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LETTER OF TRANSMITTAL

Reserve Bank of India,
Centra  Office,
Bombay.

August 16, 1971

Sravana 25, 1893 (S&ka)

The Secretary to the Government of India,
Ministry of Finance,

Department of Banking,

NEW DELHI.

Dear Sir,

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

(1) A copy of the Annual Accounts of the Bank for the year ended the 30th June 1971 signed
by me, the Deputy Governors and the Chief Accountant and certified by the Bank’'s
Auditors ;

and

(2) Two copies of the Annual Report of the Central Board on the working of the Bank and
on Trend and Progress of Banking in India during the year ended the 30th June 1971.

Yours faithfully,
S. JAGANNATHAN

Governor



ANNUAL REPORT ON THE WORKING OF THE RESERVE BANK OF
INDIA AND TREND AND PROGRESS OF BANKING IN INDIA

For the year July 1, 1970—June 30, 1971.

. OVERALL TRENDS IN THE ECONOMY

The performance of the Indian economy
during the Bank’s accounting year July 1970
to June 1971 was rather uneven, though in
terms of overal growth rate it appeared
fairly satisfactory. In particular, as the year
progressed, adverse trends emerged in some
of the important sectors. National income
at constant prices is estimated to have ex-
panded by 5 to 5.5 per cent over 1969-70,
attaining for the second year in succession
the overal target of growth postulated in the
Fourth Plan. To a large extent, this rise
was due to a growth rate of over 6 per cent in
the agricultural sector. The dominant group
in this sector, viz., foodgrains production,
continued its upward movement for the second
year in succession, recording a rise of over
8.0 per cent. In contrast, the rate of growth
in industrial production showed deceleration.
The prices continued to be under pressure
throughout the year. On the external side,
while India strengthened her second line of
reserves by completing the programme of
repurchases from the [.M.F., the deficit in
the balance of payments on current account
widened.  Over the year, exports registered
a rise but in respect of imports, there was
a reversal of the declining trend noticed
since devaluation. The tragic developments in
East Bengal, following the military crackdown
in March 1971, have led to a serious problem
of millions of evacuees seeking refuge in our
country. Provision of food and shelter to
these unfortunate people has put a heavy
strain on the country’s resources and their
continued inflow is bound to act as a serious
constraint on the tempo of economic deve-
lopment.

2. Investment in the economy does not
yet seem to have picked up to an adequate
level. Public sector investment though larger
than in the preceding year was much lower
than budgeted for. As regards private cor-
porate sector, public response to new issues
was encouraging. Financial assistance sanc-
tioned as well as disbursements made against

earlier sanctions by the term-lending institu-
tions were appreciably larger than last year.
The stock market after a recovery in the
earlier -months, however, showed a bearish
trend. On the whole, the organised sector of
industry remained subdued with capital con-
sents and capital issues lower than last year.
Investment activity in the small-scale sector
appears to have improved. Institutional
finance for investment in agriculture showed
a further increase over the previous year's
level.

3. Budgetary operations in 1970-71 have
shown a much wider gap between receipts
and disbursements than expected, particularly
in the case of State Governments, leading
to a considerable increase in bank financing
of the deficit. The budgetary policy of the
Central Government for 1971-72 has been
framed against the background of generaly
improved prospects in the economic situation
and the need to accelerate the tempo of
development. The budget provides for a
substantial  step-up in Plan outlays in order
to impart the necessary thrust to develop-
mental activities. It also provides further
measures for moving nearer to the social
objectives of reducing regiona disparities
and bringing about an egalitarian society.
A special provision of Rs. 75 crores has been
made for employment-oriented works in
rura areas and for creating employment
opportunities for the educated unemployed.
The budget has aso provided for Rs. 60
crores for expenditure in connection with the
evacuees.  However, the inflow of evacuees
has been much larger than anticipated earlier
and the strain on budgetary resources would
be correspondingly increased. *

4. In view of the continuous pressure on
prices and the much larger credit expansion
by the banking system in the first haf of the

* An additional provision of Rs. 200 crores has been
made for expenditure to be incurred by end-December
1971 on evacuees from East Bengal.
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year, monetary policy was constantly directed
towards curbing the inflationary trends in the
economy. Important measures taken were
the stepping up of the Bank rate by one
percentage point to 6 per cent, the raising
of the banks statutory and net liquidity ratios,
substantial  aterations in the basis of €igi-
bility for refinance in respect of advances to
priority sectors and for food procurement,
advice to banks to exercise the utmost
restraint, and the tightening of selective credit
controls on specified commodities. At the
same time, banks were advised to step-up
the pace of deposit mobilisation ; with a view
to helping the banks to augment their re-
source-base, upward revison  of various
deposit rates was permitted. The rate of
credit expansion slowed down considerably
thereafter and the pressure on prices eased.

5. The public sector banks vigorously
continued their branch expansion programme
and oriented their lending policies in favour
of the priority sectors, and prepared special
schemes for assisting the backward areas
and the weaker sections of the community.
At the same time, it has been impressed upon
the banks that in lending to priority sectors,
a minimum standard of quality should be
maintained and proper utilisation and return
flow of funds should be ensured.

Output, Prices and Policy Measures

6. For the second year in succession during
1970-7 1, agricultural production showed a
fairly high rate of expansion.
While  favourable weather
conditions, particularly during
the kharif season, have no doubt played a
part in this, the extension bf irrigation facilities
and use of better water management techni-
ques, the expansion of area under the High
Yielding Varieties Programme and adoption
of modern technology on a wider scale, have
all contributed to this progress. A large
part of this progress was due to the output
of foodgrains which at 107.8 million tonnes
showed an increase of 8.3 million tonnes
over the previous year. All mgor cereds
except jowar shared the increase. Production
of pulses, however, showed a marginal decline.
The performance of major cash crops, how-
ever, was uneven. Output of both cotton

Farm Output

and raw jute during 1970-71 is expected to
be lower than in 1969-70. While cotton
output was adversely affected by heavy unsea-
sonable rains and attacks by pests in certain
cotton producing tracts, decline in raw jute
was due partly to adverse weather conditions
during the sowing period and partly to reduc-
tion in acreage. Among magor oilseeds,
groundnuts production registered a signi-
ficant improvement from 5.1 million tonnes to
6.1 million tonnes. Sugarcane (in terms of
gur) is likely to remain around the previous
year's level of output of 13.4 million tonnes.

Table I-Trends in Agricultural Production

1969-70 1970-71
Unit (Final (Esti-
Esti- mates)

mates)

1. Foodgrains . . . Million 99.5  107-84
tonnes

(i) Rice . . . . -do- 40-4 42-50

(11) Wheat . . .. -do- 20-1 23-3L

. Million
balest 6.1 5.4

2. Raw Cotton* . .

3. Raw Jute and Mesta} ~-do- 6.8 6.1
4. Groundnuts} . Million
tonnes 5.1 6-1
5. Sugarcane (in terms of '
gu) .. . . . . -do- 13.4 13-4

4 Final estimates.

* Trade estimates.

I}Bales of 180 kgs.

i Final estimates for 1970-71 and partially revised
estimates for 1969-70.

7. The period under review witnessed
a noticeable dackening in the tempo of in-
dustrial growth. After re-
gistering  annual  increases
of 6.4 per cent and 7.1
per cent during 1968 and 1969, the C.S.0.’s
Index of Industrial Production (Base : 1960=
100) recorded a growth rate of only 4.5
per cent* for 1970. The set-back became
more pronounced during the latter half of the
year which showed a growth rate of only

Industrial
output

¥ The slow-down in the growth rate is in part due to
statistical reasons. There has been some transfer of units
out of the books of D.G.T.D. to the small-scale
sector without corresponding adjustments for the past
years.
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3.0 per cent over the corresponding period of
1969. Latest available data show that during
January-March 1971 the increase in the
index over the corresponding months of 1970
works out to only 1.5 per cent. The slack-
ness in the tempo of industrial growth was
due to a variety of adverse factors : short-
ages of key raw materials such as cotton,
oilseeds and basic metals.; power and trans-
port bottlenecks ; strained industrid rela
tions; and a shortfal in the targeted rate
of increase in the public sector investment.

8. Almost all major industrial groups
whether classified according to uses or inputs
have shared in this deceleration in varying
degrees. Thus basic industries showed an
increase of only 4.2 per cent during 1970
as against 8.9 per cent in 1969. Growth
rate in intermediate goods industries, which
was 4.2 per cent in 1969 declined to 2.7
per cent. Consumer goods industries witness-
ed a growth rate of 6.3 per cent as against
one of 10.2 per cent in 1969, the fall being
particularly sharp in the sub-group ‘con-
sumer durable goods industries” The group

Table 2—Trends

Industrial

capital goods industries aone showed an
improvement in the rate of increase from
18 per cent in 1969 to 4.7 per cent in
1970.

9. Input-wise, while growth rates in agro-
based industries and metal-based industries
registered margina declines from 5.5 per
cent and 5.8 per cent during 1969 to 4.5
per cent and 5.2 per cent, respectively, during
1970, the fdl in chemical-based industries
was steeper from 10.3 per cent to 7.5 per
cent.

10. The sectoral indicators show that the
output of ‘transport equipment and allied
industries was virtually stagnant during
1970 as in 1969. The ‘dectricity and allied
industries group maintained a high leve
of growth rate (about 11 per cent) though it
was lower than that in the preceding year
(14.2 per cent). Figures relating to some of
the important industries showing absolute
declines in output are given in Table 3 and
figures for industries showing high growth
rates in Table 4.

Production

(Variations (%) over corresponding period of previous year)
January-June July-December
Weights 1969 1970
1969 1970 1969 1970
General Index (Crude) 100-00 + 7.1 + 4.5 + 8-0 + 69 + 6-1 + 3.0
Use-Based Classification
Basic industries 25.11 + 8.9 + 4.2 + 9-6 4 5-9 + 8.3 + 2.6
Capital goods industries 11.76 + 1.8 + 4-7 + 4-1 + 74 (8 + 2.5
Intermediate goods industries. .  25-88 4 4.2 + 2.7 +3-0 + 51 + &8-1 4+ 0+6
Consumer goods. industries 37-25 +10-2 + 6.3 +12-6 + 6.8 4749 4+ 5-6
(@) Consumer durable goods
industries . . - 5-68 +12:9 + 3.2 +17-0 + 2.9 + 9.7 4+ 31
(6) Consumer non-d&able
goods industries . , 3157 + 9.3 + 73 +11-2 + 82 -+ 73 + 6.3
Input-Based Classification ..
Agro-based industries . . 4408 + bb + 4.5 + 5.8 + 60 + 55 + 249
Metal-based industries 16.55 + 5-8 + 5:2 + 8.5 + 6.9 + 3-1 + 3.7
Chemical-based industries 8:94 +10-3 + 7:5 +13-2 +10-7 + 7.7 + 446
Sectoral | ndicators
(1) Transport equipment and allied
industries . . . 10-90 + 04 + 0-1 + 5.4 + 1.8 - 46 - 1.4
(2) Electricity and allied industries 8.42 4-14-2 +11-1 +15-4 +12-1 +12-8 +10-4

Note :
are derived.

This table is based on C.8.0.’s Index Number of Industrial Production (Base : 1960=100).

Group indices
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Table 3~Industries Showing Absolute Declines in
Output During 1970

(In percentages)

Growth rates during

Industry

1969 1970

Iron and steel (basic industries) - 85 — 6.9

Brass manufacturing . . .. +28-5 4-6
Prime movers, boilers and steam

generating plants ..+ 05 — 2.7

Rail-road equipment . . .. —10:6 ~19-8

Dyestuff and dyes . L.+ 96 — 14

Table 4—Industries Showing High Growth Rates
During (970

(In percentages)

Growth rates during

Industry
1969 1970

Basic Industries

Heavy inorganic chemicals . . $14.0 + 6:5

Fertilisers . . . . . . +422-1 +21-3

Aluminium . . . . . . + 59 +19-6

Electricity . . . . . . -+12:9 +10-3
Capital Goods Industries

Machinery apparatus and sup-

plies for generation, etc.

(power transformers) ..+ 46 +40-6
Electrical motors and furnaces + 8-7 +-34-5
Electrical cables and insulated

wires . . ..+ 54 + 9:0

Intermediate  Goods  Industries
Jute manufactures . . .. —19-3 + 9.4
Consumer Goods Industries
Sugar (refined) ... . 6.4 -+10-9
Tea . . .+ 31 +18-8
Vanaspati . . . . . . -+ 1.6 + 82
Commercial office and house-

hold machines L. . —14-1 +14-3

Motor cycles and bicycles .. -10-4 + 9-8

11. With this dackening in the industrial
growth rate, the problem of under-utilisation
of capacity was accentuated
particularly in such industries
as iron and  seel, heavy
mechanical engineering and
industrial machinery and rail-road equipment.
For finished stedl, the utilisation ratio worked
out to 68 per cent during the second half of
1970 as compared with 70 per cent during
the corresponding period of 1969. Those
industries  manufacturing  machinery  for
cement mills, tea, printing, leather and rubber
products, experienced a reduction in capacity
utilisation during 1970 as compared with
1969. In respect of railway wagons, hardly
39 per cent of the instaled capacity was
utilised due to a steady decline in orders
from the railways. Other important in-
dustries which showed a reduction in capacity
utilisation ratio during 1970 included, among
others, cement, steel castings, steel pipes and
tubes, storage batteries and dry cells. The
utilisation ratio in amost al of these in-
dustries was not only lower during the second
half of 1970 than during the first half but was
also lower during the calendar year 1970 as
compared with 19609.

Capacity
Utilisation

12. However, some industries did register
some improvement in the utilisation of their
rated capacity. Important amongst these
were power transformers, electrical motors,
electrical cables and wires, because of larger
outlays on rura electrification programmes.
In motor vehicles, machine tools and some
basic chemicals such as caustic soda, the
capacity utilisation improved because of
maintenance of high demand.

13.  The causal factors for the slowdown in
industrial growth are many and they differ
from industry to industry.
Output of iron and steel was
adversely affected by strained
industrial relations and other organisationa
problems, shortages of raw materials such
as refractories and lime and shutdown of some
plants due to mechanical failures and for
capital repairs. The absolute decline in the
output of iron and sted had, in turn, an
adverse impact on the output of a number
of steel-based engineering industries. Out-
put of coal was adversely affected by reduced
demand, particularly from the raillways, and

Causal Factors
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aso by transport bottlenecks. Reduction
in wagon loadings during the year, following
genera dackness in overall industria activity
and aso immobilisation of wagons as a
result of an unsatisfactory law and order
situation in the Eastern region, adversely
affected railway finances resulting in a cut in
their investment programmes. This, in turn,
severely affected the demand for a wide
range of engineering products, particularly
the ral-road equipment. Besides the rail-
ways, many other major industrial projects
in the public sector such as Bokaro Sted,
petro-chemicals and fertiliser plants could not
achieve the targeted rate of increase in invest-
ment outlays ; this affected output in the
engineering sector except in industries belong-
ing to heavy electricd group which has
registered substantial increases in the output
of generators, power transformers and other
equipment to cater to the growing demand
for electricity. The recent rural electrification
programme is an additiona factor.

14.  With the improvement in power supply
in rural areas, demand for diesdl engines has
levelled off in recent months. Among
consumer goods industries, the cotton textile
industry has been passing through a difficult
phase due to shortage of raw cotton.

15. As stated dready, dackness in -in-
dustrial growth in genera was partly due to
shortages of key raw materias like cotton,
oilseeds and steel, in addition to power and
transport  bottlenecks. Shortfall in  public
sector investment had its impact on a number
of mechanical engineering industries in which
additional capacity was built up earlier in
anticipation of a steady expansion of public
sector investment. Further, there has re-
cently been a shift in investment programmes
in favour of agricultura and employment-
oriented schemes ; these schemes have, in
the initial stages at least, a limited potentia
for generating additional demand for the pro-
ducts of the heavy mechanical engineering
industry. Labour reations  continued to
remain disturbed. Total man-days lost in
1970 on account of strikes and lock-outs add
up to 19 million about the same as in 1969.

16. In contrast to a decline in the rate of
growth of output of organised industries, the
performance of small-scale and decentralised

sectors in recent years has shown improve-
ment. The cloth output in the decentralised
sector, for instance, recorded an improve-
ment of about 4.4 per cent during 1970.

17. In the absence of adeguate data, it is
difficult to assess the employment situation
during 1970-71. Overal em-
ployment in the ‘organised
sector,’  which was virtualy
stagnant during the years
1966-67 and 1967-68, registered an improve-
ment of 1.9 per cent in 1968-69 and 2.5 per
cent in 1969-70. In both these years, the
growth rate was higher in public sector than
in private sector. Data regarding employ-
ment in 1970-71, available for the period
April-September 1970 show that tota em-
ployment in ‘organised sector’ increased by
about 2.7 per cent over the corresponding
period of the previous year. Employment in
public sector rose by 2.9 per cent during this
period and that in private sector by 2.3 per
cent. Further, data from the Live Registers
of the Employment Exchanges available for
1970-71 (April-March) aso show a rising
trend in employment in the ‘organised sector.’
Rate of growth in ‘placements’ has shown a
sharp increase from 0.9 per cent in 1969-70
to 5.1 per cent in 1970-71 and that in ‘vacan-
cies notified’ from an absolute decline of 0.6
per cent to a rise of 4.8 per cent.

Employment
Situation

18. With the recent emphasis on employ-
ment-oriented schemes, both in rural and urban
areas, and with the increase in agricultural
production, employment dtuation in the
unorganised sector also may be expected to
improve. The Central Budget has made
provision of Rs. 50 crores for employment-
oriented works in rura areas and Rs. 25
crores for creation of employment oppor-
tunities for the educated unemployed. Besides,
some of the special programmes formulated
for the benefit of marginal farmers, farmers
in dry-farming areas and agricultural labour
may aso be helpful. The Margina Farmers
and Agriculturd Labour (MFAL) projects
to be taken up in 41 selected districts (of which
30 have already been approved and financia
allocation in respect of 22 projects have
been made upto March 1971) with a project
outlay of Rs. 1 crore each are particularly
oriented towards development of subsidiary
occupations such as poultry and dairy farm,



6 SUPPLEMENT TOo THE RESERVE BANK OF INDIA BULLETIN, AUGUST, 1971

iag. The rural works programme proposed
to be undertaken in 54 chronicaly drought-
prone districts in different States, for which
an outlay of Rs. 100 crores is envisaged during
the Fourth Plan, is expected to provide signi-
ficant employment opportunities for farmers
in these aress.

19. The commercial banks also have
expanded credit facilities a reasonable rates
of interest for purposes with a considerable
employment potential to a large number of
borrowers of small means, such as, small
farmers, small-scale manufacturers, retail
traders, road transport operators, small
businessmen, professionals and self-employed
persons.

20. The general price level over the year
under review showed a rise of 3.1 per cent,
compared with an increase
of 4.0 per cent recorded in
the preceding year. The un-
dertone was one- of continued pressure
although between September 1970 and May
1971, prices fluctuated within a narrow range.

Price
Situation

21.  The Economic Adviser’'s Index Number
of Wholesale Prices (Base : 1961-62 = 100),
which stood at 180.5 by end-June 1970
moved up further to reach the peak at 183.8
on September 12, 1970. This was followed
by a period of narrow fluctuations with the
onset of the harvesting season ; as the under-
lying trend was one of continued pressure,
the index again touched its earlier peak of
183.8 on January 9, 1971 and hovered around
this level till the end of the month. The
main factor responsible for pressure on prices
during this period was the supply shortages, in
relation to rising demand, in respect of key
industrial raw materials such as cotton and
oilseeds in the earlier part of the year. With
the adoption of corrective measures, such as
larger imports, equitable distribution, genera
and selective credit controls, the pressure on
prices eased and the price index declined to
180.6 on February 27, 1971. Thereafter,
it fluctuated narrowly between 180-183 till the
third week of May 1971. Following the
onset of lean season for agricultura com-
modities, the pressure on prices reasserted
itself. Variations in index of wholesale
prices during the last two accounting years
are brought out in Table 5.

22.  Groupwise, the prices of Food Articles
experienced relative stability, while those of
Industrial Raw Materias registered a decline
mainly because of a perceptible fal in ground-
nuts and other edible ail prices from the high
levels reached in the previous year.  Almost
al other groups showed larger increases than
in the preceding year.

23. The relative stability in the price index
for Food Articles reflected their relatively
easier supply position. Following good har-
vest for the fourth year in succession, prices
of ‘foodgrains recorded a significant fall of
2.4 per cent as against an increase, though
fractional (0.6 per cent), noticed during the
previous year. Prices of maor cereds such as
rice and wheat recorded declines of 2.1 per
cent and 2.9 per cent, respectively.  Prices of
bajra moved down by as much as 25.6 per
cent. As against these declines, prices of
‘pulses’ witnessed. a rise of 3.3 per cent and
jowar prices, an increase of 1.6 per cent,
‘Edible oils' prices, which were experiencing
severe pressure till the beginning of October
1970, eased thereafter on better crop prospects
during the 1970-71 season, particularly in
respect of groundnuts. On balance, ‘edible
oils' prices recorded a substantial fall of 17.3
per cent during the year under review as
compared with the rise of 13.5 per cent during
1969-70,

24. The marked fall of 5.1 per cent (as
against a rise of 8.4 per cent during 1969-70)
in the Industrid Raw Materials group was
brought about by the declines in prices of
‘oilseeds (16.5 per cent) and raw jute (4.8
per cent). During 1969-70, while prices of
raw jute had witnessed a substantial fall of
15.7 per cent, those of ‘oilseeds’ had risen by
13.6 per cent. In contrast, raw cotton prices
experienced renewed pressure during the year
under review and there was a rise of 20.3
per cent on top of an increase of 12.6 per
cent recorded during 1969-70. Except for a
temporary respite noticed during the months
of September-October 1970 when trade esti-
mates had placed the cotton crop for 1970-71
a a high level of 62 lakh bales (which was
subsequently revised downward to only 54
lakh bales), raw cotton prices had shown a
marked upward trend amost continuously
from the beginning of 1970 due to acute
scarcity of domestic cotton and delayed
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Table I-Trends in Index Numbers of Wholesale Prices

(Base : 1961-62 = 100)

End. End- End. Percentage Variations
Weights* June June June End-June End-June
1969 1970 1971 1970 over 1971 over
End-June End-June

1969 1970
All Commodities . 1000 173.5 180-5 186-1 + 40 + 31
Food Articles e 413 201-9 204-3 206.8 + 12 + 1.2
Foodgrains . (35+8) 210-8 212.1 207-0 + 06 —_2.4
(i) Rice . (16-2) 202.4 209-2 204.8 + 3-4 — 2]
(i) Wheat o (7.8) 207-8 205.9 199.9 -_— 09 —2.9
(iii)  Jowar o { 2:2) 198.3 188.8 191.9 — 48 + 1-6
(io) Bajra o ( 1.1) 2072 187.6 139.5 — 9-5 956
Pulses . (6:5) 241-6  240-0 247.8 — 07 + 33
Edible Oils C (13:0)  211.1 239.5 198.1 +13-5 —17-3
Liquor and Tobacco o 25 202-2 184-5 194.4 - 88 + 5.4
Tobacco Manufactures o (47-5) 199-5 212.1 245.6 + 63 +15:8
Fuel, Power, Light and Lubricants o 6l 153-4 160-3 170-5 + 4-5 + 6.4
Industrial Raw Materials 121 185-7 201-3 910 + 84 — 5.1
Cotton Raw ' (18.5) 169.7 191.0 229.8 +12-6 1£20:3
Jute Raw o (9:6) 189.3 159-6 152.0 157 — 48
Oilseeds (43.3) 215.1 244.3 2040 $13.6 —16-5
Groundnuts . (20.8) 216.9 2401 192-9 +10-7 ~19.7
Chemicals " 7 179§ 1851 195-0 + 3.4 + 5-3
Machinery and Transport Equipment 4 79 133-7 1457 1561 + 9.0 + 7-1
Manufactures ‘e 294 140-9 I51-7 165.4 + 717 + 9.0
(i) Intermediate Products o (19+5) 155+3 174.9 193.0 +12-6 +10-3
(ii) Finished Products o (80.5) 137.4 146-0 158.7 + 6:3 + 8.7
Cotton Manufactures . . (26-8) 131-1 140.0 159.4 + 6-8 $13.9
Jute Manufactures ‘o (8 1) 148-1 166.5 191.2 +12-4 $14.8
Chemical Products o (9:2) 136.6 143-9 149.5 + 6.1 + 3.9
Iron and Steel Manufactures . (12.2) 149.7 160-8 177.6 + 74 +10-4
Paper Products AN (3:3) 1204 121.3 124.7 + 0.7 + 2.8

* Figures in brackets refer to the percentage distribution of the weightage assigned to respective main groups.
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imports. By February 6, 1971, the wholesale
price index for raw cotton had reached the
peak level of 257.0, recording a rise of 53
per cent over the level at the beginning of 1970.
Subsequently, however, with the stepping up
of Government’'s import programme and
tightening of credit control measures, cotton
prices tended to fall and by May 15, 1971,
their index had reached 218.1 showing a
fal of 15.1 per cent over the above peak level.
Thereafter, cotton prices again edged upwards
due to inadequate pick-up in import arrivas,
and the index stood at 229.8 at the end of
the year.

25. Though estimated output of raw jute
in 1970-71 was lower than that in the previous
year, its prices showed a gradually declining
trend upto the beginning of March 1971 due
to sluggish manufacturing activity, following
labour unrest in the jute mill industry, as also
in Calcutta port which affected jute exports.
With subsequent improvement in mills de-
mand for raw jute, the prices tended to rise.
This was aided by developments in East Bengal.
As a result, though over the year the raw jute
index recorded a substantial fall, during the
last quarter (April-Jdune), it showed a rise of
6.6 per cent.

26. The decline in prices of ‘oilseeds to
the extent of 16.5 per cent, in contrast to a
steep increase of 13.6 per cent in 1969-70,
was mainly brought about by a substantial
fal of 19.7 per cent in groundnuts prices.
These have been steadily declining through-
out the year under review owing to promising
crop prospects ; the down-trend was accen-
tuated by heavy market arrivals of new ground-
nut crop during September-October 1970 and
later due to reports of the signing of a new
P. L. 480 agreement for import of 75,000
tonnes of soyabean oil from the U.SA.

27. Associated with supply shortages no-
ticed in respect of certain key industrial raw
materials is the rise of 9 .0 per cent during
1970-71 in the prices of Manufactures, on
top of arise of 7.7 per cent during 1969-70.
The increase has been dl-round. Among
‘finished products’, industries to record large
increases are cotton and jute manufactures.
Increases in their prices were of the order of
13.9 per cent and 14.8 per cent over and
above the increases of 6.8 per cent and 12.4

per cent, respectively, recorded in the pre-
ceding year. The prices of ‘iron and steel
manufactures’ rose by 7.4 per cent during
1969-70 and by 10.4 per cent during 1970-71.
Besides, items like paper products and che-
mical products have shown continuous in-
creeses in - prices.

28.  Within the group Liquor and Tobacco,
prices of ‘tobacco manufactures’, which rose
by 3.2 per cent during the first eleven months
of the accounting year (July 1970—May 1971),
experienced a sharp increase of 12.2 per cent
during the month of June 1971 ; as a result,
over the year, these prices showed a rise of
15.8 per cent as compared with a rise of 6.3
per cent during the previous year. Similarly,
within the group ‘Fuel, Power, Light and
Lubricants'’, prices of minera oils, kerosene
oil and petrol, which had amost remained
stable during the first eleven months, regis-
tered sharp increases during the month of
June 1971, ranging from 6.0 to 19.0 per cent.

29. The relative stability noticed in respect
of ‘foodgrains prices during the year under
review is also reflected in the movement in
the All-India Consumer Price Index for Work-
ing Class (Base : 1960=100), which recorded
a smaler rise of 1.1 per cent during July
1970—June 1971 as compared with the rise
of 3.9 per cent recorded during 1969-70.

30. Following increase in foodgrains out-
put for the second year in succession, pro-
curement of foodgrains was
Policy Measures sizeably stepped up, controls
-Agricultural
Commodities on movements of all food-
grains except rice were gene-
rally removed, and size of foodgrains stocks
with Governments showed a further increase
of nearly three million tonnes by the end of
the year, despite a lower level of imports.

31. With the steady improvement in do-
mestic output, imports of foodgrains have
been reduced to 3.6 million tonnes in 1970
from 5.7 million tonnes in 1968 and 3.9
million tonnes in 1969. During 1971, im-
ports are likey to be lower than 3 million
tonnes. In fact, during the first six months
of 1971, only 0.7 million tonnes of foodgrains
were imported as against 1.8 million tonnes
during the corresponding period of 1970.
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Table 6--Basic Data Relating to Food Management
(Million tonnes)
1968-69 Crop 1969-70 Crop 1970-71 Crop
Target Achieve- Target Achieve- Target  Achieve-
ment ment ment
Procurement
Total Foodgrains PR £ 6-1 9-2 6.6 95 8-1*
Of which :
Rice (November-October) . . . . . . 3+5 3-3 4-5 3:0 47 3-1%*
Wheat  (April-March) . . . . . 36 2-3 37 3.2 40 4.5*
Importst . . . . . . . . . . . . 67 39 3.6
Public Distribution of Foodgrains} » . 10-4 9:5 8.9
Year-end Stocks of Foodgrains . . L s 56 58 8:5

¥ Provisional.

t These are calendar year data for 1968, 1969 and 1970, respectively.

Government have aso proposed to stop dl
concessional imports of foodgrains by 1972.

32. Notwithstanding lower imports, stocks
of foodgrains with the Centra and State
Governments stood at 8.5 million tonnes at
the end of June 1971, registering an increase
of 2.7 million tonnes over the level a year
ago. Allowing for an operational stock of
2 million tonnes, buffer stock of foodgrains
may be reckoned at 6.5 million tonnes. Such
a high level of stock build-up was made pos-
sble by intensified procurement operations
and lower off-take of foodgrains through the
public distribution system.

33. Procurement of foodgrains from the
1969-70 crop totalled 6.6 million tonnes.
Total procurement from the 1970-71 crop till
end-June 1971 aggregated 8.1 million tonnes
as against the target of 9.5 million tonnes set
for the entire crop year. The Food Corpo-
ration of India is gradually acquiring a com-
manding position in the foodgrains trade ;
it procured 7.4 million tonnes of food-
grains from the 1970-71 crop till end-June
1971 as compared with 54 million tonnes
from the entire 1969-70 crop.

34. Due to improved open market avail-
ability, volume of foodgrains distributed
through fair price/ration shops has been
declining for the past two years. During

1970, total quantity distributed was 8.9 mil-
lion tonnes as compared with 9.5 million
tonnes in 1969. The number of fair price/
ration shops aso declined from 1.39 lakhs
as at the end of 1969 to 1.22 lakhs as at the
end of 1970.

35. As for movement restrictions, the
movement of wheat and wheat products was
made free throughout the country except in
the statutorily rationed areas of Bombay,
Calcutta, and the Asansol-Durgapur complex,
with effect from April 1970. Subsequently,
in May 1971, the ban on movement of wheat
in the dtatutorily rationed area of Bombay
was lifted.

36. In respect of key agricultura raw
materials, prices of which caused anxiety
during the year, Government stepped up
its import progranmme. In the case of raw
cotton, Government decided to import about
13.3 lakh bales during the 1970-71 season
as against 9.1 lakh baes imported during
1969-70 (Table 7). However, there was consi-
derable delay in actua import arrivals, and
prices of cotton experienced a sharp upward
rise, which necessitated tightening of control
on bank advances against cotton in mid-
December 1970. The Textile Commissioner
imposed on December 9, 1970 a further reduc-
tion in cotton stocks to be held by the Mills.
Also the Forward Markets Commission sys-



10 SUPPLEMENT TO THE RESERVE BANK OF INDIA BULLETIN, AUGUST, 1971

pended futures trading in Kapas and reduced
the period for non-transferable specific delivery
contracts in cotton from six months to three
months in December 1970 and further to
one month in February 1971. In respect of
oOilseeds, Government permitted large imports
of soyabean oil under P.L. 480 and made
arrangements for the import of rapeseed.
As prices of oilseeds and oils ruled at levels
much higher than the preceding year due to
speculative stock-holding despite reported rise
in groundnut output, the Reserve Bank had
to tighten its credit control measures regar-
ding bank advances against oilseeds, vegeta
ble oils and vanaspati towards end-January
1971.

Table T—Auvailabilityl of Raw Materials for
Industries

1967- 1968- 1969- 1970-
68 69 70 71

(Esti-
mates)

Raw Cotton (Lakh bales of
180 kgs. each)
(September-August)

Production2 s 65-47 59.2 60.7 64.0

Imports . . . .. 78 43 91 13-3
Availability . 92-4 84:7 86.9 838
Mill consumption 61.7 62.0 63.7 59.3

Raw Jute and Mesta (Lakh
bales of 180 kgs. each)

(July-June)

Production . . .. 75-9 38.4 67.9 6l-4%
Imports . . L — 61 - —
Availability - .. 94.6 64.5 75.9 75.4
Mill consumption .. 71.3 585 62:0 60.0

Major Oilseeds3 (Million
(July-June) tonnes)..

Production 83 68 76 84

1. Availability is defined as production, imports and
opening stocks.
2. Trade estimate, including non-commercial pro-
duction.
3. Groundnut, rapeseed and mustard, linseed,
sesamum and castorseed.
Actual bales.
Final estimate.

37.  The programmes under the New Agri-
cultural Strategy designed to strengthen the
productive base of agriculture were further
expanded and aso intensified during the year
under review. New dimensions were added
to the programme of agricultural development
so as to extend the coverage to dry farming
areas as also to provide infra-structural facili-
ties for the weaker sections of the rural com-
munity to share the benefits of development.
Initially, food production policy was directed
a exploiting, through concentrated applica
tion of new techniques, the existing produc-
tion potential of areas with assured water
supply and other favourable conditions.
Though the strategy has yielded promising
results, it has so far not benefited the farmers
in dry areas, as also the weaker sections of the
farm community. Therefore, additional pro-
grammes were undertaken to benefit the dry
farming regions and to improve the lot of
small but potentidly viable farmers, margina
farmers and agricultural labour.

38. Among the existing programmes,
coverage under high-yielding varieties is ex-
pected to be 14.0 million hectares in 1970-71
as against the actual achievement of 11.4
million hectares in the previous year. Be-
sides, further progress has been made in
evolving {new improved varieties for both
rice and wheat, and areas under them have
increased considerably during the year under
review. Coverage under high-yielding varie-
ties of rice has shown a significant increase at
5.50 million hectares during 1970-71 against
the target of 4.45 million hectares. Among
coarse grains, hybrid varieties of bara have
given encouraging results.  Substantial
achievements, in quantitative terms, were
recorded in other programmes like multiple
cropping, plant protection and minor and
medium irrigation. Efforts at evolving new
techniques for raising yield rates of important
commercial crops were also vigorously pur-
sued during the year under review.

39. Though the quantity of fertilisers
consumed has increased, rate of growth has
dowed down during both 1969-70 and 1970-71,
partly due to larger stock accumulation earlier
with dealers and farmers. The consumption
of fertilisers has shown a notable rise in areas
with adequate water supply and in aress
where coverage of high-yielding varieties has
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been increasing ; the other areas remain yet
to be adequately covered. With rura electri-
fication programme gaining momentum, the
number of villages electrified has increased as
adso the number of agricultural pumpsets
energised. There has been further progress
in installation of private tubewells and induc-
tion of tractors (Table 8). Following the
adoption of “multi-ageney gpproach”, quan-
tum. of ingdtitutional credit extended to agri-
culture has made rapid strides. Tota credit
extended by co-operatives during 1969-70
amounted to Rs. 682 crores as against the

year's target of Rs. 640 crores and the actual
credit of Rs. 616 crores supplied in the pre-
vious year. Short and medium-term credit
during 1970-71 amounted to about Rs. 615
crores ; long-term credit extended by land
development banks is also expected to increase
further during the year. Farm credit by
commercial banks registered a phenomenal
increase during 1970-71 ; as against the out-
standings of Rs. 188 crores, on .the eve of
nationaisation of the major commercial banks,
in June 1969, outstandings as at the end of
March 1971 increased to Rs. 379 crores.

Table g--Progress of New Agricultural Strategy

Programme Units 1968-69 1969-70 1970-71
(Target)
Gross Area Covered
High-yielding varieties Million hectares 9-3 11-4 15-1 (14.0
Multiple cropping . " 6.1 80 10-2 ( 9-5)
Plant protection . » 40.0 480 52:0% (52-0)
Consumption  Of  Fertilisers ‘000 tonnes (nutrients) 1760 2009 2540 (2113)
Nitrogenous (N) . ., » 1208 1398 1730 (1426)
Phosphatic (P2Os) o ' . " 382 435 560 ( 461)
Potassic (K20) . " 170 176 250 ( 226)
Gross Area lIrrigated .
Major and medium** . . . . v , Million hectares 18.6 19.4 20.0 (20.7)
Minor S . ,, 19.0 20.4  21-9 (219)
Institutional I nvestment on Minor Irrigation . (Rs. Crores) 106 120 _— ( 30)
Agricultural pumpsets energised ‘000 Nos. 1069 1329 1609 (1594)
Private tube wells installed . . » 67 90 e ( 100)
Indigenous production of tractors ” 15-5¢ 17-1%  25-0 (20.1)

Note: Figures in brackets are likely achievements.
* The original target was 42:3 million hectares.
**  Potential.
1' In addition, 16,500 tractors were imported.

1‘ In addition, 14,888 tractors have already been shipped upto March 31, 1971 against contracts concluded for im-

port of 33,500 tractors against 1969-70 requirements.

40. The Small Farmers Development
Agencies have been approved for 45 selected
districts as against the target of 46 districts to
be covered during the remaining years of the
Fourth Plan and financia alocations were
made in respect of 43 agencies upto March

1971. These agencies would locate the small
but potentialy viable farmers, identify their
problems and help in the provision of institu-
tional credit, inputs, etc. Agencies for deve-
loping special programmes for providing
supplementary <occupation and employment-
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oriented activities in respect of margina
farmers and agricultural labour have been
set up. The Agro-Industries Corporations
aready established in all the States except
in Nagaland and Meghalaya, have shown
further progress in making available essentia
farm inputs and agricultural machinery. The
Centra budget for 1971-72 has provided
Rs. 50 crores to be spent on a countrywide
crash programme of employment-oriented
schemes in rural areas. A sum of Rs. 185
crores for grants has also been provided in the
budget for 1971-72 for rural works in chro-
nically drought affected areas.

41. In regard to raw cotton and raw jute,
Government also took steps to canalise their
imports/supplies through public sector agen-
cies for which special corporations were esta-
blished. The Cotton Corporation of India
started functioning from September 15, 1970
which, besides canalising cotton imports, is
also entrusted with the task of price support
operations, purchase of extra long-staple
cotton and supply of cotton to mills working
under Government management. The Cor-
poration has aready started purchasing do-
mestic cotton to meet the requirements of
mills mainly in the public sector. In the
case of jute, the Jute Corporation of India
was established on April 2, 1971 for pur-
chasing raw jute so as to ensure minimum
support price to the growers and to build up
buffer stocks through internal purchases and
imports, if necessary.

42. In the industrial sector, the tempo of
growth was partly affected by shortfals in
public sector  investment
during the first two years of
the Fourth Plan. This has
been sought to be corrected
by raising the public sector Plan outlay for
1971-72 to Rs. 3024 crores, i.e., by about
Rs. 600 crores above the likely Plan expendi-
ture in 1970-71. Import policy for 1971-72
was considerably liberalised in regard to the
requirements of priority sectors. Besides,
import policy has provided specia facilities for
the import of raw materials to facilitate the
revival of closed engineering units, particu-
laly in West Benga. A new corporation,
namely, the Industriad Reconstruction Cor-
poration of India, was established in April
1971, with headquarters at Calcutta, with a

Industrial
Commodities

view to helping rehabilitation of closed units
or units facing the risk of closure, particularly
in West Bengal.

43. In regard to industrial development
policy, while the new licensing policy as enun-
ciated by Government in February 1970
continued to provide the basis for industrial
advancement, the year under review saw a
distinct policy re-orientation in favour of
industries established in backward regions
and those in the small-scale sector including
the ones initiated by the young technicians,
engineers and other self-employed persons,
with a view to promoting wider dispersal
and decentralisation of industries. A series
of incentives have been devised for the pro-
motion of these industries. The Central
budget for 1971-72 has provided for a reduc-
tion in import duty in respect of machinery
imported by small units and aso differentia
excise duties, particularly on producer goods.
The term-lending institutions like IDBI and
IFClI have evolved new policies for encou-
raging industries set up in backward regions.
Import policy for 1971-72 aso makes specia
provison for the raw material requirements
of small-scale units, young technicians, engi-
neers, and other self-employed persons and
aso in respect of industries established in
backward regions.

44. Government took certain concrete
steps to foster the development of ‘joint sec-
tor' in Indian industry on the lines of the
recommendations of the Industrial Licensing
Policy Inquiry Committee's (Dutt Committee)
Report to which a reference is made later in
this Report.

45, In the field of licensing policy, the
number of items reserved for the small-scale
sector has been increased, bringing the total
of reserved items to 128. The ‘banned’ list
for the purposes of industrial licensing, which
had been under suspension since March
1970 on an experimental basis, has been dis-
pensed with.

46. Besides, specific policy measures were
adopted depending upon the exigencies of
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individual industries. In respect of some,
asin electrical cables and wires and aluminium
and its products, the market conditions at-
tracted statutory price controls by Govern-
ment. Besides, the use of copper in the
manufacture of electrical cables and wires
was prohibited except where they are intended
for exports. Where the cost structure of
industries entailed a reduction in prices, such
a reduction was effected, either through sta-
tutory reduction as in rayon tyre yarn, cord
and fabric (done on the advice of the Tariff
Commission) or through informal arrange-
ments with the industries concerned as in
respect of the retail prices of automotive
tyres and tubes. The prices of drugs and
medicines were brought under a comprehen-
sive system of control. Price increases were
permitted where wage, raw material or other
costs have escalated in recent years. Cycle
prices were allowed to be raised due to in-
creases in the prices of steel. In cement,
price increases were permitted with a view to
replenishing the balance in the freight equali-
sation account.

47. In seel, to mitigate the severe short-
ages, imports were considerably liberalised.
As aresult the import licences for steel issued
during the financia year 1970-71 were more
than twice the value of licences issued during
1969-70. Government also adopted a series
of other measures, such as regulation of steel
exports and introduction of the requisite
changes in,the product-mix by the main pro-
ducers. The system of distribution was
streamlined and distribution control was ex-
tended to practically al iron and steel pro-
ducts, without any distinction between scarce
and non-scarce categories. Billets being
supplied to re-rollers at controlled prices, the
informal price control was also extended to
the steel ‘re-rolled products so as to prohibit
them from appropriating a high margin.

48. Among agricultural commodities and
agro-based industries under price controls,
the prices of natural rubber were permitted
to be raised with a view to protecting the
interests of small growers. In view of the
comfortable supply of sugar, controls on its
price, distribution and movement were re-
moved, but the mechanism of monthly release
was continued.

Budgetary Operations@

49. Budgetary operations of the Central
and State Governments in 1970-71 indicate a
considerable worsening of the overall position.
As against a modest overall deficit* of Rs. 37
crores in 1969-70 (actuals) the revised esti-
‘mates for 1970-71 show a deficit of Rs. 455
crores. This worsening has taken place des-
pite a slow-down in the rate of growth in total
disbursements because of the considerably
smaller growth rate of total receipts, For
1971-72 the deficit is estimated at Rs. 387**
crores.

50. The growth rate in total disbursements
(revenue and capital) of the Central and State
Governments together de-
clined to 10 per cent in
1970-71@@ from 11.4 per
cent in 1969-70 ; for the year 1971-72,
such disbursements are estimated to show
a rise of over 8 per cent (Table 9).
The combined revenue expenditure of the
Centre and States which had increased by 11
per cent and 12 per cent, respectively, in
1968-69 and 1969-70 increased by 10 per cent
in 1970-71 ; budget estimates for 1971-72
provide for an increase of nearly 10 per cent
in revenue expenditure. Capital disburse-
ments of the Centre and States together in-
creased by a little less than 10 per cent in
1970-71, as against a rise of a little over 10
per cent in 1969-70 ; the increase in such
disbursements anticipated for 1971-72 at
about 7 per cent is lower than in the preceding
two years.

Trends in
Outiays

@ The amounts mentioned in this Section relate to
the fiscal year (April-March) unless stated otherwise.

* The net increase in outstanding Treasury Bills and
withdrawal from cash balances in respect of the Centre
and withdrawal from cash balances, net sales of securi-
tics held by States in their cash balance investment
account and net transfer from Revenue Reserve Funds
of States in respect of State Governments.

** This does not take into account the effects of sup-
plementary demands for grants presented to the Lok
Sabha, on August 5, 1971, which provide for an additional
expenditure of Rs. 200 crores in connection with relief to
refugees from East Bengal for the period upto end-Decem-
ber 1971. Since credit is also taken for an amount of
Rs. 50 crores in the form of foreign assistance, the net
impact on the budgetary position of the Centre is Rs. 150
crores.

@@ All references to figures relating to 1970-71
represent revised estimates for the year unless stated
otherwise.
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Table 9-Combined Receipts

and Disbursements of

Central and State Governments

(Amounts in Rupees Crores)

1969-70 (Accounts)

1970-71 (Budget

1970-71 (Revised 1971-72 (Budget

Estimates) (a) Estimates) Estimates) (a)

Per cent Per cent . Per cent Per cent
increase(+)/ increase(+)/ increase(+)/ increase(+)/
decrease(—) decrease(-) decrease(— decrease(—)

Amount over the  Amount  over the Amount  overthe Amount over the
-‘previous previous previous previous
year year year year
. Total Receipts (A+B) 8179 +-15-2 8229 + 0-6 8579 + 4-9 9436 +10-0
A. Revenue Receipts .. 5392 4+11-3 6813 + 7-8 6004 +11-4 6666 +11-0
of which :
Tax Receipts .. 4152 +12-2 4664 + 9.1 4700 +12-4 5259 +11-9
B. Capital Receipts .. 2787 $23.7 2416 -13.3 2575 ] 2770 + 746
Il. Total Disbursements 8216 +11-4 8590 + 4.6 9034 +10-0 9823 + 8.7
of which :
Developmental Outlay
(a-+-b) .. 3140 4 8-4 3620 415-3 3647 +16-1 4128 +13-2
(n) Revenue i, 2105 -+11.9 2323 +10-4 2417 +14-8 2741 $13.4
(b) Capital i, 1035 + 2-0 1297 +25-3 1230 +18-8 1387 +12-8
Non-Developmental
Outlay (a+b) - 3279 +17-5 3328 + 15 3697 +12-7 3723 + 0-7
(@) Revenue . 3157 +12-0 3210 + 1.7 3377 + 7-0 3574 + 5-8
(b) Capital : 122 — 33 320  +162-3 149 —53-4
11l Overall Surplus (+)
or Deficit (— . -37(b) -361 (b) -455(b) —387(b)(c)
((B))
Note :  Figures are adjusted for inter-Governmental transfers and hence differ from those given in Tables i2 and

13, The combined overall position, however, remains unchanged.

(@) Includes effects of budget proposals.

(b) As measured by increase in outstanding Treasury Bills of Centre, withdrawal

of cash balances of Centre and

States, net sale of securities held by States in their cash balance investment account and net transfers from revenue reserve

funds of States.

(c) This does not take into account the impact on Budgetary Position of net expenditure of Rs. 150 crores for relief
to refugees from East Bengal provided for in the Supplementary Demands for Grants.

51. During 1970-71, non-developmental
outlay of the Centre and States together (ex-
cluding special items of expenditure of non-
recurring type like subscriptions to the inter-
national financia ingtitutions, etc., for which
provision was made in 1970-71 revised) rose
by 7 per cent as against 18 per cent in 1969-70.
For 1971-72 the combined non-developmental
outlay would show a rise of about 6 per cent
over such expenditure (excluding specia items)
in 1970-7 1. The developmental outlay of the
Centre and States together which had in-
creased by 8 per cent in 1969-70 (as against

14 per cent in 1968-69) increased by amost
14 per cent in 1970-71 (excluding a specid
item of expenditure of non-recurring nature,
viz, provision for compensation to nationa-
lised banks included in 1970-71 revised).
For 1971-72, budgeted developmental outlay
shows an increase of about 16 per cent over
1970-71 (excluding provision. for compensa-
tion to nationalised banks). The Plan outlay
of Centre and States is estimated at Rs. 3024
crores in 1971-72—nearly Rs. 400 crores
more than that provided for in 1970-71
(budget).
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52. The rate of growth in total receipts
of the Central and State Governments during
1970-71 (excluding notional
receipts on account of com-
pensation bonds in respect
of nationalised banks and special securities
issued to international financia ingtitutions,
etc.) was 3 per cent as against 15 per cent in
1969-70. Tota receipts budgeted for 1971-72
would show a rise of about 12 per cent over
1970-71 (excluding notional receipts). Re-
venue receipts of the Centre and States to-
gether, which had increased by over 11
per cent in 1969-70 rose by amost the same
rate in 1970-71 ; in 1971-72, however, the rate
of growth in revenue receipts is placed at 11
per cent-slightly lower than that in the pre-
ceding two years. The rate of growth in tax
revenue, which had accelerated from about
9 per cent in 1968-69 to about 12 per cent in
1969-70, was maintained at the same level in
1970-71; in 1971-72 the growth rate in tax reve-
nue will be fractionaly lower than in the prece-
ding year. The revenue from taxes on commodi-
ties and services increased by 15 per cent in
1970-71 as against 12 per cent in 1969-70
thus raising its share in total tax revenue to
76.3 per cent in 1970-71 from 74.4 per cent
in 1969-70. In 1971-72 the increase in tax
revenue from this source is expected to be
about 13 per cent ; revenue from such taxes
will congtitute 77 per cent of the total tax
revenue.

