6 newly nationali sed banks) under 10,364 borrowal accounts 
amounted to Rs. 89 lakhs as at the end of June 1980, of which an amount 
of Rs. 35 lakhs under 3,917 borrowal accounts was issued to members 
of SC/ST, constituting 39 per cent of the total as against the stipulated 
target of 40 per cent. 
/ 

2.105 The DRI Scheme was modified to allow sponsor banks to route 
the DRI ad.vances through RRBs on refinance basis also, in addition 
to routing of such advances on agency basis. The refinance to RRBs 
would carry a rate of interest at 2 per cent per annum and the amount of 
refinance so provided, could be taken into account by sponsoring banks 
for the purpose of the target of I per cent of the lendings under the Scheme. 
r, 

2.106 The rnaximun.1 amount of loan under the Scheme does not exceed 
Rs. 1,500 for working capital and Rs. 5,000 for term loans and the 
rate of interest to be charged by banks is 4 per cent. Recently, the GO1 
have agreed that in the case of small-scale industries, village artisans 

1 .  These are exclucivc of the data for six bank5 nationalirzd on April 1 5 ,  1980. If tllt: figure5 for 
t h s e  banks are a150 included the number of accounts u.a5 1153 thot~\ands and the nrno,lnt of Io;in otit- 
stantling Rc. 158 crorcs, ac on thc last f:ritl;ry o f  June 1980. 
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etc., in the decentralised sector advances under the Schc~lle may he grant- 
it ' 1  116 any ed up to Rs. 6,500 by way of composite loan without 111 L' 

further distinction between working capital and term lo;in. The GO1 
have asked the NIBM to undertake a study of the DRI Scheme. 

(2) Sick Industrial Underiakir~gs . 

2.107 The Sick Industrial Undertakings Cell in the RBI continued to 
monitor the banks' performance in identifying sick units and taking 
remedial action. Besides, it continued to co-ordinate the efforts of 
banks, financial institutions, Government and other agencies in the 
rehabilitation of sick units. It also convened meetings of banks and 
financial institutions to discuss the problems of specific sick units. 

2.108 The problems relating to the rehabilitation of sick industrial 
units were discussed with the Union Deputy Finance Minister at a meeting 
held on January 10, 1981 and an action programme was chalked out on 
matters relating to (i) legal and taxation difficulties faced by banks and 
financial institutions in their efforts to revive sick units, (ii) periodical 
returns from small borrowers which would help in diagnosing incipient 
sickness, (iii) exchange of information on borrowers, ( i v )  setting up of 
a high-level forum to consider cases of sick units and (v) strengthening 
of the organisational set-up in banks and financial institutions for handling 
sick accounts. Follow-up action for setting up Committees and Groups 
for examining the above issues further has been taken by the RBI, IDBl 
and IBA. 

2.109 As stated in the last Report, State Level Inter-Institutional Com- 
mittees (SLIICs) have been constituted at all centres where the Depart- 
ment of Banking Operations and Development (DBOD) of the RBI has 
regional offices. The Committees, besides providing a useful forum for 
exchange of information and discussion on the problems faced by the 
small-scale and medium-scale industrial units and small entrepreneurs, 
would, inter d i n ,  deal with the problems relating to (i) co-ordination 
between banks and financial institutions, (ii) provision of adequate 
infrastructural facilities to industrial units and (iii) general problems 
relating to grant of credit to such units. With the setting up of the 
SLIICs, the RBI has requested the concerned State Governments to  
wind up the State Level Co-ordination Committees (SLCCs) which were 
set up by them and also to abolish the Sub-Committees, if set up, for 
rehabilitation of sick and closed small units in each DIC headquarters. 

2 .1  10 The Standing Co-ordination Committee set up to secure on-going 
co-ordination between banks and term lending institutions took certain 
decisions on September 15, 1980 regarding the rehabilitation of sick 
units. According to these decisions, a unit can be considered as viable 
if it is in a position to service its debts in about 8 to 10 years; the rate of 
interest charged could be col~cessioiial but not below the minimum lending 
rate prescribed by the RBI and in no case below the cost of funds to 
banks. Cash losses may be determined before charging depreciation as 



also interest due to banks and term lending institutions. In case where 
the IDBI's involvement is considered necessary by banks for the rehabili- 
tation of a unit, the cash losses incurred by the unit before the rehabili- 
tation move was initiated, as well as the losses incurred up to a period of 
six months or so from the date of reference to IDBI for preparation of 
rehabilitation programme, should continue to be financed by banks; 
cash losses subsequent to this period should form part of the rehabilitation 
package prepared by the IDBI. The interest on fresh term loan, interest 
on fresh working capital borrowings and the interest on the existing work- 
ing capital finance (excluding the irregular portion funded) will have to 
be treated on an equal footing and given priority for repayment over the 
interest on current term loan and the funded portion of existing working 
capital finance. As security for the funded portion of interest on cash 
credit account, banks may be given a second charge on fixed assets. 
In respect of the irregular portion of cash credit account transferred to a 
separate term loan account and the term loans given to cover cash losses 
during the period of rehabilitation, as also the existing term loans, pari 
passzr first charge on fixed assets may be given to banks. 

2.11 1 The statement (for the quarter ended December 1979) submitted 
by banks on sick units enjoying bank credit limits of Rs. 1 crore and above 
from the banking system revealed that the number of sick units in this 
category was 378 involving aggregate bank credit of Rs. 1,158 crores 
as compared to 345 units with an outstanding amount of Rs. 1,102 crores, 
as at  the end of June 1979. 

2.1 12 In pursuance of the decisions of the High Power Committee 
(1978), banks are required to submit to the Reserve Bank quarterly pro- 
gress reports giving aggregate information on all sick units, with data on 
sick SSI units being given separately. According to this information for 
the quarter ended June 1980,22,355 small-scale units involving aggregate 
bank finance of Rs. 295 crores have been identified as sick. Out of these, 
4,883 units are considered by banks as viable and 10,964 units as non- 
viable. Out of 4,883 viable sick SSI units, 2,082 units have been put 
under nursing programmes. 

(3)  Credit Futilities to Sc/zet/zlled Castes/Sc/zctluled Tribes 

2.113 In the Sixth Plan and in special programmes like the IRDP 
emphasis has been laid on the welfare of the SCslSTs. In this context, 
banks were advised in April 1981 to ensure that their credit planning 
takes into account the need.s of these communities and that special bank- 
able schemes suited to them drawl-, up. Banks have also to take the 
following additional nxxsures for ensuring a larger flow of credit to these 
communities. 

((I) Loan proposais of SC/ST should be considered with utrnost synipathy 
and underst;lnding and disposed of expeditiously. 
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(b) While "adopting" villages for intensive lending, villages with sizeable 
population of SC/ST may be specially  chose^^ or, in the alternative, 
banks may consider adopting specific localities (basties) in the con- 
cerned villages which have a concentration of these communities. 

(c) Special efforts to evolve suitable bankable schemes for weaker sec- 
tions, including members of these communities should be made and 

(d) A periodical review of the credit extended t o  these communities, on 
the basis of returns and other data received from branches, should be 
undertaken. 

(4) Credit for Petroleum Industry 

2.114 An important development during the year was the emergence 
of oil industry as a major user of bank credit. The comfortable surplus 
fund.s position enjoyed by the oil industry prior to 1978 was upset by a 
sea change occurring in the international oil market mainly due to two 
factors, viz., (i) continuing hike in the price of crude oil and petroleum 
products made by oil producing countries and (ii) gradual cutting down 
of the period. of credit from 180 days to just 30 days by the suppliers. As a 
result, not only have the entire funds of oil companies been wiped off 
but their requirements of credit have also been rising steeply. The RBI 
has been hold.ing meetings from time to time with the representatives of 
oil companies and bankers in order to assess the requii-ements of the 
former and the extent of availability of credit. In accordance with the 
decisions taken at these meetings proposals for finance have been autho- 
rised by the RBI under the CAS from time to time. The outstanding 
level of petroleum credit reached a peak of Rs. 916 crores in April 1981 
as compared to the peak of Rs. 405 crores in April 1980. The outstanding 
petroleum credit stood at Rs. 687 crores as on June 26, 1981 as against 
Rs. 378 crores a year ago. 

( 5 )  Bank Advnrzces for Fert iliser Distribution 

2.1 15 Following the increase in the prices of fertilisers by about 38 per 
cent made by the GO1 with effect from June 8, 1980, suitable guidelines 
were issued to banks on July 15, 1980, for examining t h e  requests of the 
fertiliser distribution agencies for increase in credit limits in order to 
ensure that their activities continued uninterruptedly. The guidelines 
lay emphasis, inter alia, on specific aspects, viz, increased cash generation 
consequent on the rise in selling prices of fertillsers, credit terms for sales 
and purchases, period of stocking before the actual sales, end-use of credi t, 
interchangeability in limits, etc., to be kept in view by them while examin- 
ing the requests of agencies. The banks were also asked to deal with 
the applications expeditiously in order to ensure the timely availability 
of fertilisers to farmers. 
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(6)  A(l~1itiotta~ Credit to Jute Industry 

2.116 With a view to conforming to the orders of the Jute Commissioner 
directing the jute mills to raise raw jute inventory, banks were permitted 
in October 1980 to make available credit facilities to jute mills to carry 
inventory of raw jute equivalent to : (a) 10 weeks' consumption through 
normal purchases in terms of Tandon Committee norms; (6) four weeks' 
consumption through exclusive purchases from the Jute Corporation 
of 1nd.ia; and (c) additional two weeks' consumption through normal 
purchases for a period till end-January 1981. After discussions with 
the Jute Corporation of Tnd.ia, credit facilities in respect of item (b) 
were initially allowed. till the end of December 1980 and subsequently 
till the end of September 1981. 

(7) Rural Electrijication Schemes jor Energisation o j  Pump-Sets 

2.117 The position in regard to planned participation by banks in the 
Rural Electrification Schemes for the energisation of pump-sets was re- 
viewed in the light of their performance during the last two years. It is 
expected that during April 198 1-March 1982 schemes with financial 
outlay to the extent of about Rs. 120 crores [i.e., Rs. 40 crores from each 
of the three participating agencies-banks, the ARDC and Rural Electri- 
fication Corporation (REC)] would be implemented and the cumulative 
disbursements for each of these three agencies would be around Rs. 50 
crores. The banks were advised on August 8, 1980, to make adequate 
provision for this purpose in their annual credit budgets. 

(8) Advances to Small-Scale Zndustrial Units 

2.118 The GO1 increased the limit of investment in plant and machinery 
in the case of 

(z) tiny units from Rs. 1 lakh to Rs. 2 lakhs 

(ii) small-scale units from Rs. 10 lakhs to Rs. 20 lakhs and 

(iii) ancillaries from Rs. 15 lakhs to Rs. 25 lakhs. Accordingly, banks 
were advised in February 1981 that all advances to small-scale units, 
coming under the new definition, will be treated as 'priority sector' ad- 
vances. However, for the purpose of monitoring the performance 
in this behalf, banks were advised to maintain and report, separately, 
the information relating to the advances to units with investment 
in plant and machinery above Rs. 10 lakhs to Rs. 20 lakhs (above 
Rs. 15 lakhs to Rs. 25 lakhs in the case of ancillaries). 

(9) Housing Finance 

2.119 The over-all quantum of funds for housing finance activities to be 
provided by the banking system during 1981 is estimated at Rs. 100 
crores constituting approximately 0.43 per cent of total advances of all 
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sched.uled commercial banks as at the end of 1980. The individu:ll 
banks should assess their own involvement based on an over-all assess- 
ment in extending finance for 'housing' purposes. Within the amount 
stipulated., the banks have been asked to earmark (i) Rs. 75 crores for 
subscription to the guarattteed bonds and debentures of HUDCO and 
State Housing Boards, (ii) Rs. 15 crores for advancil~g to individuals1 
groups of individuals belonging to SCs/STs and economically weaker 
sections of the community, and (iii) Rs. 10 crores for providing either 
d.irect finance to borrowers of other categories or for providing funds 
(not exceeding Rs. 5 crores) to Housing Development Finance Corpora- 
tion Ltd.., (HDFC) for on-lending to middle income borrowers. The 
fund.s lent to HDFC are to be utilised for implementing specific schemes 
where the quantum of loan per borrower does not exceed Rs. 50,000 
and. bank finance does not exceed 50 per cent of the cost of the house. 

Rate oj interest 

2.120 The rates of interest to be charged on advances for housing 
finance are given in Appendix 1. 

Margin 

2.121 For d-irect loans to SCs/STs, economically weaker sections and 
low income groups, banks should continue to provide housing finance 
up to 80 per cent of the total cost, provided the loan amount does not 
exceed Rs. 5,000. In other cases (including loans routed through 
HDFC) housing finance provided by banks should not normally exceed 
50 per cent of the total cost of the project. 

Priority Sector Advances and Housing Finance 

2.122 The banks were advised that housing finance falling under the 
following categories could be treated as priority sector lending : 

(a) Direct Finance : Loans up to Rs. 5,000 each for construction of 
houses granted to SCs/STs and other weaker sections of the society 
irrespective of whether they are covered by DICGC or not. 

(b) Indirect Finance : (i) Assistance given to any Governmental agency 
for the purpose of constructing houses exclusively for the benefit 
of SCs/STs and low-income groups and where loan component 
does not exceed Rs. 5,000 per unit, (ii) Assistance to any Govern- 
mental agency for slum clearance and rehabilitation of slum dwellers 
subject to other conditions specified above. 

(10) Assistar~ce by Banks to People affected by Natural Calamities, 
Disturbnnces, etc. 

2. 123 It was stated in the last Report that the GOI/IBA had issued 
model guidelines to banks for relief measures to be taken in case of natural 
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calamities like floods, droughts, etc. During the period under review, 
following disturbances and damage to lifelproperty in Tripura and 
Jammu and Kashmir and Moradabad/Aligarh/Allahabad in Uttar 
Pradesh, banks operating in these States were advised to follow broadly 
the afore-mentioned guidelines for extending rehabilitation assistance to 
the affected persons. 

(1 1) T. T. Discountitzg Facility 

2.124 The telegraphic transfer discounting facility to the scheduled 
commercial banks under the revised arrangement which came into force 
effective November 1, 1975, has been extended for a further period of 
one year, i.e., upto the end of October 1981 (For details see Appendix 2). 
The number of scheduled. commercial banks, which have been sanctioned 
telegraphic transfer discounting limits, under the relative scheme, stands 
at 42. 

(1 2) Village Adoptiolz Scheme 

2.125 The Village Adoption Scheme was reviewed during the year 
with a view to removing certain misconceptions observed in the imple- 
mentation of the Scheme and necessary clarifications issued to banks. 
Banks were advised that the adoption of villages by a bank shall only 
mean that it has d.eclared its intention to do intensive lending in the 
area and this does not preclude other banks from financing in that area. 
It is for the bank adopting the village to lake special interest in the develop- 
ment of the village in coordination with other lending agencies func- 
tioning in that area. The spirit behind the multi-agency approach was 
once again emphasised. 

2.126 As at the end of June 1980, banks had adopted 101,725 villages 
and financed. 3.08 million accounts involving an amount of Rs. 731 
crores (outstanding) as against 89,242 villages and 2.7  million accounts 
involving Rs. 640 crores, as at the end of December 1979. 

(13) Lead Bank Scheme 

2.127 The High Power Committee (HPC) on the working of the Lead 
Bank Scheme which met twice during the year considered, irlter* alia, 
the following issues. 

Second Round o j  Training Pvogramnle Jor Government Ojicials N I I ~  B u ~ k  
Executives 

2.128 It may be recaIled that the lead banks/State IeveI convenor- banks 
were advised to complete the first round of district/State level workshops 
for bringing abcrut an understanding of the aims and objectives of the 
Lead Bank Scheme among the bank executives and governnient func- 
tionaries by the end of December 1979. The first round of district/ 
State level workshops has since been completed. Training and inotiva- 



tion have to be a continuous process in  developmen(n1 stratcgics such as 
the Lead Bank Scheme. As decided by the HPC, the lend banks Itwe 
been advised to organise the second round of two-day District Level 
Workshops/Review Meetings (DLRMs). The focus in the secot~d round 
of the training programme will be on identifying the problems in imple- 
mentation of the DCPs and fixing the responsibilities for resolving the 
problems. The follow-up action taken on the decisions in the first round 
of the workshops will also be reviewed in the second round of the work- 
shops (review meetings). The banks have been asked to take early steps 
to ensure that the DLRMs are held in all the lead districts by the end of 
September 1981. 

2.1 29 Similar two-d.ay workshops/review meetings will be organised at 
State Level by the convenors of the State Level Bankers' Committees. 
The State Level Review Meetings (SLRMs) will be held soon after the 
DLRMs are held in all or most of the districts in the State so that the 
feedsback from the DLRMs could also be considered at the SLRMs. 
The entire programme of SL.RMs is to be concluded by the close of the 
year 1981. 

Improving the technical content oj the DCPs-Seminars 

2.130 The HPC also reviewed the question of preparation of the DCPs 
to identify the existing gaps and lacunae in the methodology and data in 
order to make district credit planning more realistic. Tn the light of the 
discussions, seminars on a regional basis were held in April-June 1981 to 
discuss the question of improving the technical content of the DCPs. 
The NIBM will consolidate the conclusions of these regional seminars so 
that the various State Governments may have the benefit of the issues 
thrown up in all the seminars. The consolidated report will be then 
discussed in a meeting of the economists of the lead banks and thereafter 
it will be considered in separate Staie level meetings for finalisation of 
district manuals relevant for each of the States. These manuals would be 
useful for the preparation of DCPs for the next round, i.e., from 1983 
onwards. 

lnjormation System under the Lead Bank Scheme 

2 - 131 The new information system proposed by the Sub-committee 
was approved by the HPC in its meeting held in December 1979 and the 
new formats were put into use with effect from the quarter ended March 
1980. Subsequently the RBI appointed two Working Groups, one to 
examine and report on the modalities of implementation of the Priority 
Sector Lend-ing and the 20-Point Programme by banks and the other 
to review the system of data collection for monitoring banks' advances 
to priority sectors and 20-Point Programme. The latter Working Group 
slightly modified the formats devised earlier by the HPC, taking into 
consideration the concepts regarding priority sector and weaker sections 
thereof according to the recommendations of the former Working Group. 
Formats for monitoring the performance of banks under 20-Point Pro- 



gramme were also devised. The recommendations of the former Work- 
ing Group have been accepted and conveyed to the banks for implemen- 
tation; the formats as modified or newly devised by the latter Working 
Group have been introduced with effect from the quarter ended December 
1980. The detailed guidelines on the various items appearing in the 
formats have also been circulated to all the participating credit institu- 
tions. 

Involvement oj Top Management 

2.132 The Bank has been streamlining the procedures under the Lead 
Bank Scheme from time to time by issue of circulars in the light of the 
decisions of the HPC. Involvement of the top management of banks in 
the implementation of the Scheme is important. It  was, therefore, 
felt that it might be desirable to discuss the relevant issues with bankers 
particularly to ensure that the information system stabilises soon. The 
Bank held. discussions with the Chairmen of banks and the Senior Execu- 
tives concerned with the Lead Bank Scheme in two meetings convened 
for the purpose. 

Lead District Oflicers 

2.133 With the allotment of four to five districts each to the officers 
of the RBI designated as Lead District Officers (LDOs), who are entrusted 
with the task of monitoring the preparation and implementation of DCPs 
and the over-all developmental activities in the district allotted to them, 
a second round of seminar was organised a t  Bomba.y, Calcutta, Madras 
and New Delhi in November and December 1980, for the purpose of 
getting a first-hand account of their experiences and problems in the 
various districts. Various important issues raised by the participants in 
the meetings regarding their functioning at  the field level were duly clari- 
fied. 

Lead Bank Schenze Jor Sikkim 

2.134 Lead Bank Scheme has been extended to the State of Sikkim and 
State Bank of Sikkim has been designated as the lead bank in respect of 
all the four districts of the State. United Commercial Bank (which has 
been associated with State Bank of Sikkim, since its inception and holds 
a t  presenf 24.6 per cent of its share capital) and State Bank of India have 
agreed to extend all necessary assistance to the lead bank to enable it to 
take over this new responsibility. 

2.135 The Government of Kerala have formed a new district, viz., 
Wynad, comprising North Wynad and South Wynad Taluks of Kozhi- 
kode District with effect from November 1, 1980. The lead responsibility 
in respect of the Wynad district has been assigned to Canara Bank. 

2.136 The lead responsibility of the 14 Districts in Jarnrnu and Kashrnir 
was with State Bank of India. I t  has sincc been decided that, from 
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January 1981, the Jammu and Kashmir Bank Ltd. will be the Jead bank 
in respect of four districts, viz., Rajouri, Poonch, Kupwara and Bara- 
mulla, in the State. Government of Arunachal Pradesh have re-organi- 
sed the five existing districts of the Union Territory into nine districts 
with effect from June 1, 1980. Thenames of re-organised districts are 
West Kameng, East Kameng, Lower Subansiri, Upper Subansiri, West 
Sieng, East Sieng, Lohit, Dilbarg Valley and Tirap. It has been decided 
that State Bank of India which had the lead responsibility in the Union 
Territory will continue to be the lead bank in respect of the newly formed 
districts. 

Allocation oj Shares oj Credit in the Credit Plans/Annual Action Plans 

2.137 In the light of experience gained in the preparation and imple- 
mentation of the DCP 1980-82/AAP 1980, certain clarifications were issued 
to the banks in January 198 1 as mentioned below. 

2.138. It was advised that shares in the Credit Plans/Annual Action 
Plans allocated in the DCC meeting convened for the purpose would re- 
present the shares allocated and accepted by the respective banks and it 
would be open to the bank concerned to distribute the share to its bran- 
ches in the district keeping in view the potential for lending in respect of 
different schemes and for different purposes as also the location-specific 
nature of the schemes required to be implemented. While doing so, 
the banks should bear in mind the need to have a reasonably even spread 
of the shares in the Credit Plan among their branches in the rural and semi- 
urban areas to the extent possible so that the regional imbalances in 
csed.it deployment are corrected. 

2.139 A suggestion to integrate the shares in the Annual Action Plan 
allocated to a branch into its performance budget was made to banks 
in order that the branch managers may not have to pursue two sets of 
targets to be achieved during a given period. Certain banks expressed 
difficulties in integrating the shares in the credit plans with branch budgets 
as the former is in terms of disbursements (in the case of loans) and the 
latter in terms of outstandings. The view that emerged after discussions 
with certain bankers was that it would be possible for banks to arrive 
a t  the year-end outstanding figures for the branch performance budget 
by adding up the balance outstanding at the beginning of the budgeting 
period, new disbursements to be made during the period covered by the 
budget and interest to be debited and outstanding during the relevant 
period and by deducting the aggregate of recoveries expected to  be made 
from this total. While this would be the approach in the case of loan 
accounts, as regards the cash credit limits, banks would know from ex- 
perience to what extent such limits in force are likely to be drawn by the 
borrowers. 

Role of District Autlzorities 

2.140 The RBI has been continuously watching the performance of 
the DCCs and issuing instructions from time to time, for improving 
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functioning. The various aspects of the functioning of the DCCs 
on which instructions were issued to banks were brought to the notice 
of the State Governments for their guidance in March 1981. It was 
emphasised that the effectiveness of the DCC depends considerably 
on the role of the District Collector/Magistrate and the co-operation 
extend.ed by the district functionaries. The State Governments were 
requested to issue suitable instructions to the District Collectors/Magis- 
trates. 

Feedback at DCC Meetings 

2.141 The credit plan prepared for each district spells out the role 
to be played by the district authorities, as also by the banks, if the imple- 
mentation of the DCP has to be successful. A system has already been 
evolved whereby banks are reporting the action taken by them to the 
DCC. All the State Governments were advised in January 1981 that 
it would be useful if district authorities also commenced reporting to 
the DCC every quarter about the steps taken by them, e. g., to provide 
infrastructural facilities and inputs, extension services, assistance in 
recovery of advances, etc. Such a periodic feedback to all the DCCs 
will facilitate better co-ordination of activities of the development agencies 
and the credit institutions. The State Governments have been requested 
to advise all the District Collectors/Magistrates suitably in the matter. 

Organisational set up at the District Level 

2.142 Though non-lead banks had been advised to designate District 
Co-ordinators for each district, it was found that the progress in the matter 
was tardy; even where District Co-ordinators had been designated, 
they were not able to play an effective role due to inadequate staflsupport, 
lheir peoccupation with day-to-day duties at the branch and certain 
administrative bottlenecks. In the circumstances, non-lead banks par- 
ticularly, those having a larger number of branches, i.e., say five or more 
branches, were advised to create a Lead Bank Cell under the charge of 
the District Co-ordinator and attend to all matters arising out of the 
Lead Bank Scheme. Further, adequate staff, including technical staff, 
and other facilities for an individual branch or ona  pool basis depending 
upon the circumstances, should be provided to the Cell to enable it to 
function effectively. 

District Credit Plans 

2.143 District Credit Plans (DCPs) and Annual Action Plans 1980 
(AAPs) were formulated in 390 districts. The DCPs and AAPs 1980 
could not be formulated for 7 districts in the North-Eastern Region 
due to factors beyond the control of the lead banks. 

2.144 The deficiencies noticed in the preparation of DCP 1980-82 
and AAP 1980 were pointed out to banks with a view to ensuring non- 
recurrence of these in A A P  1981. In the implementation of District 
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Credit Plans, banks are facing basic proble~~ls like lack of infrnstriictural 
facilities in the districts. This hampers the efforts of banks to incl.ense 
their lendings to the weaker sections of tllc population. This problem 
is being constantly discussed at DCC meetings where the District Col- 
lector is the presiding authority and efforts are being made to overcome 
the difficulties. Banks are also facing staff constraints at the branch 
level, particularly the field. staff. This problem persists partly due to 
the slow pace of recruitment by the Regional Recruitment Boards. The 
other operational difficulties in the implementation of schemes arise in 
matters relating to disbursal of subsidies, provision of supportive acti- 
vities and identification of borrowers. The problem of recovery of 
advances has been yet another major constraint in the lending opera- 
tions of banks in the rural areas; in particular the position of District 
Co-operative Banks and Land Development Banks has been adversely 
aRected. 

