CHAPTER 7

MOMLTARY AND CREDIT DEVELOPKENTS

Introduction

7.1 The year 1981-82 has witnessed a moderation
in monctary expansion. Aggregate monetary resources
(M;) during 1981-82 (up to January 8, 1982) in-
creased by 11.3 per cent compared with 13.4 per
cent in the same period last year. Current trends
indicate that the overall monetary cxpansion for the
full year 1981-82 is likely to be lower than that in
1980-81. Net bank credit to the Government is
likely to show a lower increase than in 1980-81 and
the increasz in bank credit to the  commercial
sector is likely to grow at about the same rate as
in the previous year. There is also likely to be a
substantial decline in net foreign exchange assels of
the banking system, which would further contribute
to a reduction in the rate of growth of aggregate
monetary resources.

Monetary Trends in 1980-81

7.2 Monetary expansion in 1980-81 was almost
at par with that in 1979-80. Aggregate monetary
resources (M,) increased by Rs. 8,317 crores or
17.6 per cent in 1980-81 as against Rs. 7,111 crores
or 17.7 per cent in the previous year. Moncy
supply (M,), however, rose by 16.8 per cent com-
pared with 15.7 per cent in 1979-80. Net bank
credit to Government showed an increase of Rs. 5,704

crores (28.5 per cent) which was significantly higher
than the rise of Rs. 4,084 crores (25.6 per cent) in
1979-80. Bank credit to commercial sector showed
a lower increase of Rs. 5,323 crores (17.2 per cent)
than Rs. 5,475 crores (21.4 per ceat) in  1979-80.
The expansionary effect of these two factors on
money supply in 1980-81 was to some extent cushion-
¢d by a decline of Rs. 613 crores in net foreign ex-
change assets of the banking sector

1.3 However, there was some deceleration in  the
expansion of reserve money in 1980-81 as it
increased by 17.3 per cent compared with 17.7 per
cent in 1979-80 and 28.7 per cent in 1978-79 (Table
7:1). The growth in reserve moncy was largely the
result of a iise in net RBI credit to Government dur-
ing these years. An important factor in containing
the expansion of reserve money was the much larger
decline in the net foreign exchange assets of the bank-
ing system, RBI's credit to commercial sector and
other banks was also lower than in the previocus year,

Monetary Trends in 1981-82

7.4 Available  comparable daia on  money
supply (My) increased by Rs. 1,411 crores, till January
tary espansion compared with the high rates of growth
witnessed in the previous three years. Money
supply (M) increased by Rs. 1,411 crores, till Januarv
8, 1982 as against the higher increase of Rs, 1,752

TABLE 7.1

Sources of Charge in Reserve Money

1. Net RBI credit to Government

2. R.B.L credit to hanks

3. R.B.IL credit to commercial soctor
4, Net foreign cxchange assets of RBT

5. Government’s curreney liabilitics to the public
Minus
6. Net non-monetary liabilitics of R.B.L

RESERVE MONEY (1424344 45-6)

*Provisional/Partiaily Reviscd.
Notes : (1) Figurces in brackets are pareonizge variaticns.

(2 Data relate to March 31, 26+ elosure of Gov,

a0

(Rs. crores)

Out- Varpiations during
standing
2§ on 1978-79  1979-80  1980-81  1930-81 1981-82*
March 31, (Mar. 31 (Mar. 31
1978 to to

Jan. 9) Jan.§)
7644 1712 2939 4038 1641 1986
(23.2) (31.7) (32.6) (13.2) (12.1)
926 161 83 76 (--)81 . 159
(20.6) 7.4 6.3y (—6.7 (12.4)
954 296 296 154 78 194
(31.0) 3.7 (10.0 3.0 (11.4)
4532 899 (-3 813 (=707 {776
(13.8)  (~0.8)  =11.9) (—13.1) (~37.2)
593 11 12 17 15 i3
1.9 2.0 2.9 2.5 2.n
3708 27 823 804 (—)i91 393
0.7 (22.0) (17.6) (—4.2) (7.3)
10941 3142 2490 2868 1137 183
28.7) 17.7 (17.3) (6.9) 10.,9)
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crores m ihe sume perlod last year,  The growth rate
of 6.0 per cent in M, during the period was significant-
ly lower thea 8.8 per cent vecorded in the correspond-
ing period of 1980-81. Similarly, aggregate mwunetary
resources (M;) rosc by Rs. 6,270 crores til! January 8,

1982 as agaiast a rise of Rs. 6,318 crores in the same

period of 1980-81.

The growth rate of M; expansion

at 11.3 per ccnt during the period was also lower than
13.4 per cent recorded in the comparable period last

year.

TABLE 7.2

Sources of change in Money Stock

(Rs. crores).

Variaticns during

1979-80
(Mar. 31

to
Mar. 31) Mar. 31)

1930-81
(Mir. 31
to

1. M; (Monsy supply with the public)

il. M3 (Aggrogaio mOReiany reseurces)

I. Curreney with the pubiic
Uomned doprosits with bavks
3. Time & posits with banks

4, Other doposits with RBI

11). Sources of change in M3 (142434 4~5)

1. Not bank credit to Goverament. (24-b) .

(@) RBI's n:tcredit to Government. (14-1)
() To Central Government.
(i) To State Governments.

{hy Oth:or banks’ credit to Government.