Trends in
Receipts

53. The overal deficit of the Centra
Government turned out to be Rs. 230 crores
in 1970-71—nominally higher

Budgetary Defi- than  originaly envisaged
cit for 1970-71 (Rs. 227 crores)*. In the
case of State Governments,

revised estimates of overall deficit in 1970-71
at Rs. 225 crores showed an increase of Rs. 91
crores over the budget anticipation. The
quantum of actual overal deficit of Central
and State Governments for 1970-71 is not
yet known. However, the likely deficit can
be gauged from the magnitude of net Reserve
Bank credit to the Government sector which
during the fiscal year 1970-71, increased by
Rs. 332 crores as against an increase of Rs. 13
crores in the fiscd year 1969-70. Net Reserve
Bank credit to the Centra Government in-

* It is indicated by the Union Finance Minister that
overall deficit of the Centre for 1970-71 may be of the
order of Rs. 270 crores.

creased by Rs. 107 crores in 1970-71 as againgt
an increase of Rs. 81 crores in 1969-70. In
regard to States, the increase in net Reserve
Bank credit was of the order of Rs. 225 crores
as against a decline of Rs. 68 crores in 1969-70.

54. During the current fiscal year so far
(April 1 to June 25, 1971), net Reserve Bank
credit to Government sector increased by
Rs. 468 .O crores as against an increase of
Rs. 65.5 crores in the corresponding period of
the preceding year. Net Reserve Bank credit to
Central Government increased by Rs. 375.2
crores (as against an increase of Rs. 56.1
crores during the same period in 1970) and to
State Governments by Rs. 92.8 crores (as
compared with an increase of Rs. 9.4 crores
in the corresponding period of last year).

55. For the past few years there have
emerged persistent overdrafts of certain State
Overdrafts by Governments- with the Re-
States serve Bank of India Total

outstanding overdrafts of 11
States (as on 28th June 1971) were Rs. 371.29
crores as against Rs. 82.74 crores (6 States)
as on June 27, 1970. Table 10 presents the
overadl budgetary position of dl the States
together for 1965-66 to 1970-71. It also shows
the overdraft position of the State Govern-
ments with the Reserve Bank of India as at
the end of each financia year and total dis
bursements on Revenue and Capital accounts
combined. The table shows that the overal
deficits of State Governments during the past
five or six years have widened between the
budget forecast and the revised estimates,
and so have their disbursements. The precise
reasons for the overdrafts of some of the
State Governments are not clear. It would
be useful, however, to see the trends in dis-
bursements and variations in them between
budget forecast and revised estimates.

56. For 1970-71 where the break-down of
tota disbursements into Plan and non-Plan
is available, the data show that total disburse-
ments increased in revised estimates over
budget forecast ; this has occurred both in
respect of Plan and non-Plan expenditure,
the increase in non-Plan expenditure being
much larger. In 1970-71 while the overall
deficit in the revised estimates has shown a
deterioration of Rs. 320.4 crores over budget
estimates, Plan expenditure has gone up by
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Table 10-State Governments’ Overall Budgetary Position, A?
Reserve Bank of India during

SUPPLEMENT TO THE RESERVE BANK OF INDIA BULLETIN, AuGuUsT, 1971

gregate Disbursements and Overdrafts from
965-66 10 1970-71

(Rupees Crores)

Variation of Variation of

Overall Aggregate Overall Aggregate Overdrafts
Deficit (—j)/ Disbursements Deficit in Disbursements from Reserve
Surplus  (+) on Revenue R.E. over B.E, in RE. over B.E. Bank of
and Capital Increase  (+) Increase (+) India
Accounts Decrease (—) Decrease (—) as on
Combined* * March 31
(1) (2) ® @ (3)
1965-66  (B.E.)* 45 .6 2965.3
(R.E) V .. -188.9 3269.7 +143-3 4304-4 120-2
(Accts.) C » -66.8 32165
196667 (B.E.)* i, +170-6 3204 1
(RE) ,, . -76.2 3431.0 +246-8 $226.9 15-8
(Accts) ‘e .. —86.5 3339.7
1967-68 (B.E.)* o . —49.7 37845
(RX.) . .. -102.6 3882.1 +52:9 +97-6 31.5
(Accts) -38.2 3835.6
1968-69  (B.E.)* . +138-0 3847.9
(R.E.) Y —152-7 4314.2 +290.7 +466-3 144.7
(Accts) . —11-8 4461.5
1969-70  (B.E.)* o —88-9 4797-3
(R.E)) L -145.8 4935.1 +56-9 +137-8 91-7
(Accts) o + 89 4907 6
1970-71 (B.E.)* +95-7@ 5033-3@
(R.E.) . —224-T@ 5432-9@ +320-4 +399-6 268.2

**  Excluding’remittances  (net).

* Include yield from additional measures proposed by States

and increase in transfer of resources from the Centre, viz,

share in Central taxes, grants-in-aid and net loans as reflected in the revised estimates over the budget estimates of States.
@ Excluding Himachal Pradesh as revised estimates for the State are not available.

B.E. = Budget Estimates.
R.E. = Revised Estimates.

Rs. 104.6 crores, and non-Plan expenditure
by Rs. 295 .0 crores (Table 11). The over-
drafts (10 States) as at the end of March
1971 amounted to Rs. 268.2 crores.

57. The States have been obtaining
short-term ad hoc loans from the Centra
Government to enable them to clear their
overdrafts with the Reserve Bank of India
Such ad hoc loans amounted to Rs. 378 crores
during 1965-66 to 1968-69. Since 1969-70,
the Central Government has initiated a scheme

of special accommodation to meet the overall
non-Plan gaps of some States. For this
purpose Rs. 279 crores were provided in
1969-70, Rs. 195 crores in 1970-71 (revised
estimates) and Rs. 120 crores in 1971-72
(budget estimates).

58. The problem of these overdrafts has
been engaging the attention of the Bank. The
Fifth Finance Commission (1968) which exa
mined the problem of unauthorised overdrafts
of Certain States with the Reserve Bank of
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India has made recommendations regarding
the avoidance of unauthorised overdrafts
and the procedure for dealing with such over-
drafts ; the Centre brought the recommenda-
tions to the notice of the State Governments.

59. For 1971-72, the overall deficits of
Centre and States at the existing rates of taxa
tion are estimated at Rs. 397

Overall position crores and Rs. 240 crores,
for 1971-72 respectively. After taking in-
to account the additional tax

proposals, the deficit for the Centre for
1971-72 would be reduced to Rs. 233
crores ¥ as compared with Rs. 230 crores
* This does not take into account impact on budgetary
position of net expenditure of Rs. 160 crores for relief

to refugees from East Bengal provided for in the Supple-
mentary Demands for Grants.

for 1970-71. The State Governments are
expected to end with a surplus of Rs. 39 crores
as against a deficit of Rs. 225 crores in 1970-71,
after taking into account the impact of addi-
tional resource mobilisation of States, shares
of States in Centre's additional taxation and
the net additional amount of transfers to
be received by the States from the Centre.$
Some State Governments have aready begun
taking recourse to overdrafts from the Reserve
Bank of India. As on August 13, 1971 out-
standing overdrafts (8 States) stood at
Rs. 108.0 crores as against Rs. 52.5 crores
(6 States) on August 14, 1970.

$ Including Rs. 100 crores of grants-in-aid to State
Governments provided under the Supplementary Demand
for Grants for 1971-72 to meet the additional expendi-
ture on account of refugees from East Bengal.

Table | |I-State Government's Overall Budgetary Position and Aggregate Disbursements during

1970-71 and 1971-12

(Rupees Crores)

1970-71
1971-72
Budget Revised Variation in Budget
Estimates Estimates Revised Esti- Estimates
mates over Bud-
get  Estimates
column (2)
over
column (1)
[Increase (4)/
Decrease (—)]
1 (2) (3) 4
Overall Surplus (+) or Deficit (-) of all
States .. . e e +95- 7@t —224-7¢ +320-4 —153-8£
Overall Surplus (+)or Deficit (—) of States
having overdrafts'as on March 31, 1971. ., +66-7@ -169.6 +236-3
Aggregate Disbursements* of all States (a+5)., 5033-3F 5432-9t +399-6 5700-1
(100.0) (100.0) (100-0)
(@ Plan . . . . . . L. 1142.2 1246.8 +104-6 1489-3
(22.7) (22.9) (26.1)
(b) Non-Plan . . . . . . . . 3891.1 4186-1 +295-0 4210.8
(77.3) (77.1) (73-9)
Aggregate Disbursements* of States having
overdrafts as on March 31, 1971 (a-+&) - 3095-5 3371.2 +275-7
(100-0) (100-0)
(@ Plan . . . . . . . . L. 655-3 748-1 + 92.8
(21-2) (22-2)
(b) Non-Plan PR 2440-2 2623-1 +182-9
(78-8) (77-8)

Notes: (1) Figures in brackets are percentages to aggregate disbursements.
(2) Plan expenditure comprises expenditure on State Plans and Centrally Sponsored Schemes.
(3) The Gujarat State has treated the expenditure on Centrally-sponsored schemes as non-Plan expenditure.
To ensure uniformity in presentation this has been treated as Plan expenditure.
@ Include yield from additional measures proposed by States and increase in transfer of resources from the Cen-
tre, viz., share in Central taxes, grants-in-aid and net loans as reflected in the revised estimates over budget estimates

of States.

£ Include yield from additional measures proposed by States (Rs. 45-3 Crorcs) and States’ share (approximately

Rs. 41 crores) in Centre’s additional taxation.

IEchuding Himachal Pradesh as the revised estimates for the State are not available.
Relate to aggregate disbursements on revenue and capital accounts combined excluding remittances (net).
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60. The Union Budget for 1971-72 was
framed against the background of generaly
improved prospects in the

Centre’s Budget €CONOMIC situation, and also

for 1971-12 against the shortfalls in
Centre’s Plan outlay for
second year in succession. The Finance

Minister emphasised the need for timely im-
plementation of Plan projects so as to increase
the tempo of economic activity and to provide
a dtimulus thereby to employment. Besides
stepping up the Central Sector Plan outlay
by 13 per cent over 1970-71 budget, the Centra
Budget makes a provision of Rs. 75 crores
for employment-oriented works in rura areas
(Rs. 50 crores) and for creation of employ-
ment opportunities for the educated unem-
ployed (Rs. 25 crores).

61. For the Central Government, the
aggregate receipts on revenue and capital
accounts for 1971-72 (including yield from
additional tax measures) are estimated at
Rs. 6,244 crores, showing a rise of 5.4 per
cent over 1970-71 (Table 12). Tax revenues,
inclusive of the yield from fresh tax measures,
show an increase of 11.3 per cent over 1970-71.
Net domestic market borrowings and small
savings are placed higher in the budget than

in 1970-71, whereas the budgeted amount of
net external borrowings will be the lowest
for any year since 1964-65. Aggregate dis
bursements at Rs. 6,477 crores show an in-
crease of 5.3 per cent (Rs. 324 crores) over
1970-71. The increase is entirely under re-
venue expenditure which at Rs. 3,527 crores
is placed Rs. 385 crores higher than in 1970-71 ;
an increase of Rs. 60 crores is on account of
‘tentative’ provision for relief to evacuees
from East Bengd*. A part of the increase
in revenue expenditure will be offset by re-
duction of Rs. 61 crores in capital disburse-
ments.  Since aggregate receipts and disburse-
ments are expected to rise amost by the same
magnitude, the overall deficit at Rs. 233 crores
is only nominally higher than the overadl
deficit in 1970-71 (Rs. 230 crores). The over-
all deficit will constitute 3.6 per cent of aggre-
gate disbursements as against 3.7 per cent in
1970-71.

* Since credit is taken ‘for the present’, for external
assistance of Rs. 20 crores on revenue account, net bud-
getary impact on account of relief to evacuees will be
Rs. 40 crores. In addition, the Supplementary Demands
for Grants provide for an expenditure of Rs. 200 crores
for relief to refugees from East Bengal for the period upto
end-December 1971 ; it also takes credit for Rs. 50
crores by way of external assistance. Thus the net
budgetary outgo on this account would be Rs. 150 crores.

Table |2—Qverall Budgetary Position of Centre

(Rupees Crores)

1969-70 1970-71 1970-71 1971-72
(Accounts) (Budget (Revised (Budget
Estimates) Estimates) Estimates)
(1) 2) ©) )
. Aggregate Receipts (A+B) . . v 5667 5573 5923 (ggi(i)
A. Revenue Receipts o e 3027 3241 3340 3503
(3667)
of which :
Tax Revenue e o 2201 2390 2442 2553
(2717)
B. Capital Receipts 2640 2332 2583 2577
of which :
Internal Market Borrowings (Gross) .. 536 455 427 500
External Borrowings* (Gross) . 633 719 681 666
I1. Aggregate Disbursements S i 5713 5800 6153 6477
of which :
a) Developmental outlay 889 1152 1047 1178
b} Non-Developmental outlay 2073 2158 2435 2409
c) Discharge of internal loans 393 293 291 332
(d) Discharge of external loans 179 200 196 216
I1l. Overall Deficit (1—II) (~—46) (—)227 (-—)230 (—) 397
[(—)233**]

Note -

i) Figures in brackets are after taking into account the estimated yield from additional tax measures.

il) Figures given here do not tally with those in the budget papers as certain adjustments have been

made.
* Including P.L. 480 Loans.

** This excludes the net impact of Supplementary Demands for Grants (Rs. 150 crores) for relief to refugees

from East Bengal.
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62. The Plan outlay of the Centre and
States is estimated at Rs. 3024 crores for
1971-72 ; this amount is
nearly Rs. 400 crores higher
than the corresponding pro-
vision for 1970-71 and about Rs. 600 crores
higher than the likely Plan expenditure in
1970-71. The Centra budget makes provi-
sion for Rs. 2135 crores for Plan outlay show-
ing an increase of Rs. 229 crores (12 per cent)
over 1970-71 (budget estimates). This is
mainly accounted for by a step-up in the
provision for the Central sector Plan in the
budget by Rs. 155 crores (to Rs. 1350 crores)
and an increase of Rs. 67 crores in Central
assistance for State Plan schemes. Sector-
wise, Central sector Plan provision in respect
-of ‘agriculture and alied programmes shows
a rise of 60 per cent over the corresponding
provision in the 1970-71 budget. The budget
provision under ‘transport and communi-
cations shows a step-up of about 10 per
cent. In regard to industry, there is a no-
mina increase ; while provision for coa
and petro-chemicals is stepped up, lower
provison is made for fertilisers.

Plan Outlay

63. Tax proposals were framed in the
budget for 1971-72, with a view, among other
things, to minimising oppor-
tunities for evasion and re-
ducing inequalities of income
and wedth. The proposals
of additional taxation are estimated to yield
Rs. 205 crores (including States share of
Rs. 41 crores) in 1971-72. Besides, additiona
revenue on account of changes in postal tariffs
is estimated to be Rs. 1 0. % crores in a full
year and upward revision in freight rates and
passenger fares by Railways are expected to
yield Rs. 26 crores in 1971-72 (Rs. 35 crores
in a full year) ; these, however, do not accrue
to the Centre.

64. Of the totad estimated additiona re-
venue in 1971-72, taxes on commodities and
services (including tax on foreign travel)
account for 86.8 per cent. There are 24 new
items, including consumer goods as well as
producer goods, on which excise duty at ad
valorem rates is levied for the first time. The
rate structure in respect of import duty is
simplified by prescribing four ad valorem
rates of import duty in place of seven. The
rate of surcharge on persona income-tax is
raised from 10 to 15 per cent on incomes

Centre’s Tax
Measures

exceeding Rs. 15,000. The rate of tax on
net wealth above Rs. 15 lakhs is raised to 8
per cent from the existing rates of 4 and 5
per cent on slabs of net wealth between Rs. 15
lakhs and Rs. 20 lakhs and above Rs. 20 lakhs,
respectively. The rate of surtax leviable on
company profits remains unchanged at 25
per cent for profits upto 15 per cent of capital ;
in respect of profits exceeding this limit, the
rate of tax is raised to 30 per cent. The
incidence of tax on long-term capital gains is
a0 raised.

65. The development rebate was intro-
duced in 1955-56 in respect of new investment
in plant or machinery installed and new ships
acquired after March 31, 1954. No develop-
ment rebate would be alowed on ships ac-
quired or machinery or plant installed after
May 31, 1974. The list of priority industries
is curtaled by deleting certain industries
from the list and the specia tax exemption
in respect of profits of priority industries is
reduced. For computing tax-exempt profits
under the “Tax Holiday” provisions, deben-
tures and long-term borrowings will be ex-
cluded from the term “capita employed”.
These measures are estimated to yield Rs. 22
crores in a full year. As regards concessions
to persona savings, the monetary ceiling in
respect of savings through life insurance
premia, provident fund contributions, etc.,
qualifying for deduction from taxable income,
is raised from Rs. 15,000 to Rs. 20,000 in the
case of individuas and some modifications
are made in the computation of tax relief in
this behalf. The exe'mption of income upto
Rs. 3,000 derived from specified financial
assets will now include interest on members
deposits with co-operative societies ; the relief
will now be confined to individuals and Hindu
Undivided Families. Standard deductions in
respect of assessees other than those who own
motor cars is raised.

66. The aggregate receipts on revenue
(at 1970-71 rates of taxation) and capital
accounts budgeted by the State
Governments at Rs. 5464 cro-
res for 1971-72 represent 4.9
per cent (Rs. 256 crores) rise
over 1970-71 (Table 13). States own tax
revenues are estimated to rise by 6.6 per cent
to Rs. 1607 crore’s in 1971-72. Aggregate
disbursements are placed at Rs. 5704 crores
in 1971-72 showing 5.0 per cent (Rs. 271

State Budgets
for 197 1-72
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crores) increase over 1970-71. The increase
in the projected level of disbursements is
mainly due to stepped-up provision for
development expenditure which at Rs. 2950
crores is 13.5 per cent higher than in 1970-71
and will congtitute a little over one-half of
aggregate disbursements in  1971-72 (as
against 479 per cent in 1970-71). The
budgeted amount of non-development ex-
penditure (Rs. 1632 crores) shows an increase
of Rs. 67 crores over 1970-71, and other
disbursements, comprising mainly loans and
advances by States, repayment of loans to
Centre and market loans are expected to decline
by over 1| per cent from 1970-71.

67. For 1971-72, budgetary transactions
of the State Governments (without taking
into account the yield from proposals for
fresh resources) are expected to end up with
an overal deficit of Rs. 240 crores ; this is
the net result of a deficit of Rs. 267 crores on
capital account and a surplus of Rs. 27 crores

on revenue account.  Taking into account the
expected yield of Rs. 45 crores from the
proposed additional resource mobilisation
of some of the States and their share of
Rs. 41 crores in Centre's fresh tax effort, the
overall deficit gets reduced to Rs. 154 crores.
Further, if adjustment is made for net addi-
tional amount to be received by them from the
Centre (Rs. 193 crores*) the State Govern-
ments will have a surplus of Rs. 39 crores**
as against the overall deficit of Rs. 225 crores
in 1970-71.

* The State Governments have taken credit for smaller
amounts of grants and net loans and slightly larger
amount of shares in taxes in their budgets than the
respective amounts shown in the Central Government
Budget. The net additional amount to be received
from the Centre includes Rs. 100 crores of grants-in-
aid to State Governments provided under the Supple-
mentary Demand for Grants for 1971-72 to meet the
additi(IJnaI expenditure on account of refugees from East
Bengal.

** The position in 1971-72 mav, further improve if
receipts from market loans (Rs. 27 crores) floated by
Bihar and Maharashtra, for which credit is not taken
in their budgets, are taken into account.

Table [3—Overall Budgetary Position of States

(Rupees Crores)

1969-70 1970-71 1970-71 1971-72
(Accounts) (Budget (Revised (Budget
Estimates) + Estimates) Estimates)*
@ @ [©) 4)
I. Aggregate Receipts (A+B 4957 4918 5208 5464
ggreg pts ( ) (8550)
A. Revenue Receipts (i + ii) . . 3172 3430 3535 3916
(3992)
2381
(1) States’ own Revenue Receipts 2015 2144 2216 (2416)
of which :
Tax Receipts 1366 1446 1507 1607
(1641)
(i) Resources transferred from the Centre
(a+b) e 1167 1286 1319 1535
(1576)
(a) Shared Taxes 626 728 751 860
(901)
(b) Grants from Centre 632 658 568 675
B. Capital Receipts (i + ii) 1785 1488 1673 1548
(1558)
(i) States’ own'Capital Receipts . 755 694 651 745
(765)
of which :
Market Borrowings (Gross) 173 162@ 157 162@
(ii) Loans from Centre (Gross) 1030 794 1022 803
Il. Aggregate Disbursements 4948 5052 5433 5704
of which :
(a) Developmental Outlay . . 2251 2468 2600 2950
(6) Non-Developmental Outlay 1481 1470 1665 1632
(c) Repayment of Loans to Centre . . 608 610 659 562
(d) Loans and Advances to Third Parties 432 394 497 436
(c) Repayment of Market Loans .. 85 62 63 75
1. Overall Surplus (+) or Deficit (-) (I—I¥) +9 —134 —225 (—%gg)

Note : Figures given here do not tally with those given in the budget papers as certain adjustments have been made here.

+ Include the effect of budget proposals.

* Figures in brackets are after taking into account estimated yield from budget proposals.
@ Exclude receipts from market loans floated by Bihar and Maharashtra (Rs. 27 crores).
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68. Seven State Governments namely,
Andhra Pradesh, Bihar, Jammu and Kashmir,
Madhya Pradesh, Mysore, Nagaland and
Orissa, have proposed measures to raise
additional resources ; Kerala, Rgasthan and
Tamil Nadu have proposed measures as aso
granted fiscal concessions. In the net, addi-
tional measures are expected to vyield in
1971-72 Rs. 45.3 crores (inclusive of measures
to streamline administration and recovery of
arrears) ; Haryana has, however, announced
only a minor tax concession but the loss in
tax revenue is negligible.

69. The combined net receipts from market
borrowings by Centre and State Governments
in 1970-71 amounted to
Rs. 235 crores-Rs. 11 crores
more than those in 1969-70.
Net borrowings by the States
in 1970-71 were Rs. 17 crores more than in
1969-70 whereas those of the Centre were
Rs. 6 crores lower than in 1969-70.

Market
Borrowings

70. As in the past, the Centre's borrowing
programme for 1970-71 was completed in
two phases. Total subscriptions in regard
to the 5% per cent 2000 Loan floated on April
11, 1970 for an aggregate amount of Rs. 275
crores amounted to Rs. 290 crores comprising
Rs. 150 crores in cash and Rs. 140 crores by
way of conversion. The 4} per cent Loan
1977 and the 51 per cent 2000 Loan (re-issue)
issued on October 15, 1970 for a total sum of
Rs. 125 crores brought in together Rs. 138
crores (Rs. 76 crores in cash and Rs. 62
crores by way of conversion). Of the total
amount of Rs. 293 crores of maturing loans,
the amount offered for conversion was Rs. 202
crores. After providing for cash repayments
of the unconverted portion of maturing loans
(Rs. 91 crores), net market borrowings of
the Centre during 1970-71 aggregated Rs. 135
crores-Rs. 27 crores less than the amount
(Rs. 162 crores) originaly budgeted for.

71. For 1971-72, the Central Budget has
taken credit for Rs. 500 crores (gross) as
receipt from market borrowings. The first
phase of the Central Government’'s market
borrowing progranme was completed on
July 1, 1971, when three loans were floated
for a total amount of Rs. 375 crores ; tota
subscriptions amounted to Rs. 405 crores

(Rs. 298 crores in conversion and Rs. 107
crores in  cash).

72. On July 15, 1970 fifteen State Govern-
ments issued 5§ per cent Development Loans
maturing after 12 years for an aggregate
amount of Rs. 14250 crores. All the loans
were issued at par. Maturing loans of 12
States for a total amount of Rs. 57 crores
were offered for conversion into their respec-
tiveloans. All the loans were over-subscribed
as in the last year ; the over-subscription ex-
ceeded 10 per cent of the notified amount.
After making partial allotment, subscriptions
amounting to Rs. 157 crores were accepted ;
of this, cash subscriptions amounted to Rs. 125
crores and conversion, Rs. 32 crores. After
providing for cash repayments (Rs. 25 crores)
on account of maturing loans not tendered
for conversion, net borrowings amounted
to Rs. 100 crores in 1970-71 as against Rs. 83
crores in 1969-70.

73. Net collections from small savings
during 1970-71 are placed at Rs. 188* crores
compared with Rs. 129
crores realised during the
year 1969-70 ; the provi-
sional figures of tota (net)
collections exceeded the revised estimates
for 1970-71 by Rs. 43 crores. Out of total
net collection of Rs. 188 crores, a little less
than two-thirds (about 65 per cent) was
accounted for by the two new savings media,
viz., Post Office Time Deposit Scheme (Rs. 73
crores) and National Savings Certificates-ll
issue (Rs. 50 crores). For 1971-72, the Union
Budget has taken credit for Rs. 180 crores
from this source. There were no additions
to the existing media of small savings during
this year. But consequent upon the change
in the Bank rate, the interest rates on all the
existing media were enhanced with effect from
January 15, 1971. The changes in the interest
rates thus effected range from 1 per cent to
2 per cent on the different small savings scrips.
Moreover, the limits of deposits in the 7-year
National Saving Certificates (Il and 1l issues
taken together) have been increased from
Rs. 25,000 to Rs. 50,000 for individua hold-
ing and from Rs. 50,000 to Rs. 1,00,000 for
joint holdings with effect from August 1, 1971.

Collections
from Small
Savings

* Net collections from small savings are now estimated
at Rs. 197 crores for 1970-71 for which break-up is not
yet available.
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74. Net receipts from Public Provident
Fund Scheme estimated at Rs. 5 crores in the
1970-7 | budget are placed at Rs. 2.5 crores
in the Revised Estimates. However, actual
collection amounted to Rs. 4.6 crores as
compared with Rs. 2.5 crores in 1969-70. The
collections under this item are placed at Rs. 4
crores for 1971-72.

75. The gilt-edged market remained ge-
nerally steady during the first half of the year
under review while in the
second half, following the
Bank rate rise an easy trend
st in. The R. B. I’s All-
India Index for Government and semi-Govern-
ment securities ( Base: 1961-62=100) re-
mained unchanged at the end-June 1970 level
of 99.3 till the first week of November 1970
and slided down to 98.9 by end-December
1970. With the stepping up of the Bank rate
by a full percentage point with effect from
January 9, 1971, prices in the gilt-edged market
eased further, the Index declining to 98.2
by end-January and 97.6 by end-June 1971.
While the Index for Centra Government
Securities dipped down by 2.1 points to
96.9 over the year, those for State Govern-
ment and semi-Government Securities de-
clined by 0.2 point and 0.1 point to 100.3
and 101.2, respectively. The Bank's open
market operations continued to be directed
towards maintaining orderly conditions in the
market and alignment of the yield pattern to
the prevailing structure of interest rates
through adjustments in its buying and selling
rates. Purchases and sales of securities by
the Bank during the accounting year aggre-
gated Rs. 275.7 crores and Rs. 359.8 crores
respectively, resulting in net sales of Rs. 84.1
crores, as compared with the net sales of
Rs. 30.0 crores in the preceding year.

Gilt-edged
Market

Private Corporate Sector

76. New investment activity in the private
corporate sector did not indicate any clear
uptrend during the year under review. The
slower pick-up in public sector investment
expenditure appeared to have caused a dac-
kening to some extent in new investment
activity in the private corporate sector. In
regard to financing of investment, as com-
pared with 1969-70, there was greater de-

pendence on loan finance, resulting in larger
financial assistance sanctioned and disbursed
by the term-lending ingtitutions, while new
capital issues were substantialy lower. As
regards the actual capital raised, there was a
rise in respect -of equity and preference shares
while capital raised through debentures showed
a sharp decline. Public response to new
issues was encouraging. Corporate perfor-
mance, as indicated by a preliminary study
of dividend announcements, showed some
improvement. The equity prices scaled new
heights in October 1970 but reacted thereafter
and remained subdued during the greater part
of the year.

77. There was a decline in consents/ac-
knowledgements of proposals accorded to
non-Government public limi-
ted companies for new capital
issues in the form of shares
(excluding bonus) and debentures. The amount
consented at Rs. 52.5* croresin 1970-71 (July-
June) was considerably lower than Rs. 89 .0
croresin 1969-70. A substantial part of the
decline was in respect of consents for ‘further’
issues, which were lower at Rs. 31.9 crores
as against Rs. 69.6 crores in 1969-70. Con-
sents for ‘initial’ issues were dlightly higher at
Rs. 20.5 crores than Rs. 19.5 crores in the
previous year. Security-wise, consents were
granted for equity issues of Rs. 32.5 crores and
debentures of Rs. 11.6 crores in 1970-71 as
against Rs. 43.4 crores and Rs. 37.8 crores,
respectively, in 1969-70. Consents for the
issue of preference shares at Rs. 8.3 crores
were marginally higher than Rs. 7.8 crores
in the previous year.

Capital
Consents

78. As regards bonus issues, it may be
recalled that Government had issued new
guidelines for finalising proposals made since
April 1970. During 1970-71 (July-June) con-
sents accorded to non-Government public
limited companies for bonus issues declined
to Rs. 34.1* crores from Rs. 45.4 crores in
the previous year. The guidelines for issue
of bonus shares were further amended in May
1971 with a view to protecting the interests of
genera investors. According to the latest
amendments, the proportion of residua re-
serves required to be retained after the pro-

*  Provisional.
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posed capitalisation has been raised from 20
per cent to 334 per cent of the increased paid-
up capital of the company. It is aso stipu-
lated that along with the proposal for issue of
bonus shares, the management should give
clear indication of their intention regarding
the first annua dividend payable on the ex-
panded capital of the company and obtain the
shareholders’ approval for it.

79. The new capital issues activity dac-
kened during July 1970-June 1971. The
amount of capital issued
through  prospectuses  and
rights was lower at Rs. 50.7
crores* than Rs. 81.5 crores in 1969-70 (July-
June). Security-wise, the decline was mainly
in debentures, though equity and preference
issues were also lower to some extent. Be-
sides, the decline was exclusively under ‘fur-
ther’ issues which fell sharply to Rs. 17.0
crores from Rs. 54.2 crores in 1969-70. ‘Ini-
tia’ issues, on the other hand, continued to
show arising trend and were higher at Rs. 33.7
crores than Rs. 27.3 crores in 1969-70. Con-
sequently, ‘initial’ issues constituted a major
proportion of the total new issues made during
1970-71. Public response to capital issues
indicated further improvement and a number
of issues were oversubscribed. Institutional
underwriters provided the bulk of under-
writing support, but available data indicate
that with improvement in public response,
the proportion of the amount devolving on
underwriters declined to 23.4 per cent of the
total amount underwritten in 1970 from 27.6
per cent in 1969.

New Issue
Activity

80. Term-lending ingtitutions sanctioned
substantialy higher financial assistance during
1970-71 (April-March) than
in 1969-70. Aggregate finan-
cial assistance sanctioned by
these indtitutions** in the
form of loans, underwriting of and direct
subscriptions to shares and debentures in-
creased to Rs, 231.7* crores from Rs. 153.6
crores in  1969-70 ( April-March ).  Dis-
bursements@ amounted to Rs. 147.5*
crores as against Rs. 115.5 crores in 1969-70.
The Industriadl Development Bank of India

Assistance by
Term-lending
Institutions

* Provisional.
** |DBI, IFCI, ICICI, SFCs and SIDCs.
@ Including disbursements on account of guarantees.

(IDBI) sanctioned a substantialy higher
amount of loans*** amounting to Rs. 80.3%*
crores during April 1970—March 1971 as
against Rs. 46.9 crores in April 1969—March
1970 and its disbursements were also higher at
Rs. 51.1" crores as compared with Rs. 43.3
crores.

81. The Life Insurance Corporation and
the Unit Trust of India continued to lend
support to the private corporate sector by
their underwriting and investment operations.
The Unit Trust of India provided during
1970-71 (April-March) a larger assistance of
Rs. 15.2* crores by way of underwriting
of, and direct subscriptions to shares
and debentures as compared with Rs. 9.9
crores in the previous year. The Life
Insurance  Corporation had  sanctioned
Rs. 10.8 crores during 1969-70 (April-
March) for the underwriting of, and direct
subscription to shares and debentures as
against Rs. 14.4 crores in 1968-69 (April-
March).

82. A reference was made earlier to the
Dutt Committee’'s Report regarding  the
development of “joint sector” in Indian
industry. In pursuance of the Committee's
recommendations, Government announced on
May 1, 1971 certain guidelines for conversion
of loans into equity in respect of such in-
dustrial units which receive large financial
assistance from the all-India long-term
financial ingtitutions. According to these
guidelines, the financia ingitutions while
sanctioning rupee loans of Rs. 50 lakhs and
more to one company would normally pro-
vide, in the loan covenant, for the option of
converting loan into equity consistent with the
maintenance of a reasonable debt-equity
ratio. In respect of loans ranging between
Rs. 25 lakhs and Rs. 50 lakhs, the financial
institutions may use their discretion and in
cases of loans not exceeding Rs. 25 lakhs, the
institutions may not stipulate for the conver-
sion of loans into equity.

83. Thus, an increasingly active role is
envisaged for public sector in the field of
industrial development, and in this connection,
mention may be made of the Reserve Bank’s
directive to commercial banks stipulating

*** Including refinance to banks and rediscounts.
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Table I4—Financial Assistance Sanctioned and Disbursed by Term-Lending Institutions during 1969-70
and 1970-71

(Rupees Crores)

Loans

Name of the Institution

Underwriting of and Direct

Subscription to Shares Total
and Debentures

1970-71 1969-70

1970-71 1969-70 1970-71 1969-70

Sanc- Dis- Sanc- Dis-

Sanc- Dis- Sanc- Dis- Sanc- Dis- Sanc- Dis-

tioned bursed tioned bursed tion- burs- tion- burs- tioned bursed tioned bursed

ed ed ed ed

Industrial Development

Bank of India ) 80-3* pHI-1*% 46:9% 43.3%
[17-0] [18-7] [7-8] [5-7]

Industrial Finance Corpora-
tion of India . . 31.1

Industrial Credit and Invest-

ment Corporation of India 37.6 26.1 17.9 16.1
(28.0) (215) (137) (118)

State Financial Corporations 48.8 327t 3 2.

State Industrial Development

16.5t 17.2 18-4t
(5-8) (2.6) (1-8) (1.9)

4.3 4.7 6.2 1.8 84.6 558 531 45.1

[17-0] [13-7] [7-8] [5:7]

38 09 1.4 1-1 35.0 17.4 186 175
(5.8) (2.6) (1.8) (1.9)

5.4 31 49 3.7 43.0 29.2 22:8 19.8

(280) (215) (137) (11.8)
9 21-4f 0-5 0-3 0-5 0-3 49-3 33.0 33-4 21-7

3.5 29 54 39 198 12:1 257 ]1-4

175 11-9 18.4 10.8 2317

147-5 1536 1155

Corporations** 16-3 9.2 20-3 75
Total . . 2141 135:6 1352 104-7
Unit Trust of India . . o — —_
Life Insurance . § Corporation — — 26 1.7
of Indiat

15.2  §-4

99 §1 152 84 9.9 8:1

10-8 10.1 — - 13-3 11-8

Note : (i) Figures in brackets relate to foreign currency loans. (ii) Data for 1970-71 are provisional.
* Comprising direct loans; refinance to banks and rediscounts; refinance to SFCs indicated separately within
square brackets is excluded to avoid double counting since this is covered under loans of SFCs.

t Including disbursements on account of guarantees.
¥* Data relate to 10 SIDCs, the GIIC and the SICOM.

} Figures for 1970-71 are not available.

that in the event of their granting or renewing
a credit limit of over Rs. 50,000 against the
security of shares to a borrower, the shares
so pledged should be transferred to their
names and that they should have exclusive
voting rights in respect thereof. Towards
the end of the year under review, the manage-
ment of all general insurance companies was
also taken over by Government.

84. On the mgjor stock exchanges, the rising
trend in equity prices noticed since mid-
February 1970 was accele-
rated in the following months,
cuminating in a new peak
level in the first week of October 1970. The
market sentiment was favourably influenced

Equity Prices

by the investment incentives provided in the
Union Budget for 1970-71, scarcity of good
floating scrips, favourable monsoon and
prospects of improved crop output and sus-
tained flow of encouraging corporate news.
The Reserve Bank’s All-India Index of Prices
of Variable Dividend Industriad Securities
(Base : 1961-62=100) spurted up from 100.0
during the week ended June 27, 1970 to a new
peak of 110.1 by October 3, 1970. Prices,
however, tended to drift lower thereafter
upto the first week of January 1971 when the
equity Index reached the level of 101.4.
Though the Bank rate was raised, effective
from January 9, 1971, the flow of encouraging
corporate news imparted some steadiness to
equity prices in the remaining weeks of
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January 1971. Thereafter, prices agan
turned easy and by June 26, 1971, the equity
price Index moved down to 97.5, recording
a fal of 11.4 per cent from the peak level
reached on October 3, 1970. Over the ac-
counting year aso, the Index showed a
fall of 2.5 per cent as compared with the rise of
0.7 per cent during 1969-70 (July-June).
The bearish factors which affected the market
sentiment  were the reported difficulties
experienced by cotton textile mills on account
of sharp rise in raw cotton prices ; apprehen-
sions regarding conversion of loans provided
by public financial institutions to companies
into equities ; the Government instructions
to the stock exchanges to square-up all out-
standing forward business ; and the Union
Budget proposals for 1971-72, which were
considered by the market as not very encourag-
ing to the private corporate sector.

85. A preliminary study of dividend an-
nouncements by public limited companies
indicates that corporate per-
formance during 1970-71 was
somewhat better than in
1969-70. Of the 630 public
limited companies which closed their accounts
between April 1970 and March 1971, 200 or
32 per cent of the companies raised their
dividend rates in 1970-71 as against 195 or
31 per cent in 1969-70 ; the number of com-
panies which maintained dividends at the same
rates as in the previous year was 198 or 31
per cent as against an equal number in 1969-
70. Of the remaining 232 companies, 100
companies or 16 per cent reduced their divi-
dends, the corresponding figures for the pre-
ceding year being 79 companies or 13 per
cent. On the other hand, the number of
companies paying ‘nil’ dividends was lower
at 132 or 21 per cent in 1970-71 as against
158 or 25 per cent last year. In regard to
actual rates of dividends, there was a marked
increase in the number of companies paying
dividends between 11 and 20 per cent from
186 (30 per cent) in 1969-70 to 216 (34 per
cent) in 1970-71. The number of companies
paying dividends between 6 and 10 per cent
was lower at 188 (30 per cent) as against 202
(32 per cent) last year, while those paying
dividends above 20 per cent constituted 3
per cent of the total number of companies
in both the years.

Corporate
Dividends

Investment Finance for Agriculture

86. The tempo of investment in agriculture
financed by various ingtitutiona agencies
gained further momentum during the year
under review. Finance provided in the form
of disbursements for agricultural schemes by
ARC, AFC and REC and drawals from
the Reserve Bank’s medium-term loans and
debentures floated by Central Co-operative
Land Development Banks together showed
a substantial increase during 1970-71 over the
level in 1969-70. Disbursements made by
AFC showed some fal while those by ARC
registered an increase. Drawals from Reserve
Bank’'s medium-term loans maintained the
previous year's level. The Rura Electrifica-
tion Corporation made during the year
a maden disbursement of as much as Rs 2604
crores. The year under review experienced
a fewer number of schemes sanctioned and
lower levels of commitments made by ARC
and AFC, while the RE(C’s sanctions and
commitments showed a sharp increase
(Table 15). Commercia banks lendings to
agriculture for medium-term purposes also
made a considerable headway ; so also the
medium-term loans disbursed by the Centra
and State co-operative banks.

Trendsin Money Supply

87. The year 1970-71 (July-June) was
characterised by a markedly higher increase in
money supply with the public (Rs. 814 crores)
than in the preceding year (Rs. 592 crores).
The growth rate during the year worked out
to 12.3 per cent as compared with 9.8 per
cent in 1969-70. Total monetary resources,
which comprise money supply and time
deposits with the banks, aso registered
a larger increase of Rs. 1363 crores or 14.0
per cent as against Rs. 1011 crores or 11.6
per cent (Table 16). There was thus a con-
siderable step-up in aggregate demand in the
economy. Component-wise, absolute increase
in currency continued to be larger than that
in demand deposits, but in terms of growth
rates, deposit money showed a considerably
higher rate than currency. Time deposits
increased even faster, both in terms of absolute
figures and rate of growth, than either cur-
rency or demand deposits. Of the total in-
crease in aggregate monetary resources, time



Table 15—Investment Finance for Agriculture

(July — June)

(Rupees  Crores)

1960-61  1961-62 1962-63 1963-64 1964-65 1965-66 1966-67 1967-68 1968-69 1969-70  1970-71

1. Debentures floated by Central Co-opera-
tive Land Mortgage/ Development Banksl

(@) Ordinary debentures . . 9.97 10.50 19.25 23.34 34-81 4310 52-05 64.51 103.42 114-82*%  119.49

(b) Rural debentures Co 1-56 2-24% 1-57 1-84 3.23 4.33 2-93 1-57 5:00 1-10 4-78
2. Agricultural Refinance Corporation (ARC)2 :

(@) No. of schemes sanctioned . 3 10 24 15 89 108 142 100

(b) Total outlay . . . - 2-72 20-60 17.96 10.53 68-16 79.21 92-78 62-15

() ARC’'s commitments . . 2.45 16.88 14-18 8.53 58.64 69-32 70-92 53-92

(d) Disbursements during the year — 0.45 4.45 2.08 5.67 17-84 2860 30-62
3. Agricultural Finance Corporation (4FC)3

(@ No. of schemes sanctioned 6 21* 10

(b) Total outlay . . . 61-50 45.70% 23-33

(c) Disbursements during the year 0-96* 15-77* 13-24
4. Rural Electrification Corporation (SREC)‘!

(@) No. of schemes sanctione 49* 74

() Total outlay e ee 32-01* 49-71

(¢) REC’s commitments ., .. 29.70* 49-38

(d) Disbursements during the year — 26.04
5. Reserve Bank of India: Medium-term

loans

(@ Amount sanctioned . . . 468 9.56 9.31 14-01 14.39 1411 15-49 16.57 19.00 18-30 18-76

(b) Drawals during the year . 5.69 7-39 4.18 7-45 7-91 7.45 8-37* 9-12 8-98* 11-48 11-38

Nuote : Figures of investment finance made available by commercial banks other than by way of contribution to the debentures floated by central co-operative

- D

land mortgage/development banks and participation with the Agricultural Finance Corporation, are not available. Similarly, figures of investment
finance provided by co-operative credit agencies out of their owned funds are also not available.
Co-operative land mortgage/development banks also floated special development debentures to the extent of Rs. 18.00 lakhs in 1961-62, Rs. §+41 lakhs in
1963-64, Rs. 1-45 lakhs in 1965-66, Rs. 1-23 lakhs in 1966-67, Rs. (+32 lakh in 1967-68 and Rs. (:18 lakh in 1968-69. While the first series of special
development debentures were floated prior to the inception of A.R.C., the remaining series were those not falling under A. R. C. schemes.
The operations reflect schemes sanctioned during the year after excluding schemes withdrawn during the same year. In earlier Reports operations of each
year were presented after takmg into account : (i) withdrawals made during the same year and also withdrawals made in subsequent years,
(i) reductions in the financial outlays made in subsequent years and (iii) rephasing of schemes, if any. As on June 30, 1971 after accounting for withdrawals
and rephasing of schemes- the cumulative number of schemes sanctioned is 458 involving financial assistance of Rs. 293:00 crores, the Corporation’s ¢om-
mitments being Rs. 24866 crores.
The data presented relate to schemes sanctioned during the year after taking into account withdrawals of schemes/changes in outlays, if any, during the same
year but without taking into account cancellation of schemes and changes in outlays, if any, subsequently. After taking into account these factors, since
its nception, 1.e., from April 1. 1968 to, June 30, 1971. the Corporation sanctioned 33 schemes involving a total outlay of Rs. 128-08 crores and
disbursed an amount of Rs. 29-97 crores.
Of this, three schemes in 1969-70 and two in 1970-71 related to Rural Electric Co- -operatives.

Rewsed
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deposits accounted for 40.3 per cent. while
currency with the public and deposit money
accounted for 31.3 per cent and 28.4 per
cent, respectively.

88. Among the factors accounting for
monetary expansion during 1970-71, net bank
credit to Government, -with the phenomenal
increase of Rs. 924 crores, was a predominant
factor. reflecting generally the growing im-
balance in the budgetary ogerations and parti-
cularly the problem of overdrafts by the State
Governments. Bank credit to the commercia
sector showed a smaler expansion both in
absolute terms as well as in terms of the
growth rate. The rate of expansion was not
uniform throughout the year ; the expansion
was of a considerably higher order during
the first half of the accounting year July-

December 1970 (Rs. 330 crores) than during
the corresponding half of 1969 (Rs. 153
crores), while during the second half the trend
was reversed with an expansion of only
Rs. 299 crores during January-June 1971
as against Rs. 602 crores during January-
June 1970. The expansionary impact of
these factors was offset, to some extent, by
(i) a decline of Rs. 97 crores in net
foreign exchange assets of the banking
sector, which in 1969-70 had recorded an
increase of Rs. 264 crores, and (ii) a rise
of Rs. 110 crores in net non-monetary
liabilities of the banking system. The reduc-
tion in net foreign assets reflects partly a
pick-up in imports following import liberalisa-
tion and partly a larger decline in aid ytilisa-
tion following shrinkages in both aid-financed
food imports and non-project aid, discussed
in subsequent paragraphs.

Table 16—Trends in Money Supply and Monetary Resources (Annual)

(Rupees crores)

Variations during July-June

1968-69 1969-70 1970-71

1. Currency with the Public . . . + 341 -+381 4427
¢+ 9-9) (+10-1) (+10-2)

2. Demand Deposits +225 +211 4387
(+11-1) (+ 9-4) (+15-7)

3. Money Supply (1-2) j-566 4392 +814
(+10-3; (+ 9-8) (+12-3)

4. Time Deposits 1+ 478 + 419 + 549
(+421-5) (+15-6) (+17-7)

5. Total Monetary Resources (344) +1039 +1011 41363
(+13-5) (+11-6) (+14-0)

6. Net Bank Credit to Government . . + 433 + 2 + 924
(+9.9) (=) (+19-2)

7. Net Foreign Exchange Assets of the Banking Sector + 153@ + 264 — 97
(+84-6) (+66-0) (—14-6)

8. Government’s Net Currency Liabilities to the Public + 33 + 20 + 18
(+10-4) (+ 5-6) (+ 4-8)

9. Total (8748 + 619@ + 286 + 845
( ) (+12:7) (+ 61) (+14-4)

10. Bank Credit to Commercial Sector* . . + 64 + 755 + 629
(+17-6) (+17-7) (+12-5)

(@) Net Bank Credit to Commercial Sector* + 167 -+ 336 + 80
(+11-7) ($21.1) (+4.1)

11. Net Non-Monetary liabilities of R.B.l. (Increase-) — 95 - 60 - 177
12.  Net Non-Monetary Liabilities of other banks (Increase-) — 125 + 29 + 67
13. Total (9+10) +1260@ +1041 +1474
(+14-8) (410-6) (4-13-5)

Note : Figures in brackets represent percentage variations.
@ Excluding changes due to revaluation of gold held in the Issue Department of the Reserve Bank with effect

from February 1, 1969.

