V. CREDIT POLICY

128, Given the expansion in money supply in the recent period, the
emphasis in monctary policy during the year has been towards resivaint
of credit. The Reserve Bank of India has in fact been pursuing such a
policy more or less continuously since January, 1970. At the same timc,
since the need to increase output remains paramount, credit bhas  been
offered liberally to those sectors which could utilise it profitably towards
productive purposes. In particulur, sectors neglecicd in the past, such
as agriculture and small-scale  industry, have  continued 0 be pre-
ferred during the year.  Within  such sectors, again, the economically
weaker groups have reccived prelerence.

129, Caudion hus dominated the shaping of credit policy; the uncer-
tainties on the price {ront could not make it otherwise.  Nevertheless,
the Reserve Bank of India has not hesitated to relax its policy of selec-
tive credit contro] whenever circumstances have warranted. For exampic,
in view of the fairly comforuible supplies in the case of certain commo-
dities, u few modifications in the Bank’s contro!l mechanisms were introduc-
ed in the slack scason of 1971, Advances aguinst wheat were completely
exempted {from regulatory coilings and  thosc  against  maize exempted
from all controls. Similarly. in view of the increased availability of raw
jute and the prospects of cxpaasion in jute munufactures, credit limits to
jute mills were increased ang the banks were permitted 1o finance stocks
of raw jute with the mills upto an average of four months’ consumption.
Contrals on bank advance. against  oilsceds too  were modified; credit
controls were not to apply to all cilsceds and oils other than groundnut,
mustard sced/rape secd/castor sced/linsced, oils thereof ang vanspati.
The need was also felt of rclieving the stringency of credit reperted in
respect of the marketing of cotton and kapas of certain varieties because
of dclived harvesting: the perind during which o lower minimum margin
was to be apolicable in respect of advances against these varieties  to
parties other than mills was accordingly extended from time to time during
the 1971 slack scason. On the other hand. in the context of the conti-
nuous rise in the prices of sugar, oor and khandsari. in order that <pecu-
Iative holding of stocks could be discouraged. confrols on bank advances
against these commodities were made rigncone by raigine the marein and
bv fixing a minimum rate of intcrest of 12 per cent under certain stipu-
Tated circumstances.

130. For the 1971-72 busy season. credit poficy, as formulated bv the
Reserve Bank of Tndia. continues to be  ecuided bv the overall conside-
ration of restraint consistent with the genuine reeds »f  the industrial
sector and requirements of food procurement; besides the hitherto
neelected sectors continue to reccive particular attention along with unite
snccialising in defence-oriented production.  While the Reserve Bank of
India has agreed to offer finance to cover the reauirements of the com-
mercial hanks at the time of veak demand. it has alsn stressed that the
latter should resort to borrowings from the central bank only for meeting
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the inescapable needs and that too for short periods; recourse to re-
finance as a matter of routine is being discouraged. The banks have been
further informed that their aggregate borrowings from the Reserve Bank
of India as at the end of April, 1972, are not to exceed the borrowings
as at the end of April, 1971. 1In addition, they have been put on notitce
that with effect from the first Friday of August, 1972, the statutory
liquidity requirement, exclusive of the statutory balances with the Reserve
Bank of India amounting to 3 per cent, would be raiseg from 28 ‘per cent
to 29 per cent.

131. The basic structure of the Reserve Bank of India’s refinance
policy has however remained unimpaired. Irrespective of the net liqui-
dity ratio, refinance is available at 4% per cent against bank advances to
primary co-operative credit societies in selected districts of Andhra
Pradesh, Haryana, Madhya Pradesh, Uttar Pradesh and Mysore,
and against export credit sanctioned upto an amount equal to
10 per cent of the annua)] average obtaining in 1971. Further refinance
at the Bank rate (6 per cent) is available, again irrespective of the net
liquidity ratio, in respect of an additional amount of export credit equal
to another 10 per cent of the annual average in 1971. Refinance on
similar terms continues to be allowed in respect of increases in short-
term advances to small industries covered by the Credit Guarantee Corpo-
ration and of increases in short-term direct lending to agriculture over the
respective levels of credit offered in the corresponding quarter of the
previous year. Identical facilities are to apply to bills rediscounted under
the new Bill Market Scheme.