Bank crodic t comaereial soctor (0 4 b)

{q) RBIs credit

(h) Othor banks’ credit

3. Mot foreig exchange assots of banking soctor.

Goversent’s cirroney Hahbilities to the publie

5. Bonking sectors not non-monctery lebilities other than time deposits (a+-b)

(a) N-ot non-monctacy habilitics of RBI

NWot nonemonctary Habilitics of other banks (derived)

Hoily Revisod.

Trust Fand Lean during 1930-81.
in hrackets are poreentage varistions,
Fact add up e U tads des i vonnding.

endd iime deposits data for 3

srch 31,

27069
5.7

7111
7.7y

1422
(13.9)

1062
(15.4)

4403
(19.3)
225

- 4084
(25.6)

2989
2650

339

1095

5475
2149
296
5179
(-—)43
(—0.8)
(—)12
(—2.0)
2393
(32.8)
823
1570

1977 end Mereh 3L

3359
{16.8)
8317
(17.6)

1772
(15.2)

1568
(19.7)

4957
(18.2)

20

5704
(28.5)
4038
3551
487
1666
5323
(17.2)
154
5169
(-—)613
(—-11.6)

17
2.9

2114

(21.8)
802
1311

g1 cxchangs asscts wonld hove bien mnch farger but fov the scorcticon of Ry 544 crores or

My PRED re worked cut on
chich demand and thae deposils were placed to) the last Fridays of March 1979 and March 198¢

1950-81  1981-82+
(Mar. 31 (Mer. 31
to to

Jen. 9) Jan. §)
1752 411
(R.8) (6.0)
6318 6270
(13.4) (11.3)
1314 410
(11.3) (3.0)
641 1253
8.1 (13.2)
4565 4859
(16.8) (15.1)
(—)203  (—)253
3806 3167
(19.0) (12.3)
1641 1936
1899 1779
(—)258 207
2165 1181
3997 5306
(12.9 {(14.6)
78 194

3919 5112
(--)661£ (~)1730
(--12.3) (~-37.0)
15 i3

2.5) 2.0
839 486
6.7 (4.1)
(—)191 395
1020 92
Toagorunt of IMF

the bosie of the



7.5 An examination of various components of M
reveals diverse trends.  Currency with the public rose
by Rs. 410 crores or by 3.0 per cent, a much
lower pace uuring the current year up to January §,
1982 compared with the increase of Rs. 1,314 crores
(11.3 per cent) during the same period last year.

Demand  deposits®* with banks, however, regis-
tered a larger increase of Rs. 1,253 -crores  com-

pared with that of Rs, 641 crores in the corresponding
period last year. Time deposits with banks  con-
tmued to rise, «lbeit, at a lower rate and the increase
amounted o Rs. 4,359 crores compared with the rise
of Rs. 4,565 crores in the same period of the previous
year.  Other deposits with RBI registered a dec-
line of Rs. 253 crores compared with the decrease
of Rs, 203 crores in the previous comparable period.

7.6 The sources of change in M, given in Table
7.2 show that unlike in the previous three years, a
subs:antial step-up in bank credit to commercial sector
was a major source for monetary expansion dur-
ing 1981-32 {up to January 8, 1982). Bank credit
to commercial sector during the period  incieased
by Rs, 5,300 crores or 14.6 per cent compared with
Rs. 3,997 crores or 12.9 per cent in the correspond-
ing period of the previous year. Two factors have
been mainly responsible for the expansion of bank
credit to commercial sector, Improvement in pro-
duction of foodgrains, particularly in Rabi 1980-81,
.led to higher procurement of foodgrains and larger
food credit in 1981-82. Industrial production
showed significant increase in 1981-82 over that in
the previous year and this in turn, necessitated a
larger flow of credit to the commercial sector, In con-
trast, there was a slow down in net bank credit to
Government and its role as a dominant source of mone-~
tary expansion in the last three years diminished to
some exten{ in the current year. Net bank credit to
Governmeat rose by Rs. 3,167 crores or by 12.3 per
cent till January 8, 1982 as against Rs. 3,806 crores
or 19.0 per cent in the same period last year. The
expansion of money supply resulting from these
sources during the current year (up to January 8,
1982) was significantly neutralised by the much
larger decline in the net foreign assets of the banking
sector by Rs. 1,730 crores or 37.0 per cent as against
a decline of Rs. 661 crores or 12.5 per cent in the
corresponding period last year.

7.7 The décicration iz monetary expansion in the
current year so far was reflected in smalier growth in
reserve money.  Rescrve money increased by
0.9 per cent up to January 8, 1982 which was signifi-
cantly lower than the jgrowth of 6.9 per cent in the
comparable period of 1980-81. The growth of re-
serve moncy Wwas lower because of the  substantial
decline in net forexgn exchange assets of RBI by

”‘Bq,mnmg, fmm l'xmnr) 1978 banks started adoptmg, a
new classification of their saviegs deposits into demand aund
time lability compouenis from different dates.  As such, the
data on demand and time depasits given in 1he past three
Economic Surveys were pot camparable gver different years
Now the data are availuble on the basiy of a upiform
classification and these are comparable.
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Rs. 1,776 croies (by 7.2 per cent) up to January 8,
1982 compared with Rs. 7U7 crores (by 13.1 per cent)
duiing ihe corresponding period of lasg year. The
umcicase of Rs, 393 crores in net non-monpetary liabi-
lines of RBIL this year in contrast o a decline of
Rs. 191 crores in the same period last year had also
depressed the growth of reserve money. On current
indications, the growth in reserve money is likely to
further decelerate during 1981-82.