* Includes advances made to public sector enterprises and State Governments for commercial purposes-.
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Table |7—Trends in Money Supply and Monetary Resources

(Seasonal)

Variations during the

Slack Season

Busy Season

1969 1970 1969-70 1970-71
1. Currency with the Public . . w149 — 34 +517 +400
(- 4.0) (- 0.8) (+14-3) (+ 97
2. Demand Deposits of Banks . . + 9 + 177 + 186 4172
“(+ 4.2) (+ 7.3) (+ 8-8) (4 6-86)
3. Money Supply (1 + 2) — 58 + 143 + 703 + 572
(- 1.0) (+ 2-2) (+12-0) { +8:5)
4. Time Deposits + 248 + 277 4 163 + 244
(+ 9-6) (+ 9-2) (+ 57 (+ 7.9
5. Monetary Resources (3-4) + 190 + 420 + 866 + 816
(+ 2-2) (+ 4.4) (+10:0) (+ 8-2)
6. Net Bank Credit to Government . . — 14 +111 + 130 + 620
(- 0.3) (+23)  (+28) (+12°5)

7. Net Foreign Exchange Assets of the Banking
Sector e 4+ 59 + 3 + 168 — 85
(+15-4) (+ 5-9) (+38:0) (-13.2)

8. Government’s Net Currency Liabilities to the
Public — + 6 + 19 + 15
) (+ 1-6) (+ 5.5) (+ 4-1)
9. Total (6+7+8) + 45 + 153 + 317 + 550
10. Bank Credit to Commercial Sector* + 136 + 311 + 602 4 448
(+ 3.3) (+ 6.4) (+14-2) (4 8'7)
(a) Net Bank Credit to Commercial Sector* . . - 111 + 34 + 438 + 204
(- 7.3) (+ 1-8) (+31-1) (+10-9)

11. Net Non-Monetary Liabilites of R.B.I.
(Increase —) . Lo + 15 + 27 -~ 77 — 113

12. Net Non-Monetary Liabilities of other banks
(Increase —) e — 6 — 71 4 25 — 69
13. Total (9410) 4 181 + 464 + 919 + 998
(+ 1-9) (+ 4.4 (+ 94 (+ 90

Note : Figures in brackets represent percentage variations.

* Tncludes advances made to public sector enterprises and State Governments for commercial purposes.

89. During the slack season of ‘1970 (May-
October), money supply with the public
registered a contra-seasonal

Seasonal Trends expansion of Rs. 143 crores
as against a contraction of

Rs. 58 crores in the 1969 slack season (Table
17).  The expansion in money supply stemmed
mainly from an increase of Rs. 111 crores in
net bank credit to Government and an accrual
of Rs. 36 crores to net foreign exchange assets
of the banking system. Bank credit to the

commercial sector

also contributed signi-

ficantly to the monetary expansion.

90. Seasona expansion in money supply
during the busy season of 1970-71 (November
1970—April 1971) was, however, smaller at
Rs. 572 crores (8.5 per cent) as compared
with the increase of Rs. 703 crores (12 per
cent) during the 1969-70 busy season. Rise
in currency component at Rs. 400 crores
was Rs. 117 crores smaller than that in the last
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busy season. Increase in demand deposits
was also smaller by Rs. 14 crores. Increase
in time deposits was, however, Rs. 81 crores
larger than in the 1969-70 busy season.

91. Increase in net bank credit to Govern-
ment during the 1970-71 busy season was
markedly larger at Rs. 620 crores as against
the rise of Rs. 130 crores in. the last busy
season. However, foreign exchange assets
declined by Rs. 85 crores, whereas in the
previous busy season there was a rise of
Rs. 168 crores. Adjusting for the increase in
time deposits, expansion in net bank credit
to the commercial sector at Rs. 204 crores in
the 1970-71 busy season was smaller than that
at Rs. 438 crores in the preceding busy season.
Bank credit for procurement of foodgrains
increased by Rs. 70.3 crores during the period.
Expansion of bank credit to the commercial
sector during the first two months of the busy
season (November-December 1970) was re-
latively of a higher order (Rs. 199 crores)
than during the subsequent four months
(Rs. 249 crores). There was aso a rise of
Rs. 182 crores in net non-monetary liabilities
of the banking system which had a contrac-
tionary impact on money supply. This
together with the decline in net foreign ex-
change assets and a smaller increase in net
bank credit to the commercial sector were
responsible for the, smaller increase in money
supply during the 1970-71 busy season.

92. During the first two months of the
current slack season (May-June 1971) there
was a contra-seasonal expansion in money
supply, as in the corresponding months of
1970 dack season. While net bank credit to
Government registered a substantial rise as
against a smal decline in the comparable
period of the previous slack season, net bank
credit to the commercial sector recorded a
decline as against an increase in the 1970
season.

Banking Trends and Credit Policy

93. In the first haf of the year under review,
bank credit was expanding at a pace faster
than bank deposits and, therefore, commercial
banks had turned increasingly to the Reserve
Bank for accommodation.  Such accom-
modation had touched as on January 1, 1971,

a record level of Rs. 351 crores, a steep increase
from Rs. 150crores as at the end of October,
1970 when the traditional slack season was to
have ended and when, therefore, banks
borrowings should have been nominal. This
high level of borrowings, which had been in
addition to Government’s borrowings from
the banking system, accentuate4 the pressure
on the general price level which had emanated
from physical shortages. During this period,
the general price level was about 5 to 6 per
cent above the level a year ago. The Bank.
therefore, tightened genera credit control by
raising the Bank rate from 5 to 6 per cent
effective from January 9, 1971 and by stepping
up the ‘net liquidity ratio’ from 33 per cent to
34 per cent with effect from January 29,
1971. At the same time, to assist them in
deposit mobilisation, the banks were asked to
raise rates of deposits by } to 1 percentage
point. In regard to lending rates conse-
guent upon changes in the Bank rate and the
net liquidity ratio, the banks were asked to
ensure that, on an average, increase in the
rate charged by them on advances was only
about 1 per cent. In view of the rising
pressure on prices of cotton, oilseeds and
vegetable oils, selective controls on advances
against these were tightened further. While
al these measures had their immediate im-
pact as reflected in a considerably reduced
rate of expansion in bank credit thereafter,
guantum of increase in commercia bank
credit was dill relatively high and, therefore,
the situation was not one which could have
been viewed with complacency. Therefore,
in a mid-season review of the credit situation
on February 4, 1971, the Governor stressed
the need for continued restraint in bank credit
and for greater efforts towards deposit mobi-
lisation. Besides, with the objective of
rendering the bank lending system more
purpose-oriented, the Governor impressed
upon banks that they have a promotional
role in bringing about a more wide-spread
use of bill of exchange as an instrument of
credit and that the refinance facilities under
the newly introduced Bill Rediscounting
Scheme would be available at the Bank rate
round the year. As a further concession,
bills rediscounted under the Scheme after
June 30, 1971 would not impair the banks
entittement to refinance a the Bank rate
irrespective of their net liquidity ratio posi-
tion. Steps were aso taken to expand the
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scope of this Scheme by including other
categories of bhills.

94. In furtherance of the objective of
nationalisation, the flow of credit to priority
and hitherto neglected sectors was accel erated.
Since the nationalisation upto June 1971,
roughly three fourths of deposit growth net
of statutory investment has been absorbed
in credit to agriculture, smal industry, road
transport operators, retail trade and small
business, professional and self-employed per-
sons and education. In incremental bank
credit during this period, the share of advances
to these sectors worked out to 68 per cent.
The share of credit to these sectors rose from
14.5 per cent of total advances at the end of
June 1969 to 23.8 per cent at the end of
March 1971

95. There was also a substantid rise in
advances for food procurement operations
which increased from Rs. 207 crores on June
26, 1970 to Rs. 379 crores on June 25, 1971.
These advances increased further to Rs. 431
crores on July 30, 1971 (last Friday).

96. For the year as a whole, scheduled
commercial banks credit recorded a smaller
expansion while  deposit
growth  was  considerably
larger than in 1969-70. Banks
were, therefore, in a position
to increase their investment and cash balances
and also repay a part of their borrowings
from the Reserve Bank.

Annual
Variations
(July 1970-
June 1971)

97. Total scheduled commercial banks
credit recorded during 1970-71, an increase
of Rs. 563.1 crores or 13 per cent as compared
with Rs. 613.9 crores or 17 per cent in 1969-
70 (July-June). On the other hand, accretion
to deposits amounted to Rs. 915.4 crores or
17 per cent in 1970-71 as compared with
Rs. 628.7 crores or 13 per cent in 1969-70.
The rate of expansion in bank credit was not
uniform during the year, the increase in the
earlier half of the year at Rs. 239.8 crores
being considerably higher than that in the
corresponding half of the previous year
at Rs. 17.1 crores, while in the latter half, the
expansion was Rs. 323.3 crores as against
Rs. 596.8 crores in the corresponding half of

the previous year. Credit-deposit ratio at
77.2 per cent as at the end of June 1971 was
2.7 percentage points lower than the ratio
a year ago (79.9 per cent). Of the tota
increase of Rs. 915.4 crores in deposits in
1970-71, time deposits accounted for 56.7
per cent as against 64.1 per cent of the in-
crease in 1969-70. Increase in 1970-71 in
the investments of scheduled commercial
banks in Government and other approved
securities by Rs. 294.7 crores was more than
double that in 1969-70 (Rs. 145.3 crores).
The investment-deposit ratio reached 29.0
per cent on June 25, 1971 as against 28.5
per cent on June 26, 1970. Cash and balances
with the Reserve Bank of India showed,
during the year, an increase of Rs. 35.9 crores
as against a decline of Rs. 22.7 crores in the
previous year, but on account of the steep
increase in deposits, the cash ratio a 6.4
per cent actualy fell by 0.4 percentage point.
The outstanding level of borrowings from the
Reserve Bank at Rs. 207.2 crores as on June
25, 1971 showed afall of Rs. 84.3 crores over
the level (Rs. 291.5 crores) a year ago. During
the year as a whole, however, despite rise in
deposits, borrowings of the commercial banks
from the Reserve Bank were consistently
higher than in the coresponding weeks of the
previous year upto April 1971, touching a
peak of ‘Rs. 443 crores on March 19, 1971
before declining in the following weeks to
Rs. 190.7 crores at the end of the 1970-71
busy season. On June 25, 1971 they were
Rs. 207.2 crores as against Rs. 291.5 crores
on June 26, 1970 (Table 18).

98. With drained liquidity position of
banks, the call money rate in Bombay which
ruled between 4 and 6 per cent during
July to December 1970 started moving up
in early 1971 reaching a peak of 13 per cent in
the first week of Feburary 1971, after which
it came down steadily to 6% per cent oh April
30, 1971. The rate a the end of June 1971
was 4} per cent as against 64 per cent at the
end of June 1970. In the previous year,
however, the rate ruled between 3% and 4} per
cent during July 1969 to January 1970
after which it showed a continuous rise and
reached 9 per cent on March 31, 1970 ;
thereafter, it came down to 6} per cent on
April 30, 1970. In Calcutta, the rate ranged
between 44 to 53 per cent upto November
1970; from July 1970, it rose steadily reaching
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Table i8—Annual Variations in Iniportant Banking Data

(Rupees Crores)

Varia- Varia- Varia- Varia-
tion tion tion tion
End- during Fnd- during End- during End- during
June the year  June the year June the year  June the year
1968 ended 1969 ended 1970 ended 1971* ended
June June June June
1968 1969 1970 1971
Total Bank Credit . .. 3102.9 4471.8 3598.8 .495-9 4212.7 +613-9 4775.8 $563.1
Total Investments .. .. 1160.7 + 90.8 13589 +198-2 1504.2 +145-3 17989 }294-7
(@) in Government securities .. 975.6 + 53.0 1126-3 4-150-7 1186.1 + 59.8 1369.4 $183.3
(6) in other approved securities 185.1 4 37-8 2326 + 47.5 318-1 + 85.5 4295 +111-4
Cash and Balances with the
Reserve Bank of India . 2695 + 10.7 380.3 +110-8 357.6 = 22.7 393.5 + 35-9
Money at call . . . . 50.6 w= T} 881 + 37.5 47+9 == 40.2 748 + 26:9
Aggregate Deposits . . . . 3969:0 +452-0 4645:8 $676.8 52745 4628-7 6189.9 --915-4
(@ Demand . . . . . . 18748 +210-2 2103-5 2287 23288 -+225-3 2725-1 1396-3
(6) Time . . .. 20942 42418 25423 +448-1 29457 +403-4 34648 j-519.1
Borrowings from the Reserve Bank
of India . . . . . 103:5 + 92-0 1722 + 68.7 291:5 -119-3 207.2 — 84.3

* Provisional (as on June 26, 1971).

source . Returns submitted under Section 42§2) of the Reserve Bank of India Act, 1934, except in respect of
borrowings from the Reserve Bank of India which are based on borrowing advices from regional offices
of the Reserve Bank of India.

Table 19—Seasonal Variations in Scheduled Commercial Banks Data

(Rupees Crores)

Slack Season upto

Slack Busy Slack Busy

Season Season Season Season June 25, June 26,

1969 1969-70 1970 1970-71 1971%* 1970
Bank Credit . . . . . . + 31-3 +562-9 +225-6 +409-2 + 85.5 +157:2
Investments in Government secu-
rities and other approved securi-
ties ..o oo 42395 — 53.8 +187-6  4128-5 + 11-5 4 32.9
(@) in Government securities . . 2083 -100.9 +155-3 + 53.7 — 4.8 + 20.9
(b) in other approved securities + 31.2 + 47.1 4+ 32-8 + 74.8 + 16-3 + 12-0
Cash and Balances with the
Reserve Bank of India . . L+ 267 + 77 + 31.2 + 7.9 + 89-1 4 42-3
Money at call . . . .. = 258 — 14.8 — 56 —_ 58 + 41.9 4+ 3-6
Aggregate Deposits . . . +348-1 +320-9 -+-448-6 +421-1 +4-211-2 41655
() Demand . . S . 411540 +171-§ +174-3 +186-3 4 98:2 + 62.6
(6) Time L L oo 4-233-1 +149-0 +274-3 +234-8 +113-0 $103.0
Borrowings from the Reserve Bank
of India . o o 67.6 +203-0 — 86-0 + 40-2 + 16.6 + 56.0

* Provisional.

Notes: (1) Data are based on weekly returns submitted by banks under Section 42(2) of the Reserve Bank of
India Act, 1934, except in respect of borrowings from the Reserve Bank of India which are based on
weekly borrowing advices from regional offices of the Reserve Bank of India.

(2) The variations are based on the last Friday figures of April and October.
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the peak of 12 per cent in February 1971
and declined thereafter to 5% per cent on April
30, 1971. In the previous year, the rate moved
between 3 and 5 per cent from July 1969
upto end-February 1970, rising up later
to 92 per cent on March 31; it closed at 7
per cent on April 30, 1970. The rate at the
end of June 1971 was 43 per cent as against
51 per cent last year.

99. The slack season of 1970 was marked
by’ avirtual absence of any slackness in credit;
bank credit recorded a sharp
contra-seasonal expansion,
and though deposits also rose
substantially, strain on liquidity of the bank-
ing system was felt amost throughout the
season. In the 1969 slack season also there
was a contra-seasonal expansion of Rs. 31.3
crores in bank credit but in the slack season
of 1970 it was much more pronounced,
amounting to Rs. 225.6 crores. Thisincrease
was due both to a smaller contraction of
advances against seasonal commodities as
well as a larger expansion in advances against
non-seasonal items. Though deposit accre-
tion was higher, both in absolute as well as
relative terms, at Rs. 448.6 crores (8.8
per cent) as against Rs. 348.1 crores (7.8
per cent) in the 1969 slack season, the credit-
deposit ratio at the end of 1970 slack season
at 77.0 per cent was about 4 percentage points
higher than the ratio a year ago (72.9 per
cent). The continued pressure on banks
resources resulted in a smaller quantum
being put in investments, viz.,, Rs. 188 crores
as against Rs. 240 crores in the previous slack
season, and a smaller proportion of the
borrowings from the Reserve Bank being
repaid (36 per cent) than in the 1969 slack
season (68 per cent).

Seasonal
Trends

100. In the light of the credit and price
situation and in the context of the need
envisaged in the Fourth Plan for reaching
a certain proportion of additional deposits to
be invested by banks in Government and
other approved securities, Governor asked
banks, in August 1970, to step up their holdings
of assets that go to make the statutory liquidity
ratio from 27 per cent to 28 per cent from the
last Friday of August 1970. Simultaneously,
the minimum net liquidity ratio for purposes
of determining the pena rate of interest
chargeable on the excess borrowings of a

bank from the Reserve Bank was aso raised
by one percentage point to 33 per cent effective
from the last Friday of August 1970. (Ear-
lier, these ratios had been raised by one
percentage point each to 27 per cent and 32
per cent, respectively from the last Friday
of April 1970). Measures were aso an-
nounced to regulate advances against shares
with a view to preventing the use of bank
finance for speculative purposes.’ Refinance
facilities under the existing Bill Market Scheme
for the 1969-70 season which were to lapse by
the close of June 1970 were, however, con-
tinued beyond June 30, 1970 in respect of
bank advances to priority sectors as well
as for purposes of food procurement and
distribution.

101. The new busy season had started
with an unprecedentedly high level of banks
borrowings from the Reserve
Bank a Rs. 150  crores.
Announcing the credit policy
for the busy season of 1970-
71 on November 10, 1970; Governor prevailed
upon the banks to step up mobilisation of
deposits to meet the increasing demand for
credit, particularly for the priority sectors,
and assured continued availability of refinance
from the Reserve Bank at Bank rate/conces-
sond rate for al legitimate productive
activities. While fully appreciating the need
for credit restraint, a higher level of
credit expansion in the busy season of 1970-71,
as compared with the earlier years, was con-
sidered unavoidable on account of the need
to maintain the tempo of economic expansion
and the need to continue the provision of
credit for priority sectors and backward
areas. It was pointed out to the banks that
their am should be to absorb expansion of
credit even in respect of priority sectorswithm
their own deposit resources over a period of
time and recourse to the Reserve Bank should
be had only in the ultimate resort and as far
as possible for short periods. The Reserve
Bank would, however, continue to make
available, discretionary accommodation in
deserving cases at the Bank rate to ease
liquidity pressure on banks arising from
sudden or specially heavy demands of credit.

Credit  Policy
for 1970-7 |
Busy Season

102. With a view to providing additiona
finance to the banking system in the busy
season for normal seasonal operations, the



Table 20—Seasonal Pattern of Principal

Ratios of Scheduled Commercial

Banks

(Rupees Crores)

6

Bank Credit

Investments in Government and other
securities

approved

(a) in Government securities . .

(6) in other approved securities
Cash and Balances with Reserve Bank
Money at Call and Short Notice

Aggregate Deposits

(a) Demand

(6) Time

. Borrowings from Reserve Bank

October 1969

April 1970

October

1970

April 1971

June 1971*

June 1970

Amount Percen-

Amount Percen- Amount

Percen- Amount Percen- Amount Percen- Amount Percen-

tage tage tage tage tage tage

3492.6 72-9 405655 69.4 4281.1 77-0  4690+3 78:5 4775-8 77.2 42127 79:9
1525.1 31-8 14713 98-8  1658.9 29-8 1787.4 29.9 1798-9  29.0 15042 285
1266.1 26.4 11652 23.8 13205 23.7 1374.2 23.0  1369.4 22-1 1186.1 22-5
259.0 5.4 306-1 6-0 338-4 6-1 413.2 6.9 429-5 6.9 318.1 6-0
307.6 6.4 315.3 6-2 346.5 6-2 354.4 5-9 393.5 6-4 357-6 6-8
59-1 —_ 44.3 — 38-7 - 32.9 —_ 74-8 - 479 —
47881  100-0  5109.0  100-O 5557-6  106-0 5978.7  100.0 6189.9  100.0 5274-5 1000
2094.4 43.7  2266.3 44.4 244006  43-9 26269 43.9  2725-1 44-0 23288 44.2
2693.7 56-3  2842.7 55.6  3117.0 56-1 33518  56.1 3464.8 56.0  2945.7  55.8

335 — 236.5 —_ 150.5 — 190.7 —_— 207-2 _— 2015 —

Notes :

(1) The percentages are ratios to aggregate deposits.

(2) Data are based on weekly returns submitted by banks under Section 42(2) of the Reserve Bank of India Act, 1934, except in respect of borrowings

* Provisional (Refers to June 25th).

from Reserve Bank of India which are based on weekly borrowing advices received from regional offices of the Reserve Bank of India.
relate to the last Friday of the month. !

All figures
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Reserve Bank effected some changes in its
system of refinance.  Thus, while refinance at
Bank rate/concessional rate would continue
to be made available in respect of increases
over a prescribed base period to the priority
sectors, the base period itself was, however,
moved forward and in calculating the increase
in 1970-71, the base period was changed to
the average level of such credit in the cor-
responding quarter of the previous year
(1969-70 instead of 1968-69).

103. The Reserve Bank had dready an-
nounced in August 1970 the introduction of
the new Bills Rediscounting Scheme with effect
from November 1, 1970. The scheme is
expected to even out liquidity within the
banking system and minimise banks' recourse
to the Reserve Bank, as such recourse will
normally be only when the banking system as
a whole is short of funds rather than when
only a few banks are in need of funds. The
sdlient features of the scheme and aso the
subsequent modifications are discussed in
later paragraphs.

104. In regard to advances of banks for
food procurement/storage/distribution  pur-
poses to the Food Corporation of India,
State Governments and/or their authorised
agencies, the Bank announced that refinance
would be made available a the Bank rate
upto 50 per cent of the increase in such
advances over the actua level of such advances
as on October 30, 1970. In April 1971, this
refinance facility was increased to 75 per cent
for the period April 9, 1971 to June 30, 1971,
and was later extended till end-July 1971.
This facility is to be reduced to 60 per cent for
August 1971 and thereafter to 50 per cent of
the increase in such advances over the specified
base date (October 30, 1970). The Bank
aso indicated that it would consider the pro-
vison of discretionary accommodation to
banks at the Bank rate in deserving cases in
order to ease pressure on liquidity of individua
banks arising out of sudden or specialy
heavy demand for credit.

105. By the end of 1970, there were indica-
tions of developing pressures of credit and
monetary expansion on the price situation.
Thus, in the first two months of the busy
season of 1970-71, credit expanded by
Rs. 147.3 crores as compared with a rise of

Rs. 123.3 crores in the corresponding two
months of the preceding busy season, In-
crease in money supply over the year ended
December 25, 1970 too was considerably
larger at Rs. 755 crores (12 per cent) as against
an increase of Rs. 647 crores in the preceding
year. In December 1970, the general price
level was higher by 6.5 per cent than. in the
corresponding month of 19609.

106. There was also an increased recourse
by banks to borrowings from the Reserve
Bank which recorded an increase of Rs. 152.2
crores at the end of December 1970 over the
outstanding level of Rs. 150 crores at the
beginning of the busy season. It was felt
that with the progress of the busy season, the
pressure would intensify further. It was,
therefore, considered necessary to restrain
the rate of credit expansion along with the
provision of incentives for stimulating savings
and assisting deposit mobilisation.  With
this end in view, the Bank rate was raised
from 5 per cent to 6 per cent with effect from
January 9, 1971. Following this, the mini-
mum ‘net liquidity ratio’ was aso raised by
one percentage point from 33 per cent to
34 per cent effective from January 29, 1971.
The liquidity ratio for the purpose of Section
24 of the Banking Regulation Act, together
with the cash reserve requirements under
Section 42 of the Reserve Bank of India Act,
however, continued to remain unchanged
a 31 per cent. Banks were advised that
while adjusting rates of interest on ther
advances consequent upon these changes, they
should ensure that, on an average, increase
in their lending rates was only about one
percentage point. As for the priority sectors,
however, the Reserve Bank continued to
provide refinance on the existing basis, viz.,
(i) a 49 per cent, irrespective of the net
liquidity ratio, against the increase in credit
over the specified base period in respect of
export credit and credit to primary agricultural
co-operative credit societies in the selected
districts in terms of the scheme instituted for
this purpose ; (ii) at the Bank rate, irrespec-
tive of the net liquidity ratio, in regard to the
increase in short-term lending to small-scale
industries and agriculturists over the specified
base period and rediscounting of bills under
the new Bills Rediscounting Scheme, and (iii)
a the Bank rate in respect of bank advances
for food procurement operations upto 50
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per cent of such advances as on October 30,
-1970.

107. With a view to encouraging savings
and further assisting deposit mobilisation,
the ceilling rates on various categories of
deposits were increased.  The rate on savings
accounts was increased from 33 to 4 per cent.
The rate on deposits for 15 days to 45 days
was stepped up from 1.25 to 2.00 per cent and
that on 46 days to 90 days from 2.50 per cent
to 3 .00 per cent. An increase of one quarter
of one per cent was announced in respect of
various other maturity categories of deposits
upto one year and an increase of 4 per cent in
the maturity categories of deposits for one year
and over upto 5 years. The maximum
rate payable was fixed at 7% per cent in respect
of deposits for periods above 5 years. Smaller
banks were to be allowed, as before, to quote
rates dlightly higher than those offered by
larger banks.

108. Selective credit controls were also
modified on specified commodities, wherever
necessary, in the context of changed supply
and price situation. Details of these measures
are given in Part Il of this Report.

109. At the time of the mid-term review
of monetary and credit situation on February
4, 1971, the Governor while expressing satis-
faction at the slowing down of the rate of ex-
pansion in bank credit and reduction in
borrowings from the Reserve Bank conse-
quent upon tightening of the credit control
measures, stressed the need for continued
restraint in credit and for greater efforts
towards deposit mobilisation. The Governor
assured the banks of availability of refinance
facilities on the existing basis but made it
clear that discretionary accommodation would
be avalable at the Bank rate only in excep-
tional cases. While granting such accommo-
dation, account would be taken, among other
thmgs, of efforts made by a bank towards
deposit mobilisation, purposeful credit plann-
ing, its commitments towards financing of
food procurement operations and the problems
faced by the bank in regard to its operations
in backward areas. The Governor also
advised banks to exercise strict scrutiny of the
purpose as well as terms and conditions of
credit extended by shroffs while discounting
multani hundis, since banks were directly

lending to small borrowers on an increasing
scale. With the objective of rendering the
lending system of banks more purpose-
oriented and related to actual needs of bor-
rowers for a specified period of time, the
Governor also advised banks, at the meeting
on February 4, 1971, to initiate measures for
a gradua replacement of the existing cash
credit system with bills and loans.  The scope
of the new rediscounting scheme for bills has
been expanded to include other categories of
bills. The rediscounting facilities under the
scheme would be available throughout the
year and rediscounting of bills by banks
after June 30, 1971 would not impair their
net liquidity ratio. It was aso decided to
close, as of June 30, 1971, the existing Bill
Market Scheme under which refinance was
made available to banks against the security
of hills, though, as mentioned earlier, the
Scheme was continued in respect of bank
advances for food procurement and distri-
bution.

110. The Reserve Bank aso fixed in
February 1971, a maximum pena rate of 15
per cent for excess borrowings by banks.
Hitherto, the rate of interest charged by the:
Reserve Bank increased by one percentage
point above the Bank rate for a shortfall of
every one percentage point or a fraction
thereof in the bank’s net liquidity ratio below
34 per cent. The celling of 15 per cent would
afford relief to the banks when their borrow-
ings from the Reserve Bank increased to such
a level as to reduce their net liquidity ratio
below 26 per cent. At the same time, certain
safeguards were provided for giving discre-
tionary accommodation in exceptional cases.

111. In February 1971, the basis of re-
finance facilities against export credit was
reviewed in the context of the ceiling of 6
per cent on interest rate on export credits
sanctioned by banks and with a view to
reducing an element of uncertainty about the
quantum of refinance available at 4% per cent
and at Bank rate over the year as a whole,
According to the revised arrangement, re-
finance was to be available irrespective of the
net liquidity ratio upto an amount equa to
10 per cent of the annual average of export
credit in 1970 at the concessiona rate of 4%
per cent, and an additional amount upto 10
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per cent of the annual average of export credit
a the Bank rate. However, with a view to
bringing about a proper aignment of the
structure of interest rates charged by schedul-
ed commercial banks on export credit, the
Reserve Bank increased, with effect from
April 17, 1971, the ceiling rate on export
credit from 6 per cent to 7 per cent per annum
for pre-shipment (packing credit) and post-
shipment credits other than credit provided
for exporters on deferred payment terms.
The maximum rate of interest on deferred

payment terms was continued at 6 per cent and
the subsidy of 1.5 per cent under the Export
Credit (Interest Subsidy) Scheme continued
as before on al export credit provided.

112.  On April 17, it was decided to reduce
the minimum amount of a single bill offered
for rediscounting under the Bills Rediscount-
ing Scheme from Rs. 10,000 to Rs. 5,000;
the vaue of bills offered a any time for
rediscounting by a bank would, however,
continue to be not less than Rs. 50,000.

Table 2]—Seasonal Trends in Bank Credit : Security-wise Classification

(Rupees Crores)

Busy Slack  Season Busy Season upto
Season mid-April
1968-69 1969 1970 1969-70 1970-71%
Seasonal Advances $ s . o .. +206-8 —192-0 —I172-9 +116-3 +199-1
Paddy and Rice A s . + 411 — 29-0 — 31.1 — 6.8 + 20.7
Wheat . o . - v — 3.7 + 144 + 14.5 wm 59.5 - 6.6
Other foodgrams P e v + 9:0 — 3.1 — 30-9 + 241 4+ 141
Sugar . .. .. a - 4+ 98-9 — 44-6 - 49.9 + 85.7 + 73.6
Gur i o + 3.7 — 36 — 3-8 + 3.6 4+ 6-4
Groundnuts - . . . v+ 118 — 13.7 — 10.2 + 12.2 + 8.3
Other oilseeds . , . . o - 4 139 — 17.0 — 11:3 + 9.0 + 7.3
Vegetable oils . . . . e C + 16 w—10.2 — 8:9 + 12.4 + 15.3
Cotton and kapas . . o .+ 681 — 86:9 — 53.7 + 54.9 + 63.9
Raw jute e e ' vy + 10 - g1 — 9-8 + 14.4 + 8.2
Tea : o v == 8.6 + 98 + 22.2 —_11.7 -—12.1
Non-Seasonal Advances: i, o oo 13144 +185-0 +382-4 $318.8 +105-2
Cotton textiles e o ' + 05 + 1.0 — 4.3 + 39.2 + 36.5
Jute textiles . . e v+ 601 — 0-8 + 11-0 + 99 — 6-0
Iron, steel and englneermg goods* —12.7 + 44-9 + 49-6 + 83.8 + 43.1
Chemicals, dyes, paints, drugs and pharmaceu-
ticals 4 o . .o + 48.2 + T4 - 35 — 14-6 + 40.4
Electrical goods . — 6.7 + 18-4 n.a n.a. n.a
Assets of Industrial concems—
Fixed or floating + 4.7 + 10.3 + 80 + 19.0 + 11:9
Shares of joint stock Companles + 30 —_ 1.5 - 30 4+ 2-3 —_ 4.1
Government and other trustee securities —_ 1.7 + 06 n.a. n.a. n.a.
Gold and silver bullion and ornaments . + 15 + 8-4 n.a. n.a. n.a.
total Secured Advances . |, . , .. 3382 - 70 +209-5 +435-1 -+304-3
Unsecured Advances . . . . . . . . + 55.8 + 25.2 + 190 + 737 +120-5
Total Advances . . . . . . . . . . 3940 + 18-2 +228-5 15088 t-424.8

Estimates based on mid-April 1971 returns received from selected branches of banks.

Excluding plantations other than tea.
¥ Including plantations other than tea,
* Includes advances against vehicles.
£ Includes advances against fertilisers,
n.a. = not available.

Source :  Fortnightly/Monthly Survey of Banks' Advances

classified according to security. These figures may not

tally with those given in Table 19 as these relate to reporting branches only.



Table 22—Scheduled Commercial Banks’ Advances to Agriculture, Small Scale Sector jﬂd Exports.

(Amounts in Rupees Crores)
(Number of Accounts in thousands)

State Bank of India 14 Nationalised Total Public Sector Other Scheduled Total
and  Subsidiaries Banks Banks Commercial Banks
No. of  Amount No. of Amount No. of Amount No. of Amount No. of Amount
Accounts* Accounts™ Accounts* Accounts* Accounts*
I. Total for Agricultural Purposes
June 1970 . . . . . . . . . . .. 240 141.91 392 159.73 632 301.64 210 40.13 842 341.77
March 1971 e 280 142.97 521 194.57 801 337.54 255 40-98 1056 378-52
of which :
Direct Finance to Farmers :
June 1970 . . . . . . . . . . 239 5551 374 104.87 613 160-38 205 23.60 818 183.98
March 1971 . . . . .. .. 279 72.01 505 134.72 784 206.73 247 28.35 1031 235.68
2. Total Small-Scale Sector (a+b+0o):
June 1970 .. . .. .. .. 42 167-79 45 226-96 87 394.74 9 50.83 96 445.57
March 1971 .. .. . .. .. 52 204.83 60 278-13 112 482-96 11 60-81 123 543.77
() Road and Water transport Operators :
June 1970 ., . . . . 2 455 9 19-86 11 24-41 2 6-22 13 30.63
March 1971 ,, .. Ve .. .. 4 7.86 16 31-48 20 39.34 3 8-12 23 47.46
(b) Small-Scale Industries :
June 1970 . . . . . 40 163.24 36 206.32 76 369.56 8 44-49 84 414-05
March 1971 . . . . 48 196.97 44 24355 92 440.52 8 52.62 100 493-14
(¢) Setting up Industrial Estates :
June 1970 . . . . . . . . . . — 077 — 077 —_— 0.12 — 0-89
March 1971 P _— —_— 3-10 3.10 _— 0.07 317
3. Exports :
June 1970 e e e e 92:02 - 158.04 — 250-06 -— 70-44 — 320.49
March 1971%* .. . e .. - —_ 103-37@ o 173-58+ —_ 276.95 —_ 86.46 ——m 363-41 -

Note:  The figures are as on the last Friday of the month.
* Figures relate to number of units in respect of item No. 2 (Small-Scale Sector).
** Provisional.
@ Includes provisional figures of State Bank of India.
+ Excludes the figures of Punjab National Bank.
Source : Special returns received from banks.
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113. During the busy season of 1970-71,
bank credit expanded by Rs. 409.2 crores
as against an expansion of

Banki !
T?gn(ngDu- Rs. 562.9 crores in the pre-
ring 1970-71 vious busy season, the decele-

Bury season  rgtion in the growthiof bank

credit being attributable to the credit control
measures taken by the Reserve Bank in early
1971. While between October 30, 1970 and
the first week of January 1971 (just prior to
raising the Bank rate), bank credit had ex-
panded by Rs. 265 crores as against Rs. 241
crores during the corresponding period of the
previous year, expansion in the subsequent
period amounted’ to Rs. 144 crores as against
Rs. 322 crores recorded, in the corresponding
period of theprevious busy season.

114. Advances for food  procurement
operations recorded an increase of Rs. 77
crores or about a fifth of the total bank credit
expansion of Rs. 380 crores during the busy
season as against a contraction of the order
of Rs. 27.3 crores in such advances during
the previous busy season. On the other hand,
credit for other purposes recorded a smaller
expansion at Rs. 3029 crores as against
Rs. 590.2 crores during the previous busy
season.

115. Security-wise analysis of bank credit
(based on edstimates) in the 1970-71 busy season
(upto April 16, 1971) shows that there was an
increase in advances against foodgrains (Rs. 28
crores) as against a contraction (Rs. 64
crores) during the corresponding period of
the previous busy season. Expansion in
respect of other seasonal advances like sugar,
oilseeds and raw jute was smaller than in the
previous busy season. In respect of gur and
vegetable oils, there were larger increases,
and contraction in regard to tea advances was
about the same as in the previous busy season.
Among non-seasonal advances, there was
a sharp increase in advances against chemi-
cals, dyes, etc., as against a contraction in the
corresponding period of the previous busy
season, while cotton textiles and iron and steel
products and assets of industrial concerns
recorded smaller increases as compared with
the increases in the previous busy season ;
jute textiles showed a contraction as against
an expansion in the previous busy season.
Advances against shares of industrial concerns
declined as compared with a moderate increase

during the previous busy season. In contrast
to the trend in secured advances, expansion
in regard to unsecured advances was sub-
gtantial. The major part of rise in unsecured
advances arose out of the accounting pro-
cedure followed after July 1970 in respect of
the participation of the nationalised banks
with the State Bank of India in financing
food procurement operations. Advances
given by the nationalised banks were in lieu
of usance promissory notes lodged by the
Food Corporation of India with the State
Bank of India and as such were shown under
unsecured advances. In the earlier years, on
the other hand, these were shown as
advances secured against hypothecation of
stocks.

116. Increase in aggregate deposits of
scheduled commercial banks during the 1970-
71 busy season amounted to Rs. 421.1 crores
which was higher by Rs. 100.2 crores as
compared with the increase in the previous
busy season. Consequently, the credit-de-
posit ratio at the end of April 1971 was lower
at 78.5 per cent by 0.9 percentage point as
compared with the ratio a year ago. In-
crease in time deposits (Rs. 235 crores) during
the 1970-71 busy season was substantially
higher (Rs. 86 crores) than the increase in
the previous busy season, attributable perhaps
to the upward revision of deposit rates by %
to 4 per cent. In respect of demand deposits
dso, the increase (Rs. 186 crores) was larger by
Rs. 14 crores as compared with the increase in
the previous busy season. The relative shares
of the two components in the total deposits
remained the same at the end of April 1971
as in April 1970 at 44 and 56 per cent for
demand and time deposits, respectively.

117. Despite this increase in deposits, the
order of recourse of commercial banks to the
Reserve Bank of India during the busy season
of 1970-71 was higher than in the previous busy
season, though the level at the end of the busy
season (Rs. 190.7 crores) was very much
lower as compared with the level a year ago
(Rs. 236.5 crores). The busy season having
commenced at a very high level of Rs. 150.5
crores, the borrowings increased steadily
touching the peak of Rs. 443 crores on March
19, 1971 before declining in the subsequent
weeks to Rs. 191 crores on April 30, 1971.
The level at the end of the busy season of
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1970-71 was Rs. 40 crores above the level at
the end of October 1970 which, however,
compared favourably with the increase of
Rs. 203 crores during the previous busy
season. Investments in Government and
other approved securities recorded an increase
of Rs. 114.2 crores during the busy season
of 1970-71 as againgt a disinvestment of
Rs. 53.8 crores during the 1969-70 busy
season raising the ratio of investments in
Government and other approved securities to
deposits from 28.8 per cent at the end of
April 1970 to 29.9 per cent a the end of
April 1971. Perhaps, the stepped-up liquidity
requirements acted as a constraint on the
ability of commercial banks to shift resources
from investments in Government securities
to bank credit. The cash and balances
with the Reserve Bank recorded a marginaly
larger increase (Rs. 7.9 crores) than that in
the previous period (Rs. 7.7 crores).

118. The curtailment of refinance facilities
by the Reserve Bank in the ‘face of unabated
demand for credit was naturally reflected in
the trend of call money rates as discussed
earlier. To enlarge the call money market,
the Reserve Bank dlowed in November
1970 the Life Insurance Corporation and the
Unit Trust of India to place their surplus funds
with banks as money at call and short notice.
Earlier, in September 1970, the State Bank
of India was permitted by the Reserve Bank
to enter the cal money market. The sub-
sidiaries of the State Bank which were hitherto
operating only as borrowers were aso per-
mitted to operate as lenders enabling them
to place their surplus funds in the inter-bank
cal money market.

119. The preferential treatment accorded
to exports in the form of refinance facilities
given to banks at the conces-
siona rate/Bank rate, irres
pective of net liquidity ratio,
for financing export credit was continued
by the Reserve Bank during the year. As
on the last Friday of June 1971, outstanding
amount of refinance stood at Rs. 35.5 crores
in regard to packing credit for exports and
Rs. 36.6 crores in respect of post-shipment
credit. Though the level was much lower than
that a year ago, the share of export refinance
in the total refinance remained around 35 per
cent. During the busy season, however,

Export
Finance

the outstandings were throughout much
higher than in the previous year, refinance
against export credit reaching a peak of
Rs. 134 crores on April 2, 1971 out of the total
borrowings of Rs. 356 crores.

120. The banks also continued to avail
themselves of the interest subsidy in regard
to export credit provided by them. During
the period under review, clams from 45
eligible commercial banks were received
and an aggregate amount of Rs. 4.09 crores
was paid to them. Out of this amount,
Rs. 2.19 crores represented the subsidy in
respect of pre-shipment credit and Rs. 1.90
crores for post-shipment credit.

121, Available figures in regard to schedul-
ed commercial banks' advances to exporters
indicate a steady increase in export credit
from Rs. 321.93 crores as at the end of
March 1970 to Rs. 363.41 crores as at the end
of March 1971, the 14 nationalised banks
and the State Bank group accounting for about
three fourths of the total.

122, Magjor credit policy measures taken
in respect of export credit have already been
outlined earlier. Among procedura relaxa
tions effected, the important one was the advice
given by the Reserve Bank, in November
1970, to scheduled commercial banks that
the norm relating to the debt-equity ratio
in respect of exporter-borrowers may be
relaxed on merits insofar as export credits
were concerned and the amount due under
the term-debt availed of against exports
on deferred payment basis may be excluded
while caculating this ratio.

123.  One of the mgjor objectives of natio-
nalisation of the 14 major scheduled com-
mercial  banks was to
channelise  the flow of
credit to the hitherto neglect-
ed sectors. Accordingly, the
guestion of helping the small borrowers was
given the highest priority in the formulation
of policies of the commercial banks. Pro-
gress of scheduled commercial banks in this
regard is presented in Table 23 on the basis
of available data Between June 1970 and
March 1971, the number of borrowal accounts

Advances to
Agriculture,
Small-Scale
Industries
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increased in respect of agriculture from
8.4 lakhs to 10.6 lakhs and the number of
borrowing units in respect of small-scale in-
dustries increased from 0.8 to 1.0 lakh. road
and water transport operators from 13,000
to 23,000. Over the same period, outstanding
advances rose, in the case of agriculture
from Rs. 342 crores to Rs. 379 crores, small-
scale industries from Rs. 414 crores to Rs. 493
crores and road transport operators from
Rs. 31 crores to Rs. 47 crores. As a propor-
tion of aggregate advances of al scheduled
commercial banks, advances to agriculture
increased from 8.1 to 8.2 per cent, in respect
of small-scae industries from 9 :8 to 10.6
per cent and in the case of exports from
7.6 to 7.8 per cent between end-June 1970
and end-March 1971.

124. The progress made by the 14 natio-
nalised banks in the field of extending credit
to the weaker sections of society is evident
from the fact that there was a notable rise in
the number of borrowal accounts as well as
bank advances to retail trade and small
business, self-employed and professional
persons and for education. Between June
1970 and March 1971, the borrowal accounts
in respect of retail traders and small business
increased from 0.9 lakh to 1.1 lakhs, pro-
fessionals and self-employed persons from
28,000 to 38,000 and borrowal accounts for
education purposes from 5,000 to 7,000.
Over the same period, outstanding advances
to retail trade and small business rose from
Rs. 43 crores to Rs. 53 crores. Professional
and self-employed persons were given advan-
ces totalling Rs. 8 crores, compared with
only Rs. 6 crores in June 1970. Advances
for education were as much as Rs. 3.7 crores
in March 1971 as against Rs. 2.1 crores in
June 1970. (Table 23)

125. In July 1970, a Committee under the
Chairmanship of Shri V. D. Thakkar was
constituted to review the specia credit schemes
of banks with particular reference to their
employment potential. On the basis of the
Committee’s recommendations, the Reserve
Bank ‘issued guiddlines to al commercia
banks i'n March 1971 (details are referred to
in Part 1l of this Report). Also, the Bank
through a circular letter issued in December
1970, provided guidelines to all commercia
banks for financing of agricultural develop-

ment, with a view to improving the quality
of lendings and helping small and potentialy
viable farmers to move to a higher technolo-
gical plane. The Committee set up in
September 1970 for examining the question of
differential interest rates had submitted its
report in June 1971 (for details see Part Il1).
The Credit Guarantee Corporation was set up
to administer a comprehensive credit guarantee
scheme for loans to small borrowers in the
priority and hitherto neglected sectors. The
Scheme came into force in April 1971 cover-
ing credit facilities (upto certain limits)
extended to transport operators, traders,
self-employed persons, owners of business
enterprises and farmers engaged in cultivar
tion, etc.

Table 23-Advances to ‘Other Sectors’ by
14 Nationalised Banks.

June 1970 March 1971

No. of Amount No. of Amount
Accounts (Rs. Accounts (Rs.
(’000s) lakhs) ~0005)  lakhs)

Retail trade and

small business . 88 4282 107 6279
Professional and

self-employed

persons 28 617 38 818
Education . . 5 205 7 372

126. In the previous year's Report mention
was made of the constitution of a Study
Group by the Reserve Bank
gg;scounﬁn of India, in February 1970,
Schems 0 to go into the question of
enlarging the use of hill of
exchange as an instrument of credit and the
cregtion of a bill market in India The
Group submitted its Report in June 1970.
It recommended that the Reserve Bank
should take steps towards the creation of a
bill market in India by encouraging the use
of bill of exchange as an instrument of credit.
According to the Study Group, the creation
of a genuine bill market would impart flexi-
bility to the money market, even out liquidity
within the banking system and enable the
Reserve Bank to exercise more effective
control over the money market.
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Table 24-Growth in Scheduled Commercial Banks' Offices, Deposits and Credit in India

(Amounts in Rupees Crores)

Offices (Nos.) Deposits (excluding inter-bank deposits) Credit (excluding inter-
bank credit)

Total Annual Demand Time Aggre- Annual Percen- Bank Annual Percent-
Increase  Deposits Deposits gate Increase tage Credit Increase age
Deposits Rise Rise

End-June
End-June
End-June
End-June
End-June
End-June

End-June

1965 . 5727 4+ 498 12751 1433.0 2708-1 $323.4 -}-13-6 2068.4 +294-6 166
1966 . 6139 + 412 14773 16459 3123.2 $415.1 +15-3 2271.4 4203-0 + 9-8
1967 . 6620 + 481 1664:6 18524 3517.0 --393-8 412-6 26311 4359-7 +15-8
1968 . 7044 + 424 18748 2094-2 3969.0 +452-0 +12-9 31029 +471-8 4179
1969 . 8045 41001 21035 2542-3 46458 -+676-8 $17.0 35988 +495-9 4160
1970 . 9935 1893 2328.8 29457 52745 -+628-7 +413-5 42127 J.613-9 +17-1
1971* . 11892 1954 2725.1 34648 6189.9 +915-4 +17-4 47758 +563-1 +13-4

*Provisional (as on June 25, 1971).

“vote :

Data are based on weekly returns submitted by banks, under Section 42(2) of the Reserve Bank of India Act,
1934, except number of offices.

127. The Reserve Bank accepted the main in exceptional cases it may have
recommendations of the Study Group and in usance upto 120 days provided at
November 1970, introduced a new bills the time of offering to the Reserve
rediscounting scheme in terms of Section Bank for rediscount, the bill should
17(2) (@) of the Reserve Bank of India Act. have maturity not exceeding 90
The main features of the Scheme including days ;
the modifications introduced therein are given
below : (») the bill should bear at least two

) ) good signatures ;
(#) al licensed scheduled commercial
banks including the public sector . ;
barks will be digible o offer bills 0i) giechfngeé“aerigvn%“fmeéfc'slﬁg ois of
of exchange to the Reserve Bank for commodities as Reserve Bank may
rediscount ; indicate from time to time ;
(i g:ﬁssc chgﬁ Ce(\)/\ilgreigg Ié%a;?lgié:jag? (vii) the rediscounting facilities for the
present would be made available
(iii) the bill should be drawn on and A the Reserve Sanks cffices a
accepted by the purchaser's bank Ng‘T S)él'hi' gngu a, Madras an
and where the latter is not a licensed ’
scheduled bank the bill should in
addition bear the signature of a (viii) to avoid rediscounting of a number
licensed scheduled bank ; the hill of small bills, such bills should be
may aso be drawn on the buyer given in ‘bunches. The amount of
and the buyer's bank jointly and a single hill offered for rediscount
accepted by them jointly : should not be less than Rs. 5,000
and the total value of bills offered
(iv) the bill should normaly be of a a a time should not be less than

usance not exceeding 90 days and Rs. 50,000.
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128. The Bank has already commenced
rediscounting such bills for the scheduled
commercia banks. The refinance facilities
under the scheme are made available to banks
throughout the year and bills rediscounted
by banks with the Reserve Bank after June
30, 1971 will not impair the banks entitlement
to refinance at the Bank rate, irrespective of
their net liquidity position. The outstanding
amount of bills of exchange held by the
Reserve Bank reached a peak level of Rs. 16.73
crores on May 28, 1971 ; it stood at Rs. 10.39
crores on June 25, 1971.

i29. An interesting deveiopment in com-
mercial banking during the period was the
introduction of a Scheme of
Participation Certificates by
some banks. A participation
certificate is an instrument
whereby a bank can sell to a third party
(the transferee) a part or all of a loan made by
the bank to a client (the borrower). The
objective behind the introduction of parti-
cipation certificates is to provide for greater
mobilisation of funds, reduce recourse to the
Reserve Bank and diversify the availability
of financial instruments. It offers a short-
term investment asset at an attractive rate
of interest to the financial ingtitutions and is a
useful adjunct to the new Bill Market Scheme
(referred to earlier). Since the Participation
Certificates are issued only to the financial
institutions, the funds that become available
to the banks through the issuance of such
certificates represent inter-ingtitutional  tran-
sactions. The Participation Certificates make
it possible for the banks to acquire surplus
resources of other financial institutions, rang-
ing upto 6 months. The bank issuing the
Participation Certificates can, among other
things, assume the role of a prime agency
which aone deds with the customer, obviat-
ing the need on his part to dea with severa
lending agencies simultaneously. Some Indian
and foreign banks functioning in. India
have issued Participation Certificates to
financial institutions such as banks, Life
Insurance Corporation of India, Unit Trust
of India, insurance companies and similar
other financial ingtitutions incorporated in
Indiaa For the present, the scheme approved
so far pertains to only working capital require-
ments. The amount of Participation Certi-

Participation
Certificates

ficates outstanding as on June 30, 1971 was
Rs. 15.43 crores.