2.145 While DCP 1980-82 serves as a broad framework of the credit 
programme for the three-year period, the AAP is expected to delineate 
concrete credit schemes to be taken up for implementation. Pointing 
this out the RBI advised the lead banks that unless specific action-oriented 
plans are drawn up, it would be difficult to pinpoint the responsibility 
for non-fulfilment of the goals. 

2.146 Following the recommendations of the Working Group on the 
Modalities of Implementation of Priority Sector Lending and the 20- 
Point Economic Programme by Banks, the banks were advised to make 
adequate provision for financial assistance in the DCPs as well as in the 
AAPs 1981 and 1982 for the beneficiaries under the 20-Point Programme 
and the lead banks were asked to formulate viable credit schemes in 
consultation with the State development departmentslagencies for them. 

2.147 With the extension of the IRDP to all the blocks in the country 
since October 1980, the GO1 decided to merge the existing SFDA and 
DPAP agencies and reconstitute it as a District Rural Development 
Agency (DRDA). A new DRDA would be set up where SFDA and 
DPAP do not now exist. This Agency has been entrusted with the 
responsibility of monitoring the formulation and implementation of 
IRD Programmes in the district. The lead banks were asked to take the 
initiative in the preparation of banking plans, in line with the guidelines 
of the ARDC, for implementation of the IRD Programmes. They are 
to be drawn up covering all activities to be undertaken under the TRD 
Programme during the calendar years 1981 and 1982. The various 
schemes covered in such plans are to be included in the AAPs for the 
respective years with the outlay earmarked for the Programme shown 
separately. These banking plans will be finalised by the Standing Com- 
mittee of the DCC and approved by the latter. 

2.148 The banking plan of each block should clearly specify the schemes 
under each sector so that the purposes eligible for refinance can be 
straightaway taken up by ARDC for sanction. The ARDC will treat 
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the banking plan itself as the scheme and sanction refinance to the parti- 
cipating banks in respect of loans given for agriculture and allied acti- 
vities. The Regional Office of the ARDC would also be invited to attend 
the meetings of both the Standing Committee and the DCC where the 
banking plan for the IRD Programme is being considered. 

2.149 Presently, the lead banks are engaged in the work relating to 
the preparationlimplementation of AAP 1981. According to the in- 
formation received as at the end of May 1981 from 23 lead banks, which 
have been assigned the lead responsibility of 299 districts, AAPs for 
1981 have been prepared and approved by the Standing Committee/DCC 
in respect of 252 districts out of 397 districts and of them, 224 AAPs 
198 1 have already been launched for implementation. 

Objectives and Progress 

2.150 The branch licensing policy formulated in September 1978 for 
the three-year period 1979-81 covered the period under review. The 
focus of the policy was on the expansion of banking facilities in deficit 
areas, i.e., areas with population per bank office higher than the national 
average of 20,000 as at the end of June 1978, and the reduction of inter- 
State and inter-district disparities in this regard. The process of allot- 
ment of rural and semi-urban centres identified by the various State 
Governments for locating the additional branches to be opened con- 
tinued during the year. Since January 1, 1979 till June 30, 1981 au- 
thorisations for opening 8,990 offices in rural and semi-urban areas 
were issued to banks. The relatively underbanked States like Assam, 
~ t t a r  Pradesh, Bihar, Madhya Pradesh, Orissa, Rajasthan and West 
Bengal continued to receive special attention. Out of the total authori- 
sations issued for opening offices in rural and semi-urban areas, referred 
Ifo above, 5,754 authorisations, forming 64.0 per cent of the total, were 
In respect of these States. As of June 30, 198 1, banks were holding 
authorisat ions for opening offices at 5,366 centres. Instructions were 
issued to the banks to ensure that arrangements for opening offices at 
all the rural and semi-urban centres for which they were holding authori- 
sations were finalised positively before the end of June 198 1 so that any 
carry-over beyond 198 1 would be avoided. 

2.151 During the calendar year 1980, commercial banks opened 3,033 
offices as compared with 2,058 in the previous year. The national 
average per bank office which was 65,000 at the end of June 1969 and 
20,000 as at the end of June 1980, declined further to 19,000 at the 
end of June 198 1 (Table 2.17). 

2.152 During the period July 1980 to June 19s I ,  the total number of 
ofices of commercial banks rose from 32,4 19 to 35,706. During 1980-8 1 
the banks opened 3,291 offices as against 2,224 offices in the previous year, 
i.e., from July 1979 to June 1980 (Table 2.17). Of the 3,291 new ofices 
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TABLE 2.17-STATE-WISE DISTRIBUTION O F  BANK OFFICES AS AT THE END OF JUNE 1969. JUNE 1980 
AND JUNE 1981 

N o  . of offices as  at the Opened Of Opened Of Populnt ion per bank ofice 
Statelunion Territory end of during which durlng which (in thousands) as at  the 

1979-80 at 1980-81 at end of 
June June June (July un- (July un- 
1969 1980 1981 1979 banked 1980 t o  banked June June June 

to centres June centres 1969 1980 1981 
June 1981) 
1980) - 

Andhra Pradesh . . . . 
Assam . . . . . . . . 
Bihar . . . . . . . . 
Gujarat . . . . . . . . 
Haryana . . . . .. . . 
Himachal Pradesh . . . . 
Jammu & Kashmir . . . . 
Karnataka . . . . . . 
Kerala . . . . .. . . 
Madhya Pradesh . . . . 
Maharashtra . . . . . . 
Manipur . . . . . . . . 
Meghalaya . . . . . . 
Nagaland . . . . . . 
Orissa . . . . . . . . 
Punjab . . . . . . . . 
Rajasthan . . . . . . 
Sikkim* . . . . . . . . 
Tamil Nadu . . . . . . 
Tripura . . . . . . . . 
Uttar Pradesh . . . . . . 
West Bengal . . . . . . 
Andaman & Nicobar Islands . . 
Arunachal Pradesh . . . . 
Chandigarh . . . . . . 
Dadra & Nagar Haveli . . 
Delhi . . . . . . . . 
Goa. Daman & Diu . . . . 
Lakshadweep . . . . . . 
Mizoram . . . . . . . . 
Pondicherry . . . . . .  

- 
TOTAL 

Note : 1 . 7 offices were closed during the period July 1979 to June 1980 . 
2 . 4 offices were closed during the period July 1980 to June 1981 . 
3 . The average population per bank office is based on (i) 1961 census for June 1969. iii) estimates of mid- 

year po~ulat ion for June 1980 except in the case of  Union Terrltofies for which it is based o n  1981 census 
a n d  (iiij 198 1 census for June 1981 . 
* Sikkirn became a full-fledged State of the Indian Union with effect f ~ o m  Apri126. 1975 . 
. . Not available . 
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opened during the period, 577 offices were opened by SBI and its asso- 
ciate banks, 1,532 by 20 nationalised banks, 259 by private sector banks, 
three by foreign banks and 920 by RRBs (Table 2.18). 

TABLE 2.18-BANK GROUP-WISE DISTRIBUTION OF OFFICES OPENED DURING 1979-80 AND 1980-81 

New Offices opened by commercial banks Bank offices as on No. of banks as on --- -- 
1979-80 1980-81 

Bank Group ------ --- June 30, Dec. June June Dec. June 
July- Jan.- July- July- Jan.- July- 1980 31, 30, 30, 31, 30, 
Dec. June June Dec. June June- 1980 1981 1980 19801981 
1979 1980 1979- 1980 1981 1980- 

80 8 1 

1. Stntc Bank of India . . 117 125 242 280 127 407 5,293 5,572 5699 1 1 1  
(77) (77) (154) (171) 177) (248) 

2. Associate Banks of State 
Bank of India . . . . 66 46 112 116 54 170 2,447 2,563 2,616 7 7 7 

(36) (21) (57) (63) (32) (95) 

3. 14 Nationalised Banks . . 531 296 827 973 412 1,385 15,356 16,329 16,739 14 14 14 
(420) (235) (655) (765) (328) (1,093) 

4. 6 Banks Nationalised on 
15-4-1980 . . . . 80 41 121 94 53 147 2,726 2,820 2,872 6 6 6 

(65) (26) (91) (51) (36) (87) 

5. Regional Rural Banks . . 432 281 713 517 403 920 2,678 3,195 3,598 73 85 102 
(392) (253) (645) (454) (364) (818) 

6. OtherScheduled 
Commercial Banks E 133 72 205 184 74 258 3,724 3,949 4,023 33 34 34 

(88) (42) (130) (91) (28) (119) 

7. Foreign Banks . . . . - - - 3 - 3 129 132 132 14 17 17 
(-1 (-1 

8. All Scheduled Commercial 

9. Non-Scheduled Commercial .. . _  
Banks .. . . . . - 4 4 1 - 1 66 2 7 0  27@ 5 4 4 

(3) (3) (1 )  (1) 

10. A11 Commercial Banks . 1,359 865 2,224 2,168 1,123 3,291 32,419 34,587 35,706 153 168 185 
(1,078) (657) (1,735) (1,596) (865) (2,461) 

-- 
6 6 banks nationalised on April 15, 1980 have been shown separately. 

o One bank has since been declared as a scheduled bank. 

Note : Figures in brackets are numbers of unbanked centres in which offices were opened. 

(Source : Dcpartrnent of Banking Operations & I)clvcloptr,cnt, RBI). 
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2.  1 Unh:inked centres :icmiintcd for 2,461 ofliccc or 74. I: l\er cc~lt 
of thc tot:il numbcr of new bmnches. Thus. of tllc ?7,3S0 otrtces opcncd 
since the n;ltionalisatio~~ of I4 major h:illks ti.(*.. from 10tI1 J u l y  1960) up  
to June 198 1,  15,639 (57.1 per cent) \wrc in unb:tnkcd C L ' I ~ ~ ~ L ' S .  

2.154 Data regarding the spread of commercinl bank oflices ~~ccording 
to population groups are given in Table 2.18. The proportion of bank 
offices in rural areas to the total, which was 46.6 per cent at tile end of 
June 1980, increased to 49.4 per cent at the end of June 1951. 

2.155 Top priority was continued to be given to ellsure the presence 
of bank branches in all the cotnmunity developmcni block headquartcrs 
in the country. Of the 669 centres identified as unbunked comn~unity 
development block headquarters in the country, 554 block Iieadqu.1 c. r t ers 
were covered by branches of commercial banks/RRlls as at the end of 
June 1981. Of the remaining 11 5 block Izeadcluarters, licences in 
respect of 99 block headquarters werc pcrlding wit11 the banks, In 
regard to the remaining 16 block headquarters, applications for issue 
of the necessary licences in respect of four block hcadqunrters :ire bc- 
ing called for from the allottee banks while in respect of 12 block 
headquarters banks expressed difficulties in opening oficcs mainly on 
account of lack of infrastructural facilities. The question of opening 
of offices at the above-mentioned 1 15 unbanked block headq uartcrs, 
of which 84 fall in  the backward areas of the North-Eastern Region, 
continues to be pursued with the concerned banks/State Governmcnts. 

Branch Licensing Policy for 1982-85 

2.156 The present branch licensing policy would come to an end at 
the end of December 1981. A new branch licensing policy covering a 
longer period of 39 months from January 1982 to March 1985, that is, 
the end. of the Sixth Plan, is being finalised by the RBI in consultation 
with the GOI, State Governments and banks. The new policy will 
continue to emphasise opening of offices in rural and semi-urban centres; 
special stress would be laid on the opening of offices in unbanked pockets 
in the less accessible areas of different States. While selecting such 
centres for branch expansion, factors such as potential for rnobilisation 
of deposits and grant of advances, availability of banking facilities nearby 
and other special features of the regions will also be taken into account. 
The State Governments are being consulted regarding the location of 
bank offices in rural and semi-urban areas, as also on the types of bank 
offices, i.e., whether they should be opened by the RRBs, other commer- 
cial banks or co-operatives. Priority will be given to the RRBs for 
opening branches in districts where they have been set up or are pro- 
posed to be set up. 
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TABLE DAN K POPULATION GROUP-WISE DISTRIBUTION OF COMMERCIAL BANKS9 OFFICES 

(Number of offices as at the end of the month) 

June % to Decem- % t o  June % t o  Decem- % t o  June % t o  
1977 total ber total 1978 total ber total 1979 total 

1977 1978 

_I 

Rural . . . . .. 9,532 38.4 11,092 41.0 11,802 42.1 12,806 43.4 13,333 44.1 

Semi-urban . . . . .. 7,211 29.1 7,493 27.8 7,586 27.1 7,778 26.4 7,845 26.0 

Urban . . .. .. 4,263 17.2 4,445 16.5 4,452 16.2 4,668 15.8 4,717 15.6 

Metropolitan/Port Town . . 3,796 15.3 3,966 14.7 4,086 14.6 - '  4,252 14.4 4,307 14.3 

Total . . . . .. ?c1,802 100.0 26,996 100.0 28,016 100.0 29,504 '100.0 30,202 100.0 

Decem- % t o  June % t o  Decem- % t o  June % t o  
ber total 1980 total ber total 1981 total 

1979 1980 

11 12 13 14 15 16 17 18 

- - 
Rural .. .. . . 14,444 45.8 15,101 46.6 16,744 48.4 17,652 49.4 

. . 

Semi-urban . . . . . . 7,960 25.2 8,078 24.9 8,328 24.1 8,423 23.6 

Urban ,. .. .. 4,803 15.2 4,856 15.0 5,050 14.6 5,126 14.4 

Metropolitan/Port Town . . 4,350 13.8 4,384 13.5 4,465 12.9 4,505 12.6 

----- - 
Total . . . . . . 31,557 100.0 32,419 100.0 34,587 100.0 35,706 100.0 

-- - -- 4 

Note : 1. Rural centres : places with population up to 10,000. Semi-urban centres: places with population ove r  
10,000 and up to 1,00,000. Urban csntrcs: places with population ovzr 1,00,000 and up t o  10,00,000. 
Metropolitan centres: places with population ovzr 10,00,0. 

2. The data are bawd on 1971 censuc; the data bared on 198 1 cenrui arc not yet ~v~iilabie. 

(Source : Department of Hank ing Owrat iont and I)evclopment, RBI, 
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Ojfices of Indian Commercial Banks in Foreign Countries 

2.157 The branch expansion programme of Indian banks abroad con- 
tinued to be mainly dictated by factors like earning of foreign exchange, 
furtherance of India's foreign trade with other countries and assistance 
to Indian entrepreneurs in the setting up of joint ventures abroad. Prior- 
ity in the opening of offices was given to countries having potential for 
absorption of Indian exports and technical know-how and to international 
financial centres having regard to their capacity to serve as reservoirs 
of funds for branches. 

2.158 The number of Indian bank offices abroad [excluding non- 
functioning offices in Pakistan (17) and Bangladesh (22)] which had 
risen from 121 at the end of 1978 to 127 at the end of 1979, increased 
further to 133 at the end of 1980. 

2.159 During the period under review (July 1980 to June 198 I), 
four Indian banks opened five branches in foreign countries increasing 
the total number of offices to 135 as at the end of June 1981. In addi- 
tion, a Deposit Taking Company on a joint venture basis was set up in 
Hong Kong jointly by Indian Bank, Bank of Baroda and Union Bank 
of India. 

Foreign Banks in India 

2.160 In accordance with the present policy regarding licensing of 
branches of foreign banks, three new banks, viz., Bank of Oman Ltd., 
Dubai (UAE), Banque de 1'Indochine et de Suez (INDOSUEZ) (France) 
and Bank of Ceylon (Sri Lanka) were granted licences to open a 
branch each at Bombay. Of the above, Bank of Oman Ltd., Dubai 
(UAE) has opened a branch in December 1980. 

VI. WORKING RESULTS OF SCHEDULED COMMERCIAL 
BANKS 

2.161 The data on the working results of scheduled commercial banks 
for the calendar year 1980 are available for 67 banks. These comprise 
25 public sector banks, 12 foreign banks and 30 other Indian banks. 
As mentioned i n  the last year's Report the banks continued to follow 
different accounting procedures in regard to the recording/payment of 
bonus to staff in their Profit and Loss Account. While some banks 
treated bonus as part of their establishment expenditure comprising sala- 
ries, wages, etc., the others showed it under contingency reserves. As 
contingency reserves include provisions for other purposes also the 
actual bonus paid would be lower than the amount shown as contingency 
reserves. As the details in this regard are not available the entire con- 
tingency reserves have been treated, for the purpose of this analysis, as 
representing bonus payments. 
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2.162 The banks earned a profit of Rs. 52 crores during 1980 after 
providing for taxation and bonuslex-gratia payments to staff. While 
the banks could, in absolute amounts, maintain an increase in their 
profits of Rs. 9 crores in 1980 comparable to that of the previous year, 
there was deceleration in the growth rate of profits-from 21.7 per cent 
in 1979 to 20.0 per cent in 1980. The growth rate of the profits of the 
State Bank Group and the 14 nationalised banks at  18.1 and 23.6, res- 
pectively, during 1980 was higher than that of 15.2 and 21.6, respectively, 
in the previous year; the percentage growth in the profits of the remain- 
ing bank groups during 1980 was, however, lower than in the earlier 
year (Table 2.20). 

2.163 The total earnings of the banks rose by Rs. 871 crores (+26.8 
per cent) d.uring 1980 as compared with an increase of Rs. 639 crores 
(+24.5 per cent) in the previous year. Reflecting partly the impact of 
upward revision in the lending rates structure in September 1979, the 
interest and discount earned rose by Rs. 799 crores (f28 per cent) as 
against an increase of Rs. 578 crores (+25.4 per cent) in the previous year. 
The increase in expend.iture during 1980 of Rs. 862 crores ( f 26.9 per 
cent) was larger than that in the previous year of Rs. 631 crores (f 24.5 
per cent). The rise of Rs. 610 crores (f29.9 per cent) in interest paid 
on deposits, borrowings, etc., during 1980 was higher than that of Rs. 417 
crores ($25.7 per cent) in the earlier year. The larger outgo under 
this head could partly be attributed to the hike in 1979 of the interest 
rates on deposits. The establishment expenses rose by  Rs. 170 crores 
(+ 20.5 per cent) as against Rs. 162 crores (+ 24.3 per cent) in the pre- 
vious year. 

VII. EXPORT FINANCE 

, -2.164 In the context of the deteriorating foreign exchange position the 
importance of exports need hardly be emphasised. The [RBI has taken 
steps from time to time to accelerate the flow of export credit. The 
measures taken during the year are indicated in the subsequent paragraphs. 
During 1980-8 1 (till March 198 1) outstanding export credit is estimated 
to have reached a peak level of Rs. 1,677 crores,l as on the last Friday 
of February 1981, as against the peaks of Rs. 1,640 crores and Rs. 1,500 

fcrores (in March) in 1979-80 and 1978-79, respectively. 

2.165 A bill was introduced in Parliament.during fhe year for establish- 
ing an Export Import Bank of India. Its objects are to provide financial 
assistance to exporters and impcrters and to function as the principal 
financial jnstitution for coordinating the working of institutions engaged in 
financing export and import of goods and services with a view to promot- 
ing the country's international trade and for matters connected therewith 
and, incidental thereto. 

1. These data are based on Sectoral Deployrncnt Returns. See foot note No. 1 to Table No. 2 . 7  
on page 27. 
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TABLE 2.20-WORKING RESULTS OF SC11EDULEI) CO\IXlERCIAL l3ANKS 

(Rupccs Crorcs) 
-__I--- ----___.-_-___--- 

State Bank Group 14 Nationaliscd Banks Six Banks Nationnlised 
on April 15,1980 - 

1978 1979 1980 1978 1979 1980 1978 1079 1980 

Number of reporting banks 8 8 8 14 14 14 3 7 3 

I. Total Earnings . . ' 801.55 1,008.17 1,323.37 1,442.56 1,789.70 2,250.59 101.16 129.91 161.14 
(18.7) (25.8) (31.3) (14.2) (24.1) (25.8) (23.4) (28.4) (W.01 . , , ,  

Of wl~ich : 
Interest & discount . . 668.30 841 .89 1,118.10 1,299.68 1,626.59 2,061.16 90.07 117.08 146.42 

(18.6) (26.0) (32.8) (14.7) (25.2) (26.7) (29.7) (30.0) (25.1) 

11. Total Expenditure - .  791.88 997.03 1,310.21 1,426.70 1,770.42 2,226.77 99.24 127.67 158.76 
(18.8) (25.9) (31.4) (14.3) (24.1) (25.8) (23.5) (28.7) (24.4) 

Of which : 
(a) Interest paid on depo- 490.88 622.41 842.16 938.25 1,177.07 1,512.97 62.85 81.71 102.82 

sits, borrowings, etc. (19.8) (26 -8) (35.3) (1 3.1) (25 -5) (28.5) (25.1) (30.0) (25.8) 
(b) Salaries, allowances, 

provident fund and 
bonuslex-grat la Pay- 
rnent t o  staff . . 226.43 285.68 347.43 351.10 432.83 519.72 23.44 30.65 38.19 

(15.4) (26.2) (21.6) (16.6) (23.3) (20.1) (23.0) (30.8) (24.6) 

Ill. Profits after provision 
for taxation and bonus/ 
cx-gratia payment to 
staff . . . . . . 9.67 11.14 13.16 15.86 19.28 23.82 1.92 2.24 2.38 

(9.1) (15.2) (18.1) (3.7) (21.6) (23.6) (1G.4) (16.7) (6.3) 

----A- ------------------------ - 
Other Indian Scheduled Foreign Banks Total 
Commercial Banks @ -- --- 

1978 1979 1980 1978 1979 1980 1978 1979 1980 

I. Total Earnings . . 127.14 158.60 202.47 138.13 163.33 182.98 2,610.54 3,249.71 4,120.55 
(20.1) (24.7) (27.7) (6.1) (18.2) (12.0) (15.7) (24.5) (26.8) 

Of which : 
Interest and discount . . 111.55 140.55 182.39 107.51 128.64 145.97 2,277.11 2,854.75 3,654.04 

(19.7) (26.0) (29.8) (6.0) (19.7) (13.5) (16.2) (25.4) (28.0) 

Of which : 
(a) Interest paid on depo- 

sits, borrowings, etc. 72.40 90.48 116.64 61.21 70.86 77.94 1,625.59 2,042.53 2,652.53 
(22.4) (25.0) (28.9) (8.1) (15.8) (10.0) (15.6) (25.7) (29.9) 

(b) Salaries, allowances, 
provident fund and 
bonuslex-gratia pay- 
ment t o  staff . . 35.50 44.98 56.07 28.62 32.74 35.03 . 665.09 826.88 996.44 

(20.5) (26.7) (24.7) (2.3) (14.4) (7.0) (15.9) (24.3) (20.5) 
111. Profits after orovision 

for taxation and bonus1 
ex-gratia payment to 
staff . . . . . . 2.12 2.57 2.76 5.78 . 7.80 9.51 35.35 43.03 51.63 

(60.6) (21.2) (7.4) (75.7) (35.0) (21.9). (16.2) (21.7) (20.0) 

Note : Figures in brackets represent percentage changes over the previous year. 
@ Figures relate t o  30 comparable other Indian Scheduled Commercial Banks in private sector with deposits o f  

Rs. 10 crores and over as at end-December 1980. 

(Source : Profit and Loss Accounts of banks) 
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Dtrty Drawback Credit Scheme, 1976 

2.166 The Scheme is intended to benefit exporters who can avail of 
interest-free finance from banks up to 90 days against shipping bills 
provisionally certified by the Customs Author1 tles towards refund of duty. 
The financing banks, in turn, are eligible to avail of interest-free refinance 
from the RBI pending final settlement of duty drawback claims of the 
exporters. During the period November 1, 1980 to. June 30, 1981, limits 
aggregating Rs. 17 crores were sanctioned to 28 banks. These banks 
had availed of refinance to the extent of Rs. 15 crores with an outstanding 
balance of Rs. 6 crores as on June 30, 1981. 

Export Credit (Interest Subsidy) Scheme, 1968. 

2.167 As in the previous year, the RBI disbursed interest subsidy at 
1 . 5  per cent per annum from the Marketing Development Assistance 
Fund of the GO1 (Ministry of Commerce) to commercial banks and 
certain eligible co-operative banks on the export credit extended by them 
for specific periods to exporters. Besides, a special subsidy at 3 per cent 
and 1.5 per cent per annum was also paid on behalf of the Ministry of 
External Affairs to the IDBI, United Commercial Bank, United Bank of 
India and Punjab National Bank in respect of certain special lines of 
credit made available to Bangladesh for its imports from India. This 
was in addition to the subsidy at 1.5 per cent paid from the Marketing 
Development Assistance Fund. The particulars of subsidy paid during 
the period July 1, 1980 to June 30, 1981 are as under : 

(In lakhs of rupees) 

1. Special subsidy at 3 % and 1+ % 61 

2. General subsidy at 19 % 15,Ol 

Standing Committee on Export Finance 

2.168 During the period under review, the Committee discussed the 
following matters. 

(i) Sharing oj Commission on Bid Bonds and Guarantees by Banks and 
ECGC in the Proportion of Risks shared 

2.169 With a view to affording some relief to exporters in respect of 
the cost of raising export finance, it was decided to charge lower composite 
rates covering bank's commission and ECGC premium. Accordingly, 
the approval of the RBI for amendment to Rule 16-11(7) of Foreign 
Exchange Dealers' Association of India (FEDAI) Rules was conveyed to 
the FEDAI. The details of the composite rates arc as under : 
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75 per cerzt cover 

Existirtg Reviserl 
comnposiie corttposite 
cost cos l 

Up to Rs. 1 crore 1 . S O %  1.35% 

Over Rs. 1 crore 1.20% 1.10% 

90 per cent cover. 