7.8 In view of the anticipaied rise in both agricul-
tural and indusirial production, bank credit to com-
mercial secior is expected to rise further during the
resi of 1981-82.  However, pet foreign exchange
assels of the banking sector which have shown a
larger decline so far are likely to decline further,
and would cushion the monetary expansion during
the year. The rate of increase in net bapk credit to
Government is also likely to be contamned within
reasonable limnits.

Trends in $cheduled Commercial Kanks® Credit

7.9 In 1980-81, gross bank credit (including
participation tertificates and bills rediscounted with
Ri3l) showed an expansion of Rs, 3,451 crores,
almost similar to the level of Rs. 3,457 crores in
1979-80. This expansion was entirely due to the
increase in gross non-food credit which rose by
Rs. 3,773 crores as against Rs. 3,618 crores in 1979-
80. Food prccurement credit, on the other hand, dec-
lined sharply by Rs. 322 crores during 1980-81 due to
lower food procurement in the wake of the previous
year’s drought. .

7.10 Deposit mobilisation by scheduled commercial
banks increased in absolute amounts in 1980-81.
Aggregate deposits increased by Rs. 5,874 crores
compared with Rs. 4,981 crores in the previous year.
The rate of increase at 18.2 per cent was about the
same as in 1979-80. The increase was shared by
both demand and time deposits which rose by
Rs. 1,243 crores and Rs. 4,631 crores respectively.
The corresponding increases in 1979-80 were of the
order of Rs. 865 crores and Rs. 4,116 crores.

7.11 Scheduled commercial banks’ investment in
Government and other approved securities increased
markedly in 1980-81. This increase was of the order
of Rs. 2,435 ¢rores compared with Rs. 1,729 crores
in the previoug year. Consequently, the investment-
deposit ratic of banks rose to 34.0 per cent as at the
end of 1980-81 trom 32.7 per cent as at the end of
1979-80. The banks’ cash reserves in 1980-81 also
showed a larger increase of Rs. 1,049 crores than
Rs, 831 crores in 1979-80 and the banks decreased
their borrowings from the RBI by Rs. 117 crores in
contrast to the increase by Rs. 173 crores in 1979-80.

7.12 During 1981-82, gross bank credit by
scheduled commercial banks (including participation
certificates  and  bills  rediscounted with RBI)  till
January 8. 1982 yxmmdw by Rs. 4,120 crores

(16.2 per cent) whlch was nubﬂf'mtmilv higher than the
dwrease of Rso 2,522 crores (114 per cent) regis-
tered in the conuspondmg perlod ot 1980-81 This was
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due to the substantial increase in both food and gross ed m the sarac period of 1980-81. lhis icpresents
non-food credit. Food credit had shown a rise of 4 growth rate ol 15.2 per ceat as against 14.8 per
Rs. 649 crores compared with Ks. 36 crores in  the cent last yzar. The gross credit-deposit  ratio at
corresponding previous period, due to a step up in food 67.4 per cent on Janmary 8, 1982 was higher than
procurement following the substantial recovery in 66.1 per cent as on March 31, 1981].
agricultural production particularly in Rabi 1980-81. ‘ . .
Ggrronss non—fgod credit, Il)ikewise, gosc by Rs 3,471 . 7.14 Both demand and time deposits chowed
crores compaicd with Rs, 2,486 crores in the corres- further growth during 1981-82. Demand deposits
ponding period last year. The factor contributing to showed a rise of Rs. 1,122 zrores '“1! January 8,
this rise was the continued improvement m industrial 1982, giving a growth rate of 14.0 per cert compared
production in  1981-82. The rise in administered ~ With the inctease of Rs. 455 crores of 6.7 per cent
prices of key inputs and import of additional in the corresponding period of the previous year, Time
quantity of sugar and edible oils = also led to deposits  also increased by Rs. 4,682 ciores dur-
higher demand for credit in 1981-82. At the same ing the period compared with the increase of Rs. 4,305
time the flow of credit to the priority sectors was Crores n the same period of 1980-81. The growth
stepped up- i rate in time deposits at 15.5 per cent was, however,
lower than the 16.9 per cent during the corresponding
7.13 The rise in aggregate deposits of scheduled  period last year. The upward adjustment in bank
commercial banks up to January 8, 1982 at Rs. 5,804 deposit rates announced following the Unicn Budget
crores was larger than that of Rs. 4,760 crores record- for 1981-82 was a positive factor contributing to time
TABLE 7.3 ’

Scheduled Commercial Banks : Variations in Selected Indicators

(Rs. crous)

Variaticns during

1979-80  1980-81  1980-81 1981-82*
(Mar. 31 (Mar. 31

to to

Jan, 9  Jan. 8)