130. With a view to examining the scope
for, and implications of the creation of a
market for instruments of debt covering
medium and long-term loans, the Reserve
Bank constituted in October 1970 a Study
Group on Term Loan Participation Arrange-
ments. The Study Group submitted its re-
port in March 1971. The report noted that
the creation of an active market in the instru-
ments of term loans will have a number of
advantages, but there are aso certain limita
tions in the exigting financial market arrange-
ments which have to be overcome for the
emergence of a market for the proposed in-
struments. The findings and recommenda-
tions are under consideration.

Balance of Payments

Trends in Reserves During 1970-71

131, The external payments position during
the year under review was in sharp contrast
with that in the previous two years. Foreign
exchange reserves which had shown sub-
stantial increases of § 118 million in 1968
69 (July-June) and $ 278 million in 1969-
70 (July-dune) registered a decline of $66
million during 1970-71 (July-June). Exclud-
ing the effect of speciad factors such as transac-
tions with the Internationa Monetary Fund,
the refund of IBRD special deposits and the
appreciation of the Deutsche Mark com-
ponent of the country’s reserve assets follow-
ing the revauation of Deutsche Mark in
October 1969 as also the suspension of its
par value since May 10, 1971, the reserves
would show a nomina rise of less than a
million dollars as compared with $ 360
million in 1969-70 and $261 million in 1968-69.

132. Repurchases of drawings from the
Fund amounted during the year to $ 135
million, as against § 187 million in the pre-
ceding year. With these repurchases the
entire outstanding drawings from the Fund
were settled. Under the fifth quinquennia
genera review, Indias quota in the Fund
was increased in December 1970 from $750
million to $940 million and in connection
with the gold- component (one-fourth) of this
increase an outlay of § 30 million was made
for the purchase of gold. For the first time
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since January 1957 India re-established a
reserve position with the Fund in December
1970 ; at end-June 1971 the reserve position
amounted to $76.1 million. On January 1,
1971, India received the second allocation
of Special Drawing Rights of $ 101 million
which was lower than the § 126 million
dlocated a year earlier. Service charges
paid to the Fund were aso lower : § 6
million as against ¢ 13 million in the preced-
ing year. Thus, although transactions with
the Fund accounted for an outgo of $70
million in 1970-71, there was a strengthening
of the second line of reserves in the form of
India's drawing power on the Fund.

133. India was designated by the Fund
for acceptance of SDRs from other SDR
participants in exchange for convertible cur-
rencies to the extent of $ 14 million each
during July-September 1970 and OQctober-
December 1970 and § 48 million during
January-March 1971. Under these designa-
tions, India accepted SDRs worth $41 million
between July 1970 and June 1971.

Payments Position in 1970

134. Details of balance of payments tran-
sactions for the year ended June 1971 are
not yet available. The latest baance of
payments compilations relate only to the
caendar year 1970 and show that India's
external payments position worsened during
this year as compared with 1969. Amongst
the factors responsible for this deterioration
were the large import bill and lower utilisa-
tion of external assistance. On the other
hand, exports were only nominaly higher
than in 19609.

135. Over the year while the aggregate
import bill increased by Rs. 115.1 crores,
exports moved up nominaly

Overall Trends by Rs. 11.5 crores and the
trade deficit widened in con-

sequence from Rs. 165.2 crores to Rs. 268.8
crores (Table, 25). On the invisibles account,
including official transfer payment transac-
tions, there was a deficit of Rs. 25 .O crores,
which was more than thrice the deficit in
1969. A pat of this deterioration was,
however, made good by the net receipt of
Rs. 13.1 crores by way of non-monetary .gold

movement, representing the contra entry for
gold transferred from the non-monetary
stock for meeting a part of the gold tranche
of Indids additiona quota in the Fund.
Following the deterioration under merchan-
dise as well as invisibles, the deficit on current
account widened over the year by Rs. 108 .0
crores to Rs. 280.7 crores. Taking into ac-
count the unidentified outflow shown under
“errors and omissions,” which nearly halved
over the year, the total deficit amounted to
Rs. 297.9 crores in 1970, nearly 47 per cent
higher than in 1969. As the net inflow
from capital transactions was also lower, the
accretion to the reserves at Rs. 44.4 crores
was lower over the year by Rs. 132 .O crores.

136. The continuous decline in the annual
aggregate import bill since the devaluation
of the rupee in June 1966
was reversed during the year
under review when it moved
up by Rs. 115.1 crores to Rs. 1,678.3 crores.
Imports financed out of own resources ac-
counted for the entire rise. Aid financed
imports, on the other hand, declined mainly
because of the tapering off of commodity
assistance, particularly foodgrain  imports,
under the U.S. P. L. 480 Title | programme.
In fact, the improved domestic supply position
made it possible to reduce foodgrain imports
by about 18 per cent. But domestic shortages
of other items such as raw cotton and metals
made larger imports necessary.  Further,
imports of machinery and capital equipment
aso picked up. The additiona outlay on
the import of these items far exceeded the
saving resulting from the fal in foodgrain
imports and led to the reversa of the earlier
declining trend in the annua aggregate im-
port hill.

Imports

137. Sector-wise, imports on both private
and Government accounts increased over the
year by Rs. 47.0 crores and Rs. 68.1 crores
to Rs. 655.2 crores and Rs. 1,023.1 crores,
respectively. On private account, the two
major items showing a rise were imports of
raw cotton and machinery. The fall in
imports of mineral ocils, vegetable oils and
raw jute only partly offset the rise under other
items. On Government account, the decline
in foodgrain imports was more than made
up by the increase in imports of non-food
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Table 25—India’s Balance of Payments (Preliminary)

(Rupees Crores)

January- April- July- October-  January-  January-
March June September December December December
1970 1970 1970 1970 1970 1969
A. Current Account
Imports c.i.f.
(a) Private 168.3 166.0 166.4 154-5 655.2 608.2
(6) Government 244.6 239.9 276.6 262.0 1023.1 955.0
Total Imports (atb) . 412.9 405.9 443-0 416-5 1678.3 1563.2
Exports f.0.b. . 349.6 331.8 339.8 388.3 1409-5 1398.0
Trade Balance — 63.3 — 74-1 —103-2 — 28.2 —268-8 —165-2
Non-Monetary Gold Movement (Net) _— —_ — 4 13.1 + 13.1 —_
Official Transfer Payments (Net) vy o= (003 + 5.2 + 27-3 +20.3 +52.5 + 43-4
Other Invisibles (Net) w— 26.5 -— 5.2 — 16.8 —= 29.0 -_— 775 - 50-9
Current Account (Net) - 90-1 —_ 741 — 92.7 w— 23.8 -280.7 —17n-7
B. Errors and Omissions (Net) +22.2 + 16-9 - 15-3 — 41-0 w— 17-2 w 30.4
C. Capital Account
Private Capital (Net) . ,, == 5.5 —_ 2.2 e 6.2 - 39 - 17-8 - 271
(@) Long-term — 5.5 -— 2.3 —_ 62 — 38 e 17-8 — 29-4
(6) Short-term . . R 4+ 0-1 — 0-1 —_— + 2.3
Banking Capital (Net) . o+ 1-4 + 17-1 ww 1C-6 - 14-7 w= 6.8 -— 3.7
Official ~ Capital  (Net) +198-7 4- 58.0 4-98.6 4+ -6 +366-9 +410-3
(@) Loans +226-2 +139-6 +115-6 +162-5 1-643-9 $777.9
(b) LMF. — 42.8 = 52-6 — — 52-6  -148.0  -111.1
(c) Amortisation - 288 ~ 38.0 —_ 43-5 - 70.1 -180.4 -185.9
(d) Miscellaneous 4 44-1 + 90 + 26-5 —'28-2 +51.4 — 70.6
Capital Account (Net) + 1946 + 72.9 + 81-.8. — 70 +342-3 +379-5
D. Movement in Reserves (A+B--C) + 1267 + 157 — 26.2 - 71-8 + 44-4 +176-4*

Increase (+) [ Decrease (—)

* Excludes the appreciation in the Deutsche Mark component of the reserves following the revaluation of the D-mark

in October 1969.

items, notably non-ferrous metals, capita
equipment and communication stores.

138. The growth in exports slowed down
considerably over the year. Exports increased
marginally by Rs. 11.5 crores
to Rs. 1,409.5 crores. For
the major part of the year,

Exports

a combination of several factors adversely

affected  exports.  World demand for some of
our traditional export items such as jute goods,
cashew kernels, etc., weakened ; domestic
shortages of agricultural and industrial raw
materials, notably raw. cotton, sted and non-
ferrous metals reduced export availabilities
and the strike at Calcutta port immobilised
exports in June 1970. It was only towards
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the end of the year that the situation tended to
ease and exports began to recover. As in
1969 even the nominal improvement noticed
for the year as a whole was entirely brought
about by non-traditional items, notably
engineering goods, iron ore, manganese ore
and sugar. The combined exports of the
traditiona items, on the other hand, continued
to decline largely because of the fal under
jute manufactures, hides and skins, and cashew
kernels.

139. Officia transfer payment transac-
tions resulted in a surplus of Rs. 52: 5 crores,
which was larger by Rs. 9.1
crores than in 1969 (Table
25). With gross receipts
remaining unchanged over the year, the entire
improvement reflected the saving in the gross
outgo due to the termination of the annual
contributions to the Indus Basin Develop-
ment Fund, the last instalment of which was
paid in 1969. The deficit on account of
the other invisible transactions widened from
Rs. 50.9 crores to Rs. 77.5 crores. Here
again, the situation worsened because of the
increase in the gross outgo which was offset
only in part by the increase in gross receipts.
Over the year, gross payments moved up by
Rs. 415 crores to Rs. 496.2 crores. A
little more than half of this increase represent-
ed the additiona outgo on investment income
account and the balance reflected the step-
up in the payments on account of travel,
transportation and miscellaneous  service
transactions. For sometime now the gross
outgo on investment income account, which
amounts to more than half of the total gross
outgo, has been growing steadily and over the
year it went up by Rs. 23.2 crores to Rs. 271.5
crores. More than half of the additional
outgo in 1970 was accounted for by interest
payments on loans and credits, which amount-
ed to Rs. 203.5 crores as against Rs.” 186.8
crores in 1969. Gross receipts went up by
Rs. 14.9 crores to Rs. 418.7 crores. The
main contribution to the increase in gross
receipts in 1970 was made by investment in-
come receipts following the higher interest
rates prevailing abroad. Earnings from
miscellaneous and transportation services also
showed some improvement. The increases
were moderated, to a large extent, by the fall
in private unilateral transfers from abroad.

Invisibles

140. The net inflow from capital transac-
tions, which was nearly haved in 1969,
declined further by Rs. 37.2
crores to Rs. 342.3 crores.
While there was an improve-
ment in regard to private
capital movements, those relating to banking
and official sectors turned less favourable than
before. Larger drawings on loans and the
reverse movement of oil companies funds
stepped up the gross inflow to the private
sector with the result that the net private
capital outflow declined from Rs. 27.1 crores
to Rs. 17.8 crores. In the banking sector,
on the other hand, the net outflow, which
amounted to Rs. 6.8 crores, nearly doubled
over the year ; as in 1969 almost the entire
net outflow was brought about by an increase
in authorised dealers foreign currency assets.

Capital
Transactions

141. In the officiad sector there was a
further setback in the net inflow, which
declined by Rs. 43.4 crores to Rs. 366.9
crores. The two magjor factors here were the
fal in the utilisation of externa assistance loans
and the relatively large outgo by way of re-
purchases from the |.M.F. The utilisation
of external assistance loans declined from
Rs. 780.6 crores to Rs. 647.0 crores mainly
because of the sizeable contraction in loan
disbursements from P.L. 480 counterpart
funds. Repurchases from the |.M.F. amount-
ed to Rs. 148 .O crores as against Rs. 111.1
crores in 1969. Amortisation  payments,
which amounted to Rs. 182.6 crores, however,
were margindly lower than last year. A
redeeming feature of the situation was the
favourable turn under miscellaneous capitd
transactions, which brought about a net in-
flow of Rs. 5 1.4 crores as compared to a net
outflow of Rs. 70.6 crores in 1969, offsetting
to a sizeable extent the adverse movements
under other officia capital transactions. This
favourable outturn reflected partly the contra
entry for the allocation of SDRs (Rs. 94.5
crores) and partly the changes in rupee liabi-
lities to the U.S. Government arising out of
transactions under the P.L. 480 Title |
programme.

142. The worsening of the overall current
account position was largely a reflection of
the widening of the deficit
on current account with the
dollar area and O.E.C.D.

Regional
Trends
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countries (Table 26). The deficit with these
two areas alone increased over the year
by Rs. 150.7 crores and Rs. 63.0 crores to
Rs. 302.2 crores and Rs, 149.5 crores, re-
spectively. There was also some weakening
of the position with the sterling area in that
the surplus declined by Rs. 8.4 crores to
Rs. 105.7 crores. With the ‘rest of non-
sterling area,” on the other hand, the position

improved considerably, the surplus moving
up from Rs. 4.5 crores to Rs. 102.2 crores.
The deficit with international institutions,
which amounted to Rs. 37 .0 crores, was also
lower than in 1969 due mainly to the reduced
outgo on account of official transfer payment
transactions, following the termination of the
annual contributions to the Indus Basin
Development Fund referred to earlier.

Table 26—India’s Regional Balance of Payments on Current Account (Preliminary)

(Rupees crores)

January- April- July- October- January- January-
March June September  December December  December
1970 1970 1970 1970 1970 1969
Sterling Area
Imports c.i.f. 65.1 69.9 62.2 70-6 267.8 255_4
Exports f.0.b. 87-8 80-2 90.0 106.5 364.5 351.4
Trade Balance . + 22.7 10.3 + 278 + 35.9 + 96.7 4 96.0
Non-Monetary Gold Movement (Net) _— — — — — —_
Official Transfer Payments (Net) v == 05 — 08 — 03 + 04 —_ 12 7-3
Other Invisibles (Net) . . oo+ 640 + 25 4+ 3.3 — 1.6 4+ 10.2 4 10.8
Current Account (Net) + 28.2 + 12-0 + 30.8 + 34.7 $105.7 +114-1
Dollar Area
Imports c.i.f. S " 133.9 155.1 164-0 134.9 587.9 494.3
Exports f.0.b. o 57-8 50-8 545 69-8 232.9 290-6
Trade Balance . — 76.1 104.3 -109.5 — 65.1 —355-0 -203.7
Non-Monetary Gold Movement (th) — —_ —_ + 13.1 + 13.1 —
Official Transfer Payments (Net) W + 18 50 + 28-1 + 18.8 + 53.7 + 41-9
Other Invisibles (Net) ) . — 60 1:6 4+ 0-4 — 10:0 — 14.0 + 10.3
Current Account (Net) .. == 803 97.7 —81-0 =~ 432 -302.2  —I5]'§
O.E.C.D. Countries :
Imports  c.i.f. P o 586 54.5 61.8 70-5 245.4 194.4
Exports f.0.b. L. o 32.3 30.4 27.7 31.6 122.0 132.3
Trade Balance . . o - 26.3 24.1 —_—34.1 — 389 -123.4 — 62.1
Non-Monetary Gold Movemcnt (Net) ., — - —
Official Transfer Payments (Net) + 1.7 + 1.3 + 03 4 1-3 + 4.6 + 99
Other Invisibles (Net) . . ~— 3.4 8:3 — 6.4 —12.6 - 30.7 — 34.3
Current Account (Net) — 28.0 — 311 - 40.2 — 50-2 —149-5 - 86.5
Rest of Non-Sterling Area :
Imports  c.i.f. e T 155.3 126.4 155.0 140.5 577.2 619.1
Exports  f.0.b. e o 171.7 170-4 167.7 180.4 690-2 623.7
Trade Balance . ..+ 16-4 + 44.0 + 12.7 -+ 39.9 +113-0 + 4.6
Non-Monetary Gold "Movement (Net) . — —_— — — — -
Official. Transfer Payments (Net) ,, == 0-1 0-1 — — - 0-2 —
Other Invisibles (Net) . . . - 12.8 7-0 — 5-1 + 0-3 — 10.6 wn 0-1
Current Account (Net) . o + 35 50-9 + 7.6 + 40.2 +102:2 + 4.5
International  Institutions
Imports c.i.f. PR o — - — o — —
Exports f.0.b. PR O - —_— - —_ —_ —
Trade Balance .. - — . — —r — —
Non-Monetary Gold Movement (Net) o — — —
Official Transfer Payments (Net) ,  w= 3.2 0-2 — 0-8 —_ 0-2 ~—a.4 wm 157
Other Invisibles (Net) . . «— 10.3 8.1 91 — 51 — 32-6 — 37.7
Current Account (Net) - v w— I35 83 —o9.9 — 53 —~ 370 w 53-4
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143. While the trade surplus with the
sterling area remained more or less the same
as before and that with the ‘rest of non-sterling
ared registered a marked improvement, the
trade deficits with the dollar area and the
O.E.C.D. countries widened sizeably (Table
26). Barring imports from the ‘rest of non-
sterling area” which were marked down,
those from the remaining three areas registered
a rie. In fact, the spurt in the overall import
bill was more than accounted for by the
rise in imports from the dollar area and the
O.E.C.D. countries. Exports to sterling
area and the ‘rest of non-sterling area’ in-
creased, the improvement in the case of latter
being sizeable. But the gain was wiped
out to a large extent by the decline in exports
to the dollar area and the O.E.C.D. countries.

144. With al the regions there was a
deterioration in the position on invisibles
account, including official transfer payment
transactions. While the surplus with the
sterling and dollar areas dwindled, the deficits
with the O.E.C.D. countries and the ‘rest
of non-sterling area’ widened. In the case
of the sterling area, dollar area and the
O.E.C.D. countries, these transactions tended
to aggravate the position on current account.
With the ‘rest of non-sterling area’ on the
other hand, the widening of the deficit offset
in part the gain in the trade balance.

Foreign Trade

145.  While the foregoing discussion on the
balance of payments is confined to the calendar
year 1970, as data for later
months are not yet available,
on merchandise transactions,
data are available for the
financial year 1970-71 in the statistics com-
piled by the DGCIS. According to these
statistics, exports during the financial year
1970-71 (April-March) amounted to § 2,041
million as compared with $ 1,884 million in
the previous year showing a growth rate of
8 per cent as against 4 per cent in 1969-70.
A part of the increase registered in 1970-71
is datistical, resulting from the change in
procedure, for recording exports. adopted by
the DGCIS which became effective from
November 1970. Exports, which were pre-
viously recorded on the basis of actual ship-

Change in
Compilation
Procedure

ments made (i.e, finaly passed shipping
bills), are now being compiled as and when
the consignments are approved for shipment
(i.e., on the basis of origina copy of the
shipping hills, adjusting, however, for short
and shutout shipments details of which are
received during the month of reporting).
There is thus a built-in lead now in the re-
cording of exports. * Hence an assessment
of the export performance in 1970-71 has to
make due alowance for the change in the
procedure for reporting, which has resulted
in the data for the second half of the financia
year being partly assembled on the old basis
and partly on the new basis.

146. During April-September 1970, ex-
ports amounted to § 928 million, $ 6 million
lower than in the corresponding period -of
1969. The dip in exports was primarily due to
lower exports of jute manufactures which
declined sharply during the period by as much
as $ 46 million. The other major items that
registered declines were tea ($ 18 million),
hides and skins and leather (§ 15 million),
coffee (§ 3 million) and cotton textiles (§ 2
million). The shortfalls in these items were,
to some extent, made good by larger earnings
from engineering goods ($ 23 million), iron
ore (§ 11 million), oil cakes (§ 9 million),
iron and stedl (§ 6 million), spices ($§ 5 million)
and sugar ($ 3 million) (Table 27).

147. The slowing down of exports during
the first half of 1970-71 may be attributed to
several factors, both domestic and interna-
tional. Apart from the ten weeks strike of
the bargemen in the port of Calcutta during
May-July 1970, which adversely affected
exports in these months, exports slowed down
also because of a constraint on the supply of
basic inputs such as special categories of stedl,
auminium and other non-ferrous metals and
raw cotton. Externaly, there was a slackness
in the demand for ‘some of our export items,
especiadly for jute carpet backing, marine
products, hides, skins and leather and cotton
yarn.

* It may be recalled that in 1965-66, the basis for
recording the exports data was changed from shipments
approved during a month to actual shipments made
during that month, so as to compile statistics on a more
realistic basis. In that year, exports were statistically
understated as a direct consequence of the change in
recording. Tn 1970-71 with a reversal in the method of
reporting, exports will be overstated.
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Table 27—India’s Principal Exports

(U.S. $ Million)

Increase (+)
Decrease (-—)

1965-66 1968-69 1969-70 1969-70 1970-71 of (6) over (4)
(April-September)
Actual Percen-
tage
1 2 3 4 5 6 7
A. Items showing a rise
Iron Ore 89 118 126 62 63 +11 421
Engineering goods v 37 92 120 66 79 +23 441
Iron and steel 26 105 116 62 58 4 6 +12
Cashew kernels o e 58 81 77 41 43 + 2 + 5
Oil cakes 73 66 56 25 34 + 9 +36
Chemicals 23 32 40 20 21 +1 + 5
Spices 49 34 46 13 18 + 5 438
Sugar 23 14 10 8 11 + 3 438
Manganese ore . . 23 18 15 7 8 + 1 +14
B. Items showing a fall
Jute yarn and manufactures 384 291 276 145 99 -46 -32
Cotton yarn and manufactures 148 134 154 74 72 -2 - 3
Tea 241 209 166 83 66 -18 -22
Hides, skins, leather and leather
goods including  footwear 90 116 132 68 63 -16 -22
Pearls, precious and semi-precious
stones, unworked/worked . 31 60 56 30 28 -2 -7
Coffee 27 24 26 22 19 -3 S14
Fish and fish preparations 14 30 42 21 20 -1 — 8
C. Total 1693 1811 1884 934 828 - 6 — 1

Source : DGCTS.

148. In order to arrest the declining trend
in exports, Government took several measures,
particularly to improve the supply position
of essentid raw materials and also to gear
up the export efforts. In September 1970,
the Government liberalised the import policy
for steel so as to make available an adequate
guantity of special types of steel required by
the export units of engineering products.
Under this policy, imports of certain scarce
categories of steel were alowed to the extent
of either 50 per cent of actual consumption
in 1969-70 or the actua requirement for pro-

duction against firm export orders in addition
to the regular quota alloted to the individual
units.

149. Reflecting partly the impact of the
various promotional measures undertaken
by the Government and partly the improved
domestic availabilities of both raw materias
and export surpluses, exports began to look
up from October 1970. Although a precise
appraisal of the expansion in exports during
the second half of 1970-71 vis-g-vis 1969-70
is not possible owing to the statistical limita-
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tions referred to earlier, nevertheless the
recorded data point to a spurt in exports in
terms of value during October-December
1970. The recorded value of exports during
the quarter October-December a § 605
million was 32 per cent higher than in the
corresponding quarter of 1969, only a part of
which represents the true increase. The in-
crease was shared by amost al the items,
both traditional and  non-traditional. In
the spurt in exports
seems to have tapered off; with exports declin-
ing to $ 508 million at which level they show
an increase of just 3 per cent over the cor-
responding quarter of 1970. In the first
quarter of 1971-72 (April-June 1971), exports
moved up marginaly to $512 million and when
compared with the corresponding period of
1970 they were higher by 13 per cent. Exports
have thus generally maintained an upward
trend since October 1970 as compared with
the previous year.

150. The commodity-wise details avail-
able for April-December 1970 show that
exports of engineering goods,
Exports : iron ore and chemicas con-
Comodity-wise tinued to increase, although
the growth in exports of iron
and steel has been modest due to increasing
domestic demand. Among traditiona com-
modities, tea recorded an improvement, bene-
fiting to some extent from the Mauritius
Agreement concluded in early 1970. In re-
gard to jute goods, the downtrend in exports
noticed in the past few years has continued,
with the dlackening of the U.S. demand
particularly for carpet backing and with in-
creasing competition from Pakistan and
synthetic substitutes, although this trend is
likely to be arrested during the current year,
albeit temporarily, owing to tragic develop-
ments in East Bengal. As for cotton piece-
goods, the problem is one of keeping down
costs and improving our competitiveness ;
further, with the proposed imposition of an
import duty by the U.K. from January 1,
1972, our exports to that country would
be adversely affected. In regard to iron and
steel, the pull of domestic demand would
render it difficult for us to maintain a high
rate of growth. As for engineering goods,
the main constraint is the shortage of certain
special categories of steel and the rising
domestic costs which affect production.

151. In regard to export prospects, a
favourable development is the adoption of the
Generalised System of Pre-
ferences (GSP) by the
developed countries for the
developing countries which would provide
opportunities to increase our exports of manu-
factured and semi-manufactured items. The
E.E.C. countries and Japan have implemented
the GSP with effect from July 1, and August 1,
1971, respectively. The U.SA and UK.
are expected to follow suit sometime in 1972.
The export front is indeed beset with many
difficulties, but with the new mood of the
advanced countries, it should be possible to
accelerate the growth in exports, given the
active co-operation of the industry and trade
and under the stimulus of the export promotion
drive of the Government.

Adoption of
G. S. P.

152. In regard to export promotion, an
important development during the year was
the presentation of the Ex-
port Policy Resolution to the
Parliament on July 30, 1970,
which emphasised the need
for expanding Indias export earnings a a
high rate so that the country may be self-
reliant and reduce its dependence on external
assistance. To achieve this objective, the
Resolution outlined a number of measures,
which included, inter alia, (i) the adoption
of appropriate policies and measures designed
to promote investment in the development
of the promising sectors of the economy,
(i) more precise identification of products
in each of the broad sectors of the economy
which have long-term export potential, (iii)
facilitating expansion of  export-oriented
units, (iv) special encouragement to producers
and exporters of equipment for development
of the infra-structure, industrial machinery,
machine tools and consumer durables to meet
the emerging requirements of other develop-
ing countries, and (v) strengthening -and ex-
pansion of credit facilities for exporters.

Export  Policy
Resolution

153. In pursuance of the Export Policy
Resolution, the Government set up a new
organisation, , namelv. the

gadel mene _Trade Development Authority
Authority |~ (TDA) in July 1970 to assist
enterprises to build up ther

exports through a package of personalised
services in the field of trade information,
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research and anadysis, merchandising and
export production and promotion. In Feb-
ruary 1971, the TDA announced a package of
services for its member units interested in
exporting selected products (mainly engineer-
ing goods) to the U.S.A, the UK., Canada,
Western Europe and Japan.

154. Among other measures taken during
the year, mention may also be made of the
abalition of the 25 per cent
ad valorem export duty on
the export of coir fibre effec-
tive from July 30, 1970, and the enlargement
of the indtitutiona framework to promote
export efforts in respect of specified items.
The new ingtitutions set up during the year
included the Cashew Corporation, the Cotton
Corporation, the Jute Corporation and the
Projects and Equipment Corporation.

Other
Measures

155. Imports, on the basis of the DGCIS
data, amounted to $ 2171 million during
1970-71 showing a rise of
$ 61 million (3 per cent)
over the level in 1969-70. The
rise in imports, which has taken place for
the first time after the devaluation of the
rupee, Was wholly accounted for by non-
food items and reflects the growing needs of
industry for imported raw materials, inter-
mediates, components and spares emanating
from the continued increase in industria
production.

Trends in
Imports

156. Commodity-wise details of imports
are avalable upto December 1970. They
show that foodgrain imports
during April-December 1970
were § 43 million (16 per
cent) lower than in April-
December 1969. Non-food imports recorded
arise of § 58 million (4 per cent) during this
period. Under non-food imports, sharp in-
creases have taken place under iron and steel
(§ 61 million or 81 per cent), non-ferrous
metals ($ 49 million or 75 per cent), chemicals
other than fertilisers ($ 15 million or 13 per
cent), raw cotton ($ 16 million or 20 per cent)
and cashewnuts ($4 million or 16 per cent).
Imports of machinery and transport equip-
ment and fertilisers declined by 9 per cent and
34 per cent, respectively. Among the machi-
nery group, imports of electrica machinery
increased by 7 per cent which was, however,
more than offset by the declines of 12 per

Imports:
Commodity-
wise

cent and 10 per cent in the imports of non-
electrical machinery and transport equipment
(Table 28). The rise in the imports of iron
and steel and non-ferrous metals was the re-
sult of specia efforts made to import these
commodities on an emergency basis to meet
the demand from export industries. The
reduction in non-electrical machinery imports,
which has taken place despite an improve-
ment in investment activity, reflects the
progress made in the field of import substitu-
tion in the machine building industry.

157. The import policy has been liberd
for the export industries in particular and
for priority  industries in
general. In 1969-70 and
1970-71, the value. of import
licences increased by 27 per cent and 36 per
cent, respectively, reflecting the increase in
the demand for imported raw materials by
the industry. This should result in a signi-
ficant increase in non-food imports during
1971-72. In fact, in the first quarter of
1971-72, i.e, April-June 1971, imports aggre-
gated § 650 million recording an increase
of 25 per cent over the level during the cor-
responding period of the previous year.

Import  Policy

External Assistance

158. In the fisca year 1970-71, authorisa-
tions totalled $ 981 million, recording a rise
of 18 per cent over the year,
in contrast with the fall of
25 per cent in the preceding
year. Loans and grants authorised went up
by 33 per cent from $ 737 million to § 981
million to bring about the rise in the tota
assistance  authorisations ; there were no
authorisations of P.L. 480 aid * which amount-
ed to $§ 98 million in the preceding year (Table
29).

Authorisations

159. As in the last two years, loans pre-
dominated in the fresh aid authorised during
1970-71.  They  accounted

for 92 per cent of the

Poject and totdl aid authorised, grants
Aid prol making up the balance of 8

per cent. Of the tota loan
authorisations in  1970-71,

* On April 1, 1971, however, a fresh P.L. 480 agree-
ment was signed for $160 million, the amount being
increased by $7:8 million in May 1971 to accommodate
additional supplies of soyabean oil.
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Table 28—India’s Principal

Imports

51

(U.S. $ Million)

Annual April-December Percentage Change of
Commodities 1965-66 1968-69 1969-70 1969-70 1970-71 (4) (4) (6)
over over over
3) (2 )
) @ ®) 4) (5) (6) (7) 8 ®
1. Food : (excluding cashewnuts) 712 495 391 299 250 -21 -45 -16
Cereals and cereal preparations 676 449 348 269 226 -23 4 9 -16
2. Raw cotton 97 120 110 82 98 - 8 +13 +}20
3. Raw jute and mesta . 53 22 7 7 Negl, -68 -87
4. Cashewnuts 32 42 37 25 29 -12 +16 +16
6. Mineral oils : 143 177 183 135 127 + 3 +28 - 6
Of which :
(@) Petroleum crude and partly refined 73 128 128 95 102 — +75 + 7
(b) Others 70 49 55 40 25 +12 -21 -38
6. Chemicals : 221 378 246 192 181 -35 +11 - 6
Of which :
(a) Fertilizers 82 186 90 76 50 -52 +10 -34
(b) Others 139 192 156 116 131 -19 +12 +13
7. Iron and steel . . 206 115 108 75 136 - 6 4 8 +-81
8. Non-ferrous metals . . . . . 145 119 99 65 114 -17 -32 +75
9. Crude rubber (including synthetic and
‘reclaimed) Lo 10 7 13 11 4 486 +30 -64
10. Wool and other animal hair . . 1 15 23 17 18 +563 4109 + 6
11. Animal and vegetable oils and fats 32 26 39 36 43 +50 $22 +19
12. Paper, paper board and manufactures
thereof o 28 24 32 24 23 i-33 +14 4
13. Pearls, precious and semi-precious
stones unworked/worked . . . 3 31" 38 27 23 + 3 +1167 -16
14.  Machinery and transport equipment : 1034 685 524 399 365 -24 4 9 -9
{a) Machinery other than electric 701 488 372 286 253 -24 4 7 -12
(b) Electrical machinery 184 109 85 61 65 -22 -54 + 1
(c) Transport equipment . . i 149 88 67 52 47 -24 -55 -10
15. Others 232 283 240 169 167 -15 + 3 -1
Total 2959 2545 2090*% 1563 1578 —I8 -29 + 1

Source :  DGCIS.

* The figure has been revised to $2110 million but commodity-wise details are not available.
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Table 29-External Assistance*

(U.S. $ Million)

Loans** Grants P.L. 480 Total
Aid@ (14+243)
@) @) 3) 4
I. Amount undisbursed as at the end of March 1966 2,194 115 22611 2,535
2. Authorisations during
(v) 1966-67 1,426 106 524 2,055
(b) 1967-68 595 22 324 941
(c) 196869 1,052 93 96 1,241
(d) 1969-70 697 40 98 835
(c) 1970-71 906 75 —n 981
Total 4,675 336 1,042 6,053
3. Utilisation during
(a) 1966-67 903 126 480 1,609
(b) 1967-68 1,074 81 415 1,570
(c) 1968-69 1,008 97 113 1,219
(d) 1969-70 900 39 143 1,082
(1M 1970-71 892 68 50 1,000
Total 4777 401 1,201 6,379
4. Amount undisbursed as at the end of March 1971  2,078% 527 —L 2,130

* Excludes (a) grants under U.S. P.L. 480 Title Il and Ill and (b) special deposits placed by the 1.B.R.D. with

the Reserve Bank of India during 1967-68.

** Includes authorisations and utilisation of P.L. 480 Convertible Local Currency Credits.
@ Represents rupee deposits against import of goods under U.S. P.L. 480 Title | programme; disbursements out
of these funds by way of loans and grants are, therefore, excluded from columns 1 and 2.

1 Adjusted for the lapsed agreements by $184 million.

T Adjusted for the devaluation of Pound Sterling and Danish Kroner in November 1967, of French Franc in
August 1969 and for the revaluation of Deutsche Mark in October 1969, except in case of loans from the IBRD and the
IDA which are reckoned at the parities prevailing at the time of authorisation and drawals of individual instalments.

£ Adjs ted for the lapsed agreements by $67 million.

loans for $ 317 million (35 per cent) were
tied to specific projects,’ while loans for
$ 556 million (about 61 per cent) were not
tied to any projects ; the balance of § 33
million (4 per cent) of the authorisation was
provided as debt relief. The share of non-
project aid in the loan authorisations in-
creased from 45 per cent in 1969-70 to 61
per cent in 1970-71 as the U.SA. and the
I.D.A. made available substantial amounts
in non-project loans.

160. Total debt relief assistance (either in
the form of fresh refinancing credits, post-

ponements of payments due,
rescheduling of debt or can-
cellation/reduction 0 f

Debt Relief

terest) authorised during 1970-71 amounted
to $§ 88 million, $23 million lower than in
the previous year (Table 30). The bulk of
this decline was due to the fact that the U.K.
made available its debt relief assistance for
1970-71 amounting to $ 18 million in the
preceding year itself. Japan and West Ger-
many increased their debt relief assistance by
$6 million ard § 5 million, respectively.
Debt relief assistance amounted to only
15 per cent of the total debt service charges

in- during 1970-71.
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Table 30—Debt Relief Assistance

(U.S. § Million)

Authorisation Utilisation
1966 ~ 1967- 1968- 1969- 1970- 1966- 1967- 1968- 1969- 1970-
67 68 69 70 71 67 68 69 70 71
A. By way of rafinancing
credits
1. Austria 0-9 0-5 0-9 1-1 1.5 0-4 0-9 0-9 1-1 1.5
2. Belgium — — 1-1 11 1.1 -_ —r 1.1 1-1 1-1
3.  France — — 5-0 —_— 10-9 — _— 3.7 1.3 1040
4, Germany (West) —_ 72 14.6 155 20-8 - 7.2 14:6 16-3 20-8
6. ltaly — — b5 7-4 v -_— e s — 55
6. United Kingdom 235 32-5 18-0 36.0 — 23.0 32.6 18.0 36.0 --
Total-A .. 244 40.2 45-1 611 33.4 234 40.6 38.3 55.8 38.9
B. By way of postponement o
of payments
1. S.B.RD. - 15:0 150 15-0 15-0 — 150 15-0 15-0 15:0
2. USA. — —_ 87 8.7 8-7 —_ — 8.7 87 8.7
3.! Canada —_ 10-7 0-8 0-9 — —_ 07 0-8 0-9 —
" Total-B - 15-7 245 24.6 23.7 — 15-7 24.5 24.6 23.7
C. By way of rescheduling
of payments
1. Japan 2-5 6-2 16.8 19-6  25-4 2.5 6-2 16.8 19.6 954
Total-C 2.5 6.2 168 196 254 2.5 62 168 196 25.4
D. By way of grants
1. Austria — — 0-5 0-5 05 -_ _— 05 05 0.5
2. Canada —_ 9.3 1-1 — — - 9:3 1-1 —— —
3. Germany (West) — o 4-8 4-8 4.7 -_— -_— 4.8 5.0 4.1
4. Netherlands -— —_ 0-6 0-6 0-7 — — 06 0-6 0-7
Total-D -— 9-3 7.0 s-9 5-9 —_ 9.3 7-0 61 5.9
Grand Total . 26.9 71.4 93.4 -2 88-4 25.9 i3 86.6 106- 1 93.9

161. The amount of assistance actualy
utilised in any given period largely reflects
authorisations in the preced-
ing periods, but for the com-
pletely untied pat of * the
current authorisations. In
1970-71, however, the fall of 8 per cent over
the year, to § 1,000 million arose mainly

Trends in
Utilisation

from the tapering off of the P.L. 480 Com-
modity assistance.  Utilisation of P.L. 480
Title I-aid declined sharply from § 143 million
to § 50 million. At $ 892 million, utilisation
of loans was only $8 million lower than in
1969-70, while the grants utilised went’ up
from ¢ 39 million to § 58 million.
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162. Although the utilisation declined, the
cost of servicing of officia externa debt
continued to grow. After
rescheduling and postpone-
ment of debt service charges
of $41 million in 1969-70 and $ 46 million
in 1970-71, the actual servicing payment rose
by 9 per cent from § 506 ,million to § 550

Debt Servicing

Table 3l—Inflow of Foreign Assistance :

million (Table 31). The net utilisation of
externa assistance thus declined from $ 576
million to $450 million or to one-third of the
level three years ago. As a proportion of the
aid utilised, the servicing payments went up
over the year from 47 per cent to 55 per cent,
while as a proportion of the exports they in-
creased from 27 per cent to 29 per cent.

Gross and Net
(U.S. § Million)

Gross aid Amortisation Interest Total debt Net inflow
Year utilisation payments payments service of aid
2 + 3 (L—2

M @ @®) ) ®)
1961-62 Y . e 711 121 70 191 520
1962-63 933 101 81 182 751
1963-64 v e 1,239 113 96 209 1,030
1964-65 1,520 145 110 255 1,265
1965-66 , 1,622 162 141 303 1,319
1966-67 ) " 1,509 210% 153 363 1,146
1967-68 1,570 275% 163 438 1,132
1968-69 . 1,218 276% 182@ 458 760
1969-70 C O 1,082 317# 189@ 506 576
1970-71 1,000 339* 21l1@ 550 450
* Excludes amounts rescheduled/postponed as under

1966-67 1967-68 1968-69 1969-70 1970-71
Japan 3 6 17 19 25
1.B.R.D. —_ Ib Ib Ib Ib
U.S.A. - - 6 6 6
Canada — 1 1 1 e
Total 3 22 39 4 46

@ Excludes interest payments postponed by the U.S.A. amounting to $3 million each in 1968-69, 1969-70 and

1970-71.

163. Cumulatively, external assistance
authorised from August 15, 1947 to March
31, 1971 amounted to $ 18,225
million, of which § 12,666
million or nearly 70 per cent
was in the form of loans,
$ 4,400 million or 24 per cent was in the form
of P.L. 480/665 and Third Country Currency
assistance from the U.S.A. and the balance of

Cumulative
Assistance

$ 1,159 million or 6 per cent was in the form
of grants. The assistance utilised upto the
end of March 1971 is. placed at § 15,832
million, loans accounting for $ 10,574 million
or §7 per cent, P.L. 480/665 and Third Country
Currency assistance for § 4,149 million or
26 per cent and grants for $ 1,109 million or
7 per cent (Table 32).
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Table 32—Aggregate External Assistance (Cumulative)

95

(US. $ Million)

P.L. 480/665
Loans Grants Aid and Third Total
Country Cur-
rency Assistance
Authorisations
1. Upto Third Plan . 7,991 823 3,356 12,172
2. During 1966-67 1,425 106 624 2,066
3. During 1967-68 595 22 324 941
4. During 1968-69 1,062 93 96 1,241
5. During 1969-70 697 40 98 835
6. During 1970-71 906 (i — 981
Total . . 12,666 1,159 4,400 18,225
Utilisation
1. ‘Uptg Third Plan : : : 6,797 708 2,948 9,453
2. During 196667 , . 903 126 480 1,609
]
3. During 1967-68 . . 1,074 81’ 415 1,570
4. During 1968-69 } } . 1,008 97 113 1,218
5. During 1969-70 P 900 39 143 1,082
6. During 1970-71 892 58 50 1,000
Total . . o o 10,574 1.109 4,149 15,832
Note : Please refer to footnotes to Table 29.
Table 33-Aggregate External- Assistance Source-wise
(U. S, $ Million)
Authorised upto March 1971 Utilised upto March 1971
P. L. 480 /665 P.L. 480/665
Aid and Aid and
Loans Grants Third Country Total Loans Grants Third Country
Currency Currency Total
Assistance Assistance
I.B.R.D./I.LD.A. ‘ 2,371 —-— — 2,371 2,047 —_ _— 2,047
USA. . 4,367 382 4,400 (13-0) 3,955 363 4,149 (12-9)
0,149 8,407
USSR . 1362 16 (50-2) 893 14 _ (63-4)
1.378 907
R (6-7)
West Germany . 1,260 28 - (7:6) 1,110 27 — 1,137
United Kingdom 1,276 16 — (7-1) 1,124 15 .- 7-2)
(1,2;;2 1,139
Japan » 478 1 — 71 451 1 — (7-2)
479 452
(2-6) (2-9)
Others . ‘1,652 716 — 2,268 994 699 1,693
(12-4) (10+7)
Total . 12,666 1,159 4,400 18,225 10,574 1,109 4,149 15,832
(100.0) (100-0)

Note ©  Please refer to footnotes to Table 29.
Figures in brackets represent percentages to total.
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164. The U.S.A. accounted for 50 per cent
of the total authorisations and 53 per cent of
the total utilisation. The I.B.R.D. and I.D.A.
together accounted for 13 per cent and the
U.K. and West Germany for 7 per cent each
of the total authorisations as well as the total
utilisation, and the U.S.S.R. accounted for
8 per cent of the total authorisations and 6
per cent of the total utilisation (Table 32).

165. In the last three years, a number of
countries providing development assistance
to India have liberdised in
varying degrees the terms
on which it is made avail-
able, During the year under
review, Sweden and France liberalised the
terms of their assistance. The loan autho-
rised by Sweden in 1970-71 has a maturity of
50 years as compared with that of 25 years
in the case of loans authorised earlier and
carries no interest while the interest is charged
at 2 per cent per annum on the previous loans.
The interest rate on the loans provided by
the French Treasury was reduced: by % per
cent per annum to 3 per cent per annum.
Much, however, remains to be done in this
respect, as would be clear from the relevant
information given in this and earlier Reports,
before the assistance received is placed on
the norms recommended by the Pearson
Commission. The Commission advocated in
‘Partners in Development’ that development
loans “henceforth be provided at interest of
no more than 2 per cent, a maturity of between
25 and 40 years and a grace period from 7 to
10 years.”

Liberaliration
of Aid Terms

166.. The Aid India Consortium at its
meeting held in Paris in June 1971 gave indi-
cations of a total assistance
of $1,250 million for 1971-72,
excluding the assistance to
be given for evacuees from the East Bengal.
The indicated amount comprises non-project
assistance of $560 million, debt relief assis-
tance of $90 million, project assistance
of $500 million and food aid of $100 million.
It is to be hoped that unlike in recent years
the Consortium indications would be fully
trandlated into actual authorisations. It may

Aid Pledged
for 1971-72

be noted that the third replenishment of the

resources of the |.D.A. which should have

been completed by June 1971 has been de-
layed for want of suitable action by the major
developed countries.

Foreign Investment Policy

167. During the year, the official policy
continued to encourage the flow of foreign
investments into selected industrial fields.
Under the new industria licensing policy

announced in February 1970, the details of

which were discussed in the previous year's
Report, the ‘Larger Industrid Houses and
foreign enterprises are permitted to set up
industries in the ‘core’ and the ‘heavy invest-
ments' sectors, except industries reserved for
the public sector under the Industrial Policy
Resolution, 1956. Further, under the noti-
fication dated July 25, 1970 ‘Larger Industria
Houses and foreign concerns would be able
to establish undertakings or expand produc-
tion in industries in other sectors provided
they undertook specific export commitments.
This was done ““as part of Government’s policy
that industrial capacity would have to be
consciously and specifically built up in order
to facilitate production for exports, parti-
cularly in respect of those items where India
has a comparative advantage and where
favourable trends are emerging in the inter-
national markets.” The minimum export com-
mitment to be so undertaken is to achieve
within a period of three years a level of exports
equal to 75 per cent of the new or additional
production in case of products which are
reserved for production’ in the small-scale
sector and 60 per cent or more in case of other
products.

168. On July 20, 1970, the Government
published an illustrative list of 121 items
from engineering industries-such as indus-
trid  machinery, electricad engineering and
metallurgical-and chemical industries, where
a significant technological gap exists and where
there is scope for foreign collaboration. The
actual terms and conditions for collaboration
are to be decided on the merits of each case
within the broad framework of Government’'s
policy on these matters. At the same time
the Government indicated that requirements
under the current policy regarding technical
collaboration could be relaxed in some mea
sure, wherever clearly justified, for export-
oriented schemes and to small-scale units.
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169. The total value of consents granted
by the Controller of Capital Issues to joint
stock companies for non-resident participa-
tion in share capital and for borrowings from
abroad by way of loans amounted to Rs. 12
crores during 1970-71 as against Rs. 20.1
crores during 1969-70. The fall consisted
of Rs. 5.4 crores in respect of fresh share
capital participation, Rs. .0. 1 crore in case
of bonus shares and Rs. 2.6 crores in case
of loans from abroad. During the year there
were no consents for loans from abroad. The
collaboration agreements approved during
1970 numbered 183 as compared with 134
during 1969.

International Monetary Situation

170. The international monetary scene
was relatively cam during the major part of
the year under review. However, massive
outflows of short-term funds from the U. S.
following the adoption of an easy monetary
policy by the U.S.A., despite an adverse inter-
national payments position, led, early in May
1971, to acurrency crisis. The U. S. balance
of payments recorded a substantia deficit
of $10.7 billion in 1970. In the first quarter
of 1971, the deficit amounted to $5.5 billion,
thus showing an annual rate which was more
than double that in 1970. Movements of
short-term capital funds were largely respon-
sible for turning the surplus of $2.7 billion
in 1969 on the U. S. balance of payments on
officia settlements basis into a massive deficit
in 1970 ; on current account the position had
in fact shown some improvement in 1970
over the position in 1969. The trade surplus
increased from U. S. $0.6 billion in 1969
to U. S. $2.2 hillion in 1970. However, the
inflow of private liquid funds of over $8
billion in 1969 was reversed and there was an
outflow of similar funds of $6 hillion in 1970.

171.  The continuing recession in economic
activity in the U. S. necessitated a shift in its
monetary policy from restriction to ease. In
the result, a considerable interest rate diffe-
rentidl emerged in favour of the European
centres. Sizeable short-term capital move-
ments induced by this differential were mainly
responsible for the widening of the balance
of payments deficit in the first quarter of 1971.
By April 1971, arisein the New York Treasury

Bill rates and a round of reductions in the
official discount rates in Western Europe
narrowed down the interest differential. But
the massive flows that had already comeinto
Europe in response to the interest differentia
had imparted a measure of liquidity to the
continental economies which some countries,
including West Germany, considered unac-
ceptable and difficult to neutralise.

172. In this context, the role of exchange
rate changes, the responsibility of the U. S.
to adjust its external accounts rapidly, the
nature of the regulation-free Euro-dollar
market, and the working of the existing-inter-
national payments adjustment mechanism
generally became matters of more open high
level discussions and pronouncements, and
led in turn to a massive speculative outflow
from the U. S. in anticipation of a change in
currency parities, particularly of the Deutsche
mark.

173. In this situation, the German and
Dutch authorities decided to alow their cur-
rencies to float on the markets. Switzerland
and Austria upvalued their currencies by 7.07
per cent and 5.05 per cent, respectively, and
Belgium transferred al capita  payments
from the officia market in which the dollar
is supported by the Nationa Bank of Belgium
to the free market in foreign exchange, all
current payments being simultaneously res-
tricted to the official market.

174.  The magnitude and volatility of short-
term capital movements accentuate the strains
caused by payments imbalances and inhibit
the monetary autonomy of national authori-
ties. As the Euro-dollar market not only
provided a highly efficient channel for_ these
movements but was also a significant source
of such funds, the central banks of the Group
of Ten reached around the end of the year
under report, an agreement to abstain from
making further deposits in the market and
are considering methods to regulate the market.