Up to Rs. 1 crore 1.58% 1.40% 

Over Rs. 1 crore 1.33% 1.20% 

(ii) Export Credit (Interest Subsidy) Scheme, 1968-Proposed Amerzd- 
ments 

2.170 The scheme was amended so as to cover Buyers' Credit offered 
on or after September 15, 1980. 

2.171 Under the scheme, certain concessions were granted to State 
Bank of India in regard to audit requirements. The question whether 
similar concessions could be granted to nationalised banks and other 
banks was considered and it was decided to extend certain relaxations to 
nationalised banks. 

(iii) Opening oj Foreign Currency Accounts abroad by Diamond Exporters 
for Jinancing Diamond Trade jor Exports 

2.172 It was decided in principle to allow diamond exporters to maintain 
foreign currency accounts abroad. However, certain related issues 
are being examined by the RBI in consultation with Government. The 
various issues involved have been discussed with the. representatives of 
the Gem and Jewellery Export Promotion Council and certain banks. 
The scheme for maintaining foreign currency accounts by diamond 
exporters may involve borrowing overseas but presently the ECGC cover 
is not available to banks which will be required to issue guarantees for 
overseas borrowings of diamond exporters. This issue is being further 
examined. 

(iv) Enhancement oJ the Period oj Pre-Shipment Credit to 180 days 

2. 173 It was represented that due to constraints arising out of transport 
difficulties, power shedding, congestion in ports, etc., the period of pre- 
shipment credit at concessive rates of interest allowed was inadequate. 
The matter was examined in consultation with the GO1 and, keeping in 
view the nature of products, their export potential, time taken for manu- 
facture, impact of various constraints experienced by exporters and other 
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relevant factors, i t  was decided to increase the period of pre-shipment 
credit of 135 days (initial period of 90 days and additional 45 days where 
necessary) at ceiling rates of interest to 180 days, in respect of certain cate- 
gories of goods. Any extension in the period beyond 180 days would be 
at normal rate of interest and interest subsidy would not be payable for 
such extension. Government had agreed to provide interest subsidy 
of 1.5 per cent to banks for the enhanced period of 180 days. 

(v) Delegation of Power of Clearance 

2.174 The authorised dealers were authorised to approve proposals for 
overseas civil engineering construction contracts up to the limit of Rs. 1 
crore subject to the fulfilment of certain minimum conditions as in the 
case of export of engineering goods on deferred payment basis and turn- 
key projects. 

VTII. BANKING LEGISLATION/REGULATION 

Banking Laws (Amenhnent) Bill 

2.175 It was mentioned in the last Report that the Banking Laws 
(Amendment) Bill, 1978, could not be considered as the Lok Sabha had 
been dissolved. During the year, some more amendments to the BR 
Act, 1949, and the RBI Act,1934, were suggested,by the Bank to the GO1 
and were accepted by them. The Bill, as finalised by the Finance Ministry, 
now awaits reintroduction in Parliament. 

Indo-Pak Banking Agreement, 1949 

2.176 During the year, the procedure for settlement of the claims of the 
Court deposit holders who migrated to India during the Partition dis- 
turbances was finalised and all banks designated for the purpose 
have been asked to take necessary action. Besides, in pursuance of the 
Punjab Government's decision to settle the claims of the foodgrain dealers, 
who kept security deposits with banks in Pakistan for the purchase of 
foodgrains under the Monopoly Procurement Scheme in operation in the 
erstwhile Punjab Province, the Bank prepared the draft scheme to settle 
the claims. 

Banking Laws Committee's Report 

2.177 During the year, the Cell established in the Bank to process the 
recommendations of the Committee examined the two Reports, viz., 
Documents of Title to Goods, 1978 and Indigenous Negotiable Instru- 
ments (Hundis), 1978. As regards the first Report, the Cell finalised its 
views on the recommendations of the Banking Laws Committee, after 
they were considered by the Study Group composed of a representative 
each from the RBI, IBA, etc. The Report on Hundis was examined 
and found not acceptable by the Group mainly on grounds of the policy 
not to encourage the hundi system but instead encour:ige rnoderrl banking 
practices. 
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Conwittee for Ei~iargernent of Statzrtory Auditors' Punel 

2.178 The Committee for Enlargement of Statutory Auditors' Panel 
for the Public Sector Banks, constituted in October 1978, to evolve norms 
and guidelines for empanelment of auditors submitted its Report on 
December 31, 1980. The recommendations made by the Committee 
were examined and considered to be generally acceptable. The matter 
was referred to the GO1 for their views. The question of constituting 
a Standing Advisory Committee on Bank Audit, to which the different 
matters connected with bank audit could be referred to, is under the Bank's 
consideration. 

IX. COMMITTEES AND WORKING GROUPS: APPOINTMENT, 
RECOMMENDATIONS AND FOLLOW-UP 

A. Appointment 

1 .  Cornmiltee on Einancing oj Tea Industry. 

2.179 The RBI constituted on Octcber 3,1980 a Committee to examine 
the problems relating to the financing of the tea industry. The terms of 
reference were: ( i )  To review the existing norms for providing working ca- 
pital to the tea industry recommended by the RBI to scheduled cornmer- 
cia1 banks in March 1972 on the basis of the Report ofthe Study 
Group under the Chairmanship of Shri B. K. Dutt and to suggest 
suitable modifications in the present changed circumstances; (ii) To 
examine the credit requirements of the tea industry (both working capital 
and term loans) in the wider context of the need to expand output to meet 
the sustained rise in domestic consumption without impinging on the 
exportable surplus; (iii) To enquire into the problems faced by the 
industry in obtaining finance (both working capital and term loans) 
from commercial banks, other financial institutions and the Tea Board; 
(iv) To consider other problems faced by the commercial banks in provid- 
i n g  credit to the tea industry; and (v) To make recommendations on these 
and any other related matter which the Committee may consider germane 
to the subject. The Committee has completed its deliberations and 
submitted the report. The Report is under consideration. 

2. Working Group to Review the Accounting System at Bank Branches 

2.180 The RBI constituted, on July 11, 1981, a Working Group to 
review the accounting system at bank branches in the context of genera- 
tion of data for various statutory returns as also other returns relating to 
deployment of credit, particularly data relating to priority sector lending. 
The terms of reference of the Working Group are: (a) to look into the exis- 
ting systems of maintenance of accounts at branch level including main- 
tenance of the main books of accounts like General Ledgers, Loan Led- 
gers, etc., as also the various systems of maintenance of sub-day/supple- 
mentary books, loan balancing and other records, more particularly at 
the rural and semi-urban branches and suggest changes which would 
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facilitate the (i) generation of summary data regarding deployment of 
funds and lendings to various categories of priorlty sectors, (ii) genera- 
tion of data for compiJation of the returns and schedules prescribed by the 
RBI and for furnishing information required by the RBI, Central and 
State Governments, returns required by the head office/controlling 
offices of banks for control and supervision as well as for statistical 
purposes, (b) to review the Information System introduced by the RBI 
and examine the feasibility of the integration of the system with the 
control/statistical returns, required by banks, (c) to suggest any other 
measures necessary to ensure availability, of data on a regular basis and 
without delay and (d) any other matters which are incidental or related 
to the above terms of reference. 

2.181 The Group may appoint Study Groups comprising bank officers 
having sufficient operational experience which may be assigned specific 
tasks. If necessary it may also carry out sample studies of the existing 
system of accounting in a few banks, and such studies may be entrusted to 
individual banks/NIBM. The Group is expected to submit its report 
within a period of nine months. 

B. Follow-up 
1. Working Group on the Modalities oj lmplementatisn oJ the Priority 

Sector Lending and 20-Point Economic Programme by Banks 

2.182 The Working Group constituted by the RBI on priority sector 
lending and 20-Point Economic Programme, to which a reference was 
made in the earlier paras, submitted its report and its recommendations 
were generally accepted by Government and the RBI. The Group, which 
identified. the beneficiaries requiring assistance from the banking system 
in pursuance of the 20-Point Programme, spelt out the ways and means 
whereby such assistance could be rendered. As most of the benefi- 
ciaries under the Programme fall in the relatively under-privileged groups 
within the priority sector, the Group suggested certain changes in the 
approach to the priority sector lending including refinement in the defini- 
tion of 'priority sector'. 11.1 particular, it introduced the concept of 'weaker 
sections' within the priority sector and recommended separate sub-targets 
for lending to such weaker sections in the two main categories of 
priority sectors, namely agriculture and small-scale industries, within 
the total enhanced target of 40 per cent for lending to priority sector 
to be reached by the end of the Sixth Plan period. Consumption loans 
and housing loans for the poor were also brought within the ambit of 
priority sector lending. The need for making a schematic and integrated 
approach to the assistance to the beneficiaries, in consultation with State 
development agencies, was emphasjsed. At the field level, the DCP's 
prepared by banks would have to explicitly provide for allocation of 
credit to the beneficiaries under the 20-Point Programme. To cope 
with the large number of borrowers involved, routing of credit to the 
weaker sections through State-sponsored Corporations/agencies (besides 
functional co-operatives) specifically set up for the benefit of such persons, 
has been recommended by the Group. 
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2.183 hsed  on the recommendations made by the Group, the RBI 
issued in October 1980 detailed instructions to all commercial banks for 
their implementation. In particular, the various targets for lending to the 
weaker sections and priority sector which have been placed before the 
banks are (i) The over-all assistance to the priority sector should constitute 
40 per cent of total advances by March 1985; (ii) At least 40 per cent of 
the advances to the priority sector should be extended for agriculture and 
allied activities; in other words this sector would account for at least 16 
per cent of total advances by 1985; (iii) Direct advances to 'weaker 
sections' in agriculture and allied activities should constitute at least 
50 per cent of total direct lending to agriculture (including allied activities) 
by March 1983. 'Weaker Sections' in this sector would comprise small 
and marginal farmers and landless labourers. Persons engaged in allied 
activities whose borrowing limits do not exceed Rs. 10,000 are also 
included in the 'weaker sections'; (iv) Advances to 'weaker sections' in 
small-scale industries, i.e., those with credit limits up to and inclusive of 
Rs. 25,000, should constitute 12.5 per cent of total advances to small- 
scale industries by 1985. 

2.184 The State Governments were separately advised by Ihe RBI 
indicating the vital role they have to play in facilitating banks' assistance 
under the 20-Point Programme. The main areas where supportive action 
from the State Government is required relate to identification of bene- 
ficiaries, provision of jnfrastructural and technical facilities, input supply 
and marketing, training support and assistance for recovery of loans. 

2. 185 A new information system for monitoring the implementation of 
the District Credit Plan and financing of 20-Point Programme at the dis- 
trict and State level was introduced by the RBI in January 1981 on the 
basis of the recommendations of the Working Group on Monitoring 
System for Bank Advances for Priority Sectors 'and 20-Point Programme. 

2. I86 In pursuance of the guidelines issued by the RBI, commercial 
banks have taken various measures for implementation of the recommen- 
dations for assisting the beneficiaries of the Programme. These include 
arranging seminars for Branch ManagersIStaff for impressing on them the 
importance of the Programme, discussions and lectures at Training 
Centres, setting up of special cells for monitoring performance, arranging 
credit camps, mass loaning programme and coordinating the activities 
with the Governmental agencies a t  district and State level for integrated 
action. 

2. Committee oj Direction ' 

2.187 The Committee of Direction was constituted by the RBI in 1975 
to consider and advise, on an on-going basis, on problems arising out of 
implementation of the recommendations of Tandon Study Group on 
Follow-up of Bank Credit and other related matters. During the period 
the Committee held one meeting in which the following matters were 
considered. 
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( I )  Problems in fixing norms for consumable spares in respect of certain 
industries, particularly the fertiliser industry, where the level of hold- 
ing is high, for the purpose of assessment of working capital require- 
ments. 

(2) Format in which information may be obtained by banks for appraisal 
of credit proposals relating to road transport operators and 

(3) A uniform format for submitting loan proposals by banks to their 
Boards. 

3 . )  Workjug Group to review the System of Cash Credit 

2.188 The Report of the Working Group, which was submitted in 
September 1979, was accepted by the Bank with certain modifications and 
commercial banks were advised on December 8, 1980 to implement the 

\ accepted recommendations. 

2.189 The major decisions taken by the Reserve Bank on the recommen- 
dations made by the Working Group are as under: 

(i) En/larzcernent of Borrowers' Contribution 

2.190 The contribution from borrowers towards working capital out 
of their long-term sources should hereafter be not less than 25 per cent 
of the current assets required for the estimated level of production which 
would mean a minimum current ratio of 1.33:l (as against 25 per cent 
of working capital gap, i.e., total current assets minus current liabilities 
other than bank borrowings). In case a borrower is not in a position to 
comply with this requirement immediately, the existing need-based credit 
limits already enjoyed by the borrower should not be curtailed ; the excess 
over the credit limits permissible to the borrower, should be segregated 
and treated as working capital term loan (WCTL) which would be made 
repayable in half-yearly instalments within a definite period which should 
not exceed five years. The WCTL should carry a rate of interest which 
should in no case be less than the rate charged for the relative cash credit 
and banks may, at their discretion, charge even a higher rate of interest 
not exceeding the ceiling. In addition, suitable provision should be made 
for the charging of penal rate of interest in the event of any defaults in 
the timely repayment of WCTL. 

2.191 In respect of such borrowers, if additional limits become necessary 
on account of increased production, banks have been asked to ensure that 
the WCTL component is not enhanced and additional limits are allowed 
on the basis of an incremental current ratio of 1.33: 1. 

(ii) Sepurate limit for Peak Level and N&-peak Level 

2.192 Separate limits should be fixed, wherever feasible, for peak level 
and non-peak level credit requirements indicating the periods during 
which the relative limits would be utilised by borrowers. 
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(iii) Acl lzoc or Ten~porary Limits 

2.193 Banks should consider very carefully requests from borrowers 
for ad hoc or temporary limits in excess of the sanctioned limits which 
should be allowed only for a pre-determined short duration and given 
through separate demand loan or non-operable cash credit account. As 
such additional accommodation would put the bank's credit planning 
out of gear, banks should charge additional interest of one per cent per 
annum over the normal rate. However, under exceptional circums- 
tances, e.g., natural calamities, the banks may not charge any additional 
interest. 

(iv) Drawl  oj  Funds to be regulated through Quarterly Operative Limits 
2.194 The borrowers should indicate before the commencement of 
each quarter the requirements of funds during the quarter, i.e., the opera- 
tive limit which should be within the limit sanctioned for peak level/ 
non-peak level periods. The quarterly statements should form the basis 
for a quarterly review of the account and the operative limit indicated by 
the borrower should eventually set the level of drawings in that quarter 
subject to a tolerance of 10 per cent either way. Excess or under-utilisa- 
tion of the operative limit beyond the tolerance level should be considered 
as an irregularity in the account and banks should initiate necessary 
corrective steps, including dialogues with the borrowers, to prevent 
recurrence of such irregularities. 

2.195 If a borrower does not submit the returns within the prescribed 
time limit, banks may charge penal interest of one per cent per annum on 
the total outstandings for the period of default in the submission of 
quarterly returns. In case the default persists, banks sl~ould review the 
position and where they are satisfied that deterrent action is necessary 
the accounts of such borrowers may be frozen. 

2.196 The measures suggested under items (i) to ( i v )  above are appli- 
cable to all borrowers without exemption having aggregate working 
capital limits of Rs. 50 lakhs and above from the banking system. 

2. 197 Sick .units under nursing programme, or where rehabilitation 
measures are under the active consideration of banks, would not be 
covered by the measures indicated as items (1) and (iii) above. 

(v) Encouragement oj Bill Einance 

2.198 Banks have been advised to discourage the sanction of cash credit 
against book debts and take steps to review all such accounts and convert 
such cash credit limits intobill limits wherever possible. 

(vi)  Drawee Bill System 

2. 199 i n  respect of borrowers having an aggregate working capital 
limits of Rs. 50 lakhs and over from the banking system, banks are re- 
quired to extend at least 50 per cent of the cash credit limit against raw 



material inventory to manufacturing units, whether in public or private 
sector, by way of drawee bills. 

(vii) Dues of Public Sector Undertakings to Small-Scale Units 
2.200 Banks should insist on public sector undertakings and large bor- 
rowers to maintain control accounts in their books to give precise data 
regarding their dues to small units and furnish such data in their quarterly 
information system. This would enable banks to take suitable measures 
for ensuring payment to small units without delay. 

4. Working Group to study the Problems of Bank Credit in the North- 
Eastern Region 

2.201 Major banks operating in the North-Eastern Region were ad- 
vised in December 1980 to take immediate steps for strengthening their 
existing set-up in the region, so as to enable them to undertake, besides 
conventional functions, a certain amount of developmental banking to 
supplement the efforts of Central and State Governments. Such deve- 
lopmental banking would imply not only granting of term loans more 
liberally, but also assisting in project identification, formulation and 
appraisal. 

5. Expert Group on State Enactments having a bearing on Commercial 
Banks' Lending to Agriculture (Talwar Committee) 

2.202 As mentioned in the last year's Report 16 States have enacted 
necessary leglisation for giving effect to the recommendations of the Tal- 
war Committee. The Bank is pursuing the matter with the States/ 
Union Territories which are yet to pass the necessary Acts. The progress 
in the implementation by the State Governments of the administrative 
measures recommended by the Group such as relief to farmers and agri- 
culturists in respect of stamp duty, registration fees, etc., is also reviewed 
from time to time. 

6. Working Group on Customer Service in Banks 

2.203 During the year, the Small Group set up by the GO1 to examine 
the recommendations of the above-mentioned Group with a view to 
implementing them expeditiously assessed the appraisal notes prepared by 
tbe Bank, examined and took the following decisions. 

(a) All banks should ensure that the customer should not be asked to 
go from counter to counter and as far as possible the waiting time 
should be curtailed ; 

(b) All public sector banks should take steps to introduce suitable 
arrangements to encash travellers' cheques issued by any public 
sector bank; 

(c )  Banker's cheques issued by public sector banks should be freely 
used for making local inter-bank payments and these should be 
given the same status as cash for purposes of accounting. 
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2.204 The RBI advised the banks to take necessary action on tllcsc 
matters. The performance of banks in the public sector was reviewed 
in respect of all the recommendations of the Working Group (1 33 in all), 
including those recommendations contained in the interim Report 
of the Group which public sector banks were asked by Goveroment in 
1975 to implement. The review revealed that 85 recon~lnelldations had 
been implemented by more than 75 per cent (17 banks) of the public 
sector banks (excluding recently nationalised banks). 

X. INSPECTION, MERGER, LIQUIDATION AND LICENSING 
OF BANKS 

Inspection oJ Banks 

2.205 In terms of the powers vested in the Bank, inspection of commer- 
cial banks, including the RRBs, under Section 35 of the Banking Regula- 
tion Act, 1949, are being carried out a t  periodical intervals. As men- 
tioned in the last year's Report, in addition to financial type of inspec- 
tions, public sector banks are also subjected to Annual Appraisals. 

A. Financial Inspection 

2.206 During the period under review Financial Inspection of 46 
scheduled commercial banks (including nine public sector banks and 
24 RRBs) and two non-scheduled commercial banks was either taken 
up or completed. 

B. Annual Appraisal 

2.207 Since the system of Annual Appraisal of banks was introduced, 
reportslnotes in respect of the first round of such inspections of all the 
public sector banks (including the six newly nationalised banks) have 
been sent to the GOI, as also to the concerned banks. Thirteen public 
sector banks were taken up for the second round of Annual Appraisal 
and, in the case of nine of them, their financial inspection was also taken 
up concurrently. The reports on five of these banks have so far been 
sent to the Governmentlbanks. In respect of one other bank, the Ap- 
praisal of which was taken up under the second round during the last 
year and completed during the period under review, the inspection report 
was sent to the GOI/bank. 

C.  Others 

2.208 Inspection of seven overseas offices of Indian banks in Sri Lanka, 
Bangladesh, Fiji and Maldive Islands and Hongkong was also taken up 
and completed. 

2.209 In  addition to inspection of banks, the Bank also carried out 
scrutiny of a number of issues, the more important of which are given 
below ; 
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(i) verific:ltion of the subsidies claimed by the banks under the Expor 
Credit (Interest Subsidy) Scheme 1968 ; 

(ii) verification of claims paid/applications in respect of small borrowers, 
as also test check inspection of advances to small-scale industries 
covered under guarantees issued by the DICGC; and 

(iii) investigation into various complaints/frauds/aI~egations against banks 
and/or their employees. 

Bwrk Mergers nlltl Liquidation 

2.210 The efforts mad.e to consolid.ate the banking system in the country 
through the scri~tiny of progress in the transfer of liabilities and assets 
of the concerned banks were continued. 

2 . 2  1 1  The GO1 had, earlier sanctioned schemes of amalgamation under 
Section 45 of the BR Act, 1949 in respect of 49 banks. I n  terins of the 
provisions of the relative schemes, the transferee banks were required 
to make final valuation of the assets of the transferor banks after a period 
of 6/12 years or such earlier period as might be sanctioned by the GO1 
in consultation with the RBI. The final valuation of the assets of 31 
banks as provided in the relative schemes was completed while in the 
case of 12 banks the reports were under consideration. Of the re- 
maining six banks the matter regarding the final valuation of assets in  
respect of four banks was being pursued. 

2.212 During the period under review, two banks were dissolved. 

Licensing of Commercial Bonks 

2.213 During the period. under review licences under Sectioti 22 of 
the RR Act, 1949 were issued to three foreign banks, viz., Bank of OnIan 
Ltd,. Banque de I'Indochine et d.e Suez (INDOSUEZ) and Bank of 
Ceylon to commence banking business in India by opening their first 
branches in Bombay. With these, the number of licensed commercial 
banks stood. at 49 (includ.ing the National Bank of Pakistan which is 
under the Custodian of Enemy Property). The public sector banks, 
now numbering 28, (after nationalisation of six more banks with effect 
from April 15, 1980) d-o not require a licence to carry on banking business 
in India. As on. June 30, 198 1 ,  the number of private sector commercial 
banks functioning without a licence under Section 22 of the BR Act, 
1949 stood a t  seven (including a foreign scheduled bank, I.;:., I-iabib 
Bank Ltd., which is under the Custodian of Enemy Property). 
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2.214 Out of the five foreign banks licensed under Section 22 of the 
BR Act, 1949 during the years 1979, 1980 and 198 1 three, ~t., European 
Asian Bank, Bank of Oman Ltd.., and Emirates Commercial Bank Ltd., 
have commenced banking business in India by opening their first offices 
at Bombay d.uring the period under review and have been included i n  the 
Second. Schedule to the Reserve Bank of India Act, 1934. Thus, the 
total number of scheduled. commercial banks (excluding RRBs) now 
stand.s at 79 including two Pakistani banks, viz., National Bank of 
Pakistan and. Habib Bank Ltd., which are under the Custodian of Enemy 
Property. 

XI. USE OF HINDI IN PUBLIC SECTOR BANKS 

2.215 During the period und.er review, the Bank continued its efforts 
for the progressive use of Hind.i in its working as well as in the public 
sector banks. The Official Languages Implementation Committee, set 
up in the RBI for the purpose, held four meetings d.uring the year. 
During the discussions at these meetings, emphasis was laid on the im- 
plementation of the provisions of the Official Languages Act, 1963 and 
the rules framed thereunder. 

2.216 With a view to watching the progressive use of Hindi by the 
public sector banks, quarterly progress reports, annual assessment re- 
ports and copies of the proceedings of Official Languages Implementation 
Colnmittees constituted. by the banks were continued to be obtained by 
the RBI and the GO1 were kept informed. 

2.217 The first conference of Hindi Officers of all Public Sector Banks 
was convened in September 1980 at Pune. 

2.218 The Bank continued. to reply in Hindi to letters received in Hindi 
and issue all its circulars and general orders meant for Bank's employees 
in Classes TI1 and IV bilingually. Further, the Bank continued to orga- 
nise Hindi Ad-hyayan Mandals (Classes) under the Compulsory Hindi 
Teaching Scheme for its employees in its premises. 
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INTEREST RATE STRUCTURE EFFECTIVE FROM MARCH 2. 1981* 

.-_____II______________-----4--------- 
Rate of interest 

Cntegory of advances (inclusive of 
interest tax) per 
cent per annum 

( 1 )  ( 2 )  

I. Pirblic Procurenlent and Distribution Agencies 

I. FC1, State Govcrnments/~gcncies acting as agencies of FCC for procurement of foodgrains under 
f ~ ~ l l  price support schcnlt., where the sales are at fixed prices through Government approved 
olltl~ts . . . . . . . . . . . . . . . . . . . . . . . . . . 12 .SO 

2. Ad\;inccs to Central ;\nd State Government agencies entrusted with procurement/distribution 
of spccificd essential consumer commodities for sale at fixed prices through Government 
approveci outlets, the cotnmodities being pulses, edible oils, kerosene, salt and sugar. . . .  15.00 

3. (i) Advances to Central and State Government agencies entrusted with the procurement and 
distribution of essential consumer con~modities other than those specified in category (2)  
:tbovc . . . . . . . . . . . . . . . . . . . . . . . . . . 17.50 

(ii) Advanccs to Central and State Government agencies entrusted with the procurement of 
cash crops viz., jute, cotton@, etc. where there is an element of price support . . . . 17.50 

jiii) Advances to Central and State Governinent agencies entrusted with the procurement and 
distribution of fertilizers, pesticides and seeds . . . . . . . . . . . . . . 17.50 

4. Advances to Central and State Government agencies entrusted with the procurenlent and dis- 
tribution of commodities for sale on a commercial basis . . . . .. . . . . . . Not exceeding 

19.50 
11. Minimum Lending Rate 

(for commodities coming within the purview of Selective Credit Control) 
(i) Loans/advances;cash credit/overdrafts against commodities subject to Selective Credit Control. . 
(ii) Sugar Mills in respect of all stocks . . . . . . . . , .  . . . . . . . . 