I. Aggregate deposits . . . . . . . . T 4981 5874 4760 5804

(a) Demand decposits . . . . . . . . . . . 865 1243 455 1122

(® Time deposits . . . . . .. ... 4116 4631 4305 4682

2. Borrowings from RBI . . . . . . 173 (9117 (—)N12 39

3. Cash in hand and balances with RBI . . . . . . . . . . 831 1049 38 46

(@ Cashinhand . . . . . . .. 116 132 68 101

(») Balances with RBI . . . . . . . . . . . 715 918 ()30 (—)56

4. Net balances with RBI [3b)—2] . . . . . . . . . . 542 1035 182 (—)95

5. Money at call and short notice . . . . .. . .. (=14 357 80 (—)288

6. Bank Creditt . . . . . . . . . . . . 3455 3561 2628 4120

7. Bills rediscounted with RBI . . . . . . . . . . 2 (910 (106 .

8. Gross bank credit (6+7) . . . ... ... 3457 3451 2522 4120

9.Public food procurement credit . . . . . . . . . . . (—)161 (-)322 36 649

0 . Non-foed gross bank credit (8—9) . . . . . 3618 3773 2486 3471

Of which :

To priority sectors 4 . . . . . . . . . . . . 1340 1756 N.A. N.A,

11. Investments in Government and other approved securities . . . . . 1729 2435 2877 1999

(a) Government securities . . . . . . . . . . 1044 1633 2134 1145

(b Other approved securities . . . . . . . . . . 686 802 734 854

12. Balances with othzr banks in cucrent account . . . . . . . 72 4 91 256

13. Gross credit——deposit ratio ) 67.4 66.1 66.4 67.4

14. Gross credit (excluding food credi t)—-d msn ratio ‘;% at the cnd of the period 60.9 61.4 60.6 61.9
15. Investment—deposit ratio . . 32 7

34.0 36.2 34.1

*Pr Ovmnna! !P(\rual!y Re.vlscd.

+Including Participation Certificates ‘

+Relates to only major banks which account for about 95 per cent of the gross bank credit,
N.A. Not awailable.

NOTE : The demand and time deposits data for March 31, 1979 and March 31, 1980 are worked ou! on the

basis of th
proportion in which demand and time deposits were placed for the last Fridavs of Maich 1979 and March ]98;
respectively.




deposit growih during the year. This camc &@bout
despiie still higher interest rates allowed on industiial
debentures and company deposits. To the extent
more deposits and debentures were raised by the cor-
porate secto:, the pressure on the banking system was
relieved. 'The sustained growth in time deposits aiso
showed that the attractiveness of time deposits as pro-
viding safe and reasonable return on savings continu-
ed, pasticularly in view of the recent decline in the
rate of inflation.

7.15 Banks’ borrowings from the RBI increased
by Rs. 39 crores till January 8, 1982 as against a
decline of Rs, 212 crores during the corresponding
period of 1980-81. There was an increasc of
Ks. 46 crores in the cash reserves of banks during the
period which was slightly higher than Rs, 38 crores
in the compaiuble period of the previous year. The
cash-deposit ratio, however, declined from 14.3 per
cent on March 31, 1981 to 12.5 per cent on January 8,
1982, In the preceding ycar, the decline in the ratio
was from 13.6 per cent to 12.0 par cent.  The increase
in investments in Government and other approved
securities at Rs. 1,999 crores was smaller than
that of Rs, 2,877 crores in the same period last year.
Consequently, the investment-deposit ratio declined
to 34.1 per cent on January 8, 1982 from 36.2 per
cent as on January 9, 1981,

7.16 Generally easy conditions prevailed in the
inter-bank call money market during the first four
months of 1981-82. The market tended to improve
during August-September 1981 and ruled distinctly
firm thereafter. The call money rate in Bombay which
was quoted far below the ceiling level till July 1981
firmed up to 8-9 per cent in August and ruled at the
ceiling of 10 per. cent throughout October 1981
January 1982, In 1980-81 the money market rates had
ruled easy during the greater part of the year and were
quoted much below the ceiling rate of 10 per cent thus

reflecting a comfortable liguidity position of banks.

Sectoral Deployment of Credit

7.17 Data on sectoral deployment of bank credit
are available for 1979-30, 1980-81 and the first six
months of the curreat financial vyear, 1981-82
(Table 7.4). The expansion of bank credit in 1979-80
and 1980-81 was entircly on account of the inc:ease
in gross non-food credit. In 1979-30, of the total
increase in gross non-icad credit, priority sectors
accounted for 41.9 per cent, followed by industry
{medium and large) with 34.3 per cent and the
remaining 23.8 per cent was shared by wholesale trade
and other sectors of the economy. During 1980-81,
the share of the priority sectors in the noo-food
incremental credit increased to 43.1 per cent, that of
industry to 44.0 per cent while the share of trade and
other sectors togetiter got reduced to 10.9 per cent.
The share of agricuiture in totai advances to priority
sectors which was 45.1 per cont in 1979-80 increased
marginally to 45.9 per cent in 1980-81. The share
ot small scale industries which was comparatively less
at 34.2 per cent in 1979-R0, declined forther to
33.9 per cent in 1980-81. The sharc of other <ectors

to-
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i total credit to priority sectors was marginally lower
at 20.2 per cent in 1980-81 as against that of 20.7
per cent in 1979-80. The growth in expot credit by
Rs. 10 crores in 1980-81 was much below tlie increase
of Rs. 140 crores in 1979-80. This could be attribut-
ed to the sluggish growth in exports in 1980-81 com-
pared with the carlier years.