175.  Simultaneoudy with the consideration
of measures to control the transmission me-

chanism by regulating the
'Lf;ct]iggﬁgonaﬁ: 4 Euro-dollar market, attention
LDCs is being given to the problem
of  excessve international

liquidity. In this connection, it has to be
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noted that by far the larger share of the total
addition to international liquidity in 1970
accrued to the developed nations. Aggre-
gate world reserves consisting of gold, foreign
exchange, SDRs and reserve positions in the
Fund rose by $14.2 hillion as against only
$0.74 billion in 1969. The reserves of less
developed countries increased by $2.6 hillion
as against $1.5 hillion in 1969, but those of
developed nations swelled by $11.7 billion
whereas they had fallen by $0.7 hillion in the
previous year. Increases in tota foreign
exchange holdings alone accounted for $12.1
billion of the total addition to international
liquidity in 1970. Foreign exchange holdings
of less developed countries rose by only $1.9
billion while those of the developed nations
went up by as much as $10.2 hillion, reflecting
the huge dollar outflows principaly to indus-
tria Europe and Japan. The dlocation of
SDRs to the tune of $853 million at. the begin-
ning of 1970 accounted for about one-third
of the modest increase in the reserves of the
less developed countries during the year.* In
the case of developed countries, however, the
dlocation of $2.6 hillion of SDRs accounted
for less than one-fourth of the rise in their
reserves.

176. The developing countries did not
materially benefit from the huge additions to
international  liquidity during the year under
review. Indeed, but for the SDR allocations,
their position would have been less hedlthy
than in 1969. Hedthy international economic
relationships demand orderly creation of
additional liquidity. To this end, SDRs,
the new instrument of liquidity, need to be
protected and vigorously developed ; and
adjustments needed to prevent the kind of
excessive liquidity creation that took place
in 1970—and has continued in 1971 also—
should not impose any sacrifices on the eco-
nomies ‘of developing countries seeking to
develop at a socidly tolerable pace.

177. Ancther development of magor inter-
national monetary significance is the likey
entry of the U. K. into the
European Economic Com-
munity, which foreshadows a
fairly rapid change in the role

* This reserve gain itself was unevenly distributed
among the less developed ¢ountries: countries whose

exports consist chiefly Of petroleum, minerals or manu-
factures accounted Tor half of the gain of the group.

U.K.’s Entry
into E.E.C.

of sterling. The U. K. has made clear to the
EEC her “readiness to envisage an orderly
and gradual reduction of officid sterling ba
lances’ after her accession. Apart from the
understanding given by the U. K. to the EEC,
the shedding of the reserve role of sterling is
also widely being discussed. For the present
officid holders of serling, including India,
changes in the status of sterling would be a
matter of considerable importance. Alterna-
tive reserve assets as well as dternative inter-
vention currency/currencies would have to
be found. The arrangements moreover should
not entail any losses either in terms of
liquidity, earning power, or exchange value.
From this point of view the ‘proposa re-
ported to be made by one of the EEC partners
is fraught with considerable danger. The
proposa is that the existing holders of sterling
balances should be guaranteed a lower per-
centage than at present of their holdings while
extending the period of guarantee.

178. The May 1971 currency crisis in
Europe has expectedly given a further impetus
to the efforts to reform the
international monetary me-
chanism.  Accordingly, in-
creased flexibility for day to
day market rates of exchange appears to have
gained wider approva during the year as
one instrument of reform. Simultaneoudly,
however, there has been a move towards a
lowering of the margin for fluctuations in the
rates of the EEC currencies among them-
selves. The EEC Finance Ministers had
decided to make a beginning on June 15, 1971
towards a reduction in the maximum possible
swings among their currencies in terms of
one another. But the floating of the D-mark
and the Netherlands guilder from May 10,
1971 has prevented this step being taken as
scheduled. Fixed market exchange rates
among the EEC currencies may confer ma-
terial benefits on the EEC economies. But
if this development takes place simultaneously
with a widening, under the IMF statutes, of
the margins within which the members cur-
rencies may fluctuate on the markets, the
non-EEC currencies would be a a dis
advantage vis-a-vis the EEC currencies. The
currencies of less developed economies would
be a a significantly greater disadvantage in
view of ther relaively weaker economic
position.

International
Monetary
Reform
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179. World trade in 1970 recorded in
terms of value the same rate of growth-144
per cent-as in 1969, while
the growth in volume was
8% per cent or 2} percentage
points lower than in the pre-
ceding year. The performance of the deve-
loping countries was impaired by the adverse
movement in their terms of trade. Exports
of the less developed cotmtries increased in
volume by 8 per cent as against 7 per cent in
1969, but in value they rose by 11 per cent
as against 11} per cent in the preceding year.
The growth in the value of developed coun-
tries' exports from 15 per cent to 154 per cent
over the year, however, was accompanied by
afal in the growth of volume from 11 per cent
to 9 per cent.

World Trade
and Aid Flows

180. Reference was made in the last year's
Report to the norms recommended in the
Pearson Report in regard to the development
assistance to less developed countries, ‘and it
was also pointed out that the actual assistance
flows in 1969 fell short of those norms. It is
widely held that adequate internationa liqui-
dity encourages the flow of assistance by re-
moving balance of payments constraints on
potential providers of developmenta assis
tance. Despite substantial accretions to the
exchange reserves of most developed nations,
however, the assistance flows did not materially
improve in 1970. The net financia flows from
members of the O.E.C.D. to developing coun-
tries showed some increase over the year
owing to the growth of export credits and
private investment, while officia development
assistance remained at about the same level
asin 1969. But, as a percentage of the GNP
of the -donor countries, official developmental
flows from the O.E.C.D. member countries
declined over the year, while the total net
Ifinglncial flows remained at about the same
evel.

Assessment and Prospects

181. The review of the developments in
the Indian economy during the Bank's ac-
counting year 1970-71 in the foregoing para-
graphs indicates that athough the economy
was able to attain for the second year in suc-
cession the targeted rate of growth in the
Fourth Plan, it is currently passing through

quite a difficult period. Foremost among
the aspects of the economy which is causing
concern is the price- situation. The year
began with a strong upward pressure on
prices. Subsequently, as a result of the
various measures taken, prices eased off.
However, in the recent months the rising trend
has asserted itself once agan. All the
commodity groups except ‘industria raw ma-
terials have been on the uptrend. Amongst
industrial raw materials, raw cotton prices
have shown a phenomena increase. A num-
ber of ‘manufactures have registered large
increases. These include items like chemicals,
machinery and transport equipment and ma
nufactures, which are important from the
point of view of future growth of the industry
and exports.

182. On the supply side, while four suc-
cessive years of good monsoons have eased
the food situation and a comfortable stock
position has been built up with the Govern-
ment, there are indications that the current
monsoon may not maintain this record.
Sizeable areas have been affected, some by
severe floods and others by severe drought.
As far as food crops are concerned, this may
cause perhaps no more than a small set-back
to the growth rate. As regards cash crops,
the performance of which is rather uneven
and generadly disappointing, the situation in
the immediate future is likely to remain
difficult.

183. The rate of growth of industrial pro-
duction has falen considerably short of the
targeted rate for the Fourth Plan; and, of
late, a certain amount of deceleration seems
to have developed in the growth rate. Im-
portant basic industries like iron and steel
and coa and capital goods industries like in-
dustrial machinery and transport equipment
have all recorded absolute declines. Among
consumer goods, cotton textile output con-
fihued to stagnate. Shortages of raw mate-
rials, continued slackness in public sector
investment, power and transport bottlenecks
and strained industria relations have al con-
tributed to the deceleration.

184. As regards the demand side, money
supply continues to expand a a high rate.
The main expansionary factor has been net
bank credit to Government which has showed
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phenomenal increase. Bank credit to the
commercial sector by contrast showed a
smaller expansion both in absolute terms as
well as in terms of the growth rate. Over
the year, banks reduced their borrowing from
the Reserve Bank by nearly one-third of the
outstanding level. The larger bank credit
to Government reflects generally the growing
imbalance in the budgetary operations, arising
mainly on account of the considerably smaller
growth rate of total receipts despite a slow-
down in the rate of growth in total disburse-
ments. The imbalance is- particularly marked
in the case of the State Governments, which
used up more than twice the amount of Re-
serve Bank credit as compared to the Central
Government. Though the Centra Govern-
ment has taken a number of measures in the
budget for 1971-72 to raise tax revenues to
meet the growing needs of development and
to provide temporary shelter to the evacuees
from East Benga, the dimensions of the
evacuee problem have grown so vastly as to
place an intolerable burden on the resources.
The overall budgetary position of the State
Governments continues to add to the monetary
expansion a a substantia rate.

185. Investment in the economy has shown
a moderate degree of improvement both in
the public and the private sectors. More
important, investment in priority sectors such
as smal-scale industries and agriculture has
been facilitated considerably as a result of the
various measures taken to increase the flow
of finance to these sectors.  All the same, the
total volume of investment needs to be step-
ped up significantly if the Fourth Plan expec-
tations are to be fulfilled.

186. In the external sector of the economy
there are signs of increasing pressure. The
trade as well as the current account deficits
for the calendar year 1970 were somewhat
larger than those for the calendar year 1969.
The main cause for this is the increasing
demand for imports arising out of shortages
in domestic production of important raw
materials and basic manufactures like raw
cotton and steel. Exports have shown some
signs of an improvement in the growth rate
recently after a long period of low growth.
However, there are as yet no clear indications
that the country has achieved a high rate of
growth in exports on a long-term basis. Do-

mestic shortages of raw materials have ham-
pered progress by raising the cost structure
and causing delays in export production.

187. Many of these difficulties, it is true,
have been the result of the operation of tem-
porary factors and should soon disappear.
This applies particularly to those sectors of
industrial production where shortages of raw
materials have been the man bottleneck.
The recent liberadisation in import policy
would assist industry and exports conside-
rably in this respect. More important, in.
the longer perspective, the economy has made,
considerable progress in gearing up the insti-
tutional structure for short and long-term
credit closely with the planning process initia-
ted last year, and this was carried further.
The public sector banks have enlarged their
territorial coverage sizeably by opening nearly
1900 new branches mostly in the rural and
semi-urban areas, providing banking facilities
to a large number of previousy unbanked
centres.  Following completion of techno-
economic surveys, systematic measures have
been adopted by IDBI to promote viable
industrial projects in the backward areas.
Another important development in this direc-
tion is the setting up of the Industrid Re
construction Corporation of India for rehabi-
litation of closed industrial units or those
facing the risk of closure by way of recon-
struction in eastern India The nationalised
banks have oriented their lending policies
in the light of national policies and priorities
and have shown notable progress in imple-
mentation of schemes designed specifically
for the benefit of borrowers of small means.
The establishment of the Credit Guarantee
Corporation which would provide .-guarantee
for lendings by these banks to small borrowers
other than small-scale industries for which
these facilities aready existed, would provide
the banks valuable support. Under the Lead
Bank Scheme, district surveys have been com-
pleted in about 165 districts by the public
sector banks and the process of co-ordination
for dlocation of newly identified centres
between the banks has been initiated ; this
should pave the way for co-ordinated action
in implementation of district credit plan.
The Smal Farmers Development Agencies
and the Margina Farmers and Agricultura
Labour Agencies have been set up in a large
number of selected districts. In the industrial



SUPPLEMENT TO THE RESERVE BANK OF INDIA BULLETIN, AUGUST, 1971

sector, with a view to improving the existing
system of distribution of raw materials, be-
sides widening the scope of the MMTC and
STC, three institutions, viz., the Cotton Cor-
poration, the Jute Corporation and the Ca
shew Corporation have been newly constituted
and have adready started functioning. In
respect of the Industrial Policy there was
a distinct policy reorientation in favour of
industries established in backward regions
and those in the small-scale sector. Positive
steps were also taken to foster the develop-
ment of ‘joint sector’ on the lines of the Dutt
Committee Report.

188. Progress also continues to be made
in the spread of the new technology in agri-
culture. Larger utilisation of the irrigation
potential, wider spread of improved seeds
and fertilisers, and better farming practices
mean that the basic need of the public for
foodgrains can be satisfied reasonably. How-
ever, there are ill large areas subject to the
vagaries of the monsoon. Also, even in food-
grains most of the breakthrough is in respect
of wheat. Efforts at evolving dry farming
techniques and further exploitation of deeper
aquiferous of ground water call for the highest
priority. Again, in a predominantly rice
eating country the long-term solution of the
food problem requires a breakthrough in rice
technology. This in turn means that research
efforts in this regard need to be further streng-
thened. Progress in developing an appro-
priate technology for the cash crops continues
to remain inadequate. Research efforts are
being pursued to overcome these inadequacies.

Il. DEVELOPMENTS

191. During the year under review, the
Industrial Development Bank of India (IDBI)
intensified its efforts to wi-

IDBP’s Opera- den the scope and enlarge
tions_and the size of its operations.
Apat  from streamlining

its set-up and refining its methods and criteria
regarding the operations of its existing sche-
mes of finance, it adopted special measures to
promote viable industria projects, parti-
cularly in the backward areas. The IDBI
is playing arole of a catalytic agent in inducing
and bringing together, under its leadership,
various dl-India and State level ingtitutions,
including the lead banks and the Industries

N
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189. These developments suggest that the
economy is in a better position than ever before
to attain a high sustained rate of growth.
With the progress that is being made in agri-
culture a vast market for industrial products
is beginning to wake up. To tap it fully
would require a strong and sustained upsurge
in industrial production requiring in turn
a step-up in investment by both the public
and the private sectors. It will also require
overcoming the various organisational defi-
ciencies that have come to light in recent
years in both the public and the private sectors
of industry and an improvement in the in-
dustrial relations.

190. The most important need of the mo-
ment, however, is the maintenance of a rea
sonable degree of price stability in the eco-
nomy. The massive increases in money sup-
ply that are taking place largely as a result
of the budgetary operations of the govern-
mental sector pose a difficult problem in this
regard. Unless a reasonable degree of ba-
lance is achieved between these increases in
money supply and the increases in rea income,
there is a likelihood of the price situation
getting out of hand once again. Balance is
also necessary between the governmental
sector and the private sector as to the use of
bank credit. This would call for the most
careful control on the use of bank credit by
both the sectors, in addition to such measures
as direct controls in suitable cases for protec-
tion of the weaker sections.

INDUSTRIAL FINANCE

Departments of State Governments to form
an inter-ingtitutional group to take decisions
on a wide range of problems. These range
from identification of a project to preparation
of detailed project reports and provision of
technical and financial assistance possibly on
a consortium basis. Surveys to identify con-
crete projects, initiated during 1969-70 in
collaboration with other term-lending institu-
tions, were completed during the year in eight
States and four Union Territories. The survey
reports relating to four States and one Union
Territory were finalised and follow-up action
initiated. The possibilities of setting up pro-
jects that have emerged from these surveys
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are being discussed with the concerned State
Governments. In some cases, even before
such discussions, the feasibility studies of
some identified project ideas are being made
in association with some private technical
consultancy services.

192.  An important measure for stimulating
the setting up of industrial projects in back-
ward areas is the system of differential interest
rates, to which a reference was made in the
Annual Report for the year 1969-70. The
changes effected in IDBI's lending rates
during the year under review further widened
the interest rates differentials. Thus, in Oc-
tober 1970, when it raised the normal rate of
interest on direct loans to industrial concerns
(other than for exports) and again, in January
1971, when it raised the refinance/rediscount
rates following the raising of the Bank rate
by the Reserve Bank, the concessiona rates
for direct loans and refinance in respect of
industrial units in backward areas were kept
unchanged.

193. During the year, IDBI took further
steps to encourage the flow of ingtitutional
finance to the small-scale sector. These in-
clude simplification of procedures for sanction
and disbursement of refinance to State
Financial Corporations (SFCs) in respect of
term loans upto Rs. 2.00 lakhs, thus making
the refinance scheme near-automatic.

194. Among its existing schemes of assis-
tance in the field of export finance, IDBI has
emerged as a major partner along with com-
mercia banks. It has set up two groups, viz.,,
the Informal Consultative Group and the
Ad-hoc Working Group, comprising members,
in both the groups, from IDBI, commercia
banks, the Reserve Bank and Export Credit
Guarantee Corporation (ECGC). The objec-
tive of the Consultative Group is to discuss
broad problems and policies in the field of
export finance and identification of possibili-
ties in the fields of exports of goods and ser-
vices, and turn-key jobs and joint ventures
abroad. The Ad-hoc Working Group is to
provide guidance to exporters at the pre-bid
stage and to expedite the processing of cases.
IDBI also gave wide publicity to the export
schemes operated by it and conducted semi-
nars of bankers in Bombay, Calcutta, New
Delhi and Madras on the techniques of finan-
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cing exports on deferred payment basis so as
to share ideas and experience in the field.

195. During 1970-71, IDBI constituted
Regiona Committees at Cacutta, Madras
and New Delhi to help and guide the regiona
offices opened at these centres during the
previous year and to take decisions for sanc-
tion of assistance upto specified limits. The
regional offices together with the branch
offices opened so far in 9 other centres would
enable IDBI to have a first hand knowledge
of the regiona problems and to establish live
contacts with State level ingtitutions as well as
with potential entrepreneurs.

196. Ancther  important  development
during the year was the setting up of the In-
dustrial Reconstruction Corporation of India
Ltd.,, a the initiative of IDBI, on April 12,
1971, as a joint stock company with its head-
guarters at Calcutta. It has authorised and
subscribed capital of Rs. 25 crores and Rs. 10
crores,  respectively. The IDBI has subscribed
50 per cent of the share capital, and the ba
lance was shared by the Industrial Finance
Corporation of India(IFCI), the Life Insurance
Corporation of India (LIC), the Industrial
Credit and Investment Corporation of India
Ltd., (ICICl), the State Bank of India and the
nationalised banks. The Corporation will
endeavour to rehabilitate closed industria
units or those facing the risk of closure, by
way of reconstruction of share capital, streng-
thening of management, diversification of
products, improvement in technology and
labour relations, and rendering financial assis-
tance on soft terms.

197.  During the year under review, IDBI’'s
size of operations, both sanctions and dis-
bursements under all the schemes of finance,
was markedly larger than during 1969-70.
Total sanctions of assistance (excluding gua
rantees) at Rs. 131.1 crores during 1970-71
were double the level in 1969-70 (Rs. 65.2
crores). Disbursements were also higher by
about 50 per cent, having risen from Rs. 52.3
crores in 1969-70 to Rs. 784 crores in 1970-71.
Since its inception till the end of June 1971,
IDBI's assistance sanctioned (excluding gua-
rantees) totalled RS. 466.2 crores and dis
bursements Rs. 358.4 crores. Assistance out-
standing as on June 30, 1971 amounted to
Rs. 265.3 crores. Besides, guarantees sanc-
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tioned upto the end of June 1971 amounted
to Rs. 31 .0 crores,

198. IDBI’s direct assistance (other than
for exports) in the form of loans, underwriting
and guarantees sanctioned to industria con-
cens increased from Rs. 16.3 crores in 1969-70
in respect of 22 projects to Rs. 51.4 crores in
1970-71 covering 33 projects. Specia at-
tention continued to be paid to comparatively
small projects introducing new technology
set up by technician-entrepreneurs, and during
the year, it sanctioned assistance to two
such projects. Besides assisting 16 other pro-
jects (including three public sector projects),
which envisaged the setting up of new capacity
or expansion/diversification of existing capa-
city in various types of industries, supple-
mentary assistance* was granted to 15 projects
for meeting the over-run in project cost and/or
relieving the strain on the financia position
of industrial concerns. It has been the policy
of IDBI to assist public as well as private
sector projects which are economicaly viable
and which could be managed efficiently during
their gestation period as well as later.

199. In the sphere of refinance of indus-
trial  loans, sanctions during the year at
Rs. 25.6 crores were higher by 79 per cent as
compared with Rs. 14.3 crores in 1969-70.
Refinance assistance in respect of loans to
small-scale industries and small road transport
operators continued to increase both in abso-
lute terms and as a proportion to total re-
finance. Of the total refinance assistance
sanctioned for Rs. 25.6 crores in respect of
1,483 applications during 1970-71, those
granted to small-scale industrial units and
small road transport operators amounted to
Rs. 14.8 crores in respect of 1,388 applica
tions ; assistance sanctioned to these sectors
more than doubled as compared with that
in 1969-70 (Rs. 6.1 crores). As a proportion
of total refinance, such assistance increased
from 43 per cent in 1969-70 to 58 per cent in
1970-71.

200. The scheme for rediscounting of
machinery bills has benefited several ma
chinery manufacturers and users of machinery,
The face value of bills rediscounted rose
from Rs. 24.1 crores in 1969-70 to Rs. 28.5
crores in 1970-71. Total assistance under
the scheme upto the end of June 1971 amount-

ed to Rs. 89.9 crores, benefiting in al 209
machinery manufacturers and 1,059 purchaser-
users of machinery. In order to acquaint
the discounting banks with the procedura
matters relating to the scheme and aso to
benefit from their experience in operating it,
IDBI conducted recently four seminars of
commercial bank officers associated with the
scheme at Bombay, New Delhi, Calcutta and
Madras.

201. The IDBI's assistance under the ex-
port finance scheme aso registered a notable
increase during the year under review. Sanc-
tions under this head rose from Rs. 12.5
crores in 1969-70 to Rs. 26.1 crores in 1970-71.
This covers both direct loans and guarantees
to exporters (Rs. 12.4 crores) and refinance
of export credits (Rs. 13.7 crores). The
assistance sanctioned covered exports of a
wide range of engineering products such as
steel rails, bars and railway track equipment,
diesel engines, railway wagons, textile machin-
ery, transmission line towers, automobiles
and spares, etc.

202. During the year, IDBI contributed
Rs. 1.8 crores to the special debentures of
ICICI. The amount disbursed to ICICI
since inception upto the end of June 1971
totalled Rs. 15.7 crores. Besides, IDBI
subscribed, upto the end of June 1971, Rs. 6.9
crores to the bonds and share issues of
16 SFCs.

203. The size of operations of the other
al-India term-lending institutions also showed
an appreciable rise during

Other All-India the year under  review.
Term-Lending Thus, the operations of the
Institutions ICICI showed a marked
increase in sanctions (rupee

and foreign currency loans, underwriting and
direct subscriptions) from Rs. 22.8 crores in
1969-70 (April-March) to Rs. 43 .O crores
in 1970-71. Its disbursements at Rs. 29.2
crores in 1970-71 were aso considerably
higher than in 1969-70 (Rs. 19.8 crores). The
increase in sanctions was mainly brought
about by increases in foreign currency and
rupee loans. In the case of the IFCI, while
total sanctions (rupee and foreign currency
loans, underwriting and direct subscriptions)
registered a notable increase from Rs. 18.6
crores in 1969-70 to Rs. 35 .0 crores in
1970-71, disbursements during the year at
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Rs. 17.4 crores were more or less at the same
level as in the previous year.

204. Total loans sanctioned by 18 SFCs
(including the Tamil Nadu Industrid Invest-
ment Corporation) during
the period April 1, 1970 to
March 31, 1971 increased
by over 50.per cent to Rs. 49.0
crores from Rs. 32.2 crores
in 1969-70. Disbursements during the period
were also noticeably higher at Rs. 32.9 crores
as compared with Rs. 21.4 crores during the
previous year. Loans outstanding as on
March 31, 1971 stood at Rs. 127.9 crores,
registering a net increase of Rs. 23.4 crores
over the outstanding’ as on March 31, 1970.
Of the tota sanctions and disbursements
during 1970-71, the share of small-scae in-
dustries was Rs. 35.8 crores (73.1 per cent)
and Rs. 22.3 crores (69 per cent), respectively.
Till January 1971, i.e, before the Bank rate
was raised, the effective lending rate of SFCs
to small-scale industries ranged between 7
per cent and 8 per cent subject to availability
of refinance from IDBI a a concessiona
rate of 41 per cent per annum. Conseguent
upon the increase in the Bank rate from 5
per cent to 6 per cent, IDBI raised its con-
cessional rate of refinance from 4.5 per cent
to 5 per cent subject to the rate charged to
borrowers by the financia ingtitutions not
exceeding 85 per cent. Correspondingly,
nine SFCs raised their lending rates generally
by 0.5 per cent. On loans to other units,
the effective lending rate was between 7.5
per cent and 10.5 per cent. Four SFCs
charged interest at 6 per cent per annum to
borrowing units in backward areas.

Operations  of
State Financial
Corporations

205. In pursuance of the recommendations
of the 14th Conference of representatives of
SFCs, a Working Group on Resource Mobili-
sation, Profitability and Allied Problems of
SFCs was set up in April 1970. The Group’s
Report submitted in December 1970 is at
present under consideration of the Reserve
Bank of India

Financing of Small-Scale Industries

206. The Credit Guarantee Scheme as
modified with effect from February 1, 1970
(details of which were given

Credit Guarantee in the previous year's Re-
Scheme port) made considerable pro-
gress during the year under

review. By the end of June 1971, 149 credit
institutions including all the major commercia
banks, and 56 co-operative banks and State
Financial Corporations had joined the modi-
fied Scheme. The amount of guarantees out-
standing as at the end of June 1971 stood at
Rs. 790.97 crores as against Rs. 661.77 crores
a the end of June 1970. Since the inception
of the Guarantee Scheme in July 1960 upto
the end of June 1971, claims of guarantee
obligations numbering 200 for an aggregate
sum of Rs. 27.15 lakhs were paid to the credit
institutions. However, as at the end of
March 1971, amounts reported in default,
which might *eventually lead to settlement
of claims, covered 1,799 cases for Rs. 589.04
lakhs, as against 463 cases for Rs. 141.97
lakhs as at the end of June 1970.

207. One of the important objectives of
the modified Scheme is to introduce an ele-
ment of automaticity in the guarantee cover
available to credit indtitutions. This has
been achieved in asmuchas the credit facilities
granted to small-scale industries by banks/
Corporations are deemed to be guaranteed
as soon as they are granted and reported to
the Guarantee Organisation (RBI) in the
prescribed quarterly statements. Further,
under the modified Scheme, the Guarantee
Organisation bears a larger risk than under
the earlier Scheme. To ensure that credit
institutions exercise due vigilance and care in
sanctioning and recovering advances to small-
scale industrial units, the Guarantee Organi-
sation has introduced a programme of test
checks of quarterly statements by deputing its
officers to the branches of banks. During the
first year of the operation of the modified
Scheme, 5 per cent of the reporting branches
were selected for test checks.

208. As the Guarantee Scheme has been
introduced with a view to enlarging the flow
of institutiona credit to small-scale industries,
the Guarantee Grganisation operates the
Scheme in a manner helpful to the small
industries, particularly the weaker units.
On a suggestion made by the Guarantee
Organisation, 74 banks (including major
commercial banks) and 16 State Financia
Corporations have agreed to bear themselves
the guarantee fee at 1/10 of 1 per cent instead
of recovering it from their constituents.
With the guarantee facilities afforded under
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the Scheme, credit ingtitutions are expected
to liberalise, where necessary, their terms
of lending to small-scale industries, parti-
cularly in regard to margin requirements.
Soft loans or loans on a clean basis, wher-
ever deserving, might be extended by credit
institutions, especialy in respect of schemes
promoted by qualified technicians/entrepre-
neurs. The Guarantee Scheme covers such
soft or clean advances. Where a unit defaults
in the payment of its dues to a bank, the Gua-
rantee Organisation examines expeditioudy the
possibility of rehabilitating it and in deserving
cases, the credit institution is urged to under-
take a programme of nursing.

209. During the 9 month period July
1970 to March 1971, total credit limits sanc-
tioned by scheduled com-

cheduled mercial banks to small-
Banks' Finance to scale industries recorded a
Slnéa"-s_ca'e rise of Rs. 83.8 crores to
ndustries Rs. 868.3 crores over and
above the increase of Rs. 156.8 crores in
limits sanctioned in the corresponding period
of 1969-70. The number of units financed
increased from 89,307 to 1,03,550 or by
15.9 per cent. The amount of outstanding
advances totalled Rs. 493.1 crores as at the
end of March 1971, showing arise of Rs. 79.1
crores as against an increase of Rs. 108.3
crores during July 1969-—March 1970. The
relatively smaler rise in credit extended by
banks to small-scale industries during the
period under review has to be viewed in the
context of spurt in advances to this sector
since June 1968, the rise in credit between
June 1968 and June 1970 being Rs. 224
crores. It is also significant to note that the
proportion of bank credit to small-scale in-
dustries in total bank credit has gone up
from 9.8 per cent in June 1970 to 10.6 per
cent in March 1971, indicating that the im-
pact of credit stringency witnessed during
the latter part of 1970-71 busy season was
felt less on the flow of credit to small-scale
industry sector than on other sectors. The
share of industrially backward States in
advances to small-scale industries has gone
up since June 1968, the increase being parti-
cularly marked in respect of Andhra Pradesh,
Bihar and Uttar Pradesh. The amount of
term loans (including instament  credit)
sanctioned by scheduled commercial banks to

small-scale industrial units as a the end of
December 1970 was of the order of Rs. 112
crores, the outstanding against which amount-
ed to Rs. 76 crores, i.e., about 16 per cent of
the total credit to this sector.

210. The banks in the public sector (the
State Bank of India and its subsidiaries and
14 nationalised  banks) accounted for 89
per cent of the total outstanding credit to
small-scale industries, the share of the State
Bank of India and its subsidiaries being 40
per cent. The credit limits sanctioned by
the State Bank of India Group to small-scae
industries as at the end of March 1971
amounted to Rs. 320.4 crores recording a
rise of Rs. 28 crores over the June 1970 level.
This increase was less than half the rise in the
corresponding period of 1969-70. The out-
standing credit by this Group to small-
scale industries at Rs. 197 crores as at the end
of March 1971 showed a rise of Rs. 337 crores
(or 21 per cent) over the level at the end of
June 1970. The amount of loans sanctioned
by the State Bank of India Group, under
their Scheme for financing craftsmen and
other qualified entrepreneurs, more than
doubled from Rs. 3.4 crores covering 297
units as at the end of March 1970 to Rs. 7.1
€rores covering 562 units as. at the end of
March 1971.

211. The 14 nationaised banks sanctioned
to small-scale industria units credit limits for
an aggregate amount of Rs.*459 crores as at
the end of March 1971, showing a rise of
Rs. 47 crores (or 11 per cent) between June
1970 and March 1971. The number of units
financed by these banks increased by 5779
during the period. Outstanding credit at
Rs. 244 crores at end-March 1971 showed
an increese of Rs. 37.2 crores which was some
what lower than the increase in the corres
ponding period of 1969-70 (Rs. 50.7 crores).

212. A reference was made in the last
year's Report to the specia schemes for-
mulated by banks to finance technicaly
quaified entrepreneurs on libera terms.
Data available for seven nationalised banks
show that these banks had, under their re-
spective schemes, sanctioned Rs. 1.35 crores
covering 540 entrepreneurs as at the end of
December 1970.
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213. There was a further step-up in the
scale of assistance by scheduled commercial
banks to small road and water transport
operators. Credit limits sanctioned to this
sector as on the last Friday of March 1971
amounted to Rs. 63.9 crores, showing a rise
of Rs. 23.2 crores over end-June 1970 level
as compared with the rise of Rs. 20.8 crores
in the corresponding period of 1969-70.
The amount of outstanding credit at Rs. 47.5
crores as at the end of March 1971 was about
50 per cent higher than that as at the end
of June 1970 (Rs. 30.6 crores). There was
also a marked increase in the credit extended
by scheduled commercial banks for setting
up industrial estates, the amount of limits
sanctioned being Rs. 3.74 crores as at the end
of March 1971 as against Rs. 1.17 crores
as at the end of March 1970, and the amount
outstanding being Rs. 3.17 crores as compared
with Rs. 36 lakhs.

Unit Trust of India

214. Sde of units during the period July
1, 1970 to June 30, 1971, amountedto
Rs. 18 .00 crores as against Rs. 22.83 crores
in the corresponding period of the preceding
year ; the corresponding repurchases ‘were
Rs. 3.19 crores and Rs. 2.03 crores. A
moderate set-back noticed in 1970-71 re-
flected mainly the hardening of the interest
rates in the economy, which improved the
competitive pogition of other investment
media available to investors in the relatively
smal and medium income groups. Another
important factor was the extension, under the
Finance Act, 1970, of exemption from income-
tax to income (upto Rs. 3,000) earned from
investments in practically all types of financid
assets ; till then this exemption was restricted
to income upto Rs. 1,000 each from invest-
ment in the Trust units and dividends on
shares in Indian companies (apart from the
whole of the interest earned on a number
of small and postal savings schemes).

215.  The aggregate value of units sold and
outstanding with the Trust as of June 30,
1971 amounted to over Rs. 92.25 crores, the

total number of unit-holders registered with
the Trust being over 3,80,000. As of June 30,
1971, overdl investments of the Trust aggre-
gated Rs. 105.14 crores. Of these, ordinary
shares accounted for Rs. 39.66 crores (37.7
per cent), preference shares for Rs. 13.08
crores (124 per cent), debentures for Rs. 40.89
crores (38.9 per cent) and Government securi-
ties and bonds of financial corporations for
Rs. 0.45 crore (0.4 per cent). The balance of
Rs. 11.06 crores (10.6 per cent) represented
advance deposits for debentures which the
Trust had agreed to underwrite/subscribe,
application money for purchase of shares and
debentures, advance call deposit and cal and
short notice deposits.

216. There was a further expansion in the
network of agents and stock brokers who
canvass sdle of units among the investing
public. The number of approved agents
and brokers as on June 30,1971 stood at 2,756
and 320, respectively, as against 2,303 and
315 as on the corresponding date last year.
Besides sales over the counter at the Trust's
Offices, units continued to be on sde at all
the branches of leading banks and at about
18,000 post offices throughout the country.

217. Reference was made in the last
Report to the Children's Gift Plan, 1970,
launched by the Trust from July 1, 1970,
which provides a facility to parents, close
relatives of a minor child and others to accu-
mulate capital in the form of units for the
benefit of the child. The Plan has made a
good start, sale of units under it till June 30,
1971 amounting to over Rs. 56 lakhs under
more than 2,300 applications. A ‘Unit-Linked-
Insurance Plan’ is being formulated in co-
operation with the Life Insurance Corporation
of India and this is proposed to be introduced
shortly. The man objective of this Plan
is to provide investors, especially from the
relativdly small and middle-income groups
of the community, a facility for regular savings
and investment of these savings in units of the
Trust combined with the advantage of life
insurance cover during the period of the
Plan.
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I1l. PROGRESS IN COMMERCIAL BANKING

218. The nationalisation of maor com-
mercia banks was done ‘to control the heights
of the economy and to meet progressively
and serve better the needs of development
of the economy in conformity with national
policy and objectives” The entire gamut
of Government's economic policy has been
re-oriented in recent years with a view to
bringing about a better regiona balance and
aso a more egditarian economic base. The
Lead Bank Scheme and programmes for
branch expansion would no doubt bring
about a wider territorial spread of banking
facilities. With a view to subserving, in a
positive way, the socia priorities through the
banking system, a beginning has aready
been made in refining the existing methods
and criteria used by the banks. The natio-
nalised banks have considerably diversified
their lending policies ; simultaneoudy, the
Reserve Bank on its part has been endeavour-
ing to provide precise measures and guide-
lines in this regard. In concrete terms, while
the credit needs of organised sectors of in-
dustry and trade, which the banks hitherto
amost solely met, continue to be provided
for, institutional credit facilities at reasonable
rates of interest are extended to a large number
of borrowers of small means, such as small
farmers, small-scalle manufacturers,  retail
traders, road-transport  operators, small
businessmen, professionals and ‘self-employed
persons. For the small-scale industries sector,
a Credit Guarantee Scheme has been in
operation now for more than a decade. This
Scheme was systematically revised last year
and the guarantee cover for the banks' lending
to such industries was made almost automatic.
But, there are still smaller borrowers than
the small-scale industries who had been almost
neglected by the banking system. With aview
to facilitating the extension of credit to such
borrowers whose activities possess consider-
able employment potentid, appropriate
guidelines have been issued by the Bank.
Guidelines have aso been issued in respect
of banks lendings to agriculture, another
field which was till recently practically out-
side the commercial banking lending system.
Bank lending for such categories does, how-
ever, involve an element of risk and needs
some cover of guarantees and therefore, a
new public limited company known as the

Credit Guarantee Corporation of India Ltd.,
has been set up and the Corporation has
formulated definite schemes of giving gua
rantee.

219. The following paragraphs bring out
details of organisational changes and various
schemes for bank lendings and the Reserve
Bank guidelines thereon.

220. A reference was made in the previous
year's Report to the constitution, by the
Central Government, of
the first Boards of Direc-
tors for each of the fourteen

Scheme for
Broad-based
Board for

Nationalised nationalised banks with
Banks effect from July 18, 1970.
With the constitution of

the first Boards of Directors, the Reserve
Bank’s directive of February 16, 1970,
requiring the nationalised banks to obtain its
prior approval for certain specified types of
transactions, was withdrawn on August 14,
1970 and the banks were advised that the
matters referred to therein should thence-
forward be decided by their respective Boards
of Directors. Subsequently, a scheme called
the Nationalised Banks (Management and
Miscellaneous  Provisions) Scheme, 1970
was framed by the Central Government under
Section 9 of the Banking Companies (Acquisi-
tion and Transfer of Undertakings) Act, 1970.
Under the Scheme, each nationalised bank will
have on its Boards directors not exceeding
15. Sub-section 3(g) of Section 9 of the
Act lays down that every Board of Directors
condtituted under the Nationalised Banks
(Management and Miscellaneous Provisions)
Scheme framed  under sub-section 1 of
Section 9 shdl include representatives of the
employees and depositors of such banks and
such other persons as may represent the
interests of each of the following categories,
viz, farmers, workers and artisans. The
Scheme provides for two representatives of
the employees of the bank and one of the
depositors, besides providing one representa-
tive each of the interests of farmers, workers
and artisans. Government are also empower-
ed to appoint not more than five directors from
amongst persons having specia knowledge
or practical experience in respect of one or
more matters which are likely to be useful
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for the working of the nationalised banks.
There will also be not more than two whole-
time Directors, of whom, one shall be the
Managing Director. Besides, there will be one
officia of the Reserve Bank of India and one
official of the Centra Government on each of
the Boards.

221. The Scheme also makes provision
for the appointment in each nationalised bank
of two employees on the Board of Directors—
one from among those who are workmen in
the bank and the other from the employees
in the bank other than workmen. The
director from the employees who are work-
men is to be appointed by the Government
out of a panel of three names furnished by the
Representative Union in the concerned bank.
The other director from amongst employees
who are not workmen would be appointed
by the Government in consultation with the
Reserve Bank of India

222. A Representative Union has been
defined in the Scheme as a Union registered
under the Trade Unions Act, 1926 (16 of
1926) or a federation of such Unions, where
such Union or federation, as the case may be,
is certified, after due verification by the Chief
Labour Commissioner (Central), as having
the largest number of workmen employed in
the nationalised bank as members who have
regularly paid their dues to the Union or to
any of the Unions congtituting the federation.
This is subject to a minimum of 15 per cent of
the tota number of workmen employed in
the concerned nationdised bank being veri-
fied members of the Union or federation.
The First Schedule to the Scheme prescribes
the procedure to be followed for verification
of membership of Unions operating in natio-
nalised banks.

223. Under the Act, referred to above,
the Scheme is required to be placed before
both the Houses of Parliament for a minimum
period of thirty days before it could be
brought into force. The Scheme was ac-
cordingly placed before both the Houses
of Parliament on November 17, 1970 and was
discussed by the two Houses in December,
1970.

224. With regard to their overseas
branches, the nationalised banks are taking
suitable steps according to

Foreion local !aNS in each country for
Nationalised  €fecting the transfer of the
Banks properties and other assets,
gtc., standing in the names

of the then existing banks to the corresponding
new banks. As mentioned in the previous
year's Report, in Uganda, the two nationalised
banks concerned, viz., Bank of Baroda and
Bank of India, have formed subsidiary com-
panies to comply with the local lega require-
ments. The Government of Uganda had ear-
lier acquired 60 percent of sharesin these com-
panies. This position has recently undergone
a change and the Government share-holding in
the company has been reduced to 49 per cent.
Negotiations are now in progress for taking
over the subsidiary Bank of India by the sub-
sidiary Bank of Baroda. In the case of the
branches in Malaysia, as foreign State-owned
or State-controlled banks are not permitted
to carry on banking business in that country,
it is proposed to form a new company to take
over the business of the eleven branches of
the three Indian banks, viz, Indian Bank,
Indian Overseas Bank and United Commercial
Bank. The three corresponding new banks
in India and Malaysian citizens of Indian origin
would each hold 333 per cent of the paid-up
capital of the proposed company. 30 per cent
of the paid-up capital would be allotted to other
Malaysian citizens, companies and corpora-
tions resident in Mdaysia and the remaining
34 per cent would be unrestricted. As for
branches in Singapore, the Parliament of that
country has passed the Banking Act, 1970
which came into force in January, 1971.
Under Section 9 of the Act, no bank whose
Head Office is situated outside Singapore shall
be granted licence unless (i) its issued and
paid-up capital is not less than the equivaent
of 6 million Singapore dollars (about Rs. 1.47
crores), and (i) it holds net Head Office
funds not less than 3 million Singapore dollars
(about Rs. 73.50 lakhs), in respect of its
business in Singapore at al times in the form
of approved assets. The banks are required
to comply with these provisons within a
period of two years from the date of coming
into operation of the said Act, i.e, by the end
of December, 1972. Further, every? bank
in Singapore is required to pay such annua
licence fee as may be prescribed by their

Foreign



SUPPLEMENT TO THE RESERVE BANK OF INDIA BULLETIN, AucusT, 1971 69

Government. For the year 1971, licence fee
of S. $ 50,000 for the main branch and
S. $5,000 for each of the sub-branches in
Singapore has been prescribed and the four
banks, viz., United Commerciad Bank, Bank
of India, Indian Bank and Indian Overseas
Bank, have paid the requisite fees for the year.

225. The future set-up of the foreign
branches of the Indian banks is under con-
sideration.

226. The previous year's Report contained
genesis, objectives and basic programmes of
the Lead Bank Scheme in-
troduced by the Bank in
December 1969. The basic
objective was one of orienting banking deve-
lopment in the country towards an “area
approach” and thus ensuring that the develop-
mental needs of al regions and all sections
of the community are served by the banking
system in conformity with national priorities.
Under the Scheme, al the districts in the
country were alotted among public sector
banks and a few of the private sector banks.
Each bank is expected to survey the potential
for banking development in the dlotted
districts, to identify ingtitutional and credit
gaps and to take the initiative in endeavouring
to fill them and thus intensively involve itself
in the process of economic advancement of the
districts concerned : in sum, the promotion
of the development of the district through
the medium of banks. The immediate task
before the banks, therefore, was to acquire
a basic knowledge of the districts allotted to
them so as to enable them to formulate suit-
able schemes of action. For this purpose,
banks were asked to carry out quick and
impressionistic initial surveys of resources and
potentials of the districts alotted to them.
On completion of surveys for some of the dis-
tricts alotted to each bank, with a view to
bringing about greater co-ordination amongst
themselves and the district- developmental
programmes and laying down the basis of
follow-up programme of action, a team of
three officers from the Reserve Bank and the
Union Finance Ministry held intensive, in-
dividua discussions regarding the surveys
with the Custodiang/Chairmen and Senior
Officials so as to improve the scope of the
survey and highlight the significance of the
scheme and the follow-up action needed.

Lead Bank
Scheme

227. Good progress has been made by the
banks in completion of surveys of the districts
dlotted to them. The Survey reports in
respect of 165 districts out of 335 have been
completed and the reports in respect of most
of the other districts are in the process of pre-
paration.

228. To set the pattern of mutual co-
operation among banks and illustrate the
manner of alocation of identified centres,
the Bank convened regiona conferences of
bankers at six cities, viz., Madras, Calcuitta,
Patna, Kanpur, Bhopa and Delhi in which,
of the 1,194 unbanked centres identified by
the lead banks in the course of their surveys,
383 centres were dlotted to lead banks and
341 centres to other banks. Banks have been’
told that, as far as possible, the process of
branch expansion in identified centres in each
district should be done under the auspices
of the concerned ‘lead bank.” Following this
pattern, banks have been convening meetings
tﬁ finalise alotment of centres identified by
them.

229. To provide a basis for appropriate
follow-up action at the district level including
co-ordination of commercial banks pro-
grammes with the district development pro-
grammes, some banks have aready set up Co-
ordination Committees comprising represen-
tatives of financia ingtitutions operating in
the district and district officials.

230. Credit planning or a rational aloca
tion of the resources available with banks,
is an important aspect of

Credit Planning €CONOMIC planning and policy.
The significance of such plan-

ning is enhanced when banks have to operate
principaly with the deposits they are able to
mobilize and when recourse to borrowings
from the central banks is restricted and is
itself tuned to overall plan and monetary
requirements. For the system as a whole,
the Reserve Bank undertakes formulation of
a broad credit plan, taking account of the
national priorities, the anticipated pace of
deposit accretion, general economic situation
and likely developments in different sectors.
The first step in the formulation of a credit
plan is to provide alocation for certain pre-
emptions such as investments in Government
securities and the requirements of certain



70 SUPPLEMENT TO THE RESERVE BANK OF INDIA BULLETIN, AUGUST, 1971

essential governmental commercial operations
like food procurement, buffer stock opera
tions, etc. Another important step is that
of arriving at aggregative estimates for key
sectors, including the priority sectors. Sepa-
rate estimates are made for the busy and slack
seasons, particularly in respect of sectors
susceptible to seasonal changes.

231. Against the background of this
broad credit plan for the system as a whole,
the individual credit plan of each bank is
viewed. Discussions are held periodically
with each individua bank to assist it in
working out its programme for deployment of
funds, taking account of the specia circum-
stances in which each bank operates and with
the objective of serving national priorities while
maintaining reasonably good profitability.
To this end, advice is given to raise the credit-
deposit ratio in cases where it is low. Since
any scheme for fuller utilisation of resources
presupposes a substantial ‘roll over’ of credit,
banks are asked to explore the scope for
redeployment of existing credit and linking
it to genuine productive purposes. There is,
besides, the effort to enlarge the use of the
bill of exchange as an instrument of credit
under the new Bill Market Scheme. As an
initid step in this direction, banks are endea-
vouring to change over from the existing
practice of lending against book debts of
companies, etc., to that of discounting bills
drawn in respect of such transactions. Also
in this context, the need to ensure the recovery
of loans, extended particularly to sectors in
which the banks are yet relatively inexperienc-
ed, is stressed. Considering the complexity
of the tasks ahead, banks are asked to devote
urgent attention to the building up of a strong
organisational set-up to undertake compre-
hensive credit plans for the future.

232. The Credit Authorisation Scheme,
which was introduced by the Reserve Bank
in 1965 as one of the measures

Credit Authorisa-fo align bank credit in ac-
tion Scheme cordance with Plan priorities,
has undergone a major trans-

formation during the year under review.
The focus, which was purpose-oriented, has
been widened to cover credit appraisal on the
part of the scheduled commercial banks with
a view to imposing financial discipline on the
larger borrowers, For the purpose of proper

assessment of the credit requirements in the
light of the past performance as revealed by
the financial statements of borrowers and the
end-use of the credit, the Bank had, in terms
of the circular letter of June 30, 1970, intro-
duced a comprehensive set of forms for credit
appraisal, as finadised by the Study Group
set up for the purpose. Accordingly, banks
are now required to collect and study data
furnished by borrowers on (@) utilisation of
the existing credit limits, (b) total working
capital requirements and bank finance per-
missible together with the data relating to
the borrowing company’s ability to meet the
gap between the two, (c) comparative finan-
cia position for the previous 3 years, (d)
cash flow and (e) in respect of term loans,
project cost and financing thereof. The
other aspects now required to be looked into
are inter-corporate lending and investments,
excessive inventory build-up, diversion of
short-term funds for acquisition of fixed/
non-current assets, payment of guarantee
commission inspite Of the secured nature of
facilities or the low worth of the guarantors,
etc. In other words, banks would now be
required to lend on the basis of credit ap-
praisal and actual needs of the borrowers.
The regulatory system now evolved by the
Bank, with a better co-ordination with the
scheduled commercial banks, will permit a
proper evauation and financid appraisa
and is expected to be a more effective mecha-
nism for appropriate use and dispersa of
bank credit. Banks have been advised that
the collection of data in the prescribed forms
should not be considered as an end in itself,
but as a tool for taking judicious decisions
on the proposals for credit fecilities. It has
also been suggested to them that systematic
collection and processing of financial data
should serve as guide for forecasting the
credit requirements of the borrowers in the
light of their past performance. As some of
the banks indicated in this connection that
their officers may require training in the
matter of processing the applications for
credit facilities in a systematic manner, the
Bank has decided to have series of courses
a the Bankers Training College, Bombay for
imparting the necessary training.