132, Certain changes were undertaken during the Year to ensure a
broader base of participation by the commercial banks in the financing of
food pracurement. With effect from November 1, 1971, the Reserve Bank
of India’s refinance against advances for the procurement of foodgrains
was macde available at the Bank ratec upto an amount equal to 10 per cent
of the outstanding level of these advances on the last Friday of October,
1971, and an additional one-third of the increase over the level as obtaining
on the latter date- The Reserve Bank of India’s discretionary accom-
modation at the Bank rate, it was emphasised, would be available only in
exceptional circumstances, and on a rigorous assessment of the ‘performance
of the individual banks in the mobilisation of deposits, the planning of
credit and the financing of the hitherto neglected sectors and backward
regions.

133. The Reserve Bank of India has continued to review in the course
of the year its system of credit controls having regard to trends in prices
and availabilities of specific commodities. In November, 1971, it modified
its control over bank advances against raw cotton and kapas in order to
encourage the production of certain long-staple varieties in the country.
Changes have also been made in January, 1972, in the details of credit
control vver advances against sugar, foodgrains and oilseeds and oils. Tn
the case of sugar, eur and khandsari, controls were tightened by raising
the minimum margin on bank advances against these commodities in view
of the continued rise in their prices.  The credit controls on food-
grains, on the other hand, were somewhat relaxed having regard
to the improved supplies and the need of meeting the reauirements of small
farmers, traders and primary co-operative societics.  The changes made
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in the framework of controls on advances against oilseeds and vegetable
oils were, however, not ot a substantial nature; credit ceilings were
withdrawn in respect of advances against rapeseed and mustardseed oils,
and also against oilseeds to vanaspati manufacturers and registered oil mills,
advances against vegetable oils to the latter being already exempt from
such ceilings.

134, Following the outbreak of “hostilities in December, 1971, the
Reserve Bank of India adopted a number of measures in order to gear
its credit policy to the national war effort. Banks were asked to grant
accommodation on a priority basis, to industrial units manufacturing and
supplying goods to the defence services, and to help angment production
in general and ensure smooth distribution of goods, cspecially in the border
arcas, To facilitate the specdy execution of defence orders, banks were
also asked to grant packaging-cum-supply credit against confirmed orders
or accefitance of tenders. Similar facilitiecs were also suggested to be
offered to sub-contractors providing materials, etc.,, to primary suppliers
fulfilling defence orders. The procedure of obtaining prior authorisation
under the Credit Authorisation Scheme was waived for such cases, as also
for sugar, coal and textile industries.

135. Controls in respect of advances against foodgrains, oilseeds and
vegetable oils, cotton and kapas, and sugar and gur in the border and
near-border areas were relaxed. Tt was also decided to make refinance
available at the Bank rate to individual banks, irrespective of the net
liquidity ratio. for meeting the added requirements of working capital,
particularly of small-scale units in case inventories had accumulated due
to difficultics of transport and other factors bevond control. Tn addition,
the Credit Guarantee Scheme for Small-scale industries located in the
border areas was further liberalised.

Progress of Public Sector Banks

136. During the year under review, the banks in the public sector
continued their endeavour to widen their geographical coverage, to mobilise
denosits on a larger scale and to diversify credit. Significant results were
achieved by them in several areas of operation,