111. Exports 

1. l're-shipment Credit 

(a) Specified medium and heavy engineering goods and construction contracts 
up to (i) 180 days . . . . . . . . . . . . . . 12.50 

(ii) beyond 180 days and up'to 270days . . . . . . . . . . . . 15.00 

(b) Other specified goods (e.g., carpets, leather manufactures, coir, cashew, tobacco, etc,) up to 
180 days . . . . . . . . . . . . . . . . . . . . . . . . 12.50 

(c) Other goods and consultancy services 
(i) up to 90 days . . . . . . . . . . . . . . . . .. 12.50 

(ii) beyond 90 days & up ib 135'Gys . . . . . . . . . . . . . . . . 15.00 

(dl Against cash incentives, etc., covered by ECGCguarantee (up to 90 days) . . . . . . 12.50 

2. Post-shipment credit 

(i) Demand bills-for transit period (as specified by FEDAI) . . , . . . . . 12.50 
(ii) Usance bills-up to 180 days comprising usance period of the export bills, transit 

period as specified by FEDAI and grace period wherever applicable . . 12.50 
(iii) Cash incentives, duty draw-back, etc., receivable, covered by Export  idd duct ion 

Finance Guarantee of ECGC (up to 90 days) . . . . . . . . . . . . 12.50 
(iv) Undrawn balances (up to 90 days) . . . . , . . . . . 12.50 
(v) Against retention money (for supplies portion only) payable 'within' bne year from 

the date of shipment (up to 90 days) . . . . . . . .  . . . . . . 12.50 

- * Incorporating rnodifications/clarifications issued subsequently. 

l;i, Since operations of CCI are on commercial basis, the rate of interest on advances to CCI was fixed at 19.50 per cent 
(advised to banks on June 17, I98 1 1 .  
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Category of advances Ikitc of iritcrc\t 
(it~clusivc of 

intcrcsl tar') per 
------ - cent pcr ;innun1 

( 1 )  
----- 

---- --- % - - 
3 .  Deferred Credit 

. . . .  Deferred credit for period beyond one year . . . . . . . . . . . .  8 . 6 5  

4. Duty Dravv-back Credit Scheme, 1976 

Against duty draw-back as provisionally certified by the Customs Authorities (up to 90 days). . Frcc of interest 

5, Export credit not otherwise specified . . . . . . . . . . . . . .  . . . . Not  exceeding 
17.50 IV. Agriculture (Direct finance) 

Short-term loans t o  farmers 
(a) up to Rs. 5,000 . . . . . . . . . . . . 

(b) over Rs. 5,OCO and up to Rs. 25,000 . . . . . . . . 
(c) Above Rs. 25,000 . . . . . . . . . .  . . . . 
Agriculture (Indirect loans)@ (given through PACSIFSSILAMPS) 

(a) up to  Rs. 5,000 . . . . . . . . . . . . . . 
(b) Over Rs. 5,000 and up to Rs. 25,000 . . . . . . . . 

(e) Above Rs. 25,000.. . . . . . .  . . . . . . 

V. Small-scale Industry 
1. Composite loans up to Rs. 25,000 

(a) Backwardareas . . . . . .  . . . . . . 
(b) Other areas . . . . . .  . . . . . . . . 

2. Short-term advances, limits of: 

(a) Up to  and inclusive of Rs. 2 lakhs . . .  . . . . 
(b) Over Rs. 2 lakhs and up to Rs. 25 lakhs . . . . 
(c) Above Rs. 25 lakhs . . . . . . . . . . . . 

. . . . . . . . . . 12.50 
Not exceeding 

. . . . . .  . . . . 15.00 
Not exceeding 

. . . . . .  . . . . 17.50 

Not cxcccrli~iy 
. . . . . .  . . . . 10.00 

. . . . . .  . . . . Not exceeding 
12.50 

Not cxccediny 
. . . . . . .. .. 15.00 

Not exceeding . . . . . . . . a *  15.00 
Not exceeding 

. . . . . . . . . . 17.50 
Not exceeding 

. . . . . . . . . . 19.50 

Vl. Other categories 

. . . .  . . . .  1. D R I  advances . . . . . . . . . . . , . . . . 4.00 
2. ~ e t a i l  trade advances . . . .  (a) Limits up t o  and inclusive of Rs. 5,000 . . . . . . . . . . . . 12.50 

Not exceeding 
(b) Over Rs. 5,000 and up t o  Rs. 25,000 . . . .  . . . . . . . . . . . . 15.00 

Not  exceeding 
(CJ Above Rs. 25,000 . . . . . . . . . . . . . . . . . . . . . . 19.50 

3. Educational advances * 
(a) Indigent students for purposes of higher education in India . . . . . . . .  No less than 

Bank Rate 
(b) Other educational advances . . . . . . . . . .  . . . . , .  . . 15.00-17.50 

4. Priority sector not otherwise specified . . . . . . . . . . . . . . . . . . Not exceeding 
17.50 

Not exceeding 
5 .  All other advances . . . . . . . . . . . . . . . . . . . . 19.50 

-- 
* Effective from May 19,198 1. 
@ Effective June 11, 1981. Applicable for loans from banks to societies. The rates to be charged by the societies to the 

ultimate borrower, in the same order, are : 
(a) Not exceeding 12.50. 
(b) Same rate as charged by co-operatives in the area but not exceeding 15.00. 
(c) Same rate a s  charged by co-operatives in the area but not exceeding 17.50. 



Rate of interest 
Category of advance (inclusike of 

interest tax) per 
cent per annum 

VII. Term Loans 

1. Small-scale Industry 
l i )  Units as  in the new definition of SSI . . . . . .  (a) Backward areasf. . .  . . . . . . . . . . . .  (b) Other areas . . . . . . . . . . . . 

2. (A) Agriculture (Direcf finance) 
( i )  Minor irrigation and land development . . . . . . . . 

(ii) Other purposes 
. . . .  (a) Small farmers . . . . . . . . . . . . . .  (b) Other farmers . . . , . . . . . . 

(B) Aqriculture (Indirect finance): (given through PACS/FSS/LAMPS) 
(1) Minor irrigation and land development . . . . .. . . 

(ii) Diversified purposes (As defined by ARDC) 

(a) To small farmers . . . . . . . . . . . . . . 
(b) To other farmers . . . . . . . . . . . . . . 

3. Housing 

(i) SC/ST up to and inclusive of Rs. 5,000 . . . . . . . . . . 
(ii) Others up to and inclusive of Rs. 5,000 . . . . . . . . . . 

(iii) Over Rs. 5,000 and up to Rs. 50,000 . . . . . . . . . . 
(iv, Above Rs. 50,OOC . . . .  . . . . . . . . . . . . 

4. Road Transport Operators 

(i) Single vehicle . . . . . . . . . . . . . . . . 
. . . .  (ii) Two o r  more vehicles , . . . . . . . . . 

5. A11 other term loans . . . . . . . . . . . . . . . . 

£ Applicable only in respect of new units set up in backward areas and not in  respect of expansion/diversification of exist- 
ing units for which the rate of interest of 13.5 per cent would be  applicable. 

$ Effective June 11, 1981. Applicable for loans from banks t o  societies. The rate t o  be charged by societies t o  the ultimate 
borrower are the same a s  in the case of Agricultilre (Direct Finance). 
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RATES FOR TELEGRAPHIC TRANSFERS, BANK DRAFTS AND MAlL TRANSFERS UNDER 
THE RESERVE BANK'S REMITTANCE FACILITIES SCHEME 

I. For General Public@ ; 

U p  to Rs. 5,0001- . . . . . . . . . .  12P%+ 
Over Rs. 5,000/- . . . . 6P% (min. Rs. 6.00) 
f Minimum Exchange for amounts up t o ' ~ s .  5;000/-: 
Telegraphic transfers Re. 1 .00 
Drafts and mail transfers Re. 0.25 
Telegramcharges will be charged in addition in respect of Telegraphic Transfers 
@, Includ~ng Indigenous bankers. 

11. For Scheduled Banks: 

A scheduled bank may remit funds by telegraphic transfers, mail transfers or drafts through offices of the Banks and 
agencies, as detailed below : 

Whether at par or Limits on amounts Frequency of Remarks 
at premium remittances 

1. Between accounts at  At par In multiples of Rs. 10,000 No limit - 
Reserve Bank offices subject to a minimum 

of Rs. 50,000. 

2 .  (i) From an agency office At par In multiples of Rs. 5,000 Four times Remittances are permitted to  
to an account main- subject to a minimum of a week each of the scheduled bank 
tained with the Reserv; Rs. 25,000. offices, branches, sub-offices 
Bank. or pay offices, subject.to the 

conditions specified m the 
preceding columns. 

(ii) From an account with At par 
Reserve Bank to an  
agency office. 

3 .  Other remittances to its At premium-2P% No limit. 
account with Reserve Bank minimum Re. 11- 
from an agency office. 

4. All other remittances 
favouring- 

do. Fifteen times 
a week 

N o  limit - 

(a) Themselves or a com- Up to Rs,5,000- do. do. 
mercial o r  co-operative 3P % minlmum 
bank or a co-operative Re. I/-: 
society. 

Over Rs. 5,000- j 
2P % mlnlmum 
Rs. 1.50 

(b) Other parties .. Upto Rs:5,000- do. do. 
6P % rnlnlmum 
Re. 114 1 
Over Rs. 5,000- 

> 
3P% mlnlmum 
Rs. 2/- J 

: Drafts for small amounts a t  12P% minimum Re. 0.25. 
Note: (i) 'Week' mcans the period commencing from a Saturday and ending with the succeeding Friday. 

(ii) Where remittances arc sent by telegraphic tra~~sfet, telegram charges are payable in addition to exchange; charges. 
(iii) Remittanocs under item (4) above c a n  also be made to or from treasury agencies. 
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111. For Non-Scheduled Banks : 

A non-scheduled bank may remit funds by telegraphic transfers, mail transfers or  drafts through offices of the Bank 
and agencies as detailed below : 

Whether at par or Limits on amounts Frequency of Remarks 
at premium remittances 

1  2 3 4 

1. Between accounts at At par In multiples of Rs. 5,000- No limit 
Reserve Bank offices. subject to a minimum of 

Rs. 20,000. 

2. (i) From an agency office At par In multiples of Rs. 5,000- Four times Remittances are permitted to 
to an account main- subject to a minimum of a week each of the non-scheduled 
tained with the Rs. 10,000. bank offices, branches, sub - 
Reserve Bank offices or  pay offices, subject 

to the conditions specifiedinthe 
preceding columns. 

(ii) From an account with At par In multiples of Rs. 5,000 Fifteen times - 
the Reserve Bank to subject t o  a minimum of a week 
an agency office. Rs. 10,000. 

3. Other remittances favouring : 

(a) themselves . . . . At premium Up to Rs. 5,000-3P% - 
minimum Re. I/-* 
Over Rs. 5,000--2P% 
minimum Rs. 1 .50 

(b) third parties . . . . At premium Up to Rs. 5,000-6P% - 
minimum Re. I / -*  
Over Rs. 5,000-3P% 
minimum Rs. 3/- 

- 
* Drafts for small amounts at 12P% minimum Re. 0.25. 

Note: (i) 'Week' means the period commencing from a Saturday and ending with the succeeding Friday. 
(ii) Where remittances are sent by telegraphic transfer, telegram charges are payable in addition to exchange charges. 

(iii) Remittances under item (4) above can also be made to or from treasury agencies. 

IV. For State Co-operative Banks : 

A State Co-operative Bank may remit funds by telegraphic transfers, mail transfers or  drafts from offices of the Bank 
and agencies, as detailed below: 

Whether at par or  Limits on amounts Frequency of Remarks 
at  premium remittances 

1 - 2 3 4 

1. Between accounts at 
Reserve Bank offices. 

2. (i) From an agency office: f 
(a) to an account 

maintained with 1 
Reserve Bank . . 

(b) t o  the head officc 

I 
account of the 

with an agency 

i 
State Co-operative 1 
Bank maintained : 

omce J 

At par In multiples of Rs. 10,000 No limit Remittances are also allowed 
--subject to a minimum betwcen accounts of any two 

of Rs. 50,000. State Co-operative Banks. 

In multiples of Rs. 5,000 Four times Central and industrial co- 
--subject to a minimum a week operalive banks are treated as 
of Rs. 25,000. branches of State Co- 

operative Banks to  whlch they 
are afFiiiated for the purposes 
of these facilities. 

At par 
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(ii) From an account with At par In multiples of Rs. 5,000 Fifteen times A State Co-operative Bank Resefie Bank to a n  -subject to a minimum a week 
of Rs. 25,000. a n  make only 15 remittances agency office. in all in a week to any of its 

branchcs a t  upcountry centres 
and not 15 remittances to 
each of its branches. 

3. other remittances to a n  At ~ R m i u m  2P% minimum Re. 11- N~ limit 
account which it maintains 
with the Reserve Bank 
from a n  agency office. 

4. All other remittances 
favouring : 

(a) themselves . . . . At premium Up t o  Rs. 5,000-3P%] No limit 

t 
(i) Csntral and industrial 

minimum Re. 0.25 co-operative banks affi- 
liated t o  a State Co- 

Over Rs. 5,000-2P% operative Bank are 
minimum Rs. 1 .SO j treated as branches of 

the latter. 

(ii) Remittances will be 
issued t o  a State Co- 
operative Bank or society 
in its own favour on any 
centre a t  the instance of 
the State Co-operative 
Bank irrespective of 
whether it has a n  ofice 
at  that centre or not. 

(b) third parties . . . . At premium U p  t o  Rs. 5,000-6P %7 No limit 
m~nimurn Re. 0 .25  

Over Rs. 5,000-3P % 
minimum Rs. 31- 

Note: (i) State Co-operative Banks, which are scheduled banks, will be able to avail themselves of remittance facilities 
only under thls clause and not under Item 11. 

(ii) 'Week' means the period commencing from a Saturday and ending with the succeeding Friday. 
(iii) Where remittances are sent by telegraphic transfer, telegram charges are payable in  addition to the exchange 

charges. 
(iv) Remittances under item (4) above can also be made to or from treasury agencies. 
(vl Co-o~erative bankslsocieties whlch are not affiliated to any State Co-operative Bank are also entitled to  remittance . , 

faciliiies a s  i n  item (4) above. 
(Source: Department of Government and Bank Accounts, RBI and "Reserve Bank of India Remittance Facility 

Scheme, 1975", Booklet). 



CHAPTER 3 

CO-OPERATIVE BANKING 

3.1 During 1980-81, efforts towards the strengthening of institutional 
arrangements for facilitating the larger flow of credit to the agricultural 
and other rural sectors were stepped. up. With this end in view measures 
were taken as in the previous years for strengthening the co-operative 
banking structure, safeguard-ing the interests of the weaker sections 
and minimising the disparities in the flow of credit to various regions. 

3 .2  During 1979-80 d.eposits with SCBs, CCBs and. PACS increased 
by 14.4 per cent, 17.9 per cent and. 8 .3  per cent, respectively, as against 
22.1 per cent, 21.2 per cent and. 30.9 per cent, respectively, in the pre- 
vious year. 

3 . 3  Preliminary steps for the establishmeizt of the National Bank for 
Agriculture and Rural Development (NABARD) were initiated. 

I. PROGRESS OF CREDIT CO-OPERATIVES 

0 ver vie w 

3.4 The progress of co-operatives at the three levels of the co-operative 
credit structure during 1977-78 to 1979-80 is indicated in Table 3.1. 
Deposits with SCBs and CCBs rose from Rs. 1,226 crores and Rs. 1,669 
crores, respectively, at the end. of June 1979 to Rs. 1,402 crores, and 
Rs. 1,968 croresat the end. of June 1980; those with the PACS increased 
fieom Rs. 216 crores to Rs. 234 crores. However, there was a deceleration 
in the growth rates of deposits of SCBs, CCBs and PACS during 1979-80; 
these were lower a t  14.4 per cent, 17.9 per cent and 8 . 3  per cent, res- 
pectively, as against 22.1 per cent, 21.2 per cent and 30.9 per cent, 
respectively, d.uring 1978-79. The growth in membership of PACS 
was also lower, membersh;~ increasing by 15 lakhs to 541 lakhs in 1979- 
80 showing a rise of 2 . 9  per cent only as against an increase of 47 lakhs 
or 9.8 per cent during 1978-79. The total loans issued by PACS during 
1979-80 amounted to Rs. 1,536 crores as against Rs. 1,458 crores in 
1978-79, showing a growth rate of 5 . 3  per cent in contrast to 14.5 per 
cent witnessed in 1978-79. The deceleration in growth rates of deposits 
and loan operations could be ascribed to the drought conditions pre- 
vailing in large parts of tile country during 1979-80, which affected agri- 
cultural operations and incomes. 

3.5 There was further cl.eterioration in the recovery performance of 
co-operatives at the apex and central levels. In the case of SCBs, the 
percentage of overdues to outstanding credit rose from 7 .2  per cent at 
the end of 1977-78 to 8 . 9  per cent a jear later and further to 11.9 per 
cent at the end of 1979-80; the corresponding rise in the CCBs was from 
35.7 per cent to 35.9 per cent and then to 36.7 per cent. In contrast, 
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TABLE 3.1-PROGRESS OF CO-OPERATIVE CREDIT hlO\'EhlENT IN IN1)IA 

____----4- - - - - - -  (Rupees Crorcst ----- ----. - 
Type of institutions - - - A  Co-operat ive year (July-June) 

1977-78 -- 1978-701' 1079-XOP ---------- 
__-,--------- 

1 2 3 
--------l___---______- 

(a) State Co-operative Banks 

(i) Number . . . . . . . . . . 
iii) Owned ~ u n h s  . . . . . . . . . . 

26+ 

. . 
214 

(iii) Deposits . . . . . . 1,004 
(iv) Borrowings from the RBI . . . . . . 470 

Of which 
Short-term Agricultural Purposes . . . . . . 289 
(v) Working Capital . . . . . , . . 1,822 
[vi) Loans Issued . . . . . . . . . . 2,023 
(vj i )  Loans Outstanding . . . . . . . . 1,338 
(~111) Loans overdue . . . . . . . . . . 96 

(b) Central Cu-operative Banks 

( i j  Number . . . .  . . . . . . . . 3385 338 
(ii) Owned Funds . . . . . . . . . . 484 546 
(iil) Deposits . . . . . . . . 1,377 1,669 
(iv) Borrowings from the R B I / A ~ ~ ~  banks . . 784 806 
(v) Working Capital . . . . . . . . 2,954 3,376 
(vj) Loans Issued . . . . . . . . . . 2,116 2,432 
(vn) Loans Outstanding . . . . . . . . 2,115 2,328 
(viii) Loans Overdue . . . . . . . . . . 754 835 

(c) Statelcentral Land Development Banks 

(i) Number . . . . . . . . . . . . 19 19 
(ii) Owned Funds . . ' . . . . . , . . 213 235 
(iii) Dabentures Outstanding . . . . . . 1,691 1,765 
(iv) Working Capital . . , . . . . . 2,082 2,196 
(vj  Loans Issued . . . . . . . . . . 2 39 249 
(ki) Loans Outstanding . . . . . . . . 1,305 1,392 
(vii! Loans Overdue . - . . 127 166 
(viii! Loans to Individuals by 'CLD&;PLD& 

(a) Issued . . . . . . . . . . . . 238 
(b) Outstanding . . . . . . . . . . 1,276 
(c) Overdue . . . . . . . . . . 135 

(d) Primary Agricultural Credit Societies 

(i  Nu~nbcr (in thousands) . . . .  . . . . 116 96 95 
(ii) Membership (in thousands) . . . . . . 478,60 525,659 54 1,40 
(iil) Owned Funds . . . . . . . . . . 555 618 644 
(iv) Deposits . . . . . . . . . . 165 216 2 34 
(v) Borrowings . . . . . . . . 1,616 1,831 1,978 
(vi) Total Loans issued . . . . . . . . 1,273 1,458 1,536 
(vii) Total Loans for Agricultural Purposes . . 1,207 1,383 . . 
Of which 

Mcdium-term Loans & Long-termLoans 

(\ iii) Total Loans Outstanding . . . . . . 1,798 
(ix) Total Loans Overdue . . . . . . . . 809 

P Provisio~lnl Data. 
f Exclutlinc six banks in Assam which were under process of amalgamatioil and later merged with the Assam Co-opaative 

Apcs ~ a n k  Ltd. 
-i- Excludcs Arunachal Prrldcsh State Co-operative Bank. 

. . Not Av:~ilablc. 
(Source : Agricultural Credit Department, RBI). 
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the overdues of PACS registered a marginal fall to 44.3 per cent at the 
end of 1979-80 from the preceding two years' level of 45 per cent. 

Deposit Rates 

3.6 In the context of the need. to step up the mobilisation of financial 
savings, interest rates payable by co-operative banks on term d.eposits 
and cumulative d.eposits were revised in line with those payable by the 
commercial banks, with effect from March 2, 1981 as indicated in Table 
3.2. 

TABLE 3.2-CHANGES IN INTEREST RATES ON DEPOSITS I N  CO-OPERATIVE BANKS 

(Per cent per annum) 

Effective from 

(a) For deposits of one year and above but less than two 7 
years . . . . . . . . . . . -  1 > 7 .o 

(b) For deposits of two years and above but less than 
three years . . . .  . . . . . . . . J 

(c) For deposits of three years and above but less than 
five years . . . . . . . . . . . . 8.51 

(d) For deposits above five years . . . . . . 10.0 j 10.0 

-- 

(Source : Agricultural Credit Department, RBI). 

However, the discretion to pay additional rate of interest on deposits 
upto 0.25 per cent, 0.50 per cent and 1 per cent, continued to be avail- 
able to SCBs, CCBs and PCBs, respectively. 

Lending Rates 

3.7 The lending rates were modified with effect from July 1, 1980. 
These rates were revised further on March 2, 1981, as a result of 
changes in interest rates on deposits. The revised rates continue to 
maintain proper alignment between those charged on short-term ad- 
vances and term loans (Tables 3.3, 3.4 and 3.5). 

11. AGRICULTURAL CREDIT 

A. Short-Term Credit 

(a) Short-Term Credif Litnifs for Fina~zcitzg Se(lsorza2 Agricldtltrnl Opera- 
tions 

3.8 The facilities provided by the RBI to the co-operatives along with 
rates of interest on refinance are presented in Table 3.6. The RBI 
continued to sanction to SCBs short-term credit limits for financing 
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TABLE 3.3-RATES OF INTEREST CHARGED AT VARIOUS LEVELS OF CO-OI'ERATLVE STKUCTURE 
(SHORT-TERM LOANS) 

-- - (Per ccnt per annun11 -- ---- 
StatesIUnion 
Territories 

Apex Central Primary Effective 
Banks Co-operative Agricultural from 

Banks Credit 
Societies - 

1 2 --- --- 3 4 --- 
Andhra Pradesh . . 6.00 to 7.00 6.50 to 9.25 7.00 to 11.25 1-1-1979 

Bihar . . . . . . 6.75 (6.75) 8.75 (8.75) 12.25 (1 1.85) . . 

Haryana . . . . . . 6.50 9.50 12.50 2-3-1981 

Himachal Pradesh . . 6.30 10.00 12.50 . . 
Jammu & Kashmir . . 6.50 8.50 11.00 

Karnataka . . . . 7.15 (6.75) 9.85 (9.20) 13.00(11.85) 

Kerala . . . . . . 6.75 8.75 12.00 1-7-1981 

Madhya Pradesh .. 7.00(6.50) 10.00 (8.50) 13.50(11.00) . . 
Maharashtra . . . . 6.25 

Orissa . . . . . . 7.00 

Rajasthan . . .. 8.60(7.00) 12.00 (9.75) 15.00 (12.50) 2-3-1981 

Tamil Nadu . . . . 6.66 (6.66) 9.50 (8.00) 12.00 (10.50) , . 
Uttar Pradesh . . . . 6.50 (6.50) 8.75 (8.75) 14.00 (12.00) . . 
West Bengal . . . . 6.90 (6.90) 9.20 (9.20) 13.00 (11 .OD) . . 
hlanipur . . . . . . 11.00 (10 .OO) @ 15.00 (12.50) 2-3-1981 

Meghalaya . . . . 10.25 @ 11.75 2-3-1981 

Nngaland . . . . 9.50 @ 11.75 . . 
Tripura . . . . . . 9.75 @ 12.50 2-3-1981 

Union Territories 

Andaman & Nicobar . . 9.35 

Chandigarh . . . . 12.00 

Delhi . . . . . . 13.00 (10.50) 

Goa, Daman & Diu . . 7.00 

Pondicherry . . . . 8.75 (8.50) 

Note : 1 .  Arunachal Pradesh has yet to start loaning operations. 
3. Figures in brackets i n d i ~ ~ t e  rates charged to small farmers. 

Tlicrc arc no CCBs in these areas. 
. . Not available. 

(Source : Agricultural Credit Department, RBI). 