233. In May 1971, the Scheme which was
originally applicable to credit limit of Rs.
crore or more was further extended to cover
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individua term credit limits exceeding Rs. 25
lakhs as well. Accordingly, the banks were
asked to seek prior authorisation* under the
Scheme for sanctioning (singly or jointly
with other institutions) individual medium
or long-term loans exceeding Rs. 25 lakhs
repayable over a period of more than three
years to any single party, irrespective of the
totality of the credit limits ayailable to it from
the banking system as a whole.  This measure
was aso considered necessary as term loans
are now granted by scheduled commercial
banks on a significant scale, and there is,
therefore, an imperative need for co-ordination
in the activities of the banks and term-lending
institutions. This type of discipline is al
the more necessary as the working capital
reguirements of the industrial concerns would,
in any case, have to be met by the commercia
banks. Further, the scheduled commercial
banks have been asked to furnish to the
Bank a quarterly statement (commencing
from the quarter ending September 24, 1971)
showing certain particulars of al term loans
exceeding Rs. 10 lakhs and repayable after
three years, sanctioned by them during each
quarter.

234. The working of the Credit Authori-
sation Scheme has, however, been operated
with flexibility in order to ensure adequate
availability of credit to industrial concerns
which developed financia strains and needed
sizeable and, sometimes, immediate credit
facilities. Thus, in order to relieve the sugar
industry from acute financial difficulty which
it was facing, the Bank, in April 1971,
advised 12 mgor banks (which were mainly
financing sugar mills) that they need not seek
the Bank’'s prior approva for sanctioning
increased credit limits to the individual sugar
units to the extent of 125 per cent of the
previous season’s maximum outstandings.

235. Also, in order to assist industria
units in the Eastern Region which is beset
with many politicdl and labour problems,

* Prior authorisation under the Scheme is not neces-
sary in respect of (i) term-loans bv wav of post-shipment
credit relating to ‘exports (ii) term-loans granted to
Electricity Boards and Public Sector Undertakings and
those granted against guarantee of Central and State
Governments and (iii) term-loans granted on the pari
pasu basis with the Industrial Development Bank of India
and Agricultural Refinance Corporation or under their
refinancing schemes.

the Credit Authorisation Scheme has been
liberalised so that the commercial banks can
grant temporary or urgent credit facilities
to the individua units (including coa com-
panies) in the region, without prior authori-
sation. In fact, al feasible proposas for
larger credit facilities or for financing al
sick units have generaly been expeditioudy
cleared both at the bank level as also under the
Scheme. Similarly, the problems of the
industries in Orissa and Assam, where their
growth has been comparatively slow, have
aso been properly looked into as far as the
credit facilities to larger borrowers are con-
cerned.

236. During the year July 1970—June
1971, 338 applications were received from
banks for authorisation of credit limits under
the Scheme. The proposals were mostly
for the purpose of meeting the worlling
capital requirements and a few were for
financing expansion/modernisation, €tc., of
the concerns engaged in  defence/export-
oriented and other priority industries. As
for the rejection of certain applications, the
main reasons were : (i) Gross under-utilisa-
tion of the existing limits ; (ii) Cornering or
stock-piling of raw materias ; (iii) Concen-
tration of bank advances in the hands of a
single party ; (iv) Excessive reliance on bank
borrowings, the company’s own resources
having been diverted for inter-corporate in-
vestments/lending ; (v) Advances sought from
a commercial bank to avoid the financial
discipline imposed by the Industrial Develop-
ment Bank of India and other term financia
institutions ; and (vi) Advances which would
indirectly defeat the purpose of selective
credit control, i.e., clean loans or advances
against other assets, e.g., shares, block assets,
etc., to deders in commodities covered by
the directives.

237. The progress recorded in the ex-
pansion of branch net-work of the commercial
banks during 1970 was un-
precedented. Taking  the
commercial banks as a whole,
as against 677 and 1,369
branches opened during the years 1968 and
1969, respectively, the new branches opened
during 1970 totalled 2,137. The performance
of fourteen nationalised banks in this regard
was particularly impressive. These banks

Branch
Expansion
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opened as many as 1,285 bank branches
during 1970 as against 913 in 1969 and 405
in 1968. Equally impressive was the progress
made by the State Bank and its subsidiaries,
which together opened 626 new branches
during 1970 as compared with 199 in 1969
and 161 in 1968.

238. The tempo of branch expansion
continued during the first half of 1971. Thus,
there was a further addition of 833 bank
branches opened by commercial banks
together during this period ; of these, 444
were opened by the 14 nationalised banks and
265 by the State Bank group (Table 34).

Table 34—New Offices Opened by Commercial Banks during 1969-70 and [970-71

New Offices opened by commercial banks

- Bank Offices

1969-70 1970-71
As on As on
July-Dec. Jan.-June July-June July-Dec. Jan.-June July-June June 30, June 30,
1969 1970 1969-70 1970 1971 1970-71 1970 1971
1. State Bank of India 65 190 255 234 178 412 1875 2286
(36) (149) (185) (164) (123) (287)
2. Subsidiaries of State
Bank of India 54 116 170 86 87 173 1060 1233
(29) (96) (125) (64) (85) (119)
3. Fourteen nationalised
banks 508 677 1185 608 444 1052 5318 6368
(313) (617) (830) (413) (245) (655)
4. Other scheduled banks 144 85 229 124 115 239 1554 1875
(78) (45) (123) (57) (65) (122)
5. Foreign banks 1 —_ 1 — — — 131 130
=) - =) =) =) -
6. All scheduled commercial
banks . 772 1068 1840 1052 824 1876 9938 11892
(456) (807)  (1263) (698) (488) (1186)
7. Non-scheduled commer-
cial banks . 21 12 33 5 9 14 193 121
(14) ) (23) ) (8) (8)
All commercial banks 793 1080 1873 1057 833 1890 10131%* 12013*
(470) (816) (1256) (698) (496) (1194)

Note !

* Excluding offices closed during the year.

239. The Bank's Annual Report for 1969-

offices

Figures within brackets relate to offices opened at unbanked centres.

opened during 1970-71, fourteen

70 had contained the details of a programme
of branch expansion drawn up by the Reserve
Bank in December 1969, under which 22
public sector banks and 8 private sector
banks were required to open, during the year
1970, 1,350 offices, including 1,186 at un-
banked centres. As against this target, the
concerned banks opened 1,155 offices includ-
ing 997 at unbanked centres.

240. For the accounting year 1970-71
as a whole, the opening of new offices by all
commercial banks totalled 1,890 as against
1,873 in 1969-70 (Table 34). Of the 1,890

nationalised banks accounted for 1,052 offices
and State Bank of India and its subsidiaries
for 585 offices. Of the total, 1,194 offices
were opened at unbanked centres.

241. The territorial spread of banking
has aso gained considerable momentum
since bank nationalisation. Thus, out of
3,763 new branches opened during the first
two years of nationalisation (from July 1, 1969
upto end-June 1971), as many as 2,480 bran-
ches (66.0 per cent) were opened in the
hitherto unbanked centres (Table 35). Even
out of these offices opened in the hitherto
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Table 35—State-wise Distribution of Bank Offices as at end-June 1969, end-June [970 and end-June 1971

No. of offices as

Opened during Opened during

Population

at the end of 1969-70 1970-71 per bank office

(in thousands)

States/Union Territories June June June Of which Of which as at the end of

1969 1970 1971 Total at unbanked Total at unbanked —— MM —
centres centres  June June
1969 1971
0 @ e @ (5) (6) o ® (9)
States
1. Andhra Pradesh . 567 722 869 165 101 147 95 75 50
2. Assam 81 107 137 26 19 30 27 188 108
3.- Bihar 273 361 453 89 65 92 62 207 124
4. Gujarat 752 919 1105 167 104 187 106 34 24
5. Haryana 172 219 258 47 32 39 19 67 39
6. Himachal Pradesh 42 62 87 21 20. 25 23 80 39
7. Jammu and Kashmir . . 35 74 101 39 29 27 13 114 46
8. Kerala - ' . 6.01 713 845 112 72 132 100 35 25
9. Madhya Pradesh " 343 460 566 117 104 107 62 116 73
10. Maharashtra . . n 1118 1304 1471 186 87 167 86 44 34
11. Mysore .. Va 766 964 1124 198 147 170 107 38 26
12. Nagaland . . 2 4 5 2 1 1 1 205 103
13. Orissa - ‘e 100 133 173 33 23 40 30 212 126
14, Punjab - ‘e 346 465 556 119 88 91 55 42 24
15. Rajasthan . Ve 364 482 625 68 48 93 61 70 49
16. Tamil Nadu . . Vo 1060 1213 1371 155 122 164 107 37 30
17. Uttar Pradesh . . i 747 932 1147 185 138 216 132 119 77
18. West Bengal . . N 604 588 684 84 65 96 67 87 65
Union Terrilories

19. Andaman, Nicobar Islands 1 2 2 1 —_ — - 82 67
20. Chandigarh 20 26 28 6 —_ 2 —_— 7 9
21. Dadra and Nagar Haveli — 1 3 1 1 2 2 — 25
22" Delhi 274 318 350 44 9 32 2 10 12
23. Gba, Daman and Diu 85 101 111 16 10 10 9 8 8
24.  Laccadiv and Minicoy Islands. . — — 2 —_ — 2 2 —_— 16
26.  Manipur 2 2 5 —_— —_ 3 3 497 214
926, NEFA - — 3 . —_ 3 3 — 148
27. Pondicherry . . 12 13 20 1 —_— 7 4 31 24
28. Tripura 6 6 12 1 1 6 6 276 130
Total 8262 10131 12013 1873 1286 1890 1194 65 46
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un-banked centres, as much as 34 per cent
were opened in the relatively underdeveloped
States of Uttar Pradesh, Bihar, Orissa, West
Bengal, Assam, Madhya Pradesh and Jammu
and Kashmir. In the UnionTerritories of Dadra
and Nagar Haveli, Manipur and Tripura, all
the new offices opened during the period were
in the hitherto un-banked centres. The pro-
portion of new offices opened in the hitherto
unbanked centres to the total number of new
offices opened during 1969-70 and 1970-71
was more than 67 per cent in eight States,
viz.,, Madhya Pradesh (74 per cent), Tamil
Nadu (72 per cent), Assam (82 per cent),
Uttar Pradesh (68 per cent), Rgasthan (68
per cent), Mysore (69 per cent), West Benga
(73 per cent) and Bihar (70 per cent).

242. The phenomenal increase in branch
expansion is aso reflected in a sharp decline
in the national average of population covered
by bank offices from 65,000 per office as at
the "end of June 1969 to 46,000 per office at
the end of June 1971. Similarly, the average
population per bank office has been brought
down in al the States and substantialy in
most of the States (Table 35). The number
of districts without bank offices which stood
at 13 at the end of December 1967 came down
to 3 a the end of June 1971 and even in
these 3 districts 6 licences have been issued
for the opening of branches.

243. Table 36 brings out the centre-wise
distribution of bank branches in .the country.

Table 36—Centre-wise Distribution of Commercial Bank Branches

No. of branches as at the end of

June 1969 June 1970 Dec. 1970 June 1971
% to % to % to % to
No. iotal No. total No. total No. total
(i) Rural iy » . 1,832 22.4 3,062 30.2 3,766 336 4,219 35.6
(i) Semi-urban . . . . . . 3,322 40.1 3,695 36.5 3,880 34.6 4,016 33.4
(iii) Urban e . 1,447 17-5 1,683 15.6 1,673 15-0 1,778 14.8
(iv) Metropolitan/Port-towns . . 1,661 20.0 1,791 17-7 1,865 16-8 1,940 16-2
Total . . 8, 262 100.0 10,131 100-0 11,184 100.0 12,013 100.0

It may be noticed that in the programme of
branch expansion by commercia banks,
there was a distinct shift in favour of rura
areas during the period under review. The
proportion of bank ‘branches in rural areas
increased from 22.4 per cent of the total as
at the end of June 1969 to 30.2 per cent at
the end of June 1970 and to 35.6 per cent as
at the end of June 1971.

244.  Allowing for the change in number of
offices due to transfer of assets and liabilities,
closure of offices, inclusion of banks in the
Second Schedule, etc.,the number of offices of
scheduled commercial banks increased by
1,954. Offices of non-scheduled banks,
however, declined by 72 during the period
(Table 37). As at the end of June 1971, the
number of offices of scheduled and non-

scheduled banks stood at 11,892 and 121,
respectively. At the end of June 1970, the
corresponding figures were 9,938 and 193,
respectively.

245,  In the context of the urgent need for
mobilising deposits and inculcating the habit
of thrift amongst students, workmen, etc.,
it has been decided to encourage commercial
banks to open extension counters at places
like schools, colleges, factories, etc.,, and
conduct restricted types of business. Such
counters will be attached to the nearest offices
of the concerned banks.

246. It was adso mentioned in the previous
year's Report that banks were asked to sub-
mit proposals for their branch expansion
in banked centres, including metropolitan
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Table 37-Number of Offices Opened and Closed by Scheduled and Non-Scheduled Commercial

India

Changes due to

amalgamation, Overall Number
New mergers,  transfers Existing variation of offices
offices of assets and liabi- offices in the at the end
opened lities and inclusion closed number of of the
in and exclusion offices period
from the Second
Schedule to the
R. B. I. Act, 1934
! 2 3 4 5
Scheduled Commercial Banks
January-June ‘e s 2(§2) +10 - 4 +228 7044
7
July-December i . 443 + 1 - 6 + 438 7482
(50)
1969
January-June . o 5(;2) +1 - 3 + 663 8045
July-December N . .o 772 -+53 - 3 +822 8867
(65)
1970
January-June o e 1068 + 3 - 41071 9938
(190)
July-December o o 1052 454 - 4 $1102 11040
(164)
1971
January-June o . (;31261 +32 - 4 + 852 11892
)
Non-Scheduled Commercial Banks
1968
January-June . o e 7 -10 -3 - 6 203
July-December o e o 5 -1 — + 4 207
1969
January-June .. o . 11 —1 — 410 217
July-December . ‘e . 21 —53 —1 -33 184
1970
January-June " " . 12 - 3 i + 9 193
July-December " . o 5 -54 —_— —49 144
1971
January-June o . 9 -32 —_ -23 121
All Commercial Banks
1968
January-June s a e 229 — — 7 -+ 222 7247
July-December o , .. 443 — — 6 + 442 7689
1969
January-June o e ‘. 576 — — 3 + 573 3262
July-December O i ) 793 — L + 789 9051
1970
January-June o o . 1080 — —_ -+-1080 10131
, #y-December . o o 1057 — — 4 1053 11184
January-June o C . a33 — - 4 + 829 12013

Notes: (1) Figures within brackets relate to the State Bank of India.
(2) Data exclude administrative, seasonal, temporary, non-banking

offices and offices outside India.
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cities and Port towns. On the basis of the
programmes received from various banks,
permission was granted to banks for opening
309 offices in urban centres. While issuing
licences in this regard, the norm that was
kept in’ view was that in the case of banks
which have more than 60 per cent of their
offices in rural and semi-urban centres, one
office in an urban centre. was alowed for
every two offices opened in rura and semi-
urban centres ; in the case of other banks one
office in an urban centre was alowed for
every three offices in semi-urban and rural
centres. Licences for such centres on the
basis of individual applications received from
banks are being continued to be issued
under same norm requirements. In view
of the scope for increasing the number of
bank offices in the metropolitan centre of
Calcutta, following considerable rise in popu-
lation as reveded by the 1971 Census, it
has been decided, effective July 1, 1971,
that the eligibility of banks to open offices
at Calcutta need not be linked to performance
in branch expansion in rural and semi-urban
areas.

247. As a sequel to the discussions which
the Union Finance Minister had with the
Custodians of public sector
‘s_&eﬁdeggﬂth banks in July 1970, the
Reserve Bank of India
Egt‘ng]‘t,i);'Ir.ent set up a Committee under
the Chairmanship of Shri V.
D.. Thakkar to review the special credit
schemes of banks with particular reference to
their employment potential. The Committee
submitted its report in December 1970.
After identifying the employment potential
including self-employment, in various sectors
of the economy, the Committee reviewed
the various credit schemes introduced by the
banks to help the self-employed. The Com-
mittee noted that none of the special schemes
formulated by banks really offered any special
facilities for the relatively weaker sections
of the society. With a view to enabling
banks to assist entrepreneurship and provide
employment, the Committee evolved the
following guidelines for action.

(i) Sufficient discretionary powers to
administer the schemes should be given to
the branch agents who should be given suffi-

cient orientation about the scope and content
of the programmes and the objectives that
are sought to be achieved. The Committee
emphasised the urgent need for a massive
and rapid training programme for the branch
officids’ ;

1

(ii) In several categories of smal entre-
preneurs, the promoters technical and such
other intangible and non-financial contri-
butions will have to be given due weightage
as security, and assistance should be provided
a lower margins or even without margins
where warranted ; and

(iii) It should be possible for a bank to
charge, on aterm loan, a lower rate of interest
in the initia stage, and a higher rate of in-
terest subsequently.  The schedule of repay-
ment should take into account the gestation
period and the income-generating capacity
of the unit. Bank should not insist on the
guarantee of third parties for the grant of
loans as a matter of course.

248. The Committee has suggested Model
Simplified Forms for use by Professionals and
by Retailers, etc., and has stressed that appli-
cation forms should be made available in dll
loca languages. Banks should organise
adequate follow-up and supervision arrange-
ments and also arrangements for effecting
recovery of advances according to schedule.

249. Other important suggestions made by
the Committee are briefly as follows. If
adequate assistance is not available from the
Life Insurance Corporation or other agencies
for the construction of Industrial Estates for
small entrepreneurs, particularly in the urban
and metropolitan areas, commercial banks
will have to take an effective part in helping
construction of such estates as also household
and cottage industries. Further, equipment
leasing, a facility made available by banks in
some of the advanced countries, might be of
some assistance in Indiaa The Reserve
Bank may work out a suitable programme for
reducing delay in payment of bills to small
entrepreneurs by large and medium industries
and Government Departments and public
sector concerns. In order to evolve a co-
ordinated arrangement for helping the pro-
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fessiona and self-employed categories, the
Committee has recommended the setting up
of a Multi-Services Agency. This Agency
willfmake arangements for collection of in-
formation on the prospective borrower. The
Committee is of the opinion that such Agency
should be immediately set up in metropolitan
cities and larger towns, as well as in certain
chosen operationa bases in the reatively
backward areas in the country. The Multi-
Services Agency will have no financing
function but will only be a co-ordinating/
planning/advisory body.

250. The recommendations of the Com-
mittee were accepted by the Reserve Bank of
India. As a follow-up measure, the Reserve
Bank of India has issued guidelines to al
commercial banks on the speciad credit
schemes of banks, in March 1971.

251. It has been noted in the guidelines
that banks have been dispensing credit to
different categories of self-employed persons
on an increasing scale in recent months and
a stage has been reached when the portfolio
of financial assistance to this sector requires
to be handled on a continuing and organised
basis. The assistance that is provided should
be essentially need-based, consistent with
economic viability of the proposition being
financed. Credit schemes should be imple-
mented at the branch level with adequate
degree of flexibility which calls for appro-
priate delegation of authority to branch
agents. Since the branch agents have a key
role to play, a rapid training programme will
have to be organised urgently to provide the
necessary orientation to the branch officias.
In order to make the credit assistance more
meaningful, banks will have to consider as
to how best integrated financial and manage-
ment assidance could be aranged or organised,
taking into account the totality of the
requirements of the borrowers ; the setting
up of Multi-Service Agency may be one way
of achieving this purpose. Adequate follow-
up and supervisory arrangements should
be organised to keep track of the end-use of
funds and for effecting recovery of the advances
according to schedule. As recommended
by .the Committee, the Bank has also con-
stituted a Working Group for evolving a
programme of liquidation of the outstanding
dues of large industries to small entrepreneurs.

252. For some timepast, the Governmtent
of India was considering the question of
formulating a scheme for
a simple but wideranging
system of guarantees or other
comparable facilities for lend-
ing by banks to individua
borrowers in sectors which had remained
relatively neglected so far. A Working
Group under the Chairmanship of Shri S. S.
Shiralkar, then Additional Secretary, Depart-
ment of Banking, of the Union Finance
Ministry (now Deputy Governor, Reserve
Bank of India) was constituted to examine
this matter.

Credit Guaran-
tee Scheme for
Priority . and
Neglected
Sectors

253.  The Working Group felt that the risks
of lending to small borrowers, as affecting
particular banks or in particular areas in-
cluding the relatively unbanked States and
backward regions, might be appreciable and
aso uneven and came to the conclusion
that in the interest of the banking system as
aso in the wider public interest, these risks
should be pooled and covered under a com-
mon and centralised guarantee scheme.

254. Based on the Group’s recommendation
a new Public limited company
known as the CreditGuarantee
Corporation of India Ltd.,
was promoted by the Reserve
Bank of India to administer
one or more credit guarantee schemes. This
company was registered under the Companies
Act, 1956 on the 14th January 1971. The
authorised ‘capital of the Corporation is
Rs. 10 crores, of which Rs. 2 crores divided
into 20,000 equity shares of Rs. 1,000 each,
has been initially issued and is fully paid-up.
The shares have been taken up by the Reserve
Bank of India, the State Bank of India and
its subsidiaries and the scheduled commercial
banks. The Board of Directors of the
Corporation consists of six members, of whom
two (including the Chairman) represent the
Reserve Bank and the remaining four re-
present the scheduled commercia banks.
The Corporation formulated the Credit
Guarantee Corporation of India (Small Loans)
Guarantee Scheme, 1971 and brought it into
force from April 1, 1971. It covers credit
facilities, within certain specified limits, grant-
ed by scheduled commercia banks to the
small borrowers. The categories of borro-

Credit  Guaran-
tee Corporation
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wers covered by the scheme are individual
transport operators or an association of not
more than six such operators, individuas,
firms and co-operative societies trading in
fertilisers and goods other than fertilisers,
professiona and self-employed persons, indivi-
duas and firms owning business enterprises
and farmers engaged in cultivation and allied
agricultural  operations. The  Corporation
covers seventy-five per cent of the amounts
which are bad or doubtful of recovery, the
other twenty-five per cent being borne by the
lending organisations. A guarantee fee of
one half of one per cent per annum is charged
on the amounts outstanding on account of the
eligible credit facilities. Suitable safeguards
for ensuring that the facilities are used for
bonafide and productive purposes are provided
in the scheme. The scheduled commercia
banks participating in the scheme have
executed or agreed to execute agreements
undertaking to report the advances covered
by the blanket guarantee, to conduct the
guaranteed advances according to the rele-
vant rules prescribed by the banks, to segre-
gate the registers, documents and other re-
cords pertaining to the guaranteed accounts
and to undertake certain other obligations
in relation to the Corporation. Quarterly
statements showing the aggregate amount of
guaranteed credit facilities granted to various
sectors at the end of each quarter are being
obtained from the banks. A test check of
the guaranteed advances is proposed to
be undertaken by the Corporation with the
assistance of the external auditors and internal
inspection machinery of the banks and the
Reserve Bank of India

255.  Agricultural finance as a part of total
commercial bank lending has become in-
creasingly important and pre-
Financing ~ of sently  accounts for about
Agricultre. | by one-tenth of the total bank
ommercial . . .
Banks credit. In view of the wide
divergence in the practices
followed in regard to the procedures of
appraisal, post-credit supervision and recovery,
the Reserve Bank issued in December 1970,
guidelines to all commercia banks for financ-
ing of agricultre. The guidelines were pre-
pared on the basis of a study carried out by
the Bank into the methodology of operations,
policy and procedures adopted by the banks
for financing agriculture. The guidelines

emphasise that the main objective of com-
mercial banks lending to agriculture is to
assist cultivators to move to a higher tech-
nological plane of activity. Credit for agri-
culture would have to be purposive and
should be provided not only to aready
viable cultivators for further increasing their
surpluses but, more importantly, to marginal
and potentialy viable cultivators. The dis
cretionary powers alowed to the branch
agent should be such that at least 80 per
cent of the proposals can be cleared by him,
without reference to the Central Office. The
branch agent should collect and have for
ready reference, the basic agricultural data,
and the scales of finance should be worked
out considering al the inputs required as
well as the off-farm income or resources
available to cultivators. For both short and
medium-term loans, the repayment schedule
of loans should coincide with the time when
the cultivator has sold his produce and is
fluid. The branch agent should keep the
recovery procedures fair but firm. It is
necessary for the bank branches to establish
close relationship with other institutions in
the area and to be informed about the pro-
gramme of the Agricultural Refinance Cor-
poration in their areas.

256. The Finance Minister had suggested
a his meeting with the Chairman/Custodians
of the public sector banks
on July 22, 1970 that lower
interest rates could be charged
to carefully selected low in-
come groups deserving financial assistance
from banks, and higher rates might be charged
to the more affluent borrowers. In pur-
suance of this suggestion, the Reserve Bank of
India constituted, in September 1970, a
Committee under the Chairmanship of Dr.
R. K. Hazari, Deputy Governor of the Bank,
to -examine the question of differential interest
rates. The terms of reference of the Com-
mittee ‘were (i) to review the scope and the
extent to which differential interest rates are
already being charged by banks to borrowers
in each sector, (ii) to determine the criteria for
identifying the borrowers who could be
granted the benefit of a lower interest rate
within each sector, (iii) to indicate the range
of the differential that could be alowed in
each sector and (iv) to examine if any other

Committee on
Differential  Inte-
rest Rates
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concessions could be granted either in lieu of
or in addition to lower interest rates.

257. The Committee which submitted its
report in May 1971 has observed that an
objective and practicable criterion for identi-
fication of the borrowers for the purpose of
charging differential interest rates by banks
can only be the size of the loan which need
not be uniform for al sectors. As a measure
of automaticity for the selection of smal
borrowers, linking of the scheme of differential
interest rates with the new Credit Guarantee
Scheme for covering small loans to borrowers
in the priority and neglected sectors has been
suggested. In the opinion of the Committee,
too wide a range of differentid would be
inadvisable. Taking into consideration the
various practical problems involved in in-
troducing a wide differential range, the
Committee suggested interest rates varying
between 84—10 per cent to the preferred
classes of borrowers. In addition, as a mea-
sure of relief to small borrowers, the Com-
mittee has recommended that the Guarantee
fees under the Credit Guarantee Scheme in
the case of small borrowers should be borne
by the lending bank. = The Committee has
also pointed out that concessions by way of
relaxations on securities and margins are of
major significance and has suggested some
concessions as an indication of the lines along
which banks could proceed. The Committee
has suggested that the question of co-operative
ingtitutions  adopting its recommendations
should be examined. The recommendations
made by the Committee are under the consi-
deration of the Reserve Bank and the Govern-
ment.

258. Dr. Ashok Mitra, a member, sub-
mitted a note of dissent suggesting a range
of interest rates varying from } per cent to 20
per cent.

259. While commercial banks are making
concerted efforts a deposit mobilisation
through a series of addi-
tional measures and schemes,
the Reserve Bank, with a
view to assisting them in
this task, relaxed in August
1970, the restrictions on the payment of bro-
kerage on deposits, thus alowing such pay-
ments to agents employed for the door-to-

Measures for
Deposit
Mobilisation

door collection of deposits under special
schemes introduced by the banks. On Qc-
tober 24, 1970, the Bank issued a circular to
the commercial banks, once again impressing
upon them the need for and the importance
of substantial step-up in deposit mobilisation.
Although it was not the Reserve Bank's in-
tention to offer any specific guidelines or
standardised suggestions, it was pointed out
that staff involvement in the campaigns for
deposit mobilisation through proper group
awards, etc., fixing up appropriate targets for
each branch and a bank as a whole, organisa-
tion of deposit mobilisation campaigns, etc.,
might help augmenting banks' resources on a
substantial scale.

260. A meeting of the Chief Economists
and Chief Development Officers of 20 major
banks to discuss the various aspects of de-
posit mobilisation was convened by the Re-
serve Bank of India on December 23 and 24,
1970 at Bombay. The participants discussed
the different facets of deposit mobilisation,
such as branch net-work, types of branches,
intraringtitutional  and inter-ingtitutional com-
petition, incentives to staff and depositors,
publicity media, instruments of saving, interest
elasticity of deposits and specia studies and
surveys needed for estimating deposit potential.

261. Two meetings of small private sector
bankers (i.e., those with deposits of less than
Rs. 50 crores) in the Southern
and Northern Regions were
convened by the Reserve Bank
of India a& Madurai on May
14 and 15, 1971 and at Delhi on June 9, 1971.
The Chief Executive Officers of the small
banks in the respective regions were invited
to participate in the meetings which were
presided over by the Deputy Governor of the
Reserve Bank in charge of Banking. Discus-
sions at the meeting centred on various aspects
of the operational problems of the banks such
as deployment of funds, lending to priority
sectors, the lead bank scheme, deposit mobili- .
sation and training, organisation and manage-
ment. Steering Groups, headed by the Chief
Officer, Department of Banking Operations
and Development, Reserve Bank of India
and consisting of Chairmen of some of the
banks as members were set up to formulate
proposals for the establishment of training

Meetings of
Small Bankers
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centres for training the personnel of smal
banks.

262. With a view to discouraging and
preventing bank finance from being utilised
for  speculative  purposes
and/or other unhealthy
practices, it was decided to re-
gulate advances against shares
and a directive in this regard was issued by
the Reserve Bank on August 28, 1970. In
terms of this directive, every commercial bank,
which grants or renews an advance limit of
over Rs. 50,000 against the security of shares
to a borrower, is required to stipulate that
the shares shall be transferred to its name
and that it should have exclusive voting rights
in respect thereof which it may exercise in
any manner whatsoever, and that it should
get the shares transferred to its name expe-
ditioudly.

Advances
against Shares

263. The directive provides that no com-
mercia bank shall exercise voting rights in
respect of the shares held by it as pledgee
except with the prior approval of the Reserve
Bank and in accordance with such directions
as may be given by the Reserve Bank.

264. In the case of shares lodged by a
share-broker as security -against advances,
the provisions of the directive will apply only
if the shares are held for a period longer than
three months. This provision is intended to
enable the sharebrokers to carry on their
normal business operations Wwithout any
difficulty.

265. With a view to ensuring that no hard-
ship or inconvenience is caused to genuine
investors in raising funds for their bonafide
needs, limits of advances against shares up-
to Rs. 50,000 have been exempted from the
purview of the directive.

266. The Bank made a review of the
practices of banks and term-lending institu-
tions taking personal gua-
rantees from directors and
other manageria  personnel
of borrowing concerns while
sanctioning loans. The review
revealed a gradual rise of entrepreneurial class
in the place of managing agency system ‘and

Advances on
Personal
Guarantees of
Directors, etc.

the professionalisation of managerial cadres
and the improvements in the techniques of
financial and technical appraisal of proposals
for assistance. In view of these findings, it
was felt that there is no longer need for taking
personal guarantees as a matter of course
from directors and other manageria person-
nel of borrowing concerns while sanctioning
loans. The Reserve Bank, therefore, provided
in July 1970, guidelines to lending ingtitutions
to help them identify the circumstances under
which a guarantee may or may not be neces-
sary. It has been stressed in the guidelines
that care should be taken to ensure that the
system of guarantees is not used by the direc-
tors and other managerial personnd as a
source of remuneration from the borrowing
concerns.

Selective Credit Controls

267. During the year under review modi-
fications were made from time to time in both
the general as well as selective credit controls.
The former are given in paragraphs of Part I.
These inctuded, among others, the change in
the Bank rate from 5 per cent to 6 per cent
with effect from January 9, 1971, the raising
of the net liquidity ratio and the introduction
of the new Bill Market Scheme. The selec-
tive credit controls related to advances against
raw cotton and kapas, foodgrains, oilseeds
and vegetable oils including vanaspati. The
main measures taken in this regard are indi-
cated below :

268. On October 23, 1970, the Reserve
Bank effected a moderate liberalisation re-
garding advances against raw cotton and kapas
with a view to aiding the marketing of the
new crop ; the ceiling limit on advances to
cotton mills was removed and a graded system
of margins was prescribed for mills as well as
for others. However, in view of the subse-
guent sharp contra-seasona rise in the prices
of cotton, the control in this regard was
tightened on December. 12, 1970 in order to
discourage hoarding of raw cotton stocks
with the help of bank finance. The minimum
margin on advances against raw cotton was
raised and the celling limit on advances to
parties other than mills was reduced. In
view of the difficulty experienced by the cotton
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trade in marketing of cotton, owing to, inter
alia, delayed harvesting of certain varieties
of indigenous cotton, certain relaxations were
announced by the Reserve Bank on June 30,
1971. Thus, the four-month period (Fe-
bruary-May 1971) during which the minimum
margin of 60 per cent was applicable in respect
of advances against cotton and kapas marketed
during the period October 1970—January 1971
to parties other than cotton mills was extended
by two months upto August 1971 ; earlier, the
validity period had been extended by one
month from May to June 1971.

269. Inview of the rising trend of advances
against cotton textiles, banks were advised
on February 4, 1971 to reduce their advances
against cotton textiles and raise the minimum
margin from 25 per cent to 40 per cent. In
April 1971, the mgor banks were advised to
apply the higher margin selectively, keeping
in view the position of sick mills and financially
weak units.

270. In respect of advances against food-
grains, the Bank modified its control on De-
cember 17, 1970 in view of the prevailing and
prospective supply position. Thus, inter alia,
suitable changes were made with a view (i) to
enable commercial banks in extending direct
credit to farmers against standing crops and
to help in orderly marketing of such crops,
(i) to assist the banks in expanding their
agricultural business in rural and semi-urban
areas and (iii) to enable banks to grant ad-
vances to foodgrains processing units such as
dal mills (but other than rice mills), at centres
with a population of 50,000 or below.

271. In view of the sharp rise in prices of
oil seeds and vegetable oils, despite prospects
of a good oilseeds crop, the Bank tightened
its control on January 25, 1971 by raising the
minimum margin from 60 per cent to 75 per
cent on advances against oilseeds, vegetable
oils and vanaspati. However, in view of the
current supply and prices position in regard
to mustardseed and rapeseed in the country,
the minimum margin was lowered on ad-
vances against these oilseeds from 75 per cent
to 60 per cent, as well as on bank advances
against soyabeans. These advances were aso
exempted from ceiling control.

272.  Further, in order to mitigate the diffi-
culties of borrowers in the States of Assam,
Nagaland, Meghalaya and Jammu and Kash-
mir and in the Union Territories of Manipur,
NEFA and Tripura, the Bank granted com-
plete exemption from the controls on advances
against foodgrains, oilseeds and vegetable oils
as well as cotton and kapas in these areas:

273. A chat showing the postion in
regard to selective credit controls is appended.

274. Having regard to the supply posi-
tion of indigeneous cotton and kapas and the
trends in prices, a directive
geh:ctive _CEedit was issued during the year
operative Banks 1970-71 stipulating the co-
operative banks to maintain
amargin of 30 per cent in respect of advances
to co-operative cotton mills if the relative
security offered was by way of hypothecation,
and 20 per cent if it was by way of pledge.
These margins could be reduced to 10 per cent
against pledge and hypothecation if the credit
limits were fully guaranteed by the State
Government in regard to repayment of prin-
cipal and payment of interest. In regard to
others, the margins, as in the past, continued
to be 25 and 40 per cent against pledge and
hypothecation, respectively. The restrictions
imposed in the directive issued in regard to
the ceiling on advances against the security
of cotton and kapas were continued at the
same levdl, viz., 20 per cent of the tota liabili-
ties in the case of a central co-operative bank
(or a State co-operative bank operating in a
Union Territory) and 10 per cent in the case
of a State co-operative bank. The aggregate
level of advances for the purposes of directive
would not include advances to co-operative
cotton mills but only advances to parties
other than such mills. The exemptions ac-
corded .in respect of advances against im-
ported cotton as well as certain types of indi-
genous cotton were continued.

275. The redtriction imposed on certain
central co-operative banks in regard to the
level of their credit against the security of gur
was rescinded in September 1970. The banks
were, however, required to maintain the nor-
mal margin of 25 per cent against pledge and
40 per cent against hypothecation in respect
of this commodity.



SELECTIVE CREDIT CONTROLS

POSITION AS ON JUNE 30, 1971

Minimum
Minimum Margin Rate of Level of credit Exemptions Prohibition
Interest
1) @ (3) (4) (9)
Foodgrains
1. 25% for advances : 10% per Ceiling for each two-month 1. The following types of advances are completely Granting of credit
(i) to the duly appointed agents of annum for  period commencing from January- exempted from the control : limit to parties other
the Food Corporation of India all parties February 1971 : than traders dealing
against stocks held as agents, 100%, of the average aggregate (i) Advances to State Government and millers in foodgrains licensed
(ii) to roller flour mills against stocks level of credit maintained in the and wholesale dealers who are appointed as by the  Govern-
of wheat purchased from F.C.I. corresponding two-month period procuring agents by a State Government sub- ment of Maharashtra
2. 30% for advances against maize to in 1970 (separately in respect of ject to the condition that such procuring ag- for distribution of
parties other than starch manufactur- advances against paddy and rice, ents are acting exclusively as agents of the paddy and rice,
ing units. wheat and ‘other foodgrains’). concerned State Government and-are preclud- jowar and nagli
Additional  limit ed from purchasing/distributing paddy or ,ricc (ragi) in Maharas%l—
3. 359 for advances : Combined limit of Rs. 25,000 for or converting paddy into rice on behalf of tra is prohibited.
(i) against maize to starch manufac- advances against any one or all of themselves or other parties.
 turing units ; the three groups of foodgrains
(i) against paddy to rice mills ; (viz., paddy and rice, wheat and (ii) Advances to the Food Corporation of India
. (iii) against stocks of foodgrains other foodgrains) for each new (excluding advances granted to its duly app-
other than paddy and rice to branch opened on or after 1-1-1970 ointed agents).
foodgrain processing units (other at a centre with a population of (iii) Advances against high yieldingZhybrid seeds
than rice mills) located at cen~ 50,000 or below. produced under contract with the National
tres with a population of 50,000 Seeds Corporation Ltd., Delhi, or a State
or below for stocks equivalent Government or which bear the certification
to four weeks’ consumption of of the said Corporation or as the case may be,
such units. the concerned State Government or of any
certification agencies authorised under the
4. 40%, for advances against official ware-

house receipts covering stocks of food-
grains.

5. 509, for allother advances.

,\
=
=.

=

(vii)

Seeds Act, 1966 and seeds notified under Sec-
tion 5 of the said Act.

Advances granted to Wholesale Consumers’
Co-operative Stores and State and National
Federations of Consumers’ Co-operatives.
Advances granted to co-operative societies
duly registered or deemed to be registered
under the Maharashtra Co-operative Socie-
ties Act, 1960 and duly authorised by the
District Collectors in the State of Maharashtra
to deal in paddy and rice, jowar and nagli
(ragi).

Advances against rationed foodgrains to whole-
salers and retailers appointed by the West
Bengal Government for distribution of ration-
ed articles in the statutorily rationed areas
of West Bengal.

Advances in the States of Assam, Meghalaya,
Nagaland, Jammu and Kashmir and in the
Unionj Territories of Manipur, NEFA and
Tripura.
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Minimum Margin

Q)

Minimum
Rate of
Interest

@

Level of credit Exemptions

®) @)

Prohibition

(5

1. 758% separately in respect of advances 129, per

granted against :

(i) Groundnuts and

(ii) ‘Other Oilseeds’ (except: or the
following categories of advances).

2. 25% for-

(u) advances against stocks of edible
oilseeds equivalent to two months’
consumption of each mill in the
States of Orissa, Bihar and West
Benga! ;

annum

(viii) Advances against the security of or by way of
purchase or discount of demand documentary
bills drawn in connection with the movement
of foodgrains.

2. The following types of advances are exempted
from margin and ceiling controls :
(i) Advances against the security of barley ‘and
(i) Advances directly granted to farmers _and
primary co-operative societies for extending
credit to their cultivator-members against
foodgrains which represent an extension of
advances granted earlier against the standing
crop for a period of two months from the date
of harvesting the said crop provided that the
amount of each of such credit limits does not
exceed Rs. 2,500 per farmer or the amount
of the crop loan outstanding, whichever is
lower.

3. The following types of advances are exempted
from ceiling control :

(i) Advances to roller flour mills against the secu-

rity of wheat purchased from the F.C.l.

(ii) Advances against maize to all parties, and

(iii) Advances against foodgrains other than paddy

and rice to foodgrains processing units such

as dal mills (but other than rice mills) at

centres with a population of 50,966 or below.

Groundnuts and ‘Other Oilseeds’

For each two-month period I. Advances against (i) cottonseeds (ii) rape-
commencing  from January-Feb- seeds/mustardseeds and (iii) soyabeans are exempt-
ruary 1971, separate ceiling for ed from m’liﬂg control.
each of (i) Groundnuts and (ii) Il. Advances against (i)non-edible oilseeds other
‘Other Oilseeds’ as follows : than linseed and castorseed and (ii) edible variety

of copra in Kerala and Mysore are exempted from

709% of the average aggregate margin and ceiling.
level of credit maintained during Il. Following types of advances-are completelv
the  corresponding two-month exempted from control : v
period in 1967 against groundnuts (a) Advances to the Food Corporation of India
and ‘Other Oilseeds’. and the State Trading Corporation.

(b) Credit limits in favour of exporters of oilseeds,
de-oiled and/or de-fatted cakes in respect of
oilseeds and/or extractions of oilseeds in

AHL OL INAWTIIINS
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Minimum
Rate of

Interest
(1) (2)

Miniium  Margin

Level of credit

3

Exemptions

4

Prohibition

()

3.

1.

(b) advances against cottonseeds to
oil mills.

60% for- ,

(u) advances against rapeseeds/mus-
tardseeds and

(b) advances against soyabeans

759, for advances against Vegetable
Oils and Vanaspati (except for the
following types of advances)

129, per
annum

-2. 259, for advances against :

(i) stocks of oils processed from lin-
seed oil and castorseed oil for use
as industrial raw material by fac-
tories in Bihar, Orissa and West
Bengal :

(ii) cottonseed oil to vanaspati manu-
facturers.

409, for advances to vanaspati manu-
facturers against vegetable oils to the
extent of stocks of such oils used as raw
material equivalent to 6 weeks’ con-
sumption of each factory located in
Eastern Zone worked out on the basis
of average of weekly consumption
during October 1969 to March 1970.

(@)

(d)
()

()

respect of specific firm export contracts and/
or against export bii.

Advances to the Wholesale Consumers’ Co-
operative Stores and the State and National
Federations of Consumers’ Co-operatives.
Advances against the security of ml-seeds.
Advances to all parties in the States of Assam,
Meghalaya, Nagaland and Jammu and Kash-
mir and the Union Territories of Manipur,
NEFA and Tripura.

Advances against the security of or by way of
purchase or discount of demand documentary
bills drawn in connection with the movement
of oilseeds.

Vegetable Oils and Vanaspati

Ceiling for each two-month period

commencing from \hnuary.
Ferurary 1971, as follows :

709, of the average aggregate
level of credit actually maintained
during the corresponding two-
month period in 1967.

Advances against (i) Vegetable oils and Vanas-
pati to Vanaspati Manufacturers and registered
oil mills and (ii) cottonseed oil are exempted
from ceiling control.

Advances against non-edible vegetable oils
and oils or extractions thereof processed from
non-edible vegetable oils other than linseed oil
and castorseed oil are exempted from margin
and ceiling control.

Following types of advances are completely
exempted from control :

Advances to the Food Corporation of India
and the State Trading Corporation against
stocks of vegetable oils and vanaspati.
Advances to vanaspati manufacturers against
the stocks of soyabean oil imported under the
P.L. 480 Agreement and of sunflower oil im-
ported as a gift or on commercial basis from
the Government of U.S.S.R. and distributed
by the S.T.C. and/or State Governments to
vanaspati manufacturers.

Advances against stocks of vanaspati held by
vanaspati manufacturers for being delivered
to the Army Purchase Organisation in the
Ministry of Food and Agriculture, Govern-
ment of India, in pursuance of contracts en-
tered into or to be entered into with the said
Organisation by the said manufacturers.
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Minimum Margin

(1)

Minimum

Rate of Level of credit Exemptions
Interest
@ 3 G

Prohibition

(6)

4.

509, for advances to vanaspati manu-
facturers against vegetable oils to the
extent of stocks of oils used as raw
material equivalent to 6 weeks’ con-
sumption of each factory located in
Northern Zone and 4 weeks’ consump-
tion of each factory located in South-
ern and Western Zones, worked out on
the basis of average of weekly
consumption during October 1969
to March 1970.

For New Vanaspati Factories :

The margin is to be related to 6/4
weeks’ requirement depending on the
location of the-factory, based on the
average actual weekly consumption
from the date of its establishment and,

For Vanaspati Units likely to start production

in future :

The margin is to be related to 6/4
weeks’ requirement depending on the
location of the factory, based on one-
third of the average weekly productive
capacity of the unit for the first six
months and thereafter based on the
average actual weekly consumption
during the preceding six months.

To Mills:

A.

For weak mills :

1. Mills under Authorised Controller :
Mills under Chigf Executive Authority
Government run/owned /managed mill.\‘/

(d) Advances against stocks of vegetable oils and
vanaspati in favour of exporters of de-oiled
and/or de-fatted cakes in respect of specific
grlrln export contracts and/or agamst export
111s

(e) Packing credit advances to the exporters of
de-oiled and/or de-fatted cakes on the basis
of firm export orders/letters of credit against
the security of oilsceds and/or other raw
material to the extent of the value of raw
material required for producing cakes covered
by the export order, even though the value of
the raw material exceeds the value of the
relative export order ; provided (i) such ad-
vances to the extent of the value of by-product
oil shall be adjusted by the sale proceeds of
the by-product oil or in cash as soon as the oil
is extracted and the balance in the packing
credit account shall be adjusted by the
proceeds of the relative export bill, and (ii)
advances against the by-product oil granted
in a separate account are exempted for a
period of 30 days from the date of advance.

(f) Advances to Wholesale Consumers’ Co-opera-
tive Stores and the State and National Fede-
rations of Consumers’ Co-operatives.

(g) Advances in the States of Assam, Meghalaya,
Nagaland, and Jammu and Kashmir and
Union Territories of Manipur, NEFA and
Tripura.

(k) Advances against the security of or by way of
purchase or discount of demand documentary
bills drawn in connection with the movement
of vegetable oils and vanaspati.

Cotton and Kapas

12% per 1. No ceiling for advances to mills I. The following fypes of advances are completely

annum for exempted from control

all parties. 2. For others : Ceiling for each 1. Advances against stocks of imported cotton
four-month period commencing and kapas.

from October 1970-January
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Minimum
Minimum Margin Rate of
Interest
1) @

Level of credit

(3)

Exemptions

4)

Prohibition

(5)

authorised agencies (including State  Tex-
tile Corporation) and Mills in Orissa.

(i) 20%, for stocks of 6 weeks’ con-
sumption.

(i) 35%, for stocks in excess of 6
weeks’  consumption.

1l. Financially -wegk mills covered by
Working Group on Bank Credit for
Cot&n Textile Industry :

(i) Same as maintained prior to
January 21,1970 directive for
stocks of 6 weeks’ consumption

(i) 359, for stocks in excess of 6
weeks’ consumption.

B. Other Mills :

I. Mills in States other than in West
Bengal :
(i) 25% for stocks of 6 weeks’ con-
. sumption.
(ii) 409 for stocks between 6-8
weeks’ consumption
(i) 609, for stocks in excess of 8
weeks’ consumption.

I1. Mills in West Bengal :
(i) 209% for stocks of 10 weeks
consumption.

1971 as follows :  75%, of the
peak level in the corresponding
four-month period in any of the
preceding 3 years, viz., 1969,
1968 and 1967, whichever is
highest.
Provided 7/07 the Period Fune-Sepiember
1971:

Ceiling same as in the preceding
four-month period, viz.,, Feb-
ruary-May 1971 (i.e., equivalent
to 75% of the peak level in the
four-month period of February-
May in any of the preceding

three years, viz., 1969, 1968 and
1967.

3.

4.

5.

Advances in respect of pre-shipment credit for
cotton exports, provided the advance is made
in respect of a firm export order and is repaid
on negotiation of the relevant export bill on
shipment.

Advances against the security of or by way
of purchase or discount of export bii relating
to export of cotton from India.

Advances against the security of or by way of
purchase or discount of demand documen-
tary bills drawn ih connection with the
movement of cotton and kapas.

Advances against the security of stocks of ex-
portable varieties of cotton, viz., Bengal Deshi,
Yellow Pickings, Zodas, Sweepings, etc.,
provided that firm export orders in respect of
the stocks have been received by the parties
and lodged with the banks.

Advances in the States of Assam, Meghalaya,
Nagaland, Jammu & Kashmir and in the
Union Territories of Manipur, NEFA and
Tripura.

1. Advances against cotton a#d kapas to manu-
facturer of surgical'cotton (absorbent cotton wool),
provided that such stock is held by the borrower

for

manufacture of surgical cotton and not for

resale are exempted from margin and ceiling controls.

The following types of advances are exemp-
ted from margin control :

(i)  Advances to cotton mills in respect of pre-

shipment credit against such stocks of in-
digenous cotton and kapas as are required
for the manufacture of cotton textiles (in-
cluding yarn) in respect of which firm export
orders have been received either directly by
the mills or by the merchant-exporters
through whom the mills are exporting pro-
vided the contracts with merchant-exporters
are registered with Cotton Textiles Export
Promotion Council. If firm export orders
are received by the mills directly, the
advances should be repaid on negotiation
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1,61 ‘1SNONV ‘NIIATING VIANI A0 INVE JANASTY AHL OL INAWHIddNS



Minimum

Minimum Margin Rate of Level of credit Exemptions Prohibition
Interest
1) (2) 3 &) (5)

(ii) 356% for stocks in excess of 10
. . weeks’ consumption.