7.18 The growth rate of gross bank credit during
1980-81 at 16.7 per cent was somcewhat lower than
that of 17.0 per cent in the previous year. ‘This was
due to the sharp decline in food procurcnent credit
by Rs. 341 crores on top of the decrease of Rs, 110
crores during 1979-80. On the other hand, gross non-
food credit in 1980-81 increased by Rs. 3,893 crores
or by 20.4 per cent as against the rise of Rs. 3,198
crores or 20.1 per cent recorded in 1979-80. The in-
crease in credit to priority sectors in 1980-81 by 26.1
per cent was higher than that of 24.9 per cent during
1979-80. Similarly the increase in credit for industry
(medium and large) at 20.7 per cent was higher than
15.3 per cent in 1979-80. In contrast, credit for whole-
sale trade and other sectors during 1980-81 showed a
lower increase at 4.1 per cent and 15.5 per cent
compared with the rise of 22.2 per cent and 229
per cent respectively in 1979-80. Within the priority
sectors agriculture received higher increase in credit
of Rs. 806 crores or 29.1 per cent in  1930-81, as
against Rs. 604 crores or 27.9 per cent in 1979-80.
The increase for the small scale industries of 22.6 per
cent was also higher then 21 per cent  during
1979-80.

7.19 For 1981-82, data on credit deployment are
available for the first six months of April—September
1981. During this period, gross bank credit showed
an increase of Rs. 1,817 crores, which was more than
four times the increase of Rs. 450 crores recorded in
the same period of 1980-81. Although this increase
was shared both by food credit and non-food credit,
the latter accounted for the bulk of the increase.
Thus, while the increase in food credit was of the order
of Rs. 116 crores (in contrast to the decline of
Rs. 251 crores in the corresponding period of last
year), the increase in non-food credit amounted to
Rs. 1,701 crores which was more than double the
increase of Rs. 701 crores in the same peried in  the
previous year.

7.20 Advances to priority sectors during April—
September 1981-82 also showed an increase of
Rs. 1,065 crores compared with that of Rs. 530
crores in the corresponding period of 1980-81. All
the categories in the priority sectors shared iz :his
increase. Thus, advances to agriculture rec’ tered an
increase of Rs. 557 crores as against Rs. 355 crores
in the similar period of 1980-81. Similarly, advances
to small scale industries shot up by Rs. 288 crores,
and to ‘other categories’ by Rs. 220 crores compared
with the incrense of Rs. 97 croves and Rs 78 crores
for the respective categories in the comparable period
of 1980-81. Advances to wholesale trade registered
an increase of Rs. 141 crores in contrast to the decline
of Rs. 129 crores recorded in the previous year.
Within the wholesale trade sactor, advances to the Food
Corporation of India (FCT) for fertiliser credit showed
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an increa_sc of Rs, 95 crores and advances to the Jute However, advances to the Cotton Coiporaticn of India

Corporation of India (JCI1) and other trade went up (CCI) decrecased by Rs. 92 crores. Export credit

by Rs. 3 crores and Rs. 135 erores  respectively. showed an increase of Rs. 8¢ crores during April—
TABLE 7.4

Sectoral Deployment of Gross Bank Credit

(Rs. crorcs)

Variaticns durirg

1979-80  1980-81% April-Sr ptember
1950-81 1981-82%

1. Gross bank credit (1 -1 2) . . . . . . . . . . . 3088 3554 450 1817
17.0) 6.7 .0 (7.3

I. Public focd precurenient credit . . . . . . . . . =)t (—)341 (—)251 116
2. Gross non-food bank credit (a4-b--c--d) . . . . . . . 3198 3895 701 1701
(20.1)  (20.4) (3.7 (7.4

(@) Priority sectors (--ii-+ii)) . . . . . . . . . 1340 1756 530 1065
(24.9)  (26.1) (7.9 (12.6)

(1) Agriculture . . . . . . . . . . . 604 806 355 557

(27.9)  (29.1) (12.8) (15.6)

(ify Smail scale industrics . . . . . . . . . 458 595 97 288

(21.0) (22.6) 3.7 8.9

(itiy Other priority scctors . . . . . . . . 278 355 78 220

: (26.5) (26.7) (5.9 (13.1)

(h) TIndustry (medium and large) . . . . . . . . 1096 1715 225 218
(15.3) (20.7) 2.7 2.2)

(¢) Wholesale trade other than focd precurement (i--ifnii--iv) . . . 348 79 (129 141
(22.2) “4.1) (6.7 7.1

- (i) Cotton Corporation ¢f India . . . . . . . . 48 31 (—)4t (—)92

(if) Focd Corporation of India . . . . . . . . 2 32 7 95

(iiiy Jute Corporaticn of India . . . . . . . . 28 23 15 3

(iv) Other trad: . . . . . . . . . . . 270 ()7 (110 135

(d) Other scctors . . . . . . . . . . . 414 345 75 290

22.9) (15.5) G3.4. (1.9

140 10 (—)38 86

11. Expari Credit (included under item 2)
9.3) ©.6) (—2.3) (5.2)

1. P.iority sectors advances as par cent of bank credit (excluding PCs} in the last
month of the pericd

*Provisional,

Notes : 1. Figures in brackets are parcentage variations.
2. Data relate to major banks which account for 95 per cent of gross bank credit and include bills redizcounted with RBI,

IDBI and other approved institutions and Participation Certificates.
S/34 M of Fin [81—S§



September of 1981-82, in contrast to the decrease of
Rs. 38 crores in the similar period of 1980-81. The
rise in export credit was expected because of the
recovery of  exports in the current  ycar. These
trends in credit deployment are tentative but broadly
conform to the sectoral priorities for credit deploy-
ment.