137. There was a striking acceleration in the pace of deposit accretion
in the banks in 1971. Between the last Fridays of 1970 and 1971, the
deposits of the public sector banks (namely. the State Bank of India, its
seven subsidiaries and the fourteen nationalised banks) increased from
Rs. 4,772.1 crores to Rs. 5,742.0 crores that is, by Rs. 969.9 crores, which
works out to a rate of erowth of about 20 per cent per annum. This
contrasts with the growth of deposits of the order of Rs. 689.3 crores
(or 16.9 per cent) between the last Fridays of 1969 and 1970 and of
Rs. 5§56.7 crores (or 15.8 per cent) during the preceding fifty-two weeks
(last Friday of 1968 and last Friday of 1969). The State Bank of India
alone accounted for an increase of Rs. 287.2 crores in deposits, from
Rs. 1.222.2 crores on the last Fridav of 1970 to Rs. 1.509.4 crores on
the last Fridav of 1971, Deposits of the fourteen bankg nationalised in
1969, which stood at Rs. 2.625.8 crores at the time of their take-over,
acgregated Rs. 3.829.1 crorves at the end of 1971, registering a erowth
of nearly 50 per cent in the course of about thirty months. Reflecting
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the growth of the banking habit in the community, bank deposits as a
proportion of aggregatc monetary rcsources .(comprising currency with
the public, deposit money and time deposits with the scheduled banks)
have gone up from 52.2 per cent in March, 1969, to 58.1 per cent in
December, 1971,

138. In their effort to extend the network of bank branches to hitherto
unbanked areas, the public sector banks opened 1,502 new offices in the
calendar year 1971, of which 889 were located in centres previously with-
out any bank branches. By the end of December, 1971, the number
of new oflices opened by the public sector banks following nationalisation
went up to 4,047; as on that date, the number of. such offices totalled
10,680 as against 6,633 on July 19, 1969. Of the new offices opened
since nationalisation 2,655, or more than 65 per cent, are located in
cural arcas.  The proportion of rural branches in the total number of
offices of these banks has gone up from 23 per cent in June, 1969, to 39 per
cent in December, 1971, Following this spurt in the opening of branches
on the part of the commercial banks, the average populaticn served per
bank oftice has declined from 65,000 at the end of June. 1969, to 42,000
in December, 1971 the number of districts where the population served
per bank branch averaged over 200,000, has correspondingly come down
to 10 from 70 at the time¢ of nationalisation. Districts bereft of any
banking facilitics ar¢c now only three in number (two in Himachal Pradesh.
and one in Mizoram): in June, 1969, the number was as much as thirteen.
In somc of the grossly under-banked States, a significant jmprovement has
taken place.  Thus population per bank branch has come down in Assam
from 188.000 in June, 1969, to 94.000 in December, 1971; in Bihar.
from 207.000 to 111,000; in Jammu and Kashmir, from 114,000 to 44,000;
in Madhya Pradesh, from 116,000 to 65,000; in Orissa, from 212,000 to
117.000 and in Uttar Pradesh. from 119,000 to 70,000.

13Y. Unbanked areas and those which are cconomically backward
continue to reccive priority in the selection of centres for branch opening.
In order to specd up the identification and allocation of new centres for
branch expansion, regional mcetings of bankers have been convened from
time to time by the Reserve Bank of India. Four such meetings were held
in 1971. namely. at Patna, Kanpur, Bhopal and Delhi. Besides, meeting
were also organised, at the level of States and districts, by the ‘lead” banks
in their respective arcas.  The strategy for branch expansion for the years
1972-74. it has now been decided, will be based on a perspective plan
to be drawn up by the banks keeping in view their resources of manpower
and operational efficiency. It is envisaged that the commercial banks
would open about 5,000 new offices in the course of the next threc years.

140, Lending to agriculture and other sectors, which received scant
attention from the banks before nationalisation, progressed further in 1971,
Between June. 1970 and December, 1971, the number of borrowal
accounts with the public scctor banks under the heads Agriculture, Small-
scale Industry, Road Transport Operators, Retail Trade and Small Business,
Professional and Self-employed Persons and Education, rose from 928,167
to 1,309.731, an increase of about 40 per cent, and the amount outstanding
in these accounts went up from Rs, 760.83 crores to about Rs. 960 crores,
that is. by nearly 26 per cent.  There has been of late a certain levelling
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off in the rate of growth of bank advances to these sectors, but this deve-
iopinent has to be viewed in the context of the organisational constraints
that have emerged, Lending to hundreds and thousands of small borrowers,
scattered over large areas, during the initial phase following nationalisation,
gave rise to certain strains affecting the supervision of credit necessary 10
cosure its proper end-use. The banks have been taking steps to strengthen
their ficld staff and set up appropriatc organisations at various levels  for
undertaking intensive financing of agriculture and the small-scalc sector.
Consultations with the concerned State Governments are also taking place
so as to integrate the credit programmes of the banks with approved
schemes for agricultural development.