To Others :

A. For Old Stocks (i.e., marketed prior
to October 1970) of cotton and
kapas : 76%

B. For New Stocks :
(i) Marketed in October 1970-Jan-
uary 1971 :

(a) 60% — October 1970—
January 1971
(b) 60% ~—- February 1971—
August 1971
_ (0) 169 w= Thereafter.
(ii) Marketed in February 1971~
May 1971 :
(a) 609, -~ February 1971—
May 1971
(b) 60% w= June 1971—Sep-
tember 1971
(e} 178% — Thereaftax.
(iii) Magkctecé in June 1971—Sep-
tember 1971 :
(a) 60% e= June 1971—Sep-
tember 1971
{b) 60%—October 1971—
January 1972
(c) 76% === Thereafter.

(i)

of the relevant export bill on shipment.

Advances to sick mills in West Bengal and
mills owned/managed/run by the Govern-
ment of West Bengal or by its authorised
agencies against the stocks equivalent to 10
weeks' consumption of each mill.
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Other Organisational Matters

276. In accordance with the requirements
of Section 10A of the Banking Regulation
Act 1949, which had come
into force on February 1,
1969, the process of recon-
stitution of the Boards of
Directors has been completed by al the bank-
ing companies in the private sector except
three small banks with deposits of less than
Rs. 10 crores. Of the 9 Indian banks in the
private sector with deposits of Rs. 10 crores
and above (as on February 1, 1969), eight
banks had complied with the legal provisions
before June 1970 and the remaining one took
steps in this direction during the year under
review. Among the banks having deposits
of less than Rs. 10 crores, 34 banks have al-
ready reconstituted their Boards of Directors
(of which 14 during the year under review),
while in the case of 3 banks which have found
difficulty in complying with the provisions of
law, the Central Government has, on the
recommendation of the Reserve Bank, granted
exemption upto August 1, 1971, and the
matter is being pursued with them.

Reconstitution
of Boards of
Private  Banks

277.  Interms of Section 10B of the Banking
Regulation Act, 1949, every Indian banking
company in the private sector is required to
have a whole-time Chairman who shall be
entrusted with the management of its affairs.
Out of 47 banks in the private sector at present,
41 banks have aready complied with this
requirement. In the case of the remaining
banks, the Centra Government has granted
extension of time limit upto August 1, 1971.
However, even in respect of these six banks,
proposals submitted by two banks have been
agreed to by the Reserve Bank in principle
and the remaining four banks have been
advised to take early steps to comply with
the requirements of law within the time
allowed.

278.  In terms of Section 35B of the Bank-
ing Regulation Act, 1949, banking companies
in the private sector are required to abtain
the prior approval of the Reserve Bank re-
garding appointment/re-appointment of their
Chief Executive Officers as dso for any amend-
ment in respect of the provisions relating to
appointment/remuneration of their directors/

Chief Executive Officers. Applications from
private banking companies  numbering
213 for the appointment/re-appointment or
remuneration of their Chief Executive Officers
were disposed of during the year July 1, 1970
to June 30, 1971. Of these, 191 applications
were approved and 22 rejected.

279. In pursuance of the Reserve Bank's
programme of periodical inspections of banks
) with a view to assessing
Inspection of . . . .
Ranks their financial position as
well as methods of opera
tion, 40 scheduled banks and 7 non-scheduled
banks were either inspected or taken up for
ingpection under Section 35 of the Banking
Regulation Act, 1949 during the year July
1970 to June 1971. Besides, the inspection of
foreign branches of Indian banks in Maaysia,
U. K., Singapore and Ceylon was carried
out/taken up. Inspection of two banks in
liquidation was aso carried out and of one
more bank taken up under Section 45Q of
the Act for ascertaining whether there were
any substantial irregularities in their winding
up proceedings.

280. During the year under review, centre-
wise inspection of branches of commercial
banks was introduced with the object of
finding out inter alia the functioning of these
branches vis-a-vis national objectives, specially
in the field of mobilisation of deposits and
financing of the weaker and neglected sections
of the community and suggesting ways and
means of bringing about improvement in
their functioning. Such inspections were con-
ducted at 58 centres served by 565 offices of
commercia banks.

281. The Bank continued its selective
policy of strengthening the privately ma
naged commercial banking
system through processes of
voluntary amalgamation and
the transfer of liabilities and assets as per
statutory provisions. One bank in the Delhi
area, namely, Sahukara Bank Ltd., which
was working under a scheme of arrangement,
transferred its assets and liabilities in the New
Fund to another bank (New Bank of India
Ltd.) in the same area under Section 293(1)
of the Companies Act, 1956 during the year

Bank Mergers
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under review. A proposa to amalgamate a
scheduled bank, viz.,, Barelly Corporation
(Bank) Ltd. in the Kanpur area with another
scheduled bank, viz., Benares State Bank Ltd.,
in the same area on a voluntary basis was
approved by the Bank in principle and the
banks were advised to proceed further in the
matter.

282. No bank was granted moratorium
by the Centra Government under Section
45 of the Banking Regulation Act, 1949
during the year. The total number of banks
granted moratoria since September 1960 re-
mained unchanged at 60 with deposits
amounting to Rs. 49.95 crores. The details
regarding the consequential arrangements such
as amagamation with other banks, liquida
tion (voluntary or otherwise), etc., and pro-
tection of depositors interest were detailed in
the last year's Report.

283. In terms of the schemes of amalga
mation under Section 45 of the Banking
Regulation Act, 1949, the shareholders of the
banks which have been amalgamated with
other banks are required to be paid the surplus
amount left with the transferee banks after
paying the depositors in full. The share-
holders of 12 transferor banks have been paid
in full while pro rata payments are being made
to the shareholders of 14 other transferor
banks.

284. During the year under review, licences
under Section 22 of the Banking Regulation
. Act, 1949 to carry on banking
Licensing of  husiness in India were granted
to two banks, viz., Lord

Krishna Bank Ltd., and Jammu and Kashmir
Bank Ltd. During the period, the licences
held by 14 major Indian commercia banks
were cancelled, since they had ceased to carry
on banking business in India consequent on
their undertakings having been transferred
to and vested-in the corresponding new banks
in terms of Section 4 of the Banking Com-
panies (Acquisition and Transfer of Under
takings) Act, 1970. Thus, the number of
banks in whose cases licences have been can-
celled increased to 50, while the total number
of licensed banks stood reduced to 46 as at
the end of June 1971. Besides, there were
22 banks in the public sector comprising the
State Bank of India, its seven subsidiaries

and the 14 corresponding new banks set up
to carry on the business of above mentioned
nationalised undertakings, which are not re-
quired to obtain a licence.

285. During the year under review, a
licence under Section 22 of the Act to carry
on banking business in India was refused to
one existing bank, viz., Punjab and Kashmir
Bank Ltd., while an application of a com-
pany for grant of a licence under the Section
to commence banking business in India was
regjected. The total number of banks to
which licences were refused stood at 282 as
at the end of June 1971. The existing under-
teking of one of the fourteen nationalised
banks has aso applied for grant of a fresh
licence to commence banking business in
India and its application is pending.

286. During the year under review, 10
non-scheduled banks were dissolved by the
High Court. One bank went
into  voluntary liquidation
after  obtaining from the
Reserve Bank a certificate under Section 44(1)
of the Banking Regulation Act, 1949 while 2
banks went into Court liquidation.

Liquidation
Proceedings

287. The Bank scrutinised 215 returns
submitted by the liquidators of the banks
under Section 45R of the Banking Regulation
Act, 1949, with a view to ensuring that legal
requirements were complied with and that the
liquidation proceedings were not unduly de-
layed.

288. Directives were received from the
Centra Government for the inspection of 3
banks under Section 45Q of the Banking
Regulation Act, 1949.

289. The Reserve Bank’s Credit Informa
tion Divison made a systematic revision in
March 1971 of the system of
collecting and processing cre-
dit information on the bor-
rowers of the banks in order to widen the
scope of such information and maintain more
up-to-date data and thus enhance its utility
to the banks. In the context of the nationa-
lisation of major banks that underscores the
social objectives of the banking development,
the credit information now obtained on the
borrowers covers certain wider aspects such

Credit Informa-
tion
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as purpose of credit, occupation of borrower,
etc. Keeping the above considerations in
view, the form and content of the return
have been appropriately revised and the banks
have been provided with comprehensive guide-
lines for compiling the return.  Further, with
a view to facilitating easy compilation of the
return by banks, the Reserve Bank has adopted
(with suitable modifications) a code system
on the lines prescribed for “Uniform Balance
Books-Statistics relating to bank credit”,
which was already advised to the banks earlier.
- As it was observed that the compilation of
credit information on a quarterly basis at the
previoudly existing levels (viz., secured limits
of Rs. 5 lakhs and over and unsecured limits
of Rs. 1 !akh and over) involved considerable
time and effort on the part of banks as well
as in processing the data in the Reserve Bank,
it was decided to obtain data on the larger
borrowers (covering al secured limits of
Rs. 10 lakhs and over and unsecured limits
of Rs. 2 lakhs and over) quarterly, whereas
data on the borrowers having secured limits
of Rs. 5 lakhs and over and unsecured limits
of Rs. 1 lakh and over would be obtained
only hdf-yearly, i.e, a the end of June and
December. Banks have also been advised to
make increasing use of the credit information
available with the Reserve Bank while pro-
cessing al applications for larger limits.  With
the introduction of the revised return, it
would be possible to furnish more up-to-date
credit information to banks. During the year
July 1, 1970 to June 30, 1971, the Division
furnished information in respect of 1,458
applications to 34 applicant banks/institu-
tions.

290. During the year under review, the
clearing house faciliies were further ex-
panded as nart of the Bank’s
Clearing House policy of extension of banking
facilities in the country.
Thus, during the year (July 1970 to June
1971) 28 more clearing houses were established,
bringing the total number of clearing houses
functioning in the country to 135. Of these,
9 are managed by the Reserve Bank of India,
102 by the State Bank of India and 24 by the
Subsidiaries of the State Bank of India.

291, The Report of the Working Group
on credit problems of the jute industry, a
mention of which was made
working Group in the last year's Report, was
on Jute Industry examined by the Bank. The
Group had recommended,
inter alia, that a separate scheme be formu-
lated for providing some relief to the industry
by way of charging a concessional rate of
interest on the borrowings in respect of that
portion of the mills' production which is ex-
ported. The Group had aso indicated the
broad guidelines of the scheme. After exa
mination, the suggestion was found acceptable
to the Bank and hence, it would be circulated
to the banks on obtaining Government's
concurrence in the matter. The other recom-
mendations of the Group were also found
generaly acceptable and the Indian Banks
Association had been advised to request the
member banks to implement them.

Working Results of Commercial Banks

292.  An analysis of the working results of
69* scheduled commercia banks including
those of nationalised banks,
which have published their
profit and loss accounts for
the year 1970 reveds that
there was a noticeable improvement in
their profits during the year as compared
with 1969 ; thus, their profits rose from
Rs. 21.6 crores to Rs. 26.3 crores. The total
income of these banks increased by Rs. 87.9
crores (22 per cent) during 1970 as against an
increase of Rs. 42. § crores (12 per cent) in
1969. The increase has been due to the spurt
in earnings from ‘interest and discount’ which
rose by Rs. 82.7 crores or by 25 per cent
during 1970 as compared with the rise of
Rs. 36.3 crores or by 12 per cent in 1969.
The rise in earnings from ‘commission, ex-
change and brokerage’ was smaler in 1970
when compared with the rise in 1969. The
total expenses of the 69 banks increased by
Rs. 83.2 crores (22 per cent) in 1970 as com-
pared with Rs. 41.4 crores (12 per cent) in
1969. Expenditure on ‘sdaries, alowances
and Provident Fund contributions' showed an
increase of 27 per cent in 1970 over 1969 as
against an increase of 11 per cent in 1969.
‘Interest paid on deposits and borrowings

All Scheduled
Commercial
Banks

* Covers all major banks including 13 foreign banks.
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aso showed an increase, the rate of increase
being 19 per cent in 1970 as compared with
11 per cent in 1969.

293. Tota income of the State Bank of
India improved from Rs. 91.4 crores in 1969
to Rs. 112.7 crores in 1970,
and total expenditure rose
from Rs. 85.9 crores to
Rs. 107.3 crores. The larger
rise in expenditure than in income was due to
the sizeablé increase in establishment expenses
(Rs. 10.9 crores) and in interest paid on de-
posits and borrowings (Rs. 8.6 crores) during
the year. Consequently, the balance of profit
recorded a margina fall from Rs. 5.50 crores
in 1969 to Rs. 5.40 crores in 1970. Out of
the profits, the State Bank transferred Rs. 1.09
crores to reserves, earmarked Rs. 2.70 crores
for payment of bonus to staff and Rs. 1.29
crores as dividend to shareholders, the allo-
cations in al these cases being the same as
in 1969. The Subsidiary banks increased
their earnings from Rs. 26.7 crores in 1969
to Rs. 325 crores in 1970, while their ex-
penditure rose somewhat less from Rs. 25.8
crores to Rs. 31.2 crores. As a result, their
profits improved from Rs. 95 lakhs in 1969
to Rs. 1.33 crores in 1970. These banks
transferred Rs. 13 lakhs to reserves, paid
Rs. 35 lakhs as dividend to the State Bank
and earmarked as bonus to staff a sum of
Rs. 77 lakhs. While the transfer to reserves
was less than in 1969, payment of dividend
to the State Bank and of bonus to staff was
higher than in 1969.

State Bank
Group

294. The nationalised banks published in
December 1970 their first balance sheets and
profit and loss accounts as

Nationalised on December 31, 1969. These
Banks fourteen banks have, after
meeting al their expenses and

after providing for the usua and necessary
provisions, transferred out of profits for 1969
a total amount of Rs. 3.69 crores to the
Reserve Fund (as against Rs. 1.80 crores
transferred by the predecessor banks before
nationalisation out of profits for 1968). Out
of their net profits earned during the period
since the date of nationdisation, surplus
profits transferred by them to the Central
Government in terms of Section 10(7) of the
Banking Companies (Acquisition and Transfer

of Undertakings) Act, 1970 aggregated

Rs. 2.33 crores.

295. The working results of the 14 na-
tionalised banks for the year 1970, published
by them recently, reveal a marked improve-
ment in the profits (before payment of bonus
to staff, but after tax) earned by them, which
amounted to Rs. 13.8 crores in 1970 as against
Rs. 10.9 crores in 1969. This has occurred
despite a sharp rise in their establishment ex-
penses following the opening of a record
number of branches and increased commit-
ments due to the revision of wages and salaries
of bank oteff.

296. The total income of these banks in-
creased from Rs. 217.6 crores in .]969 to
Rs. 266.7 crores in 1970 and their total ex-
penses from Rs. 206.7 crores to Rs. 252.9
crores. The increase in their earnings was
largely due to the upward revision of banks
lending rates following the removal by the
Reserve Bank of the' celling of 9.5 per cent
on lending rates in February 1970 and the pre-
vaence of a relatively high credit-deposit
ratio during the year.

297. Out of their profits, the nationalised
banks earmarked Rs. 2.8 crores for the Re-
serve Fund, allocated Rs. 6.9 crores as bonus
to staff and transferred the balance of Rs. 4.2
crores to Central Government as per statutory
requirements.

Control over Non-Banking Companies

298. A reference was made in the last
year's Report regarding the large increase in
the number of ‘Finance Corporations in
South India, particuarly in Mysore State,
which have been accepting deposits from the
public at relatively higher rates of interest.
Since these corporations are partnership firms,
the provisions of the directions issued to non-
banking companies in regard to acceptance of
deposits are not applicable to them at present.
The question of enforcing the provisions of the
local Money-Lenders Acts in relation to these
corporations and of amending these enact-
ments so as to provide for certain additional
safeguards has been taken up with the Govern-
ments of Mysore and Tamil Nadu.
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299. The Legidative Assembly of Andhra
Pradesh has passed a Bill to regulate the
business of chit fund companies. The ques-
tion of amending the existing law relating to
‘chitties’ in Kerala is still under consideration
of the State Government. The Government
of Mysore has been considering the question
of enacting loca legidation for this purpose.

300. According to the survey of deposits
with non-banking companies, based on the
returns as on March 31, 1968, 2,398 companies
out of a total number of 27,338 joint stock
companies (financial and non-financial) at
work submitted returns to the Reserve Bank
of India and they reported 5.30 lakhs of ac-
counts. The total amount of deposits (in-
cluding exempted loans not counting as de-
posits at Rs. 209.59 crores) held by them as
at the end of March 1968 was Rs. 477.89
crores as against Rs. 430.51 crores as at the
end of March 1967 (including exempted loans
amounting to Rs. 186.60 crores). The amount
of deposits includes unsecured borrowings
to the extent of Rs. 79.60 crores by com-
panies from foreign sources such as World
Bank, U.SA.I.D., I.D.A., CD.F.C. and the
Ex-im Bank (as these do not fal in the cate-
gory of exempted loans) as against the esti-
mated amount of Rs. 92 crores at the end
of March 1967.

Deposit Insurance Corporation

301. The number of insured banks de-
clined to 82 at the end of June 1971 from 83
as at the end of June 1970, due to transfer
of assets and liabilities of one bank to another
insured bank. No new bank was registered
during the year under review. During the
period no fresh liability of the Corporation
arose in respect of insured deposits. The
liability of the Corporation in respect of one
bank amalgamated under Section 45 of the
Banking Regulation Act, 1949 referred to
in the last year's Report, was determined after
scrutiny of the lists of depositors and was
paid. The total claims paid or provided for
by the Corporation since its inception upto
June 30, 1971 amounted to Rs. 113.04 lakhs
in respect of 14 banks. During the year, the
Corporation received reimbursement of
Rs; 1.43 lakhs in respect of subrogated claims
paid or provided for by it, raising the total

amount of reimbursements received upto
June 30, 1971 to Rs. 37.54 lakhs.

302. There was no change in ‘the limit
of insurance cover which was raised from
Rs. 5,000 to Rs. 10,000 per depositor in April
1970. The rate of premium payable by in-
sured banks on their deposits aso remained
unchanged at 5 paise per Rs. 100 per annum.
According to the latest available statistics,
96.4 per cent of the deposit accounts and
61.9 per cent of the amount of deposits in
insured banks were protected by the insurance
scheme as at the end of September 1970.

303. Some of the States have aready
amended the State Co-operative Societies
Acts to facilitate extension
Deposit  Iasu- Of Denosit Insurance Scheme
i':"f:esgg?ongg_ to co-operative banks in
rative Field their  respective States. A
notification  extending  the
provison of Deposit Insurance Corporation
(Amendment) Act, 1968 with effect from
July 1, 1971 to the co-operative ‘banks in the
States of Andhra Pradesh, Madhya Pradesh,
Maharashtra and the Union Territory of
Goa, Daman and Diu has aso been issued
by the Government of India The Deposit
Insurance Corporation has registered, as on
July 1, 1971, 385 digible co-operative banks
in the States and Union Territory mentioned
aboye. With a view to ensuring uniformity
in the amendments to be carried out by the
Governments of other States’Union Territo-
ries, model amendments were circulated to
them by the Agricultura Credit Department
for amending their respective co-operative
societies' Acts for the purpose of extending the
Deposit Insurance Scheme to co-operative
banks in their jurisdiction.

Banking Commission

304. In the last year's Report, mention
was made about the constitution of five Study
Groups by the Commission to examine and
report on different aspects of banking.

305. The Study Groups on Indigenous
Bankers and Bank Procedures have completed
their work and the other Study Groups are
about to finalise their reports.  As regards the
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Study Group on Legidation Affecting Banking,
the first part of the report has been finaised
and the second part is under preparation.
The surveys of Small-Scale Industries and
Small Artisans underteaken by Universities
and other bodies on behalf of the Commis-
sion have been completed and the major part
of the report has been received by the Com-
mission. The National Council of Applied
Economic Research which was entrusted with
a survey of bank services to depositors has
completed it and submitted its report to the

306. During this period, the Commission
visited the States of Ragjasthan, Jammu and
Kashmir, West Bengd, Bihar and Uttar Pra-
desh. It aso met the officials of the Govern-
ment of Kerala at Trivandrum. The Commis-
sion’s programme of visiting the various States
came to an end in June 1971. The Commission
visited New Delhi and held discussions with
the Finance Minister. The Commission has
aso held meetings in Bombay with bankers,
experts and others. The Commission is ex-
pected to finalise its report by the end of

Commission.

1971

Table 38-Commercial Banking Trends at a Glance

(As on the last Friday of June)

1966 1967 1968 1969 1970 1971
l. Number of Banks
() Scheduled Banks . 74 73 73 72 74
(#) Non-Scheduled Banks ., I8 24 19 16 13 12
II.  Number of Offices
(i) Scheduled Banks . 6139 6620 7044 8045 9938 11892
(#) Non-Scheduled Banks . . 240 216 203 217 193 149
Ill.  Aggregate Deposits (Rs. Crores)
(f) Scheduled Banks . . . 3123-2 3517.0 39690 46458 5274-5 6189.9
(if) Non-Scheduled Banks . . . 25-0 24-5 26-2 28-0 13:8 147
IV. Demand Deposits (Rs. Crores)
(i) Scheduled Banks . 1477-3 1664.6 1874-8  2103:5  2328-8 2725-1
(ii) Non-Scheduled Banks . . 9.1 9-1 10-2 11-7 8.4 9-3
V. Time Deposits (Rs. Crores)
(f) Scheduled Banks . 1645.9 1852.4 2094-2 2542.3 2945.7 3464.8
(ii) Non-Scheduled Banks . . 15.9 15-4 16-0 16.3 54 5.4
Vl. Deposits as percentage of .
National Income (%) . . 15.3 14:8 14-1 16.3 17-0 18:0%*
VIl. Total Bank Credit (Rs. Crores)
(i) Scheduled Banks . . 2271.4 2631.1 3102-9 3598-8 42127 4775.8
(i) Non-Scheduled Banks . . 15.0 151 12.8 16-4 35 31
VIII. Credit-Deposit Ratio (%)
(i) Scheduled Banks . 72:7 74.8 78-2 77.5 79.9 77-2
(1) Non-Scheduled Banks 60-0 61.6 48.9 58.6 254 21-1
IX. Investments in Government Securities
(Rs. Crores)
(i) Scheduled Banks 918.8 922.6 975.6 1126-3 1186.1 1369-4
(if) Non-Scheduled Banks 56 5:4 6.6 6-7 3-4 4-0
X. Investment-Deposit Ratio (%)
(1) Scheduled Banks - 29.4 26.2 24-6 24-2 22.5 22.1
(i1) Non-Scheduled Banks . . 22:4 22.0 25 23.9 24.6 27-2
XI. Cash and Balances with R.B.I. (Rs, Crores)
(i) Scheduled Banks . . » 195.3 258.8 269-5 380-3 357.6 393-5
(i) Non-Scheduled Banks . . 1.7 1.9 2-1 2:5 0-9 1-1
XIl. Cash-Deposit Ratio (%)
(i) Scheduled Banks - 6-3 7.4 6-8 8-2 6-8 6-4
(ii) Non-Scheduled Banks , .., .. 6-8 7-8 8-0 8-9 6-6 7.5

Notes : (1) The figures for non-scheduled banks in the last column relate to August 1970.

(2) The figures for June 1971

are provisional.

(3) The figures for non-scheduled banks for 1970 and 1971 are provisional.

* Based on National Income at current prices (estimated).
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IV. DEVELOPMENTS IN CO-OPERATIVE BANKING

307. The year under review was charac-
terised by consolidation of gains made in
previous years in the direction of adoption
of progressive loaning policies and mobilisa-
tion of deposits by co-operative banks and
in opening a line of credit to the small and
economically weak farmers as well as to
tribals engaged in agriculture and alied occu-
pations. The crop loan system which has
come to be adopted as a normal feature of
lending by the co-opemtive banks, by and
large, had undergone further refinements in
the context of larger use of inputs by the
agriculturists. The credit support that was
extended to the co-operative banks conse-
guent on these developments was also accom-
panied by efforts to ensure that the co-opera-
tive banks observed seasonality in their lending
and recoveries. With a view to progressively
decreasing the reliance of the banks on the
Reserve Bank, the Bank fixed targets for
deposits for the bigger of the central co-opera-
tive banks in the country. This was also a
preparatory measure for the eventua linking
of the Bank’s lending rates to deposit mobili-
sation, as recommended by the All-India
Rurd Credit Review Committee. Similarly,
in the case of land development banks, their
rural debenture programme which was meant
to mobilise rural savings, was linked to their
ordinary debenture programme. The Bank
continued its efforts in filling up the credit
gaps in the areas of weak central co-operative
banks by continuing the implementation of
the scheme of financing primary societies by
commercial banks, in maintaining the credit
flow in areas which were affected by wide-
spread natural calamities by making use of
credit dabilisation arrangements, and in
strengthening the co-operative credit struc-
ture by suggesting concrete schemes for
rehabilitation of weak centra co-operative
banks.

308. The Agricultura Credit Board which
was set up by reconstituting the erstwhile
Standing  Advisory  Com-
mittee on Rural and Co-
operative Credit on the re-
commendation of the All-India
Rural Credit Review Committee, held its first
meeting on August 3, 1970 and considered
the Review Committee's various recommenda-

Agricultural
Credit Board

tions regarding the measures to be adopted
by the Reserve Bank and other agencies of
development for ensuring timely and adequate
farm credit. In pursuance of the decisions
of this Board, the State Governments and
the co-operative banks were advised to take
the action required of them in implementing
the recommendations. As for the recommenda-
tions pertaining to its own functions and
policies, the Bank has aready initiated action
for their implementation.

309. The Agricultural Credit Board aso
constituted two Standing Committees to
advise it on problems of financing certain
specialised fields of co-operative activity such
as small-scale and cottage industries, long-
term investment in agriculture, marketing,
etc. The two Standing Committees had
their first meetings during the year under
review. While the Standing Committee [
considered, among others, the problems re-
lating to financing of small-scale and cottage
industries, distribution and marketing in the
agricultural sector, etc., the Standing Com-
mittee |l reviewed the progress made in the
sphere of credit facilities offered by the Bank
for agricultural production and investment.
Some of the important decisions arrived at
by these Standing Committees related to the
Bank providing separate line of credit for
marketing of crops including processing, re-
finance for the marketing of minor forest
produce and the purposes for which medium-
term loans might be advanced by co-operative
banks. The Agricultura Credit Board had
aso appointed a Study Group for a detailed
examination of the recommendation of the
Review Committee regarding the linking of
the rate of interest on loans from the Bank
to the efforts at deposit mobilisation by central
co-operative banks. The Study Group, which
met once during the year, considered various
implications of the issues referred to it. The
Group’s report is awaited.

310. In pursuance of the recommendation
of the Rura Credit Review Committee, the
Financing  of Government of India have
Small, Marginal approved the establishment
and other Econo- of 46 Small Farmers Deve-
mically Weak  |opment Agencies (SF.D.A)

and 37 Marginal Farmers
and Agricultural Labour projects (M.F.A.L.)
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in selected districts. The Bank has been
actively assisting the co-operative banks and
other credit indtitutions in the S.F.D.A./
M.F.A.L. areas in attuning their policies and
procedures to the needs of the small and
margina farmers and in augmenting their
own resources so as to meet the credit needs
fully. Simultaneoudly, the Bank took steps
to ensure that credit needs of small and eco-
nomically weak farmers are met even in areas
outside these projects.

311. In pursuance of a suggestion from
the Planning Commission, the Bank under-
took special studics of some S.F.D.A. pro-
jects. These study reports indicated guide-
lines on the methodology to be adopted in
identifying the small farmers and in ascer-
taining the credit and other needs of such
farmers, keeping in view the cropping pattern,
avalability of irrigation facility, scope for
subsidiary occupations, etc. Measures were
also suggested for strengthening the existing
credit agencies and for building up the re-
quisite infra-structure. In order to spell out
the role and also to discuss the problems
faced by co-operative banks in implementa-
tion of the programmes for the benefit of
small farmers, the Bank convened regiona
conferences of representatives of central co-
operative banks and ‘State Governments at
Ahmedabad, Bangalore, Chandigarh and
Calcutta. The centra co-operative banks
were also called upon to use a predetermined
percentage of their borrowings from the State
co-operative bank for financing the small
farmers.

312. The transitional scheme of financing
of primary agricultural credit societies by
commercial banks in the

Commercial  areas of weak central co-
oBfanksAgricll:Jll?Sp;Img operative banks, introduced
Credit  Societies last year with the financing
of the Kharif 1970 operations,

was continued during the year under review.
Under the scheme, 1,974 societies in 49 dis-
tricts of Andhra Pradesh, Haryana, Madhya
Pradesh, Mysore and Uttar Pradesh were
dlotted to 300 branches of 20 commercial
banks including the State Bank of India
Group. As a the end of June 1971, the
commercial banks advanced loans aggre-
gating Rs. 6.93 crores to 1,546 societies.
In addition, liabilities amounting to Rs. 2.13

crores in respect of 589 societies were also
taken over by the commercia banks, thus
bringing their total involvement, under the
scheme, to Rs. 9.06 crores. The progress
achieved under the scheme has been encou-
raging in Andhra Pradesh, Haryana and
Mysore. Despite the procedura and orga-
nisational difficulties initidly faced in imple-
menting the scheme, a fair measure of success
might be said to have been achieved, and the
progress could further be accelerated subject
to concerted efforts being made by al the
agencies concerned. The commercial banks,
financing agricultural credit societies under
the scheme, are eligible for refinance facility
from the Reserve Bank at a concessiona rate
of interest of 4} per cent. Their advances to
the societies for issue of loans to members
against pledge of agricultural produce (subject
to credit control measures) are also exempted
from celling as well as margin requirements
for a period of two months from the date of
harvest of the relevant crop, provided the
amount of loan per member is restricted to a
maximum amount of Rs. 2,500 or the crop
loan outstanding, whichever is lower. These
concessions serve as incentives to the com-
mercia banks in providing adequate credit
support to the societies.

313. The above scheme of commercia
banks financing of primary agricultural credit
societies was introduced at
the instance of the Bank,
pending the strengthening
of the co-operative credit
structure in the concerned areas. Efforts in
this direction were continued and specific
programmes of rehabilitation of weak central
co-operative banks in -areas where the above
scheme was in operation and elsewhere were
drawn up by the Bank and, after detailed
discussions with the representatives of the
State Governments and co-operative banks
concerned; these programmes were recom-
mended for implementation. The important
suggestions related to : (i) strengthening of
the capital structure of the central co-operative
banks ; (ii) rationaization of loaning policies
and procedures ; (iii) strengthening of the
administrative and supervisory arrangements
for recovery of overdues and future loans ;
(iv) financia assistance from the State Govern-
ments to augment the bad debt reserves ;
and (v) mobilization of deposits. During

Co-operative
Development
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the year under review, discussions were held
with representatives of Andhra Pradesh,
Madhya Pradesh and Mysore States on
various issues and problems connected with
rehabilitation schemes. The Bank is closaly
following the progress of these measures.

314. Between January and May 1971, the
Deputy Governor in-charge of rura credit
held discussions on the more important aspects
and problems of co-operative credit and deve-
lopment with the representatives ‘of 12 State
Governments. During these discussions, the
persisting weaknesses were pointed out and
the remedial measures suggested relating to
mobilization of deposits by co-operative banks,
mounting overdues, reorganization of the
primary agricultural credit societies on the
accepted pattern, rehabilitation of weak cen-
tral co-operative banks and problems of land
development banks.

Co-operative Credit :
Operations

Policy, Procedures and

315. An important stipulation introduced
by the Reserve Bank during the, year in regard
to the provision of financid
Special Measures accommodation to State co-
for SmalliWeak  gnerative banks for seasonal
agricultural  operations and
marketing of crops was that a portion of the
credit limit sanctioned by the Bank to each
central co-operative bank should be ear-
marked for financing small and economically
weak farmers. To start with, central co-ope-
rative banks were advised to show at least 10
per cent of outstandings of borrowings from
the concerned State co-operative banks as
on June 30, 1971 as covered by outstandings
of loans to societies against small/marginal
or economically wesk farmers. This per-
centage would be increased to 20 by the end
of June 1972.

316. With the object of helping agricul-
tural operations of the tribals in Andhra
Pradesh, the Girijan Co-operative Corpora
tion was recognised by the Bank for the pur-
pose of channelling agricultural credit to
tribal cultivators in three districts, where

the normal co-operative credit structure was
either weak or unwilling to finance the tribals.
The Bank aso decided to provide refinance
facilities to State co-operative banks for ad-
vances made to forest marketing co-operatives
for the marketing of minor forest produce of
tribals.

317. The Rural Credit Review Com-
mittee recommended that the Reserve Bank
~might sanction separate credit
Separate Credit |imjts for “seasonal agricul-
Limits for Mar- . s «
keting of crops tural operations’ and “mar-
ketina of crops”. While the
Bank had aready introduced the practice of
sanctioning separate credit limits for the
marketing of cotton and kapas in 1968-69,
it has now been decided that from 1971-72
onwards separate limits should be sanctioned
for marketing all other crops also. The ob-
jective is to see that the limit meant for sea
sona agricultura operations is not diverted
towards financing marketing of crops.

318. The financial accommodation from
the Bank for agricultura purposes has been
progressively increasing year
after year with the growing
demand  for agricultural
credit. The credit limits
sanctioned by the Bank to State co-operative
banks for financing seasonal agricultural
operations and marketing of crops at the con-
cessiona rate of 2 per cent below the Bank
rate increased from Rs. 370.16 crores during
1969-70 to Rs. 390.11 crores during 1970-71.
The drawals during the year aggregated
Rs. 424.49 crores as against Rs. 425.09 crores
in 1969-70. Repayments were of the order
of Rs. 449.76 crores as against Rs. 394.06
crores in 1969-70. The outstandings as on
June 30, 1971 stood at Rs. 188.84 crores as
compared with Rs. 214.11 crores as on June
30, 1970 (Table 39). The specia short-term
credit limits sanctioned to State co-operative
banks for financing marketing of cotton and
kapas during the year 1970-71 were Rs. 10.65
crores as against Rs. 7.75 crores during
*1969-70. The aggregate drawals  were
Rs. 8.56 crores, repayments Rs. 9.52 crores
and outstandings Rs. 1.03 crores. The figures
for 1969-70 were Rs. 9.33 crores, Rs. 8.24
crores and Rs. 1.99 crores, respectively.

Progress of
Bank’s Financial
Accommodation
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Table 39—Short-term Loans Provided by the

Reserve Bank of India to State Co-operative Banks

at the Concessional Rate of Interest for Seasonal

Agricultural Operations and Marketing of Crops
(1960-61 to 1970-71)

(Rs. crores)
Year Limits Drawals Out-

sanctioned standings
1960-61 . . 111.79 142-91 100-88
1961-62 . . 138.18 154.22 115.20
1962-63 . . 163.94 199-72 124.28
1963-64 186.21 298.18 146.54
1964-65 : 199.86 253.33 150.51
1965-66 . . 212.66 260-36 143.67
1966-67 257.50 292.20 135.38
1967-68 i 314.15 364.89 137-17
1968-69 . . 33762 411.16 183.09
1969-70 370-16 425.09 214.11
1970-71 390-11 424.49 188:84

319. In order to ensure the financia dis-
cipline of seasondity in lending and recovery
of loans, the Rural -Credit
Review Committee recom-
mended closed periods for
drawals on the short-term
credit limits sanctioned by the Bank. The
Agricultural Credit Board felt that the prin-
ciple of seasonality could as well be achieved
by requiring the central banks to bring down
the level of outstandings under borrowings
from the apex bank to a given minimum
level during any part of the year, which would
also ensure that the banks were not left with
unduly large surpluses a any time. The
minimum levels upto which the borrowings
on the short-term loans by the central co-
operative banks should be reduced have been
arrived at by mutual discussions between the
Bank and the representatives of some selected
States/Central  co-operative banks. The State
co-operative banks in consultation with Co-
operative Departments of their States have
been asked to fix similar limits for other
central co-operative banks on mutually agreed
lines taking into account broadly the cropping
pattern of the district, etc.

Seasonality in
Lending and
Recovery

320. The Bank continued to provide finan-
cia accommodation to the State co-operative
banks at Bank rate under
Section 17(4)(c) . of the Re-
serve Bank of India Act,
against  Government  gua-
rantee, for financing the apex marketing
societies for purchase, stocking and distribu-
tion of chemica fertilizers. Since December

Finance for
Fertilizers

1969, accommodation for the purpose was
considered only in cases where the State co-
operative marketing societies were unable to
obtain the necessary funds from commercial
banks. This accounted for the decline in
the aggregate limits sanctioned by the Bank
to State co-operative banks for the purpose
during the calendar year 1970. The limits
sanctioned, drawals and outstandings at the
end of the year wereRs. 16.80 crores,
Rs. 11.27 crores and Rs. 4.22 crores, respec-
tively. The corresponding figures for 1971
(upto the end of June) are Rs. 19.25 crores,
Rs. 17.43 crores and Rs. 3.43 crores. The
position in this regard is under constant review
with a view to ensuring that the legitimate
credit needs of fertilizer marketing are met
by commercial and co-operative banks, appro-
priately supplemented by the Bank.

321. A short-term credit limit of Rs. 7.50
crores was sanctioned to one State co-operative
bank on behaf of ten c¢o-

Co-operative operative  sugar factories
Sugar Factories under Section 17(4)(c) of
the Reserve Bank of India

Act a 2 per cent above the Bank rate for
financing the working capital requirements
of co-operative sugar factories against stocks
of sugar by way of pledge. The tota drawals
aggregated Rs. 5.32 crores and the outstand-
ings as on June 30, 1971 were Rs. 4.32 crores.

322. The Agricultural Refinance Cor-
poration was sanctioned for the year 1970-71
a short-term credit limit of
Rs. 8 .00 crores at the Bank
rate under Section 17(4) (E)
of the Reserve Bank of India Act against the
security of specia development debentures
purchased by it. The aggregate drawals
on the limit amounted to Rs. 11.80 crores
and the outstandings as on June 30, 1971
were Rs. 7.52 crores.

Loans to ARC

323. In the sphere of medium-term loans
for agricultural purposes, the Bank’'s policy
was amed a encouraging
loans for identifiable purposes
such as construction of wells,
purchase of pumpsets and
agricultural implements, etc. As certain stu-
dies made in this connection revealed that a
good portion of the medium-term loans

Medium-term
Finance
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advanced by a number of central banks was
meant for purposes which were not clearly
identifiable, it was decided to regulate the
grant of medium-term credit limits in 1970-71
in such a way as to bring about a definite
shift towards loans for identifiable produc-
tive purposes. Accordingly, for availing of
the accommodation from the Bank, a central
bank was required to advance at least 40 per
cent of its medium-term loans for any one
or more of the four purposes, viz., (i) con-
struction of wells and other minor irrigation
schemes, (ii) repairs to wells and other irriga-
tion sources,  (iii) purchase of machinery
such as, pumpsets, and (iv) purchase of agri-
cultural implements. Precautions were aso
taken to see that the central co-operative
banks did not come up with ambitious pro-
grammes in areas where land development
banks had drawn up schemes with the assis-
tance of the Agricultura Refinance Corpo-
ration and that there was proper co-ordination
between the centra banks and the land
development banks in the sphere of term
lending.

324. In 1966, the Bank had approved the
channelling of its finance for purchase of
milch cattle through milk
supply societies in an area
where a co-operatively or-
ganised dary development
project was in effective operation. Following
the recommendation of the Rural Credit
Review Committee, the Bank, in December
1970, agreed to these loans being granted by
the milk supply societies to their members
even if the pasteurisation, processing and
marketing of milk and milk products were
undertaken by a private or government dairy.
With a view to enabling the small farmers to
teke up dairying or poultry activities aong-
side agriculture, it was decided in June 1971
that medium-term loans might be advanced
upto a limit of Rs. 2,000 without insisting on
the mortgage of immovable property or charge
on land.

Finance for
Milch  Cattle
Purchase

325. During the year, the aggregate of
medium-term credit limits sanctioned under
Medium-term  Section  17(4AA) read with
Limits Section 46A(2)(b) of the
Reserve Bank of India Act at 1} per cent
below the Bank rate was Rs. 17.55 crores as
against Rs. 18.30 crores sanctioned in the

previous year. In addition, one State co-
operative bank was sanctioned loans aggre-
gating Rs. 1.21 crores for purchase of shares
in co-operative sugar factories a the Bank
rate. The drawals (including those limits
sanctioned at the Bank rate) were Rs. 14.20
crores during 1970-71 as against Rs. 11.48
crores in 1969-70 and the outstandings as
on June 30, 1971 were Rs. 24.31 crores as
against Rs. 20.45 crores at the end of the
previous year (Table 40).

Table 40—Medium-Term loans for agricultural pur-

poses provided by the Reserve Bank of India to

State Co-operative Banks at the concessional rate
(1960-61 to 1970.71)

(Rs. crores)
Year Limits Drawals Out-

sanctioned standings
1960-61 . . 4.68 5-69 8-81
1961-62 . . 9.56 7-39 11.67
1962-63 . . 9.31 418 10.56
1963-64 . . 14.01 7-45 13.00
1964-65 . . 14.39 7-91 14.32
1965-66 .. 14.11 7.45 14.96
1966-67 . . 15.49 8.37 15.41
1967-63 . . 16.57 9.-12 16-47
1968-69 . . 19-00 8-98 17:60
1969-70 . . 18.30 11-48 20.45
1970-71 . . 18-76 14-20 24.31

326. As in the past, during 1970-71
medium-term  credit  limits  aggregating
Rs. 21.80 crores at 1} per cent below the
Bank rate were sanctioned to four State co-
operative banks from out of the Nationa
Agricultura  Credit (Stabilization) Fund to
enable them to convert the short-term loans
into medium-term loans to tide over the
difficulties arising out of natural calamities.
The total drawals from the Fund during the
year were Rs. 13.64 crores and the outstand-
ings with State co-operative banks were
Rs. 13.66 crores as on June 30, 1971. Be-
sides, two State co-operative banks were
sanctioned short-term credit limits of Rs. 7.00
crores at the Bank rate against the pledge of
Government/Trustee  securities  representing
the investments out of their Stabilization
Funds for granting conversion facilities to
the Central co-operative banks in their areas,
The drawas against these limits till June
1971 amounted to Rs. 4.18 crores and the
amount outstanding as on June 30, 1971 was
Rs. 2.50 crores.
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327. The Bank generally provided finan-
cial accommodation under Section 17(2) (bb)
of the Reserve Bank of India Act for financing
the production and marketing activities of
weavers societies at concessiona rate of in-
terest at 1} per cent below the Bank rate.
Accommodation was aso provided for the
first time, as per terms and conditions fina-
lised last year, under the. same Section to
State co-operative banks for financing the
other cottage and small-scale industrial units
coming under the 22 ‘approved’ groups.
During the financiad year 1970-71, 11 State
co-operative banks were sanctioned credit
limits aggregating Rs. 10.12 crores as against
Rs. 8.18 crores during 1969-70, under Sec-
tion 17(2) (bb) read with Section 17(4) (c)
of the Reserve Bank of India Act a 1% per
cent below the Bank rate for financing the
production and marketing activities of wea
vers  societies. The drawals amounted to
Rs. 12.36 crores as against Rs. 9.49 crores
during the previous year and outstandings as
on March 31, 1971 stood at Rs. 7.83 crores
as against Rs. 6.42 crores at the end of the
previous year. Three State co-operative
banks were sanctioned credit limits of
Rs. 80.00 lakhs under Section 17(2) (a) read
with Section 17(4)(c) of the Reserve Bank
of India Act for financing yarn business of
apex handloom weavers societies as against
Rs. 69.00 lakhs sanctioned last year. Drawals
aggregated Rs. 4.00 lakhs and outstandings
at the end of March 31, 1971 were Rs. 2.93
lakhs. Four State co-operative banks were
for the first time sanctioned limits aggre-
gating Rs. 46.59 lakhs a Bank rate on behalf
of 4 central co-operative banks and 8 primary
(urban) co-operative banks for financing
approved cottage and small-scale industrial
units. A sum of Rs. 1.95 lakhs drawn against
these limits was fully outstanding as on March
31, 1971

328 The primary (urban) co-operative banks
are catering to the banking and credit needs
of urban clientele constitut-

Urban Co-opera- iNg generaly small traders,
tive Banks small businessmen, artisans,
factory workers, salaried per-

sons, etc., in urban and semi-urban areas.
With a view to bringing about reorientation
in their loaning policies, the Bank had been
advising  the State co-operative banks that
refinance to urban co-operative banks should

be on a reimbursement basis. Such refinance
was to be limited to 50 per cent, 66 % per
cent and 75 per cent of the loans and advances
provided by the urban banks, for consump-
tion expenditure, commerce and trade and
small-scale industries, respectively. As indi-
cated earlier, the primary (urban) co-operative
banks are dligible for refinance facilities
under Section 17(2) (bb) or (4) (c) of the
Reserve Bank of India Act for financing the
production and marketing activities of 22
broad groups of cottage and small-scale
industrial units at Bank rate. For the
first time during the financial year 1970-71,
the Bank had sanctioned credit limits aggre-
gating Rs. 4245 lakhs to the Gujarat and
Manipur State Co-operative Banks on behalf
of 8 primary (urban) banks. The Bank
continued to provide loans to State Govern-
ments from the National Agricultural Credit
(Long-term Operations) Fund to enable them
to contribute to the share capital of primary
(urban) banks on a selective basis. During
the financial year 1970-71, a sum of Rs. 10.30
lakhs was sanctioned for contribution to share
capital of 19 primary (urban) banks.

329. The terms and conditions governing
financial accommodation from the Bank's
) ) Nationa Agricultural  Credit
Special - Assistan- (| ong-term Operations) Fund
ce from N.A.C.
(LT.0.) Fund to the State Governments
for contributing to the share
capital of co-operative credit institys
tions were liberadised during the year under
review. Accordingly, the financialy weak
central co-operative banks, which are under
a scheme of rehabilitation, are now eligible
for contribution in excess of 50 per cent of
their total paid-up capital, even if the per-
centage of overdues to demand exceeds
30 but not more than 50. Primary agricul-
tural credit societies operating in the areas
of weak centra co-operative banks and of
SFD.A/M.FA.L. projects are €ligible for
contributions upto Rs. 10,000 irrespective of
the level of overdues. Contributions above
Rs. 10,000 are subject to the conditions
regarding overdues, issue of loans for pro-
ductive purposes, etc. It is also considered
adequate for the purpose of State contribu-
tion, to link shareholdings to borrowings
at not less than 10 per cent, instead of 20
per cent as hitherto at the primary level.
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330. During the financia year 1970-71,
loans aggregating Rs. 11.85 crores (excluding
renewals of the previous year
to the extent of Rs. 0.03
crore) were sanctioned to 14
State Governments out of the National
Agricultural  Credit (Long-term Operations)
Fund under Section 17(4) (AA) read with
Section 46A(2) (8 of the Reserve Bank
of India Act for contribution to the share
capital of 6 State co-operative banks, 105
central co-operative banks, 4,076 primary
agricultural credit societies, 8 central land
development banks, 146 primary land deve-
lopment banks and 19 primary (urban) co-
operative banks. Further, a sum of Rs. 75.96
lakhs sanctioned during 1969-70 was extended
for drawals during 1970-71. The aggregate
drawals of the State Governments during
the financial year 1970-71 amounted to
Rs. 12.49 crores as against Rs. 6.80 crores
during 1969-70 (Table 41). The total amount
outstanding against the State Governments
on this account was Rs. 41.93 crores as on
March 31, 1971 as against Rs. 33.83 crores as
on March 31, 1970.

Long-term
Finance

Table 4j—Loans from the National Agricultural
Credit ( Long-term Operations) Fund to State
Governments for Contribution to the Share Capi-

tal of Co-operative Credit Institutions-1960-61
to 1970-71
(Rs. crores)
Limits sanctioned
Year* incliitling Drawals
renewals
1960-61 . 3-23 2-75
1961-62 .. 5-60 5-43
1962-63 . 4-94 4-91
1963-64 .. 3.35 3.30
1964-66 . 4.38 4-18
1965-66 . 2.68 2-68
1966-67 2.47 2.27
1967-68 .. 7.37 7.36
1968-69 o 4.13 3-78
1969-70 . 749 6-80
1970-71 .. 11-88 12-99@

¢

* Financial year.

gz Including extended loans of the order of Rs. 75-96
1 sanctioned during 1969-70.

331. A reference was made in the last
year's Report to the ordinary debenture
Special Measures programme of the land deve-

lopment banks fixed at
g-lon;grrgtvisethe Rs. 141.20 crores for the
Long-term  yegr 1970-71. The progra-
pending  Instt me was revised downward

to Rs. 139.20 crores due to
reduced support from the Central and State
Governments. Against the above approved
programme, the land development banks
issued debentures for an aggregate amount
of Rs. 123.56 crores during the financia year
ended March 3 1, 1971. The subscriptions
actually collected by the banks aggregated
Rs. 127 crores. The Central and State
Governments subscribed Rs. 36.62 crores, the
Reserve Bank of India, the State Bank of
India and the Life Insurance Corporation of
India together Rs. 22.15 crores (the Reserve
Bank’s contribution being Rs. 4.16 crores)
and the commercial banks, Rs. 29.91 crores.
The shortfall in the approved programme was
partly due to organisational failures in the
land development banks and partly to the
progressive improvement in the quality of
scrutiny of loan applications resulting in
a reduction in the volume of loans for un-
productive purposes.