7.21 The outstanding bank advances (excluding
PCs) at the end of September 1981 werc Rs. 26,873
crores while the outstanding advances to priority sector
were Rs. 9,551 crores. The priority scctors’ share
in total outstanding advances at the end of September
1981 thus worked out to 35.5 per cent. This
compared faveourably with the share of 33.3 per cent
as at the end of September 1980.

Developments in Credit Policy

7.22 The stance of the monctary and credit policy
during 1981-82 continued to be thai of caution and
restraint. It sought to restrain the expansion of money
supply while seeking to raise tiime  deposits
with a view tc mobilising financial savings. Bank cre-
dit was to be restrained without inhabiting the increas-
ed flow of credit to the priority sectors, food procure-
ment, exports and the genuine needs of industry.

7.23 The measures adopted by the Reserve Bank
of India (RBI) to restrain money supply and bank
credit in the Jast few years were discussed in  pre-
vious Economic Surveys. An important recent
development in credit policy pertains to the irstructions
issued by the RBI to commercial banks in December
1980 regarding modifications to De carried cut in
respect of cash credit arrangements. The  major
changes required to be carried out by all commercial
banks in respect of borrowers with aggregate working
capital limits of Rs. 50 lakhs and over from the banking
system were : (a) raising of borrower’s contribution to
working capital to at least 25 per cent of current assets
and in cases where this became infeasible, conversion
of the excess over the permissible limits into a working
capital term loan with a definite payment schedule,
(b) fixing of separate limits for peak and non-peak
seasons and (c) conversion of cash credit limits into
drawee bill limits wherever possible. The other
requirements related to regulation of drawals of funds
through quarterly review of all working capital limits
of Rs. 10 lakhs and above, submission of half yearly
returns by banks to RBI of accounts overdue for
review, and charging of 1 per cent penal interest on
total outstancing from units which failed to furnish
quarterly returns. These measures were designed to
promote a more rational management of funds by
commercial banks.

7.24 Simultaneously with the presentation of the
Union Budget, 1981-82, significant changes were
made in interest rates in order to rationalise interest
rates structure. The interest rates on bank deposits,
last revised on September 13, 1979, were adjusted
upwards on March 2, 1981 with a view to promoting
savings. The maximum rate was retained at 10 per
cent but the period of maturity was reduced  from
5 years to 3 years. Interest rates were increased

50

from -7 per cent to 7.5 per cent on  deposits
of maturity of one year and above buyt less than
two years, and to 8.5 per cent for deposits of
two  years and above but less than three years.
Smaller scheduled commercial banks and regional
rural banks were given the discretion to offer 4 to
4 per cent higher interest on deposits of maturities
up to three years and on  savings deposits,
Co-operative banks were given the discretion of paying
additional interest in respect of both term and savings
depagsits, the addition ranging from % per cent in the
case of Statc Co-operative Banks to 1 per cent in
the case of primary co-operative societics. Moreover,
these banks could also pay additional interest over the
maximum rate of 10 per cent applicablz to other
banks.

7.25 Alongwith the restructuring of interest rates
payable on deposits, the lending rates of commercial
banks were also rationalised. This was aimed at reduc-
ing the existing number of specified rates, introduce
better gradation in the interest rates charged to various
categories of borrowers in the priority secter and
ensure uniformity in maximum lending rate charged
by larger and smaller commercial banks. It was also
intended to restrain the growth of credit through
an increase in average interest rates.

7.26 An important featurc of the new lending
rates structure was the introduction c¢f four slabs of
lending rates for four different categories of agencics
dealing with procurement and distribution of
commodities. These four slabs were (i) 12.5 per
cent—applicable to advances to agencies like FCI for
procurement of foodgrains under the full price support
scheme; (ii) 15 per-cent—applicable to advances to
Central and State Government agencies engaged in .
procurement/distribution  of  specified  essential
consumer commodities viz. pulses, edible oils, kerosene,
salt and sugar; (iii) 17.5 per cent—apglicable to
advances to Central and State Government agencies
dealing with the procurement and distribution of
essential consumer commodities other than those
specified in (i) and (i) above and also engaged in
procurement of cash crops like jute as well as in
procurement and distribution of fertilisers, pesticides
and seeds and (iv) 19.5 per cent—chargeable on
advances to Central and State Government agencies
engaged in the procurement/distribution of commodities
for sale on a commercial basis. Alongside, the
lending rates of regional rural banks and co-operative
banks were also suitably changed in order to align
these rates with the lending rates of commercial banks.