141. Steady progress hag been maintained by the banks in the principal
task assigned to them under the Lead Bank Scheme, namely, a survey of
the individual districts with 3 view to assessing the credit needs as well as
the deposit potential, promoting branch expansion and bringing about
general devclopment.  Surveys concerning over 220 districts  have been
completed and should form the basis for mobilising deposits  as_ well as
integrating the activities of the credit institutions with the development
programmes in each district. Steps to follow up the findings of the Surveys
have been initiated in several areas. A beginning has been made in somc
districts 1o cstablish liaison with State agencies and officials directly con-
cerned with development,

142. The process of consultation with the State Governments and Unton
Territorics will gain further momentum with the constitution of the regional
consultative committees envisaged under the Scheme governing the manage-
ment of the nationalised banks. The States and the Union territorics have
been demarcated into six regions for the purpose; for each region. there
will be a consultative committee consisting of representatives {rom  the
Central Government, the State Government, the Unijon territorics and the
major commercial banks functioning in the region.  The task of each
regional committec will be to review banking developments in the particular
region and make recommendations for consideration by the Rescrye Bank
of India and the Union Government,

143, The Credit Guarantee Corporation intended to provide a cover for
the small advances of the banks came into operation with effect from April
1. 1971. The Corporation has formulated schemes to extend guarantec
cover upto specified limits on bank advances to small borrowers in the
hitherto neglected sectors. More recently, these limits have been raised in
respect of advances to transport operators, owners of petrol stations, and
dealers in fertilisers, and altogether removed in respect of advances 10
farmers and agriculturists covered by the Corporation’s guarantec. Under
the Scheme, 75 per cent of the losses arising out of such advances—subject
to the limits wherever applicable—will be reimbursed by the Corporation
This innovation. coupled with the emphasis on special schemes to  help
generate employment, is expected to facilitate the identification of small
units with employment-creating potential and their financing by the banks
in an imaginative way, T
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144, In pursuance of the recommendations of the Committee which was
set up to recommend special proposals for the generation of employment,
the public sector banks have prepared schemes for financing self-employed
persons. Borrowal accounts in the name of professional and self-employed
persons have gone up from 422 as at the end of June, 1969, to 28,879 as
at the end of June, 1970, and further to 51,186 as at the end of December,
1971. The amount of outstanding advances has increased from Rs. 0.3
crores as at the end of June, 1969, to Rs. 6.7 crores as at the end ol
June, 1970 and further to Rs. 10.4 crores ag at the end of December, 1971.
The banks have also been taking steps to simplify forms and procedures. -

145. To {facilitate agricultural lendiug by the commercial banks, a draft
model bill, based on the recommendations of the Expert Committee set up
by the Reserve Bank of India, has been circulated to the State Govern-
ments; instead of amending the various State laws separately and piecemeal,
the State Governments, it is felt, might consider enacting a single consoli-
dated legislation which could place the commercial banks on the same legal
footing as the cooperative banks with respect to their lendings to the agri-
cultural sector. The Reserve Bank of India has also introduced a system
of obligatory earmarking, upto 20 per cent of the credit limits sanctioned
to the Central Cooperative Banks, for the small and economicaliy weaker
farmers. Besides, the Agricultural Refinance Corporation is providing
complete refinance for schemeg undertaken for small and marginal farmers
and agricultural labourers,