~i'All1,li 3..1-l<i\.rI:S 0 1 :  IN.Tfil<[:S.P (.tlARGEI) AT VARIOUS LEVELS OF TIiE 
CO-Ol'I<l~A.I'IVF STHUC'TUIIE (ME1)IUILI-TERM LOANS: 

(Per cent pcr annum) 
- ____I----- 

_---____ 
G n t r a l  Primary 

Apcx Banks Co-operat ive Agricultural Credit Effecthe from 
Banks Societies 

Karnatakn . . . . . . . . . . 6.50 to 6.75 8.35 t o  9 .25  10.50 to 12.50 1-1-1979 
(6.50) (8.50) (1 1 .OO) 

Kcraln . . . . . . . . . . 6.50 to 6.75 8.00 to  8.50 10.50 to 11  .50 1-7-1951 

Madhya I'radesh . . . . . . . . 6.50 9.50 12.50 

hlaharashtra . . . . . . . . . . 6.25 8.00 11 .OO 

Rajasthan . 
Tamil Nadu . . 

Uttar Praciesh 

\Vest Bengal . . 
Manipur . . 
Meghalaya . . 
Nagaland . . 

Tripura . . 

Union Territories 

Andaman & Nicobar . . . . . . 12.00 to 14.00 @4 14.00 to 16.00 . . 
(12.00, (14.00) 

Chandigarh . . . . . . . . . . 12.00 @ 13.00to13.50 . . 
Delhi . . 

Goa, Daman & Diu 

Pondicherry . . . . . . . . . . 8.50 f i ~  10.50 2-3-1 98 1 

Note: 1 .  Figures in brackets indicate rates charged to small farmers. 
,% There arc no CCBs in these areas. 
. . Not available. 

(Source: Agricultural ('redit Ihpartmcnt, RBI,. 



CO-OPERATIVE BANKING 89 

TABLE 3.5-hfAXIMUM LENDING RATES CHARGED BY PACS AND LIIBY '1.0 UL'I'IXIAI'I: I~ORIZU\V13KS 

(Effective March?, 1081) 
( I'cr cc11t 17er :11111 u111\ 

- - - - - -- - 

Short-term agricultural loans 

(a) Small farmers . . . . . .  . . . . . . . . . . Not cxcccding 12.5 for 1o:ins up to 
Rs. 5,000 

(b j  Others .. . . . . . .  . . . . . . . . . . Not exceeding l5.0* 

hledium-term agricultural loaus 

(a) Minor irrigation and land developnicnt . . . . . . . . 
(b) Diversified purposes . . . . . . . . . .  . . . . 
(c) Other than diversified purposes : 

(i) to  small farme~s . . . . . . . .  . . . . . .  

(ii) to others . . . . . . . . . . . .  . . 

Long-term agricultural loans 

(a) Minor irrigation and land dcvelopmcnl . . . . . . . . 
(b) Diversified purposes : 

(i) Small farmers . . . . . . . . . . . . . .  
(ii) Others . . . . . .  . . . . . . . . . . 

* Not exceeding 12.5 in t h o x  States where the present rate for those othcr than small farmers is 11 . 85 .  
(Source : Agricultural Credit Department, RBI). 

seasonal agricultural operations at three per cent below the Bank Rate1. 
As in previous years, the facility of full concessional rate of interest was 
linked with efforts made for deposit mobilisation under a scheme evolved 
for the purpose. The number of banks covered under the scheme was 
297 (six SCBs and 291 CCBs) during 1979-80. During the year 1979-80, 
only 11 CCBs did not get full benefit of the concessional rate of interest 
under the scheme as against 20 CCBs in 1978-79. 

3.9 The short-term credit limits sanctioned by the Bank to SCBs during 
1980-81 for financing seasonal agricultural operations amounted to 
Rs. 798 crores as against Rs. 783 crores in 1979-80. 

3. 10 Out of the total limit of Rs. 798 crores, suppleinentary short-term 
credit limits aggregating Rs. 98 crores were sanctioned to 10 SCBs on 
behalf of 124 CCBs for financing rabi crops during 1980-81. 

3.11 The SCBs were advised to enhance the scale of finance for dif- 
ferent crops in view of the average hike of 38 per cent in fertiliser costs, 
so that cultivators could get adequate credit to use fertilisers. The 
RBI also indicated its willingness to sanction additional short-term 
credit limits, if necessitated by the revision of scales of finance. 

I. Bank Rote was raised fro111 9 per cent t o  10 per cent with efiect from the close of business o n  July 11, 
1981. 
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1't\131,E .I.(,--NESliRVE IIANK CREIIIT TO CO-OI'ERATLVES, STATE GOVERNMENTS AND ARDC DURING 
1979-80 A N D  1980-8 1 

(Rupees Crofes) 
- ---- --- .- -- 

Section of thc Tcrni-~he, '  Purposc-wise Period for 1979-80 1980-8 1 
RBI Act. 1934 Financc which limits 

are sanctioned Li- Dra- Re- Out- Li- Dra- Re- Out- 
mits wals pay- stand- mits wals pay- stand- 
sanc- ments ings sanc- ments ings 
tioned tioned 

----- 
1 2 3 4 5 6 7 8  

. . . .  I. Sltort-tern1 . . . . 
17(2) (h) rci~tl (i) Seasonal :~gricultuml ope- July-June 
with 17(4) (c)/ rations (at 3 % below Bank 
Scctio~i 17 (4) (c) Rate fioni March 1978)* 

- tlo - (ii) M;irkctirig of crops other July-June 
than cotton a ~ i d  kapas (at 
Rank Ratc from June 
1978) . . . . . . 

1 
I 

17(4) (c) (iii) Marketing of cotton and July-Juno 
k;lpns iticl~rding nionopoly 
procurcmc~it of cotton (at 
flank Ratc from Junc 
1978) . . . . . . 

- tlo - (iv) 1'~lrchasc and distribution 

I 
of fcrtiliscrs (at 1 % above January- 
Bank Rate from June December + 
1978) . . . . . . 

17(2) (bb) rcad (v) Production and marketing 
wit11 17(4) (c) of handloom products (at 

24 below Rank Rate 
from March 1978) . . April-March 

- d o -  (vi) Financing of other cottagc 
and sn~all-scale industries 
(at 3h % below Bank Rate 
from March 1978)@ . . April-March 

1 7(4) (c) (vii) Purchase and sale of yarn 
(at Bank Rate) . . . . April-March 

- do - (viii) Agatnst pledge of sugar 
(at 3 % above Bank Rate) July-June 

17(4E) (ix) Loans to ARDC (at Bank 
Rate) . . . . . . July-June 

11. Medium-term . . . . 
17(4AA) read (i)  Agricultural purposes (at 
with 46A(2)(b) 3 % below Bank Rate 

from January I, 1979) . . January- 
17(4AA) rcad (ii) Conversion of short-term December + 
with 46B(2) loans into medium-term 

loans in scarcity affected 
areas including rephase- 
ment and reschedulement 
(at 3 % below Bank Rate 
fiom January 1979) . . July-June 

17 (4AA) as  (iii) Purchase of shares in co- 
determined under operative .sugar factories] January- 
Section 46A(2) (B) processing societies (at December+ 

Bank Rate) . . . . 
111. Long-term . . 

17(4AA) as (ij Loans to  State 'Govern- 
determined under ments for contribution to 
Section 46A(2) (a) share capital of co-opera- 

tive credit institutions (at 
6% per annumi . . . . April-March 

17(4AA) read with (iij Loans t o  ARDC (at 6 0/, 
Section 46A(2) (e) per annum) . . . . July-June 

TOTAL CREDIT (IfL[SL11j. . 1,199 1,208 1,169 819 1,148 1,443 1,257 1,004 
* Subject t o  rccovery of an additional interect of 1 f per cent as  per linking scheme. 
- Nil o r  Negligible. + Data for I979 and 1980. 
6 Including small amounts relating to advances to artisans and weavers at  3 % below Bank Rate. 
£ In the case of one State Co-operative Bank, data wcrc available as on Fcbruary 28, 1981. 
(Source : Agricultural Credit Dcpartmcnt, Rill). 
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3.12 The seasonality discipline in lending operations of co-operatives 
continued during the year. From April 1, 1981, the SCBs, were not 
permitted to make dra~vals on the credit limits sanctioned by the RBI on 
behalf of the CCBs unless the concerned CCB had recovered and remitted 
to the apex bank by March 31, 1981 a t  least 40 per cent of the current 
kharifdernand under short-term agricultural loans or 30 per cent of the 
total demand under short-term agricultural loans, as o n  March 3 1, 198 1. 
From July 1, 1981, the drawals are permitted only on behalf of such 
CCBs which remit to the apex bank an amount equivalent to at least 
40 per cent of the total demand in respect of short-term agricultural 
advances for the year 1980-81. In the case of Tamil Nadu, the seasonality 
discipline was relaxed at the request of the State Government, as the poor 
recovery performance of CCBs was due to the prolonged agitation of 
farmers in the State. 

(b) Financing of Non-defaulting and New Mernbers o j  PACS 

3.13 During the year, the Registrars of Co-operative Societies were 
advised to relax the norms for minimum recovery performance so as to 
enable the PACS to finance new and non-defaulting members. With a 
view to ensuring the uninterrupted flow of credit to agriculturists, the 
SCBs were advised to provide necessary financial assistance out of their 
own resources to CCBs whose overdues exceeded 60 per cent of the 
demand and were consequently not eligible for credit limits from the 
RBI in the normal course. 

(c) Short-Term Credit Limits for Financing Marketing of Crops and 
Selective Credit Control 

3.14 The credit limit sanctioned for financing the marketing of crops 
during 1980-81 aggregated Rs. 18 crores, including the limit sanctioned 
for marketing of cotton and kapas, as against Rs. 57 crores during 1979-80. 
The sharp decline was possibly due to the availability of adequate resources 
with the SCBs and the CCBs and, to some extent, the operational in- 
efficiency of marketing societies to link credit with marketing in the re- 
covery of production credit out of marketing finance. 

3.15 In view of the steep rise in prices of gur and khandsari, the mini- 
mum margin requirements for advances against these commodities were 
increased from 50 per cent to 65 per cent in the case of co-operative socie- 
ties engaged in the manufacture of these commodities and from 60 per 
cent to  75 per cent for others, effective November 10, 1980. In the case 
of advances against the receipts of Central and State Warehousing 
Corporations or rural godowns, the minimum margin was raised to 55 
per cent from 25 per cent. These revised margins were also made appli- 
cable to PUCBs in Gujarat, Karnataka and Maharashtra. 

3.16 The minimum lending rates against commodities subject to  selective 
credit control have been enhanced for SCBs and CCBs in the country and 
for PUCBs of G ~ j a r a t ,  Maharashtra and Karnataka from July 1 ,1980 
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so as to maintain parity with lending rates for such advances by co- 
mmercial banks1. Ln respect of certain special categories of advances/ 
borrowers, the rates were further revised from March 2, 198 1. 

(d) Advances against Receipts of Rural Warehouses 

3.17 As a sequel to the acceptance of recommendation of the Working 
Group on Additional Storage Facilities in Rural Areas, co-operative banks 
have been permitted to grant advances against warehouse receipts issued 
by rural warehouses on lines similar to those against CentralIState 
Warehousing Corporation receipts in the case of commodities covered 
under selective credit control measures. Further, for such small advances 
up to Rs. 5,000 against commodities for which support prices have been 
announced and procurement arrangements exist, certain relaxations in 
margin requirements and lending rates have been granted. 

(e) Distribution of F'ertilisers 

3.18 Where commercial banks were not in a position to provide finan- 
cial accommodation, the RBI continued to sanction credit limits to the 
SCBs on behalf of marketing societies and federations during 1980 and 
1981 at one per cent above the Bank Rate. The credit limits sanctioned 
for this purpose during 1980 aggregated Rs. 4 crores against Rs. 7 crores 
sanctioned during 1979. 

(f) Dairy Co-operatives 

3.19 The RBI has decided to provide a separate line of credit, at Bank 
Rate, by way of refinance facility to the SCBs on bahalf of the CCBs for 
financing the marketing and processing activities of dairy co-operatives. 
The decision is a sequel to the recommendation made by the Agricultural 
Credit Board. The refinance limits will be sanctioned with reference to a 
co-operative year (July-Ju~e) and each drawal will be confined to 90 days. 
The margin' to be maintained by dairies in respect of loans from co-opera- 
tive banks is 40 per cent of eligible book debts. In the case of stocks 
(valued at cost price), the margin will be 25 per cent for pledge and 40 per 
cent for hypothecation of stocks. If the valuation is done at  ex-factory 
price, an additional margin of 10 per cent may be insisted upon. 

B. Medium-Term Credit 

3.20 For the calendar year 1981, the RBI made a n  allocation of Rs. 45 
crores from the National Agricultural Credit (Long-Term Operations) 
[NAC(LTO)] Fund for medium-term loans. Out of the provision 
of Rs. 45 crores, credit limits of Rs. 18 crores were sanctioned till June 
1981 as against Rs. 24 crores during the half-year ended June 1980. To 
become eIigible for this facility of medium-term credit limits, the overdues 
of CCBs should be less than 60 per cent of the demand made on the 
primary societies, as on June 30, 1980. 

An option was, however, given to SCBsICCBsand PUCBs to raise the rates fro*, Scptcmbcr 4, 1980 
and October 7, 1980, rcspectivoly. 
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3.21 The Bank continued to, sanction nledium-term conversion limits 
from the NAC (Stabilisation) Fund for enabling the SCBs/CCBs to 
convert the short-term agricultural loans of the farmers into medium- 
term loans due to natural calamities. Medium-term conversion limits 
aggregating Rs. 60 crores were sanctioned to the SCBs during the year 
1980-81 as against Rs. 117 crores in 1979-80. As some SCBs had not 
adopted themselves to the procedural requirements and State Governments 
were also required. to streamline their administrative arrangements in this 

. regard, the grace period of three months granted to the SCBs for the re- 
payment of their borrowings from the RBI to avail themselves of facilities 
for the conversion of short-term agricultural loans into medium-term 
loans was further extend.ed by two years up  to June 30, 1982. 

C. Long-Term Credit : Loans jrom N A  C (LTO) Fund 

(0) Loans for Share Capital Coiztributio~z 

3.22 Consideriilg the difficulties experienced by the PACS in investing 
higher amounts in the shares of CCBs than share capital collected from 
their members, it was decided to reduce the ratios of shares to borrowings 
as between societies and the CCBs for short-term production credit as 
follows : 

TABLE 3.7-PROPORTION OF SHARE HOLDINGS TO BORROWINGS IN CO-OPERATIVES 

(In per cent) 

As between 

Type of borrower Members & PACS PACS & CCBS CCBs & SCBs - ---------- --- 
1 2 3 

1. SmalljMarginal farmers and economically weaker 
sections . . . . . . . . . . . . 5 

2. Other farmers . . . . . . . . . . . . lo* 10 5 

*Discretion is given to PACS/SCBs to collect additional share capital u p  to 20 per cent. * * As against 10 per cent earlier. 
(Source : Agricultural Credit Department, RBI). 

Consequently, the facility of providing loans from NAC (LTO) Fund to  
State Governments for additional share capital contribution to PACS 
for making good. the deficit in their share capital collected from members, 
introduced in 1979-80, is being discontinued from 198 1-52. 

3.23 During 1980-81, loans amounting to Rs. 13 crores were sanctioned 
from NAC (LTO) Fund to 17 State Governments for contributing to the 
share capital of 5,284 co-operative credit institutions as compared with 
Rs. 20 crores to 16 State Governments for 8,104 co-operative credit 
institutions in 1979-80. The amount of loans sanctioned and the number 
of co-operative credit institutions during 1980-81 are lokyer than those 



during the previous year due to reorganisation of PACS and large 
number of institutions being ineligible for share capital contribution. 

(b) Loans to ARDC 
3.24 The Bank sanctioned out of the NAC (LTO) Fund a loan of 
Rs. 95 crores (Rs. 8 5 crores for 10 years and Rs. 10 crores for 15 years) to 
the ARDC for the year 1980-81 as against Rs. 85 crores sanctioned 
during 1979-80. The loan was fully drawn by the Corporation as at 
endJune 1981. 

(c) Regulation oJ Advances 
3.25 The norms regulating advances by the State Land Development 
Banks (SLDBs) to Primary Land Development Banks (PLDBs)/brz:nches 
of SLDBs based on their recovery performance continued to be operative 
with certain modifications. The PLDBsJbranches of the SLDBs having 
overdues above 55 per cent of demand were permitted to grant supple- 
mentary term credit on a very limited scale. 

3.26 PLDBsIbranches of the SLDBs with restricted eligibility for re- 
finance are now permitted full drawal of reimbursement from the SLDB 
for the disbursement of second and subsequent instalments in the case of 
composite loans sanctioned for wells and electric motors though the 
borrower might have completed the well prior to the last financial year, 
but could not avail of the loan instalment for purchase of electric motors 
on account of the non-availability of electric connection. This is expec- 
ted to help borrowers to derive optimum benefit from their investments. 

3.27 In order to encourage larger flow of credit to small/marginal far- 
mers, PLDBsjbranches of the SLDBs having restricted eligibility for 
refinance have been permitted to draw funds from SLDBs to the full 
extent, both under normal programme and ARDC refinanced schemes/ 
programme for the purpose of financing families identified as such under 
IRDP. 

C 

(d) Resources oJ LDBs 

3.28 The total lending programme of SLDBs for the financial year 
1980-81 both under normal and ARDC refinance schemes was fixed at 
Rs. 439 crores (Table 3.8). 

3.29 As against the ordinary debenture programme of Rs. 1 15 crores, 
the debentures floated by the banks aggregated Rs. 96 crores. The 
support expected to be received from various institutions under ordinary 
debenture programme for the financial year 198 1-82 is given in Table 3.9. 

(e) Floatation o j  Rural Debentures 

3.30 The rate of interest on Rural Debentures continued to be 12 per 
cent. None of the SLDBs in the country, however, floated Rural Deben- 
tures during the financial year 1980-8 1. 
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TABLE 3.8-LAND DEVELOPMENT BANKS (DEBENTURE PROGRAMME) 

(Rupees Crores) 

1979-80 ' 1980-8 1 1981-82 
(Provisional) 

1 2 3 

1. Total Resources . . . .  . . . . . . 434 439 408 

Of which to be raised through 

(a) ARDC special debentures . . . . . . . . 298 314 301 

(b) Ordinary debentures and internal sources . . 136 125 107 

2. Of 1 (b) to be raised through 

(a) Internal sources . . . .  . . . . . .  11 10 7 

(b) Ordinary debentures .. . . . . . . 125 115 100 

3. Actual Floatations out of 2(b) . . . .  . . . . 92 96 

(Source : Agricultural Credit Department, RBI). 

TABLE 3.9-CONTRIBUTIONS TO ORDINARY DEBENTURE PROGRAMME OF SLDBS 

(Rupees Crores) 

1980-8 1 1981-82 - 
Target Achievement Target 

1. Central and State Governments . . 
2. Life Insurance Corporation of India . . . . . . 45 .O 45.0 45 .O 

3. Commercial Banks (through IBA) . . . . . . 10.0 10.0 10.0 

4. State Bank of India Group . . . . . . . .  10.0 10.0 10.0 

5. Mutual support and self help . . . . . . . . 38.0 18.2 27 .O 

Total . . . . . . . . 115.0 95.8 100.0 

(Source : Agricultural Credit Department, RBI). 

(f) Perspective on Lending Operations 

3 . 3  1 On the basis of resources expected to be available to the co-opera- 
tive credit system during the Sixth Plan period (1980-81 to 1984-85) the 
short-term production credit disbursements are estimated to rise to 
Rs. 2,500 crores in 1984-85. Disbursements of medium-term loans during 
the V I  Plan period are estimated at Rs. 950 crores; and the aggregate 
long-term credit disbursements are estimated at Rs. 2,150 crores. 

I11 NON-AGRICULTURAL CREDIT 

(a) Spreads and Rates oj  Interest jor Loarzs to lnd~rstrial Units 

3.32 With effect from July 1, 1980, the primary (urban) co-operative 
banks were allowed to retain a spread of 2 1/2 per cent instead of 2 per 
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cent on their advances to approved industrial units in respect of financial 
accommodation provided to them und.er Section 17(2)(bb) read with 
Section 17(4)(c) of the RBI Act, 1934. Consequently, the spreads to be 
maintained at various levels and the rates of interest to be charged to the 
ultimate borrowers were fixed as under : 

TABLE 3.10-SPREADS AND RATES OF INTEREST FOR LOANS TO INDUSTRIAL UNITS 

(Per cent) 

Spread to be retained Ratc of interest to  be charged 
- - -- 

Catcgory of banks I 2 -- -- --- 
I. State Co-opcrativc Banks' lending to : 

(a) Ccntral Co-opcrntive Banks . . . . . . 8 7 

(b) Primary Urban Co-operntivc Banks . . . . 1 7;- 

11. Central Co-operative Banks' lending to Primary Urban 
Co-operative Banks . . . . . . . . 1 8 

IU. Primary Urban Co-operative Banks' lending to indi- 
viduals/units engaged in cottage and small-scale 
industrial activities . . . . . . . . 2 $- 

(Source : Agricultural Credit Department, RBI). 
* : >  . .  . . . 

(b) Finance for Wea vers' Societies 

3.'33 The refinance at 2 112 per cent below Bank Rate granted by the 
RBI to SCBs for financing production and marketing of polyester cloth 
by primary handloom weavers' co-operative societies was extended for 
the financial year 1980-8 1. 

3.34 Loans and advances made by the SCBs and the CCBs to apex/ 
regional handloom and powerloom weavers' co-operative societies on a 
secured basis have been exempted from the purview of the RBI's Credit 

- Authorisation Scheme as applicable to co-opera tive banks. No prior 
authorisation of the RBI is now needed for sanctioning credit limits for 
financing the production and marketing activities of handloom and 
powerloom weavers' co-operative societies. Advances granted by the 
CCBs to weavers' co-operative societies using powerlooms not approved 
by the Textile Commissioner are, however, not eligible for refinance from 
the RBI. 

3.35 During the year 1980-81, the credit limit sanctioned by the RBI 
for prod.uction and marketing of handloom products aggregated Rs. 75 

'crores against Rs. 57 crores sanctioned during 1979-80. During the 
financial year 1981-82 (up to June 30, 1981), an amount of Rs. 49 crores 
was sanctioned for the purpose. 

3.36 Dul ing the financial yeas 1980-8 1, short-term credit li rni ts aggrega- 
ting Rs. 39 crores were sanctioned to 43 CCBs and 63 PCBs under section 
17(2)(bb) read with Section 17(4)(c) of t h e  RBI Act, 1934, for financing 
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industrial co-operatives (other than weavers' societies but including coir 
societies) and industrial units, as also rural artisans through PACS/FSS/ 
LAMPS engaged in any of the activities covered under the 22 broad groups 
of cottage and small-scale industries approved by the RBI, at a conces- 
sional rate of interest. Further, short-term credit limits aggregating 
Rs. 25 crores were sanctioned for the aforesaid purpose during the period 
April to June 1981, to one SCB on behalf of 26 PCBs. 

(c)  Limit on Advances against Shares 

3.37 With a view to discouraging the use of co-operative bank finance for 
speculative purposes and preventing the concentration of advances in the 
hands of a few borrowers, a ceiling was imposed on financial assistance 
against the securities of shares of joint stock companies. 

TABLE 3.11-CEILING ON ADVANCES AGAINST SHARES 

Catego~y of borrowers 
Limits i n  the case of primary co-operative banks whose total demand 
and time liabilities are 

less than Rs. 1 lakh Rs. 1 lakh and above 

1. Advances t o  any single party . . . . . . Rs. 5,000 5 %of DTL or Rs. 50,000 which- 
ever is  lower 

2. Total advances against shares of all the corn- 20% of paid-up share capital 20% of paid-up share capital 
panies put together . . . . . . . . and reserves of the bank and reserves of the bank 

3. Total advances against shares of any one 4 % of paid-up share capital and 4 % of paid-up share capital and 
company reserves of the bank reserves of the bank 

(Source : Agricultural Credit Department, RBI). 

IV. STRENGTHENING OF CO-OPERATIVE STRUCTURE 

(a) Reorganisation of PACS 

3.38 The programme of reorganisation of the base level structure 
through the a.malgamation of societies is more or less complete in Andhra 
Pradesh, Assam, Bihar, Haryana, Karnataka, Kerala, Madhya Pradesh, 
Punjab, Rajasthan, Uttar Pradesh, Manipur, Tripura and Meghalaya, 
However, in some States like Maharashtra, Jammu and Kashmir and 
Himachal Pradesh, steps have not been taken so far to implement the 
programme. In Gujarat, the progress made in implementing the re- 
organisation programme, which was drawn up a s  far back as 1976, was 
tardy. The reorganisation of PACS was in progress in Kerala and 
Tamil Nadu. 

3.39 As at the end of June 1980 the number of primary societies, includ- 
ing FSS and LAMPS declined to 95,187 from 1,17,549 as on June 30, 
1978. 
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3.40 To evaluate the impact of the reorganisation on the performance of 
PACS, a pilot study was conducted by the Bank in six States. The study 
revealed that the reorganised societies had recorded considerable expan- 
sion of credit and significant improvement in the coverage of small and 
marginal farmer households and in recoveries of loans. There was, 
however, scope for improving their non-credit activities. 

(b) Rel~abilitation of CCBsISCBs 
3.41 In view of their improvement in financial and operational effi- 
ciency, 24 CCBs were d.eleted from the list of weak banks, while 16 CCBs 
were brought under the programme of rehabilitation, as on June 30, 197g1. 
Thus, the number of weak CCBs under rehabilitation declined from 106, 
as on June 30, 1978, to 96 as on June 30, 1979. The number of SCBs 
under rehabilitation in areas served by the two-tier credit structure, 
however, rose from seven as on June 30,1978 to nine as on June 30,1979. 