332. The Bank convened a meeting of the
representatives of the principal investors and
the central land development banks in March
1971 to fimalise the debenture programme for
the financia year 1971-72. A programme of
Rs. 140 crores was tentatively agreed upon
for the year. The support available towards
the programme from the Central and State
Governments was placed at Rs. 34 crores.
The public sector institutions were expected
to provide Rs. 27 crores and the commercial
banks, Rs. 30 crores. In view of the arrange-
ments made for ensuring adequate support to
the debenture programme of the land deve-
lopment banks from different governmental
and ingtitutional sources, the Bank continued
to lay emphasis, as in previous years, on the
purposes for which loans should be advanced
by the land development banks. Thus, the
condition that at least 90 per cent of the loans
advanced should be for productive purposes,
of which 70 per cent for easily identifiable
purposes, was continued for the year 1971-
72.
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333. Since 1969-70, only such of the land
development banks, overdues of which at the
primary level were less than 15 per cent of the
demand for the year as a the end of the
previous co-operative year, were eligible for
100 per cent of the support provided for under
the debenture programme. The banks in
which the recovery of loans did not reach
the above level were digible only for a lower
support on a tapering-off basis. ‘An im-
portant consideration, wluch prevailed in
imposing the above condition was the expec-
tation that the denial of full support to the
debenture programme of the land develop-
ment banks with higher levels of overdues
would compel them to initiate appropriate
action for the recovery of the overdue loans.

334. The Bank had also been endeavouring
during the last two years to impress upon the
land development banks the need to adopt
operational procedures and policies oriented
towards agricultural development. The need
for the observance of some discipline in
regard to loaning by the land development
banks had lately assumed urgency because of
the terms of the agreements entered into
between the Agricultural Refinance Corpora-
tion and the land development banks with
the International Development Association in
respect of the agricultural credit projects
sanctioned by the latter. The land develop-
ment banks, accordingly, are required to
adopt, even in regard to their normal lendings,
the terms and procedures similar to, or
consistent with, those stipulated in the project
agreements in respect of the project lendings.
Efforts were aso continued to bring about
qualitative improvements in regard to other
aspects of working of land development
banks, particularly resources management.

335. The Rura Credit Review Committee
which reviewed the policy in regard to the
floatation of rural debentures by land deve-
lopment banks recommended that the rura
debenture programme should be linked to their
ordinary debenture progranme. The Com-
mittee suggested that the rural debenture
programme should not be less than 5 per cent
of the ordinary debenture programme in
any State. The Agricultural Credit Board
generdly endorsed the above recommenda
tion and suggested that a beginning might be
made towards implementing the recommenda-

tion from the year 1970-71. In pursuance of
this recommendation, the land development
banks were advised in December 1970 to
float during 1970-71 one or more series of
rural debentures for an amount aggregating
at least 23 per cent .of the approved ordinary
debenture programme for the year. During
the financial year ended March 31, 1971,
the land development banks issued rural
debentures for an aggregate amount of
Rs. 4.39 crores, the Bank’'s contribution to
these debentures being Rs. 0.18 crore. The
Bank's total holdings of rural debentures as
on March 31, 1971 were Rs. 8.59 crores.

336. As on June 30, 1971, there were
1,31 5 co-operative banks-29 State, 366
Central and 920 primary
Number of Co- banks-coming under  the
operative Banks purview of Banking Regula-
tion Act 1949 as against
1,317 co-operative banks (28 State, 366
Central and 923 primary) a the beginning
of the year. The decline in the number of
banks during the year was mainly due to
deletion of certain non-agricultural  credit
societies from the list of primary co-operative
banks.

337.  With a view to tightening the control
on advances of State and Central co-operative
banks against security of cotton and kapas,
selective control measures were taken during
the year under review, as discussed on page 8 1.

Agricultural Refinance Corporation

338. During the year 1970-71, the Cor-
poration sanctioned refinance in respect of
100 schemes@ of agricultural
development relating to a
wide range of irrigation and
land development purposes.
The total financial assistance involved in these
schemes was of the order of Rs. 62.15 crores.
The Corporation’s commitment under these
schemes was Rs. 53.92 crores.

Sanctions and
Disbursements

339.  Out of 100 schemes sanctioned during
the year under review, 67 schemes are to be
implemented through the central land deve-
lopment banks, the refinance provided in their

@ Excluding two schemes sanctioned but subsequently
withdrawn.
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case being in the form of contribution towards
the specia development debentures to be
floated by the concerned banks. Six schemes
are to be implemented through the State co-
operative banks and the remaining 27 by the
scheduled commercial banks, the refinance in
their cases being in the form of loans.

340. The 100 schemes sanctioned, during
the year under review, include 55 schemes for
the development of minor irrigation works,
9 schemes for the development of land, 26
schemes of plantation and horticulture and 1
scheme of farm mechanisation. Of the re-
maining, 2 schemes are for the development of
poultry farming, 2 for the development of
fisheries, 3 for dairy development and 2 for the
construction of godowns.

341. A noteworthy development during
the year was the break-through achieved in
regard to financing schemes for dairy deve-
lopment. The three dairy schemes sanctioned
during this year involve financia assistance
of the order of Rs. 142.25 lakhs for purchase
of milch cattle by the cultivators engaged
in mixed farming activities combining dairying
with agriculture and also professiona non-
agriculturist milkmen of the co-operative milk
wcidiess.  Yet another significant  develop-
ment was the refinance facilities provided
by the Corporation for the first time to a
State Agro-Industries Corporation through
a scheduled commercial bank. The Agro-
Industries Corporation will be providing
services to cultivators for land-levelling by
obtaining funds from the scheduled commer-
cia bank which will be refinanced by the
Corporation. Similarly, for the first time,
the Corporation approved minor irrigation
schemes for benefiting small farmers-one
in Haryana through the Haryana Minor
Irrigation Tubewells Corporation in Narain-
garh tehsil of Ambaa district for financia
assistance of Rs. 161.50 lakhs for 170 deep
tubewells and the other in West Benga in the
Hoogly district involving financial assistance
of Rs. 18 lakhs for sinking 300 shallow tube-
wells. The two scheme areas fall under the
Small Farmers Development Agencies and
the Corporation has provided 100 per cent
refinance. More such schemes are under
active consideration. The Corporation was
aso able to help cultivators to solve their
storage problems in two more States, viz,

Mysore and Haryana, by sanctioning one
scheme each involving financial assistance of
Rs. 71.10 lakhs in Mysore and Rs. 19.42
lakhs in Haryana. This is in addition to the
earlier schemes of storage sanctioned by the
Corporation in three States, viz, Gujarat,
Punjab and Uttar Pradesh. The Corporaion
has made special efforts to promote more
and more schemes for areas and States not
fully developed and in this connection, has
sent its officers for formulating schemes which
could be sponsored by the concerned financ-
ing institutions and the State Governments.
The Chairman of the Corporation had aso
diseussions with the representatives of States
in this regard which were followed up by the
Managing Director and other officers of the
Corporation. Special meetings were aso
held between the officials of the Government
of India, the senior officids of the State
Governments and of the Corporation to
promote more schemes in these States.

342. During the year, the Corporation
approved reduction in the financial assistance
in respect of some schemes sanctioned earlier
as also the rephasing of some schemes so as
to extend the period of floatation of the
special development debentures. Taking into
consideration the changes in the outlay of
some schemes sanctioned earlier as a result
of rephasing as also withdrawa of schemes
sanctioned during the earlier years, etc., the
total number of schemes sanctioned by the
Corporation during the eight years of its
working as on June 30, 1971 is 458, the total
financial assistance and the Corporation’s
commitment thereunder being Rs. 293.00
crores and Rs. 248.66 crores, respectively.

343. The disbursements made by the Cor-
poration during the year amounted to
Rs. 30.62 crores, raising the total disburse-
ments as at the end of June 1971 to Rs. 89.71
crores. Out of the amount of Rs. 30.62
crores disbursed during the year, a sum of
Rs. 26.65 crores was disbursed to the central
land development banks, Rs. 1.19 crores to
State co-operative banks and Rs. 2.78 crores
to scheduled commercia banks. During the
year, 8 scheduled commercia banks and
5 State co-operative banks made repayments
of principa due, amounting to Rs. 31.12
lakhs and Rs. 26.57 lakhs, respectively.
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344. During the year, the Corporation
augmented its resources as under : (i) Rs. 22
crores by way of borrowings
Augmenting of from the Government of
Resources India under Section 20(1) (c)
of the Agricultural Refinance
Corporation Act and (ii) about Rs. 8.53
crores from the open market by Aoating 5%
per cent ARC Bonds 1982 (I1 Series). Further,
the Corporation’s short-term  borrowings
during the period from the Reserve Bark,
under Section 20(1) (b) of the Agricultural
Refinance Corporation Act, 1963, aggregated
Rs. 11.80 crores of. which Rs. 4.28 crores
were repaid to Reserve Bank of India in
April 1971.

345, The following policy and procedural
changes were effected during the year under
review: (@) The Corpora-
tion has raised its interest
rate on its refinance to 6%
per cent per annum in respect
of schemes to be sanctioned on or after
November 23, 1970.

Policies and
Procedures

(b) The special concession of 10
per cent contribution by State Govern-
ments to the specid development de-
bentures, floated by the Central land
development banks in respect of minor
irrigation schemes sanctioned by the Cor-
poration was further extended upto June
30, 1972,

(c) The Corporation decided, as a specia
case, to provide 100 per cent refinance in

respect of viable schemes, spansored by
Small Farmers Development Agencies through
the eligible institutions and sanctioned by, the
Corporation, upto June 30, 1971. This con-
cession, initialy granted for one year, has
now been further extended upto June 30,
1972.

(d) After the nationalisation of the 14
scheduled commercial banks, these banks as
also the State Bank of India and its sub-
ddiaries have been involved in a greater
measure in advancing loans for agricultural
development, The Corporatian follows a
flexible policy in regad to the extent of
refinance psavided to commercia banks,
It provides refinance to such banks by taking
into consideration their liquid resources
position. During the year, the Corporation
took various steps for simplification of pro-
cedure for refinancing commercial banks.

346. It was mentioned in the last year's
Report that the International Bank for
Reconstruction and Development, and its
affiliate, the International Development Asso-
ciation, had approved three projects in
financing capital investment for modernizing
and increasing the productive capacity of
agriculture. During the year under report,
agreements were signed between the Inter-
national Development Association, Govern-
ment of India and the Corporation in respect
of four .more projects for which IDA - would
provide financial assistance of Rs. 67.80
crores (§ 90.40 million) ; out of this Rs: 61.67
crores will be made available through the
Corporation as under :

Haryana Agricultural Credit Project
Tamil ‘Nadu Agricultural Credit Project . .
Andhra Pradesh Agricultural Credit Project

Agricultural Aviation Project

Amount to be routed

IDA Credit through AR.C.

(Rs. crores)
$ 25  million Rs. 18.75 crores 18:75
8 35 Rs, 26.25 crores 22-35
$ 2 4 . 4 Rs. 1830 crores 18.09
$ 600 »  Rs. 450 crores 2-48

The Corporation is actively associated with
the implementation of these projects both as
the sole refinancing agency and as the agency
which is to satisfy itself about the inherent

soundness of the schemes from technical and
economic aspects. During the . year the
Corporation's Regional Office a Kanpur
was shifted to Lucknow.
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V. DEVELOPMENTS IN EXCHANGE CONTROL

347. In the sphere of Exchange Control,
the process of liberaisation of the Rules relat-
ing to travel referred to in
Mauritius Travel the last year's Report was
Scheme, 1970  further carried forward during
the year under review. Under
the Mauritius Travel Scheme, 1970, introduced
with effect from August 7, 1970, passages may
be booked by airline/steamer companies and
travel agents for any person who is a resident
of India for visiting Mauritius once in three
years. Such persons travelling to Mauritius
by Air India will be digible for release of
exchange for U.S. $ 100. Any visits to
Mauritius with grant of foreign exchange by
the Reserve Bank of India for business or
other purposes or under ‘P’ form approval
given by the Reserve Bank will be ignored
for the purposes of this Scheme and any visits
to countries other than Mauritius under the
Foreign Travel Scheme, 1970 will not debar
a person from avaling of the Mauritius
Travel Scheme. Similarly, a visit to Mauritius
under the -Mauritius Travel Scheme, 1970,
will not debar a person from availing of the
benefits of Foreign Travel Scheme, 1970,
if otherwise admissible.

348. The facility of release of exchange
of US. $ 100 or its equivaent admissible
to persons travelling on flights/

Exc-hange sailing of Air India/Shipping
oo " Corporation of India has

since been extended to :-

(u) persons eigible to avail of the Foreign
Travel Scheme, 1970 for  visting
Afghanistan or Burma travelling by
flights of Indian Airlines on round-
trip tickets without any further ticket
for travel to any other countries
under the Scheme ; and

(b) persons who hold  non-endorsable
round-trip tickets issued under the
Foreign Travel Scheme, 1970 for
‘travel on the vessels of the Scindia
Steam Navigation Co., Ltd.

349. Until March 1971, the Exchange
bureaux of Authorised dedlers in foreign
exchange and licensed money-
changers functioning at air
ports and docks were per-
mitted to sell foreign currency
notes and coins subject to prescribed limits
and procedura formdities to  outgoing
travellers from India except

Sale of Foreign
Currency Notes
and Coins

(@) transit passengers, and

(b) passengers holding open-dated tickets
(including return tickets) issued out-
side India

This facility, has been extended with effect
from March 23, 1971 to al travellers of
Indian nationality including those faling
under the excepted categories (@) and (b)
mentioned above. In other words, sale of
foreign currency notes and coins would be
permissible to a traveller who is an Indian
national (i.e, a person holding an Indian
passport, whether issued in India or abroad),
irrespective of the currency in which his ticket
had been paid for and the place where the
ticket had been issued.

350. Asameasure of assistance to refugees
from East Benga, Authorised Deders in
foreign exchange have been
permitted to open  fregly,
without any exchange control
formaities normaly  appli-
cable to non-residents, current/savings/fixed
deposit accounts in the names of persons who
have come away from East Bengal and are
temporarily resident in India These ac-
counts will be treated as resident accounts
and operations thereon allowed freely.

Assistance to
Refugees  from
East Bengal

351. With a view to encouraging the

smaler banks to participate in the foreign

exchange business of the

Jssue of country, licences to ded in

Dealers’ Licences fOreign exchange have recently

been issued to the following

banks : Benares State Bank Ltd., Varanad,

The New Bank of India Ltd., New Delhi, and
Vijaya Bank Ltd., Bangalore.
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352. The following table gives data relating
to release of foreign exchange and number of
‘P Form applications approved for travel
abroad for various purposes during the year
ended June 1971.

Foreign Exchange permits and ‘P° Form Approvals

l. Foreign Exchange Permits

Amount of
Purpose of Travel No. of Exchange
Permits Sanctioned
(Rs. 000s)
Study/Training :
(a) U.K. and Europe
(i) Technical . 501 35,18
(i) Non-technical 625 28,45
(b) US.A. and Canada
(i) Technical i 2,366 5,78,38
(i) Non-technical 1,182 2,58,44
(c) Other Countries
(i) Technical . 194 17,99
(if) Non-technical 120 6,63
Business - - 10,892 6,58,72

Amount of

Purpose of Travel No. of Exchange
Permits  Sanctioned

(Rs . 000s)
Medical treatment . 499 52,03
Study tour o 850 33,43
Attending conferences . 1,129 20,37
Miscellaneous . . . . 8,360 2,14,65
Total . . 26,718 19,04,27

1. ‘P’ Form :

No. of

Purpose of Travel ‘P Forms
Approved
Joining Head of Family . . . . 11,838
Visit to Relatives P 8,797
Export Promotion P 196
Employment Abroad PR, 4,352
Emigration for Permanent Settlement . 7,916
Students/Trainees . . . 3,256
Miscellaneous PR 19,741
Total o . . 56,096

VI. SURVEYS AND SEMINARS ORGANISED BY THE RESERVE BANK

353. At the instance of the Government of
India, the Bank sponsored an All-India
Survey to assess the extent, nature and struc-
tural characteristics of indebtedness of non-
manual employee households in urban areas.
The National Sample Survey Organisation
carried out the field work of canvassing an
appropriate schedule in about 9,000 urban
blocks in their 25th Round during 1970-71.

354. The Bank isfinalising the arrangements
for conducting the decennia “All-India Debt,
and Investment Survey, 1971-72" in collabora-
tion with the National Sample Survey Organi-
sation of the Government of India and the
State Governments.

355. The Department of Statistics prepared
a study based on the analysis of the accounts
of 1,501 non-Government, non-financial
medium and large public limited companies

for 1967-68 in collaboration with the Econo-
mic Department and published it in the
October 1970 issue of the Bank’s Bulletin.
The Survey of Industrial Situation relating
to the period January-June 1970 was published
in the January 1971 issue of the Bank’s Bulle-
tin.

356. A Special Study on the Branch
Expansion Activities of commercial banks
and the performance of new branches for the
period July 1969 to September 1970 was
conducted in the Credit Planning Cell of the
Bank. The study showed that a pronounced
thrust towards both special and functiona
spread of commercia banking has followed
the nationalisation of 14 maor commercia
banks in July 1969. Findings of the study
were published as a supplement to the Novem-
ber 1970 issue of the Bank’s Bulletin. A
Special booklet containing (i) Speciad Credit
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Schemes of Banks : Guidelines, (ii) Report
of the Committee on Banks Credit Schemes
with reference to employment potential, (iii)
Guarantee Schemes for Small loans to priority
and neglected sectors, (iv) Guarantee Schemes
for loans to Small-scale Industries and (V)
Financing of Agriculture by Commercial
Banks : Guidelines, was brought out by the
Bank. This booklet was also published as
a supplement to the February 1971 issue of
the Bank’s Bulletin. The Report of the
Committee on Differential Interest Rates
has also been published in a book form.

357. The last year's Report referred to the
decision of placing on a continuing basis a
survey, undertaken by the Divison of In-
ternational Finance, Economic Department,
of unclassified receipts (i.e., receipts in
amounts below Rs. 10,000 or its equivalent
for which no purpose-wise details are required
to be reported to the Exchange Control
Department by authorised dedlers). The
results of the survey of unclassified receipts
during the quarter October-December 1969
were published in the March 1971 issue of the
Bank's Bulletin. For the year 1970, the
survey conducted covered the quarter July—
September, the results of which are currently
being processed. The survey for 1971, which
covers the quarter April-June, is in progress.
The survey of freight and passage fare pay-
ments and receipts relating to Indian and
foreign shipping and airline companies con-
tinued to be undertaken by the Division
of International Finance on an annual basis.
The Division aso continued to call for quarter-
ly reports from branches of foreign com-
panies and Indian joint-stock companies for
the foreign investment survey. Based pri-
marily on these reports, an article on “India’s
International Investment Position in 1967-
68" was published in the March 1971 issue
of the Bank's Bulletin. Besides presenting
Indids international investment position at
the end of 1967-68, the article estimated
broadly, on the basis of partia data, the
position at the end of 1968-69. In addition,
this study presented adjusted data on the
country’s overall balance of payments, taking
into account the additional information
derived from the foreign investment survey
reports.

358. At the instance of the Agricultural
Credit Department, the Divison of Rural
Surveys of the Economic Department under-
took the Fiedd Study of Savings Potential of
Farmers in five selected districts in five States.
The object of the study was to attempt an
estimation of the savings potential of farmers
resident in rural areas of the selected districts
and to find out how and to what extent
such deposit potential was being tapped- by
institutional agencies. The Divison aso
conducted, jointly with the Agricultura
Credit Department, another field study for
the ‘Assessment of Repaying Capacity and
Vauation of Hypothec for Land Develop-
ment Bank Loans in five districts in five
States.  The object of the survey was to
evolve a suitable methodology for enabling
Land Development Banks to conduct field
studies with the purpose of shifting their
lending policies from security basis to pro-
duction basis.  Further, the methods of valua-
tion of hypothec followed by the Land Deve-
lopment Banks were also sought to be studied,
as the current methods of vauation were
neither satisfactory nor scientific and needed
to be replaced by the method of capitalising
income as sugested by the All-India Rura
Credit Review Committee.  Further, the
Divison finalised the Report on the fied
study into availability of Co-operative Credit
to Small Farmers. This study was under-
taken in eight selected districts from eight
States with a view to (@) assessing the availabi-
lity of credit from co-operatives to smal
farmers for their agricultural needs, (b)
appraising the main factors that influence
the availability of such credit, and (c) examin-
ing whether vested interests were operating
within the co-operatives and, if- so, whether
they affected the availability of credit to small
farmers.

359. Besides these ad hoc surveys, the
Divison was engaged in two relaively long-
term surveys. The object of one survey was
to study the extent to which co-operative
credit was contributing towards agricultural
production and helping borrowers to increase
their productive capacity, and that of another,
was to study the credit and other related
problems of small farmers in the context of
different agro-economic  environments in
the country. The regular mailed question-
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naire/Survey of Co-operative Bank Advances
and Deposits continued to be attended to.
The Division also brought out a publication
entitled ‘Studies in Agricultura Credit.’

360. The results of the Survey of Finances
of Local Authorities, 1965-66 and 1966-67,
carried out by the Division of Fisca Analysis,
Economic Department, were published in the

September 1970 issue of the Bank’s Bulletin ;
the data received for the Survey of Finances
of Local Authorities for 1967-68 and 1968-
69 are being processed. The Annua Survey
of Ownership of Centra and State Govern-
ment Securities as on March 31, 1969 was
published in the May 1971 issue of the Bank’s
Bulletin and the data received for the Survey
as on March 3 1, 1970 are being processed.

VIl. EDUCATION AND TRAINING

361. Prominent activities of the Nationa
Institute of Bank Management covering
training, research and consultancy services
to hep the individua banks in improving
their operational efficiency and performance
during the year are indicated below :

362. During the year 1970, the NIBM
conducted the following courses :

(1) Five one-week prototype field-work-
shops-cum-training programmes on Agricul-
tural Finance for nearly 1,500
officers from banks, (2) Small-
scale Industry Finance for
training the Trainers in financing small-
scale industry, (3) Instructors Training
Programmes primarily for one bank a a
time. ; traning was imparted to parti-
cipants. from Bank of Baroda and Centra
Bank of India in 1970, (4) Training Progra-
mmes for Staff Training Colleges for Branch
Managers, (5) Executive Development Pro-
gramme  consisting (a) Senior Executive
Course meant for persons at the Regional
Manager's level and (b) Advance Manage-
ment Seminar meant for Deputy Genera
Manager’s/Assistant General Manager’s level,
(6) Functional Management Programmes
a two-week Manpower Development Pro-
gramme for 28 participants, two from each
bank, (7) Sectoral Management Programme
on Export Finance for participants of Com-
mercial banks, IDBI, ECGC, ICICI and
Ministry of Externa Affairs, (8) Training
Management Programmes to train the In-
structors of the staff training colleges of
Eastern region banks held a Calcutta for
instructors from United Bank, United Com-
mercid Bank and Allahabad Bank and (9)
Overseas Training Programme  conducted

Courses

a the request of Bank of Bumiputra, Malaysia
by one of the NIBM faculty members in
Maaysia on Agricultura Finance.

363. With a view to developing a better
understanding of problems as well as to re-
solve  practical  problems,
the Institute initiated research
projects on various aspects
of banking ‘such as : environmental and
management studies, credit and portfolio
management, deposit mobilisation, credit
rescarch anaysis, export potentia develop-
ment, integrated information and control
system, management control system, man-
power forecasting, industrial relations and
communications, recruitment, etc.

Research

364. A Workshop on ‘Recruitment and

Selection’ meant for Personnel Department

Executives of Commercia

Workshops

end of December 1970. A

Steering Group has been congtituted for a

high level workshop on ‘Business Planning’
to be held in mid-1971.

365. In order to develop a more suitable
training technology, the NIBM with the help
of a few Staff Training Col-
lege Instructors from the
banks is preparing Progra-
mmed Learning Texts on :
(i) Remittances, (ii) Safe
Deposit Vault, and is working on, (iii) Scru-
tiny of Cheques, (iv) Deposit Accounts and
(v) Collection. The Ingtitute has planned to
launch a major programme of preparing a
large number of such self-instructional

Teaching
Material

material to cover most repetitive banking

operations.  Further, number of teaching

Banks was held towards the
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cases were prepared by the Indian Institute
of Management, Ahmedabad, for the use of
the Senior Management Courses, which were
organised during the year. The NIBM itself
has collected a number of cases to add to this
library. In addition, a number of business
games and simulation exercises also have
been prepared.

366. NIBM published reports on the
‘workshops organised by it on the following
subjects :

(i) Financing Small-scale Industries, (ii)
Financing Agriculture, (iii) Deposit Mobili-
sation, (jv) Customer Service,
(v) Management  Develop:
ment in Banking Industry
and (vi) Financing Exports.
Two more publications of NIBM were :
(i) Review Committee on the Training Pro-
grammes of Commercial Banks and (ii)
Directory of Courses 1970-7 1, containing
details of training courses conducted by the
various Staff Training Colleges of Commercia
Banks and other Research and Management
Institutions.

Publication and
Information
Dissemination

367. The Ingtitute has provided .consul-
tancy Services to the Bank of India, the
Indian Bank, the Andhra
Bank and the Indian Over-
seas Bank for the selection
of direct recruitment using
the battery of tests which have been devel oped.
Again the Ingtitute is working with the Andhra
Bank and the Indian Bank on a Business
Development Consultancy. The aims of the
consultancy are (i) Business Development
Plan over a period of three to five years,
(ii) Organisational structure of the bank
to suit its changing character, and (iii) Man-
power planning and management develop-
ment, including training, to meet the future
needs. The Institute has agreed to help the
Union Bank and the Centra Bank of India
in the formulation and implementation of
the management development programme.
Progress has been made in (i) devising per-
sonnel inventory, (ii) job description leading
to an appraisal system, and (iii) manpower
planning. Both banks have agreed to make
this information available to other banks.

Consultancy

368. On the basis of the work done in
1969 and in 1970, the NIBM has proposed
for the year 1971, a major
programme of work in the
following : (i) the training of
higher banking personnel, (ii) development of
new training and teaching material, especially
the self-instructional texts, (iii) a large number
of important research projects, and (iv) ex-
panded consultancy services particularly in
areas of recruitment and selection testing,
credit risk anaysis and business develop-
ment.

General

369. The Bank continued to sponsor and
organise the training courses for the super-
visory staff of commercial
banks. During the period
under review, the College
conducted 4 Senior Courses,
3 Intermediate Courses, 2 courses each on
Industrial Finance and Organisation and
Methods and one course each on Foreign
Exchange, and Personnel and Organisation.
One course for supervisory inspection staff of
commercial banks was also conducted. Two
new courses introduced at the College during
the period under review were : a course for
lega officers of term-lending institutions and
banks attending to term loan proposals,
and a Credit Appraisal Course for the Officers
of commercial banks in middle management
level attending to appraisal of credit pro-
posads for relatively large amounts. The
total number of officials from banks and
financia ingtitutions who received training in
the College during the period is 477 (including
3 officials from foreign countries). Since the
inception of the College in 1954, 4,447 officials
have received training in the different courses
conducted by the College. The College pro-
poses to institute soon a course on Project
Appraisa (Financia) and a course on Market
Anaysis and Demand Projections for the
officers of term-lending institutions as aso
for such officers of commercial banks who
handle term loans. Recently, the College
has also been assigned the task of conducting
courses exclusvely for the Bank's own officers.
An inspection-oriented foreign  exchange
course for the officers of the DBO & D, and
the first Central Banking Course | for the
Staff Officers Grade |, were conducted during
the period under review. The second Central

Bankers
Training
College
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Banking Course | is a present in session at
the College.

370. The Bank also continued to arrange
courses on co-perative banking
Co-operative for the personnel of State,
Bankers Training central and urban co-operative
College, Poona ",k and land development
banks. During the period un-
der review, two courses each for the mana-
gerial staff of State/central co-operative banks,
urban co-operative banks and land develop-
ment banks as also for branch agents
of State/centra co-operative banks were
held. a the College. On agriculturd finance,
one course each for the senior per-
sonnel and for the middle level personnel of
commercia banks was conducted during
the period. A special course on agricultural
finance was organised for the Bank’s officers
of the DBO & D with a view to equiping them
with the knowledge of latest development in
the sphere of agricultural credit, -particularly
in the context of the lending portfolio of com-
mercial banks.

371. The new courses introduced at the
College during the period under review
were : (@) a course for the -manageria staff
of State/primary land development banks,
(b) a course for the managers/deputy mana-
gers of centrad banks financing industrial
co-operatives, (c) a refresher course for the
managerial staff of State/central co-operative
banks, and (d) a refresher course for the
managerial staff of urban co-operative banks.
While the course for managerial staff of State/
primary land development banks was arrang-
ed four times, the other courses were conduct-
ed once each during the period under review.

372.  The total number of officias from the
co-operative, the land development and the
commercial banks who received training in
the College during the period is 509 (including
two officials from foreign countries). Since the
inception of the College in 1969, 720 officials
have received training in the different courses
conducted by the College. The College also
conducted a seminar for the staff teaching
agricultural finance in colleges run by com-
mercia banks. The Principal of the College
has recently taken over the additional charge
of the Vakunth Mehta National Ingtitute

of Co-operative Management with which the
Bank entered into a collaboration agreement
last year.

373. The Staff Training College, Madras

continued to conduct the General Course on

central banking for Staff

staff Training Officers Grade 11 and Assi-

College, Madras stants, and the Inspection-

oriented Course for officers

of the DBO&D and the ACD, on a regular

basis. The total number of employees who

have so far received training in the College
is 2,947.

374. The Zonal Training Centres at
Bombay, Madras and New Dehi continued
to conduct courses for the
Zonal Training junior and senior clerks of
Centres the Bank. The  Zona
Training  Centre, Calcutta
could not be reopened as expected due to
certain administrative exigencies. The tota
number of clerical staff who have received
training so far in the various Zona Training
Centres is 6,210.

375. Under the standing arrangements
with the Administrative Staff College of
India, Hyderabad, the
Bank’s officers were deputed
to attend management deve-
lopment courses conducted by the College.
Officers were also sent to participate in some
of the courses conducted by the Bankers
Training College for the officers of commer-
cia banks and financial ingtitutions as aso
to short-term courses on management deve-
lopment organised by the All-India Manage-
ment and State level Associations, Producti-
vity Councils, Management Ingtitutes and a
few other similar ingtitutes.  During the
period under review, the Bank aso deputed
its officers to participate in the 8th SEANZA
Centra Banking Course held in Manila, the
Centra Banking Course conducted by the
Bank of England, and other courses of in-
terest to the Bank organised by some foreign
institutes.  Officers were also deputed for
study visitstraining to banking and financia
ingtitutions in the U.K., Japan, West Ger-
many, Australia, Indonesia, etc.

Deputation of
Staff
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376. During the year under review, the
Bank brought out the Hindi version of the
Annua Report on the Work-
ing of the Reserve Bank of
India and Trend and Pro-
gress of Banking in India
for the year ended June 30, 1970 with an-
nexures of selected statements in Hindi from
the Report on Currency and Finance, 1969-
70 and the Hindi version of important cir-
culars issued by the Bank to scheduled com-
mercial banks. The Bank continued to offer
assistance to the Industria Development
Bank of India, Agricultural Refinance Cor-
poration, Unit Trust of India and Deposit
Insurance Corporation for Hindi trandation
and publication of their Annual Reports.
The revised edition of the Functions and
Working of the Reserve Bank of India and
the non-statutory portion of the revised
Exchange Control Manua (sixth edition)
were transated. into Hindi and the latter
was furnished to Government. The Bank
also brought out a Hindi version of the
forms, to be supplied to the Registrars of
Co-operative  Societies in  Hindi-speaking

Promotion of
Hindi in R.B.L.

States, for collection of statistics relating to
the Co-operative Movement in India

377. In compliance with the provisions
of the Official Languages Act, 1963, as
amended in 1967, the Bank continued to
issue Press Communiques/Notes/Releases/
Summaries, Notices, Advertisements and
Notifications simultaneously in English and
Hindi. Letters and communications received
in Hindi from the public, the Central Govern-
ment and the State Governments were enter-
tained and replied to in Hindi wherever
necessary.

378. The Hindi classes continued to be
conducted by the Bank under its own teaching
scheme at various centres on voluntary basis
for the benefit of the Bank's staff. The
incentives provided for acquiring proficiency
in Hindi were continued during the year
under review. With a view to encouraging
the typists of the Bank to learn Hindi type-
writing, the'incentive of honorarium has been
offered for passing the Hindi Typewriting
Examination.

VIII. ACCOUNTS AND OTHER MATTERS

379. During the accounting year ended
June 30, 1971, the Bank's income, after making
statutory and other provisions, amounted
to Rs. 136.46 crores as against Rs. 105.45
crores in the previous year. The total ex-
penditure for the year amounted to Rs. 36.46
crores as against Rs. 30.45 crores in the
previous year. The net profit set aside for
payment to Central Government was Rs. 100
crores as against Rs. 75 crores paid last year.

380. The contributions to the National
Agricultural  Credit (Long-term Operations)
Fund, the National  Agriculturad Credit
(Stabilisation) Fund and the Nationad In-
dustrial Credit (Long-term Operations) Fund
were Rs. 18 crores, Rs. 2 crores and Rs. 40
crores, respectively, as against Rs. 17 crores,
Rs. 2 crores and Rs. 20 crores, respectively,
during 1969-70.

381. The rise of Rs. 31.01 crores in the
income during 1970-71 was mainly due to
increased interest earned on investments in

securities, loans and advances to State Govern-
ments, banks, etc., as aso larger discount
on Rupee Treasury Bills. The increase of
Rs. 6.01 crores in the expenditure was mainly
on account of establishment charges owing to
the payment of (i) arrears of salary consequent
on revision of pay scales of Staff in Classes
I, 1l and IV and (ii) interim relief and ad
hoc refixation of salaries of Officer Staff.

382. The accounts of the Bank have been
audited by M/s. A. F. Ferguson & Co.,
Bombay, M/s. Ray and Ray,
Cdcutta, M/s. Suri & Co.,
Madras and M/s. Thakur
Vadyanath Aiyar & Co., New Delhi who
were appointed by the Government of India
as auditors of Reserve Bank of India by the
notification No. F. 3(50)-BC/69 dated the
28th April 1971 issued in exercise of the
powers conferred by Section 50 of the Reserve
Bank of India Act. With a view to ensuring
a wider coverage .of offices of the Bank by
the Bank’'s statutory auditors, the books

Auditors
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of the Kanpur, Nagpur and New Delhi
offices have been audited by the auditors
in addition to the traditiona offices at Bom-
bay, Cacutta and Madras. The remunera-
tion of the auditors has been fixed at
Rs. 15,000/-per office.

The Central Board

383. Sarvashri V. V. Chari and S. S.
Shirdlkar assumed charge as  Deputy
Governors with effect from the forenoon
of 17th November 1970 and 18th December
1970, respectively, for a period of 5 years.
Shri C. P. N. Singh and Prof. M. Mujeeb
retired as Directors of the Central Board
on expiry of their terms of appointment
on 14th January 1971. The Board wishes
to place on record its appreciation of the
services rendered by the retired Directors.

384. Seven meetings of the Central Board
were held during the year, four of which
were held in Bombay, one each in Madras,
Cacutta and New Dehi. The Committee
of the Central Board held fiftytwo meetings
of which ten were held in New Delhi, two in
Madras and the rest in Bombay.

385. Shri K. N. Mehta was appointed
as Executive Director with effect from the
close of business on 21st January 1971.

Local Boards

386. There was no change either in the
composition or in the membership of the
Local Boards during the year under review.

Opening and Closing of Offices and Changes
in Organisation and Management

387. An Office of the Exchange Control
Department was set up at Cochin with effect
from November 2, 1970. A full-fledged
Public Debt Office was set up at Ahmedabad
from May 1, 1971. Four offices of the
Department of Banking Operations and Deve-
lopment were opened a Gauhati, Patna,
Jammu and Jaipur on February 15, March
1, May 15 and June 15, 1971, respectively.
The regiona office of the Agricultural Credit

Department located at Kanpur was shifted
to Lucknow in May 1971. Ancther regiona
office of the Agricultural Credit Department at
Chandigarh was upgraded with the jurisdic-
tion of this office covering Punjab, Haryana,
Himacha Pradesh and Jammu and Kashmir.

Bank’'s Premises

388. The annexe building at Nagpur has
been completed, while the construction of
the main office building at
Office Premises Bangalore is in progress. The
proposed office buildings at
Hyderabad and in the compound of the
Mint at Bombay as also the proposed office
buildings and annexes at Bhubaneswar and
New Dehi are in the planning stage. In
Jaipur progress of planning has been held
up due to a dispute regarding the ownership
of the land sold to the Bank by the Improve-
ment Trust. Proposals for appointment of
Architects for office buildings at Ahmedabad
and Gauhati are under consideration.

389. A reference was made in the last
year's Report about the proposals to take
on lease buildings & Ahmedabad and Bhu-
baneswar for opening sub-offices of Issue
Department and Sections of the Banking
Department. The building a Ahmedabad
has since been taken, while the one at Bhu-
baneswar is expected to be ready for occupa-
tion in the near future. In addition, ac-
commodation has aso been taken on lease
for opening regional offices of the Depart-
ment of Banking Operations and Develop-
ment at Gauhati, Jaipur and Jammu.

390. The Bank is continuing its efforts to
provide residential quarters, which are heavily
subsidised, for the various
categories of staff at al im-
portant centres. During the
year under review, the construction of 11
flats for Staff Officers Grade | at Madras
and a colony of 240 flats for clerical staff
and 192 flats for subordinate staff at Bombay
was completed. Thiz will bring the tota
number of flats so far provided to 160 for
Staff Officers Grade |, 366 for Staff Officers
Grade II, 1,616 for clerica staff and 744
for subordinate staff at Bombay, Calcutta,
New Delhi, Madras, Nagpur, Patha and

Residential
Quarters
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Kanpur, covering approximately 15 per cent
of the total staff at these centres. Construc-
tion of 272 flats at New Delhi and 456 flats
a Cacutta for clerical and subordinate
staff isin progress, while construction work in
respect of 56 flats at Bangalore for Staff
Officers Grade | and Il and 224 flats at Kanpur
and 104 flats at Nagpur and 16 flats at Madras
‘for clerica and subordinate staff has since
commenced. Construction of 152 flats at
Bombay for Staff Officers Grade | and Il
and 48 additional flats for clerica dstaff at
New Dehi will commence shortly. Further
construction of colonies for Staff Officers
Grade | and Il .at New Dehi and Classes
I and IV saff a Bhubaneswar, Madras,
Bangaore and Hyderabad is in the planning
stage. Proposals for appointment of Archi-
tects for the proposed quarters for Staff
Officers Grade | and Il at Kanpur are under
consideration.

391. Efforts are being made to secure
suitable land for construction of quarters
at Centres where no plot has been secured or
where the number of quarters provided is
inadequate.

392. The scheme of taking flats on Com-
pany Lease for staff officers continues, as
there is no improvement in the housing
situation in the cities where offices of the
Bank are located. During the year under
review, 227 flats were taken on lease, bringing
the tota number of flats taken since the
introduction of the scheme in 1967 to 716.

393. The renovation of the old office
building a Calcutta is nearing completion,
while the renovation work of
the old office building at
Kanpur will commence short-
ly. The construction of community centres
in the Sargjini Nagar and Kasturba Nagar
colonies a New Dehi is in the planning
stage.

Miscellaneous

Employer-Employee  Reations

394. A reference was made in the pre-
vious year's Report to the negotiations with
effect from June 1, 1970 between the manage-
ment of the Reserve Bank of India and the
All-India Reserve Bank Employees Association

representing the workmen employees in Classes
Il and IIl regarding revison of pay scales
and alowances, etc. Since then settlements
were reached between the management of the
Bank, on the one hand, and the All-India
Reserve Bank Employees Association and
the All-India Reserve Bank Workers Federa
tion, on the other, in regard to revision of
pay, allowances and certain other service
conditions of workmen employees in Classes
I, 1l and IV. The Agreements with the
Association and Federation are binding on
the parties till December 31, 1973. As
the Agreements have not settled al the items
included in the Charter of Demands of the
two organisations, further meetings are being
hetd with them for resolving the pending
items also. Negotiations were held between
unions of wokmen employees of the com-
mercia banks and the Indian Banks Associa-
tion on revision of pay structure for bank
employees and a settlement was reached
between them on October 12, 1970. The
settlement would be in operation for 4 years
from January 1, 1970.

Employees Housing Loan Scheme

395. During the year under review,
Housing Loans were sanctioned as under :

No. of Amount
Societies Rs.
A. New Co-operative Housing
Societies . . . . . . 16 72,84,220
Additional loans to Co-opera-
tive Housing Societies al-
ready formed 7

Total 76,183,805

3,209,585

No. of  Amount
Employees Rs.

B. Individual members of Stuff
New loans . . . . 145 27,44,798

Additional loans to employees
who had already availed of
loans earlier . . . . . . 2 2,850

Total 27,47,648

The tota amount of ‘Society’ and ‘Indivi-
dua’ loans sanctioned since the introduction of
the scheme in 1971 amounts to Rs. 2,83,94,160
and Rs. 78,45,103, respectively. In all 1,716
employees have availed themselves of this
facility.



RESERVE BANK OF

INDIA

BALANCE SHEET AS AT JUNE 30, 1971

ISSUE DEPARTMENT
TIABILITIES ASOETS
Rs. P. Rs. P. Rs. P. Rs. P.
Notes held in the Bankmg Gold Coin and
Department 18,00,36,776- 00 Bullion: —.
(@) Held in India . 182,53,10,862-72
(b) Held outside India| ......
Notes in circulation 4435,03,88,195-50 Foreign Securities 278,41,99,950- 06

Total Notes issued

4453,04,24,971-50

Total

Rupee Coin ..

Government of India
Rupee Securities .
Internal Bills of Exchan-
ge and other Commer-

460,95,10,812-78
39,15,33,741- 55
3952,93,80,417- 17

cial Paper .
Total Liabilities 4453,04,24,971 -50 Total Assets 4453,04,24,971 -50
BANKING IDEPARTMENT
TTABILITIES ASSETS

Rs. P. Rs. - P.

Capital Paid-up 5,00,00,000 :00f Notes O 18,00,36,776- 00
Reserve Fund .. e .. 150, 00 00 000 00)] Rupee Coin - . 92,062 00
National Agrlcultural Credit’ (Long-Term Small Coin " 3,14,775-60

Operations) Fund . .. .. 190,00,00,000- 00 lills Purchased and Dlscounted —

National Agricultural Credit (Stabilisation) (a) Internal 10,02,29,513-79

Fund
National Industrial Credit (Long-Tcrm OP"-
rations) Fund . .

Deposits :—
(@) Government
(i) Central Government
(i) State Governments

(6) Banks
(i) Scheduled Commercial Banks .

(i) Scheduled  State Co-operative
Banks .

(C) Non- Scheduled State  Co- opera\-
tive Banks

(iv) Other Banks
(c) Others . . . . .
Bills Payable . . . . . . . . .

Other Liabilities

Total Liabilities .. .. .. .

39,00,00,000-00f
135,00,00,000- 00

54,98,95,012: 38
86,63,13,936- 17
248,69,06,124- 78
18,83,72,356- 57

83,62,402° 9%
1,02,07,228-20

162,56,14,761 - 21
37,24,27,949- 41
194,31,73,420- 38

1324,12,73,192-00

{6) External ..
(¢) Government Treasury Bills ..
Balances held Abroad* L e
Investments** . .
.oans and Advances to -
(i) Central Government .
(ii) State Governments} .
s0ans and Advances to :—
(i) Scheduled Commercial BanksT .
(zzg State Co- operatlve BanksTT ..
(1ii) O thers .o

Loans, Advances and Investments from Na-
tional Agricultural Credit (Long-Term
Operations) Fund
(a) Loans and Advances to:- s
State Governments .
u State Co-operative Banks
(1ii) Central Land Mortgage Banks
(6) Investment in Central Land Mortgage
Bank Debentures
Loans and Advances from Natlonal Agrlcul-
tural Credit (Stabilisation) Fund
Loans and Advances to State Go-operative
Banks - .. ..
Loans? Advances and Investments from
Nahonal Industrial Credit (Long-Term
Operations) Fund
() Loans and Advances to the Develop-
ment Bank .
(6) Investment in bonds/debentures issued
by the Development Bank
Other Assets . . . .

Total Assets . .

15,79,86,288 - 22
94,12,01,406- 55
42354,81,728 - 38

55,77,00,000+ 00
9265,84,70,000- 00

206,23,71,602- 00
18,78,60,000- 00

42,03,55,639 52
24,31,43,271 - 66

10,14,98,135+ 00

13,66,14,587- 00

55,04,21,044- 00

75,14,96,362 - 28

1324,12,73,192-00

Contingent liability on partly paid shares Rs. 8,99,992- 80
* Includes Cash, Fixed Deposits and Short- term Securities,

(Sterling Investments of $50,000 converted @ Rs. 100=/35-5556).

** (i) Excluding Investments from the National Agricultural Credit (Long-Term Operations) Fund and the National Indus-

trial Credit (Long-Term Operations) Fund.

(i) Includes Rs. 5,31,09,367-80 (equivalent of £ 50,000 and U.S. § 6,961,250) held abroad.
Excluding Loans and Advances from the National Agrlcultural Credit (Long -Term Operations) Fund.
:F Includes Rs. 171,91,00,000 advanced to scheduled commercial banks against usance bills under Section 17(4)(c) of the Reserve

Bank of India Act.

Excluding Loans and Advances from the National Agricultural Credit (Long-Term Operations) Fund and the National Agri-

)
cultura;r Credit (Stabilisation) Fund.

J. S. NARULA,
Chief  Accountant.
Dated the 28th July 1971.

S. JAGANNATHAN, Governor.

P. N. DAMRY, Deputy ~ Governor.
R. K. HAZARI, Deputy  Governor.
v. v. CHARI, Deputy ~ Governor.

S. S. SHIRALKAR, Deputy Gouemor.



PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED JUNE 30, 1971

Interest, Discount, Exchange, Commission,

Establishment

INCOME

EXPENDITURE

ete.} .

Rs. P.
136,46,38,146-95

20,58,91,346- 23

Directors’ and Local Board Members' Fees and Expenses |, 57,802 80
Auditors’ Fees . . . 90,000-00
Rent, Taxes, Insurance L|ght|ng etc. . 93,93,714-68
Law Charges . O 39,151-82

Postage and Telegraph Charges

Remittance of Treasure
Stationery, etc.

Security Printing (Cheque, Note Forms, etc)
Depreciation and Repairs to Bank Property

Agency Charges

11,32,016-41
60,14,579-19
30,40,811 73
- 4,90,81,764-01
. 95,05,283- 57
. 7.21,10,258- 74

Contributions to Staff and Superannuatlon ‘Funds o L 7,32,000 « 00
Miscellaneous Expenses . . 75,48,975 46
Net ‘available balance . . v 100,00,00,442-31
Total 136,46,38,146-95
Surplus Payable to the Central Government 100,00,00,442-31
RESERVE FUND ACCOUNT

By Balance on 30th June 1971 .. . v 150,00,00,00-00

By transfer from Profit and Loss Account . Nil

Total 150,00,00,000- 00

T After making usual or necessary provisions in terms of Section 47 of the Reserve Bank of India Act.

S . JAGANNATHAN, Governor.

P. N. DAMRY, Deputy Governor.

R. K. HAZARI, Deputy Governor.
J. S. NARULA, V. V. CHARI, Deputy Governor.
Chigf. Accountant. S. S. SHIRALKAR, Deputy Governor.

REPORT OF THE AUDITORS

TO THE PRESIDENT OF INDIA,
We, the undersigned Auditors of the Reserve Bank of India, do hereby report to the Central Government upon
the Balance Sheet and Accounts of the Bank as at 30th June, 1971.

We have examined the above Balance Sheet with the Accounts, Certificates and Vouchers relating thereto of the
Central Office and of the Offices at Calcutta, Bombay, Madras, New Delhi, Kanpur and Nagpur and with the Returns
submitted and certified by the Managers of the other Offices and Branches, which Returns are incorporated in the above
Balance Sheet, and report that where we have called for explanations and information from the Central Board such in-
formation and explanations have been given and have been satisfactory.  In our opinion, the Balance Sheet is a full and
fair Balance Sheet containing the particulars prescribed by and in which the assets have been valued in accordance with
the Reserve Bank of India Act, 1934 and Regulations framed thereunder and is properly drawn up so as to exhibit a true
and correct view of the state of the Bank’s afffairs according to the best of our information and the explanations given to
us, and as shown by the Books of the Bank.

RAY & RAY,

A. F. FERGUSON & CO.,

THAKUR VAIDYANATH AIYAR & Cco,
SURI & cCO,,

¥ Auditors

Dated, the 28th Fuly 1971
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