146. During the year, the Government received the report of the Com-
mittee which examined the feasibility of a scheme of differential interest
rates, The Report of the Committee was not unanimous. The view of the
majority of the members was that too wide a differential in lending rates
charged by the banks should be avoided, having regard to the operational
problems involved; a range of differentials between 8% per cent to 10 per
cent has been recommended by them, The report of the majority has also
recommended the size of the loans as the principal criterion for identifying
borrowers in each of the sectors selected (agriculture, small scale industry,
transport operators and professionals) for the purpose of applying differen-
tial rates. The minority report, on the other hand, has suggested a wide
differential of lending rates ranging between 1 per cent and 20 per cent; it
has also offered the view that the relative economic status of the borrower
rather than the size of the loan should be a more objective criterion for
identifying borrowers for the purpose of applying differential rates. The
Report is under the Government’s consideration,

147. The Banking Commission which was appointed by the Govern-
ment in February, 1969, submitted its report on February 9, 1972. The
Commission has made a review of the important facets of the functioning
of commercial and cooperative banks, non-banking financial intermediaries
and indigenous banking agencies in the country. It has indicated the need
for a structural reorganisation of the commercial banking system, stressing
in particular the need for reshaping the banking arrangements in the rural
sector. With this end in view, the Commission has suggested the establish-
ment of rural banks either by promoting sound primary agricultural societies
as subsidaries of commercial banks or by the commercial banks themselves
setting up their own subsidiaries. It has also recommended the strengthen-
ing of the primary credit societies, wherever they are working on sound
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lines so that they could provide wide-ranging banking services, The Com-
mission hgs proposed stringent regulatory controls over the non-banking
financial intermediaries with a view to facilitating effective implementation
of monetary policy, creating conditions for their growth and safeguarding
the interests of the depositors. The report contains detailed recommenda-
tions for linking indigenous banking agencies with the organised banking
system. Several innovations have been proposed in the matter of recruit-
ment and training of bank personnel. There are important detailed recom-
mendations for improving and modernising the operational procedures and
management policies of the banks. The Commission has drawn attention
to the need for rationalising the service charges. It has also indicated the
lines along which banking laws could be streamlined and has recommended
a comprehensive banking code to govern commercial banks and non-banking
financial intermediaries, '

148. Constituting as they do, the principal financial intermediaries, the
banks have a pivotal role to play in mobilising private savings and in either
transferring such savings to the Government or in deploying them to meet
the capital requirements of the private sector itself. As indicated in the
preceding paragraphs, notable progress has been made in the field of deposit
mobilisation since nationalisation. While the performance in this respect,
particularly during the past one year, has been exceedingly satisfactory, the
pace of deposit mobilisation needs to be further intensified in view of the
resource constraints in the economy. At the other end, the endeavour must
continue to reach credit to the genuinely needy elements in the cominunity,
especially among those groups who have been neglected and deprived in
the past; the terms and conditions of such assistance have to be continuous-
ly reviewed. The priorities for the public sector banks in the immediate
period are thus fairly clear-cut. ‘

Activities of the Term-lending Institutions

149, During the year, the activities of the term-lending institutions con-
tinued to be directed towards promoting a spatially diffused pattern of
industrialisation in the country. Mention had been made in the Economic
Survey for 1970-71 of the facilities for assistance available from the public
sector financial institutions, on concessional terms, to small and medium
projects in relatively under-developed areas. The Industrial Development
Bank of India, as the apex financial institution, has sought to sustain its
special efforts to promote industrial development of the backward regions
and to help new entrepreneurs to establish themselves there. In collabora-
tion with the other public financial institutions, the IDBI has undertaken
surveys for identifying the industrial potential of the backward States. These
survelys contain a detailed analysis of the infra-structural facilities which
need strengthening in the areas, suggestions in regard to fiscal incentives,
such as subsidies for transport and power, which could be given by either
the Central or the State Gevernment, and proposals for concessional terms
of credit which may have to be accorded by the financial institutions. The
IDBI has also been exploring ways and means whereby technical consult-
ancy services would be available for purposes of identification of backward
areas, preparation of preliminary feasibility studies and detailed project
reports and project supervision,
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J.DU. One could. refer here (o ihe structure of interest rates adopted by
gl;i“ixlzi‘ns‘u?%d Devcl}gpp?cnt bank ‘of India.  Following the raising of the
> dale from 5 per Celil T O per eent in January, 1971, while the normal
lJLtvtvp k;}nﬂ:hrcg; 1(3:}1(15 (‘rﬂcr’c"\% ’b‘vtl_hc i3] st maintained at §% per cent, a