(c) Rehabilitation of SLDBs 
3.42 The overdues of the LDBs in States like Bihar, Gujarat, Karna- 
taka, Maharashtra and Tamil Nadu persistently showed a steep rise over 
the last few years. The IDA had shown unwillingness to permit parti- 
cipation of banks, having overdues exceeding 55 per cent of the demand, 
in the World Bank-assisted ARDC-I11 Project unless a time-bound re- 
habilitation programme was implemented to improve their working. On 
the basis of proposals submitted by the SLDBs for the extension of total 
demand aggregating Rs. 70 crores and recommendations made by the 
joint study team of the RBIIARDC, these SLDBs have been allowed 
relief through deferment of repayment of amounts due on account of 
debentures held by the GOI, State Government and the ARDC to the tune 
of Rs. 55 crores, i. e., Rs. 25 crores under the ARDC schemes and Rs. 30 
crores under the normal programmes. 

3.43 The Bank received proposals from the LDBs of six States for the 
postponement of total demand, agpregating Rs. 30 crores in drought- 
affected areas during the year 1979-80. The RBI agreed to the post- 
ponement of demand. in the case of LDBs in Haryana, Rajasthan, Uttar 
Pradesh and West Bengal. The proposal of Orissa has been cleared 
while the proposal of Madhya Pradesh was cleared subject to the condi- 
tion that if GO1 for any reason is not in a position to postpone redemp- 
tion of ordinary debentures, the State Government should, in addition 
to the postponement of redemption of debentures held by them, pro- 
vide financial assistance to the bank, to bridge the gap that may arise 
between the inflow of funds and the commitments required to be met. 

V. OTHER DEVELOPMENTS 

(a) Credit Authorisation Scheme 

3.44 During 1980-81 eight SCBs and I I CCBs approached the RBI for 
authorisation in respect of 67 proposals for block capital finance on 

.- - - - - .- - 
I .  In addition, two CCBF were dc!cted from the list of neak banks due to arnalg3rnation with othcr banks 
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behalf of 52 manuhcturing/processing units. Autllori sa tion was g1.m tcd 
to five SCBs and six CCBs for an aggregate amount of Rs. 20 crorcs i n  
respect of 25 units. For granting working capital finance during thc 
same period, 13 SCBs and 38 CCBs submitted 440 proposals on behalf 
of 200 units. Authorisation was granted to 12 SCBs and 36 CCBs for 
an aggregate amount of Rs. 698 crores on behalf of 177 units. 

(b) Fitlancing oj Societies by Cotizt1lercic.1 Batllcs 

3.45 As on June 30, 1980, the scheme of financing of PACS by corn- 
n~ercial banks introduced in June 1970 was operating in 127 districts of 
13 States where 743 branches of 25 commercial banks had adopted 2,966 
societies. The average number of societies per branch continued to be 
four as against the norm of 10 societies per branch as envisaged for the 
operational viability of the scheme and optimum utilisation of field staff 
at branch level. During 1979-80, the commercial banks financed 1,866 
societies forming 63 per cent of total number of societies adopted by them, 
and provided short-term agricultural loans of Rs. 23 crores which worked 
out to an average of Rs. 1 . 2  lakhs per society financed, as against the 
corresponding figures of Rs. 26 crores and Rs. 1 .2  lakhs, respectively, 
during 1978-79. Medium-term loans disbursed d using the period 
(1979-80) for investment purposes amounted to Rs. 6 crores as against 
Rs. 5 crores in 1978-79. The total overdues of the societies declined 
inarginally from Rs. 36.3 crores, as at the end of June 1979, to Rs. 36 
crores as on June 30, 1980. 

3.46 Since the introduction of the scheme about six lakh new members 
had been admitted to the societies taken over by con~mercial banks till 
the end of 1979-80. The average increase in membership per society 
after its adoption by commercial banks worked out to 212. The total 
membership of all the societies taken over stood at 18.3 lakhs as on 
June 30, 1980. The borrowing membership of seven lakhs as on June 
30, 1980 represented 37 per cent of the total membership and was higher 
by one lakh over the year. 

(c)  Credit Guarantee Scheme for Small-Scale lndustries 

3.47 As on March 3 1, 1981, 11 SCBs, 97 CCBs and 87 primary (urban) 
co-operative banks had joined the credit guarantee scheme for small-scale 
industries by executing the necessary agreements. 

(d )  Crop Insurance 

3.48 The Pilot Crop Insurance Scheme initiated by the General Insur- 
ance Corporation (GIC) in 1979 was in operation in Gujarat, Tamil 
Nadu and West Bengal. To limit the financial liability under the scheme, 
a ceiling of Rs. 2,000 per farmer was fixed for crop insurance. During 
1980-81 the limit of business for Tainil Nadu and West Bengal 
was raised by the GIC at the instance of the GO1 from Rs. 1 crore to  Rs. 2 
crores each. Also during the year, an  area of about 16,660 hectares was 
insured for over Rs. one crore i n  the three States. The ~ ~ u n ~ b e r  of farmers 
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covered under the scheme was 20,443. The Government of Mahara- 
shtra issued orders for taking up the scheme on a mandatory basis in 
selected areas for small and marginal farmers. 

(e) Bnnlcitlg Regulutioir 
3.49 With the issue of licences to eight CCBs and 54 existing PCBs 
and 13 new PCBs during July 1980 to June 1981, the number of 
licenced co-operative banks rose to 304 as 011 June 30, 1981, from 230 
as on June 30, 1980, The number of licenced SCBs, CCBs and PCBs as 
at the end of June 198 1, stood at 7, 25 and 272, respectively. 
3.50 During 1980-81, 180 licences were issued to SCBs and PCBs for 
opening new places of business under Section 23 of the Banking Regula- 
t ion Act, 1949, as against 1 13 licences issued during 1979-80. 
3.51 The Committee on Urban Co-operative Banks had recommended 
that the existing salary earners' societies should not be permitted to 
accept deposits from non-members and such of these societies which 
accepted sucll deposits and were classified as PCBs should be asked to go 
out of the purview of the Banking Regulation Act, 1949. The RBI, on 
receipt of representations in this regard, decided that the existing salary 
earners' societies classified as PCBs might continue to function as banks, 
provid.ed they complied with the provisions of the BR Act, 1949. The 
rest of the societies will have to go out of the purview of the BR Act by 
refunding d.eposits of non-members. Moreover, the Bank directed that, 
in future, no salary earners' society accepting deposits from non- 
members should be registered by the Registrars of Co-operative Societies. 

( f) Deposit Insuvurzce Scheme 

3.52 With the extension of the Deposit Insurance Scheme to cover 
co-operative banks in Tamil Nadu, the number of States and Union 
Territories coming und.er the purview of the scheme stood at 13* and 
3", respectively, as at the end of June 1981. 

(g) Permission for Foreign Exchange Business 
3.53 As on. June 30, 1981, the number of urban co-operative banks 
au thorised to deal in foreign exchange was two-the same as i t  was a year 
ago. During the year, the Kerala SCB was permitted to accept only 
Rupee Term Deposits of non-residents, i .  e. to open and maintain ordi- 
nary non-resident rupee fixed deposit accounts. 

V1. AGRICULTURAL REFlNANCE AND DEVELOPMENT COR- 
PORATION (ARDC) 

3.54 As an apex development bank for agricultul-e, the A RDC has bee11 
playing an active role in promoting viable investments in agl-iculture and 
allied activities i n  different States. 

-- 
*Andhra Praderh, Ciujarrtt, Jammu & Ka.;hmir. Kitmataka, Kcral:i, hlactt~y:r Pradcsh. Maharnshtra. 
Oriw. Raja\th:tn, Tamil K:~du, 7-ripurn, Uttar iJradcth ancl West f$cr~gal. 
**f)clhi, C;oii. I)amnn anti JXtr ;rnd I'oridicherry. 



3.55 Since its inception in 1963 tillend-.lune 1981, ihe ARDC's com- 
mitments aggregated. Rs. 3,860 crores and. disburselnents Rs. 2,223 
crores (excluding short-term fiilailcc of Rs. 15 crores). During the year the 
ARDC sanctioned 4,494 schemes involving commitments of Rs. 819 
crores and made disbursements of Rs. 499 crores. During the previous 
year i t  had sanctioned. 3,657 schemes, with commitments of Rs. 757 
ci-ores and made d.isbursements of Rs. 41 2 crores. I'lie share of schemes 
for diversified. purposes, i .  e., other than minor irrigation, with com- 
mitments of Rs. 385 crores formed 55 per cent of the total number of 
sanctioned. scl~emes and 47 per cent of the total commitments during the 
year which is lower by eight percentage points in number and by three 
percentage points in con~mit,ments when compared with the position in 
the previous year. Agency-wise, the share of SCBs and RRBs in total 
ARDC. finance remained. unchanged. at  the previous year's level of two 
per cent each while the share ol' SLDBs increased marginally from 40 per 
cent to 42 per cent with a coriesponding fall in the share of commercial 
banks fro111 56 per cent to 54 per cent. 

3.56 Region-wise, the share of the Norillern Region in the total dis- 
bursements d.uring the year at  28 per cent was margil~ally liigher as 
conipared to 27 per cent during the previous year. However, the share 
of the Eastern Region at I 1  per cent had registered a marginal decline 
of one percentage point over that of the previous year. 111 the case of 
Southern, Western, Central and Not ih-Eastern Regions, their shares 
a t  23 per cent, 15 per cent, 22 per cent and  one per cent, respectively, 
remained the same as in the previous year. 

3.57 The Corporaticn continued its effoi ls in reducing inter-regional 
imbalances by stepping up its scheme f o ~  mulat ion efforts in the less-de- 
veloped. States. Tlle refinance disbursed in these States increased from 
Rs. 164 crores in 1979-80 to Rs. 192 crores in 1980-8 1 (Table 3.12). 
The number of blocks to be covered by one type of ARDC scheme or 
the other in the less-developed areas also narrowed down to 121 as 
against 185 in the previous year. Aillong the less developed States, 
all States except Bihsr, Manipur and Tripura improved their performance 
as compared with the previous year with Meghalaya availing of ARDC 
refinance for the first time. The culnulative position of schemes sanc- 
tioned i n  the less developed States, at the end of June 1981, stood a t  
7,448 wil h commitments and disbursements thereof a t  Rs. 1,78 1 crores 
and. Rs. 875 crores, respectively. 

3 .58 State-wise, Uttar Prad.esli availed of the largest share of refinance 
(Rs. 72 crores), followed by Aadhra Pradesh (Rs. 71 crores), Punjab 
(Rs. 68 crores), RIIaharashtra (Rs. 52 crores) and Haryana (Rs. 49 crores). 

3.59 The ARDC pursued its objective of benefitting the nlaximum 
numbel- of small farmers1 under its schemes. Thus, even after the 

-- -- ~. - .  ..-. .- - 

I . Accorclin_c to thc ARDC. a far111t.r cultivating land pro\.iding a prc-development~~l net return not 
cxcccding Rs. 2.000 pcr ;ilinurn at 1072 price<. is  clashified as a small fi~rriler-. The equivalent of tlie 
a b o ~ c  amounl based 011 1079-YO priccs is IIOW worl\cd ot~t at Ks. 3.500 per annum. Simil;~rly, the 
incotnc ceilir~g for thc  111~lii~illl f;~l-~iier is ~.evi.;cd fl.orn Rs. .l.500 t o  Ks. 6,100. 
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TADLE 3.12-DISBURSEMENTS BY ARDC TO LESS-DEVELOPED AND!OR 
UNDER-BANKED STATES 

(Rupees Lakhs) 

Slates 
1 2 3 4 5 

1.  Uttar Prntfcsh . . . . . . . . . . . . 37,20 43,17 48,77 56,60 72,49 

2. Mntlhyn Praciesh . . . . . .  . . . . 26,lO 16,70 16,66 36,47 38,Ol 

3. Bihnr . .  . . . . . . . . . . . . 16,96 18,64 22,53 24,68 24,46 

4. Orissa . . . . . . . . . . . . . . 5,65 8,16 8,75 13,15 19,79 

5. Wcst Bengal . . , . . . . . . . . . 5,90 9,96 10,45 9,s 1 9,84 

6 .  And;lm;~n & Nicobar . . . . . .  . . . . - - - 1 1 

7. Ass;rni 'k Othcr North-Eastern St:rtcs . . . . 8 3 3,09 2,79 3,07 6,30 

t i .  Rajasthan . . . . . . . . . . . . 7,87 13,12 16,16 18,15 18,90 

10. Hinlachal Prndcsh . . . . . . . . . . 2 2 3 50 1,85 1,94 

1 1 .  Total Disburscnlents (1 to 10) . . . . . . 

12. Total Disbursements (All India) . . . . . . 220,82 234,30 284,87 412,23 498,79 

Figures in brackets indicate percentages of row 11 to row 12. 
(So~rrce : Agricultural Refinance and Development Corporation.) 

upward revision of interest rates from March 2, 1981, the ARDC con- 
tinued the facility of concessional rate of interest of 10.25 per cent to 
small farmers, as against 12.50 per cent to others, under its schemes 
for diversified purposes. With the intensive efforts made by ARDC, 
the share of small farmers in ARDC d.isbursements increased from 35 
per cent in 1975-76 to 55 per cent in 1979-80 and further to 60 per cent 
in 1980-81. 

3.60 The JRDP launched in 1978-79 with a view to assisting small 
and marginal farmers, share croppers, agricultural labourers, scheduled 
castes and scheduled tribes was extended by the GO1 in October 1980 to all 
the 5,004 blocks in the country. The ARDC is actively involved in the 
formulation of banking plans under this programme. During the year, 
banking plans covering 867 more blocks with commitments of Rs. 86 
crores were sanctioned by the Corporation, thus bringing the cumu- 
lative position of blocks with approved banking plans to 1,538 with 
commitments and disbursements of Rs. 146 crores and Rs. 17 crores, 
respectively. The poor drawals were due to the disbursements of loans 
under DRI Scheme being not eligible for refinance from the ARDC, 
delay on the part of banks in claiming reimbursement and procedural 
delays in release of subsidy by State Governments. 

3.61 The implementation of the Third ARDC Credit Project launched 
in January 1980 (to be completed in December 1981) has been satis- 
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factory so far, and up to the end of June 1981 the ARDCdisbursements 
amounted to Rs. 377 crores which qualified for a drawal of about $219 
million of IDA credit. Two I DA-assisted projects, viz., Mul ti-State 
Cashew Projects covering Andhra Pradesh, Karnataka, Kerala and 
Orissa and a Sericulture Project in Karnataka, approved in 1979-80 
with credit of S 22 million and $ 54 million, respectively, were taken 
up for implementation in September and December 1980, respectively. 
Also, during 1980-8 1, Sunderban Development Project involving an 
assistance equivalent to SDR 13.35 million was sanctioned by the Inter- 
national Fund for Agricultural Development (IFAD) out of which 
assistance equivalent to SDR 0.99 million is to be routed through the 
ARDC. In all, the World Bank Group has sanctioned 40 projects 
involving credit of $1,200 million to be routed through ARDC. Of 
these, 14 projects have been fully implemented so far. 

3.62 Tn addition, agreements signed with the USATD, UK, KFW, 
CIDA and Netherlands during the year involve credit equivalent to the 
tune of 8 158 million. Under the on-going credits, amounts equivalent 
to $166.5 million have been utilised during the year. 

Policy Decisiorzs 

3.63 The more important among the policy decisions of the ARDC 
during 1980-81 were those related to the revision of interest rates, en- 
hancement of maturity period of loans for pump-sets, provision of re- 
finance in respect of loans for the replacement of certain equipment 
and extension of refinance facilities for installation of Janata-type biogas 
plants which are dealt with below. 

3.64 Following the GOI's decision to revive the tax on interest income 
earnings of scheduled commercial banks in 1980-81, the ARDC revised 
(effective July 1, 1980) the interest rates ? o  be charged for its schemes 
routed through commercial banks and SLDBs/SCBs. Although the 
latter agencies are exempted from the payment of tax on interest earned, 
the revised rates were made applicable to them so as to maintain uni- 
formity in the rates structure applicable to the ultimate borrowers. Those 
rates were further revised effective from March 2, 1981 (Table 3.13) 
in line with the revision of interest rates structure referred to  in Chapter 2. 
However, the interest rates on ARDC refinance to the financing insti- 
tutions remained unchanged. 

TABLE 3.13-CHANGES IN INTEREST RATES TO BE CHARGED TO ULTIMATE BORROWERS UNDER ARDC 
SCHEMES 

(Pel' cent per annum) 
--- 

With effect from 

15-3-1979 1-7-1980 2-3-1981 

1. Minor Irrigation and Land Development . . . . 9.50 10.25 10.25 
2. Diversified Purposes 

(a) Small Farmers . . . . . . . .  . . 9.50 10.25 10.25 
(b) Others . . . . . . . . . . . . 10.50 11.35 12.50 

(Source : Agricultural Refinance and Development Corporation). 
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3.65 The ARDC decided to enhance the maturity period of loans 
for pump-sets, disbursed. from October 1, 1980, from seven years to 
nine years. In the case of composite loans to small farmers the maxi- 
mum period continued to be 15 years with repayment period of loan for 
pump-set increased to nine years. 

3.66 The ARDC apreed in principle to refinance, subject to certain 
conditions, the banks in respect of loans issued. by them for the replace- 
ment of major parts/components or additions to equipment in mecha- 
nised fishing vessels, lift irrigation units, milk processing plants, etc., 
so as to save on capital ccsts ana ensure better utilisation of the existing 
assets. 
3.67 The ARDC decided to extend its refinance facilities for imple- 
mentation of schemes for setting up of Janata-type biogas (gobar gas) 
plants subject to certain terms and conditions in addition to the existing 
facility of refinance for installation of Khadi and Village Industries 
Commission (KVIC)-type gobar gas plants. 

VII. STUDY TEAMS 

/'- (a) , Report oj the Committee to Reviecv Arrangements for Insfifutionnl 
! Credit for Agriculture and Rural Development (CRAFZCAAD) 

---d - 
&&- The Committee submitted. its final Report to the RBI in March 
1981. As mentioned in the last Report the Committee has suggested 
the setting up of a new apex bank, viz., National Bank for Agriculture 
and Rural Development (NABARD), as an organisational device for 
providing undivided attention, forceful direction and pointed focus 
to the credit problems arising out of integrated rural development. Ac- 
cording to the recommendations of the Committee the new bank would 
take over from the RBI the overseeing of the entire rural credit system 
and the statutory inspection of co-operative banks and RRBs, on an 
agency basis, while the RBI would continue to retain its essential controls. 
The NABARD would be linked organically with the RBI by the latter 
contributing half of its share capital (the other half being contributed 
by the GOI) and nominating three of its Central Board Directors on 
the Board of the NABARD, besides a Deputy Governor of' the RBI 
being appointed as Chairman. The authorised share capital of the 
NABARD would be Rs. 500 crores and paid up capital Rs. 100 crores 
to be contributed equally by the RBI and the Government of India. I n  
terms of the recommendations of the Committee the National Agricul- 
tural Credit (Long Term Operations) Fund would stand transferred to 
NABARD to form part of its National Rural Credit (Long Term Opera- 
tions) Fund which wculd be used for providing term loans. It would 
have access to GOI/market also for raising resources. As regards 
short-term creditlworking capital loans, the NABARD would draw on 
the assistance from RBI. 

---- . --- 
3.69 The Final Report of the Committee was under consideration but 
preliminary steps for the establishment of the NABARD were init iatcd. 
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The Draft Bill submitted by the CRAFICARD for the establisl~mcnt 
of NABARD was considered by the RBI and a revised version sent to the 
GO1 for consideration. The Corn~nittee has probed deeply into the 
problem of agricultural credit and has come out with views and recoin- 
mendations on different aspects of the problem. The important alnollg 
them are suminarised below. 

Co-operative Credit Systern 

3.70 The Committee has expressed the view that while the three-tier 
short term co-operative structure could remain as, the general pattern 
for bigger States, the two-tier structure may be continued in smaller 
States, and Union Territories. There, however, is a need for quick 
analysis of weak CCBs, and if their rehabilitation is not possible, the 
SCBs may sponsor RRBs instead. 

3.71 The Committee has rejected any dogmatic approach to force 
integration of short-term and. long-term wings of the co-operative struc- 
ture. A beginning, however, may be made a t  the primary level by the 
PACS acting as agents of the LDBs in the matter of dispensing long- 
term credit. While the short-term credit structure may be permitted 
to  lend term loans for peri0d.s up to seven years, the long-term structure 
may be allowed to provide loans for periods of three years and above. 
The LDBs should be allowed. to handle short-term credit as part of 
project lending. 

3 .72  The Committee has suggested a speedy reorganisation of PACS 
and  their conversion into multi-purpose service institutions. The PACS 
should have two categories of membership-one exclusively reserved 
for the weaker sections distinguished b y  the lower ratt of share capital 
prescribed. for them and the other earmarked for those contributing share 
capital a t  the usual rate. 

3 .73  The existing long-term co-operative credit structure (federal in 
some States, unitary in others) may be continued. However, State Go- 
vernments should take measures for the rehabilitation of LDBs within 
a time span of one or two years. The State Governments can help the 
LDBs in respect of overdues by purchasing the mortgaged land brought 
for sale in settlement of claims of LDBs. 

3 . 7 4  State Governments should introduce a system of regular checks 
to  d.etect refusal of loans to  the weaker sections. The  financing bank 
should also consider denial of credit facilities to  the offending societies. 

3.75 Wilful default in repayment of co-operative loans should be 
treated. as a criminal offence, attracting deterrent punishment under the 
criminal law of the country. 

Commercial Banks and RRBs 

3.76 The Committee has underlined the  need for a better spread of 
colnmercial bank branches in rural and semi-urban areas. The scheme 
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of ceding PACS to commercial banks need not be extended but may be 
continued wherever it has worked well. The functional co-operatives 
should be permitted to seek credit facilities from ccmmercial banks. 
The Committee has recognised the RRBs as the suitable institutions to 
take banking to the rural households and ensure more effective super- 
vision over the end-use of loans. Preference should, therefore, be shown 
to the RRBs in regard to the licensing of branches in rural areas. In 
addition, the sponsor commercial banks should be encouraged to transfer 
the eligible business of their rural branches to the RRBs, wherever pos- 
sible. The sponsor banks themselves may draw up a programme of 
transfer of business on a mutually agreed basis to  enable the RBI to take 
the necessary steps to facilitate the transfer. The RRBs should continue 
to concentrate on catering to the credit needs of the target grcups. 

(b) Study Teams on Agricultural Credit Institutior~s in Jammu and Kashrnir/ 
Himachal PradeshlOrissa 

3.77 The Reports of the Study Teams on Agricultural Credit Insti- 
tutions in Jammu and Kashmir and Himachal Pradesb contain recom- 
mendations, inter alia, on the reorganisation of the PACS in the States 
on a viable basis, rehabilitation of DCCBs and a programme for the 
rehabilitation of non-wilful defaulters. These recommendations have, 
by and large, been accepted by the RBI and have already been forwarded 
to the concerned State Governments for implementation. The work 
of the Study Team on Agricultural Credit Institutions in Orissa was 
nearing completion. 

(c) Study Teams on Agricultural Credit Institutions in Manipur/K~rnataka 

3.78 At the instance of the Government of Manipur and in corlsultation 
with the GOI, the Study Team on Agricultural Credit Institutions in  
Manipur was set up by the Reserve Bank in June 1981 to undertake 
an in-depth study of the working of agricultural credit sector in Manipur 
with a view to suggesting remedial measures. 

3.79 The RBI has constituted a Study Team to examine the factors 
inhibiting the growth of co-operative credit institutions in Karnataka 
and to suggest suitable measures to ensure adequate credit facilities to 
agriculture in the State. 

( d )  Working Group on institutional Crerlit Arrunget~tents for hrte 
Growers 

3.80 In pursuance of the recommendations made in the 33rd Report 
of the Committee on Public Undertakings in regard to assessment of 
credit requirements of jute growers and preparation of conlprehensive 
time-bound programme for the provision of institutional credit to such 
growers, the GOI, in consultation with the RBI,  constituted a Working 
Group . 
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3.81 The Group will assess the total credit requirements of jute growers 
for the next five years and suggest a programme for introduction of ins- 
titutional credit, measures for effectively linking the co-operative credit 
and marketing structures and steps for providing crop insurance cover 
to jute growers. The work of the Working Group was in progress. 

(e )  Study Group on Deployment oj Resources by Co-operative Banks 

3.82 The RBI has set up a study Group for making an in-depth study 
of the problem of surplus resources faced by co-operative banks with 
a view to finding out its causes and effects as also its magnitude and 
suggesting avenues for profitable inveslment. 



CHAPTER 4 

OTHER FINANCIAL INSTITUTIONS 

4 . 1  A review is presented in this Chapter of the assistance extended 
by the RBI in the industrial sphere and the activities of other financial 
institutions, viz., Industrial Development Bank of India (JDBI), State 
Financial Corporations (SFCs), Deposit Insurance and Credit Guarantee 
Corporation (DICGC) and Unit Trust of India (UTO. Further strides 
were made during the year in the provision of industrial finance, parti- 
c~ilarly to the small-scale sector. The term-lending institutions are, 
however, beginning to face some resource constraint in meeting the in-  
creased demand for long-term credit. 