7.27 The minimum lending rates for loans/
advances/cash credit/overdrafts against commodities
subject to selective credit control were revised up-
wards. The rate applicable for advances to sugar
mills was raised from 16.7 per cent to 17.5 per cent
and that on other advances from 19.4 per cent to
19.5 per cent. The interest rates for export credit
were also raised. The Special (lower) rate applicable
to cotton textile mills in respect of approved stocks
was abolished. However, the rates for housing loans
were liberalised,



7.28 Alongwith the changes effeccted in  Ilending
rates of bauks on March 2, 1981, the bLasic lending rate
_of IDBI was also raised from 11.85 per cent to
14 per cent. The interest rate under the 1DBI’s
refinance scheme, applicable to medium sized units
was raised marginally from 13.5 per cent to 14 per
cent. The scope of interest rate concession given to
projects in specified backward arcas was narrowed
down by limiting such concessions only to new units
and the rate was sct at 12.5 per cent.  Other term
lending institutions followed IDBI’'s move towards
revision of inferest rates upwards.

729 In view of the persistent inflationary
pressures, the RBI  issued general gaidelines to
commercial banks in May 1981 urging them to ensure
that non-food credit expansion in the slack season as
also in the entire financial year did not exceed the
expansion in the corresponding previous periods.
Subsequently, several measures aimed at restraining
credit expansion were announced. The Cash Reserve
Ratio (CRR) was raised in iwo phases : {rom 6 per
cent to 7 per cent in two stages: 6.5 per cent from
the last Friday of July 1981 and 7 per cent from
August 21, 1981, The CRR was further increased
to 8 per cent in October 198!. This change was to
be effected in four stages: 7.25 per cent from
November 27, 1981; 7.5 per cent from
December 25, 1981; 7.75 per cent from January 29,
1982 and 8 per cent from February 26, 1982. The
Statutory Liquidity Ratio (SLR) was also raised from
34 per cent to 34.5 per cent from September 25,
1981 and to 535 per cent from October 30, 1981,

7.30 The discretionary refinance and rediscounting
rates were revised upward with a view to discouraging
banks from sceking refinance from the RBI. The
minimum interest rate on refinance was increased from
11 per cent to 14 per cent with effect from June 1,
1981, This would not, however, affect the lending
rates of banks. Moreover, it was impressed upon the
baoks that the facility of refinance would be available
only for short periods and in exceptional circumstances
and that, too, subject to the satisfactory maintenance
by banks of the stipulated reserve requirements. The
rediscount rate for bills was similarly raised from
11 per cent to 14 per cent for the first tranche and
further tranches would attract even higher rates of
interest. The facility of stand by refinance provided
for meeting clearing imbalances for two-three days at
a time was continued at the existing rate of 11 per
cent. However, it was stipulated that cffective
June 1, 1981, this facility would be provided only
against the collateral of Government and Trustee
Securities.

7.31 The bank rate was raised from 9 per cent
to 10 per cent with effect from the close of business
on July 11, 1981. Consequent to this change in
Bank Rate, foed and export refinance rates vere raised
from 9 per cent to 10 per cent with effect from
July 18, 1981. The refinance rate against shipping
loans was raised from 10.5 per cent to 11.5 per cent
and that against loans for import of capital goods was
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raised from 9 per cent to 10 per cent with effect from
the close of business on July 11, 1981. The on-
lending rate was raised from 11 per cent to 12 per cent
in both the cases, :

7.32 In recognition of the need for the tlow of
finance to the export sector and for foud procurement,
the commercial banks lending rates for food procure-
ment and export credit were kept unchanged. Banks
were asked 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 in the context of difficult balance of payments
situation.

7.33 Appropriate adjustments were also introduced
in the selective credit controls for sensitive
commodities. The minimum margins against stocks
of wheat, paddy, rice and other foodgrains were raised
by 10 percentage points with effect from July 13,
1981, with the exception of advances to roller flour
mills against wheat and advances against pulses.
However, selective credit control doacerning sugar
was adjusted subscquently in view of the likely
increase in  production and stocks. The margin
requirement of 25 per cent on advances granted by
scheduled commercial banks to sugar mills against
security of sugar produced during 1980-81 scason
was relaxed. The actual quantum of relaxation was
to the extent of the deficit in the margin arising
from the Government’s decision to acquire 4 lakh
tonnes of levy free sugar as levy sugar out of current
season’s production for public distribution during
Gctober and November 1981. This relaxation which
was effective till January 31, 1982 covcred stocks
which  had not been released for sale by the
Government and had not left the factory premises and
on which excise duty had not been paid.

7.34 The period of extra credit given by
commercial banks to jute mills for purchasing four

.weeks’ consumption for raw jute from the Jute

Corporation (in addition to the credit given fur carrying
stocks for ten wecks consumption as per the norms
of the Tandon Committee) was ertended further up to
the end of January 1982. Besides, banks were
permitted to grant additional ad hoc accommodation
to jute mills for the purchase of raw jute cquivalent
to two weeks’ consumption during the peak marketing
periad from November 1981 to January 1982,

7.35 The credit flow to the
within them to the weaker
was further increased.  General guidelines were
issued to basks to increase their advances to
priority sectors in such a way that these advances
constituted 40 per cent of aggregate bank advances by
1985. Further, 40 per cent of the priority secior
advances should bs carmarked for agriculture and
allied activitics so that this sector accounted for at least
16 per cent of total advances by 1985. Specific
measures were also taken to ensure that the weaker
sections within. the priority sectors reccived the
maximum berefit. Weaker sections were specifi-
cally defined within the auriculture and small
industry scctors and banks were  advised to

pricrity sectors, and
sections of the society



ensure that at least 50 per cent of their direct advances
went to agricuiture, and at least 12.5 per cent of their
total finance (o small scale industries flowed to the
weaker sections by March 1985.