' the other rates were adjusted upwards by between one-halt and onc
per cent; no chzmgc was, howoever, made in the concessional rates charged
i respect ot either advances 10 industrial units in backward arcas or  the
rctmapcc of export credit.  Thus, in the case of dircct assistance (other
than for exports). the concessional rate (o units in the backward areas is 7
per cent as against the normai rate of 8.5 per cent. Similarly, in the case
of relinance ol industrial loans, while the normal rate is between 6.75 and
/ per cent, the concessional raic 1s 5 per cent for the small-scale units
wovered under the Credit Guaranice Scheme and 3.5 per cent for units  in
the backward areas (provided the primary lenders’ rate does not exceed 8.5
per cent or the smabl-scale units and 7 per cent for units in the backward
arcasj, The IDBI refinances advances granted by the State Financial Cor-
porations as well as by the banks. The concessional terms oflered by it to
small and medjumn units in the backward areas also include such other
featutes as dispensing with the commitment charge, longer repayment
periods, deferment of payment of instalments of principal and interest in
e initial ycars and subscriptions to the share capital of the projecis, More
recently. the IDBI has decided to make available its direct as well as
refinance assistance on concessional terms not only to new projects but also
to industrial units undertaking substantial expansion in specified backward
areas. -

151, Aggragate assistance sanctioned by the Industrial  Development
Bank of India, the Industrial Finapce Corporation. the Industrial  Credit
and Investment Corporation of Indin, the State Financial Corporations,
and the State Industrial Development Corporations gmounted to Rs, 232.6
crores in 1970-71 as against Rs. 153.8 crores in 1969-70. The disburse-
ment at s, [48.4 crores in 1970-71 was also higher than the disbursement
of Rs, 116.3 crores in the preceding year.  For the current year, the data
available refate (o the period April-September and indicate that total sanc-
tions by all these institutiong taken together were of the order of Rs. 114.5
crores as against Rs. 83.1 crores in the corresponding period last  year.
Disbursements have also tisen from Rs, 65.1 crores in  1970-71 (April-
September) 1o Rs, 77.4 crores in 1971-72 (April-September) .

{52, The performance of the Industrial Development Bank of India has
been particularly impressive.  Information in respect of its operation is
available upti! the end of December, 19711 thiy reveals that assistance sanc-
ioned (Rs. 1335 crores) during the period April to December, 1971 was
more than double of what was sanctioned in the corresponding period of
1970, Dishursements (Rs, 76.5 crores) were also higher by 56 per cent
over the level attained i the corresponding period of the preceding year.

153 The Reserve Bank of India had taken the initiative to establish the
Industrial Reconstruction Corvoration of TIndia, with head-quarters  at
Calcutta. with a view to meeting the problems of sick and closed industrial
anits, particularly in the eastern region. The Corporation, which came
into existence in April, 1971, had, upto the end of December, 1971, sanc-
tioned assistance of the order of Rs. 4.70 crores in respect of 30 industrial

units.
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General Insurance

154. A development during the year, which has implications for genera-
ting savings in the public sector, may also be taken note of here. In May.
1971, the Government, through the issuc of an ordinance, took over as a
prelude to nationalisation, the management of the undertakings of insurers
carrying on general insurance business in the country,  The measure
covered 62 Indian and 44 foreign insurers. The net premium paid on
account of general insurance amounted to Rs. 115 crores in 1969. It is
cxpected that nationalisation of general insurance would lead to improved
efficicncy, better service to policy-holders and the elimination of undesirable
practices.