I. RBI ASSISTANCE TO TERM LENDING INSTITUTIONS 

4.2 Und.er the provisions of the RBI Act, 1934, the Bank provides 
long-term loans and short-term credit facilities to financial institu~ions 
engaged in ind.ustria1 finance. During 1980-81 (July-June), the RBI 
sanctioned a loan of Rs. 270 crores to the IDBI out of the National 
Industrial Credit (Long-Term Operations) Fund (LTO Fund) as against 
Rs. 220 crores in the previous year. Of this, Rs. 20 crores was sanctioned 
in adjustment of the undrawn amount sanctioned on June 30, 1980 and 
Rs. 30 crores as an advance drawing from the 1981-82 (July-June) alloca- 
tions. The outstanding amount of the IDBI's borrowings from the LTO 
Fund stood at Rs. 1,323 crores, as on June 30, 198 1. Besides, a short- 
term borrowing limit of Rs. 100 crores was also sanctioned to the IDBI 
during the year against the security of eligible bills rediscounted by it. 
There were no outstandings against these limits, as on June 30, 1981. 
The RBI renewed. the borrowing limit of Rs. 3 crores sanctioned to the 
Industrial Finance Corporation of India (1FCI) for a further period of 
one year (i.e., up to December 31, 1981). The Industrial Credit and 
Investment Corporation of India (ICICI), which has been notified by 
the Central Government as a financial institution eligible to borrow 
from the Bank, was sanctioned a short-term credit limit of Rs. 10 crores 
for one year against the security of ad hoc bonds in March 198 1. The 
ICICI availed of the entire limit and the amount of Rs. 10 crores was 
outstanding as on June 30, 198 1. During the period 1980-8 1, the Bank 
sanctioned fresh borrowing limits aggregating Rs. 12 crores to five SFCs 
against the security of their ad hoc bonds and also extended the period 
of borrowing limits amounting to Rs. 12 crores due to expire during the 
year in respect of five SFCs. The total borrowing limits in force, as 
at the end of June 1981, amounted to Rs. 17 crores in respect of eight 
SFCs. The outstanding amount stood at Rs. 5 crores as on May 25, 
1981. Besides, the GO1 approved during 1980-8 1 (April-March) the 
market borrowing prcgrammes of 13 SFCs for an aggregate amount 
of Rs. 44 crores (notified) as &against Rs. 40 crores in the previous 
year. 
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11. INDUSTRIAL DEVELOPMENT BANK OF INDlA 

4.3 Aggregate financial assistance sanctioned (excluding guarantees) 
by the IDBI in various forms during the year 1980-81 (July-June) at 
Rs. 1,754 crores covering 62,696 applications was higher by 32.9 per cent 
as compared with Rs. 1,320 crores sanctioned to 55,519 applicants 
during 1979-80. The increase was mainly on account of higher sanctions 
of loans under the Project Finance Scheme. The total disbursements 
during the same period at Rs. 1,118 crores were 33.9 per cent higher than 
the amount of Rs. 835 crores disbursed during 1979-80. The cumulative 
amount of assistance sanctioned and disbursed since inception of the 
TDBT stood at Rs. 7,088 crores and Rs. 4,730 crores, respectively, as at the 
end of 1980-81 (Table 4.1). The amount outstanding as at the end of 
June 1981 was Rs. 3,214 crores. Scheme-wise details of operations are 
given below. 

4 .4  The total project assistance and export finance (sanctioned) formed 
93.4 per cent and 6.6 per cent, respectively, of the total assistance 
provided by the IDBT during 1980-81 as compared to 94.4 per cent and 
5 .6  per cent, respectively, during the previous year. The share of 
(i) direct industrial assistance, (ii) rediscounting of bills and (iii) subscrip- 
tions to shares and bonds of financial institutions at 37.3 per cent, 13.4 
per cent and. 3.2 per cent, respectively, were higher during the period as 
compared to 31.5 per cent, 13.2 per cent and 3 .1  per cent, respectively, 
during the previous year. The share of refinance of industrial loans in 
the total assistance sanctioned at 39.4 per cent was, however, lower than 
that of 46.5 per cent in the previous year. 

Project Finance Scheme 

4 . 5  Sanctions under Project Finance Scheme, comprising loans and 
underwriting and/or direct subscriptions, during 1980-8 1 aggregated 
Rs. 566 crores, which is 82.0 per cent higher than the amount of Rs. 31 1 
crores sanctioned in 1979-80. Disbursements at Rs. 258 crores were 
also substantially higher by 75.5 per cent as compared with Rs. 147 
crores in 1979-80. 

4 . 6  An amount of Rs. 369 crores (65.2 per cent of the total project 
finance assistance of Rs. 566 crores) was sanctioned to 84 new projects, 
Rs. 86 crores (15.2 per cent) for expansion and diversification of 28 
existing units and Rs. 53 crores (9.4 per cent) for rehabilitation and 
modernisation programmes of 14 units. The balance of Rs. 58 crores 
(10.2 per -cent) was sanctioned to 32 projects to meet. overruns in project 
costs (Table 4.2). 

4.7 Assistance of Rs. 401 crores (70.8 per cent of the total project 
finance) was sanctioned for 105 projects located or to be located in speci- 
fied backward districts. An industry-wise distribution of sanctions shows 



TABLE 4.I-ASSISTANCE SANCTIONED BY THE IDBI AND UTILISED BY THE ASSISTED CONCERNS DURING 
1979-80 AND 1980-81 (JULY-JUNE) AND SINCE INCEPTION 

(Amount in Rupees Crores) 

Sanctions (effective) Disbursements 
P 

1979-80 1980-8 1 Cumulative 1979-80 1980-8 1 Cumulative 
(July-June) (July-June) since inception (July- (July- disburse- 

upto end-June June) June) ments since 
1981 ince~tion 

Type of Assistance -- up to-end: 
No. of No. of No. of June 1981 
appli- Amount appli- Amount appli- Amount Amount Amount 
cations cations cations 

- -- 
1. Direct Industrial Assistance . . .. 291 415.9 365 653.5 2042 2433.7 217.3 353.6 1406.4 

(31.5) (37.3) (34.3) (26.0) (31.6) (29.7) 
(a) Direct loans to industrial concerns 

(other than for exports) . . . . 242 377.9 300 582.9 1505 2197.9 209.6 349.4 1328.8 

(i) Normal . . . . .. 101 273.4 163 495.7 958 1813.1 138.9 253.3 1110.9 
(ii Soft loan assistance . . . . 75 93.1 62 73.2 315 347.6 62.5 85.0 192.0 

(iii] Technical Development Fund 66 11.4 75 14.0 232 37.2 8.2 11.1 25.9 

(b) Underwriting of and direct sub- 
scriptions to shares and debentures 
of industrial concerns . . . . 49 38.0 65 70.6 537 235.8 7.7 4.2 77.6 

2. Refinance of industrial loans. . . . 

3. Rediscounting of bills . . .. 1074 174.6 1311 235.1 4667 1330.2 131.5 176.2 1029.5 
(13.2) (1 3.4) (18.8) (15.8) (15.8) (21.8) 

4. Subscriptions to shares and bonds of 
financial institutions . . . . . . 20 40.2 24 56.7 35 251.3 41.9 53.2 246.5 

(3.1) (3.2) (3.6) (5.0) (4.8) (5.2) 

5. Seed capital through SIDCs . . 35 1.4 44 2.0 137 5.5 0.9 1 .2  2 .8  
(0.1) (0.1) (0.1) (0.1) (0.1) (0.1) 

Total Project Assistance (1 to 5) 55480 1246.2 62659 1638.4 196476 6582.6 801.9 1066.9 4470.4 
(94.4) (93.4) (92.9) (96.0) (95.5) (94.5) 

6. Export finance . . . . . . . . 39 73.6 37 116.0 328 505.8 33.1 50.9 259.1 
(5.6) (6.6) (7.1) (4.0) (4.5) (5.5) 

(a) Direct loans for exports . . . . 6 18.1 10 13.8 120 163.8 13.3 18.1 126.7 

(b) Refinance of export credit . . 16 6.2 17 10.2 157 84.4 2.9 12.2 69.3 

(c) Overseas buyers' credit . . . . - - 1 54.1 10 78.7 4.3 4.1 19.5 

(d) Foreign lines of credit . . . . 5 41.0 3 34.0 22 164.0 11.9 12.4 38.7 

(e) Overseas investment finance . . 8 6.9 5 2.9 14 12.5 0.7 3.2 3.9 

(f) Pre-shipment credit . . . . 4 1.4 1 1.0 5 2.4 - 1.0  1.0 

Total (1 to 6) . . . . . . . . 55519 1319.8 62696 1754.4 196804 7088.4 835.0 1117.8 4729.5 
(100.0) (loo. 0) (100.0) (100.0) (100.0) (100.0) 

7. Guarantees for loans and deferred 
payments . . . . .. .. - - 2 3.1 17 29.8 - 19.5* 

8. Export guarantees . . . . . . 103 100.1 104 144.4 381 406.0 94.6* 138.1* 374.5* 

* Guarantees executed. 
Notes: 1. The number of applications in respect of rediscounting of bills (item 3) relates to the number of purchaser- 

usenand,m thecase of subscr~ptions toshares and bonds of financial institutions (item4) to  the number of 
finanaal Instltutlons. 

2. In the case of rediscounting of bills, amount sanctioned represents face value of bills rediscounted and 
amount drsbursod indicates the net disbursement after deduction of rediscount charges from the face value. 

3. Figures in brackets represent percatages to totah. 
(Source: Industrial Development Bank of India), 
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TABLE 4.2-PURPOSE-WISE CLASSIFICATION OF ASSISTANCE SANCTIONED BY THE IDB1 DUKING 
1980-81 (JULY-JUNE) 

(Amount in Rupccs Crores) 

P U R P O S E  

Schemes New Projects Expansion/ Modernisation] Supplementary Total 
Diversification Rehabilitation Assistance* 

No. Amount No. Amount No. Amount No. Amount No. Amount 

1 2 3 4 5 6 7 8 9 10 

1. Project Finance Scheme @ 84 369 28 86 14 5 3 3 2 58 158 566 

2. Rediscounting of Bills . . 33 1 1280 234 - - 1311 235 

TOTAL . . . . . . 117 370 28 86 1294 287 3 2  58 1469 801 

* That is, assistance for (i) meeting overruns in project costs arising from delays in implementation, rise in cost of machi- 
nery and building materials, shortfall in estimated cash resources, etc., (ii) rel~cving strain on cash resources of com- 
panies which had earlier utilised working capital funds for acquisition of fixed assets, (iii)financial re-organisation, 
etc. 

Comprising project loans and underwriting assistance. 
Note : Number in respect of item 1 represent number of projects and in respect of item 2 number of purchaser-users. 

(Source : Industrial Development Bank of India) 

that Rs. 376 crores (66.4per cent) was in respect of high priority industries, 
viz., textiles (including jute) Rs. 5 1 crores (9.0 per cent),- cement Rs. 83 
crores (14.7 per cent),-paper Rs. 174 crores (30.7 per cent),-sugar 
Rs. 41 crores (7.2 per cent),- fertilisers Rs. 8 crores (1 . 4  per cent) 
and power generation Rs. 19 crores (3.4 per cent). 

4 .8  These sanctions are likely to catalyse investment of the order of 
Rs. 1,484 crores and the projects, when completed, will provide employ- 
ment to about 60,000 persons. 

Sojt  Loaiz Scheme 

4.9 In continuation of trend observed during 1979-80, there was further 
deceleraticn in the flow of applications under the Soft Loan Scheme during 
1980-81. As a result, assistance sanctioned by the IDBI under the Scheme 
for modernisation of units in the five selected industries, viz., cotton tex- 
tiles, jute, cement, sugar and certain specified engineering industries, 
declined by 21.4 per cent from Rs. 93 crores in 1979-80 (July-June) to 
Rs. 73 crores during 1980-81 (July-June). Disbursement of assistance, 
however, went up by 36 per cent to Rs. 85 crores from Rs. 63 crores in 
1979-80. Textile industry was the n ~ a j ~ r  beneficiary claiming Rs. 38 
crores or 52.1 per cent of the sanctions, though this was significantly lower 
than Rs. 67 crores sanctioned to this industry in the preceding year. 
In the case of sugar and engineering industries, the assistance sanctioned 
during the year amounted to Rs. 6 crores and Rs. 21 crores, respectively, 
as against Rs. 10 crores and Rs. 18 crores in 1979-80. 



REPORT ON TREND AND PROGRESS OF BANKING IN INDIA : 1980-81 

4.10 Sanctions and disbursements under Technical Development Fund 
Scheme during 1980-8 1 aggregated Rs. 14 crores (75 units) and Rs. 11 
crores, respectively, as compared to Rs. 11 crores (66 units) and Rs. 8 
crores, respectively, during 1979-80. 

Refinance of Iizdustrial Loans 

4.11 Sanctions and disbursen~ents under the refinance of industrial loans 
scheme during 1980-8 1 at Rs. 691 crores (60,915 applications) and Rs. 483 
crores were higher by 12.5 per cent and 17.6 per cent, respectively, over 
the year. Sanctions und.er the Automatic Refinance Scheme aggregated 
Rs. 363 cl-ores in respect of 56,742 applications. About 68 per cent 
(or Rs. 469 crores) of the total refinance assistance was due to loans sapc- 
tioned. to the small-scale sector- (including small road transport operators). 
During the year 1980-81, the IDBI sanctioned assistance of Rs. 5 crores 
to 5,647 units und.er the composite loan scheme to meet both fixed and 
working capital requirements of village and cottage industries in the tiny 
sector. 

Bills Rediscounting Scherr.ze 

4. 12 Under the Bills Rediscounting Scheme, dur ing 1980-81 (July-~une) 
sanctions amounted to Rs. 235 crores in respect of 1,311 purchaser-users 
of macl~inery and disbursements to Rs. 176 crores-34.7 pe,r cent and 
34.0 per cent higher than the respective amounts for 1979-80. Purchaser- 
users in small-scale sector and in public sector utilities like State Electri- 
city Boards (SEBs) and  State Road Transport Corporations availed of 
bills rediscounting assistance of Rs. 44 crores and Rs. 33 crores, respec- 
tively, during 1980-8 1. 

Subscr@tions to Slzares and Bonds oj  Financial I~lstitutions 

4.1 3 During the year under review, the IDBI subscribed Rs. 37 crores to 
the bonds issues of the lFC1 (Rs. 20 crores) and the ICICI (Rs. 17 crores) 
to provide resource support to these two institutions for their parti- 
cipation in the soft loan scheme. A sum of Rs. 125 lakhs was 
subscribed to the share capital of the IFCI representing the IDBI's 
share in the total share capital of Rs. 250 lakhs raised by the IFCI. The 
lDBl also subscribed a sum of Rs. 15 crores towards the share capital of 
17 SFCs and Rs. 5 lakhs to the share capital of four Technical Consul- 
tancy Organisations. Thus, during 1980-81 the IDBI subscribed Rs. 53 
crores to the shares and bonds of financial institutions raising the total 
of such subscriptions to Rs. 247 crores as at the end of June 1981. 

Seed Capital As,~istcrizce 

4. 14 The JDBI has been operating two seed capital schemes in order to 
assist new entrepreneurs who have other abilities hut lack finnncc to put 
in the required promoters' contributiorl. The first schc~nc is operittcd 
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by the SFCs and the IDBI plays an indirect role through contribution to 
the special share capital of the SFCs out of which seed capital assistance 
is provided to entrepreneurs in the small-scale sector. By the end of 
March 1981, the SFCs had raised special share capital of Rs. 9 crores 
and amounts of assistance sanctioned and disbursed by the IDBI stood 
at Rs. 4 crores and Rs. 2 crores, respectively. Under the second scheme 
operated by the lDBI through the SlDCs for the benefit of new and 
technician entrepreneurs, certain liberali sations were effected during 
1980-81. With a view to facilitating flow of seed capital assistance to 
small-scale industrial units, the scheme will hereafter be operated also 
through the SFCs besides the SIDCs. This is in addition to the special 
capital scheme operated by the SFCs. Sanctions under the scheme dur- 
ing 1980-81 amounted to Rs. 197 lakhs coverinp 44 applications, the 
assistance disbursed being Rs. 1 17 lakhs. 

Export Finance Assistance 

4.15 Total assistance sanctioned under the Export Finance Schemes 
(excluding guarantees) increased by 57.6 per cent to Rs. 116 crores 
(37 applicants) during the year under review from Rs. 74 crores (39 
apolicants) during 1979-80. The maximum sanction of assistance 
at Rs. 54 crores was und.er the overseas buyers' credit-a new credit 
line of Rs. 52 crores to Indonesia and an enhancement of existing line of 
credit to Tanzania by Rs. 2 crores. Under the foreign lines of credit, 
three new lines of credit were sanctioned during the year to Sudan, Thai- 
land and Seychelles for Rs. 12 crores, Rs. 10 crores and Rs. 5 crores, 
respectively. In addition, an earlier credit line sanctioned to Mozambique 
was enhanced by Rs. 7 crores. Assistance of Rs. 14 crores sanctioned 
under the direct loans for exports was for facilitating export of buses, 
tractors, two-wheeler scooters, transmission line tower, bicycles, textile 
machinery, etc., to Arab Republic of Egypt (ARE), Uganda, Tanzania, 
Indonesia and Libya. In order to facilitate the setting up of joint 
ventures abroad by Indian promoters, an assistance of Rs. 3 crores was 
sanctioned under the Overseas Investment Finance Scheme. Aggregate 
disbursements under the export finance schemes at Rs. 51 crores were 
54.5 per cent higher than the amount of Rs. 33 crores disbursed during 
1979-80. 

4.16 During the year, 104 export guarantees were approved for overseas 
construction jobs and for supply and financing contracts secured by Indian 
exporters/contractors involving a comniitment of Rs. 144 crores as 
compared. with 103 guarantees for Rs. 100 crores in the preceding year. 
Guarantee obligations actually issued/executed during 1980-81 amounted 
to Rs. 138 crores as against Rs. 95 crores during 1979-80. 

Assistance to Backward Districts 

4.17 During 1980-81, the IDBl's sanctions and disbursemellts of 
financial assistance to industrial units in the specified backward districts 
aggregated Rs. 745 crores and Rs. 416 crores, respectively. Sanctioils 
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increased by 29.0 per cent and disbursements by 34.9 per cent over the 
year. Assistance to backward districts constituted 47.1 per cent and 
41.1 per cent, of total assistance sanctioned and disbursed, respectively, 
by the IDBI during 1980-81 (Table 4.3). 

TABLE 4.3-ASSISTANCE SANCTIONED (EFFECTIVE) AND DISBURSED BY IDBI TO UNITS I N  THE 
SPECIFIED BACKWARD DISTRICTS @ 

(Rupees in Crores) --- 
Assistance Sanctioned Assistance Disbursed --- 

Year Total Backward % of Col. Total Backward % of Col. 
(July-June) districts 3 t o  Col. 2 districts 6 to Col. 5 -- 

I 2 3 4 5 6 7 

1980-81 .. .. 1582.7 744.8 47.1 1012.5 416.1 41 . I  --- 
TOTAL . . . . 6355.5 2754.6 43.3 4221.1 1704.8 40.4 

@ Comprising project loans, underwriting, soft loans, technical development fund, refinance of industrial loans and 
rediscounting of  bills. 

Foreign Lines o j  Credit for Imports 

4.18 During 1980-8 1, sanctions and disbursements under the US $40 
million World Bank loan for on-lending to the SFCs totalled Rs. 14 crores 
and Rs. 13 crores, respectively. Total disbursements under this credit line 
up to the end of June 1981 amounted to Rs. 38 crores. Under the US 
$ 25 million World Bank credit for State, public and joint sector projects, 
sanctions by the IDBI amounted to Rs. 7 crores, bringing the total sanc- 
ticns up to the end of June 1981 to Rs. 20 crores. Under the 1DA 
fertiliser line of credit, the IDBI sanctioned assistance of Rs. 6 crores 
during 1980-8 1, while d-isbursements amounted to Rs. 12 crores. Cumula- 
tive sanctions and disbursements, as at the end of June 198 1, aggregated 
Rs. 27 crores and Rs. 19 crores, respectively. Under the IDA line of credit 
of US1 9.5 million for Karnataka Sericulture Project, which became effec- 
tive in December 1980, the IDBJ sanctioned loan of Rs. I 1 crores for the 
filature and spun silk components of the project. Another loan of. Rs. 2 
crores for the weaving factory component of the project has also been 
sanctioned out of the World Bank loan for State, public and joint sector 
projects. 

Interest Rates 

4.19 The rates cf interest charged by the IDBI on assistance extended 
under various schemes underwent changes twice during the period under 
review. First, following the levy of interest tax on the IDBI and other 
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all-India term-lending institutions, the rates were revised upwald with 
effect from July 1, 1980. The lending rates were again raised, with efi'ect 
from March 2, 1981 having regard to the increasing cost of funds to be 
mobilised by the IDBI during the Sixth Plan period and the need for a 
better alignment in the interest rates structure. The structure of interest 
rates of the IDBI is presented in Tables 4 .4  and 4.5. 

TABLE 4.4--STRUCTURE O F  IDBI's INTEREST RATES 
(Per cent per annum) - 

Old Rate Revised Rate from 1-7-1980 

IDBI Rate Ceiling on lDBI Rate Ceiling on 
Primary --- --Primary 
Lenders' Direct Indirect Lending Lenders' 
Rate Lending - Rate 

Banks SFCs/ 
SIDCs 

1 2 3 4 5 6 - 
I .  Direct loans l o  industrial concerns (other than for exports) 

(a) Normal . . . . . . . . . . . .  11.00 - 11.85 - - 
(b) Conccssional rate to  units in specified backw:lrd 

districts . . . . . . . . . . . .  9.50 - 10.25 - - - 
(c) Soft Loan . . . . . . . . . . . .  7.50 - 8.10 - - 
(d) Technical Development Fund : 

(i) Normal . . . . . . . . . . . .  11.00 - 11 .85 - - - 
(ii) Conccssional rate tu  bnckw~rrd arca units . . 10.00 - - - - - 

2. Refinance of industrial loans 

(a) Normal . . . . . . . . . . .. 9.00 12.50 - 9.00 10.00 13.50 

(b) Special rates 

(i) Units in specified backward districts .. 6.00 9 .50  - 6.00 6.75 10.25 

(ii) Small-scale industries (SSI) covered under the 
Credit Guarantee Scheme (CGS) and  Techni- 
cian Entrepreneurs Scheme (TES) and loans 
up t o  Rs. 5 lakhs to fishing units . . .. 7.50 11.00 - 7.50 8.35 11.85 

(iii) Single truck operators covered by the 
guarantee of DICGC . . . . . . .. 8.00 11.50 - 8.CO 8.90 12.40 

(iv) S R F  1978 : 

(a) Loans for amounts up t o  Rs. 25,000 
(Service charge) . . . . . . .. 1.00 2.00 - - - - 

(b) Loans for amounts excecding Rs. 25,000 6.00 7.50 - - - - 
(v) Units pron~oted by persons belonging to 

Scheduled CasteITribes (up to Rs. 25,000 per 
unit) . . . . . .  . . . . .. 6.00 9.50 - 6.00 6.75 10.25 

(c) Under World Bank Credit 

(i) Loans to SSI covered under the CGSITES and 
to projects in specified backward areas . . 8.00 11 -50 - - 8.60 12.10 

(ii) Other cases . . . . . . . . . . 8.75 12.00 - - 9.45 12.70 
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TABLE 4.4-STRUCTURE OF IDBI's INTEREST RATES-(Concfd.) 

(Per cent per annum) 

Old Rate Revised Rate from 1-7-1980 

IDBI Rate Ceiling on IDBI Rate Ceiling on 
Primary - Primary 
Lenders' Direct Indirect Lending Lenders' 
Rate Lending - Rate 

Banks SFCsl 
SIDCs 

3. Rediscounting of machinery bills: unexpired usance of 
billslpromissory notes 

A. Normal 

(a) 6 months to  36 months . . . . . . . . 9.50 11.50 

(b) Over 36 months and up to 84 months . . .. 9.00 10.00 

B. Small-scale sector (seller and/or purchaser) 

(a) 6 months to 36 months . . . . . . . . 8.75 10.00 

(b) Over 36 months and up to 84 months . . .. 8.25 9.50 

C. SEBs and SRTCs in Himalayan Hill Regions* and 
to West Bengal State Electricity Board for use in 
the hill distr~ct of Darjeeling 

(a) 6 months to  36 months . . . . . . 7.25 8.25 

(b) Over 36 months and up to 84 months .. 6.75 7.75 

4. Export Credit 

(a) Refinance against medium-term export credit 6.50 8 .OO - 6.50 - 8.65 

(b) Overseas investment finance . . . . . . 11 .OO - 11.85 - - - 

(c) Pre-shipment credit . . . . . . . . 11 .OO - 11.85 - - - 
(d) Participation export credit . . . . . . The rate on IDBI's The rate of IDBI's portion of the credit 

portion of the credit is is such that after taking into account the 
such that after taking participating bank's rate,the average rate 
into account the payable by the exporter on the entire 
participating bank's cre l t  1s generally 8.10 per cent. 
rate, the average rate 
payable by the exporter 
on the entire credit is 
generally 7.50 per cent. 

*Comprises States of Assam! Manipur, Meghalaya, Nagaland, Tripura, Jammu and Kashmir, Sikkim and Himachal 
Pradesh and Un~on Terrrtor~es of Arunachal Pradesh and Mizoram. These rates will also apply to the Uttar Pradesh 
SRTC m respect of purchases of chassis/machinery for the operation in the districts of Almora, Chamoli, Dehradun, 
Narnrtal, P~thoragarh, Pauri Garhwal, Tehr~ Garhwal and Uttar Kashi. 