7.36 The Differential Rate of Interest  (DRI)
Scheme was further extended by including the private
sector banks so that its coverage extended to the entire
counfry.  Frivate sector banks were directed o
ensure that at least two-thirds of their advances under
this schems were routed through their rurai and semi-
urban branches. The scheme was also  modified
to allow banks to route such advances through
Regional Rural Banks (RRBs) on refinance basis.
Target groups which are beneficiaries of the 20-Point

Programme were aiso identified within the prio-
rity sectors, The scope of advances t¢  priority
sectors was widened to cover housing loans for

scheduled castes/tribes and cconomically weaker
sections and also cover consumption loans under the
20-Point Programme. Banks were asked (o give spe-
cial attention in providing assistance to the beneficiaries
of the 20-Peint Programme within the district credit
plans. Lending procedures of banks were simplified
further to cnsure the disposal of small loan applications
within three to four wecks of applications. Security and
margin requircments were also relaxed for this
purpose.  For example, banks were to take only
Demand Promissory Notes for crop loans of up to
Rs. 1,000. For artisans, craftsmen and village and
cottage industries, the banks were not to insist on
securities other than hypothecation of asscts. More-
over, the Integrated Rural Development Programme
(RDP) was cxtended to all blocks with = a  view
to providing greater financial assistance to the weaker
sections of the society.

7.37 As discussed carlier, advances to priority
sectors increased and the rising trends of advances to
priority sectors  was maintained  in 1981-82, The
DRI Scheme was also showing encouraging progiess.
According to preliminary cstimates,
standing advances by public sector banks under this
scheme amounted to Rs. 189.96 crores involving
24.7 lakh berrowers at the end of December 1980,
The figures at the cnd of December 1976  were
Rs. 47.24 crores and 10.0 lakh borrowers and at the
end of December 1979 the corresponding figures were
Rs. 140.96 crores and 20.8 lakh borrowers. Advances
made by private seclor banks (excluding six newly
nationalised banks) under the scheme amcunted to
Rs. 90 lakbs covering 10,460 borrowal accounts at
the end of June 1980. Similarly, the flow of bank
credit to IRD  Programme showed an  increase.
During 1979-80, the credit mobilised through
commercial banks for the programme was Rs. 85
crores compared with Rs. 63  crorcs  from
co-operatives. In 1980-81, the credit trom commercial
banks increased to Rs. 124 crores and that from
co-operatives to Rs. 74 crores.

7.38 In order to strengthen the institutional arrange-
ments for the supply of credit to agricuitural and ruial
sectors, the Government cnacted  legislation to

the total out- .
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set up a new apex bank viz. the National Bank
for Agriculture and Rural Development (NABARD).
The NABARD will be responsible for short term,
medium term and long term financing of agricultural
and aliied activities and for overseeing the entire rural
credit system including the statutory inspecticn of co-
operative banks and Regional Rural Banks (RRBs).
The authorised share capital of the NABARD s
Rs. 500 crorgs and the paid up capital Rs. 100
crores which will be contributed equally by the RBI
and the Government of India. The National Agricul-
tural Credit (Long Term Operations) Fund with the
RBI is now proposed to be transferred to the NABARD
to form part of its National Rural Credit (Long Term
Operations) Fund which could be used for providing
term loans. The NABARD is also permitied to raisc
resourcss from the Government and the market, It
can also draw on the assistance from RBI for short
term credit and working capital loans.

7.39 Recogrising the importance of exgorty in the
country’s development programmes, the Government
has set up ar Export-lmport (EXiM) bank which
started functioning from 1st January, 1982, The EXIM
bank would provide financial assistance to exporters
and importers and function as the principal financial
iostitution for co-ordinating the working of other
institutions eugaged in financing exports and imports.

- 1t would also provide refinance facilities to commercial

banks and financial institutions against their export-
import financing activities. Broadly, the functions of
the EXIM bank include (a) financing of exports from
and imports into not only India but also third count-
ries, (b) financing of joint ventures of foreign countrics,
(c) financing of export and import of machinery and
cquipment on lease basis and (d) providing leans tu
Indian partivs to enable them to contribute to the
shate capital of joint ventures in a foreign country.
The EXIM tank would take over the functions of the
international finance department of the 1DBI. It would
have an authorised capital of Rs. 200 crores which
may be subsequently raised to Rs. 500 croves. The
paid up capital is Rs. 50 crores which is proposed to
be raised to Rs. 200 crores by 1987-88.  The bank
is also empowered to raise resources through market
borrowings at home and abroad. 1t is contemplated
that graduaily the EXIM bank would have branches in
major cities of India and abroad.

7.40 In sum, it would appear that the monetary
trends are broadly consistent with the aims of policy.
The expansion of money supply with the public (M)
will be lower during the year and expansion in aggre-
gate monetary resources (M;) is likely to be contained
despite continued buoyancy in time deposits. The
flow of credit to priority sectors will be higher and the
higher expansion of overall bank credit is explained
by larger food procurement, imports and the continued
improvement in industrial activity and  investment
climate. However, although inflationary pressures in

. the economy have abated during the year, the credit

policy has to continue emphasising the need for=great-
er discipline in credit creation.
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