(Source: Industrial Development Bank of Indiaj. 
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TABLE 4.5-STRUCTURE O F  IDBI'S INTEREST RATES 

(Revised Ratcs from hlarch 2, 1981) 
(Per cent per annum) 

Direct Indirect Ceiling 
lending lending on 

Primary 
Banks SFCs/ Lenders' 

SIDCs Rate 

A. Direct Loans 

1. Basic lending rate . . . . . . . . 
2. Concessional rate 

(a) to new units in specified backward areas (upto Rs. 2 crores 
to a unit in the aggregate*). . .  . . . . . . . . 12.50 - - - 

(b) on soft component under the soft loan scheme . . . . 12.50 - - 
3. Bridging loans 

(a) normal loans. . . .  . . . . . . . . . . 15.00 - - - 

(b) to new units in specified backward arcas (upto Rs. 2 crores 
to a unit in the aggregate*). . . .  . . . . . . 13.50 - - 

(c) on soft component under the soft loan scheme . . . . 13.50 - - - 

4. Foreign currency loans 

(a) normal . . . .  . . . . . . . . . . 14.00 - - - 

(b) to new units in specified backward areas (upto Rs. 2 crores 
to a unit in the aggregate*). . . . . . . . . .  12.50 - - - 

B. Rates under IDBI's Refinance Scheme 

1. Basic lending rate . . . .  . . . . . . . . . . - 10.00 10.50 14.00 

2. Concessional rates for units located in specified backward areas 

(a) composite loans upto Rs. 25,000/ per unit . . . . - 6.00 6.75 10.25 

(b) small-scale units . . . . . . . . . . . . 8.50 9.00 12.50 

(c) other units (excluding road transport operators) . . - 8.50 9 .OO 12.50 

3. Concessional rates in non-backward areas 

(a) composite loans upto Rs. 25,000/ per unit . . . . - 8.25 9 .OO 12.50 

(b) small-scale units . . . . . . . . . . . . - 9.50 10.00 13.50 

4. Rates for road transport operators 

(a) single vehicle owners . . . . . . . . . . - 8.50 9 .OO 12.50 

(b) others . . . . . .  . . . . . . . . . . - 11 .OO 11 -50  15.00 

5. Concessional rate for units promoted by persons belonging to 
SCIST (upto Rs. 25,000/ per unit) . . . . . .  . . - 6.00 6.75 10.25 ----- 

(Cotrtd.) 



TAOLC 4.5-STRUCTURE OF IDBI'S INTEREST RATES --(Cortclt/.) 

(Revised Rates from March 2, 1981) 
(Per cent per annum) - --- 

Direct Indirect Ceiling 
lending lending on -- Primary 

Banks SFCs! Lenders' 
SIDCs Rate 

6 .  Foreign currency locins (IBRD/IDA credit) 

(i) in spccilictl backward areas . . . . . . . . - - 9.00 12.50 

(ii) in ollicr arcas . . . . . . . . . . . . - - 10.00 13.50 

(b) others 

(i) in spccificd backward areas . . . . . . . . - A 9.00 12.50 

(ii) in other areas . . . . . . . . . . . . - 10.50 14.00 

7. Mini stcel units . . . . . . . . . . . . . . -- 8.50 9.00 12.50 

C. IDBI's Machinery Bills Rediscounting 

Unexpired usancc of bills/promissory notcs 

(a) nor~iial 

(i) 6 months to  36 months . . . . . . . . A 10.75 

(ii) over 36 months and up t o  84 months . . . . A 10.25 

(b) small-scale scctor 
(seller and/or purchaser) 

(i) 6 months to 36 months . . . . . . . . - 9.50 

(ii) over 36 months and up t o  84 months . . . . - 9.00 

(c) SEBs and SRTCs in North Eastcrn and Himalayan Hill 
Regionsaand SEB in the State of West Bengal for use in 
hill district of Darjeeling 

(i) 6 months to 36 months . . , . . . . . - 7.75 - 9.50 

(ii) over 36 months and up t o  8 3  months . . . . - 7.25 9.00 

D. Rates on  IDBI's Export Finance Schemes 

(a) refinance against medium term export credits . . . . 6.50 - 8.65 

(b) overseas investment finance.. . . . . . . . . - - - 12.50 

(c) pre-shipment credit . . . . . . . . . . . . - - 12.50 

(d) participation export credit . . . . . . . . . .The rate on  IDBI's portion of the credit is such that 
after taking into account the participating bank's rate, 
the average rate payable b y  the exporter on the entire 
credit is generally 7.75 per cent 

-- 
* Inclusive of new units set up by existing companies but excludcs expansion/divcrsification projects in their existing units 

@ Comprises States of Assam, Manipur, Meghalaya, Nagaland, Tripura, Jamrnu&Kashmir,Sikkim and  Himachal Pradesh 
and U n ~ o n  Territoris of Arunachal Pradesh and Mizoram. Thesc rates will also apply t o  the Uttar I'radcsh SRTC in 
respect of purchascsof chassis/machinery for the operation in the districts of Almora, Chamoli, Dehradun, Nainital. 
Pithoragarh, Pauri Garhwal, Tchri Gztrhwal and Utlar Kashi. 
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111. OPERATIONS OF STATE FINANCIAL CORPORATIONS 

4.20 The SFCs which cater to the long-term fi~~anical needs of small and 
medium-scale industries showed a nlarkeci improvement in  tl~c assistance 
sanctioned and disbursed during 1980-8 1 (April-Marcll). Tile total 
assistance in various forms at Rs. 382 crores sanctioned by the 18 SFCs 
(including Tamil Nadu 1nd.ustrial Investment Corporation Ltd.) durirg 
1980-81 was about 50 per cent higher than Rs. 255 crores sanctioned 
during 1979-80. The amount of assistance disbursed during the year 
also rose by 32.2 per cent to Rs. 245 crores from Rs. 186 crores in 
1979-80. Total loans outstanding as at the end of March 198 1 stood at 
Rs. 955 crores as compared with Rs. 789 crores at the end of March 
1980 (Table 4.6). 

TABLE 4.6-OPERATIONS OF STATE FINANCIAL COKPORATIONS 

(i\moitt~t in Rupcm Crorcs) 

1979-80 1980-811f1, 
( April-March) (April-March) 

1. Assistancc sanctioned (cffcctive) . . 
2. Assistance disbursed . . . . . . 

3.  Loans outstanding as  a t  the end of March.. 

@, Provisional. 

(Source : Industrial Development Bank of India) 

4.21 The assistance provid-ed by the SFCs has increased significantly 
during the recent years, but a d.isquieting feature of their operations 
has beefi the deteriorating overdues position. The overdues of SFCs 
have steadily increased from Rs. 92 crores, as on March 31, 1977, to 
Rs. 253 crores, at the end of March 1981. The overdues reckoned as 
proportion of loans outstanding showed a marginal decline, i.e., from 
27.1 per cent at the end of March 1980 to 26.5 per cent at Ihe end oi 
March 1981, but it was due to higher disbursements during the year. 
The increasing overdues, which are largely on account of delays in im- 
plementation of projects and industrial sickness, have considerably cut 
into the resources available to SFCs for recycling. 

IV. PROGRESS OF CREDIT GUARANTEE SCHEME 

4.22 A credit guarantee scheme for small-scale iadustries, which was 
sponsored and fbrmulated by the GOI in July 1960, was administered by 
the RBI as agent of the Central Government under Section 17(11A) 
of the RBI Act, 1934. Following Government's decision to integrate all 
credit guarantee schemes under one organisation with a view to faci!ita- 
ting effective coordination and operational flexibility, this scheme ceased 



to operate from April 1, 1981. In its place, the Deposit Insurance and 
Cred.it Guarantee Corporation (DICGC) introduced with effect from 
April 1 ,  1981 a credit guarantee scheme of their own for covering advances 
to small-scale industries (for details see para 4.38). 

4.23 The number of credit institutions eligible for facilities under the 
earlier scheme operated by the RBI increased from 763 as at  the end of 
March 1980 to 845 at the ecd of' March 1981. While the number of 
institutions participating in the scheme increased by 15 to 328, the amount 
of outstanding guarantees rose to Rs. 3;705 crores from Rs. 3,289 crores 
at the end of last year (Table 4.7). As at the end of March 1981, the 
defaultirg units numbered 28, 655 and involved Rs. 203 crores as com- 
pared with 24, 974 defaultinp units, involving Rs. 172 crores as at the 
end of March 1980. 

TABLE 4.7-PROGRESS OF CRED,IT GUARANTEE SCHEME FOR SMALL-SCALE INDUSTRIES 

(Amount in Rupees Crores) 

Guarantees Advances undcr Claims paid on account of Guarantee 
As at the end of outstanding default invocation of guarantee Organisation's 

share of 
. - recoveries in 

(Amount) No. of Amount No. of Amount respect of 
units units claims (Amount) 

June 1976 . . . . . . 1949.8 12,439 60.0 1,201 1 .7  0.3 

June 1977 . . . . .. 2195.1 16,275 91.4 2,239 2.5 0.4 

June 1978 . . . . . . 2526.4 19,887 125.8 2,711 3 .3  0 .6  

March 1979 . . . . . . 2874.0 22,443 150.0 3,955 4.9 0.8 

March 1980 . . . . . . 3289.1 24,974 171.9 6,129 8.1 1.2 

March1981 .. . . .. 3704.9 28 ,655 203.0 8,864 14.6 1.9 

(Source : Deposit Insurance and Credit Guarantee Corporation). 

4.24 . The claims paid during. the period April 1980 to March 198 1 
amounted to Rs. 7 crores in respect of 2,735 units. Out of the aggregate 
amount of Rs. 15 crores paid as claims to 8,864 units since inception of 
the scheme in 1960 upto end-March 1981, a sum of Rs. 2 crores has since 
been recovered under subrogation rights. Thus, the net amount of claims 
paid till the end of March 1981 stood at Rs. 13 crores. 

4.25 Effective April 1, 198 1, the Government increased the guarantee fee 
from to 4 of one per cent per annum in respect of advances up to 
Rs. 25,000 and from + to $ of one per cent per annuln for advances 
exceeding Rs. 25,000 per unit per institution. During the year, a sum 
of Rs. 17 crores was received as guarantee fee as against Rs. 15 crores 
received during the preceding year. 
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V. DEPOSIT JNSURANCE & CREDIT GUARANTEE 
CORPORATION 

4.26 The DICGC provides protection to depositors, particularly the 
small depositors, from the risk of loss of their deposits in the event of an 
insured bank's inability to meet its liabilities and also provides cover to 
eligible credit institutions in respect of credit facilities extended by them 
to certain specified categories of borrowers belonging to the weaker 
sections of the community. 

Deposit lnsurnl~ce Fulzction 

4.27 The number of insured banks increased fl-oni 1,412 at the end of 
June 1980 to 1,619 by end-June 1981 and comprised 81 comlnercial 
banks (excluding RRBs), 101 RRBs and 1,437 co-operative banks. Tlze 
increase was mainly brought about by the extension of the Deposit 
Insurance Scheme to 145 co-operative banks in the State of Ta~nil Nadu 
from July 1,  1980. By the end of June 1981, the Scheme covered 
co-operative banks in 13 States, viz., Andhra Pradesh, Gujarat, 
Jammu and Kashmir, Karnataka, Kerala; Mad.hya Pradesh, Maharash- 
tra, Orissa, Rajasthan, Tamil Nadu, Tripura. Uttar Pradesh and West 
Bengal and three Union Territories of (i) Delhi, (ii) Goa, Daman and 
Diu and (iii) Pond.icherry . Five other SPdtes, viz., Bihar, Himachal 
Pradesh, Manipur, Nagaland and Punjab are taking steps to amend their 
Co-operative Societies Acts to facilitate the extension of deposit insurance 
to their States, which account for a total of 66 co-operative banks. The 
co-operative banks in the remain.ing four States number 27 only. 

4.28 With a view to improving the protection afforded to the depositors, 
the limit of insurance cover per depositor (in the same right and capacity) 
per bank was raised. f r ~ m  Rs. 20,000 in force since 1976 to Rs. 30,000 
with effect from July 1 ,  1980. The rate of premium at four paise per 
Rs. 100 per annum, however, remained unchanged. The amount of 
assessable deposits increased from Rs. 26,743 crores as a t  the end of 
1979, to Rs. 32,570 crores, as at the end of 1980, bringing about a rise of 
20.5 per cent in the premium income from Rs. 12,35 lakhs in 1979 to 
Rs. 14,88 lakhs. Consequently, the Deposit Insurance Fund increased 
over the year from Rs. 92,56 lakhs to Rs. 109,63 lakhs. The Fund consti- 
tutes 0.34 per cent and 0.45 per cent of assessable deposits and insured 
deposits, respectively. 

4.29 As at the end of June 1980, fully protected accounts formed 99.1 
per cent of the total number of insured accounts and insured deposits 
74.4 per cent of the total value of assessable deposits. In the case of 
banks with d.eposits of less than Rs. 1 crore forming 49.7 per cent of the 
reporting insured banks, the respective percentages stood a t  99.9 and 
74.4 for commercial banks and 99.8 and 92.4 for co-operative banks. 

4.30 The total anlount ,of deposit insurance claims paid or provided 
for as at  end-June 1981 in respect of 14 coi~~n~ercial  banks and nine 
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co-operative banks aggregated Rs. 1,13 lakhs and Rs. 97 lakhs, respectively. 
The Corporation has received from the transferee banks/liquidators 
Rs. 78 lakhs and Rs. 10 lakhs, respectively. 

4.31 At the end of June 1981, all the 75 functioning commercial banks 
(excluding RRBs) and 68 RRBs were participating in the Small 
Loans Guarantee Scheme. This Scheme accounts for 99.6 per 
cent of the total advances guaranteed by the Corporation. The number 
of in.stitutions participating in the Financial Corporations Guarantee 
Scheme remained unchanged at 18. Ninety-four commercial banks 
(including 33 RRBs) and 37 co-operative banks have joined the Small 
Lcans (Service Co-operative Societies) Guarantee Scheme. Effective 
April 198 1,  the Corporation is providing guarantee support to all commer- 
cial banks, SFCs, eligible co-operative banks and certain Industrial 
Development Corporations in respcct of Itheir advances to small-scale 
industries. The credit institutions have been given time till July 1981 
to intimate their willingness to join the scheme introduced for the 
purpose. 

4.32 The total advances covered by the three guarantee schemes, viz., 
the Small Loans Guarantee Scheme, the Small Loans Financial Corpora- 
tions Guarantee Scheme and the Small Loans Service Co-operative 
Societies Guarantee Scheme increased. from Rs. 2,165 crores, as at the end 
or June 1979 to Rs. 3,152 crores as at the end of June 198 1 recording a rise 
of 45 per cent (Table 4.8). Advances to farmers and agriculturists con- 
tinued to constitute a major portion (64.6 per cent) of the guaranteed 
advances, followed. by credit to transport operators (13.1 per cent), retail 
traders (1 1.4 per cent) and professional and self-employed persclns (4.5 
per cent). 

4.33 Guarantee claims numbering 83,557 for Rs. 15 crores were received 
during the year 1980 which far exceeded the claims received in any of the 
earlier years. During the six-month period ended June 1981, a record 
number of 36,838 claims for about Rs. 6 crores were received. Claims 
received since inception of the Scheme up to June 1981 numbered 2,08,493 
and were for Rs. 48 crores. 

4.34 During 1980, 47,481 claims for Rs. 7 crores were disposed of and 
18,320 more claims were scrutinixd.; certain clarifications/additional in- 
formation have been sought from the claimants. During January - June 
1981, 35,373 claims for an amount Rs. 4 crores were disposed or. The 
total claims disposed cf since the inception of the Corporation's guarantee 
schemes up to June 198 1 numbered 1,35,626 and were for Rs. 25 crores. 

4.35 The Credit Guarantee Fund representing the surplus of the guaran- 
tee fee realised over guarantee claims paid and meant to meet further claims 
stood at  Rs. 44 crores, as on December 3 1, 1980, as against Rs. 34 crores a 
year before. As against this, claims pending settlement, amounts to Ro. 21 
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TABLE 4 .&SECTOR-WISE DETAILS OF DICGC's GUARANTEED AI)VANCES 

(Rupees i n  Crorcs) - --+--- 

As on the  last Friday of June 
SchemelCategory of Borrowers --------- 

1972 1977 1978 1979 I980 1981 -- up-d-- 

A. Small Loans Guarantee Scheme, 1971 205.71 1,322.80 1,706.29 2,154.45 2,789.13 3,141 .OO 
(98.7) (99.4) (99.5) (99.5) (99.6) (99.6) 

1. Farmers and agriculturists . . . .  134.67 845.64 1,057.04 1,345.80 1,796.10 2.028.30 
(64.6) (63.6) (61.6) (62.2) (64.2) (64.6) 

2. Transport Operators 

3. Retail Traders . . . . . . . . 28.34 138.00 178.92 257.39 316.65 357.03 
(13.6) (10.4) (10.4) (1 1.9) (11.3) (I I .4 j  

4. Professional & Self-employed persons 9 .14  69.72 87.96 108.1 1 127.09 142.73 
(4.4) (5.2) (5.1) (5.0) (4.5) (4.5) 

5. Business Enterprises . . . . . . 5.27 46.83 68.07 92.18 116.64 128.40 
(2.5)  (5.5) (4.0) (4.3) (4 -2) (4.1) 

6 .  Residual category of borrowers under 
the Differential Ratcs of Interest Scheme - 20.36 31.64 40.43 64.15 73.64 

(1.5) (1.8) (I .9) (2.3) (2.3) 

B. Financial Corporations Guarantee 
Scheme, 1971 . . . . . . . . 2.56 7.57 8 .66  9.38 10.23 9.76 

(1.2)  (0.6) (0.5) (0.41 (0 4) (0 a31 

1 .  Transport Operators . . . . . . 2.35 6.95 7.97 8.69 9.58 9.15 
( 1 . 1 )  (0.5) (0.5) (0.4) (0.3) (93.7) 

2. Business Enterprises . . . . . . 0.21 0.62 0 . 6 9  0.69 0.65 0.61 
(0.1) (0.1) A - (6.3) 

C. Service Co-ope1 ative Societies 
Guarantee Scheme, 1971 

Service Co-operative Societies . . 0.12 0.34 0 . 2 2  0.89 0.36 1.51 
(0.1) - - - (0.1) 

Total (A+BSC) . . . . .. 208.39 1,330.71 1,715.17 2,164.72 2,799.72 3,152.27 
(100.0) (100.0) (100.0) (100.0, (100.0) (100.0) 

--- ---- -- -- >- 

Note: Figures in brackets are percentages to total. - Negligible. 

(Source : Deposit Insurance and Credit Guarantee Corporation). 

crores. The surplus in the fund, which is in the nature of a reserve for 
future claims, constitute 0.8 per cent of the guaracteed advances. 

4.36 A major step taken in the direction of ensuring that the benefits 
under the guarantee schemes accrue to the intended category of borrowers, 
namely the small borrowers, is the introduction of a graduated scale of' 
guarantee fee weighted in favour of small borrowers, coming into effect 
from July 1, 1980. For this purpose, borrowers covered under the guar- 
antee schemes have been classified into two categories and a borrower 
who is provided eligible credit facilities not exceeding Rs. 25,000 in the 
aggregate is considered a 'Small Borrower' and in their case, the existing 
rate of guarantee fee, i.e., 0.50 per cent per annum continues to remain 
in force. I n  all other cases of eligible borrowers the rate of guarantee fee 
is higher, i.e., 0.75 per cent per annum. 
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4.37 A Working Group constituted by the Corporation to consider the 
question of extension of the guarantee cover for credit to co-operative 
credit institutions also has, inter alia, recommended extension of the credit 
guarantee support to agricultural credit societies and land development 
banks at the primary level but in a phased manner. The recommenda- 
tions of the Group are under examination. 

4.38- +he Credit Guarantee Scheme for small-scale industries sponsored 
and formulated by the Central Government and administered by the 
Credit Guarantee Organisation (RBI) has been in operation since July 
1960. It was decided that all the credit guarantee schemes should be 
integrated under one organisation, viz., the Corporation. With a view to  
facilitating effective coordination and operational flexibility, the GO1 
have cancelled its credit guarantee scheme for small-scale industries 
with effect from April 1, 198 1 and at  their request the Corpora- 
tion will act as agent and discharge the obligations of the Government 
arising out of, or accruing under, the cancelled scheme up to the date of 
cancellation. The Corporation has simultaneously introduced, effective 
April 1, 198 1, a credit guarantee scheme of its own, for covering advances 
to small-scale industries. With a view to ensuring continuity in the credit 
guarantee cover, the new Scheme provides guarantee support for all 
credit facilities which will cease to be covered by the old scheme conse- 
quest upon its cancellation. The terms and conditions of the new 
scheme have been designed to ensure that the guarantee support under the 

j scheme is weighted in favour of the weakest of the weaker sections of the 
I society and to make it worthwhile for credit institutions to lend to this t 

- class of borrowers. 

4.39 Thus in the case of borrowers to whom credit facilities not exceed- 
ing Rs. 25,000 in the aggregate has been granted, guarantee coverage is to 
the extent of 90 per cent as against 75 per cent for those having credit 
facilities over Rs. 25,000 but not exceeding Rs. 2 lakhs and 50 per cent for 
those having'credit facilities over Rs. 2 lakhs. Besides, a two-tier system 
of guarantee fee has been introduced here too in terms of which guarantee 
fee payable in respect of advances not exceeding Rs. 25,000 granted to a 
borrower is 0.50 per cent as against the rate of 0.75 per cent per annum 
applicable in respect of other borrowers. 

4.40 Till the cancellation of old credit guarantee scheme, as on March, 
31, 1981, 17,822 claims for a total amount of Rs. 98 crores were 
pending with the erstwhile credit guarantee organisation and have been 
transferred to the Corporation. During the quarter ended June 1981, 
1,725 more claims for Rs. 6 crores were received while 858 claims for 
Rs. 2 crores were disposed of during the quarter. With a view to 
expedite the disposal of claims, several measures including revision of 
claim forms were taken up. 

4.41 The Corporation has opened branches, one each at  Bombay, 
Calcutta, Madras and New Delhi since April 1, 198 1 .  
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VI. U N I T  TRUST OF I N D I A  

4.42 The setback suffered by the UTl in the sales of units in 1979-80 
persisted during 1980-81 (July-June). During the year, sales of units 
under the Unit Scheme 1964 and the Unit Scheme 1971 (Unit Linked In-  
surance Plan-ULIP) of the UTI aggregated Rs. 52 crores, 9.9 per cent 
lower than the sales at Rs. 58 crores during 1979-80 (Table 4.9) .  More- 
over, the repurchases of units during the year being higher at Rs. 18 crores, 
as compared to Rs. 14 crores in 1979-80, the net sales of units aggregated 
Rs. 35 crores and were substantially lower than Rs. 43 crores during the 
previo~ls year. Factors which have considerably cut into the attractive- 
ness of units include upward revision of interest rates on bank deposits, 
raising of ceiling on interest rates on secured public debentures, introduc- 
tion of National Savings Certificates carrying an interest rate of 12per cent 
and the entry of public sector companies in the field of deposit mobilisa- 
tion. Sales under the Unit Scheme 1964 declined from Rs. 49 crores during 
1979-80 to Rs. 40 crores in 1980-81. The sales of units under the ULIP 
Scheme, however, increased from Rs. 9 crores to Rs. 12 crores. The 
increase represents sales on account of contributions from new members, 
renewal contributions from existing members and dividend payable 
to them. 

TABLE 4.9-SCHEME-WISE SALES AND REPURCHASES 

(Amount in Rupees Crores) 

Schemes 
Sales Repurchases Outstanding ---- a s  on June 30, 

1979-80 1980-8 1 1979-80 1980-81 1981 

---- 
Unit Scheme 1964 . . . . 48.93 39.67 13 -76 15.29 389.85 

Unit Scheme 1971 . . . . . . 8.92* 12.44* 0.20  0.41 31.16 

Unit Scheme 1976 . . . . . . @ @ 0.45  1.87 4.41 

TOTAL . . . . 57.85 52.10 14.41 47.57 425.42 

.----- ----- - 
@ Sales suspended since April 1976. 
* Represents sales from contributions from new members, renewal contributions from existing members and from 

dividend payable to existing members. 

(Sorrrce : Unit Trust of India) 

4.43 The increase in repurchases of units during the year was influenced 
by two factors. First, some of the investors might have withdrawn their 
funds from units on completion of t he  stipulated period of three years for 
availing of capital gains tax exemption which was in force earlier. Secondly, 
many investors started to sell back their units following the announcement 
in March 1981 by the UTI that the Unit Schenle 1976 will be terminated 
on June 30, 1981. This Scheme (popularly known as the Capital Units 
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Scheme) was introduced on January 1, 1976 and the UTI had then hoped 
to double the unit holders' investment in five years' time. The sales under 
this Scheme, however, remained open only till April 21, 1976, and were 
suspended thereafter. The repurchase price of capital units (face value of 
Rs. 100) had reached Rs. 200.10 by November 1980, thus doubling 
the unit holders' investment in less ihan five years. 

4.44 The UTl intensified its sales promotion and publicity efforts with 
a view to arresting the declining trend in the sales of units. For the first 
time in its history, the Trust has branched out to State-level centres. The 
Trust opened its State-level sub-offices at Trichur in Kerala and at Lud- 
hiana in Punjab with a view to reaching out to the rural districts and 
providing prompt and personalised services to its unit holders. 

4.45 As on June 30, 1981, units sold and outstanding with the public 
under all schemes of the Trust aggregated Rs. 425 crores (unit holding 
accounts being 10.5 lakhs), of which about Rs. 390 crores were under 
Unit Scheme 1964 (unit holding accounts being 9 .1  lakhs). 

4.46 , The l rust. stepped up the rate of dividend for the year 1980-81 
to 1 1 . 5  per cent from 10.0, per cent for the unit holders under the Unit 
Scheme 1964 and to 8.75 per cent from 8.50 per cent for the unit holders 
under the Unit Scheme 1971. 

4.47 As on May 31, 1981, total investible funds of the Trust amounted 
to Rs. 523 crores. Of this, equity shares accounted for Rs. 130 crores 
(24.9 per cent); preference shares Rs. 16 crores (3.0 per cent) and deben- 
tures Rs. 138 crores (26.4 per cent). The remaining amount of Rs. 240 
crores was mainly invested in call deposits with banks (Rs. 11 1 crores), 
advance deposits with companies against investment commitments 
(Rs. 58 crores), fixed deposits (Rs. 67 crores) and other investments 
in corporate sector, viz., bridge finance, application money, etc, 
(Rs. 4 crores). 


